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You should rely only on the information contained or incorporated by reference in this prospectus. We have not authorized anyone to

provide you with information that is different from that contained in this prospectus. We are offering to sell shares of common stock and

seeking offers to buy shares of common stock only in jurisdictions where offers and sales are permitted. The information contained in this
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In this prospectus, “Company,” “we,” “us” and “our” refer to Vocus, Inc. and its subsidiaries. Unless otherwise indicated, all information in

this prospectus assumes no exercise of the underwriters’ over-allotment option.
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Prospectus Summary
You should read the following summary together with the more detailed information concerning our company, the common stock being sold in this

offering and our financial statements appearing in this prospectus. Because this is only a summary, you should read the rest of this prospectus

before you invest in our common stock. Read the entire prospectus carefully, especially the risks described under “Risk Factors.”

Vocus, Inc.

We are a leading provider of on-demand software for corporate communications and public relations, or PR. In an age of real-time

communication, with an increasing number of media outlets and a rapidly growing volume of news and other public information,

traditional approaches to PR are becoming outmoded. Our web-based software suite helps organizations of all sizes manage local and

global relationships and communications with journalists, analysts, public officials and other key audiences. Our integrated software

modules provide extensive features and broad functionality that address the critical functions of corporate communications and public

relations. Specific modules include contact management, news management, collateral management, project management, interactive

email campaigns, analytics, online newsroom, compliance reporting and issues and legislation management. By automating and

integrating essential elements of PR operations, our solutions help organizations manage large amounts of information, deliver consistent

and well-executed communications, collaborate among large or geographically dispersed teams and analyze and report on the

effectiveness of their corporate communications and public relations.

As part of our solution, we provide an extensive database of over 800,000 records, including journalists, analysts, public officials, media

outlets and publicity opportunities. Our information database is integrated with our suite of on-demand modules that together address

the communications life-cycle from identifying key contacts, to distributing information, to closing the loop with digitized feedback and

management analytics.

We deliver our solutions over the Internet using a secure, scalable application and system architecture, which allows our customers to

eliminate expensive up-front hardware and software costs and to quickly deploy and adopt our software. We were an early pioneer in

hosted, multi-tenant, on-demand software, launching our first version in 1999. Our software is offered as an annual or multi-year

subscription, and as of March 31, 2005 we had more than 1,100 customers representing organizations of all sizes across a wide variety of

industries. Our software is currently available in four languages and is in use by customers around the world. Since 1999, we have

achieved 23 consecutive quarters of revenue growth, and have received awards for company growth and product excellence.

Our Markets and Opportunities

The process of managing relationships and communications with journalists, analysts, public officials and other key audiences is central to

an organization’s reputation, profitability and, ultimately, shareholder value. As organizations recognize the growing importance of

effective PR to their success, they increasingly rely on public relations to manage and analyze critical information and to deliver quick and

consistent communications. Public relations professionals handle organizational functions such as media, government, consumer,

industry and community relations. Every organization, large and small, engages in public relations, whether as an organized department, a

single employee’s responsibility or simply as a result of public interactions by its executives.

Based on data from the 2004 Public Relations Client Survey prepared by Thomas L. Harris/ Impulse Research, the average PR budget for

responding organizations in 2004 was approximately $3.1 million. This budget includes spending for both internal and outsourced PR

functions, and includes corporate communications, product PR, online communications, public affairs and government relations. Based

on the Thomas L. Harris Survey, we estimate that the annual PR budget for these organizations increased at a compounded rate of 15.5%

per year from 2001 to 2004. Based on the Survey’s breakdown of average PR budgets by categories of organizations’ total annual

revenues, and the number of organizations in each of these categories as reported by Dun and Bradstreet, we estimate that the aggregate

annual PR budgets for organizations with annual revenues of at least $10 million were approximately $110 billion in 2004. In addition,

the U.S. Department of Labor Statistics projects that the employment of public relations specialists will increase faster than the average

for all occupations through 2012. Based upon our target market of organizations with annual revenues of at least $10 million and the

current pricing of our solutions, we believe that the potential market for on-demand software for PR exceeds $2 billion.



Outside of outsourced PR service providers, the corporate communications and public relations market is generally underserved, with few

solutions to address the PR business process in a comprehensive, integrated and cost effective manner. A number of vendors offer one or

more software products that each address a single problem or process within PR, such as contact management, news monitoring,

distribution or analytics. Other than these discrete stand-alone solutions, PR processes are generally performed by internal departments

or designated staff either manually or with generic desktop software. In addition, while organizations may purchase a variety of these

stand-alone products and services, the resulting combination is usually more expensive and less efficient than an integrated software suite

that addresses the complete PR life-cycle. We believe that a large and underserved market opportunity exists for our integrated, modular

solutions that provide scalable PR functionality to organizations of all sizes across all industries.

Our Products

We offer our software suite in the following pre-packaged editions:

Public Relations Professional Edition. Designed primarily to meet the needs of small to mid-sized organizations and provides contact

management, news management and reporting.

Public Relations Enterprise Edition. Provides increased flexibility and functionality typically required by large organizations. Enterprise

Edition includes all of the functionality of the Professional Edition, along with project management, collateral management, expanded

reporting and configuration capabilities.

Government Relations Edition. Designed to meet an organization’s government relations needs, including communications with public

officials and grassroots advocates, compliance reporting and issues and legislation management.

In addition, we offer the following add-on modules as part of our software suite:

News On-Demand. Continuously monitors print, broadcast and Internet news sites to identify and deliver relevant news coverage to

customers based on their individual criteria.

Email Campaigns. Enables organizations to deliver interactive communications that provide online access to related collateral material

and to track and measure response rates and other campaign metrics.

Analytics. Automatically transforms relevant data about news coverage, PR activities and online newsroom statistics into valuable insight

about a PR department’s programs and results.

Online Newsroom. Provides journalists, analysts, public officials and other key audiences 24/7 access to an organization’s breaking news,

press releases, digital collateral, grassroots advocacy tools and other critical public information.

Our Strategy

Our objective is to be the leading provider of on-demand software for corporate communications and public relations worldwide. Key

elements of our strategy include:

• Maintain focus on our core market;

• Increase revenue from existing customers;

• Expand direct and indirect distribution channels;

• Expand international market penetration; and

• Selectively pursue strategic acquisitions.

Our Company

Our predecessor was formed in 1988 as First Data Software Publishing, Inc., a Florida corporation. Our predecessor began selling desktop

software for government relations in 1992. We were incorporated in Delaware in July 1999. In September 1999, our predecessor merged

with and into us in connection with our reincorporation as a Delaware corporation. Our principal executive offices are located at 4296

Forbes Boulevard, Lanham, Maryland 20706, and our telephone number is (301) 459-2590. Our website is www.vocus.com. The

information contained in, or that can be accessed through, our website is not part of this prospectus.

The Offering
Common stock offered shares

Common stock to be

outstanding after this

offering shares

Over-allotment option shares



Use of proceeds

We intend to use the net proceeds of this offering to repay approximately $3.2 million in indebtedness and to

provide additional long-term capital to support the growth of our business, which may include acquisitions.

See “Use of Proceeds” for more information.

Proposed Nasdaq National

Market symbol VOCS

The above information is based upon shares outstanding as of March 31, 2005. Unless otherwise indicated, the information contained in

this prospectus, including the information above:

•

excludes shares of common stock issuable upon exercise of all options outstanding under our stock option plans as of March 31, 2005,

with a weighted average exercise price of $ per share;

•

excludes shares of common stock issuable upon exercise of all warrants outstanding as of March 31, 2005, with a weighted average

exercise price of $ per share;

• excludes an aggregate of shares of common stock reserved for future issuance under our stock option plans as of March 31, 2005;

•

assumes the automatic conversion of all outstanding shares of our preferred stock into shares of common stock upon the closing of the

offering;

•

assumes the amendment of our certificate of incorporation and bylaws, which amendment is expected to be effective prior to or

contemporaneously with the closing of this offering; and

• assumes no exercise of the underwriters’ over-allotment option.

The information we present in this prospectus does not reflect a reverse split of our common stock that we may effect prior to the effectiveness of

the registration statement of which this prospectus forms a part.

Summary Consolidated Financial Data

(in thousands, except per share data)

The following table summarizes our consolidated financial data. The summary consolidated financial data for the five years ended

December 31, 2004 are derived from our audited consolidated financial statements. We have also included data from our unaudited

consolidated financial statements for the three months ended March 31, 2004 and 2005. You should read this data together with our

consolidated financial statements and related notes included elsewhere in this prospectus and the information under “Selected

Consolidated Financial Data” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Three Months

Ended

Year Ended December 31, March 31,

2000 2001 2002 2003 2004 2004 2005

Consolidated Statement of Operations Data:

Revenues(1)
$4,720 $7,946 $11,524 $15,434 $20,273 $4,582 $6,100

Net loss(1)(2)(3)
(4,737) (7,952) (3,368) (2,710) (2,721) (690) (951)

Accretion of preferred stock
(338) (1,122) (1,316) (1,547) (1,582) (388) (508)

Net loss attributable to common stockholders
(5,075) (9,074) (4,684) (4,257) (4,303) (1,078) (1,459)

Net loss attributable to common stockholders

per share:

Basic and diluted
$(0.40) $(0.77) $(0.39) $(0.36) $(0.36) $(0.09) $(0.12)

Pro forma (unaudited)

Weighted average shares outstanding used in

computing per share amounts:

Basic and diluted
12,762 11,814 11,907 11,912 12,097 12,014 12,499

Pro forma (unaudited)

(1)

On January 1, 2003, we changed our revenue recognition policy. This change was made to comply with provisions of EITF 00-21, Revenue

Arrangements with Multiple Deliverables. Upon adoption of EITF 00-21 on January 1, 2003, we recorded a cumulative effect of a change

in accounting principle of $896 representing the unrecognized revenue that would have been recognized in prior periods had we

retroactively applied EITF 00-21. Had we adopted EITF 00-21 on January 1, 2000, our revenues would have increased, and our net loss

would have decreased, by $171 in 2000, $136 in 2001 and $194 in 2002. See Note 2 to the notes to the consolidated financial

statements.

(2) Net loss includes amortization of intangible assets in the following amounts:

Three Months



Ended

Year Ended December 31, March 31,

2000 2001 2002 2003 2004 2004 2005

Amortization of intangible assets
$— $185 $370 $1,266 $1,373 $306 $526

(3) Net loss includes stock-based compensation in the following amounts:

Three Months

Ended

Year Ended December 31, March 31,

2000 2001 2002 2003 2004 2004 2005

Stock-based compensation
$986 $— $— $493 $16 $2 $4

The following table summarizes our balance sheet data as of March 31, 2005:

• on an actual basis;

•

on a pro forma basis to reflect the automatic conversion of all outstanding shares of our preferred stock into shares of common stock

upon the closing of this offering; and

•

on a pro forma as adjusted basis to reflect the pro forma adjustment above, as well as the sale of shares of common stock offered by

us, at an assumed initial public offering price of $ per share, after deducting

underwriting discounts and commissions of approximately $ million and estimated offering expenses of approximately $ million.

As of

March 31, 2005

Pro Forma

Actual Pro Forma As Adjusted

(Unaudited)

Consolidated Balance Sheet Data:

Cash and cash equivalents
$7,832

Working capital (deficit)
(6,320)

Total assets
20,303

Total debt
4,157

Total deferred revenue
16,473

Redeemable stock
29,340

Total stockholders’ deficit
(33,223)

link1 "RISK FACTORS"

Risk Factors
Investing in our common stock involves a high degree of risk. You should carefully consider the following risks before making an investment

decision. Our business could be harmed by any of these risks at any time. The trading price of our common stock could decline due to any of these

risks, and you may lose all or part of your investment. In assessing these risks, you should also refer to the other information contained in this

prospectus, including our financial statements and related notes.

Risks Related to Our Business and Industry

We operate in an emerging market which makes it difficult to evaluate our business and future prospects and may increase the risk

of your investment.

The market for software designed specifically for corporate communications and public relations is relatively new and emerging, making

our business and future prospects difficult to evaluate. Many companies have invested substantial personnel and financial resources in

their PR departments, and may be reluctant or unwilling to migrate to software designed to address the corporate communications and

public relations market. Widespread market acceptance of our solutions is critical to the success of our business. You must consider our

business and future prospects in light of the challenges, risks and difficulties we encounter in the new and rapidly evolving market of

corporate communications and public relations software. These challenges, risks and difficulties include the following:



• generating sufficient revenue to achieve and maintain profitability;

• managing growth in our operations;

• managing the risks associated with developing new modules;

• attracting and retaining customers; and

• attracting and retaining key personnel.

We may not be able to successfully address any of these challenges, risks and difficulties, including the other risks related to our business

and industry described below. Failure to adequately do so could adversely affect our business, results of operations or financial condition.

The market for on-demand software is at an early stage of development, and if it does not develop or develops more slowly than we

expect, our business will be harmed.

Although our predecessor company was founded in 1988, we did not begin offering our on-demand software until 1999. We derive, and

expect to continue to derive for the foreseeable future, all of our revenue from providing on-demand software and related ancillary

services. The market for on-demand software is at an early stage of development, and it is uncertain whether on-demand solutions such as

ours will achieve and sustain high levels of demand and market acceptance. Our success will depend to a substantial extent on the

willingness of companies to increase their use of on-demand software in general and for on-demand corporate communications and

public relations software in particular. If businesses do not perceive the benefits of on-demand software, then the market may not develop

further, or it may develop more slowly than we expect, either of which would adversely affect our business, financial condition and results

of operations.

Our solutions are sold pursuant to subscription agreements, and if our existing customers elect either not to renew these

agreements or renew these agreements for fewer modules or seats, our business, financial condition and results of operations will

be adversely affected.

Our solutions are sold pursuant to annual or multi-year subscription agreements and our customers have no obligation to renew these

agreements. As a result, we are not able to consistently and accurately predict future renewal rates. Our customers’ renewal rates may

decline or fluctuate or our customers may renew for fewer modules or seats as a result of a number of factors, including their level of

satisfaction with our solutions, their ability to continue their operations due to budgetary or other concerns, the availability and pricing of

competing products. Additionally, we may lose our customers due to the high turnover rate in the PR departments of small and mid-sized

organizations. If large numbers of existing customers do not renew these agreements, or renew these agreements on terms less favorable

to us, and if we cannot replace or supplement those non-renewals with new subscription agreements generating the same or greater level

of revenue, our business, financial condition and results of operations will be adversely affected.

Because we recognize revenue over the term of the applicable subscription agreement, the lack of subscription renewals or new

subscription agreements may not be immediately reflected in our operating results.

We recognize revenue from our customers over the term of their subscription agreements with us. The majority of our quarterly revenue

usually represents deferred revenue from subscription agreements entered into during previous quarters. As a result, a decline in new or

renewed subscription agreements in any one quarter will not necessarily be fully reflected in the revenue for the corresponding quarter

but will negatively affect our revenue in future quarters. Additionally, the effect of significant downturns in sales and market acceptance

of our solutions may not be fully reflected in our results of operations until future periods. Our business model also makes it difficult for

us to reflect any rapid increase in our customer base and the resulting effect of this increase in our revenue in any one period because

revenue from new customers will be recognized over the applicable subscription agreement term.

We might not generate increased business from our current customers, which could limit our revenue in the future.

The success of our strategy is dependent, in part, on the success of our efforts to sell additional modules to our existing customers and to

increase the number of users per customer. These customers might choose not to expand their use of or make additional purchases of our

solutions. If we fail to generate additional business from our current customers, our revenue could grow at a slower rate or decrease.

If our new information database does not achieve market acceptance, our business, financial condition and results of operations

could be adversely affected.

We are in the process of developing our own information database which may replace much of the information we currently obtain from

third parties pursuant to license agreements. If this new information database does not attain market acceptance current customers may

not renew their subscription agreements with us, and it may be more difficult for us to acquire new customers. We may be required to

continue to license information from third parties, and such information may not continue to be available from third parties on

commercially reasonable terms, if at all.

We have incurred operating losses in the past and may incur operating losses in the future.



We have incurred operating losses in the past and we may incur operating losses in the future. Our recent operating losses were $3.6

million for 2003, $2.8 million for 2004, and $929,000 for the three months ended March 31, 2005. We have not been profitable since we

began offering our on-demand software, and we may not become profitable. In addition, we expect our operating expenses to increase in

the future as we expand our operations, and if our operating expenses exceed our expectations, our financial performance could be

adversely affected. If our revenue does not grow to offset these increased expenses, we may not become profitable. You should not

consider recent quarterly revenue growth as indicative of our future performance. In fact, in future quarters we may not have any revenue

growth, or our revenue could decline.

Our quarterly results of operations may fluctuate in the future. As a result, we may fail to meet or exceed the expectations of

investors or securities analysts which could cause our stock price to decline.

Our quarterly revenue and results of operations may fluctuate as a result of a variety of factors, many of which are outside of our control.

If our quarterly revenue or results of operations fall below the expectations of investors or securities analysts, the price of our common

stock could decline substantially. Fluctuations in our results of operations may be due to a number of factors, including, but not limited to,

those listed below and identified throughout this “Risk Factors” section:

• our ability to retain and increase sales to existing customers and attract new customers;

• changes in the volume and mix of subscriptions sold in a particular quarter;

•

seasonality of our business cycle, given that our subscription volumes are normally lowest in the first quarter and highest in the

fourth quarter;

•

our policy of expensing sales commissions at the time our customers are invoiced for a subscription agreement, while the majority of

our revenue is recognized ratably over future periods;

• the timing and success of new product introductions or upgrades by us or our competitors;

• changes in our pricing policies or those of our competitors;

• the amount and timing of expenditures related to expanding our operations;

• changes in the payment terms for our products and services; and

• the purchasing and budgeting cycles of our customers.

Because our on-demand software is sold pursuant to annual or multi-year subscription agreements, and we recognize revenue from these

subscriptions over the term of the agreement, downturns or upturns in sales may not be immediately reflected in our operating results.

Most of our expenses, such as salaries and third-party hosting co-location costs, are relatively fixed in the short-term, and our expense

levels are based in part on our expectations regarding future revenue levels. As a result, if revenue for a particular quarter is below our

expectations, we may not be able to proportionally reduce operating expenses for that quarter, causing a disproportionate effect on our

expected results of operations for that quarter.

We anticipate that in the third quarter of 2005 we will recognize an aggregate of $1.0 million in expense related to the planned purchase

of shares of our common stock from certain former employees. Our quarterly results could be affected by other non-recurring charges in

future quarters.

Due to the foregoing factors, and the other risks discussed in this prospectus, you should not rely on quarter-to-quarter comparisons of

our results of operations as an indication of our future performance.

We face competition, and our failure to compete successfully could make it difficult for us to add and retain customers and could

reduce or impede the growth of our business.

The corporate communications and public relations market is fragmented, competitive and rapidly evolving, and there are limited

barriers to entry to some segments of this market. We expect the intensity of competition to increase in the future as existing competitors

develop their capabilities and as new companies enter our market. Increased competition could result in pricing pressure, reduced sales,

lower margins or the failure of our solutions to achieve or maintain broad market acceptance. If we are unable to compete effectively, it

will be difficult for us to maintain our pricing rates and add and retain customers, and our business, financial condition and results of

operations will be seriously harmed. We face competition from:

• PR solution providers offering products specifically designed for PR;

• generic desktop software and other commercially available software not specifically designed for PR;

• outsourced PR service providers; and

• custom-developed solutions.

Many of our current and potential competitors have longer operating histories, a larger presence in the general PR market, access to larger

customer bases and substantially greater financial, technical, sales and marketing, management, service, support and other resources than

we have. As a result, our competitors may be able to respond more quickly than we can to new or changing opportunities, technologies,



standards or customer requirements or devote greater resources to the promotion and sale of their products and services than we can. To

the extent our competitors have an existing relationship with a potential customer, that customer may be unwilling to switch vendors due

to existing time and financial commitments with our competitors.

We also expect that new competitors, such as enterprise software vendors and online service providers that have traditionally focused on

enterprise resource planning or back office applications, will enter the on-demand software market with competing products as the on-

demand software market develops and matures. Many of these potential competitors have established or may establish business, financial

or strategic relationships among themselves or with existing or potential customers, alliance partners or other third parties or may

combine and consolidate to become more formidable competitors with better resources. It is possible that these new competitors could

rapidly acquire significant market share.

If we fail to respond to evolving industry standards, our on-demand software may become obsolete or less competitive.

The market for our on-demand software is characterized by changes in client requirements, changes in protocols and evolving industry

standards. If we are unable to enhance or develop new features for our existing solutions or develop acceptable new solutions that keep

pace with these changes, our on-demand software may become obsolete, less marketable and less competitive and our business will be

harmed. The success of any enhancements, new modules and on-demand software depends on several factors, including timely

completion, introduction and market acceptance of the modules. Failure to produce acceptable new modules and enhancements may

significantly impair our revenue growth and reputation.

If there are interruptions or delays in our services due to third-party error, our own error or the occurrence of unforeseeable

events, delivery of our solutions and the use of our service could become impaired, which could harm our relationships with

customers and subject us to liability.

All of our solutions reside on hardware that we own or lease and operate that is currently located in a third-party facility maintained and

operated in Sterling, Virginia. We do not maintain long-term supply contracts with our third-party facility provider, and the provider does

not guarantee that our customers’ access to our solutions will be uninterrupted, error-free or secure. Our operations depend on our third-

party facility provider’s ability to protect their and our systems in their facilities against damage or interruption from natural disasters,

power or telecommunications failures, criminal acts and similar events. In the event that our third-party facility arrangement is

terminated, or there is a lapse of service or damage to such facility, we could experience interruptions in our service as well as delays and

additional expense in arranging new facilities and services.

Our disaster recovery computer hardware and systems located at our headquarters in Lanham, Maryland, have not been tested under

actual disaster conditions and may not have sufficient capacity to recover all data and services in the event of an outage occurring at our

third-party facility. In the event of a disaster in which our third-party facility was irreparably damaged or destroyed, we could experience

lengthy interruptions in our service. Moreover, our disaster recovery computer hardware and systems are located within the same

geographic region as our third-party facility and may be equally or more affected by any disaster affecting our third-party facility. Any or

all of these events could cause our customers to lose access to our software. In addition, the failure by our third-party facility to meet our

capacity requirements could result in interruptions in our service or impede our ability to scale our operations.

We architect the system infrastructure and procure and own or lease the computer hardware used for our services. Design and mechanical

errors, spikes in usage volume and failure to follow system protocols and procedures could cause our systems to fail, resulting in

interruptions in our service. Any interruptions or delays in our service, whether as a result of third-party error, our own error, natural

disasters or security breaches, whether accidental or willful, could harm our relationships with customers and our reputation. Also, in the

event of damage or interruption, our insurance policies may not adequately compensate us for any losses that we may incur. These factors

in turn could reduce our revenue, subject us to liability, cause us to issue credits or cause customers to fail to renew their subscriptions, any

of which could adversely affect our business, financial condition and results of operations.

The market for our solutions among large customers may be limited if they require customized features or functions that we do not

currently intend to provide in our solutions or that would be difficult for individual customers to customize within our solutions.

Prospective customers, especially large enterprise customers, may require heavily customized features and functions unique to their

business processes. If prospective customers require customized features or functions that we do not offer, and that would be difficult for

them to implement themselves, then the market for our solutions will be more limited and our business could suffer.

We may expand through acquisitions of, investments in or through business relationships with other organizations, all of which

may divert our management’s attention, result in additional dilution to our stockholders and consume resources that are necessary

to sustain our business.



One of our business strategies is to selectively acquire companies which would either expand our solution’s functionality, provide access to

new customers or markets, or both. We also may enter into business relationships with other organizations in order to expand our service

offerings, which could involve preferred or exclusive licenses, additional channels of distribution or discount pricing or investments in

other organizations. An acquisition, investment or business relationship may result in unforeseen operating difficulties and expenditures.

In particular, we may encounter difficulties assimilating or integrating the acquired organizations, technologies, products, personnel or

operations of the acquired organizations, particularly if the key personnel of the acquired company choose not to work for us, and we may

have difficulty retaining the customers of any acquired business due to changes in management and ownership. Acquisitions may also

disrupt our ongoing business, divert our resources and require significant management attention that would otherwise be available for

ongoing development of our business. We also may experience lower rates of renewal from customers obtained through acquisitions than

our typical renewal rates.

Moreover, we cannot assure you that the anticipated benefits of any acquisition, investment or business relationship would be realized or

that we would not be exposed to unknown liabilities. In connection with one or more of these transactions, we may:

• issue additional equity securities that would dilute the ownership of our stockholders;

• use cash that we may need in the future to operate our business;

• incur debt on terms unfavorable to us or that we are unable to repay;

• incur large charges or substantial liabilities;

• encounter difficulties retaining key employees of an acquired company or integrating diverse business cultures; and • become subject to

adverse tax consequences, substantial depreciation or deferred compensation charges.

Although we periodically engage in preliminary discussions with respect to acquisitions, we are not currently a party to any agreement or

commitment, and we have no understandings with respect to any acquisition.

Failure to effectively develop and expand our sales and marketing capabilities could harm our ability to increase our customer base

and achieve broader market acceptance of our solutions.

Increasing our customer base and achieving broader market acceptance of our solutions will depend to a significant extent on our ability

to expand our sales and marketing operations. We plan to continue to expand our direct sales force and engage additional third-party

channel partners, both domestically and internationally. This expansion will require us to invest significant financial and other resources.

Our business will be seriously harmed if our efforts do not generate a corresponding significant increase in revenue. We may not achieve

anticipated revenue growth from expanding our direct sales force if we are unable to hire and develop talented direct sales personnel, if

our new direct sales personnel are unable to achieve desired productivity levels in a reasonable period of time or if we are unable to retain

our existing direct sales personnel. We also may not achieve anticipated revenue growth from our third-party channel partners if we are

unable to attract and retain additional motivated third-party channel partners, if any existing or future third-party channel partners fail

to successfully market, resell, implement or support our solutions for their customers, or if they represent multiple providers and devote

greater resources to market, resell, implement and support competing products and services.

If we fail to develop our brand cost-effectively, our business may suffer.

We believe that developing and maintaining awareness of our brand in a cost-effective manner is critical to achieving widespread

acceptance of our existing and future services and is an important element in attracting new customers. Successful promotion of our

brand will depend largely on the effectiveness of our marketing efforts and on our ability to provide reliable and useful solutions. Brand

promotion activities may not yield increased revenue, and even if they do, any increased revenue may not offset the expenses we incurred

in building our brand. If we fail to successfully promote and maintain our brand, or incur substantial expenses in an unsuccessful attempt

to promote and maintain our brand, we may fail to attract new customers or retain our existing customers to the extent necessary to

realize a sufficient return on our brand-building efforts, and our business could suffer.

We may be liable to our customers and may lose customers if we provide poor service, if our solutions do not comply with our

agreements or if there is a loss of data.

The information in our databases may not be complete or may contain inaccuracies that our customers regard as significant. Our ability to

collect and report data may be interrupted by a number of factors, including our inability to access the Internet, the failure of our network

or software systems or failure by our third-party facility to meet our capacity requirements. In addition, computer viruses and intentional

or unintentional acts of our employees may harm our systems causing us to lose data we maintain and supply to our customers or data

that our customers input and maintain on our systems, and the transmission of computer viruses could expose us to litigation. Our

subscription agreements generally give our customers the right to terminate their agreements for cause if we materially breach our

obligations. Any failures in the services that we supply or the loss of any of our customers’ data that we cannot rectify in a certain time



period may give our customers the right to terminate their agreements with us and could subject us to liability. As a result, we may also be

required to spend substantial amounts to defend lawsuits and pay any resulting damage awards. In addition to potential liability, if we

supply inaccurate data or experience interruptions in our ability to supply data, our reputation could be harmed and we could lose

customers.

Although we maintain general liability insurance, including coverage for errors and omissions, this coverage may be inadequate, or may

not be available in the future on acceptable terms, or at all. In addition, we cannot assure you that this policy will cover any claim against

us for loss of data or other indirect or consequential damages and defending a suit, regardless of its merit, could be costly and divert

management’s attention.

If our solutions fail to perform properly or if they contain technical defects, our reputation will be harmed, our market share would

decline and we could be subject to product liability claims.

Our software may contain undetected errors or defects that may result in product failures or otherwise cause our solutions to fail to

perform in accordance with customer expectations. Because our customers use our solutions for important aspects of their business, any

errors or defects in, or other performance problems with, our solutions could hurt our reputation and may damage our customers’

businesses. If that occurs, we could lose future sales or our existing customers could elect to not renew. Product performance problems

could result in loss of market share, failure to achieve market acceptance and the diversion of development resources. If one or more of

our solutions fail to perform or contain a technical defect, a customer may assert a claim against us for substantial damages, whether or

not we are responsible for our solutions’ failure or defect. We do not currently maintain any warranty reserves.

Product liability claims could require us to spend significant time and money in litigation or arbitration/dispute resolution or to pay

significant settlements or damages. Although we maintain general liability insurance, including coverage for errors and omissions, this

coverage may not be sufficient to cover liabilities resulting from such product liability claims. Also, our insurer may disclaim coverage. Our

liability insurance also may not continue to be available to us on reasonable terms, in sufficient amounts, or at all. Any product liability

claim successfully brought against us could cause our business to suffer.

The success of our business depends on the continued growth and acceptance of the Internet as a business and communications

tool, and the related expansion of the Internet infrastructure.

The future success of our business depends upon the continued and widespread adoption of the Internet as a primary medium for

commerce, communication and business applications. Our business growth would be impeded if the performance or perception of the

Internet was harmed by security problems such as “viruses,” “worms” and other malicious programs, reliability issues arising from outages

and damage to Internet infrastructure, delays in development or adoption of new standards and protocols to handle increased demands of

Internet activity, increased costs, decreased accessibility and quality of service or increased government regulation and taxation of

Internet activity.

Federal, state or foreign government bodies or agencies have in the past adopted, and may in the future adopt, laws or regulations

affecting data privacy, the use of the Internet as a commercial medium and the use of email for marketing or other consumer

communications. In addition, government agencies or private organizations may begin to impose taxes, fees or other charges for accessing

the Internet or for sending commercial email. These laws or charges could limit the growth of Internet-related commerce or

communications generally, result in a decline in the use of the Internet and the viability of Internet-based services such as ours and

reduce the demand for our products.

The Internet has experienced, and is expected to continue to experience, significant user and traffic growth, which has, at times, caused

user frustration with slow access and download times. If Internet activity grows faster than Internet infrastructure or if the Internet

infrastructure is otherwise unable to support the demands placed on it, or if hosting capacity becomes scarce, our business growth may be

adversely affected.

If we are unable to protect our proprietary technology and other intellectual property rights, it will reduce our ability to compete

for business.

If we are unable to protect our intellectual property, our competitors could use our intellectual property to market products similar to our

products, which could decrease demand for our solutions. We rely on a combination of copyright, trademark and trade secret laws, as well

as licensing agreements, third-party nondisclosure agreements and other contractual provisions and technical measures, to protect our

intellectual property rights. These protections may not be adequate to prevent our competitors from copying our solutions or otherwise

infringing on our intellectual property rights. Existing copyright laws afford only limited protection for our intellectual property rights

and may not protect such rights in the event competitors independently develop solutions similar or superior to ours. In addition, the laws

of some countries in which our solutions are or may be licensed do not protect our solutions and intellectual property rights to the same

extent as do the laws of the United States.



To protect our trade secrets and other proprietary information, we require employees, consultants, advisors and collaborators to enter into

confidentiality agreements. These agreements may not provide meaningful protection for our trade secrets, know-how or other

proprietary information in the event of any unauthorized use, misappropriation or disclosure of such trade secrets, know-how or other

proprietary information.

If a third-party asserts that we are infringing its intellectual property, whether successful or not, it could subject us to costly and

time-consuming litigation or expensive licenses, and our business may be harmed.

The software and Internet industries are characterized by the existence of a large number of patents, trademarks and copyrights and by

frequent litigation based on allegations of infringement or other violations of intellectual property rights. Third-parties may assert patent

and other intellectual property infringement claims against us in the form of lawsuits, letters, or other forms of communication. If a third-

party successfully asserts a claim that we are infringing their proprietary rights, royalty or licensing agreements might not be available on

terms we find acceptable or at all. As currently pending patent applications are not publicly available, we cannot anticipate all such claims

or know with certainty whether our technology infringes the intellectual property rights of third-parties. We expect that the number of

infringement claims in our market will increase as the number of solutions and competitors in our industry grows. These claims, whether

or not successful, could:

• divert management’s attention;

• result in costly and time-consuming litigation;

• require us to enter into royalty or licensing agreements, which may not be available on acceptable terms, or at all; or • require us to

redesign our solutions to avoid infringement.

As a result, any third-party intellectual property claims against us could increase our expenses and adversely affect our business. In

addition, many of our customer agreements require us to indemnify our customers for third-party intellectual property infringement

claims, which would increase the cost to us resulting from an adverse ruling in any such claim. Even if we have not infringed any third-

parties’ intellectual property rights, we cannot be sure our legal defenses will be successful, and even if we are successful in defending

against such claims, our legal defense could require significant financial resources and management’s time, which could adversely affect

our business.

Our growth could strain our personnel and infrastructure resources, and if we are unable to implement appropriate controls and

procedures to manage our growth, we may not be able to successfully implement our business plan.

Rapid growth in our headcount and operations may place a significant strain on our management, administrative, operational and

financial infrastructure. We anticipate that growth will be required to address increases in our customer base, as well as expansion into

new geographic areas.

Our success will depend in part upon the ability of our senior management to manage growth effectively. To do so, we must continue to

hire, train and manage new employees as needed. If our new hires perform poorly, or if we are unsuccessful in hiring, training, managing

and integrating these new employees as needed, or if we are not successful in retaining our existing employees, our business may be

harmed. To manage the expected growth of our operations and personnel, we will need to continue to improve our operational, financial

and management controls and our reporting systems and procedures. The additional headcount and capital investments we expect to add

will increase our cost base, which will make it more difficult for us to offset any future revenue shortfalls by offsetting expense reductions

in the short term. If we fail to successfully manage our growth, we will be unable to execute our business plan.

We are dependent on our executive officers, and the loss of any of them may prevent us from implementing our business plan in a

timely manner if at all.

Our success depends largely upon the continued services of our executive officers and other key personnel, particularly Richard Rudman,

our Chief Executive Officer, President and Chairman and Robert Lentz, our Chief Technology Officer. We are also substantially dependent

on the continued service of our existing development personnel because of the complexity of our service and technologies. We do not

have employment agreements with any of our executive officers, key personnel or development personnel that require them to remain our

employees and, therefore, they could terminate their employment with us at any time without penalty. Although we currently maintain

key man life insurance policies on Messrs. Rudman and Lentz, this insurance would not adequately compensate us for the loss of their

services, and we may not maintain these policies following completion of this offering. The loss of one or more of our key employees could

seriously harm our business.

We may not be able to attract and retain the highly skilled employees we need to support our planned growth.



To execute our business strategy, we must attract and retain highly qualified personnel. Competition for these personnel is intense,

especially for senior sales executives and engineers with high levels of experience in designing and developing software. We may not be

successful in attracting and retaining qualified personnel. We have from time to time in the past experienced, and we expect to continue to

experience in the future, difficulty in hiring and retaining highly skilled employees with appropriate qualifications. Many of the

companies with which we compete for experienced personnel have greater resources than us. In addition, in making employment

decisions, particularly in the Internet and high-technology industries, job candidates often consider the value of the stock options they are

to receive in connection with their employment. Significant volatility in the price of our stock after this offering may, therefore, adversely

affect our ability to attract or retain key employees. Furthermore, proposed changes to accounting principles generally accepted in the

United States relating to the expensing of stock options may discourage us from granting the size or type of stock options awards that job

candidates require to join our company, and may result in our paying additional cash compensation to job candidates to offset reduced

stock option grants. If we fail to attract new personnel or fail to retain and motivate our current personnel, our business and future growth

prospects could be severely harmed.

Because we conduct operations in foreign jurisdictions and because our business strategy includes expanding our international

operations, our business is susceptible to risks associated with international operations.

We have small but growing international operations and our business strategy includes expanding these operations. Conducting

international operations subjects us to new risks that we have not generally faced in the United States. These include:

• fluctuations in currency exchange rates;

• unexpected changes in foreign regulatory requirements;

• difficulties in managing and staffing international operations;

•

potentially adverse tax consequences, including the complexities of foreign value added tax systems and restrictions on the

repatriation of earnings; and

• the burdens of complying with a wide variety of foreign laws and different legal standards.

The occurrence of any one of these risks could negatively affect our international operations and, consequently, our results of operations

generally. In addition, the Internet may not be used as widely in international markets in which we expand our international operations

and, as a result, we may not be successful in offering our solutions internationally.

Some of our international subscription fees are currently denominated in U.S. dollars and paid in local currency. As a result, fluctuations

in the value of the U.S. dollar and foreign currencies may make our software more expensive for international customers, which could

harm our business.

We might require additional capital to support business growth, and this capital might not be available.

We intend to continue to make investments to support our business growth and may require additional funds to respond to business

challenges, including the need to develop new software or enhance our existing solutions, enhance our operating infrastructure and

acquire complementary businesses and technologies. Accordingly, we may need to engage in equity or debt financings to secure additional

funds. If we raise additional funds through further issuances of equity or convertible debt securities, our existing stockholders could suffer

significant dilution, and any new equity securities we issue could have rights, preferences and privileges superior to those of holders of our

common stock, including shares of common stock sold in this offering. Our current credit agreement requires that two of our preferred

stockholders consent to any borrowings under the facility that would be used for any purpose other than to complete acquisitions

approved by our board of directors. Accordingly, these two stockholders have the ability to restrict our access to funds otherwise available

under this facility. Any debt financing secured by us in the future could involve restrictive covenants relating to our capital raising

activities and other financial and operational matters, which may make it more difficult for us to obtain additional capital and to pursue

business opportunities, including potential acquisitions. In addition, we may not be able to obtain additional financing on terms favorable

to us, if at all. If we are unable to obtain adequate financing or financing on terms satisfactory to us, when we require it, our ability to

continue to support our business growth and to respond to business challenges could be significantly limited.

Our reported financial results may be adversely affected by changes in accounting principles generally accepted in the United

States.

Generally accepted accounting principles in the United States are subject to interpretation by the Financial Accounting Standards Board,

or FASB, the American Institute of Certified Public Accountants, the Securities and Exchange Commission, or SEC, and various bodies

formed to promulgate and interpret appropriate accounting principles. A change in these principles or interpretations could have a

significant effect on our reported financial results, and could affect the reporting of transactions completed before the announcement of a

change.



For example, FASB has recently announced its decision to require companies to expense the fair value of employee stock options. Such

stock option expensing will require us, beginning in 2006, to value our employee stock option grants pursuant to a fair value-based model,

and then amortize that value against our reported earnings over the vesting period in effect for those options. We currently account for

stock-based awards to employees in accordance with the intrinsic value method. The intrinsic value method generally results in recording

less expense than the fair value method for stock-based awards. This change in accounting treatment may materially and adversely affect

our reported results of operations. We discuss more fully the pending adoption of new rules for accounting for stock-based awards in Note

2 to the notes to the consolidated financial statements included elsewhere in this prospectus.

Risks Related to this Offering

Being a public company will increase our administrative costs.

As a public company, we will incur significant legal, accounting and other expenses that we did not incur as a private company. In

addition, the Sarbanes-Oxley Act of 2002, as well as new rules subsequently implemented by the SEC, have required changes in corporate

governance practices of public companies. In addition to final rules and rule proposals already made by the SEC, the National Association

of Securities Dealers, or NASD, has adopted revisions to its requirements for companies that are listed on the Nasdaq National Market.

We expect these new rules and regulations to increase our legal and financial compliance costs, and to make some activities more time

consuming and/or costly. For example, in anticipation of becoming a public company we will add personnel, particularly accounting staff,

create board committees, adopt additional internal controls and disclosure controls and procedures, retain a transfer agent and a financial

printer, adopt an insider trading policy and other corporate governance policies, and will have all of the internal and external costs of

preparing and distributing periodic public reports in compliance with our obligations under the securities laws. We also expect these new

rules and regulations to make it more difficult and more expensive for us to obtain director and officer liability insurance. These new rules

and regulations could also make it more difficult for us to attract and retain qualified members of our board of directors, particularly to

serve on our audit committee, and qualified executive officers.

There has been no public market, and it is possible that no trading market will develop or be maintained, for our common stock,

and you may not be able to resell shares of our common stock for an amount equal to or more than your purchase price.

Prior to this offering there has not been a public market for our common stock. Although it is anticipated that the common stock will be

approved for quotation on the Nasdaq National Market, there can be no assurance that a trading market will develop or, if such a market

does develop, how liquid that market might become, or whether it will be maintained. The initial public offering price will be determined

by our negotiations with the representatives of the underwriters and may not be indicative of prices that will prevail in the trading

market. If an active trading market fails to develop or be maintained you may be unable to sell the shares of common stock purchased in

this offering at an acceptable price or at all.

If securities analysts do not publish research or reports about our business or if they downgrade our stock, the price of our stock

could decline.

The trading market for our common stock will rely in part on the research and reports that industry or financial analysts publish about us

or our business. We do not control these analysts. There are many large, well-established publicly traded companies active in our industry

and market, which may mean it will be less likely that we receive widespread analyst coverage. Furthermore, if one or more of the analysts

who do cover us downgrade our stock, our stock price would likely decline rapidly. If one or more of these analysts cease coverage of us,

we could lose visibility in the market, which in turn could cause our stock price to decline.

Volatility of our stock price could adversely affect stockholders.

The market price of our common stock could fluctuate significantly as a result of:

• quarterly variations in our operating results;

• seasonality of our business cycle;

• interest rate changes;

• changes in the market’s expectations about our operating results;

• our operating results failing to meet the expectation of securities analysts or investors in a particular period;

•

changes in financial estimates and recommendations by securities analysts concerning our company or the on-demand software industry in

general;

• operating and stock price performance of other companies that investors deem comparable to us;

• news reports relating to trends in our markets;

• changes in laws and regulations affecting our business;

• material announcements by us or our competitors;

•

sales of substantial amounts of common stock by our directors, executive officers or significant stockholders or the perception that

such sales could occur; and



• general economic and political conditions such as recessions and acts of war or terrorism.

Fluctuations in the price of our common stock could contribute to the loss of all or part of your investment. Furthermore, any of the

factors listed above could have a material adverse effect on your investment in our common stock and our common stock may trade at

prices significantly below the offering price.

The concentration of our capital stock ownership with insiders upon the completion of this offering will likely limit your ability to

influence corporate matters.

We anticipate that our executive officers, directors, current 5% or greater stockholders and affiliated entities will together beneficially own

approximately % of our common stock outstanding after this offering. As a result, these stockholders, acting together, will have control

over most matters that require approval by our stockholders, including the election of directors and approval of significant corporate

transactions. Corporate action might be taken even if other stockholders, including those who purchase shares in this offering, oppose

them. This concentration of ownership might also have the effect of delaying or preventing a change of control of our company that other

stockholders may view as beneficial.

Our management will have broad discretion over the use of the proceeds we receive in this offering and might not apply the

proceeds in ways that increase the value of your investment.

Our management will have broad discretion to use the net proceeds from this offering, and you will be relying on the judgment of our

management regarding the application of these proceeds. We may not apply the net proceeds of this offering in ways that increase the

value of your investment. We expect to use the net proceeds from this offering for general corporate purposes, including working capital

and capital expenditures, and for possible investments in, or acquisitions of, complementary businesses, software or technologies. We have

not allocated these net proceeds for any specific purposes. Our management might not be able to yield a significant return, if any, on any

investment of these net proceeds. You will not have the opportunity to influence our decisions on how to use the proceeds.

You will experience immediate and substantial dilution in the net tangible book value of the shares you purchase in this offering.

If you purchase shares of our common stock in this offering, you will experience immediate and substantial dilution, in that the price you

pay will be substantially greater than the net tangible book value per share of the shares you acquire. This dilution is due in large part to

the fact that our earlier investors paid substantially less than the public offering price when they purchased their shares of common stock.

Based on an offering price of $ per share, if you purchase our common stock in this offering, you will suffer immediate and substantial

dilution of approximately $ per share. If the underwriters exercise their over-allotment option, or if outstanding options and warrants to

purchase our common stock are exercised, you will experience additional dilution.

Provisions in our amended and restated certificate of incorporation and bylaws or Delaware law might discourage, delay or prevent

a change of control of our company or changes in our management and, therefore, depress the trading price of our stock.

Our amended and restated certificate of incorporation and bylaws contain provisions that could depress the trading price of our common

stock by acting to discourage, delay or prevent a change in control of our company or changes in our management that the stockholders of

our company may deem advantageous. These provisions:

• establish a classified board of directors so that not all members of our board of directors are elected at one time;

• provide that directors may only be removed “for cause” and only with the approval of 662/3 percent of our stockholders;

• require super-majority voting to amend our bylaws or specified provisions in our amended and restated certificate of incorporation;

•

authorize the issuance of “blank check” preferred stock that our board of directors could issue to increase the number of outstanding

shares and to discourage a takeover attempt;

• limit the ability of our stockholders to call special meetings of stockholders;

• prohibit stockholder action by written consent, which requires all stockholder actions to be taken at a meeting of our stockholders;

• provide that the board of directors is expressly authorized to adopt, amend, or repeal our bylaws; and

•

establish advance notice requirements for nominations for election to our board of directors or for proposing matters that can be acted

upon by stockholders at stockholder meetings.

In addition, Section 203 of the Delaware General Corporation Law may discourage, delay or prevent a change in control of our company.

Future sales, or the availability for sale, of our common stock may cause our stock price to decline.

In connection with this offering, we, along with our officers, directors and certain stockholders, will have agreed prior to the

commencement of this offering, subject to limited exceptions, not to sell or transfer any shares of common stock for 180 days after the

date of this prospectus without Thomas Weisel Partners LLC’s consent. However, Thomas Weisel Partners LLC may release these shares

from these restrictions at any time. In evaluating whether to grant such a request, Thomas Weisel Partners LLC may consider a number of

factors with a view toward maintaining an orderly market for, and minimizing volatility in the market price of, our common stock. These



factors include, among others, the number of shares involved, recent trading volume and prices of the stock, the length of time before the

lock-up expires and the reasons for, and the timing of, the request. We cannot predict what effect, if any, market sales of shares held by any

stockholder or the availability of these shares for future sale will have on the market price of our common stock.

A total of approximately shares of common stock may be sold in the public market by existing stockholders on or about 181 days after the

date of this prospectus, subject to applicable volume and other limitations imposed under federal securities law. Sales of substantial

amounts of our common stock in the public market after the completion of this offering, or the perception that such sales could occur,

could adversely affect the market price of our common stock and could materially impair our future ability to raise capital through

offerings of our common stock. See “Shares Eligible for Future Sale” on page 64 for a more detailed description of the restrictions on

selling shares of our common stock after this offering.

link1 "SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS"

Special Note Regarding Forward-looking Statements
This prospectus contains forward-looking statements. These statements involve known and unknown risks, uncertainties and other

factors which may cause our actual results, performance or achievements to be materially different from any future results, performance

or achievements expressed or implied by the forward-looking statements. Forward-looking statements include, but are not limited to:

• our plans to develop and market new products and the timing of these development programs;

• our estimates regarding our capital requirements and our needs for additional financing;

• our estimates of expenses and future revenues and profitability;

• our estimates of the size of the markets for our solutions;

• the rate and degree of market acceptance of our solutions; and

• the success of other competing technologies that may become available.

In some cases, you can identify forward-looking statements by terms such as “may,” “will,” “should,” “could,” “would,” “expect,” “plans,”

“anticipates,” “believes,” “estimates,” “projects,” “predicts,” “intends,” “potential” and similar expressions intended to identify forward-

looking statements. These statements reflect our current views with respect to future events and are based on assumptions and subject to

risks and uncertainties. Given these uncertainties, you should not place undue reliance on these forward-looking statements. We discuss

many of these risks in greater detail under the heading “Risk Factors.” Also, these forward-looking statements represent our estimates and

assumptions only as of the date of this prospectus. Except as required by law, we assume no obligation to update any forward-looking

statements after the date of this prospectus.

This prospectus also contains estimates made by independent parties and by us relating to market size and growth and other industry

data. These estimates involve a number of assumptions and limitations and you are cautioned not to give undue weight to such estimates.

In addition, projections, assumptions and estimates of our future performance and the future performance of the industries in which we

operate are necessarily subject to a high degree of uncertainty and risk due to a variety of factors, including those described in “Risk

Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere in this prospectus.

These and other factors could cause results to differ materially from those expressed in the estimates made by the independent parties

and by us.

link1 "USE OF PROCEEDS"

Use of Proceeds
We estimate that we will receive approximately $ million in net proceeds from the sale of our common stock in this offering, or

approximately $ million if the underwriters’ over-allotment option is exercised in full, at the initial public offering price of $ per share and

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

The principal purposes of this offering are to obtain additional capital, to create a public market for our common stock and to facilitate

our future access to the public equity markets.

We currently intend to use approximately $3.2 million of the net proceeds from this offering to repay outstanding indebtedness under our

credit facility, which accrues interest at the bank’s prime rate, which was 5.75% as of March 31, 2005, and will mature in October 2007.

We currently intend to use the remaining proceeds for general corporate purposes, including working capital and capital expenditures,

but we have not designated any specific uses. We may also use a portion of the net proceeds to fund possible investments in, or

acquisitions of, complementary businesses, solutions or technologies. We have no current agreements or commitments with respect to any

investment or acquisition, and we currently are not engaged in negotiations with respect to any investment or acquisition. In addition, the



amount and timing of what we actually spend for these purposes may vary significantly and will depend on a number of factors, including

our future revenue and cash generated by operations and the other factors described in “Risk Factors.” Accordingly, our management will

have discretion and flexibility in applying the net proceeds of this offering. Pending any uses, as described above, we intend to invest the

net proceeds in high quality, investment grade, short-term fixed income instruments which include corporate, financial institution, federal

agency or U.S. government obligations.

link1 "DIVIDEND POLICY"

Dividend Policy
We have never declared or paid any cash dividends on our capital stock and do not expect to pay any cash dividends for the foreseeable

future. We intend to retain any future earnings, if any, in the operation and expansion of our business. Any future determination to pay

cash dividends will be made at the discretion of our board of directors and will depend on our financial condition, results of operations,

capital requirements and other factors that our board of directors deems relevant. In addition, the terms of any future indebtedness that

we may incur could preclude us from paying dividends. Investors should not purchase our common stock with the expectation of

receiving cash dividends.

link1 "CAPITALIZATION"

Capitalization

(in thousands, except per share data)

The following table summarizes our balance sheet data as of March 31, 2005:

• on an actual basis;

•

on a pro forma basis to reflect the automatic conversion of all outstanding shares of our preferred stock into shares of common stock

upon the closing of this offering; and

•

on a pro forma as adjusted basis to reflect the pro forma adjustment above, as well as the sale of shares of common stock offered by

us, at an assumed initial public offering price of $ per share, after deducting underwriting discounts and commissions of approximately

$ million and estimated offering expenses of approximately $ million.

You should read this table in conjunction with “Selected Consolidated Financial Data,” “Management’s Discussion and Analysis of

Financial Condition and Results of Operations” and our consolidated financial statements and related notes included elsewhere in this

prospectus.

As of

March 31, 2005

Pro Forma

Actual

Pro

Forma

As

Adjusted

(Unaudited)

Cash and cash equivalents
$7,832 $$

Revolving line of credit
$3,214 $$

Notes payable and capital lease obligations
943

Redeemable convertible preferred stock, $.01 par value; 21,158,041 shares authorized, 17,480,018

shares issued and outstanding, actual; shares authorized, none issued and outstanding, pro forma and

pro forma as adjusted
29,155 —

Redeemable common stock, $.01 par value; 87,386 shares issued and outstanding, actual, pro forma and

pro forma as adjusted
185

Stockholders’ equity (deficit):

Common stock, $.01 par value; 40,000,000 shares authorized, 14,692,079 shares issued and 12,837,937

shares outstanding, actual; shares authorized, issued and outstanding, pro forma; and shares

authorized, shares issued and outstanding, pro forma as adjusted
147

Additional paid-in capital
—

Treasury stock, 1,854,142 shares, at cost
(1,520)

Deferred compensation
(30)



Accumulated other comprehensive income
23

Accumulated deficit
(31,843)

Total stockholders’ (deficit) equity
(33,223)

Total capitalization
$274 $$

The number of shares shown as issued and outstanding in the table above excludes:

•

shares of common stock issuable upon exercise of all options outstanding under our stock option plans as of March 31, 2005, with a

weighted average exercise price of $ per share;

•

shares of common stock issuable upon exercise of all warrants outstanding as of March 31, 2005, with a weighted average exercise price

of $ per share; and

• shares of common stock reserved for future issuance under our stock option plans as of March 31, 2005.

Notes to Consolidated Financial Statements

link1 "DILUTION"

Dilution
If you invest in our common stock, your interest will be diluted to the extent of the difference between the public offering price per share

of our common stock and the pro forma as adjusted net tangible book value per share of common stock after giving effect to this offering.

Our pro forma net tangible book value per share represents our pro forma tangible assets, or total assets less intangible assets, less our

total liabilities and redeemable common stock, divided by the number of shares of our common stock outstanding as of March 31, 2005

after giving effect to the conversion of all outstanding shares of our preferred stock into shares of common stock. At March 31, 2005, our

pro forma net tangible book value was approximately $ million, or $ per share of common stock. At March 31, 2005, our pro forma net

tangible book value, on an adjusted basis for the sale of shares of our common stock, based on an assumed initial public offering price of $

per share and after deducting the underwriting discounts and commissions and other estimated offering expenses, would have been

approximately $ million, or $ per share of common stock. This represents an immediate increase of $ per share to existing stockholders

and an immediate dilution of $ per share to new investors. The following table illustrates this dilution:

Initial public offering price per share
$

Pro forma net tangible book value per share at March 31, 2005
$

Increase per share attributable to the offering
$

Adjusted pro forma net tangible book value per share after the offering
$

Net tangible book value dilution per share to new investors in the offering
$

Assuming the exercise in full of the underwriters’ over-allotment option, our adjusted net tangible book value as of March 31, 2005 would

have been $ million, or $ per share. This represents an immediate increase in the adjusted net tangible book value of $ per share to

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

The following table summarizes, on an adjusted basis as of March 31, 2005, the total number of shares of common stock purchased from

us, the total consideration paid to us and the average price per share paid to us by existing stockholders and by new investors purchasing

share in this offering:

Shares Purchased Total Consideration

Average Price

Number Percent Amount Percent Per Share

Existing stockholders
% $% $

New investors
% $% $

Total
% $% $

The preceding table excludes:

•

shares of common stock issuable upon exercise of all options outstanding as of March 31, 2005, with a weighted average exercise price

of $ per share;



•

shares of common stock issuable upon exercise of all warrants outstanding as of March 31, 2005, with a weighted average exercise price

of $ per share; and

• shares of common stock reserved for future issuance under our stock option plans as of March 31, 2005.

Assuming the exercise in full of all of these options and warrants as of March 31, 2005, the number of shares purchased by existing

stockholders would increase to shares, total consideration paid by them would increase to $ million and the average price per share paid

by them would be decreased to $ per share.

link1 "SELECTED CONSOLIDATED FINANCIAL DATA"

Selected Consolidated Financial Data

(in thousands, except per share data)

The consolidated statement of operations data for the five years ended December 31, 2004, and consolidated balance sheet data as of

December 31, 2000, 2001, 2002, 2003 and 2004, have been derived from our audited consolidated financial statements. The statement of

operations data for the three months ended March 31, 2004 and 2005 and the balance sheet data as of March 31, 2005 were derived

from our unaudited consolidated financial statements and related notes, which are included in this prospectus. The unaudited interim

consolidated financial statements include, in the opinion of management, all adjustments that management considers necessary for the

fair presentation of the financial information set forth in those statements. The selected consolidated financial data set forth below should

be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” set forth below

and our consolidated financial statements and related notes included elsewhere in this prospectus. The historical results are not

necessarily indicative of the results to be expected in any future period and the results for the three months ended March 31, 2005 should

not be considered indicative of results expected for the full year.

Three Months Ended

Year Ended December 31, March 31,

2000 2001 2002 2003(4) 2004(5) 2004 2005

Consolidated Statement of Operations:

Revenues(1)
$4,720 $7,946 $11,524 $15,434 $20,273 $4,582 $6,100

Cost of revenues(2)(3)
1,456 2,562 2,679 3,244 4,368 947 1,457

Gross profit
3,264 5,384 8,845 12,190 15,905 3,635 4,643

Operating expenses:(3)

Sales and marketing
4,165 8,015 6,755 8,285 11,708 2,678 3,354

Research and development
1,731 1,387 1,487 2,201 2,064 471 596

General and administrative
2,166 3,998 3,886 4,493 3,942 936 1,228

Amortization of intangible assets
— 39 78 788 976 215 394

Total operating expenses
8,062 13,439 12,206 15,767 18,690 4,300 5,572

Loss from operations
(4,798) (8,055) (3,361) (3,577) (2,785) (665) (929)

Other income (expense):

Interest and other income
119 169 78 12 99 — 25

Interest expense
(58) (66) (85) (41) (35) (25) (47)

Total other income (expense)
61 103 (7) (29) 64 (25) (22)

Loss before cumulative effect of a

change in accounting principle
(4,737) (7,952) (3,368) (3,606) (2,721) (690) (951)

Cumulative effect of a change in

accounting principle(1)
— — — 896 — — —

Net loss
(4,737) (7,952) (3,368) (2,710) (2,721) (690) (951)

Accretion of preferred stock
(338) (1,122) (1,316) (1,547) (1,582) (388) (508)

Net loss attributable to common

stockholders
$(5,075) $(9,074) $(4,684) $(4,257) $(4,303) $(1,078) $(1,459)



Net loss attributable to common

stockholders per share, basic and

diluted
$(0.40) $(0.77) $(0.39) $(0.36) $(0.36) $(0.09) $(0.12)

(1)

On January 1, 2003, we changed our revenue recognition policy. This change was made to comply with provisions of EITF 00-21, Revenue

Arrangements with Multiple Deliverables. Upon adoption of EITF 00-21 on January 1, 2003, we recorded a cumulative effect of a change

in accounting principle of $896 representing the unrecognized revenue that would have been recognized in prior periods had we

retroactively applied EITF 00-21. Had we adopted EITF 00-21 on January 1, 2000, our revenues would have increased, and our net loss

would have decreased, by $171 in 2000, $136 in 2001 and $194 in 2002. See Note 2 to the notes to the consolidated financial

statements.

(2) Cost of revenues includes amortization of intangible assets in the following amounts:

Three Months

Ended

Year Ended December 31, March 31,

2000 2001 2002 2003 2004 2004 2005

Amortization of intangible assets
$— $146 $292 $478 $397 $91 $132

(3) Cost of revenues and operating expenses include stock-based compensation in the following amounts:

Three Months

Ended

Year Ended December 31, March 31,

2000 2001 2002 2003 2004 2004 2005

Cost of revenues
$— $— $— $— $1 $— $—

Sales and marketing
— — — — 15 2 4

Research and development
493 — — 247 — — —

General and administrative
493 — — 246 — — —

(4)

On January 24, 2003, we acquired Public Affairs Technologies, Inc. a provider of software to manage corporate communications and

public relations. The operating results of Public Affairs Technologies have been included in our results of operations since the date

of acquisition.

(5)

On November 8, 2004, we acquired Gnossos Software, Inc., a provider of software to manage corporate communications and government

relations. The operating results of Gnossos have been included in our results of operations since the date of acquisition.

As of December 31, As of

March 31,

2000 2001 2002 2003 2004 2005

Consolidated Balance Sheet Data:

Cash and cash equivalents
$4,891 $4,313 $2,411 $1,573 $7,554 $7,832

Working capital (deficit)
789 (2,988) (4,589) (8,590) (5,562) (6,320)

Total assets
5,934 8,032 6,068 9,571 19,618 20,303

Total debt
211 657 424 339 3,001 4,157

Total deferred revenue
4,793 8,587 10,070 12,393 16,172 16,473

Redeemable stock
10,601 16,651 17,967 22,488 28,830 29,340

Total stockholders’ deficit
(10,294) (19,313) (23,958) (28,227) (31,858) (33,223)

link1 "MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS"

Management’s Discussion and Analysis

Of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated

financial statements and related notes that appear elsewhere in this prospectus. In addition to historical consolidated financial information, the

following discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results could differ materially



from those discussed in the forward-looking statements. Factors that could cause or contribute to these differences include those discussed below

and elsewhere in this prospectus, particularly in “Risk Factors.”

Overview

We are a leading provider of on-demand software for corporate communications and public relations. Our on-demand software suite

helps organizations of all sizes manage local and global relationships and communications with journalists, analysts, public officials and

other key audiences. We deliver our on-demand software over the Internet using a secure, scalable application and system architecture,

which allows our customers to eliminate expensive up-front hardware and software costs and to quickly deploy and implement our on-

demand software.

We began selling desktop software for government relations in 1992 under a perpetual license model. In 1997, we expanded our software

suite to address the needs of the much larger public relations market, focusing primarily on larger organizations. In 1999, we reengineered

our software applications to be delivered over the Internet as an on-demand solution, which allowed us to offer our software to

organizations of all sizes. In 2000, we began actively selling access to our on-demand software and expanded our sales and marketing

activities, which were financed, in part, through the issuance of our Series A preferred stock. Since shifting to an on-demand model, we no

longer sell perpetually licensed software and related maintenance agreements and have achieved 23 consecutive quarters of revenue

growth. We currently derive all of our revenues from subscription agreements and related services.

We sell access to our on-demand software primarily through our direct sales channel, and to a lesser extent through third-party

distributors. As of March 31, 2005, we had more than 1,100 active customers of all sizes across a wide variety of industries, including

financial and insurance, technology, healthcare and pharmaceutical and retail and consumer products, as well as government agencies,

not-for-profit organizations and educational institutions.

We plan to continue the expansion of our customer base by expanding our direct and indirect distribution channels, expanding our

international market penetration and selectively pursuing strategic acquisitions. As a result, we plan to hire additional personnel,

particularly in sales and professional services, and expand our domestic and international selling and marketing activities, increase the

number of locations around the world where we conduct business and develop our operational and financial systems to manage a growing

business. We also intend to identify and acquire companies which would either expand our solution’s functionality, provide access to new

customers or markets, or both.

In November 2004, we acquired substantially all of the assets of Gnossos Software, Inc., or Gnossos, a provider of software to manage

corporate communications and government relations. The aggregate consideration was $3.3 million, which consisted of $2.5 million in

cash, $139,000 of common stock, $183,000 of redeemable common stock, $400,000 of deferred payments due to the seller and

$112,000 of transaction costs.

In January 2003, we acquired substantially all of the assets of Public Affairs Technologies, Inc., or PAT, a provider of software to manage

corporate communications and public relations. The aggregate consideration was $2.4 million, which consisted primarily of $1.8 million

in cash, $457,000 of common stock and $77,000 of transaction costs.

Sources of Revenues

We derive all of our revenues from subscription agreements and related services. Our subscription agreements contain multiple service

elements and deliverables, which include use of our on-demand software, hosting services, content and content updates, implementation

and training services and customer support. The typical term of our subscription agreements is one year, but increasingly our customers

are selecting subscriptions with a multi-year term, although these accounted for less than 7% of all subscription agreements for 2004. We

generally invoice our customers in advance of their annual subscription, with payment terms that require our customers pay us within 30

days of invoice.

Our subscription agreements are non-cancelable, though customers typically have the right to terminate their agreements for cause if we

materially breach our obligations under the agreement.

Professional services revenue consists primarily of data migration, training and configuration services sold separately after the initial

subscription agreement. Typically, our professional service engagements are billed on a fixed fee basis with payment terms requiring our

customers to pay us within 30 days of invoice. Revenues from professional services sold separately from subscription agreements have not

been material to our business. During 2004, professional services sold separately accounted for less than 5% of our revenues.

Cost of Revenues and Operating Expense

Cost of Revenues. Cost of revenues consists primarily of compensation for training and support personnel, hosting infrastructure,

amortization of content and purchased technology, depreciation associated with computer equipment and software and allocated

overhead. We allocate overhead expenses such as employee benefits, computer supplies, depreciation for computer equipment and office



supplies based on headcount. As a result, indirect overhead expenses are included in cost of revenues and each operating expense

category.

We believe content is an integral part of our solution and provides our customers with access to broad, current and relevant information

critical to their PR efforts. Accordingly, in May 2004, we launched News On-Demand, an electronic print, broadcast television and

Internet news monitoring solution, which combined our broadcast television news content with news content from third parties. We

expect to continue to enhance our News On-Demand service by making investments in both our own content as well as content acquired

from third parties. We expect cost of revenues to increase in 2005 as we incur expenses related to the expansion of our content offerings.

Sales and Marketing. Sales and marketing expenses are our largest operating expense category, accounting for 58% of our 2004 revenues.

Sales and marketing expenses consist primarily of compensation for our sales and marketing personnel, sales commissions and incentives,

marketing programs, including lead generation, events and other brand building expenses and allocated overhead. We expense our sales

commissions at the time a subscription agreement is executed by the customer and we recognize substantially all of our revenues ratably

over the term of the corresponding subscription agreement. Accordingly, we generally experience a delay between the recognition of

revenues and the corresponding increase in sales and marketing expenses.

As our revenues increase, we plan to continue to invest heavily in sales and marketing by increasing the number of direct sales personnel

in order to add new customers and increase sales to our existing customers. We also plan to expand our marketing activities in order to

build brand awareness and generate additional leads for our growing sales personnel. We expect that in the future, sales and marketing

expenses will increase in absolute dollars but will decrease as a percentage of revenues.

Research and Development. Research and development expenses consist primarily of compensation for our software application

development personnel and allocated overhead. We have historically focused our research and development efforts on increasing the

functionality and enhancing the ease of use of our on-demand software. Because of our hosted, on-demand model, we are able to provide

all of our customers with a single, shared version of our most recent application. As a result, we do not have to maintain legacy versions of

our software, which enables us to have relatively low research and development expenses as compared to traditional enterprise software

business models. We expect that in the future, research and development expenses will increase in absolute dollars as we upgrade and

extend our service offerings and develop new technologies, but will remain relatively consistent as a percentage of revenues.

General and Administrative. General and administrative expenses consist of compensation and related expenses for executive, finance,

accounting, administrative and management information systems personnel, professional fees, other corporate expenses and allocated

overhead. We expect that in 2005 and for some period of time thereafter, general and administrative expenses will increase in absolute

dollars and remain constant or increase slightly as a percentage of revenues, as we incur additional costs associated with being a public

company. However, we expect that in the future, general and administrative expenses will increase in absolute dollars but will decrease as

a percentage of revenues.

Repurchase of Common Stock and Stock-Based Compensation. Our operating expenses for 2003 include compensation expenses related to

acquiring common stock from two executive officers with a portion of the proceeds from our Series B preferred stock financing. In

connection with the issuance of the Series B preferred stock, our board of directors authorized the repurchase of 309,024 shares of

common stock each from our Chief Executive Officer and Chief Technology Officer at a price of $1.62 per share. The estimated fair value

of the shares was $0.82 per share and the resulting premium paid for the common stock of $493,000 was recorded as stock-based

compensation expense in research and development and general and administrative expense categories in our 2003 consolidated

statement of operations.

We currently plan to purchase, in July 2005, an aggregate of 1,178,200 shares of common stock from our Chief Technology Officer and

certain former employees at a price of $2.35 per share, the estimated fair value of the shares on the date of purchase. The shares held by

former employees to be purchased were obtained through the exercise of stock options and these purchases are pursuant to the terms of

the related stock option agreements. Certain of these shares of stock were obtained through stock option exercises within the six-month

period preceding the purchase. As a result, these purchases will result in stock-based compensation equal to the amount we paid to acquire

the common stock, reduced by the amount paid by the employee upon exercise of the stock option, or an estimated $1.0 million in the

quarter ending September 30, 2005.

Amortization of Intangible Assets. Amortized intangible assets consist of customer relationships and covenants not to compete from

business combinations.

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States. The

preparation of these consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of

assets, liabilities, revenues, costs and expenses and related disclosures. On an ongoing basis, we evaluate our estimates and assumptions.



Our actual results may differ from these estimates under different assumptions or conditions.

We believe that of our significant accounting policies, which are described in Note 2 to the notes to the consolidated financial statements,

the following accounting policies involve a greater degree of judgment and complexity. Accordingly, these are the policies we believe are

the most critical to aid in fully understanding and evaluating our consolidated financial condition and results of operations.

Revenue Recognition. We recognize revenues in accordance with SEC Staff Accounting Bulletin No. 101, “Revenue Recognition in

Financial Statements,” as amended by Staff Accounting Bulletin No. 104, “Revenue Recognition.” We recognize revenues from

subscription agreements for our on-demand software and related services when there is persuasive evidence of an arrangement, the

service has been provided to the customer, the collection of the fee is probable and the amount of the fees to be paid by the customer is

fixed or determinable. Amounts that have been invoiced are recorded in accounts receivable and deferred revenue.

Our subscription agreements generally contain multiple service elements and deliverables. The subscription agreements allow customers

access to our software and often specify initial services including implementation and training.

Prior to 2003, we recognized the initial service fees specified in multiple element subscription agreements over the estimated customer

life of three years. Subscription fees were recognized over the subscription period.

On January 1, 2003, we changed our revenue recognition policy to define all elements in our multiple element subscription agreements as

a single unit of accounting, and accordingly, recognize all associated fees over the subscription period, which is typically one year. We

recognize our revenue over the subscription period because the subscription is the last element delivered to the customer and the

predominant element of our agreements. This change was made to comply with the provisions of Emerging Issues Task Force Issue No.

00-21, Revenue Arrangements with Multiple Deliverables, or EITF 00-21, issued by the Emerging Issues Task Force of the Financial

Accounting Standards Board in May 2003. In applying the guidance in EITF 00-21, we determined that we do not have objective and

reliable evidence of the fair value of the subscription to our on-demand software after delivery of specified initial services. When we sell

this subscription separately from professional services the price charged varies widely, and therefore we cannot objectively and reliably

determine the subscription’s fair value. As a result, subscription revenues commencing in 2003 are recognized ratably over the

subscription period. Professional services sold separately from a subscription arrangement are recognized as the services are performed.

Upon adoption of EITF 00-21 on January 1, 2003, we recorded a cumulative effect of a change in accounting principle of $896,000,

representing the unrecognized revenue that would have been recognized in prior periods had we applied EITF 00-21 since inception.

Accounting for Royalty Fees. We incur royalty fees related to acquired content included in our on-demand software that is provided by third

parties. Amounts paid for royalty fees are deferred and are recognized as cost of revenues over the same period in which the related

subscription revenues are recognized. The current portion and the long-term portion of the deferred royalty fees are included in prepaid

royalty fees and other assets, respectively, in the consolidated balance sheets. Amortization expense for the three months ended March 31,

2005 was $433,000, and for the years ended December 31, 2004 and 2003 was $1.2 million and $390,000, respectively.

We are developing our own information database that our customers ultimately may use in place of the third-party content database we

currently make available to them through our on-demand software. Our information database is still under development and our plan is

to complete it in 2005, although we have not yet established a date for general release. Our ability to successfully complete the

information database and our customers’ acceptance of it prior to the expiration of their current subscription periods are subject to

significant uncertainties at this time. If it becomes apparent in future periods that our information database will likely be completed and

adopted by customers prior to the end of the term of their current subscription, we will accelerate amortization of the deferred royalty

fees to recognize them over a shorter period. As of March 31, 2005, total deferred royalty fees were $1.3 million.

Impairment of Long-Lived Assets. We have completed acquisitions of businesses that have resulted in the recording of intangible assets in

our financial statements based on the estimated fair value of those intangible assets. These assets consist principally of acquired customer

relationships and purchased technology. Intangible assets have been amortized using the straight-line method over the estimated useful

lives ranging from two to four years.

Acquisitions which cause us to recognize intangible assets require us to make determinations about the value and recoverability of those

assets that involve estimates and judgments. We assess the impairment of our long-lived assets, including intangible assets, when events or

changes in circumstances indicate that an asset’s carrying value may not be recoverable. An impairment charge is recognized when the

sum of the expected future undiscounted net cash flows is less than the carrying value of the asset. An impairment charge would be

measured by comparing the amount by which the carrying value exceeds the fair value of the asset being evaluated for impairment. Any

resulting impairment charge could have an adverse impact on our results of operations.

Stock-Based Compensation. We account for our employee stock-based compensation using the intrinsic value method in accordance with

Accounting Principles Board, or APB, Opinion No. 25, Accounting for Stock Issued to Employees. Under the intrinsic value method, options

with an exercise price at least equal to the estimated fair value of the underlying common stock at the date of grant generally do not result



in compensation expense. Our stock options have generally been granted with an exercise price equal to the estimated fair value of our

common stock on the date of grant, and accordingly, any compensation related expenses for options have not been material.

Historically, no public market has existed for our stock. Therefore, to determine the estimated fair value of our common stock, our

management and board of directors used a market approach. A market approach uses direct comparisons to other comparable public

enterprises and their equity securities or transactions in their securities to estimate fair value, and adjusts public enterprise valuations for

lower marketability of equity securities of private companies. Management and the board of directors also considered cash transactions

involving our stock. We make disclosure regarding employee stock-based compensation using the minimum value method in accordance

with Statement of Financial Accounting Standards, or SFAS, No. 123, Accounting for Stock-Based Compensation, and SFAS No. 148,

Accounting for Stock-Based Compensation-Transition and Disclosure.

In December 2004, the Financial Accounting Standards Board issued SFAS No. 123 (revised 2004), Share-Based Payment, or Statement

123(R), which is a revision of SFAS No. 123. Statement 123(R) requires all share-based payments to employees, including grants of

employee stock options, to be recognized in the income statement based on their estimated fair values. Pro forma disclosure is no longer

an alternative. We intend to adopt the provisions of Statement 123(R) on January 1, 2006, using the modified prospective method.

Accordingly, the adoption of Statement 123(R)’s fair value method may have a significant impact on our results of operations, although it

will have no impact on our overall financial position. The impact to us of adoption of Statement 123(R) cannot be predicted at this time

because it will depend significantly on levels of share-based payments granted in the future.

Results of Operations

The following tables set forth selected consolidated statements of operations data for each of the periods indicated as a percentage of

total revenues.

Three Months

Year Ended Ended

December 31, March 31,

2002 2003 2004 2004 2005

Revenues
100% 100% 100% 100% 100%

Cost of revenues
23 21 22 21 24

Gross profit
77 79 78 79 76

Operating expenses:

Sales and marketing
59 54 58 58 55

Research and development
13 14 10 10 10

General and administrative
34 29 19 20 20

Amortization of intangible assets
— 5 5 5 7

Total operating expenses
106 102 92 93 92

Loss from operations
(29) (23) (14) (14) (16)

Other income (expense), net
— — — (1) —

Loss before cumulative effect of a change in accounting principle
(29) (23) (14) (15) (16)

Cumulative effect of a change in accounting principle
— 6 — — —

Net loss
(29)% (17)% (14)% (15)% (16)%

The following table sets forth our total deferred revenue and net cash (used in) provided by operating activities for each of the periods

indicated and number of active customers as of the last day of each of the periods indicated.

Three Months Ended

Year Ended December 31, March 31,

2002 2003 2004 2004 2005

Total deferred revenue (in thousands at period end)
$10,070 $12,393 $16,172 $12,529 $16,473

Net cash (used in) provided by operating activities (in thousands)
$(1,419) $(448) $2,067 $744 $347

Active customers
645 766 1,140 811 1,174



Three Months Ended March 31, 2005 and 2004

Revenues. Revenues for the three months ended March 31, 2005 were $6.1 million, an increase of $1.5 million, or 33%, over revenues of

$4.6 million for the comparable period in 2004. The increase in revenues was primarily due to the increase in the number of total active

customers to 1,174 as of March 31, 2005 from 811 as of March 31, 2004, and to a lesser extent, increased sales to existing customers.

Total deferred revenue as of March 31, 2005 was $16.5 million, representing an increase of $3.9 million, or 31%, over total deferred

revenue of $12.5 million as of March 31, 2004.

Cost of Revenues. Cost of revenues for the three months ended March 31, 2005 was $1.5 million, an increase of $510,000, or 54%, over

cost of revenues of $947,000 for the comparable period in 2004. The increase was due to an increase of $242,000 in third party license

and royalty fees for acquired content, $127,000 in employee related costs for additional professional service personnel, $90,000 in

hosting infrastructure and $41,000 in amortization of intangible assets from purchased technology due to the acquisition of Gnossos in

November 2004. We increased the number of professional service personnel in order to provide implementation and training services to

our increasing number of customers.

Sales and Marketing Expenses. Sales and marketing expenses for the three months ended March 31, 2005 were $3.4 million, an increase of

$676,000, or 25%, over sales and marketing expenses of $2.7 million for the comparable period in 2004. The increase was primarily due

to an increase of $500,000 in employee related costs, including $138,000 in sales commissions and incentives and $102,000 for lead

generation programs. Our sales and marketing headcount increased as we hired additional personnel to focus on adding new customers

and increasing revenues from existing customers.

Research and Development Expenses. Research and development expenses for the three months ended March 31, 2005 were $596,000, an

increase of $125,000, or 27%, over research and development expenses of $471,000 for the comparable period in 2004. The increase in

research and development expenses was primarily due to an increase in employee related costs from additional personnel, offset by

capitalized costs from internally developed software. Our research and development headcount increased as we hired additional

personnel to upgrade and expand our on-demand software.

General and Administrative Expenses. General and administrative expenses for the three months ended March 31, 2005 were $1.2 million,

an increase of $292,000, or 31%, over general and administrative expenses of $936,000 for the comparable period in 2004. The increase

in general and administrative expenses was primarily due to $147,000 in employee related costs, $60,000 in rent and facilities, and

$61,000 in professional fees and other expenses. Our general and administrative headcount increased as we hired additional personnel to

support our growth.

Amortization of Intangible Assets. Amortization of intangible assets for the three months ended March 31, 2005 was $394,000, an increase

of $179,000, or 83%, over amortization of intangible assets of $215,000 for the comparable period in 2004. The increase in amortization

was the result of acquired customer relationships from the acquisition of Gnossos in November 2004.

Other Income (Expense). Other expense for the three months ended March 31, 2005 was $22,000, compared to $25,000 for the

comparable period in 2004. The decrease in other expense was due to an increase in interest expense from outstanding borrowings under

our line of credit facilities offset by other income from a termination payment on a terminated customer contract.

Years Ended December 31, 2004 and 2003

Revenues. Revenues for 2004 were $20.3 million, an increase of $4.8 million, or 31%, over revenues of $15.4 million for 2003. The

increase in revenues was due to the increase in the number of total active customers to 1,140 as of December 31, 2004 from 766 as of

December 31, 2003, including 170 active customers acquired through the acquisition of Gnossos in November 2004, and to a lesser

extent, increased sales to existing customers. Total deferred revenue as of December 31, 2004 was $16.2 million, representing an increase

of $3.8 million, or 30%, over total deferred revenue of $12.4 million as of December 31, 2003.

Cost of Revenues. Cost of revenues for 2004 was $4.4 million, an increase of $1.1 million, or 35%, over cost of revenues of $3.2 million for

2003. The increase was primarily due to an increase of $917,000 in third party license and royalty fees for acquired content, $201,000 in

employee related costs for additional professional service personnel and $67,000 in hosting infrastructure, offset by $81,000 of lower

amortization of intangible assets from purchased technology. We increased the number of professional service personnel in order to

provide implementation and training services to our increasing number of customers.

Sales and Marketing Expenses. Sales and marketing expenses for 2004 were $11.7 million, an increase of $3.4 million, or 41%, over sales

and marketing expenses of $8.3 million for 2003. The increase was primarily due to $1.8 million in employee related costs, including

$824,000 in additional sales headcount and $1.0 million in sales commissions and incentives, and $1.2 million in marketing costs from

additional brand building awareness activities and lead generation programs. Our sales and marketing headcount increased as we added a

direct sales team in the United Kingdom and hired additional personnel in the United States to focus on adding new customers and

renewing and expanding services with existing customers.



Research and Development Expenses. Research and development expenses for 2004 were $2.1 million, a decrease of $137,000, or 6%, from

research and development expenses of $2.2 million for 2003. The decrease in research and development expenses was primarily due to a

$247,000 decrease in stock-based compensation, offset by an increase in employee related costs from additional headcount. No stock-

based compensation was incurred in 2004.

General and Administrative Expenses. General and administrative expenses for 2004 were $3.9 million, a decrease of $551,000, or 12%,

from general and administrative expenses of $4.5 million for 2003. The decrease in general and administrative expenses was primarily

due to $293,000 in lower sales related taxes, a $246,000 decrease in stock-based compensation and $72,000 in lower bad debt expense,

offset by an increase of $141,000 in rent and facility costs primarily due to our expansion into the United Kingdom. No stock-based

compensation was incurred in 2004.

Amortization of Intangible Assets. Amortization of intangible assets for 2004 was $976,000, an increase of $188,000, or 24%, over

amortization of intangible assets of $788,000 for 2003. The increase in amortization was the result of acquired customer relationships

from the acquisition of Gnossos in November 2004.

Other Income (Expense). Other income for 2004 was $64,000, an increase of $93,000 over other expense of $29,000 in 2003. This increase

in other net income was primarily due to interest income from higher cash balances and other income from a termination payment on a

terminated customer contract.

Years Ended December 31, 2003 and 2002

Revenues. Revenues for 2003 were $15.4 million, an increase of $3.9 million, or 34%, over revenues of $11.5 million for 2002. The

increase in revenues was primarily due to the increase in the number of total active customers to 766 as of December 31, 2003 from 645

as of December 31, 2002, and to a lesser extent, increased sales to existing customers. Total deferred revenue as of December 31, 2003

was $12.4 million, representing an increase of $2.3 million or 23% over total deferred revenue of $10.1 million as of December 31, 2002.

Cost of Revenues. Cost of revenues for 2003 was $3.2 million, an increase of $565,000, or 21%, over cost of revenues of $2.7 million for

2002. The increase in cost of revenues was primarily due to an increase of $443,000 in third party license and royalty fees for acquired

content and $186,000 in amortization of intangible assets from purchased technology from the PAT acquisition in January 2003.

Sales and Marketing Expenses. Sales and marketing expenses for 2003 were $8.3 million, an increase of $1.5 million, or 23%, over sales

and marketing expenses of $6.8 million in 2003. The increase was primarily due to an increase of $1.2 million in employee related costs,

including $586,000 in sales commissions and incentives. In 2003, we increased the number of sales personnel and hired a sales executive

to manage the expansion of our international sales and marketing activities.

Research and Development Expenses. Research and development expenses for 2003 were $2.2 million, an increase of $714,000, or 48%,

over research and development expenses of $1.5 million for 2002. The increase in research and development expenses was primarily due

to an increase of $518,000 in employee related costs from our existing personnel and additional personnel from the acquisition of PAT

and a $247,000 increase in stock-based compensation, offset by $71,000 of capitalized costs from internally developed software.

General and Administrative Expenses. General and administrative expenses for 2003 were $4.5 million, an increase of $607,000, or 16%,

over general and administrative expenses of $3.9 million for 2002. The increase in general and administrative expenses was primarily due

to an increase of $268,000 in employees related costs from additional headcount and increased salaries of our existing personnel and a

$246,000 increase in stock-based compensation.

Amortization of Intangible Assets. Amortization of intangible assets for 2003 was $788,000, an increase of $710,000 over amortization of

intangible assets of $78,000 for 2002. The increase in amortization was the result of acquired customer relationships and covenants not

to compete from the acquisition of PAT in January 2003.

Other Income (Expense). Other expense for 2003 was $29,000, an increase of $22,000 over other expense of $7,000 for 2002. This

increase in other expense was primarily due to a decrease in interest income from lower cash balances, offset by a decrease in interest

expense from lower interest payments on equipment notes payable and capital leases obligations.

Cumulative Effect of Change in Accounting Principle. Cumulative effect of change in accounting principle for 2003 was $896,000 due to the

adoption of a new accounting standard for revenue recognition. The cumulative effect of this change in accounting principle represents

the revenue that would have been recognized in prior periods had we applied the new standard since inception. The 2002 results of

operations do not reflect the impact of adoption, and accordingly, the 2002 results of operations are not comparable to those of 2003.

(in thousands)

Year ended December 31, 2002 pro forma revenues:

Revenues as reported
$11,524



Impact of adoption of new accounting standard
194

Pro forma revenues
$11,718

Year ended December 31, 2002 pro forma net loss:

Net loss as reported
$(3,368)

Impact of adoption of new accounting standard
194

Pro forma net loss
$(3,174)

Quarterly Results of Operations

The following tables set forth selected unaudited quarterly consolidated statements of operations data for the nine most recent quarters,

as well as the percentage of total revenues for each line item shown. The information for each of these quarters has been prepared on the

same basis as the audited consolidated financial statements included in this prospectus and, in the opinion of management, includes all

adjustments necessary for the fair presentation of the results of operations for such periods. This data should be read in conjunction with

the audited consolidated financial statements and the related notes included in this prospectus. These quarterly operating results are not

necessarily indicative of our operating results for any future period.

Quarter Ended

March

31, June 30,

September

30,

December

31,

March

31,

June

30,

September

30,

December

31,

March

31,

2003 2003 2003 2003 2004 2004 2004 2004 2005

(in thousands)

Revenues
$3,378 $3,688 $4,022 $4,346 $4,582 $5,004 $5,132 $5,555 $6,100

Cost of

revenues(1)
731 796 832 885 947 1,032 1,087 1,302 1,457

Gross profit
2,647 2,892 3,190 3,461 3,635 3,972 4,045 4,253 4,643

Operating

expenses:

Sales and

marketing
2,026 2,131 1,843 2,285 2,678 2,830 3,048 3,152 3,354

Research and

development(2)
707 545 500 449 471 471 454 668 596

General and

administrative(3)
1,314 1,064 1,057 1,058 936 1,037 890 1,079 1,228

Amortization of

intangible assets
119 193 229 247 215 215 213 333 394

Total operating

expenses
4,166 3,933 3,629 4,039 4,300 4,553 4,605 5,232 5,572

Loss from

operations
(1,519) (1,041) (439) (578) (665) (581) (560) (979) (929)

Other income

(expense), net
— 10 (13) (26) (25) (2) 19 72 (22)

Loss before

cumulative effect

of a change in

accounting

principle
(1,519) (1,031) (452) (604) (690) (583) (541) (907) (951)

Cumulative effect

of a change in

accounting

principle
896 — — — — — — — —

Net loss
$(623) $(1,031) $(452) $(604) $(690) $(583) $(541) $(907) $(951)

(1) Cost of revenues includes amortization of purchased technology of:

Quarter Ended

March

31,

June

30,

September

30,

December

31,

March

31,

June

30,

September

30,

December

31,

March

31,



2003 2003 2003 2003 2004 2004 2004 2004 2005

Amortization of

intangible assets
$133 $163 $91 $91 $91 $90 $90 $126 $132

(2) Includes stock-based compensation of $236 for the quarter ended March 31, 2003.

(3) Includes stock-based compensation of $236 for the quarter ended March 31, 2003.

As a percentage of total revenues:

Three Months Ended

March

31,

June

30,

September

30,

December

31,

March

31,

June

30,

September

30,

December

31,

March

31,

2003 2003 2003 2003 2004 2004 2004 2004 2005

Revenues
100% 100% 100% 100% 100% 100% 100% 100% 100%

Cost of revenues
22 22 21 20 21 21 21 23 24

Gross profit
78 78 79 80 79 79 79 77 76

Operating expenses:

Sales and marketing
60 58 46 53 58 57 59 57 55

Research and

development
21 14 12 10 10 9 9 12 10

General and

administrative
39 29 26 24 20 21 18 19 20

Amortization of

intangible assets
3 5 6 6 5 4 4 6 7

Total operating

expenses
123 106 90 93 93 91 90 94 92

Loss from operations
(45) (28) (11) (13) (14) (12) (11) (17) (16)

Other income (expense),

net
— — — (1) (1) — — 1 —

Loss before cumulative

effect of a change in

accounting principle
(45) (28) (11) (14) (15) (12) (11) (16) (16)

Cumulative effect of a

change in accounting

principle
27 — — — — — — — —

Net loss
(18)% (28)% (11)% (14)% (15)% (12)% (11)% (16)% (16)%

Revenues increased sequentially in each of the quarters presented primarily due to increases in the number of total active customers and

revenue recognized from deferred revenue.

Gross profit in absolute dollars also increased sequentially for the quarters presented primarily due to revenue growth. As a percentage of

revenues, gross profit decreased from 79% to 76% during the three most recent quarters presented due to increased third party license

and royalty fees for acquired content included in our on-demand software and the hiring of additional professional service personnel to

support our growing business.

Operating expenses in total have increased sequentially for the quarters presented primarily due to increased sales and marketing

expenses in absolute dollars due to increases in the number of sales personnel and marketing costs for brand awareness and direct

marketing programs. Operating expenses as a percentage of revenues have fluctuated between quarters due to stock-based compensation

and the timing of employee-related spending, sales commissions and incentives and marketing events. For example, research and

development and general and administrative expenses each included stock-based compensation of $236,000 for the three months ended

March 31, 2003.

Liquidity and Capital Resources

At March 31, 2005, our principal sources of liquidity were cash and cash equivalents totaling $7.8 million, accounts receivable of $4.1

million and available borrowing capacity of $3.8 million under our revolving loan agreement, which provides total maximum borrowing

capacity of $7.0 million. The outstanding borrowings under the loan agreement totaled $3.2 million at March 31, 2005 and are due and



payable on October 31, 2007. Borrowings bear interest at the bank’s prime rate, which was 5.75% as of March 31, 2005, and interest is

payable monthly. All borrowings are secured by a call agreement between the bank and certain of our preferred shareholders.

We currently plan to purchase an aggregate of 1,178,200 shares of common stock from our Chief Technology Officer and certain former

employees for an aggregate purchase price of approximately $2.8 million in July 2005.

From January 2000 through 2003, we did not generate sufficient cash flow from operations to fund the growth in our business.

Accordingly, we funded our business primarily through issuances of preferred stock, which provided us with gross proceeds of $18.4

million. However, in 2004 and the three months ended March 31, 2005, we funded our operations through cash flow generated by the

operating activities of our business.

Net cash provided by (used in) operating activities was $347,000 during the three months ended March 31, 2005, $2.1 million during

2004, $(448,000) during 2003, and $(1.4) million during 2002. Net cash provided by operating activities in 2004 and the three months

ended March 31, 2005 consisted primarily of net losses from operations and offset by non-cash charges for depreciation and amortization

and increases in deferred revenue. Historically, net cash used in operating activities consisted primarily of net losses from operations and

increases in accounts receivable, offset by increases in deferred revenue and non-cash charges for depreciation and amortization and non-

cash charges in 2003 for the cumulative effect of change in accounting and stock-based compensation.

Our deferred revenue was $16.5 million at March 31, 2005, $16.2 million at December 31, 2004, $12.4 million at December 31, 2003,

and $10.1 million at December 31, 2002, which reflects growth in the invoiced amounts due from our customers. Amounts that have been

invoiced are recorded in accounts receivable and deferred revenue, which are then recognized as revenue ratably over the term of the

subscription arrangement. If our sales increase, we would expect our deferred revenue and accounts receivable balances to increase.

Currently, we invoice the majority of our subscription agreements on net 30-day terms. A change in our invoicing practice may result in

delayed payment terms, which could have a material adverse effect on cash provided from operating activities and growth in deferred

revenue.

As of December 31, 2004, we had net operating loss carryforwards of $17.2 million available to reduce future taxable income. In the

future, we may utilize our net operating loss carryforwards and would begin making cash tax payments at that time. In addition, the

limitations on utilizing net operating loss carryforwards and other minimum state taxes may also increase our overall tax obligations. We

expect that if we generate taxable income and/or we are not allowed to use net operating loss carryforwards for state tax purposes, our

cash generated from operations will be adequate to meet our income tax obligations.

Net cash used in investing activities was $1.3 million during the three months ended March 31, 2005, $3.3 million during 2004, $2.3

million during 2003 and $182,000 during 2002. Net cash used in investing activities consisted primarily of cash paid for acquisitions and

purchases of fixed assets for new offices, network infrastructure and computer equipment for our employees and the development of our

content database. We intend to continue to invest in our content database and network infrastructure and in software development to

ensure reliability of our network and to introduce new services and enhancements to our existing software.

Net cash provided by (used in) financing activities was $1.3 million during the three months ended March 31, 2005, $7.2 million during

2004, $1.9 million during 2003 and $(301,000) during 2002. Net cash provided by financing activities during the three months ended

March 31, 2005 consisted primarily of cash advances under our revolving loan agreement. Net cash provided by financing activities

during 2003 and 2004 consisted primarily of net proceeds from the issuance of preferred stock. Net cash used in financing activities

during 2002 consisted primarily of payments under our equipment line of credit and capital lease obligations.

As of March 31, 2005, we had a letter of credit outstanding in favor of our principal landlord. The letter of credit is collateralized by a

$270,000 certificate of deposit which is maintained at the granting financial institution. The letter of credit renews annually through

April 2011 and the certificate of deposit matures in 2011. The certificate of deposit is included in other assets in the consolidated balance

sheets.

As of March 31, 2005 and December 31, 2004, 2003 and 2002, we did not have any relationships with unconsolidated entities or

financial partnerships, such as entities often referred to as structured finance or special purpose entities, which would have been

established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes. Other than

our operating leases for office space and computer equipment, which are described above, we do not engage in off-balance sheet financing

arrangements. In addition, we do not engage in trading activities involving non-exchange traded contracts. As such, we are not materially

exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in these relationships.

The following table summarizes our contractual obligations as of March 31, 2005 that require us to make future cash payments.

(in thousands)

Payments Due by Period

Less Than 1 - 3 3 - 5 More Than



Contractual Obligations Total 1 Year Years Years 5 Years

Revolving line of credit
$3,214 $— $3,214 $— $—

Operating leases
$2,689 $606 $874 $754 $455

Contractual commitments
$1,343 $1,258 $85 $— $—

Long-term debt under our equipment notes payable
$922 $381 $535 $6 $—

Interest on long-term debt
$61 $39 $22 $— $—

Capital lease obligations
$21 $11 $10 $— $—

The contractual commitment amounts in the table above are associated with agreements that are enforceable and legally binding and that

specify all significant terms, including: fixed or minimum services to be used; fixed, minimum or variable price provisions; and the

approximate timing of the transaction. Obligations under agreements that we can cancel without a significant penalty are not included in

the table above.

We intend to repay all of the $3.2 million in outstanding borrowings under the revolving line of credit facility with the proceeds of this

offering and all preferred stock will convert into shares of common stock upon completion of this offering. Given our current cash and

cash equivalents, accounts receivable, the expected net proceeds of this offering, available borrowings under our revolving loan agreement

and our expectation of continued positive cash flow from operations, we believe that we will have sufficient liquidity to fund our business

and meet our contractual obligations over a period beyond the next 12 months. However, we may need to raise additional funds in the

future in the event that we pursue acquisitions or investments in complementary businesses or technologies or experience operating

losses that exceed our expectations. If we raise additional funds through the issuance of equity or convertible securities, our stockholders

may experience dilution. In the event that additional financing is required, we may not be able to obtain it on acceptable terms or at all.

Quantitative and Qualitative Disclosures about Market Risk

Foreign Currency Exchange Risk

Our results of operations and cash flows are subject to fluctuations due to changes in foreign currency exchange rates, particularly changes

in the British pound, because our subscription agreements from our European subsidiary are typically denominated in the British pound.

In the future, we may utilize foreign currency forward and option contracts to manage currency exposures. We do not currently have any

such contracts in place, nor did we enter into any such contracts during the year ended December 31, 2004 or the three months ended

March 31, 2005.

Interest Rate Sensitivity

Interest income and expense are sensitive to changes in the general level of U.S. interest rates. However, based on the nature and current

level of our investments, which are primarily cash and cash equivalents and debt obligations, we believe that there is no material risk of

exposure.

link1 "BUSINESS"

Business

Overview

We are a leading provider of on-demand software for corporate communications and public relations. In an age of real-time

communication, with an increasing number of media outlets and a rapidly growing volume of news and other public information,

traditional approaches to PR are becoming outmoded. Our web-based software suite helps organizations of all sizes manage local and

global relationships and communications with journalists, analysts, public officials and other key audiences. Our integrated software

modules provide extensive features and broad functionality that address the critical functions of corporate communications and public

relations. Specific modules include contact management, news management, collateral management, project management, interactive

email campaigns, analytics, online newsroom, compliance reporting and issues and legislation management. By automating and

integrating essential elements of PR operations, our solutions help organizations manage large amounts of information, deliver consistent

and well-executed communications, collaborate among large or geographically dispersed teams and analyze and report on the

effectiveness of their corporate communications and public relations.

As part of our solution, we provide an extensive database of over 800,000 records, including journalists, analysts, public officials, media

outlets and publicity opportunities. Our information database is integrated with our suite of on-demand modules that together address

the communications life-cycle from identifying key contacts, to distributing information, to closing the loop with digitized feedback and

management analytics.



We deliver our solutions over the Internet using a secure, scalable application and system architecture, which allows our customers to

eliminate expensive up-front hardware and software costs and to quickly deploy and adopt our software. We were an early pioneer in

hosted, multi-tenant, on-demand software, launching our first version in 1999. Our software is offered as an annual or multi-year

subscription, and as of March 31, 2005 we had more than 1,100 customers representing organizations of all sizes across a wide variety of

industries. Our software is currently available in four languages and is in use by customers around the world. Since 1999, we have

achieved 23 consecutive quarters of revenue growth and have received awards for company growth and product excellence.

Industry Background

Corporate Communications and Public Relations

The process of managing relationships and communications with journalists, analysts, public officials and other key audiences is central to

an organization’s reputation, profitability and, ultimately, shareholder value. As organizations recognize the growing importance of

effective PR to their success, they increasingly rely on public relations to manage and analyze critical information and to deliver quick and

consistent communications. Public relations professionals handle organizational functions such as media, government, consumer,

industry and community relations. Every organization, large and small, engages in public relations, whether as an organized department, a

single employee’s responsibility or simply as a result of public interactions by its executives.

Based on data from the 2004 Public Relations Client Survey prepared by Thomas L. Harris/ Impulse Research, the average PR budget for

responding organizations in 2004 was approximately $3.1 million. This budget includes spending for both internal and outsourced PR

functions, and includes corporate communications, product PR, online communications, public affairs and government relations. Based

on the Thomas L. Harris Survey, we estimate that the annual PR budget for these organizations increased at a compounded rate of 15.5%

per year from 2001 to 2004. Based on the Survey’s breakdown of average PR budgets by categories of organizations’ total annual

revenues, and the number of organizations in each of these categories as reported by Dun and Bradstreet, we estimate that the aggregate

annual PR budgets for organizations with annual revenues of at least $10 million were approximately $110 billion in 2004. In addition,

the U.S. Department of Labor Statistics projects that the employment of public relations specialists will increase faster than the average

for all occupations through 2012. Based upon our target market of organizations with annual revenues of at least $10 million and the

current pricing of our solutions, we believe that the potential market for on-demand software for PR exceeds $2 billion.

Although the most basic elements of PR are practiced widely across organizations of all types, sizes and geographies, the specific

objectives and complexity of a PR practice will often vary based on the size of an organization and its PR department. For small and mid-

sized organizations, traditional PR is often prohibitively expensive and time consuming. These organizations are typically faced with a

decision to either use external consulting agencies, or to commit internal staff and resources, both of which often exceed available

budgets. In addition, PR responsibilities for these organizations are often assigned to only one or two dedicated staff or, in many cases,

shared across non-dedicated staff with other full-time responsibilities. The objective for small and mid-sized organizations is typically to

leverage limited resources in order to deliver the PR capabilities commonly found in larger organizations.

Larger organizations are typically well staffed and have dedicated budgets and resources. These organizations are faced with the

challenges of managing large amounts of information, delivering consistent and well-executed communications, collaborating among

large or geographically dispersed teams and analyzing and reporting on the effectiveness of their PR. The objective for large organizations

is typically to maximize effectiveness and ensure consistency of message, while delivering measurable results and improved efficiency.

Trends in business communications and the media are directly impacting the practice of PR. Technologies including the Internet, cable,

satellite and wireless communications allow commercial and public media to access audiences almost instantaneously. In addition, these

technologies are also leading to a rapid expansion of media outlets, media channels and news. As a result, organizations now face broader

and more diverse audiences who are informed in real-time by these media, and a growing volume of critical business information that

needs to be identified, analyzed and managed. An organization can no longer rely on a few relationships with key journalists to achieve PR

objectives. As these trends continue, it will be more challenging for organizations to provide a consistent corporate message, gain public

support, respond to crisis situations and achieve their corporate communications and public relations goals.

Outside of outsourced PR service providers, the corporate communications and public relations market is generally underserved, with few

solutions to address the PR business process in a comprehensive, integrated and cost effective manner. A number of vendors offer one or

more software products that each address a single problem or process within PR, such as contact management, news monitoring,

distribution or analytics. Other than these discrete stand-alone solutions, PR processes are generally performed by internal departments

or designated staff either manually or with generic desktop software. In addition, while organizations may purchase a variety of these

stand-alone products and services, the resulting combination is usually more expensive and less efficient than an integrated software suite

that addresses the complete PR life-cycle. We believe that a large and underserved market opportunity exists for our integrated, modular

solutions that provide scalable PR functionality to organizations of all sizes across all industries.

Public Relations and the On-Demand Software Market



Recent innovations in information technology have created opportunities to deliver software applications directly to users over the

Internet in a subscription-based, “on-demand” business model. This model is made possible by the proliferation of high-speed, broadband

Internet connectivity, open standards for application integration and advances in network availability and security. On-demand software

is delivered over the Internet via a secure, multi-tenant, scalable application and system architecture, which allows the provider to

concurrently serve a large number of customers and to efficiently distribute the workload across a network of servers. For the user, on-

demand software eliminates the need for expensive hardware, software and internal IT support. In addition, the hosted architecture helps

ensure that the software and vendor-supplied content is kept current and secure without user involvement. Additional benefits include

rapid deployment and training for new applications, resulting in faster product adoption and increased productivity. This typically results

in a lower total cost of ownership and an increased return on investment.

The on-demand model also provides operational efficiencies for the software provider in the areas of development and customer support.

Traditional enterprise software vendors must develop, maintain and support multiple versions of their software on multiple hardware,

operating system and database platforms. On-demand software vendors, by contrast, support and maintain a single version of software

across all customers that is developed, maintained and supported on a single technology platform. This typically results in lower

development and support costs, and allows the vendor to more rapidly develop and release new versions of the software and more

efficiently support existing customers.

The characteristics of the PR market make it well-suited for the on-demand software business model. As news distribution and

communication services continue to move from manual, paper-based systems to automated digital services, the Internet and the on-

demand model provide an efficient and collaborative platform for PR professionals to access, manage and share information and

resources. The simple user interface and rapid deployment of web-based software make it ideally suited for users with little or no

technology background. On-demand software provides a dedicated, modern and sophisticated technology infrastructure to PR

departments that would otherwise typically receive limited internal IT resources. Finally, in contrast to sensitive customer or financial

data, organizations are generally comfortable with PR content residing on an external hosted platform.

Our Solutions

We are a leading provider of on-demand software for corporate communications and public relations. Our web-based software suite helps

organizations of all sizes manage local and global relationships and communications with journalists, analysts, public officials and other

key audiences. Our integrated software modules provide extensive features and broad functionality that address the critical functions of

corporate communications and public relations. Specific modules include contact management, news management, collateral

management, project management, interactive email campaigns, analytics, compliance reporting and issues and legislation management.

By automating and integrating essential elements of PR operations, our solutions allow our customers to improve effectiveness, reduce

costs and measure results. We deliver our solution to customers through a suite of on-demand applications that reduce the cost and risk

associated with traditional enterprise software deployments.

As part of our solution, we provide an extensive database of over 800,000 records, including journalists, analysts, public officials, media

outlets and publicity opportunities. Our information database is integrated with our suite of on-demand modules that together address

the communications life-cycle from identifying key contacts, to distributing information, to closing the loop with digitized feedback and

management analytics. We have developed significant domain expertise and have designed software solutions and best practices tailored

specifically for corporate communications and public relations. As a result, our on-demand offerings meet the PR needs of a broad range

of organizations regardless of their size, geography, industry, or type.

Our comprehensive suite of integrated software modules provides the following key benefits:

•

Improved effectiveness of corporate communications and PR. Our on-demand software helps organizations maximize effectiveness through

the automation and integration of disconnected processes. Our solution helps organizations manage large amounts of information, deliver

consistent and well-executed communications, collaborate among large or geographically dispersed teams and analyze and report on the

effectiveness of their corporate communications and PR.

•

Increased productivity of PR operations. Our software incorporates features and best practices that automate PR operations to reduce or

eliminate manual, paper-based and discrete business activities. Our solutions allow customers to maximize the investment in their PR

resources and often lead to a redeployment of PR professionals from repetitive, low-value tasks to high-value strategic initiatives. In

addition, we provide capabilities that help our customers significantly reduce the time it takes to monitor, analyze and summarize

large volumes of news and other information.

•

Collaborative platform for the PR organization. The growth of global brands and large or geographically dispersed PR teams has

increased the need for organizations to quickly and easily share critical business information and plan well coordinated

communications. Our web-based solution provides shared, real-time access to a central repository of information related to media

contacts, relationship history, PR activities, news, documents and reporting. We believe that by improving the management, control,

retention and sharing of this information, our solutions enable companies to deliver more effective and consistent communications.

•

Lower total cost of ownership. Our on-demand delivery model enables our customers to achieve significant savings relative to a

traditional enterprise software model. Our customers do not spend time installing or maintaining the servers, network and storage

equipment, security products, or other infrastructure hardware and software necessary to ensure a scalable and reliable service. In

addition, because all upgrades are implemented on our servers they automatically become part of our offering, allowing customers to

benefit from product enhancement immediately.



•

Rapid deployment and scalability. Our on-demand software can be deployed rapidly and provisioned easily, without our customers having

to make large and risky upfront investments in software, hardware, implementation services and dedicated IT staff. The delivery

platform for our software allows the solution to scale to suit customers’ needs. Additional users with defined privileges can be

provisioned with minimal implementation time and new modules, such as analytics, can be deployed quickly and transparently to existing

customers.

Our Strategy

Our objective is to be the leading provider of on-demand software for corporate communications and public relations worldwide. Key

elements of our strategy include:

•

Maintain focus on our core market. We believe the corporate communications and public relations market represents a large and growing

opportunity that will allow us to continue our growth for the foreseeable future. We expect that there will continue to be substantial

business spending on the processes that our solutions automate, and that competition is fragmented and specialized. As a result, we

believe that our focus on producing a suite of integrated applications for this market will allow us to capitalize on this opportunity.

•

Increase revenue from existing customers. We believe there is significant opportunity to expand our relationships with existing

customers. We expect to continue to increase revenue by selling additional modules to existing customers and increasing the number of

users per customer. The modular architecture of our solution is conducive to developing and deploying additional functionality. To

date, we have expanded our original solution set to include collateral management, News On-Demand, interactive email campaigns,

analytics and online newsroom.

•

Expand direct and indirect distribution channels. We intend to expand our direct sales force and our indirect distribution channels to

increase our coverage and penetration of the PR market. We believe there are opportunities to market and sell our solutions, through

partnerships with select third parties, to reach certain market segments that would be more difficult or expensive to target with a

direct sales force.

•

Expand international market penetration. We believe that the corporate communications and public relations market represents a

significant global opportunity. We intend to expand our international distribution channels to increase our international business,

which accounted for approximately 5% of our 2004 revenues. To suit individual markets, our software is currently available in four

languages — English, French, Spanish and German. We expect to deploy our solution in additional languages in the future.

•

Selectively pursue strategic acquisitions. The fragmented nature of our market provides opportunities for selective acquisitions. We

have acquired and integrated several private companies to date, and we intend to continue to identify and acquire companies which would

either expand our solution’s functionality, provide access to new customers or markets, or both.

Our Products

On-Demand Public Relations

Our integrated software modules provide extensive features and broad functionality that address the critical functions of corporate

communications and public relations. By automating and integrating essential elements of PR operations, our solutions help

organizations manage large amounts of information, deliver consistent and well- executed communications, collaborate among large or

geographically dispersed teams and analyze and report on the effectiveness of their corporate communications and public relations.

We deliver our solutions over the Internet using a secure, scalable application and system architecture, which allows our customers to

eliminate expensive up-front hardware and software costs and to quickly deploy and adopt our software.

As part of our solution, we provide an extensive database of over 800,000 records, including journalists, analysts, public officials, media

outlets and publicity opportunities. Our information database is integrated with our suite of on-demand modules that together address

the communications life-cycle, from identifying key contacts, to distributing information, to closing the loop with digitized feedback and

management analytics. Our on-demand solutions include the following functional capabilities:

•

Contact Management. Allows customers easy access to our database of journalists, analysts, legislators and other key audiences.

Customers can quickly create targeted lists, send messages by email, fax or mail and track meetings, telephone calls and other

important activities.

•

News On-Demand. Continuously monitors print, broadcast and Internet news sites to identify and deliver relevant news coverage to

customers based on their individual criteria. News clippings are stored in a searchable database, for easy viewing, printing and

sharing.

•

Collateral Management. Provides a central and easily accessible repository in which to store all PR information that needs to be shared

internally or externally throughout the organization. Collateral material can include documents or files of any type, such as media

kits, photographs, videos, executive biographies, annual reports and other PR materials.

•

Project Management. Helps organize PR projects, including press releases, speaking engagements, or publicity events. A graphical

dashboard shows the status of all open projects, allowing users to check milestones, reminders, allocated and used resources, team

assignments and other tasks from the planning stage through execution and follow-up reporting.

•

Email Campaigns. Enables organizations to deliver interactive communications that provide online access to related collateral material

and to track and measure response rates and other campaign metrics. In addition to providing a simple process for delivering

information to journalists, analysts, legislators and other key audiences, our email campaigns provide valuable metrics on campaign

initiatives, including emails opened, documents downloaded and options selected.

•

Analytics. Automatically transforms relevant data about news coverage, PR activities and online newsroom statistics into valuable

insight about a PR department’s programs and results.

•

Online Newsroom. Provides journalists, analysts, public officials and other key audiences 24/7 access to an organization’s breaking

news, press releases, digital collateral, grassroots advocacy tools and other critical public information. Our newsroom matches the

look and feel of the organization’s website and allows PR professionals to quickly and easily update content when and where they want,

without the need for IT support.

•

Compliance Reporting. Helps organizations track political action committee receipts and disbursements, and report information in

compliance with federal and state election committee requirements.

• Issues and Legislation Management. Helps customers track and manage issues and legislation specifically relevant to their organization.



Due to our flexible architecture and modular design, we are able to easily combine these functional capabilities into pre-packaged editions

with optional add-on modules, to meet the needs of a wide range of organizations, regardless of their size or specific corporate

communications objectives. Currently we offer our software suite in the following pre-packaged editions:

•

Public Relations Professional Edition. Designed primarily to meet the needs of small to mid-sized organizations and provides contact

management, news management and reporting.

•

Public Relations Enterprise Edition. Provides increased flexibility and functionality typically required by large organizations.

Enterprise Edition includes all of the functionality of the Professional Edition, along with project management, collateral management,

expanded reporting and configuration capabilities.

•

Government Relations Edition. Designed to meet an organization’s government relations needs, including communications with public

officials and grassroots advocates, compliance reporting and issues and legislation management.

Technology, Development and Operations

Technology

We were an early pioneer in hosted, multi-tenant, on-demand software, launching our first version in 1999. Our on-demand software is

built on a single code base that leverages a highly scalable, multi-tenant application written in Visual Basic and C# for the .NET

framework. We use commercially available hardware and a combination of proprietary and commercially available software, including

Microsoft SQL Server and Microsoft Windows. We have developed proprietary core services such as user session management and full

text indexing that are tuned to our specific architecture and environment, allowing us to continually scale our service. We have combined

a stateless environment, in which a user is not bound to a single server but can be routed in the most optimal way to any number of

servers.

Our on-demand software treats all customers as logically separate tenants in central applications and databases. As a result, we are able to

spread the cost of delivering our service across our user base. In addition, because we do not have to manage thousands of distinct

applications with their own business logic and database schemas, we believe that we can scale our business faster than traditional software

vendors, even those that have modified their products to be accessible over the Internet.

Every page of our on-demand software is dynamically rendered for each specific user, including a choice of four languages. Our customers

simply access our solutions through any web browser without installing any software or downloading Java applets, Microsoft ActiveX, or

.NET controls. Performance, functional depth and usability of our solutions drive our technology decisions and product direction.

Development

Our research and development efforts are focused on improving and enhancing our existing service offerings as well as developing new

features and functionality. Because of our common, multi-tenant architecture, we are able to provide all of our customers with a solution

based on a single version of our application. As a result, we do not have to maintain multiple versions of our application, which allows us

to maintain relatively low research and development expenses, as compared to traditional enterprise software business models.

Site Operations

We serve all of our customers from a single, third party facility located in Sterling, Virginia, operated by Qwest Communications

International, Inc. This facility provides around-the-clock security personnel, photo ID/access cards, biometric hand scanners and

sophisticated fire systems. The overall security of each data center (inside and outside) and network operations center are monitored by

digital video surveillance cameras 24 hours a day, seven days a week. Additionally, redundant electrical generators and environmental

control devices are used to keep servers up and running. We own or lease and operate all of the hardware on which our applications run in

the Qwest facility.

We continuously monitor the performance of our service. Our site operations team provides all system management, maintenance,

monitoring and back-up. We use custom, proprietary tools as well as commercially available tools to monitor our applications. We run

tests in one minute intervals to ensure adequate response from all of our sites. We also monitor site availability and latency from over

fifteen geographic points around the world in five minute intervals.

To facilitate loss recovery, we operate a multi-tiered system configuration with load balanced web server pools, replicated database servers

and fault tolerant storage devices. Databases are backed up every five minutes to a hot standby database and server, which are designed to

provide near real-time fail-over service in the event of a malfunction with a primary database or server. Full backups of all databases take

place nightly and are archived to tape. These tapes are rotated off site two times per week to a separate facility managed by Iron

Mountain. We also maintain a fully redundant site, located within our headquarters, which would serve as our primary site in the event

that a disaster was to render the Qwest site inoperable.

Customer Support

We believe that superior customer support is critical to retaining and expanding our customer base. Our customer support group is

responsible for new client implementations, training and general help desk services. Support services are available to customers on-site,

by telephone, via email and via live chat over the Internet. We also offer basic and advanced training classes either on-site or via the



Internet through live or pre-recorded web-based classes.

We have a comprehensive technical support program to assist our customers in the use of our on-demand software and to identify,

analyze and solve any problems or issues. The support program includes on-site, email and telephone support, as well as shared best

practices for implementation and use. Customer support is available during standard business hours to customers that subscribe to our

on-demand software. We also offer 24/7 support to customers at an additional charge. We have support personnel in our London,

England office to handle support requests from our international customers. Such support is available during standard international

business hours.

Sales and Marketing

We sell our solutions primarily through our direct sales organization and to a lesser extent through indirect channels. Our direct sales

organization is separated into new sales and existing customer base sales groups. In our new sales group, we employ telesales personnel to

make initial calls to potential customers and to qualify customer leads. We employ inside sales and field sales personnel to close sales with

customers. Our existing customer base sales organization focuses on expanding customer relationships by selling additional seats and

products to those customers. We currently have regional field operations offices in Maryland, California and London, England as well as

resellers in Spain, France and Hong Kong. International revenue accounted for approximately 5% of our total revenue in 2004 and 6% in

the three months ended March 31, 2005, however, we expect international markets to provide increased opportunities for our solution

offerings in the future.

We have relationships with several indirect channel distributors, which in the aggregate accounted for approximately 6% of our total

revenue in 2004. Domestically, our indirect channel consists of a single relationship with a news distribution provider who resells our

services primarily to small and medium sized businesses. In the future, we intend to establish additional strategic relationships with

vertical market distribution partners and independent software vendor/original equipment manufacturing partners. In international

markets where we do not have a direct selling presence, we rely on resellers to sell our solutions. This strategy is primarily employed in

Western Europe and Asia. We intend to expand our partner channel in countries where we do not have a local presence.

Our marketing strategy is to generate qualified sales leads, build our brand and create market awareness of Vocus as a leading provider of

on-demand software for corporate communications and public relations. Our marketing programs include direct mail and email

campaigns, using our website to provide product and company information, issuing press releases on a regular basis and launching events

to publicize our service to existing customers and prospects. We also conduct seminars, participate in trade shows and industry

conferences, host an annual user conference, publish white papers relating to PR issues and develop customer reference programs, such as

customer case studies.

Our Customers

As of March 31, 2005, we had more than 1,100 customers in various industries, including financial and insurance, technology, healthcare

and pharmaceuticals and retail and consumer products, as well as government agencies, not-for-profit organizations and educational

institutions. No single customer accounted for more than 2% of our revenue in 2004 or in the three months ended March 31, 2005. Below

is a representative list of our active customers as of March 31, 2005, grouped by industry category.

Corporations By

Industry Over $500 Million Revenue Less than $500 Million Revenue

Financial and

Insurance

AFLAC

New York Life Insurance Company The Vanguard Group®

UnumProvident Corporation Washington Mutual, Inc.

ABS Capital Partners

Elite Financial Communications Group, LLC GuideOne Insurance

Hatch Mott MacDonald Texas Guaranteed Student Loan

Corporation

Technology

Cisco Systems, Inc.

ITT Industries, Inc. Pitney Bowes, Inc. Rockwell

Collins Sprint

Arbortext

Cincom Systems, Inc. Mercury Computer Systems, Inc. Panda

Software US WorldWinner, Inc.

Healthcare/

Pharmaceuticals

Amgen

Blue Cross Blue Shield of Tennessee Howard Hughes

Medical Institute Johnson & Johnson Purdue Pharma

L.P.

American Healthways, Inc.

Brown and Toland Medical Group Carter BloodCare Rene Furterer

The Cleveland Clinic

Retail/ Consumer

Products

Adidas

BJ’s Wholesale Club, Inc. Hallmark Cards, Inc. JC

Penney Corporation, Inc. Lowe’s Companies, Inc.

Auntie Anne’s, Inc.

Bass Pro Shops, Inc. Birkenstock Fazoli’s Management, Inc.

Gardener’s Supply Company

Organization

Type Not Segmented by Revenue Size

Government

National Institute on Drug Abuse

Ports of IndianaU.S. Department of Health and Human ServicesU.S. Department of TransportationU.S. Federal Highway

Administration

Not-For-Profit

American Hospital Association

Consumer Electronics AssociationGoodwill Industries International, Inc.Humane Society of the United StatesNational Crime

Prevention Council



Education American University

California State UniversityDrake UniversitySouthern Illinois University EdwardsvilleVanderbilt University

Competition

The corporate communications and public relations market is fragmented, competitive and rapidly evolving, and there are limited

barriers to entry to some segments of this market. Within this segmentation, vendors are offering solutions through either on-demand or

traditional on-premise delivery methods. We expect to encounter new and evolving competition as this market consolidates and matures

and as organizations become more aware of the advantages and efficiencies that can be attained from the use of specialized software and

other technology solutions. Currently, we primarily face competition from four sources:

• PR solution providers offering products specifically designed for PR;

• generic desktop software and other commercially available software not specifically designed for PR;

• outsourced PR service providers; and

• custom-developed solutions.

We compete with PR solution providers such as Observer Group, BurrellesLuce and Factiva. These vendors typically provide one or more

products that each address a single problem or process within PR. We believe we are able to compete successfully with these vendors due

to our comprehensive and integrated offerings and our secure, scalable application and system architecture. In particular, we believe PR

departments can, in general, more readily automate and integrate many manual, paper-based and discrete business activities with our on-

demand software then with our competitors’ offerings, thereby improving effectiveness, increasing productivity and lowering total cost of

ownership.

We compete with generic desktop software tools such as Microsoft Office or ACT, as well as other commercially available software

solutions not specifically designed for PR. While these solutions have some application to PR, they typically lack the specialized content

and specific workflow necessary to meet to complex needs of the PR market.

We also compete to a lesser extent with providers of outsourced PR services, including PR agencies and other outsourced service

providers. While some customers consider outsourcing services and in-house software to be competing alternatives, many customers view

these as being complementary options and will often use both. In those cases where customers wish to select a single option, we believe we

compete successfully against outsourced service providers by providing an in-house, automated solution that offers customers a more

cost-effective and timely approach to managing their PR efforts.

We compete with custom-developed solutions created either internally by the corporation or outside vendors. However, building a custom

solution often requires extensive financial and technical resources that may not be available or cost-effective for the corporate

communications and public relations department. In addition, in many cases the customer’s legacy database and software system were not

designed to support the increasingly complex and dynamic needs of today’s PR department.

We believe the principal factors that generally determine a company’s competitive advantage in the corporate communications and public

relations market include the following:

• broad product functionality and depth of integration;

• ease of use;

• low total cost of ownership and easily demonstrable cost-effective benefits for customers;

• flexibility and configurability to meet complex customer requirements;

• rapid deployment and adoption;

• speed, reliability and functionality;

• system performance, security, scalability and reliability;

• ease of integration with existing applications and data;

• availability and quality of implementation, training and help-desk services; and

• competitive sales and marketing capabilities.

Intellectual Property and Proprietary Content

We rely on a combination of trademark, copyright, trade secret laws in the United States and other jurisdictions as well as confidentiality

procedures and contractual provisions to protect our proprietary technology and our brand. We have no issued patents. We also enter into

confidentiality and proprietary rights agreements with our employees, consultants and other third parties and control access to software,

documentation and other proprietary information.

We pursue the registration of our trademarks in the United States and in other countries, although we have not secured registration of all

of our marks. We have registered the marks Vocus and Clipscan in the United States, and have applications pending to register the mark

Vocus in the European Union and the marks Gnossos and Keep in Touch in the United States.



If a claim is asserted that we have infringed the intellectual property of a third party, we may be required to seek licenses to that

technology. In addition, we license third-party technologies that are incorporated into some elements of our services. Licenses from third-

party technologies may not continue to be available to us at a reasonable cost, or at all. Additionally, the steps we have taken to protect our

intellectual property rights may not be adequate. Third parties may infringe or misappropriate our proprietary rights. Competitors may

also independently develop technologies that are substantially equivalent or superior to the technologies we employ in our services.

Employees

At March 31, 2005, we had 170 full-time and part-time employees. Our employees are not represented by any collective bargaining

agreement, and we have never experienced a work stoppage. We believe we have good relations with our employees.

Facilities

Our corporate headquarters, including our principal administrative, marketing, technical support and research and development facilities,

are located in Lanham, Maryland, where we lease approximately 23,560 square feet under an agreement that expires in 2011. We lease

approximately 5,928 square feet of space in College Park, Maryland under an agreement that expires in 2006. We also have an

international sales and service office in London, England where we lease approximately 600 square feet under a month-to-month lease.

We believe that our current facilities are suitable and adequate to meet our current needs, and that suitable additional or substitute space

will be available as needed to accommodate expansion of our operations. See Note 11 to the notes to the consolidated financial statements

and “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Contractual Obligations and

Commitments” for information regarding our lease obligations.

Legal Proceedings

We are not currently subject to any material legal proceedings. From time to time, however, we are named as a defendant in legal actions

arising from our normal business activities. Although we cannot accurately predict the amount of our liability, if any, that could arise with

respect to legal actions currently pending against us, we do not expect that any such liability will have a material adverse effect on our

financial positions, operating results or cash flows.

link1 "MANAGEMENT"

Management

Executive Officers, Key Employees and Directors

Our executive officers, key employees and directors and their respective ages and positions as of March 31, 2005 are as follows:

Name Age Position

Richard Rudman*
44 Chief Executive Officer, President and Chairman

Robert Lentz*
44 Chief Technology Officer and Director

Stephen Vintz*
36 Chief Financial Officer and Treasurer

William Donnelly*
49 Vice President, Sales

Norman Weissberg*
44 Vice President, Account Sales

Gary McNeil
41 Vice President, Marketing

Andrew Muir
49 Managing Director, Vocus International

Matthew Siegal
41 Vice President, Corporate Development

Darren Stewart
37 Vice President, Client Services

Michael Bronfein
49 Director

Kevin Burns
56 Director

Gary Golding
48 Director

Ronald Kaiser
51 Director

Richard Moore
56 Director

* Denotes an executive officer



Richard Rudman co-founded Vocus and has served as our Chief Executive Officer, President and Chairman since 1992. From 1986

through 1992, Mr. Rudman served as a senior executive at Dataway Corporation, a software development company. From 1984 through

1986, Mr. Rudman served as an accountant and systems analyst at Barlow Corporation, a privately held real estate development and

management company. From 1979 through 1983, Mr. Rudman served in the United States Air Force. Mr. Rudman also serves on the

board of directors of Innovectra Corporation, a privately held technology company. Mr. Rudman holds a B.S. degree in accounting from

the University of Maryland and is a Certified Public Accountant.

Robert Lentz co-founded Vocus and has served as our Chief Technology Officer since 1992. Mr. Lentz has been a member of our board of

directors since 1992. Prior to joining Vocus, Mr. Lentz served as President of Dataway Corporation, a software development company.

Stephen Vintz has served as our Chief Financial Officer and Treasurer since January 2001. From November 1996 to January 2001, Mr.

Vintz was Vice President of Strategic Planning and Analysis at Snyder Communications, Inc., a marketing services company. Prior to

November 1996, Mr. Vintz was a manager at Ernst & Young LLP. Mr. Vintz holds a B.B.A. degree in accounting from Loyola College of

Maryland and is a Certified Public Accountant.

William Donnelly has served as our Vice President, Sales since April 2002. From August 2000 to April 2002, Mr. Donnelly served as Vice

President, Sales and Customer Care for Careerbuilder, Inc., a provider of web-based human resources solutions. From April 1995 through

April 2000, Mr. Donnelly served as Vice President, Sales and Business Development at Best Software, Inc., a software company. Mr.

Donnelly holds a B.S. degree in business administration and communications from Ramapo College of New Jersey and an M.B.A degree

from George Washington University.

Norman Weissberg has served as our Vice President, Account Sales since August 1998. From March 1997 to August 1998, Mr. Weissberg

was a Major Accounts Manager at Xerox Corporation. Mr. Weissberg holds a B.S. degree in business from the University of Maryland.

Gary McNeil has served as our Vice President, Marketing since August 2003. From July 1999 to August 2003, Mr. McNeil served in

various capacities at Authoria, Inc., a software company, including as Vice President of Marketing from April 2002 to August 2003,

Director of Marketing and Sales Operations from June 2000 to April 2002, and Director of Marketing from July 1999 to June 2000. Mr.

McNeil holds a B.S. degree in business administration with a concentration in marketing from Northeastern University.

Andrew Muir has served as Managing Director, Vocus International, since January 2003 (from January 2003 to April 2004, in a consulting

capacity). From January 2002 to December 2002, Mr. Muir was self-employed as a consultant. From August 1999 to December 2001, Mr.

Muir served as Managing Director of Cyveillance International (UK) Ltd. Mr. Muir holds an H.N.D degree in computer science from

Coventry University (Lanchester Polytechnic).

Matthew Siegal has served as our Vice President, Corporate Development since January 2003. Mr. Siegal co-founded Public Affairs

Technologies, Inc. in 1992 and served as its President and Chief Executive Officer until its acquisition by Vocus in January 2003.

Darren Stewart has served as our Vice President, Client Services since February 1996. From January 1994 through February 1996, Mr.

Stewart worked for Information Systems Group, a software consulting company. From September 1992 through January 1994, Mr.

Stewart was Manager of Customer Service for Job Files Corporation, a privately held HR software and services company. Mr. Stewart

holds a B.S. degree in business administration and finance from the University of Colorado.

Michael Bronfein has been a member of our board of directors since June 2001. Mr. Bronfein has been a managing partner of Sterling

Venture Partners, a private equity investor, since 1999. Mr. Bronfein co-founded NeighborCare, a provider of pharmacy services to the

long-term care marketplace, in 1980 and served as its Chairman and Chief Executive Officer until 1999. Mr. Bronfein also serves on the

boards of directors of several privately held companies. Mr. Bronfein holds a B.S. degree in accounting from the University of Baltimore

and is a Certified Public Accountant.

Kevin Burns has been a member of our board of directors since October 2000. Mr. Burns has been a managing principal of Lazard

Technology Partners, a venture capital firm, since March 1998. Mr. Burns founded Intersolv, Inc. (formerly Sage Software), a software

company, in 1982 and served as its President and Chief Executive Officer until 1997. Mr. Burns also serves on the board of directors of

several privately held companies. Mr. Burns holds a B.S. degree in finance from Ohio State University and an M.B.A. in finance from the

University of Colorado.

Gary Golding has been a member of our board of directors since January 2000. Mr. Golding has been a general partner with Edison

Venture Fund, a venture capital fund, since November 1997. Mr. Golding also serves on the boards of directors of several privately held

companies. Mr. Golding holds a B.A. degree in management from Boston College and a Masters degree in Urban and Regional Planning

from the University of Pittsburgh.

Ronald Kaiser has been a member of our board of directors since January 2005. Mr. Kaiser has served as the Chief Financial Officer of

PharmAthene, Inc., a bio-defense company, since March 2005. From February 2003 to March 2005, Mr. Kaiser served as Chief Financial

Officer, Treasurer and Secretary of Air Cargo, Inc., a freight logistics and bill processing provider. In December 2004, Air Cargo filed a



voluntary petition for bankruptcy under Chapter 11 of the United States Bankruptcy Code with the United States Bankruptcy Court.

From June 2002 to January 2003, Mr. Kaiser was self-employed. From May 1998 to June 2002, Mr. Kaiser served as Chief Financial

Officer, Treasurer and Secretary of OTG Software, Inc., a storage software development, manufacturing, sales and distribution company.

Mr. Kaiser has also served as a member of the board of directors of OPNET Technologies, Inc., a public company, since October 2003 and

as a managing director of the Chesapeake Innovation Center, a Maryland incubator, since September 2003. Mr. Kaiser holds a B.A. degree

in accounting and multidisciplinary-prelaw from Michigan State University.

Richard Moore has been a member of our board of directors since January 2000. Mr. Moore has been Vice President, Marketing and Vice

President, Worldwide Sales for BNX Systems, Inc., a software provider, since November 2003. From March 1999 to November 2003, Mr.

Moore was Chief Marketing Officer, Office of the President of Cyveillance, Inc., a software service provider for online risk monitoring and

management. Mr. Moore holds a B.A. degree in communications from the University of Maryland.

Terms of Office

All of our current directors were elected pursuant to a voting agreement that we entered into with certain holders of our common and

preferred stock and related provisions of our existing certificate of incorporation. The holders of a majority of our Series A preferred

stock designated Mr. Golding for election to our board of directors. The holders of a majority of our Series B preferred stock designated

Messrs. Bronfein and Burns for election to our board of directors. The holders of a majority of our common stock designated the

remaining members of our board of directors. On the closing of this offering, the voting agreement and these rights to designate directors

will terminate and none of our stockholders will have any special rights regarding the election or designation of board members. Our

executive officers are elected by, and serve until dismissed by, the board of directors.

Upon the completion of this offering, our board of directors will be divided into three classes, which are required to be as nearly equal in

number as possible, with each director serving a three-year term and one class being elected at each year’s annual meeting of stockholders.

and will be in the class of directors whose term expires at the 2006 annual meeting of our stockholders. and will be in the class of

directors whose term expires at the 2007 annual meeting of our stockholders. and will be in the class of directors whose term expires at

the 2008 annual meeting of our stockholders. At each annual meeting of our stockholders, successors to the class of directors whose term

expires at such meeting will be elected to serve for three-year terms or until their respective successors are elected and qualified.

Board Committees

Our board of directors has the following standing committees: an audit committee, a compensation committee and a nominating and

corporate governance committee. The composition and responsibilities of each committee are described below. Prior to the completion of

this offering, each committee will have a written charter approved by the board of directors.

Audit Committee

Our audit committee oversees our corporate accounting and financial reporting process. Among other matters, the audit committee

evaluates the independent auditors’ qualifications, independence and performance; determines the engagement of the independent

auditors; approves the retention of the independent auditors to perform any proposed permissible non-audit services; monitors the

rotation of partners of the independent auditors on the Vocus engagement team as required by law; reviews our financial statements;

reviews our critical accounting policies and estimates; annually reviews the audit committee charter and the committee’s performance;

reviews and approves the scope of the annual audit and the audit fee; and discusses with management and the independent auditors the

results of the annual audit and the review of our quarterly financial statements. The audit committee currently consists of Messrs. Kaiser,

Golding and Bronfein. Our board of directors has determined that, as of the closing of this offering, all of the members of our audit

committee other than Mr. Golding will meet the tests for independence, and all of the members of our audit committee will meet the

requirements for financial literacy, under applicable rules and regulations of the SEC and Nasdaq. Our board of directors has determined

that Mr. Kaiser is an audit committee financial expert, as defined under applicable SEC rules.

Compensation Committee

Our compensation committee reviews and recommends policy relating to compensation and benefits of our officers and employees,

including reviewing and approving corporate goals and objectives relevant to compensation of the chief executive officer and other

executive officers, evaluating the performance of these officers in light of those goals and objectives, and setting compensation of these

officers based on such evaluations. The compensation committee also will administer the issuance of stock options and other awards

under our stock plans. The compensation committee will review and evaluate, at least annually, the performance of the compensation

committee and its members, including compliance of the compensation committee with its charter. The compensation committee

currently consists of Messrs. Burns, Golding and Bronfein. Our board of directors has determined that all of the members of our

compensation committee meet the applicable tests for independence under the applicable rules and regulations of Nasdaq and the

Internal Revenue Service.

Nominating and Corporate Governance Committee



Our nominating and corporate governance committee will identify individuals qualified to become directors; select, or recommend to our

board of directors, director nominees for each election of directors; develop and recommend to our board of directors criteria for selecting

qualified director candidates; consider committee member qualifications, appointment and removal; recommend corporate governance

guidelines applicable to us; and provide oversight in the evaluation of our board of directors and each committee. The initial members of

the nominating and corporate governance committee will be , and . Our board of directors has determined that all of the intended

members of our nominating and corporate governance committee meet the applicable tests for independence under the applicable rules

and regulations of Nasdaq.

Compensation Committee Interlocks and Insider Participation

No member of the compensation committee serves as a member of the board of directors or compensation committee of any other entity

that has one or more executive officers serving as a member of our board of directors or compensation committee.

Director Compensation

None of our current directors receives a fee for serving on the board of directors. We reimburse our directors for reasonable travel and

other expenses incurred in connection with attending meetings of the board of directors. Following this offering, we intend to pay each

non-employee director an annual retainer of $ and $ per board meeting attended. We also intend to pay our non-employee directors an

annual retainer of $ to serve on any standing committee, and to pay the chairman of the audit committee $ , and the chairman of any

other committee $ . Directors are also eligible to participate in our 2005 Stock Award Plan.

In April 2000, we granted Mr. Moore 120,000 options to purchase our common stock at an exercise price of $0.10. In January 2005, we

granted Messrs. Kaiser and Moore 120,000 and 30,000 options to purchase our common stock, respectively, at an exercise price of $1.59.

The stock options granted vest over a three-year period beginning on the date of grant, at a rate of 331/3% each year.

Executive Compensation

The following table shows information regarding the compensation earned by our chief executive officer and our other four executive

officers during the year ended December 31, 2004. In accordance with the rules of the SEC, this table does not include various perquisites

and other personal benefits received by the executive officers that do not exceed the lesser of $50,000 or 10% of such officer’s salary and

bonuses disclosed in this table.

Summary Compensation Table

Long-Term

Annual Compensation Compensation

Securities

Underlying

Name and Principal Position Year Salary ($) Bonus ($) Options (#)

Richard Rudman
2004 250,000 133,950 —

Chief Executive Officer, President and Chairman

Robert Lentz
2004 200,000 66,975 —

Chief Technology Officer and Director

Stephen Vintz
2004 175,000 63,580 —

Chief Financial Officer and Treasurer

William Donnelly
2004 165,000 191,319 —

Vice President, Sales

Norman Weissberg
2004 165,000 139,136 —

Vice President, Account Sales

Option Grants in Last Fiscal Year

Neither our chief executive officer nor our other four executive officers were granted any stock options during 2004. In January 2005,

Messrs. Vintz, Donnelly and Weissberg received grants of 60,000, 175,000 and 60,000 stock options, respectively, at an exercise price of

$1.59 per share. The stock options granted to Messrs. Vintz, Donnelly and Weissberg vest over a four-year period beginning on the date of

grant, at a rate of 25% per year.



Option Exercises in 2004 and Option Values at December 31, 2004

The following table sets forth certain information concerning stock options held as of December 31, 2004 by our chief executive officer

and our other four executive officers. The value realized and the value of unexercised in-the-money options at December 31, 2004 is

calculated based on the assumed initial public offering price of $ per share of our common stock less the per share exercise price

multiplied by the number of shares issuable upon exercise of the options.

Number of Securities Value of Unexercised

Underlying Unexercised In-the-Money

Shares Options at 2004 Year-End (#) Options at 2004 Year-End ($)

Acquired Value

Names on Exercise (#) Realized ($) Exercisable Unexercisable Exercisable Unexercisable

Richard Rudman
— — — — — —

Robert Lentz
— — — — — —

Stephen Vintz
61,000 265,034 108,678

William Donnelly
60,000 90,000 150,000

Norman Weissberg
50,000 380,000 — —

Employee Benefit Plans

1999 Stock Option Plan

In September 1999, our board of directors adopted and our stockholders approved the 1999 Stock Option Plan. A total of 3,000,000

shares of common stock were reserved for issuance under the plan. Our board of directors and stockholders have approved four

amendments to the plan increasing the total number of shares reserved for issuance under the plan to 5,276,190. As of March 31, 2005,

there were outstanding under the 1999 Stock Option Plan options to purchase shares of common stock at a weighted average exercise

price per share of $ . As of March 31, 2005, a total of shares of common stock remained available for future option grants.

Under the 1999 Stock Option Plan, our employees, directors and consultants and those of any parent or subsidiary of ours, are eligible to

receive nonstatutory stock options and stock appreciation rights. Employees are eligible also to receive “incentive stock options,” within

the meaning of Section 422 of the Internal Revenue Code. This plan is administered by our board of directors. Subject to the provisions

of the 1999 Stock Option Plan, the board of directors determines in its discretion the persons to whom and the times at which options

and appreciation rights are granted, the types and sizes of such options and appreciation rights and all of their terms and conditions. All

options and appreciation rights must be evidenced by a written agreement between us and the participant. The board of directors has the

authority to construe and interpret the terms of the 1999 Stock Option Plan and options and appreciation rights granted under it.

The exercise price of incentive stock options cannot be less than 100% of the fair market value of a share of our common stock on the

date of grant. In the case of any incentive stock options granted to a person who owns stock possessing more than 10% of the total

combined voting power of all classes of our stock or of any parent or subsidiary corporation, the exercise price cannot be less than 110%

of such fair market value. The term of an option cannot exceed 10 years, or 5 years for incentive stock options granted to 10%

stockholders. Generally, options granted under the 1999 Stock Option Plan shall terminate one year following a participant’s death.

Shares subject to options granted under the 1999 Stock Option Plan generally vest, conditioned upon the participant’s continued service,

over a period of four years, with 25% vesting after each year.

We expect that no further equity SAR grants will be made under the 1999 Stock Option Plan after the date of the effectiveness of the

registration statement of which this prospectus forms a part.

2005 Stock Award Plan

Prior to the closing of this offering, our board of directors plans to adopt and submit to our stockholders for approval our 2005 Stock

Award Plan. The purpose of our 2005 Stock Award Plan is to assist us and our subsidiaries and other designated affiliates, which we refer

to as “related entities,” in attracting, motivating, retaining and rewarding our high-quality executives and our other employees, officers,

directors, consultants and other service providers, by enabling such persons to acquire or increase an equity interest in us in order to

strengthen the mutuality of interests between such service providers and our stockholders, and providing such service providers with

long term performance incentives to expend their maximum efforts in the creation of stockholder value.

Administration. Our 2005 Stock Award Plan is to be administered by our board of directors or any committee designated by the board of

directors consisting of not less than two directors. Subject to the terms of our 2005 Stock Award Plan, the plan administrator is

authorized to select eligible persons to receive awards under the Plan, determine the type, number and other terms and conditions of and

all other matters relating to, awards, prescribe award agreements (which need not be identical for each plan participant), and the rules and

regulations for the administration of the 2005 Stock Award Plan, construe and interpret the 2005 Stock Award Plan and award



agreements, and correct defects, supply omissions or reconcile inconsistencies therein, and make all other decisions and determinations as

the plan administrator may deem necessary or advisable for the administration of our 2005 Stock Award Plan. In addition the plan

administrator may reduce the exercise price of any outstanding award under the Plan, cancel any outstanding award and the grant in

substitution a new award covering the same or a different number of Shares, cash or other valuable consideration (as determined by the

plan administrator) or any other action that is treated as a repricing under generally accepted accounting principles.

Eligibility. The persons eligible to receive awards under our 2005 Stock Award Plan are the officers, directors, employees, consultants and

other persons who provide services to us or any related entity. However, only our employees and employees of our subsidiaries may

receive incentive stock options. An employee on leave of absence may be considered as still in the employ of us or a related entity for

purposes of eligibility for participation in our 2005 Stock Award Plan.

Types of Awards. Our 2005 Stock Award Plan will provide for the issuance of stock options, stock appreciation rights, restricted stock,

stock units, dividend equivalents, bonus stock and awards in lieu of cash compensation, other stock-based awards and performance

awards. Performance awards may be based on the achievement of certain business or personal criteria or goals, as determined by the plan

administrator.

Shares Available for Awards; Annual Per-Person Limitations. The total number of shares of common stock that may be subject to the

granting of awards under our 2005 Stock Award Plan at any time during the term of the Plan shall be equal to shares, plus an annual

increase to be added on January 1 of each year, commencing on January 1, 2006 and ending on January 1, 2015, equal to the lesser of (i)

% of the shares of common stock outstanding on each such date (rounded down to the nearest whole share) or (ii) shares. Notwithstanding

the foregoing, the plan administrator may, prior to the first day of any fiscal year, reduce such annual increase to the share reserve by such

lesser number of shares as the plan administrator determines. Shares will become available for issuance under new awards to the extent

awards previously granted under our 2005 Stock Award Plan (i) are forfeited, expire or otherwise terminate without issuance of shares, (ii)

are settled for cash or otherwise do not result in the issuance of shares, (iii) are exercised by the tender of shares (either actually, by

attestation) or (iv) are withheld upon exercise of an award to pay the exercise price or any tax withholding requirements.

Our 2005 Stock Award Plan imposes individual limitations on certain awards. Under these limitations, during any fiscal year, no

participant may be granted awards with respect to more than shares, subject to adjustment upon certain changes in our capitalization. The

maximum dollar value that may be paid out to any participant for any performance award with respect to any performance period is $ .

In the event that any dividend or other distribution (whether in the form of cash, shares of our common stock or other property),

recapitalization, forward or reverse split, reorganization, merger, consolidation, spin-off, combination, repurchase, share exchange,

liquidation, dissolution or other similar corporate transaction or event affects the shares of our common stock or other securities of ours

or of any other issuer such that a substitution, exchange or adjustment is determined by the plan administrator to be appropriate, then the

plan administrator will, in an equitable manner, substitute, exchange or adjust (i) the maximum number and kind of shares that may be

issued under the 2005 Stock Award Plan, (ii) the number and kind of shares by which award limitations are measured, as described in the

preceding paragraph, (iii) the number and kind of shares subject to or deliverable in respect of outstanding awards, (iv) the exercise price,

grant price or purchase price relating to any award or the provision for payment of cash or other property in respect of any outstanding

award, and (v) any other aspect of any award that the plan administrator determines to be appropriate.

Stock Options and Stock Appreciation Rights. The plan administrator is authorized to grant stock options, including both incentive stock

options, which can result in potentially favorable tax treatment to the recipient, and non-qualified stock options, and stock appreciation

rights entitling the recipient to receive the amount by which the fair market value of a share of common stock on the date of exercise

exceeds the grant price of the stock appreciation right. The exercise price per share subject to an option and the grant price of a stock

appreciation rights are determined by the plan administrator, but in the case of an incentive stock option must not be less than the fair

market value of a share of common stock on the date of grant. For purposes of our 2005 Stock Award Plan, the term “fair market value”

means the fair market value of our common stock, awards or other property as determined by the plan administrator or under procedures

established by the plan administrator. Unless otherwise determined by the plan administrator, the fair market value of a share of our

common stock as of any given date shall be the closing sales price per share of common stock as reported on the principal stock exchange

or market on which the common stock is traded on the date as of which such value is being determined or, if there is no sale on that date,

then on the last previous day on which a sale was reported. The maximum term of each option or stock appreciation right, the times at

which each option or stock appreciation right will be exercisable, and provisions requiring forfeiture of unexercised options or stock

appreciation rights at or following termination of service generally are fixed by the plan administrator, except that no incentive stock

option may have a term exceeding ten years. Methods of exercise and settlement and other terms of the stock appreciation right are

determined by the plan administrator. The plan administrator determines the methods in which the exercise price of options awarded

under the 2005 Stock Award Plan may be paid, which may include cash, shares, other awards or other property (including, to the extent

permitted by law, loans to participants) or a cashless exercise procedure.



Restricted Stock and Stock Units. The plan administrator is authorized to grant restricted stock and stock units. Restricted stock is a grant

of shares of common stock which may not be sold or disposed of, and which may be forfeited in the event of certain terminations of

employment, prior to the end of a restricted period specified by the plan administrator. A participant granted restricted stock generally

has all of the rights of a stockholder, unless otherwise determined by the plan administrator. An award of stock units confers upon a

participant the right to receive shares of common stock at the end of a specified period, subject to possible forfeiture of the award in the

event of certain terminations of employment prior to the end of such specified period. Prior to settlement, an award of stock units carries

no voting or dividend rights or other rights associated with share ownership, although dividend equivalents may be granted, as discussed

below.

Dividend Equivalents. The plan administrator is authorized to grant dividend equivalents conferring on participants the right to receive,

currently or on a deferred basis, cash, shares of common stock, other awards or other property equal in value to dividends paid on a

specific number of shares of common stock or other periodic payments. Dividend equivalents may be granted alone or in connection with

another award, may be paid currently or on a deferred basis and, if deferred, may be deemed to have been reinvested in additional shares

of common stock, awards or otherwise as specified by the plan administrator.

Bonus Stock and Awards in Lieu of Cash Obligations. The plan administrator is authorized to grant shares of common stock as a bonus free

of restrictions, or to grant shares of common stock or other awards in lieu of our obligations to pay cash under our 2005 Stock Award Plan

or other plans or compensatory arrangements, subject to such terms as the plan administrator may specify.

Other Stock-Based Awards. The plan administrator is authorized to grant awards that are denominated or payable in, valued by reference

to, or otherwise based on or related to shares of common stock. The plan administrator determines the terms and conditions of such

awards.

Performance Awards. The plan administrator is authorized to grant performance awards to participants on terms and conditions

established by the plan administrator. The performance criteria to be achieved during any performance period and the length of the

performance period is determined by the plan administrator upon the grant of the performance award. Performance awards may be

valued by reference to a designated number of shares of common stock (in which case they are referred to as performance shares) or by

reference to a designated amount of property including cash (in which case they are referred to as performance units). Performance

awards may be settled by delivery of cash, shares or other property, or any combination thereof, as determined by the plan administrator.

Performance awards granted to persons whom the plan administrator expects will, for the year in which a deduction arises, be “covered

employees” (as described below) will, if and to the extent intended by the plan administrator, be subject to provisions that should qualify

such awards as “performance-based compensation” not subject to the limitation on tax deductibility under Section 162(m) of the Internal

Revenue Code. For purposes of Section 162(m), the term “covered employee” means our chief executive officer and each other person

whose compensation is required to be disclosed in our filings with the Securities and Exchange Commission by reason of that person

being among our four highest compensated officers as of the end of a taxable year. If and to the extent required under Section 162(m) of

the Code, any power or authority relating to a performance award intended to qualify under Section 162(m) is to be exercised by the plan

administrator and not the board of directors.

If and to the extent that the plan administrator determines that these provisions of our 2005 Stock Award Plan are to be applicable to any

award, one or more of the following business criteria for us, on a consolidated basis, and/or for our related entities, or for our business or

geographical units and/or a related entity (except with respect to the total stockholder return and earnings per share criteria), shall be used

by the plan administrator in establishing performance goals for awards under our 2005 Stock Award Plan: (i) total stockholder return; (ii)

such total stockholder return as compared to total return (on a comparable basis) of a publicly available index such as, but not limited to,

the Standard & Poor’s 500 Stock Index or the S&P Index; (iii) net income; (iv) pretax earnings; (v) earnings before interest expense, taxes,

depreciation and amortization; (vi) pretax operating earnings before or after interest expense and before bonuses and extraordinary or

special items; (vii) operating margin; (viii) earnings per share; (ix) return on equity; (x) return on capital; (xi) return on investment; (xii)

operating earnings; (xiii) working capital or inventory; (xiv) gross margin; (xv) revenue (either gross or net) and (xvi) ratio of debt to

stockholders’ equity. Any of the above goals may be determined on a relative or absolute basis or as compared to the performance of a

published or special index deemed applicable by the plan administrator. The plan administrator may, in its discretion, determine that the

amount payable as a performance award will be reduced from the amount of any potential award.

Transferability. Awards granted under our 2005 Stock Award Plan generally may not be pledged or otherwise encumbered and are not

transferable except by will or by the laws of descent and distribution, or to a designated beneficiary upon the participant’s death, except to

the extent expressly permitted by the plan administrator in the award agreement.

Acceleration of Vesting; Change in Control. The plan administrator may, in its discretion, accelerate the exercisability, the lapsing of

restrictions or the expiration of deferral or vesting periods of any award, including if we undergo a “change in control”, as defined in our

2005 Stock Award Plan. In addition, the plan administrator may provide in an award agreement that the performance goals relating to

any performance award will be deemed to have been met upon the occurrence of any “change in control.”



Amendment and Termination. The board of directors may amend, alter, suspend, discontinue or terminate our 2005 Stock Award Plan

without further stockholder approval, except stockholder approval must be obtained for any amendment or alteration if such approval is

required by law or regulation or under the rules of any stock exchange or quotation system on which shares of our common stock are then

listed or quoted. Stockholder approval will not be deemed to be required under laws or regulations, such as those relating to incentive

stock options, that condition favorable treatment of plan participants on such approval, although the board of directors may, in its

discretion, seek stockholder approval in any circumstance in which it deems such approval advisable. Our 2005 Stock Award Plan will

terminate ten year from later of (i) the tenth anniversary of the effective date of the Plan and (ii) the date an increase in the share reserve

is approved by our board of directors (so long as such increase is also approved by our stockholders). Awards outstanding upon expiration

of our 2005 Stock Award Plan shall remain in effect until they have been exercised or terminated, or have expired.

Vocus 401(k) Plan

We have adopted a tax-qualified employee savings and retirement plan, the Vocus 401(k) Plan, for eligible U.S. employees. Eligible

employees may elect to defer a portion of their eligible compensation, subject to the statutorily prescribed annual limit. We may make

matching contributions on behalf of all participants who have elected to make deferrals to the Vocus 401(k) Plan in an amount

determined annually by us. Any contributions to the plan by the company or the participants are paid to a trustee. The contributions

made by us, if any, are subject to a vesting schedule; all other contributions are fully vested at all times. The Vocus 401(k) Plan, and the

accompanying trust, is intended to qualify under Sections 401(k) and 501 of the Internal Revenue Code, so that contributions by us or by

employees and income earned (if any) on plan contributions are not taxable to employees until withdrawn and contributions by us, if any,

will be deductible by the company when made. At the direction of each participant, the trustee invests the contributions made to the

Vocus 401(k) Plan in any number of investment options.

Limitations on Liability of Directors and Officers and Indemnification

Limitation of Liability

Our amended and restated certificate of incorporation provides that our officers and directors will not be personally liable to us or our

stockholders for monetary damages resulting from a breach of fiduciary duty, to the maximum extent permitted by Delaware law. Under

Delaware law, directors of a corporation will not be personally liable for monetary damages for breach of their fiduciary duties as

directors, except for:

• any breach of the duty of loyalty to the corporation or its stockholders;

• acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;

• unlawful payments of dividends or unlawful stock repurchases or redemptions; or

• any transaction from which the director derived an improper personal benefit.

This limitation of liability does not apply to non-monetary remedies that may be available, such as injunctive relief or rescission, nor does

it relieve our officers and directors from complying with federal or state securities laws.

Indemnification

Our amended and restated certificate of incorporation and bylaws provide that we shall indemnify our directors and executive officers,

and may indemnify our other corporate agents, to the fullest extent permitted by law. An executive officer or director shall not be entitled

to indemnification if:

•

The executive officer or director did not act in good faith and in a manner reasonably believed to be in, or not opposed to our best

interests; or

•

The executive officer or director is subject to criminal action or proceedings and had reasonable cause to believe the conduct was

unlawful.

We intend to enter into agreements to indemnify our directors and executive officers in addition to the indemnification provided for in

our certificate of incorporation and our bylaws. These agreements, among other things, will provide for indemnification of our directors

and executive officers for expenses specified in the agreements, including attorneys’ fees, judgments, fines and settlement amounts

incurred by any of these persons in any action or proceeding arising out of these persons’ services as a director or executive officer for us,

any of our subsidiaries or any other entity to which the person provides services at our request. We believe that these provisions and

agreements are necessary to attract and retain qualified persons as directors and executive officers.

link1 "CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS"



Certain Relationships and Related Transactions
Other than the transactions described below, since January 1, 2002 there has not been, nor is there currently proposed, any transaction or

series of similar transactions to which we are or will be a party in which the amount involved exceeded or will exceed $60,000, and in

which any director, executive officer, holder of more than 5% of our common stock on an as-converted basis or any member of their

immediate family has or will have a direct or indirect material interest.

Although we do not have a separate conflicts policy, we comply with Delaware law with respect to transactions involving potential

conflicts. Delaware law requires that all transactions between us and any director or executive officer are subject to full disclosure and

approval of the majority of the disinterested members of our board of directors, approval of the majority of our stockholders or the

determination that the contract or transaction is intrinsically fair to us.

Stock Sales with Insiders

The following table summarizes sales by us of our preferred stock since January 1, 2002 to holders of more than 5% of our total voting

securities.

Shares of Series B Shares of Series C Total

Stockholders Preferred Stock Preferred Stock Purchase Price Date of Purchase

Edison Venture Fund IV, L.P.
218,542 $500,000 December 20, 2004

Lazard Technology Partners II LP
1,236,096 $2,000,003 January 31, 2003

1,346,165 $3,079,882 December 20, 2004

Sterling Venture Partners, LP
618,048 $1,000,002 January 31, 2003

620,710 $1,420,118 December 20, 2004

We sold 1,854,144 shares of our Series B preferred stock in January 2003 at $1.62 per share, for total proceeds of $3,000,005. In

conjunction with the sale of our Series B preferred stock, we issued warrants to purchase 412,032 and 206,016 shares of Series B

preferred stock to Lazard Technology Partners II LP, or Lazard, and Sterling Venture Partners, LP, or Sterling, respectively, at an exercise

price of $1.62 per share. We sold 2,185,417 shares of our Series C preferred stock in December 2004 at $2.29 per share, for total

proceeds of $5 million.

Lazard and Sterling have each guaranteed a portion of our obligations under our $7 million revolving line of credit with Mercantile-Safe

Deposit and Trust Company, pursuant to a call agreement entered into in November 2004. If Lazard or Sterling is required to pay any

amount under the call agreement, the Series C convertible preferred stock purchase agreement provides that we would issue to Lazard

and/or Sterling, as applicable, that number of additional shares of Series C preferred stock equal to the amount paid under the call

agreement divided by $2.29. In consideration for such issuance, Lazard and/or Sterling will have no other claims against us for

reimbursement under the call agreement. In conjunction with the sale of our Series C preferred stock, we issued warrants to purchase

264,530 and 122,210 shares of our common stock to Lazard and Sterling, respectively, at an exercise price of $1.59 per share.

In March 2003, we purchased 296,042 shares of our common stock from each of Messrs. Rudman and Lentz, and in April 2003 we

purchased an additional 12,982 shares of our common stock from each of them, at a purchase price of $1.62 per share.

We intend to purchase 638,200 shares of our common stock from Mr. Lentz at a purchase price of $2.35 per share in July 2005.

Registration Rights Agreement

We are party to a third amended and restated registration rights agreement with the holders of all of the outstanding shares of our

preferred stock. Upon the completion of this offering, all of the outstanding shares of our preferred stock will automatically convert into a

total of shares of our common stock and, commencing six months after the completion of this offering, the holders of these shares will

have the right to require us to register these shares under the Securities Act under specific circumstances. Please see “Description of

Capital Stock — Registration Rights” for more information regarding these registration rights.

Stock Option Awards

In January 2005, we granted Messrs. Vintz, Donnelly, Weissberg, Kaiser and Moore 60,000, 175,000, 60,000, 120,000 and 30,000

options to purchase our common stock, respectively, at an exercise price of $1.59. The stock options granted to Messrs. Vintz, Donnelly

and Weissberg vest over a four-year period beginning on the date of grant, at a rate of 25% per year. The stock options granted to Messrs.

Kaiser and Moore vest over a three-year period beginning on the date of grant, at a rate of 331/3% each year.



Indemnification Agreements

We intend to enter into indemnification agreements with our directors and executive officers, as described in “Management — Limitations

of Liability of Directors and Officers and Indemnification.”

Other

We employed Ryan Burns, the son of Kevin Burns, a member of our board of directors, as a sales representative from 2001 until

December 2004. In 2004, we paid him approximately $77,000 in compensation, including salary and sales commissions.

link1 "PRINCIPAL STOCKHOLDERS"

Principal Stockholders

The following table provides information concerning beneficial ownership of our common stock as of , 2005, by:

• each stockholder, or group of affiliated stockholders, that we know owns more than 5% of our outstanding common stock;

• each of our executive officers;

• each of our directors; and

• all of our executive officers and directors as a group.

The following table lists the number of shares and percentage of shares beneficially owned based on shares of common stock outstanding

as of March 31, 2005, as adjusted to reflect the conversion of the outstanding shares of preferred stock upon completion of this offering.

The table also lists the applicable percentage beneficial ownership based on shares of common stock outstanding upon completion of this

offering, assuming no exercise of the underwriters’ over-allotment option to purchase up to an aggregate of shares of our common stock.

Beneficial ownership is determined in accordance with the rules of the Securities and Exchange Commission, and generally includes

voting power and/or investment power with respect to the securities held. Shares of common stock subject to options and warrants

currently exercisable or exercisable within 60 days of , 2005, are deemed outstanding and beneficially owned by the person holding such

options or warrants for purposes of computing the number of shares and percentage beneficially owned by such person, but are not

deemed outstanding for purposes of computing the percentage beneficially owned by any other person. Except as indicated in the

footnotes to this table, the persons or entities named have sole voting and investment power with respect to all shares of our common

stock shown as beneficially owned by them.

Unless otherwise indicated, the principal address of each of the persons below is c/o Vocus, Inc., 4296 Forbes Boulevard, Lanham,

Maryland 20706.

Percentage of

Outstanding Shares

Number of Shares Before the After the

Beneficially Owned Offering Offering

Executive Officers and Directors

Richard Rudman

Robert Lentz

Stephen Vintz

William Donnelly

Norman Weissberg

Michael Bronfein(1)

Kevin Burns(2)

Gary Golding(3)

Ronald Kaiser

Richard Moore

All executive officers and directors as a group (10 persons)



5% Stockholders

Edison Venture Fund IV, L.P.(3)

Lazard Alternative Investments, LLC as nominee for Lazard Technology Partners(2)

Sterling Venture Partners, LP(1)

* Denotes less than 1%.

(1)

Consists of shares and shares issuable upon the exercise of warrants that may be exercised at any time held by Sterling Venture

Partners, LP. Mr. Bronfein, one of our directors, is a managing member of Sterling Venture Partners, LLC, the general partner of

Sterling Venture Partners, LP. Mr. Bronfein disclaims beneficial ownership of these shares except to the extent of his pecuniary

interest therein. Mr. Bronfein shares

voting and dispositive authority over the shares held by Sterling Venture Partners, LP with the other managing members of Sterling

Venture Partners, LLC. The principal address of Sterling Venture Partners, LP is 6225 Smith Avenue, Suite 210, Baltimore, MD 21209.

(2)

Consists of shares and shares issuable upon the exercise of warrants that may be exercised at any time held by Lazard Alternative

Investments LLC as nominee for Lazard Technology Partners. Mr. Burns, one of our directors, is a managing principal of LTI II GenPar

LLC, the general partner of LTP II LP, which is the general partner of Lazard Technology Partners II LP and Lazard Alternative

Investments LLC, nominee for Lazard Technology Partners II LP. Mr. Burns disclaims beneficial ownership of these shares except to the

extent of his pecuniary interest therein. Mr. Burns shares voting and dispositive authority over the shares held by Lazard

Alternative Investments with the other managing principals of LTI II GenPar LLC. The principal address of Lazard Alternative

Investments is 5335 Wisconsin Avenue, N.W., Suite 410, Washington, DC 20015.

(3)

Consists of shares held by Edison Venture Fund IV, L.P. Mr. Golding, one of our directors, is a general partner of Edison Partners

IV, L.P., the general partner of Edison Venture Fund IV, L.P. Mr. Golding disclaims beneficial ownership of these shares except to

the extent of his pecuniary interest therein. Mr. Golding shares voting and dispositive authority over the shares held by Edison

Venture Fund IV, L.P. with the other general partners of Edison Partners IV, L.P. The principal address of Edison Venture Fund IV,

L.P. is 1009 Lenox Drive #4, Lawrenceville, NJ 08648.

link1 "DESCRIPTION OF CAPITAL STOCK"

Description of Capital Stock
The following description of our common stock and preferred stock and the relevant provisions of our amended and restated certificate

of incorporation and amended and restated bylaws as will be in effect upon the closing of this offering are summaries and are qualified by

reference to these documents. Forms of these documents will be filed with the Securities and Exchange Commission as exhibits to our

registration statement, of which this prospectus forms a part. The description of common stock and preferred stock reflect changes to our

capital structure that will occur upon the completion of this offering. For further description of our currently outstanding shares of

preferred stock (all of which will automatically convert upon the completion of this offering), see Notes 2 and 7 of the notes to

consolidated financial statements. Upon completion of this offering, there will not be any shares of any currently outstanding series of

preferred stock authorized.

Upon the closing of this offering, our authorized capital stock will consist of shares of common stock, par value $.01 per share and shares

of preferred stock, par value $.01 per share.

Common Stock

As of , 2005, there were shares of common stock outstanding, assuming conversion of all outstanding shares of preferred stock. Based

upon the number of shares outstanding as of that date and giving effect to the sale of shares of common stock in this offering, assuming

no exercise of the underwriters’ over-allotment option and no exercise of options to be outstanding after , 2005, there will be

approximately shares of common stock outstanding at the closing of this offering. Holders of common stock are entitled to one vote per

share on matters submitted to a vote of stockholders. Holders of common stock do not have cumulative voting rights. Holders of the

common stock are entitled to receive dividends as may be declared from time to time by our board of directors out of funds legally

available for the payment of dividends, subject to the preferences that apply to any outstanding preferred stock. See “Dividend Policy.”

Upon our liquidation, dissolution or winding up, the holders of common stock are entitled to share ratably in all assets remaining after

payment of liabilities and after giving effect to the liquidation preference of any outstanding preferred stock. The common stock has no

preemptive or conversion rights and no additional subscription rights. There are no redemption or sinking fund provisions applicable to

the common stock. All outstanding shares of common stock are fully paid and nonassessable. The shares issued in this offering will be

fully paid and nonassessable.



Preferred Stock

Upon the completion of this offering, our board of directors will be authorized, without stockholder action, to designate and issue from

time to time shares of preferred stock in one or more series. The board of directors may designate the price, rights, preferences and

privileges of the shares of each series of preferred stock, which may be greater than the rights of the common stock. It is not possible to

state the actual effect of the issuance of any shares of preferred stock upon the rights of holders of common stock until the board of

directors determines the specific rights of the preferred stock. However, possible effects of issuing preferred stock with voting and

conversion rights include:

• restricting dividends on common stock;

• diluting the voting power of common stock;

• impairing the liquidation rights of the common stock;

• delaying or preventing a change of control of us without stockholder action; and

• harming the market price of common stock.

Upon the closing of this offering, no shares of our preferred stock will be outstanding. We have no present plans to issue any shares of

preferred stock.

Warrants

As of March 31, 2005, there were warrants outstanding to purchase the following shares of our capital stock:

Weighted Average Weighted Average

Number of Shares Exercise Price Number of Shares Exercise Price

Description Before this Offering Before this Offering After this Offering After this Offering

Series B preferred stock

Common stock

The Series B preferred stock warrants terminate on January 31, 2008. One common stock warrant to purchase shares terminates on

August 23, 2008, one common stock warrant to purchase shares terminates on November 19, 2009, and two common stock warrants to

purchase an aggregate of shares terminate on January 30, 2014.

Upon the completion of this offering, the Series B preferred stock warrants will become exercisable for an aggregate of approximately

shares of our common stock.

The Series B preferred stock warrants and common stock warrants have net exercise provisions under which their respective holders may,

in lieu of payment of the exercise price in cash, surrender the warrant and receive a net amount of shares based on the fair market value of

our common stock after deduction of the aggregate exercise price. These warrants also contain provisions for the adjustment of the

exercise price and the aggregate number of shares issuable upon exercise of the warrants in the event of stock dividends, stock splits,

reorganizations, reclassifications and consolidations.

Registration Rights

The holders of shares of our common stock issuable upon the conversion of all outstanding shares of our preferred stock and shares of

common stock issuable upon the exercise of warrants to purchase our common stock, are entitled to rights to cause their shares to be

registered under the Securities Act. These registration rights are contained in our third amended and restated registration rights

agreement and in certain outstanding warrants. These registration rights include demand registration rights, piggyback registration rights

exercisable in connection with any registration proposed by us, and Form S-3 registration rights, as described below.

Series A preferred stock demand registration rights. Commencing six months after the completion this offering, the holders of shares

representing at least 40% of the shares of our common stock issued upon the conversion of our Series A preferred stock may request that

we register all or a portion of their shares of registrable securities with an aggregate offering price of at least $3,000,000. Upon their

request, we must, subject to some restrictions and limitations, use reasonable best efforts to cause a registration statement covering the

number of shares of registrable securities that are subject to the request to become effective. The holders of registrable securities may only

require us to file a maximum of two registration statements in response to their demand registration rights, and we may delay such

registration under certain circumstances for up to 120 days no more than once in any twelve month period.

Series B preferred stock demand registration rights. Commencing six months after the completion this offering, the holders of shares

representing at least 51% of the shares of our common stock issued upon the conversion of our Series B preferred stock may request that

we register all or a portion of their shares of registrable securities with an aggregate offering price of at $3,000,000. Upon their request,

we must, subject to some restrictions and limitations, use reasonable best efforts to cause a registration statement covering the number of



shares of registrable securities that are subject to the request to become effective. The holders of registrable securities may only require us

to file a maximum of two registration statements in response to their demand registration rights, and we may delay such registration

under certain circumstances for up to 120 days no more than once in any twelve month period.

Series C preferred stock demand registration rights. Commencing six months after the completion this offering, the holders of shares

representing at least 51% of the shares of our common stock issued upon the conversion of our Series C preferred stock may request that

we register no less than 20% of their shares of registrable securities, or a lesser amount if the anticipated aggregate offering price of the

shares is at least $3,000,000. Upon their request, we must, subject to some restrictions and limitations, use reasonable best efforts to cause

a registration statement covering the number of shares of registrable securities that are subject to the request to become effective. The

holders of registrable securities may only require us to file a maximum of two registration statements in response to their demand

registration rights, and we may delay such registration under certain circumstances for up to 120 days no more than once in any twelve

month period.

Form S-3 registration rights. The holders of common stock issued upon the conversion of our preferred stock and the holders of common

stock issued upon the exercise of a warrant may request that we register their shares if we are eligible to file a registration statement on

Form S-3 and if the aggregate price of the shares offered to the public is at least $1,000,000. We may delay such registration under certain

circumstances for up to 120 days no more than once in any twelve month period.

“Piggyback” Registration Rights. If we register any securities for public sale, all stockholders with registration rights will have the right to

include their shares in the registration statement, subject to specified limitations. The underwriters of any underwritten offering will have

the right to limit the number of such shares to be included in the registration statement. The holders of common stock issued upon the

exercise of one warrant may have the number of their shares to be included in the registration statement reduced to zero and prior to any

reduction of the shares held by other stockholders with registration rights. The number of shares held by all other stockholders with

registration rights cannot be reduced to less than 25% of all shares to be registered.

We are generally obligated to bear the expenses, other than underwriting discounts, sales commissions and the fees and expenses of the

selling stockholder’s own counsel (other than selected counsel), of these registrations. The registration rights for the holders of shares of

our common stock issued upon the conversion of our preferred stock and upon the exercise of certain warrants terminate at such time as

all of the shares of registrable securities may be sold under Rule 144 under the Securities Act, as amended, during any three-month period

provided that we are subject to the reporting requirements of the Securities Act or the Securities Exchange Act of 1934, as amended.

Delaware Anti-Takeover Law and Provisions in Our Charter and Bylaws

Delaware Anti-Takeover Statute. We are subject to Section 203 of the Delaware General Corporation Law. In general, these provisions

prohibit a Delaware corporation from engaging in any business combination with any interested stockholder for a period of three years

following the date that the stockholder became an interested stockholder, unless the transaction in which the person became an interested

stockholder is approved in a manner presented in Section 203 of the Delaware General Corporation Law. Generally, a “business

combination” is defined to include mergers, asset sales and other transactions resulting in financial benefit to a stockholder. In general, an

“interested stockholder” is a person who, together with affiliates and employees, owns, or within three years, did own, 15% or more of a

corporation’s voting stock.

Certificate of Incorporation. Our amended and restated certificate of incorporation provides that:

• our board of directors may issue, without further action by the stockholders, up to shares of undesignated preferred stock;

• any action to be taken by our stockholders must be effected at a duly called annual or special meeting and not by a consent in writing;

• our board of directors shall be divided into three classes, with each class serving for a term of three years;

•

vacancies on the board of directors, including newly created directorships, can be filled by a majority of the directors then in

office; and

• our directors may be removed only for cause.

Bylaws. Our amended and restated bylaws provide that stockholders seeking to bring business before an annual meeting of stockholders

or to nominate candidates for election as directors at an annual meeting of stockholders, must provide timely notice to us in writing. To be

timely, a stockholder’s notice must be received at our principal executive offices not less than 90 days nor more than 120 days prior to the

anniversary date of the immediately preceding annual meeting of stockholders. In the event that the annual meeting is called for a date

that is not within 30 days before or 60 days after the anniversary date, in order to be timely notice from the stockholder must be received:

• not earlier than 120 days prior to the annual meeting of stockholders; and

•

not later than 90 days prior to the annual meeting of stockholders or the tenth day following the date on which notice of the annual

meeting was made public.



In the case of a special meeting of stockholders called for the purpose of electing directors, notice by the stockholder, in order to be

timely, must be received:

• not earlier than 120 days prior to the special meeting; and

•

not later than 90 days prior to the special meeting or the close of business on the tenth day following the day on which public

disclosure of the date of the special meeting was made.

Our amended and restated bylaws also specify requirements as to the form and content of a stockholder’s notice. These provisions may

preclude stockholders from bringing matters before an annual or special meeting of stockholders or from making nominations for

directors at an annual or special meeting of stockholders or from making nominations for directors at an annual or special meeting of

stockholders. In addition, a two-thirds supermajority vote of stockholders will be required to amend our amended and restated bylaws.

The provisions in our amended and restated certificate of incorporation and our amended and restated bylaws are intended to enhance

the likelihood of continuity and stability in the composition of the board of directors and in the policies formulated by the board of

directors and to discourage certain types of transactions that may involve an actual or threatened change of control of Vocus. These

provisions also are designed to reduce our vulnerability to an unsolicited proposal for a takeover of Vocus that does not contemplate the

acquisition of all of its outstanding shares or an unsolicited proposal for the restructuring or sale of all or part of Vocus. These provisions,

however, could discourage potential acquisition proposals and could delay or prevent a change in control of Vocus. They may also have the

effect of preventing changes in our management.

Transfer Agent

The transfer agent and registrar for our common stock is .

Listing

We plan to apply for quotation of our common stock on the Nasdaq National Market under the symbol “VOCS.”

link1 "SHARES ELIGIBLE FOR FUTURE SALE"

Shares Eligible for Future Sale
Prior to this offering, there has not been any public market for our common stock. We cannot predict the effect, if any, that the sale of our

common stock or the availability of shares of common stock for sale will have on the market price prevailing from time to time.

Nevertheless, sales of substantial amounts of common stock in the public market, or the perception that such sales could occur, could

adversely affect the market price of the common stock and could impair our future ability to raise capital through the sale of equity

securities.

Upon the completion of this offering, we will have an aggregate of shares of common stock outstanding based on the number of shares

outstanding as of March 31, 2005, assuming no exercise of the underwriters’ over-allotment option and no exercise of outstanding

options. Of these outstanding shares, all the shares sold in this offering will be freely tradable, except that any shares purchased by

“affiliates” (as that term is defined in Rule 144 under the Securities Act of 1933), may only be sold in compliance with the limitations

described below. The remaining shares of common stock will be deemed “restricted securities,” as defined in Rule 144. Restricted

securities may be sold in the public market only if registered or if they qualify for an exemption from registration under Rule 144,

including Rule 144(k) or Rule 701, promulgated under the Securities Act, which rules are summarized below. Giving effect to the lock-up

agreements described below and the provisions of Rule 144, including Rule 144(k) and Rule 701, the shares available for sale in the public

market will be as follows:

• shares will be eligible for immediate sale in the public market on the date of this prospectus;

• shares will be eligible for sale 90 days after the date of this prospectus;

•

shares will be eligible for sale 180 days after the effective date of the offering, subject in some cases to certain volume limitations

and subject to extension in specific instances referred to in “Shares Eligible For Future Sale — Lock-Up Agreements;” and

• shares will be eligible for sale between 181 and 365 days after completion of this offering.

Lock-up Agreements

Our directors, officers and certain stockholders, holding an aggregate of shares of our common stock (on an as-converted basis) as of ,

2005 have entered into lock-up agreements that generally provide that these holders will not offer, pledge, sell, agree to sell, directly or

indirectly, or otherwise dispose of any shares of common stock or any securities convertible into or exchangeable for shares of common

stock without the prior written consent of Thomas Weisel Partners LLC for a period of 180 days from the date of this prospectus.



We have agreed that for a period of 180 days after the date of this prospectus, we will not, without the prior written consent of Thomas

Weisel Partners LLC, offer, pledge, sell or otherwise dispose of any shares of common stock, except for the shares of common stock

offered in this offering and the shares of common stock issuable upon exercise or conversion of options, warrants or securities

outstanding on the date of this prospectus and the shares of our common stock that are issued under our stock option or employee stock

purchase plans.

The 180-day restricted periods described above are subject to extension such that, in the event that either (1) during the last 18 days of

the 180-day restricted period, we issue an earnings release relating to us or (2) prior to the expiration of the 180-day restricted period, we

announce that we will release earnings results during the 16-day period beginning on the last day of the 180-day period, the restrictions

on offers, pledges, sales, agreements to sell or other dispositions of common stock or securities convertible into or exchangeable or

exercisable for shares of our common stock described above will continue to apply until the expiration of the 19-day period beginning on

the issuance of the earnings release.

Rule 144

Under Rule 144 as currently in effect, a person, or persons whose shares are required to be aggregated, including an affiliate of ours, who

has beneficially owned shares for at least one year is generally 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 one percent of the then outstanding shares of common

stock, approximately shares immediately after this offering, or the average weekly trading volume in our common stock during the four

calendar weeks preceding the date on which notice of such sale is filed, subject to restrictions. In addition, a person who is not deemed to

have been an affiliate at any time during the 90 days preceding a sale and who has beneficially owned the shares proposed to be sold for at

least two years would be entitled to sell such shares under Rule 144(k) without regard to the requirements described above. To the extent

that shares were acquired from an affiliate of ours, such person’s holding period for the purpose of effecting a sale under Rule 144

commences on the date of transfer from the affiliate.

Rule 701

Rule 701 generally allows a stockholder who purchased shares of our common stock pursuant to a written compensatory plan or contract

and who is not deemed to have been an affiliate of our company during the immediately preceding 90 days to sell these shares in reliance

upon Rule 144, but without being required to comply with the public information, holding period, volume limitation, or notice provisions

of Rule 144. Rule 701 also permits affiliates of our company to sell their Rule 701 shares under Rule 144 without complying with the

holding period requirements of Rule 144. All holders of Rule 701 shares, however, are required to wait until 90 days after the date of this

prospectus before selling such shares pursuant to Rule 701.

As of March 31, 2005, shares of our outstanding common stock had been issued in reliance upon Rule 701 as a result of exercises of stock

options and stock awards.

Stock Options

We intend to file one or more registration statements on Form S-8 under the Securities Act to register all shares of common stock subject

to outstanding stock options and common stock issued or issuable under our stock plans. We expect to file the registration statement

covering shares offered pursuant to our stock plans within 180 days after the date of this prospectus, permitting the resale of such shares

by nonaffiliates in the public market without restriction under the Securities Act.

Registration Rights

Commencing six months after the completion this offering, holders of shares of outstanding common stock will have demand registration

rights with respect to their shares of common stock, subject to the 180-day lock-up arrangement described above, to require us to register

their shares in any future registration of our securities. See “Description of Capital Stock — Registration Rights.”

link1 "UNDERWRITING"

Underwriting
Subject to the terms and conditions set forth in an underwriting agreement, each of the underwriters named below has severally agreed to

purchase from us the aggregate number of shares of common stock set forth opposite their respective names below:

Underwriters Number of Shares

Thomas Weisel Partners LLC

RBC Capital Markets Corporation



Wachovia Capital Markets, LLC

William Blair & Company, L.L.C.

Total

The underwriting agreement provides that the obligations of the several underwriters are subject to various conditions, including

approval of legal matters by counsel. The nature of the underwriters’ obligations commits them to purchase and pay for all of the shares

of common stock listed above if any are purchased.

The underwriting agreement provides that we will indemnify the underwriters against liabilities specified in the underwriting agreement

under the Securities Act, or will contribute to payments that the underwriters may be required to make relating to these liabilities.

Thomas Weisel Partners LLC expects to deliver the shares of common stock to purchasers on or about , 2005.

Over-Allotment Option

We have granted a 30-day over-allotment option to the underwriters to purchase up to a total of additional shares of our common stock

from us at the initial public offering price, less the underwriting discount payable by us, as set forth on the cover page of this prospectus.

If the underwriters exercise this option in whole or in part, then each of the underwriters will be separately committed, subject to the

conditions described in the underwriting agreement, to purchase the additional shares of our common stock in proportion to their

respective commitments set forth in the table above.

Determination of Offering Price

Prior to this offering, there has been no public market for our common stock. The initial public offering price will be determined through

negotiations between us and the representatives. In addition to prevailing market conditions, the factors considered in determining the

initial public offering price will include:

• the valuation multiples of publicly-traded companies that the representatives believe are comparable to us;

• our financial information;

• our history and prospects and the outlook for our industry;

• an assessment of our management, our past and present operations, and the prospects for, and timing of, our future revenues;

• the present state of our development and the progress of our business plan; and

• the above factors in relation to market values and various valuation measures of other companies engaged in activities similar to ours.

We cannot assure you that an active or orderly trading market will develop for our common stock or that our common stock will trade in

the public markets subsequent to this offering at or above the initial offering price.

Commissions and Discounts

The underwriters propose to offer the shares of common stock directly to the public at the public offering price set forth on the cover

page of this prospectus, and at this price less a concession not in excess of $ per share of common stock to other dealers specified in a

master agreement among underwriters who are members of the National Association of Securities Dealers, Inc. The underwriters may

allow, and the other dealers specified may reallow, concessions not in excess of $ per share of common stock to these other dealers. After

this offering, the offering price, concessions and other selling terms may be changed by the underwriters. Our common stock is offered

subject to receipt and acceptance by the underwriters and to the other conditions, including the right to reject orders in whole or in part.

The following table summarizes the compensation to be paid to the underwriters by us and the proceeds, before expenses, payable to us:

Total

Without With

Per Share Over-Allotment Over-Allotment

Public offering price
$$ $

Underwriting discount

Proceeds, before expenses, to us

Indemnification of Underwriters

We will indemnify the underwriters against some civil liabilities, including liabilities under the Securities Act and liabilities arising from

breaches of our representations and warranties contained in the underwriting agreement. If we are unable to provide this

indemnification, we will contribute to payments the underwriters may be required to make in respect of those liabilities.



No Sales of Similar Securities

Holders of approximately % of the outstanding shares of our common stock (on an as-converted basis) as of , 2005, including all of our

directors and executive officers have agreed, subject to certain exceptions, not to offer, pledge, sell, agree to sell, directly or indirectly, or

otherwise dispose of any shares of common stock or any securities convertible into or exchangeable for shares of common stock without

the prior written consent of Thomas Weisel Partners LLC for a period of 180 days after the date of this prospectus.

We have agreed that for a period of 180 days after the date of this prospectus, we will not, without the prior written consent of Thomas

Weisel Partners LLC, offer, pledge, sell or otherwise dispose of any shares of common stock, except for the shares of common stock

offered in this offering and the shares of common stock issuable upon exercise or conversion of options, warrants or securities

outstanding on the date of this prospectus and the shares of our common stock that are issued under our stock option or employee stock

purchase plans.

The 180-day restricted periods described above are subject to extension such that, in the event that either (1) during the last 18 days of

the 180-day restricted period, we issue an earnings release relating to us or (2) prior to the expiration of the 180-day restricted period, we

announce that we will release earnings results during the 16-day period beginning on the last day of the 180-day period, the restrictions

on offers, pledges, sales, agreements to sell or other dispositions of common stock or securities convertible into or exchangeable or

exercisable for shares of our common stock described above will continue to apply until the expiration of the 19-day period beginning on

the issuance of the earnings release.

Nasdaq National Market Listing

We plan to apply for quotation of our common stock on the Nasdaq National Market under the symbol “VOCS.”

Discretionary Accounts

The underwriters do not expect sales of shares of common stock offered by this prospectus to any accounts over which they exercise

discretionary authority to exceed five percent of the shares offered.

Short Sales, Stabilizing Transactions and Penalty Bids

In order to facilitate this offering, persons participating in this offering may engage in transactions that stabilize, maintain or otherwise

affect the price of our common stock during and after this offering. Specifically, the underwriters may engage in the following activities in

accordance with the rules of the Securities and Exchange Commission.

Short sales. Short sales involve the sales by the underwriters of a greater number of shares than they are required to purchase in the

offering. Covered short sales are short sales made in an amount not greater than the underwriters’ over-allotment option to purchase

additional shares from us in this offering. The underwriters may close out any covered short position by either exercising their over-

allotment option to purchase shares or purchasing shares in the open market. In determining the source of shares to close out the covered

short position, the underwriters will consider, among other things, the price of shares available for purchase in the open market as

compared to the price at which they may purchase shares through the over-allotment option. Naked short sales are any short sales in

excess of such over-allotment option. The underwriters must close out any naked short position by purchasing shares in the open market.

A naked short position is more likely to be created if the underwriters are concerned that there may be downward pressure on the price of

the common stock in the open market after pricing that could adversely affect investors who purchase in this offering.

Stabilizing transactions. The underwriters may make bids for or purchases of the shares for the purpose of pegging, fixing or maintaining

the price of the shares, so long as stabilizing bids do not exceed a specified maximum.

Penalty bids. If the underwriters purchase shares in the open market in a stabilizing transaction or syndicate covering transaction, they

may reclaim a selling concession from the underwriters and selling group members who sold those shares as part of this offering.

Stabilization and syndicate covering transactions may cause the price of the shares to be higher than it would be in the absence of these

transactions. The imposition of a penalty bid might also have an effect on the price of the shares if it discourages presales of the shares.

The transactions above may occur on the Nasdaq National Market or otherwise. Neither we nor the underwriters make any representation

or prediction as to the effect that the transactions described above may have on the price of the shares. If these transactions are

commenced, they may be discontinued without notice at any time.

Other Relationships

Wachovia Investors, Inc., an affiliate of Wachovia Capital Markets, LLC, has invested $5,000,000, or approximately 7.6%, in Edison

Venture Fund IV, L.P., which in turn is the holder of approximately 17.9% of the outstanding shares of our common stock immediately

prior to the offering.

link1 "LEGAL MATTERS"



Legal Matters
Greenberg Traurig, LLP, Washington, D.C., will provide us an opinion relating to the validity of the common stock issued in this offering.

Legal matters will be passed upon for the underwriters by Andrews Kurth LLP, Washington, D.C.

link1 "EXPERTS"

Experts
Our consolidated financial statements at December 31, 2004 and 2003, and for each of the three years in the period ended December 31,

2004 and the financial statements of Gnossos Software, Inc. at December 31, 2003 and for the year then ended appearing in this

prospectus and registration statement have been audited by Ernst & Young LLP, independent registered public accounting firm, as set

forth in their reports thereon appearing elsewhere herein, and are included in reliance upon such reports given on the authority of such

firm as experts in accounting and auditing.

link1 "ADDITIONAL INFORMATION"

Additional Information
We have filed with the Commission a registration statement on Form S-1 with respect to the common stock offered hereby. This

prospectus, which constitutes a part of the registration statement, does not contain all of the information set forth in the registration

statement or the exhibits and schedules which are part of the registration statement. For further information with respect us and the

common stock, reference is made to the registration statement and the exhibits and schedules thereto. You may read and copy any

document we file at the Commission’s public reference rooms in Washington, D.C., New York, New York and Chicago, Illinois. Please call

the Commission at 1-800-SEC-0330 for further information about the public reference rooms. Our SEC filings are also available to the

public from the Commission’s web site at www.sec.gov. Upon completion of this offering, we will become subject to the information and

periodic reporting requirements of the Securities Exchange Act and, in accordance therewith, will file periodic reports, proxy statements

and other information with the Commission. Such periodic reports, proxy statements and other information will be available for

inspection and copying at the Commission’s public reference rooms and the web site of the Commission referred to above.
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link1 "Report of Independent Registered Public Accounting Firm"

Report of Independent Registered Public Accounting Firm

The Board of Directors Vocus, Inc.

We have audited the accompanying consolidated balance sheets of Vocus, Inc. and subsidiaries as of December 31, 2003 and 2004, and

the related consolidated statements of operations, stockholders’ deficit, and cash flows for each of the three years in the period ended

December 31, 2004. 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 the standards of the Public Company Accounting Oversight Board (United States). Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of

material misstatement. We were not engaged to perform an audit of the Company’s internal control over financial reporting. Our audit

included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the

circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial

reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts

and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and

evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of

Vocus, Inc. and subsidiaries as of December 31, 2003 and 2004, and the consolidated results of their operations and their cash flows for

each of the three years in the period ended December 31, 2004 in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2 to the financial statements, the Company adopted Emerging Issues Task Force Issue No. 00-21, Revenue

Arrangements with Multiple Deliverables, in 2003 and changed its accounting policy for revenue recognition.

/s/ Ernst & Young LLP

Baltimore, Maryland

April 15, 2005

Vocus, Inc. and Subsidiaries
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Consolidated Balance Sheets

December 31, Pro Forma

March 31, March 31,

2003 2004 2005 2005

(Unaudited) (Unaudited)

(Dollars in thousands, except per share data)



Assets

Current assets:

Cash and cash equivalents
$1,573 $7,554 $7,832 $7,832

Accounts receivable, net of allowance for doubtful accounts of $280, $199,

and $171 at December 31, 2003 and 2004 and March 31, 2005, respectively
4,049 4,401 4,108 4,108

Prepaid royalty fees
578 1,153 1,241 1,241

Other current assets
23 233 192 192

Total current assets
6,223 13,341 13,373 13,373

Property and equipment, net
865 1,212 2,410 2,410

Intangible assets, net:

Customer relationships, net
1,594 3,728 3,358 3,358

Purchased technology, net
393 696 564 564

Other intangible assets, net
196 102 78 78

Total intangible assets, net
2,183 4,526 4,000 4,000

Other assets
300 539 520 520

Total assets
$9,571 $19,618 $20,303 $20,303

Liabilities, redeemable stock, and stockholders’ deficit

Current liabilities:

Accounts payable
$366 $488 $1,148 $1,148

Accrued compensation
980 1,408 996 996

Accrued expenses
1,160 1,490 1,318 1,318

Current portion of notes payable and capital lease obligations
245 115 392 392

Current portion of deferred revenue
12,062 15,402 15,839 15,839

Total current liabilities
14,813 18,903 19,693 19,693

Revolving line of credit
— 2,389 3,214 3,214

Notes payable and capital lease obligations, net of current portion
94 497 551 551

Other liabilities
72 87 94 94

Deferred revenue, net of current portion
331 770 634 634

Total liabilities
15,310 22,646 24,186 24,186

Series A redeemable convertible preferred stock, $.01 par value, 5,158,628

shares authorized, issued, and outstanding at December 31, 2003 and 2004,

and March 31, 2005 and no shares outstanding on a pro forma basis;

liquidation preference of $4,993 and $5,042 at December 31, 2004 and March

31, 2005, respectively
2,779 2,992 3,042 —

Series B redeemable convertible preferred stock, $.01 par value, 10,754,021

shares authorized, 10,135,973 shares issued and outstanding at December 31,

2003 and 2004, and March 31, 2005 and no shares outstanding on a pro forma

basis; liquidation preference of $37,503 and $37,826 at December 31, 2004

and March 31, 2005, respectively; and warrants to purchase 618,048 shares of

Series B redeemable convertible preferred stock at December 31, 2003 and

2004, and March 31, 2005
19,709 21,064 21,402 —

Series C redeemable convertible preferred stock, $.01 par value, 5,245,392

shares authorized, 2,185,417 shares issued and outstanding at December 31,

2004 and March 31, 2005 and no shares outstanding on a pro forma basis;

liquidation preference of $5,012 and $5,111 at December 31, 2004 and March

31, 2005, respectively
— 4,591 4,711 —

Redeemable common stock, $.01 par value, 87,386 shares issued and

outstanding at December 31, 2004 and March 31, 2005
— 183 185 185



Commitments and contingencies

Stockholders’ deficit:

Common stock, $.01 par value, 40,000,000 shares authorized, 13,864,543,

14,080,054, and 14,692,079 shares issued at December 31, 2003, December 31,

2004, and March 31, 2005, respectively and shares issued on a pro forma

basis; 12,010,401, 12,225,912, and 12,837,937 shares outstanding at

December 31, 2003, December 31, 2004, and March 31, 2005, respectively, and

shares outstanding and pro forma basis
139 141 147

Additional paid-in capital
— — —

Treasury stock, 1,854,142 shares, at cost
(1,520) (1,520) (1,520) (1,520)

Deferred compensation
— (34) (30) (30)

Accumulated other comprehensive income
— 27 23 23

Accumulated deficit
(26,846) (30,472) (31,843) (31,843)

Total stockholders’ deficit
(28,227) (31,858) (33,223)

Total liabilities, redeemable stock, and stockholders’ deficit
$9,571 $19,618 $20,303 $

See accompanying notes.
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Consolidated Statements of Operations

Three Months Ended

Year Ended December 31, March 31,

2002 2003 2004 2004 2005

(Unaudited) (Unaudited)

(Dollars in thousands, except per share data)

Revenues
$11,524 $15,434 $20,273 $4,582 $6,100

Cost of revenues, including amortization expense of

$292, $478, and $397 for the years ended December

31, 2002, 2003, and 2004, respectively, and $91 and

$132 for the three months ended March 31, 2004 and

2005, respectively
2,679 3,244 4,368 947 1,457

Gross profit
8,845 12,190 15,905 3,635 4,643

Operating expenses:

Sales and marketing
6,755 8,285 11,708 2,678 3,354

Research and development
1,487 2,201 2,064 471 596

General and administrative
3,886 4,493 3,942 936 1,228

Amortization of intangible assets
78 788 976 215 394

Total operating expenses
12,206 15,767 18,690 4,300 5,572

Loss from operations
(3,361) (3,577) (2,785) (665) (929)

Other income (expense):

Interest and other income
78 12 99 — 25

Interest expense
(85) (41) (35) (25) (47)

Total other income (expense)
(7) (29) 64 (25) (22)

Loss before cumulative effect of a change in

accounting principle
(3,368) (3,606) (2,721) (690) (951)

Cumulative effect of a change in accounting

principle*
— 896 — — —

Net loss
(3,368) (2,710) (2,721) (690) (951)



Accretion of preferred stock
(1,316) (1,547) (1,582) (388) (508)

Net loss attributable to common stockholders
$(4,684) $(4,257) $(4,303) $(1,078) $(1,459)

Net loss attributable to common stockholders per

share:

Basic and diluted
$(0.39) $(0.36) $(0.36) $(0.09) $(0.12)

Pro forma (unaudited)
$$ $

Weighted average shares outstanding used in

computing per share amounts:

Basic and diluted
11,907,201 11,911,582 12,096,941 12,014,132 12,499,127

Pro forma (unaudited)

*

The pro forma net loss and pro forma net loss attributable to common stockholders in 2002, assuming the retroactive application of the

new accounting principle (see Note 2, Revenue Recognition), are $(3,174) and $(4,490), respectively. The related pro forma basic and

diluted net loss attributable to common stockholders per share is $(0.38).

See accompanying notes.
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Consolidated Statements of Stockholders’ Deficit

Accumulated

Common Stock Additional Other Total

Paid-In Treasury Deferred Comprehensive Accumulated Stockholders’

Shares Amount Capital Stock Compensation Income Deficit Deficit

(Dollars in thousands, except per share data)

Balance at

January 1,

2002
13,095,000 $131 $— $(1,013) $— $— $(18,431) $(19,313)

Issuance of

warrants
— — 24 — — — — 24

Exercise of

stock options
72,000 1 14 — — — — 15

Accretion of

preferred

stock
— — (38) — — — (1,278) (1,316)

Net loss
— — — — — — (3,368) (3,368)

Balance at

December 31,

2002
13,167,000 132 — (1,013) — — (23,077) (23,958)

Issuance of

common stock

in connection

with

acquisition
556,668 6 451 — — — — 457

Exercise of

stock options
140,875 1 37 — — — — 38

Repurchase of

618,048

shares of

common stock
— — — (507) — — — (507)

Accretion of

preferred

stock
— — (488) — — — (1,059) (1,547)

Net loss
— — — — — — (2,710) (2,710)

Balance at

December 31,

2003
13,864,543 139 — (1,520) — — (26,846) (28,227)



Issuance of

common stock

in connection

with

acquisition
87,386 1 138 — — — — 139

Issuance of

warrants
— — 398 — — — — 398

Exercise of

stock options
128,125 1 91 — — — — 92

Deferred

compensation

related to

stock option

grants
— — 50 — (50) — — —

Amortization

of deferred

compensation
— — — — 16 — — 16

Accretion of

preferred

stock
— — (677) — — — (905) (1,582)

Comprehensive

loss:

Foreign

currency

translation
— — — — — 27 — 27

Net loss
— — — — — — (2,721) (2,721)

Total

comprehensive

loss
(2,694)

Balance at

December 31,

2004
14,080,054 141 — (1,520) (34) 27 (30,472) (31,858)

Exercise of

stock options

(unaudited)
612,025 $6 $90 $— $— $— $— $96

Amortization

of deferred

compensation

(unaudited)
— — — — 4 — — 4

Accretion of

preferred

stock

(unaudited)
— — (90) — — — (418) (508)

Accretion of

redeemable

common stock

(unaudited)
— — — — — — (2) (2)

Comprehensive

loss:

Foreign

currency

translation

(unaudited)
— — — — — (4) — (4)

Net loss

(unaudited)
— — — — — — (951) (951)

Total

comprehensive

loss

(unaudited)
(955)

Balance at

March 31, 2005

(unaudited)
14,692,079 $147 $— $(1,520) $(30) $23 $(31,843) $(33,223)

See accompanying notes.
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Consolidated Statements of Cash Flows

Three Months Ended

Year Ended December 31, March 31,

2002 2003 2004 2004 2005

(Unaudited) (Unaudited)

(Dollars in thousands)

Cash flows from operating activities

Net loss
$(3,368) $(2,710) $(2,721) $(690) $(951)

Adjustments to reconcile net loss to net cash provided by (used

in) operating activities:

Cumulative effect of a change in accounting principle
— (896) — — —

Depreciation and amortization of property and equipment
507 520 397 102 119

Amortization of intangible assets
370 1,266 1,373 306 526

Loss (gain) on disposal of assets
(8) — 5 — —

Impairment of long-lived assets
117 — — — —

Stock-based compensation
— 493 16 2 4

Non-cash interest expense
24 — — — —

Provision for doubtful accounts
24 116 (54) 35 (6)

Changes in operating assets and liabilities:

Accounts receivable
(705) (2,073) (343) 1,006 292

Prepaid royalty fees
— (578) (575) (67) (108)

Other current assets
10 113 (210) (171) 62

Other assets
13 — (165) (44) 11

Accounts payable
(33) (334) 196 (44) 663

Accrued compensation
(23) 368 427 209 (412)

Accrued expenses
141 551 321 (40) (172)

Deferred revenue
1,482 2,694 3,385 135 312

Other liabilities
30 22 15 5 7

Net cash provided by (used in) operating activities
(1,419) (448) 2,067 744 347

Cash flows from investing activities

Cash paid for acquisitions
— (1,914) (2,613) — —

Purchases of property and equipment
(200) (402) (729) (111) (1,317)

Proceeds from sale of property and equipment
18 — — — —

Net cash used in investing activities
(182) (2,316) (3,342) (111) (1,317)

Cash flows from financing activities

Net proceeds from issuance of redeemable convertible preferred

stock and warrants
— 2,974 4,975 — —

Repurchase of common stock
— (1,000) — — —

Proceeds from exercise of stock options
15 38 92 25 96



Proceeds from borrowings under revolving line of credit
— — 2,389 — 825

Proceeds from notes payable
20 182 95 51 368

Payments on notes payable
(209) (164) (173) (55) (31)

Payments on capital lease obligations
(127) (104) (65) (26) (6)

Deferred financing costs
— — (72) — —

Net cash provided by (used in) financing activities
(301) 1,926 7,241 (5) 1,252

Effect of exchange rate changes on cash and cash equivalents
— — 15 — (4)

Net increase (decrease) in cash and cash equivalents
(1,902) (838) 5,981 628 278

Cash and cash equivalents at beginning of year
4,313 2,411 1,573 1,573 7,554

Cash and cash equivalents at end of year
$2,411 $1,573 $7,554 $2,201 $7,832

Supplemental disclosure of cash flow information:

Cash paid for interest
$61 $42 $24 $6 $42

Supplemental disclosure of non-cash investing and financing

activities:

Assets acquired under capital leases
$84 $— $16 $— $—

See accompanying notes.
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Notes to Consolidated Financial Statements

1. Business Description and Basis of Presentation

Organization and Description of Business

Vocus, Inc. (Vocus or the Company) is a leading provider of on-demand software for corporate communications and public relations. The

Company’s predecessor was incorporated in Florida in 1988. In 1999, the Company reincorporated in Delaware and changed its name to

Vocus. The Company’s principal operations are located in Lanham, Maryland.

Unaudited Interim Financial Information

The accompanying unaudited consolidated balance sheet as of March 31, 2005, unaudited consolidated statements of operations and

cash flows for the three months ended March 31, 2004 and 2005, and the unaudited consolidated statement of stockholders’ deficit for

the three months ended March 31, 2005 have been prepared in accordance with generally accepted accounting principles for interim

financial information. Accordingly, they do not include all of the information and notes required by generally accepted accounting

principles for complete financial statements. In the opinion of management, all adjustments, consisting of normal, recurring adjustments,

considered necessary for a fair presentation have been included. The information disclosed in the notes to the financial statements for

these periods is unaudited. Operating results for the three months ended March 31, 2005 are not necessarily indicative of the results that

may be expected for the year ending December 31, 2005 or any future period.

Unaudited Pro Forma Financial Information

The unaudited pro forma balance sheet gives effect to the conversion of the redeemable convertible preferred stock and the warrants to

purchase redeemable convertible preferred stock as if each occurred on March 31, 2005. The conversion of the outstanding preferred

stock into common stock will occur immediately prior to or contemporaneously with the consummation of the Company’s initial public

offering. In addition, the warrants to purchase shares of Series B preferred stock will become exercisable for shares of common stock upon

completion of the Company’s initial public offering. The pro forma net loss attributable to common shareholders per share for 2004 and

2005 gives effect to the conversion of the outstanding Series A preferred stock and Series B preferred stock as if it occurred on January 1,

2004 and the conversion of the outstanding Series C preferred stock as if it occurred on its date of issuance.

2. Summary of Significant Accounting Policies



Principles of Consolidation

The consolidated financial statements include the accounts of Vocus, Inc. and its wholly owned subsidiaries, including Vocus Europe

Limited, the Company’s European subsidiary that was formed on April 8, 2004. All intercompany accounts and transactions have been

eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires

management to make certain estimates and assumptions. These estimates and assumptions affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, as well as reported amounts of revenues

and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less when purchased to be cash

equivalents.

Allowances for Doubtful Accounts

Estimates are used to determine the amount of the allowance for doubtful accounts necessary to reduce accounts receivable to its

estimated net realizable value. These estimates are made by analyzing the status of significant past-

Vocus, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (continued)

due receivables and by establishing general provisions for estimated losses by analyzing current and historical bad-debt trends. Actual

collection experience has not varied significantly from estimates, due primarily to credit and collection policies and the financial strength

of the Company’s customers. Receivables that are ultimately deemed uncollectible are charged off as a reduction of receivables and the

allowance for doubtful accounts. Accounts receivable balances are not collateralized.

Deferred Financing Costs

Direct financing costs are deferred and amortized using the straight-line method, which approximated the effective-interest method as a

component of interest expense over the term of related debt. These amounts are included in other assets.

Software Development Costs

The Company incurs software development costs related to its applications developed for subscription services and for management

information systems. Costs are incurred in three stages of development: the preliminary project stage, the application development stage,

and the post-implementation stage. Costs incurred during the preliminary project stage and the post-implementation stages are expensed

as incurred. Certain qualifying costs incurred during the application development stage are capitalized as property and equipment. These

costs generally consist of internal labor during configuration, coding, and testing activities. Capitalization begins when the preliminary

project stage is complete, management with the relevant authority authorizes and commits to the funding of the software project, and it is

probable that the project will be completed and the software will be used to perform the function intended. These costs are amortized

using the straight-line method over the estimated useful life of the software, generally from two to three years. All other development

costs are expensed as incurred.

Property and Equipment

Property and equipment are stated at cost. Depreciation is computed using the straight-line method over the estimated useful lives of the

assets, generally two to five years. Assets acquired under capital leases and leasehold improvements are amortized using the straight-line

method over the shorter of the estimated useful lives of the assets or the terms of the leases. Amortization of assets acquired under capital

leases is included in depreciation expense. Repairs and maintenance costs are charged to expense as incurred. When assets are retired or

otherwise disposed of, the asset and related accumulated depreciation are eliminated from the accounts and any resulting gain or loss is

reflected in income.

Intangible Assets

Intangible assets consist of customer relationships, purchased technology, and covenants not to compete and resulted from acquisitions.

Intangible assets are amortized using the straight-line method over their estimated useful lives ranging from two to four years.



Impairment of Long-Lived Assets

Long-lived assets, including intangible assets, are reviewed for impairment whenever events or changes in circumstances indicate that the

carrying amount of an asset may not be fully recoverable. If an impairment indicator is present, the Company evaluates recoverability by

a comparison of the carrying amount of the assets to future undiscounted net cash flows expected to be generated by the assets. If the

assets are impaired, the impairment recognized is measured by the amount by which the carrying amount exceeds the estimated fair value

of the assets. Accordingly, the Company recorded an impairment charge of $117,000 in the year ended December 31, 2002 related to the

customer relationship intangible assets resulting from a 2001 acquisition.

Redeemable Stock

The Company accounts for redeemable stock subject to provisions for redemption outside of its control as mezzanine equity. These

securities are recorded at fair value at the date of issue and are accreted to the redemption
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amount at each balance sheet date. The resulting increases in the carrying amount of the redeemable stock are reflected through decreases

in additional paid-in capital or, in the absence of additional paid-in capital, through accumulated deficit.

Foreign Currency and Operations

The functional currency for the Company’s foreign subsidiary is the British pound. The translation of the subsidiary’s financial

statements into U.S. dollars is performed for balance sheet accounts using exchange rates in effect at the balance sheet date and for

revenue and expense accounts using an average exchange rate during the period. The resulting translation adjustments are recognized in

accumulated other comprehensive income or loss, a separate component of stockholders’ deficit. Realized foreign currency transaction

gains and losses are included in other income or expense in the consolidated statements of operations.

Comprehensive Loss

Comprehensive loss includes the Company’s net loss as well as other changes in shareholders’ deficit that result from transactions and

economic events other than those with shareholders, and is disclosed in the consolidated statements of stockholders’ deficit. The

Company’s only other component of comprehensive loss is the change in the cumulative foreign currency translation adjustment that is

included in accumulated other comprehensive income.

Revenue Recognition and Accounting Change

The Company derives its revenues principally from subscription arrangements permitting customers to access and utilize the Company’s

on-demand software and from providing related professional services. The Company recognizes revenue when there is persuasive

evidence of an arrangement, the service has been provided to the customer, the collection of the fee is probable and the amount of the

fees to be paid by the customer is fixed or determinable.

Subscription agreements generally contain multiple service elements and deliverables. The subscription agreement allows customers

access to the Company’s software and often specifies initial services including implementation and training.

Prior to 2003, the Company recognized the initial service fees specified in multiple element subscription arrangements over the estimated

customer life of three years. Subscription fees were recognized over the subscription period, which is typically one year. On January 1,

2003, the Company changed its revenue recognition policy to define all elements in its multiple element subscription arrangements as a

single unit of accounting and, now, recognizes all associated fees over the subscription period. This change was made to comply with the

provisions of Emerging Issues Task Force Issue No. 00-21, Revenue Arrangements with Multiple Deliverables (EITF 00-21), issued by the

Emerging Issues Task Force of the Financial Accounting Standards Board in May 2003. EITF 00-21 was issued to address how companies

should determine whether an arrangement involving multiple deliverables contains more than one unit of accounting. In applying the

guidance in EITF 00-21, the Company determined that it does not have objective and reliable evidence of the fair value of the

subscription fees after delivery of specified initial services. The Company therefore accounts for its subscription arrangements and its

related service fees as a single unit of accounting. As a result, commencing in 2003, all revenue from multiple element subscription

arrangements is recognized ratably over the term of the subscription. Upon adoption of EITF 00-21 on January 1, 2003, the Company

recorded a cumulative effect of a change in accounting principle of $896,000, or $0.08 per share, representing the unrecognized revenue

that would have been recognized in prior periods had the Company applied EITF 00-21 since inception. The 2002 results of operations

do not reflect the impact of EITF 00-21, and accordingly, the results of operations for 2002 are
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not comparable to 2003. Had the Company adopted EITF 00-21 on January 1, 2002, revenues and net loss for 2002 would have been

reported as follows (dollars in thousands):

Pro forma revenues:

Revenues as reported
$11,524

Impact of adoption of EITF 00-21
194

Pro forma revenues
$11,718

Pro forma net loss:

Net loss as reported
$(3,368)

Impact of adoption of EITF 00-21
194

Pro forma net loss
$(3,174)

Pro forma net loss attributable to common stockholders:

Net loss attributable to common stockholders as reported
$(4,684)

Impact of adoption of EITF 00-21
194

Pro forma net loss attributable to common stockholders
$(4,490)

The Company recognizes revenue from professional services sold separately from subscription arrangements as the services are

performed. The Company also has entered into a royalty agreement with a reseller of its application service. The Company recognizes this

revenue over the term of the end-user subscription upon obtaining persuasive evidence that the service has been sold.

Deferred Revenue

Deferred revenue consists of billings to customers in advance of revenue recognition. Deferred revenue to be recognized in the succeeding

12-month period is included in current deferred revenue with the remaining amounts included in noncurrent deferred revenue.

Royalty Fees

The Company incurs royalty fees related to content provided by third-party vendors and used by the Company’s customers. Amounts

paid for royalty fees are deferred and are recognized ratably as cost of revenues over the same period in which the related revenues are

recognized. The current portion and the long-term portion of the deferred royalty fees are included in prepaid royalty fees and other

assets, respectively, in the accompanying consolidated balance sheets. Amortization expense for the years ended December 31, 2003 and

2004 was $390,000 and $1,244,000, respectively. The Company did not incur royalty fees in 2002.

Sales Commissions

Sales commissions, including commissions related to deferred revenue, are expensed when a subscription agreement is executed by the

customer.

Advertising Costs

The Company expenses advertising costs as incurred. For the years ended December 31, 2002, 2003 and 2004 advertising costs were

$112,000, $187,000 and $920,000, respectively.

Stock-Based Compensation

The Company accounts for its stock-based compensation using the intrinsic value method of accounting prescribed by Accounting

Principles Board Opinion No. 25, Accounting for Stock Issued to Employees. Compensation cost for awards with pro rata vesting is

recognized on a straight-line basis over the related vesting period.

Had compensation cost for the Company’s stock-based awards been determined based on the fair-value method at the grant dates

consistent with Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-
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Based Compensation, the Company’s net loss attributable to common shareholders would have been increased to the pro forma amounts

indicated below (dollars in thousands, expect per share data):

Three Months Ended

Year Ended December 31, March 31,

2002 2003 2004 2004 2005

(Unaudited) (Unaudited)

Net loss attributable to common stockholders, as reported
$(4,684) $(4,257) $(4,303) $(1,078) $(1,459)

Stock-based compensation expense as reported
— — 16 2 4

Pro forma stock-based compensation expense
(49) (49) (57) (12) (25)

Pro forma net loss attributable to common stockholders
$(4,733) $(4,306) $(4,344) $(1,088) $(1,480)

Net loss attributable to common stockholders per share:

As reported
$(0.39) $(0.36) $(0.36) $(0.09) $(0.12)

Pro forma
$(0.40) $(0.36) $(0.36) $(0.09) $(0.12)

The weighted-average fair value of options granted during the years ended December 31, 2002, 2003 and 2004 was $0.12, $0.10 and

$0.34, respectively, and $0.62 and $0.24 during the three months ended March 31, 2004 and 2005, respectively. The fair value of each

option was estimated on the date of grant using the minimum-value method with the following assumptions:

Three Months Ended

Year Ended December 31, March 31,

2002 2003 2004 2004 2005

(Unaudited) (Unaudited)

Dividend yield
0% 0% 0% 0% 0%

Average risk-free interest rate
3.8% 3.2% 4.2% 4.2% 4.2%

Expected life
4 years 4 years 4 years 4 years 4 years

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash and cash

equivalents and accounts receivable. The Company generally maintains its cash balances in accounts with nationally recognized

institutions. Customers are granted credit on an unsecured basis. Management monitors the creditworthiness of its customers and

believes that it has adequately provided for any exposure to potential credit losses.

As of December 31, 2004 and March 31, 2005, total assets located outside the United States were approximately 2% and 2% of total

assets, respectively. Revenues from sales to customers outside the United States were approximately 2%, 4% and 5% of total revenues for

the years ended December 31, 2002, 2003 and 2004, respectively and were 4% and 6% of total revenues for the three months ended

March 31, 2004 and 2005, respectively.

Income Taxes

Income taxes are provided utilizing the liability method whereby deferred tax assets are recognized for deductible temporary differences

and operating loss and tax-credit carryforwards, and deferred tax liabilities are recognized for taxable temporary differences. Temporary

differences are the differences between the reported amount of assets and liabilities and their tax bases. Deferred tax assets are reduced by

a valuation allowance when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets

will not be realized.
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Net Loss Attributable to Common Stockholders Per Share

Basic net loss attributable to common stockholders per share is computed by dividing net loss attributable to common stockholders by the

weighted average number of common shares outstanding for the period. Diluted net loss attributable to common stockholders per share

includes the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted into

common stock.

The following summarizes the potential outstanding common stock of the Company as of the end of each period:

December 31, March 31,

2002 2003 2004 2004 2005

(Unaudited) (Unaudited)

Options to purchase common stock
3,007,212 3,276,337 3,300,412 3,275,962 3,810,387

Warrants to purchase common stock
78,628 78,628 465,368 78,628 465,368

Shares of common stock into which outstanding preferred

stock would be convertible upon the exercise of preferred

stock warrants
— 618,048 618,048 618,048 618,048

Shares of common stock into which outstanding preferred

stock is convertible
13,440,457 15,294,601 17,480,018 15,294,601 17,480,018

Total options, warrants, and preferred stock exercisable or

convertible into common stock
16,526,297 19,267,614 21,863,846 19,267,239 22,373,821

If the outstanding options, warrants and preferred stock were exercised or converted into common stock, the result would be anti-dilutive

and, accordingly, basic and diluted net loss attributable to common stockholders per share are identical for all periods presented in the

accompanying consolidated statements of operations.

The pro forma net loss per share is calculated by dividing the pro forma net loss attributable to common stockholders by the pro forma

weighted average number of common shares outstanding during the period. The pro forma weighted average number of common shares

assumes the conversion of the outstanding preferred stock into common stock as if it occurred on January 1, 2004. The following details

the computation of the pro forma net loss per share (dollars in thousands, except per share data):

Year Ended Three Months Ended March 31,

December 31,

2004 2004 2005

(Unaudited) (Unaudited) (Unaudited)

Net loss
$(2,721) $(690) $(951)

Dividends and accretion of preferred stock
— — —

Pro forma net loss attributable to common stockholders
$(2,721) $(690) $(951)

Weighted average shares calculation:

Basic and diluted weighted average shares outstanding
12,096,941 12,014,132 12,499,127

Conversion of preferred stock

Pro forma basic and diluted weighted average shares outstanding

Pro forma basic and diluted loss attributable to common stockholders per share
$$ $

Segment Data

The Company manages its operations on a consolidated basis for purposes of assessing performance and making operating decisions.

Accordingly, the Company does not have reportable segments of its business.
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Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board issued SFAS No. 123 (revised 2004), Share-Based Payment (Statement

123(R)), which is a revision of SFAS No. 123. Statement 123(R) requires all share-based payments to employees, including grants of

employee stock options, to be recognized in the income statement based on their estimated fair values. Pro forma disclosure is no longer

an alternative.

The Company will adopt the provisions of Statement 123(R) on January 1, 2006, using the modified prospective method. Unvested stock-

based awards issued prior to June 15, 2005, the date that the Company filed a registration statement to publicly sell its equity securities,

and disclosed in the accompanying consolidated financial statements using the minimum value method (rather than the estimated fair

value using the Black-Scholes option pricing model), will be accounted for at the date of adoption using the intrinsic value method

originally applied to those awards. Awards issued after June 15, 2005 and through December 31, 2005 which have not vested will be

accounted for at the date of adoption using the same estimate of the grant-date fair value determined using the Black-Scholes option

pricing model and disclosed in the historical financial statements in accordance with the provisions of SFAS No. 123. See also Note 2,

Stock-Based Compensation.

As permitted by SFAS No. 123, the Company currently accounts for share-based payments to employees using the intrinsic value method

and, as such, recognizes no compensation cost when employee stock options are granted with exercise prices equal to the fair value of the

shares on the date of grant. Accordingly, the adoption of Statement 123(R)’s fair value method may have a significant impact on the

Company’s results of operations, although it will have no impact on its overall financial position. The impact of adoption of Statement

123(R) cannot be predicted at this time because it will depend significantly on levels of share-based payments granted in the future.

3. Acquisitions

Gnossos

On November 8, 2004, the Company acquired substantially all of the assets of Gnossos Software, Inc. (Gnossos), a provider of software to

manage corporate communications and government relations. The operating results of Gnossos have been included in the accompanying

consolidated financial statements from the date of acquisition. The purchase consideration consisted of $2,500,000 of cash, 87,386

shares of common stock with an estimated fair value of $1.59 per share, 87,386 shares of redeemable common stock with an estimated

fair value of $2.09 per share, and $400,000 payable to the seller in three installments from January 2006 through July 2007. The deferred

payments bear interest at 3.6% and the related liability has been included in notes payable in the accompanying consolidated balance

sheets as of December 31, 2004 and March 31, 2005. The holder of the redeemable common stock may require the Company to

repurchase these shares for an aggregate amount of $200,000 in November 2007. To determine the estimated fair value of the Company’s

common stock issued to the seller, management and the board of directors used a market approach. A market approach uses direct

comparisons to other comparable public enterprises and their equity securities or transactions in their securities to estimate fair value,

and adjusts public enterprise valuations for lower marketability of equity securities of private companies. Management and the board of

directors also considered observable cash transactions in preferred stock issued by the Company, adjusted for differences in relevant

rights associated with the preferred stock when compared to common stock.

The aggregate purchase consideration consisted of the following (dollars in thousands):

Cash paid to seller
$2,500

Common stock
139

Redeemable common stock
183

Deferred payments due to seller
400

Transaction costs
112

$3,334
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The Company has preliminarily allocated the purchase price based upon the estimated fair value of the net assets acquired, as follows

(dollars in thousands):



Customer relationships (amortization period of 4 years)
$3,015

Purchased technology (amortization period of 2 years)
701

Property and equipment
18

Assumed liabilities
(400)

Total
$3,334

The weighted-average amortization period for the intangible assets acquired is 3.6 years.

The unaudited pro forma consolidated results of operations presented below assume that the Gnossos acquisition occurred on January 1,

2003 (dollars in thousands, except per share data):

Year Ended

December 31,

2003 2004

Pro forma revenues
$17,044 $21,480

Pro forma net loss
$(3,822) $(3,794)

Accretion of preferred stock
(1,547) (1,582)

Pro forma net loss attributable to common stockholders
$(5,369) $(5,376)

Pro forma basic and diluted net loss attributable to common stockholders per share
$(0.44) $(0.44)

These pro forma results are not necessarily indicative of future operating results or those that would have occurred had the acquisition

been consummated on January 1, 2003.

PR Solutions

On July 2, 2003, the Company acquired the assets of the PR Solutions product line from the LexisNexis division of Reed Elsevier Inc. The

PR Solutions product line consisted of an in-depth database of journalist and media organization contacts, profiles and pitching tips and

related software, contact directory, and email newsletters. The acquired assets and liabilities primarily consisted of a note receivable, web

site content, intellectual property, and customer contracts and relationships. The purchase consideration consisted solely of contingent

consideration equal to 25% of collected customer revenues for a one-year period ending in July 2004. Payments were due in installments

with the final payment due in October 2004. At the acquisition date, the Company recorded the net assets acquired at their estimated fair

value of approximately $134,000 and recorded a liability to the seller of $134,000. In 2004, the Company paid all of its obligations to the

seller.

Public Affairs Technologies

On January 24, 2003, the Company acquired substantially all of the assets of Public Affairs Technologies (PAT), a provider of software to

manage corporate communications and public relations. The operating results of PAT have been included in the accompanying

consolidated financial statements from the date of acquisition. The purchase consideration consisted of cash and 556,668 shares of

common stock with an estimated fair value of $0.82 per share. To determine the estimated fair value of the Company’s common stock

issued to the seller, management and the board of directors used a market approach. A market approach uses direct comparisons to other

comparable public enterprises and their equity securities or transactions in their securities to estimate fair value, and adjusts public

enterprise valuations for lower marketability of equity securities of private companies. Management and the board of directors also

considered observable cash transactions in preferred stock issued by the Company, adjusted for differences in relevant rights associated

with the preferred stock when compared to common stock.

The aggregate purchase consideration consisted of the following (dollars in thousands):

Cash paid to seller
$1,837

Common stock
457

Transaction costs
77

$2,371
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The Company allocated the purchase price based upon the estimated fair value of the net assets acquired, as follows (dollars in

thousands):

Customer relationships (amortization period of 3 years)
$2,296

Purchased technology (amortization period of 2 years)
725

Covenants not to compete (amortization period of 3 years)
282

Assumed liabilities
(932)

Total
$2,371

The weighted-average amortization period for the intangible assets acquired is 2.7 years.

Because the PAT results of operations for the period from January 1, 2003 to January 23, 2003 were not material, the pro forma

combined results of operations for the year ended December 31, 2003 are not presented. These pro forma combined results of operations

would not differ materially from the historical results of operations.

4. Property and Equipment

Property and equipment consisted of the following (dollars in thousands):

December 31,

March 31,

2003 2004 2005

(Unaudited)

Purchased software, computer and office equipment
$1,073 $1,448 $1,672

Office furniture
233 237 325

Leasehold improvements
353 385 594

Equipment under capital lease obligations
915 911 911

Capitalized software development costs
71 383 1,179

2,645 3,364 4,681

Less accumulated depreciation and amortization
(1,780) (2,152) (2,271)

Property and equipment, net
$865 $1,212 $2,410

5. Intangible Assets

Intangible assets at December 31, 2003 consisted of the following (dollars in thousands):

Gross

Useful Life in Carrying Accumulated Net Carrying

Years Amount Amortization Amount

Customer relationships
3 - 4 $2,530 $(936) $1,594

Purchased technology
2 1,310 (917) 393

Covenants not-to-compete
3 282 (86) 196

Total
$4,122 $(1,939) $2,183

Intangible assets at December 31, 2004 consisted of the following (dollars in thousands):

Gross

Useful Life in Carrying Accumulated Net Carrying

Years Amount Amortization Amount

Customer relationships
3 - 4 $5,545 $(1,817) $3,728

Purchased technology
2 2,011 (1,315) 696

Covenants not-to-compete
3 282 (180) 102



Total
$7,838 $(3,312) $4,526
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Future expected amortization of intangible assets at December 31, 2004 was as follows (dollars in thousands):

2005
$2,007

2006
1,126

2007
760

2008
633

$4,526

6. Debt

Revolving Line of Credit

In November 2003, the Company renewed its $2,000,000 revolving working-capital line of credit. All amounts outstanding under the

revolving line of credit were due and payable in November 2004. The revolving line of credit was collateralized by substantially all of the

Company’s assets. No outstanding borrowings existed on the revolving line of credit as of December 31, 2003.

In November 2004, the Company entered into a Secured Revolving Line of Credit Loan Agreement (the Revolving Loan Agreement) with

a new financial institution that increased its maximum borrowing capacity to $7,000,000. Borrowings bear interest at the bank’s prime

rate (5.25% at December 31, 2004), and interest is payable on a monthly basis. All principal amounts outstanding are due and payable on

October 31, 2007. Borrowings are secured by a call agreement between the financial institution and certain preferred stockholders.

Proceeds from borrowings may be used by the Company for the payment of costs incurred in connection with acquisitions by the

Company or any other purpose that may be approved by the preferred stockholders that are subject to the call agreement. Under the

terms of the call agreement, in the event that the Company is in default under the Revolving Loan Agreement, the preferred stockholders

will be required to make the payments due for any outstanding obligations under the Revolving Loan Agreement. The outstanding

borrowings as of December 31, 2004 and March 31, 2005 were $2,389,000 and $3,214,000, respectively.

Term Loans and Equipment Line of Credit

In November 2002, the Company negotiated an equipment line of credit for $500,000 and a term loan for $258,000 for equipment

purchased under a previous equipment line of credit. Outstanding borrowings under the equipment line of credit converted to term loans

at six-month intervals. Principal payments plus interest were payable monthly over a maximum period of 30 months depending on the

date of the borrowing and asset purchased. The equipment line of credit and term loan bore interest at the prime rate plus 1.0%, and

interest was payable monthly. The equipment line of credit was renewed in November 2003 for $300,000, and all amounts outstanding

under the equipment line of credit in November 2004 were to convert to a term loan. The assets purchased under the equipment line of

credit collateralized the related borrowing. The weighted-average interest rate on the term loans was 4.56% as of December 31, 2003. The

outstanding balance under the term loans as of December 31, 2003 was $263,000. No borrowings existed on the equipment line of credit

as of December 31, 2003.

In November 2004, the Company repaid all outstanding amounts on the previous equipment line of credit and term loans. In November

2004, the Company entered into a Secured Revolving Equipment Line of Credit (the Equipment Line) that provides for borrowings up to

$800,000. Outstanding borrowings under the Equipment Line convert to term loans with principal and interest payments payable

monthly over a maximum period of 36 months depending on the date of the borrowing and asset purchased. Borrowings bear interest at

the bank’s prime rate (5.25% at December 31, 2004), and interest is payable monthly. The Equipment Line is collateralized by

substantially all of the Company’s assets. Future minimum principal payments under the term loan at December 31, 2004 are $101,000

and $85,000 for the years ending December 31, 2005 and 2006, respectively. During March 2005, the Company borrowed an additional

$368,000 under the Equipment Line.
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7. Redeemable Convertible Preferred Stock



In January 2000, the Company issued 5,158,628 shares of Series A Redeemable Convertible Preferred Stock (Series A) at a price of

$0.3877 per share for proceeds of $1,943,000, net of $57,000 of issuance costs.

In October 2000, the Company issued 5,191,594 shares of Series B Redeemable Convertible Preferred Stock (Series B) at a price of

$1.618 per share for proceeds of $8,320,000, net of $80,000 of issuance costs. In June 2001, the Company issued an additional

3,090,235 shares of Series B at a price of $1.618 per share for proceeds of $4,928,000, net of $72,000 of issuance costs. In January 2003,

the Company issued an additional 1,854,144 shares of Series B at a price of $1.618 per share along with warrants to purchase 618,048

shares of Series B for proceeds of $2,974,000, net of $26,000 of issuance costs. In connection with the issuance of Series B, the Board of

Directors authorized the purchase of 618,048 shares of common stock from two executives for a price per share of $1.618. The estimated

fair value of the shares was $0.82 per share and the resulting premium paid for the common stock of $493,000 was recorded as

compensation expense in the year ended December 31, 2003.

In December 2004, the Company issued 2,185,417 shares of Series C Redeemable Convertible Preferred Stock (Series C) at a price of

$2.2879 per share along with warrants to purchase 386,740 shares of common stock for proceeds of $4,975,000, net of $25,000 of

issuance costs. In the event that a preferred stockholder is required to pay any amount under the call agreement (Note 6), the Series C

purchase agreement provides that the Company would issue to the appropriate preferred stockholder that number of additional shares of

Series C equal to the amount paid under the call agreement divided by $2.2879.

The Series A, Series B, and Series C are convertible into common stock at any time at the original purchase price per share at the option of

the holder, or automatically upon the consummation of an underwritten public offering at a price per share of common stock equal to or

exceeding $4.854 and where aggregate proceeds of such an offering are not less than $25,000,000. The conversion price is subject to

adjustment for certain dilutive events. The preferred stock has liquidation preferences over the common stock equal to the greater of two

times the original purchase price for the Series A and Series B and one times for the Series C plus all accrued but unpaid dividends or the

amount of common stock that would be received on an as-converted basis. The holders of the Series A preferred stock are entitled to

receive cumulative dividends equal to 10% per annum of the original issue price per share. The holders of the Series B and Series C

preferred stock are entitled to receive cumulative dividends equal to 8% per annum of the original issue price per share. Upon the

automatic conversion of the preferred shares into shares of common stock, any accrued but unpaid dividends are waived. The preferred

shares have voting rights entitling the holders to the number of votes per share equal to the number of shares of common stock into

which each share of preferred stock is convertible. At any time after six years for the Series A and five years for the Series B and Series C

following issuance, the Company may be required to redeem the Series A, Series B, or Series C, at the request of 60% of the Series A

shareholders or 75% of Series B and Series C shareholders. The Company would be required to redeem the outstanding preferred shares

at a redemption price equal to the original purchase price of the preferred shares plus all accrued and unpaid dividends. As of December

31, 2004, no dividends have been paid to the Series A, Series B, and Series C holders, and cumulative dividends were $992,000,

$4,703,000, and $12,000, respectively.
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The changes in Series A, Series B and Series C are as follows (dollars in thousands):

Series A Series B Series C

Shares Amount Shares Amount Shares Amount

Balance at January 1, 2002
5,158,628 $2,357 8,281,829 $14,294 — $—

Accretion
— 211 — 1,105 — —

Balance at December 31, 2002
5,158,628 2,568 8,281,829 15,399 — —

Issuance of Series B
— — 1,854,144 2,368 — —

Issuance of Series B warrants
— — — 606 — —

Accretion
— 211 — 1,336 — —

Balance at December 31, 2003
5,158,628 2,779 10,135,973 19,709 — —

Issuance of Series C
— — — — 2,185,417 4,577

Accretion
— 213 — 1,355 — 14

Balance at December 31, 2004
5,158,628 2,992 10,135,973 21,064 2,185,417 4,591

Accretion (unaudited)
— 50 — 338 — 120



Balance at March 31, 2005 (unaudited)
5,158,628 $3,042 10,135,973 $21,402 2,185,417 $4,711

8. Warrants

In August 2001, in connection with a line of credit agreement, the Company issued warrants to purchase 38,628 shares of the Company’s

common stock with an exercise price of $1.62 per share. The fair value of these warrants was $21,000, which was recorded as a debt

discount that has been fully amortized as interest expense. The warrants expire in August 2008.

In November 2002, in connection with a line of credit agreement, the Company issued warrants to purchase 40,000 shares of the

Company’s common stock with an exercise price of $0.82 per share. The fair value of these warrants was $24,000, which was recorded as

a debt discount that has been fully amortized as interest expense. The warrants expire in November 2012 and were exercisable upon

issuance.

In January 2003, in connection with the issuance of additional shares of Series B, the Company issued warrants to purchase 618,048

shares of Series B with an exercise price of $1.62 per share. The warrants expire in January 2008 and were exercisable upon issuance. The

proceeds from the sale of the Series B were allocated to the Series B and the warrants based on their estimated relative fair values. The

value allocated to the warrants is included in the Series B balance in the accompanying consolidated balance sheets and was determined

to be $606,000 based upon the Black-Scholes option pricing model with the following assumptions: risk-free interest rate of 4.0%,

expected life of 5 years, volatility of 100% and no dividends.

In December 2004, in connection with the issuance of shares of Series C, the Company issued warrants to purchase 386,740 shares of

common stock with an exercise price of $1.59 per share. The warrants expire in January 2014 and were exercisable upon issuance. The

proceeds from the sale of Series C were allocated to the Series C and the warrants based on their estimated relative fair values. The value

allocated to the warrants was determined to be $398,000 based upon the Black-Scholes option pricing model with the following

assumptions: estimated fair value of the common stock of $1.59 per share, risk-free interest rate of 4.3%, expected life of 9 years,

volatility of 60%, and no dividends.

9. Employee Benefit Plans

Stock Option Plan

The Company adopted the 1999 Stock Option Plan (the Plan) to attract, retain, and reward key individuals who have contributed to the

growth of the Company. These individuals may include employees and directors. The Plan is administered by the Board of Directors,

which has the authority, among other things, to determine which individuals receive awards pursuant to the Plan, and the terms and

option exercise prices of the stock options. In
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addition, from time to time, the Board of Directors may award stock options outside the Plan. At December 31, 2004, 3,776,190 shares of

common stock were reserved for issuance under the Plan. At December 31, 2004, options to purchase 3,300,412 shares were outstanding

and 39,778 shares were available for future grants. In January 2005, the Company increased the number of shares reserved for issuance

under the Plan to 5,276,190. Options granted under the Plan have a 10-year term and generally vest over a 3- or 4-year period.

The following table summarizes the activity of the Plan:

Weighted-Average

Range of Exercise Price Per

Number of Options Exercise Prices Share

Balance at January 1, 2002
3,055,615 $0.10 – 0.82 $0.33

Granted
452,250 0.82 0.82

Exercised
(72,000) 0.10 – 0.82 0.21

Forfeited
(428,653) 0.10 – 0.82 0.74

Balance at December 31, 2002
3,007,212 0.10 – 0.82 0.35

Granted
524,500 0.82 0.82

Exercised
(140,875) 0.10 – 0.82 0.27

Forfeited
(114,500) 0.10 – 0.82 0.73



Balance at December 31, 2003
3,276,337 0.10 – 0.82 0.41

Granted
307,700 0.82 – 1.59 1.19

Exercised
(128,125) 0.10 – 0.82 0.72

Forfeited
(155,500) 0.10 – 1.33 0.91

Balance at December 31, 2004
3,300,412 0.10 – 1.59 0.44

Granted (unaudited)
1,215,000 1.59 1.59

Exercised (unaudited)
(612,025) 0.10 – 0.82 0.16

Forfeited (unaudited)
(93,000) 0.82 – 1.59 0.84

Balance at March 31, 2005 (unaudited)
3,810,387 0.10 – 1.59 0.84

The following details the outstanding options at December 31, 2004:

Options Outstanding Options Exercisable

Weighted-

Average Weighted- Weighted-

Range of Outstanding Remaining Average Exercisable Average

Exercise as of Contractual Exercise as of Exercise

Prices 12/31/2004 Life Price 12/31/2004 Price

$0.00 – 0.50
1,859,500 3.9 $0.10 1,854,500 $0.10

0.51 – 1.00
1,286,712 6.7 0.82 597,410 0.82

1.01 – 1.50
123,000 9.4 1.33 — —

1.51 – 1.59
31,200 10.0 1.59 — —

3,300,412 5.3 0.44 2,451,910 0.28

Options to purchase 2,037,450 and 2,205,668 shares of the Company’s common stock were exercisable at December 31, 2002 and 2003,

respectively, with a weighted-average per share exercise price of $0.15 and $0.22 per share, respectively.

Employee Savings Plan

The Company sponsors a defined-contribution and profit-sharing plan under section 401(k) of the Internal Revenue Code (the Vocus

401(k) plan). The Vocus 401(k) plan provides tax-deferred salary deductions for eligible employees. The Company may make matching

and other discretionary contributions to the Vocus 401(k) plan. Total plan
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expenses for the years ended December 31, 2002, 2003 and 2004 were approximately $8,000, $14,000 and $66,000, respectively.

10. Income Taxes

The Company incurred losses for all periods presented, and accordingly, no income taxes have been provided in the accompanying

consolidated statements of operations. A valuation allowance has been recorded to completely offset the carrying value of the Company’s

net deferred tax asset because of the inability to predict future taxable income. For all periods presented, the net tax provision was

comprised primarily of a deferred tax benefit which was offset by increases in the valuation allowance of the same amount. The tax

provision differed from the expected tax benefit, computed by applying the U.S. Federal statutory rate to the loss before income taxes,

principally due to the effect of increases in the valuation allowance. The Company’s net deferred tax asset consisted of the following

(dollars in thousands):

December 31,

2003 2004

Deferred tax assets (liabilities):

NOLs
$5,439 $6,841

Accrual to cash adjustment
26 —



Allowance for doubtful accounts
107 76

Deferred revenue
1,945 2,028

Depreciation
288 337

Intangible asset amortization
251 630

Accrued expenses
452 223

Other
4 (69)

8,512 10,066

Valuation allowance
(8,512) (10,066)

Net deferred tax asset
$— $—

At December 31, 2004, the Company had net operating loss carryforwards (NOLs) of approximately $17.2 million, substantially all of

which relate to the United States and will expire through 2019. The realization of the benefits of the NOLs is dependent on sufficient

taxable income in future years. The utilization of the NOLs may be limited due to changes in ownership.

11. Commitments and Contingencies

Purchase Commitments

The Company has entered into various content resale arrangements with vendors whereby the vendors license media data and news

content for distribution by the Company. Minimum required payments in future years under these arrangements will be $1,350,000,

$70,000, and $35,000 in 2005, 2006, and 2007, respectively.

Leases

The Company has various noncancelable operating leases, primarily related to real estate, that expire through 2011. Rent expense was

$592,000, $493,000 and $541,000 for the years ended December 31, 2002, 2003, and 2004, respectively. The Company also leases

computer and office equipment under noncancelable capital leases that expire through 2007.

Vocus, Inc. and Subsidiaries
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Future minimum lease payments under noncancelable operating and capital leases at December 31, 2004 are as follows (dollars in

thousands):

Operating Capital

Leases Leases

2005
$638 $16

2006
565 7

2007
363 5

2008
371 —

2009
379 —

2010 and thereafter
550 —

Total future minimum payments
$2,866 28

Less amount representing interest
(2)

Less current portion
(14)

Long-term capital lease obligations
$12

Letter of Credit

The Company has established a letter of credit in favor of its landlord. The letter of credit is collateralized by a $270,000 certificate of

deposit. The certificate of deposit matures in 2011, and the balance plus accrued interest is included in other assets in the accompanying

consolidated balance sheets. As of December 31, 2004, the letter of credit remained outstanding; however, no amounts had been drawn

against it. The letter of credit renews annually through April 2011.



Litigation and Claims

The Company is subject to lawsuits, investigations, and claims arising out of the ordinary course of business, including those related to

commercial transactions, contracts, government regulation, and employment matters. In the opinion of management based on all known

facts, all such matters are without merit or are of such kind, or involve such amounts that would not have a material effect on the financial

position or results of operations of the Company if disposed of unfavorably.

Report of Independent Auditors
link1 "Report of Independent Auditors"

The Board of Directors Gnossos Software, Inc.

We have audited the accompanying balance sheet of Gnossos Software, Inc. as of December 31, 2003, and the related statements of

operations, stockholders’ deficit, and cash flows for the year then ended. These financial statements are the responsibility of the

Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that we

plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. We

were not engaged to perform an audit of the Company’s internal control over financial reporting. Our audit included consideration of

internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the

purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express

no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Gnossos

Software, Inc. as of December 31, 2003, and the results of its operations and its cash flows for the year then ended in conformity with

accounting principles generally accepted in the United States.

/s/ Ernst & Young LLP

Baltimore, Maryland

June 10, 2005

Gnossos Software, Inc.

Balance Sheet as of December 31, 2003

link1 "Balance Sheet"

Balance Sheet

December 31, 2003

(Dollars in thousands, except per share data)

Assets

Current assets:

Cash and cash equivalents
$191

Accounts receivable
210

Total current assets
401

Property and equipment, net
55

Other assets
10

Total assets
$466

Liabilities and stockholders’ deficit

Current liabilities:

Accounts payable and accrued expenses
$204



Note payable
85

Current portion of capital lease obligations
8

Notes payable to stockholder and affiliate
206

Deferred revenue
797

Total current liabilities
1,300

Capital lease obligations, net of current portion
24

Total liabilities
1,324

Stockholders’ deficit:

Common stock, $.01 par value, 1,500 shares authorized, 515 shares issued and outstanding
—

Additional paid-in capital
26

Accumulated deficit
(884)

Total stockholders’ deficit
(858)

Total liabilities and stockholders’ deficit
$466

See accompanying notes.

Gnossos Software, Inc.

Statement of Operations for the year ended December 31, 2003

link1 "Statement of Operations"

Statement of Operations

Year ended December 31, 2003

(Dollars in thousands)

Revenues
$1,610

Cost of revenues
420

Gross profit
1,190

Operating expenses:

Selling, general and administrative
550

Research and development
480

Total operating expenses
1,030

Income from operations
160

Interest expense
28

Net income
$132

See accompanying notes.

Gnossos Software, Inc.

Statement of Stockholders’ Deficit for the year ended December 31, 2003
link1 "Statement of Stockholders’ Deficit"



Statement of Stockholders’ Deficit

Year ended December 31, 2003

Common Shares Additional Total

Paid-In Accumulated Stockholders’

Shares Amount Capital Deficit Deficit

(Dollars in thousands)

Balance at January 1, 2003
515 $— $26 $(1,016) $(990)

Net income
— — — 132 132

Balance at December 31, 2003
515 $— $26 $(884) $(858)

See accompanying notes.

Gnossos Software, Inc.

Statement of Cash Flows for the year ended December 31, 2003
link1 "Statement of Cash Flows"

Statement of Cash Flows

Year ended December 31, 2003

(Dollars in thousands)

Cash flows from operating activities

Net income
$132

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation of property and equipment
38

Changes in operating assets and liabilities:

Accounts receivable
15

Accounts payable and accrued expenses
27

Deferred revenue
(26)

Net cash provided by operating activities
186

Cash flows from investing activities

Purchases of property and equipment
(19)

Net cash used in investing activities
(19)

Cash flows from financing activities

Payments on line of credit
(141)

Proceeds from borrowings under notes payable
151

Payments on notes payable
(91)

Payments on capital lease obligations
(14)

Payments on notes payable to stockholder and affiliate
(20)

Net cash used in financing activities
(115)

Net increase in cash and cash equivalents
52

Cash and cash equivalents at beginning of year
139



Cash and cash equivalents at end of year
$191

Supplemental disclosure of cash flow information

Cash paid for interest
$34

Assets acquired under capital leases
$32

See accompanying notes.

Gnossos Software, Inc.

Notes to Financial Statements
link1 "Notes to Financial Statements"

December 31, 2003

1. Organization and Summary of Significant Accounting Policies

Description of Business

Gnossos Software, Inc. (Gnossos or the Company) is a provider of software to manage corporate communications and government

relations. The Company was incorporated in Delaware in March 1993. On November 8, 2004, the Company sold its operating assets,

including the rights to its software and its customer contracts, to Vocus, Inc. (Vocus) for aggregate consideration of $3.2 million consisting

of cash and common stock of Vocus. In connection with the sale of the Company’s assets, the Company changed its name to Sossong

Software, Inc. in December 2004.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires

management to make certain estimates and assumptions. These estimates and assumptions affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, as well as reported amounts of revenues

and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less when purchased to be cash

equivalents.

Allowance for Doubtful Accounts

Estimates are used to determine the amount of the allowance for doubtful accounts necessary to reduce accounts receivable to its

estimated net realizable value. These estimates are made by analyzing the status of significant past due receivables and by establishing

general provisions for estimated losses by analyzing current and historical bad debt trends. Receivables that are ultimately deemed

uncollectible are charged off as a reduction of receivables and the allowance for doubtful accounts. There was no allowance for doubtful

accounts as of December 31, 2003.

Property and Equipment

Property and equipment are stated at cost. Depreciation is computed using the straight-line method over the estimated useful lives of the

assets, generally three to five years. Assets acquired under capital leases are amortized using the straight-line method over the shorter of

the estimated useful lives of the assets or the terms of the leases. Amortization of assets acquired under capital leases is included in

depreciation expense.

Repairs and maintenance costs are charged to expense as incurred. When assets are retired or otherwise disposed of, the asset and related

allowance for depreciation are eliminated from the accounts and any resulting gain or loss is reflected in income.

Revenue Recognition

The Company’s revenues are derived from the following services: (1) software licensing; (2) maintenance and support; and (3)

implementation services. Software licensing represents the sale of licenses for software, which does not require significant modification or

customization services. Maintenance and support revenues are generated through the sale of maintenance contracts. Implementation



services consist of training and installation services. The Company recognizes revenue in accordance with the American Institute of

Certified Public Accountants Statement of Position (SOP) 97-2, Software Revenue Recognition, as modified by SOP 98-9, Modification of

SOP 97-2 Software Revenue Recognition, with Respect to Certain Transactions.

The Company recognizes revenue when all of the following criteria are met: (1) persuasive evidence of an arrangement exists, (2) delivery

has occurred, (3) the fee is fixed or determinable, and (4) collectibility is probable. For arrangements with multiple elements, revenue must

be allocated to each component of the arrangement based upon vendor-specific objective evidence (VSOE) of its fair value. If VSOE does

not exist for all undelivered elements, all Gnossos Software, Inc.

Notes to Financial Statements (continued)

revenues are deferred until sufficient evidence exists or until such time as the only remaining undelivered element is maintenance, upon

such time revenue is recognized ratably over the maintenance period. The Company’s software license arrangements have generally

included multiple elements consisting of the software license, maintenance and support and implementation services. The Company has

not established VSOE of fair value for maintenance and support and implementation services, therefore, revenues from licenses,

maintenance and support and implementation services that are sold together are recognized ratably over the maintenance and support

contract term, generally one year beginning when the remaining basic criteria were met.

Deferred revenues represent the difference between amounts billed to customers and amounts recognized as revenues.

The Company also derives revenues from professional services sold separately, which include bookkeeping and preparation of Federal

Election Commission reports for political action committees. Revenue from professional services is recognized as the service is provided.

Stock-Based Compensation

The Company accounts for its stock-based compensation using the intrinsic-value method of accounting prescribed by Accounting

Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees. No expense has been recognized related to the

Company’s stock options because exercise prices are at least equal to the underlying common stock’s estimated fair market value on the

grant dates.

Had compensation cost for the Company’s stock-based awards been determined based on the fair value method at the grant dates

consistent with Statement of Financial Accounting Standards (SFAS) No. 123, Accounting for Stock Based Compensation, the Company’s

2003 pro forma net loss would not have been different as all options were fully vested as of January 1, 2003.

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash and cash

equivalents and accounts receivable. The Company maintains its cash balances in accounts with nationally recognized institutions.

Management monitors the creditworthiness of its customers and believes that it has adequately provided for any exposure to potential

credit losses.

Income Taxes

The Company has elected to be taxed under the provisions of Subchapter S of the Internal Revenue Code. Under those provisions, the

Company does not pay federal corporate income taxes on its taxable income. Instead, the stockholders are liable for individual income

taxes on their respective shares of the Company’s taxable income. Accordingly, there is no provision for federal income taxes. The

Company is taxable in a jurisdiction that does not recognize S corporation status. However, the Company has incurred net operating

losses in this jurisdiction and, accordingly no income tax provision has been recorded.

Advertising Costs

The Company expenses advertising costs as incurred. For the year ended December 31, 2003, advertising costs were $45,000.

Gnossos Software, Inc.

Notes to Financial Statements (continued)

2. Property and Equipment

Property and equipment consists of the following (in thousands):

Computer and office equipment
$215

Equipment under capital lease obligations
63

278



Less accumulated depreciation and amortization
(223)

Total
$55

3. Note Payable

In November 1999, the Company entered into a $200,000 line of credit with a financial institution. Borrowings under the line of credit

bore interest at 6.5%, and were due on demand. In 2003, all outstanding amounts were repaid, and the line of credit was terminated.

In October 2002, the Company entered into a secured business loan agreement whereby the Company executed a note payable with a

financial institution in the amount of $179,000. The note bore interest at 8.5% and matured on February 28, 2003. The note was

collateralized by substantially all of the Company’s assets and was personally guaranteed by the Company’s primary stockholder.

In March 2003, the Company repaid all outstanding amounts on this note payable and refinanced the note with the same financial

institution. The Company executed a new secured note payable in the amount of $151,000, which matures on March 20, 2006. The note

bears interest at 8.0%. Principal and interest payments are payable on a monthly basis. The note is collateralized by substantially all of the

Company’s assets and is personally guaranteed by the Company’s primary stockholder.

The Company must maintain compliance with certain financial covenants including minimum income and cash flow requirements and

tangible net worth requirements. The Company was not in compliance with the financial covenants as of December 31, 2003. As such, the

outstanding balance of $85,000 at December 31, 2003 is classified as a current liability. All outstanding amounts were repaid in

November 2004.

4. Notes Payable to Stockholder Affiliate

In July 1993, the Company entered into a promissory note with the Company’s primary stockholder for $46,000. The promissory note

bears interest at 8.0% and is due on demand. The primary stockholder made additional advances to the Company under the terms of the

original promissory note. As of December 31, 2003, the amount due to the primary stockholder was $181,000.

In October 1996, the Company entered into a promissory note with an affiliate of the primary stockholder for $25,000, that accrues

interest at a 6.5% annually and matured in December 2004. As of December 31, 2003, the amount due under the note payable to affiliate

was $25,000.

5. Stock Option Plan

The Company adopted the 1998 Employee Stock Option Plan (the Plan) to attract, retain, and reward key employees who have

contributed to the growth of the Company. The Plan is administered by the Board of Directors, which has the authority, among other

things, to determine which employees are awarded options and stock appreciation rights pursuant to the Plan, and the terms and option

exercise prices of the stock options. In addition, from time to time, the Board of Directors may award stock options outside the Plan. At

December 31, 2003, options to purchase 20.6 shares were outstanding at a weighted-average per share exercise price of $1.00 per share.

The weighted-average remaining contractual life of options outstanding at December 31, 2003 was 4.7 years. The options are exercisable

only upon the occurrence of a major event as defined in the option grant, such as a merger or sale of the Company.

Gnossos Software, Inc.
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6. Commitments and Contingencies

Leases

The Company has various noncancelable operating leases, primarily related to real estate, which expire through 2006. Rent expense

related to these operating leases was $117,000 for the year ended December 31, 2003. The Company also leases computer and office

equipment under noncancelable capital leases that expire in 2007.

Future minimum lease payments under noncancelable operating and capital leases are as follows as of December 31, 2003 (in thousands):

Operating Capital

Leases Leases

2004
$118 $9

2005
121 10

2006
103 10



2007
— 6

Total future minimum payments
$342 35

Less amount representing interest
(3)

Less current portion
(8)

Long-term capital lease obligation
$24

Litigation and Claims

The Company is periodically subject to lawsuits, investigations, and claims arising out of the ordinary course of business. In the opinion

of management, and based on all known facts, all matters are without merit or are of such kind, or involve such amounts, as would not

have a material effect on the financial position or results of operations of the Company if disposed of unfavorably.

Unaudited Pro Forma Consolidated Financial Information
On November 8, 2004, we acquired substantially all of the assets of Gnossos Software, Inc. (Gnossos). The Gnossos results of operations

have been included in our consolidated statement of operations for the year ended December 31, 2004 from the date of acquisition. The

purchase consideration consisted of cash, and shares of common stock. The acquisition of Gnossos was financed, in part, with proceeds of

$2,389,000 from borrowings under our revolving line of credit. The acquisition of Gnossos was accounted for using the purchase method

of accounting. We preliminarily allocated the purchase price based upon the estimated fair value of the net assets acquired as follows

(dollars in thousands):

Customer relationships
$3,015

Purchased technology
701

Property and equipment
18

Assumed liabilities
(400)

Total
$3,334

The unaudited consolidated pro forma statement of operations for the year ended December 31, 2004 gives effect to the Gnossos

acquisition and the related financing as if each had occurred on January 1, 2004. The unaudited pro forma consolidated financial

information is based upon currently available information and assumptions and estimates which we believe are reasonable. These

assumptions and estimates, however, are subject to change. In our opinion, all adjustments have been made that are necessary to fairly

present the pro forma information. The unaudited pro forma consolidated financial information is presented for informational purposes

only and is not indicative of either future results of operations or results that might have been achieved if the transactions had been

consummated as of January 1, 2004. The pro forma consolidated financial information should be read in connection with our historical

consolidated financial statements together with the related notes thereto that are included elsewhere in this prospectus.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

For the year ended December 31, 2004

Gnossos

historical

for the

period

from

January 1, Pro forma

Vocus historical 2004 Acquisition for the

for the year

ended through and related year ended

December 31,

2004

November

8, financing

December

31,

(A) 2004 (A) adjustments 2004

(Dollars in thousands, except per share data)

Revenues
$20,273 $1,207 $— $21,480

Cost of revenues
4,368 345 300 (B) 5,013



Gross profit
15,905 862 (300) 16,467

Operating expenses:

Sales and marketing
11,708 44 — 11,752

Research and development
2,064 328 — 2,392

General and administrative
3,942 480 — 4,422

Amortization of intangible assets
976 — 644 (B) 1,620

Total operating expenses
18,690 852 644 20,186

Income (loss) from operations
(2,785) 10 (944) (3,719)

Other income (expense)
64 (20) (119

)

(C) (75)

Net loss
(2,721) (10) (1,063) (3,794)

Accretion of preferred stock
(1,582) — — (1,582)

Net loss attributable to common stockholders
$(4,303) $(10) $(1,063) $(5,376)

Net loss per common share:

Basic and diluted net loss attributable to common

stockholders per share:
$(0.36) $(0.44)

Basic and diluted weighted average shares outstanding
12,096,941 12,246,405 (D)

Notes to Unaudited Pro Forma Condensed Consolidated Statement of Operations

(A)

On November 8, 2004, we acquired substantially all of the assets of Gnossos. Our results of operations for the year ended December

31, 2004 include the operating results of Gnossos from November 8, 2004 through December 31, 2004.

(B)

Reflects the additional amortization of intangible assets resulting from the allocation of the Gnossos purchase price. The following

table details the intangible assets and the related amortization lives, method, and amounts (dollars in thousands):

Intangible Asset Useful Life Amortization Pro forma

Amount (in Years) Method Adjustment

Purchased technology
$701 2 straight line $300

Customer relationships
$3,015 4 straight line $644

(C)

Reflects the additional interest expense on the indebtedness incurred to finance the acquisition of Gnossos. The adjustment includes

the following (dollars in thousands):

Interest on revolving line of credit (interest rate of 5.25%)
$107

Interest on deferred payments (interest rate of 3.6%)
12

$119

(D)

The pro forma weighted average shares outstanding reflects the issuance of 87,386 shares of common stock and 87,386 shares of

redeemable common stock in connection with our acquisition of Gnossos as if the shares had been issued on January 1, 2004.

A reconciliation of the historical basic and diluted weighted average shares outstanding to the pro forma basic and diluted weighted

average shares outstanding is as follows:

Historical basic and diluted weighted average shares outstanding
12,096,941

Common stock issued in connection with Gnossos acquisition
149,464

Pro forma basic and diluted weighted average shares outstanding
12,246,405

Part Ii

Information Not Required in Prospectus
Item 13. Other Expenses of Issuance and Distribution



The expenses (other than underwriting discounts and commissions and the underwriters’ non-accountable expense allowance) payable in

connection with the sale of the common stock offered in this registration statement are as follows:

Securities and Exchange Commission registration fee
$4,708

NASD filing fee
4,500

Nasdaq entry and application fee
*

Printing and engraving expenses
*

Legal fees and expenses
*

Accounting fees and expenses
*

Blue sky fees and expenses (including legal fees)
*

Transfer agent and registrar fees and expenses
*

Miscellaneous
*

Total
$*

* To be filed by amendment

All expenses are estimated except for the SEC registration fee and the NASD filing fee.

Item 14. Indemnification of Directors and Officers

Section 145 of the Delaware General Corporation Law (the “DGCL”) provides, in effect, that any person made a party to any action by

reason of the fact that he is or was a director, officer, employee or agent of Vocus may and, in certain cases, must be indemnified by Vocus

against, in the case of a non-derivative action, judgments, fines, amounts paid in settlement and reasonable expenses (including attorneys’

fees) incurred by him as a result of such action, and in the case of a derivative action, against expenses (including attorneys’ fees), if in

either type of action he acted in good faith and in a manner he reasonably believed to be in or not opposed to the best interests of Vocus.

This indemnification does not apply, (i) in a derivative action, to matters as to which it is adjudged that the director, officer, employee or

agent is liable to Vocus, unless upon court order it is determined that, despite such adjudication of liability, but in view of all the

circumstances of the case, he is fairly and reasonably entitled to indemnity for expenses, and, (ii) in a non-derivative action, to any

criminal proceeding in which such person had no reasonable cause to believe his conduct was unlawful.

Article VI of the Vocus amended and restated certificate of incorporation provides that no director of Vocus shall be liable to Vocus or its

stockholders for monetary damages for breach of fiduciary duty as a director to the fullest extent permitted by the DGCL.

Article VII of the Vocus amended and restated certificate of incorporation also provides that Vocus shall indemnify to the fullest extent

permitted by Delaware law any and all of its directors and officers, or former directors and officers, or any person who may have served at

the request of Vocus as a director or officer of another corporation, partnership, joint venture, trust or other enterprise.

Reference is made to Section of the underwriting agreement to be filed as Exhibit 1.1 hereto, pursuant to which the underwriters have

agreed to indemnify officers and directors of Vocus against certain liabilities under the Securities Act.

Vocus intends to enter into indemnification agreements with each director and certain officers of Vocus, a form of which will be filed as

Exhibit 10.13 to this registration statement. Pursuant to such agreements, Vocus will be obligated, to the extent permitted by applicable

law, to indemnify such directors and officers against all expenses, judgments, fines and penalties incurred in connection with the defense

or settlement of any actions brought against them by reason of the fact that they were directors or officers of Vocus or assumed certain

responsibilities at the direction of Vocus. Vocus also intends to purchase directors and officers liability insurance in order to limit its

exposure to liability for indemnification of directors and officers.

Item 15. Recent Sales of Unregistered Securities

Except as set forth below, in the three years preceding the filing of this registration statement, the registrant has not issued any securities

that were not registered under the Securities Act.

1. In January 2003, the registrant issued and sold a total of 1,854,144 shares of Series B preferred stock and warrants to purchase

618,048 shares of Series B preferred stock at an exercise price of $1.618 per share to two accredited investors for a total purchase price of

$3,000,005, all of which was paid in cash.

2. In November 2004, the registrant issued and sold a total of 174,772 shares of common stock to an individual in connection with the

registrant’s acquisition of a business.



3. In December 2004, the registrant issued and sold (a) a total of 2,185,417 shares of Series C preferred stock to three accredited investors

for a total purchase price of $5 million, all of which was paid in cash, and (b) warrants to purchase an aggregate of 386,740 shares of

common stock at an exercise price of $1.59 per share.

4. From June 15, 2002 to June 15, 2005, the registrant granted stock options to its employees, directors, consultants and other service

providers under its 1999 Stock Option Plan, pursuant to which the optionees may purchase up to an aggregate of shares of the

registrant’s common stock at exercise prices ranging from $ to $ per share. Of the options granted during this period, options to purchase

a total of shares of common stock have been canceled.

The sale and issuance of these securities were determined to be exempt from registration under the Securities Act in reliance on Section

4(2) of the Securities Act or Regulation D promulgated thereunder, as transactions by an issuer not involving a public offering, where the

purchasers were either accredited or sophisticated and represented their intention to acquire securities for investment purposes only and

not with a view to or for sale in connection with any distribution thereof, and where the purchasers received or had access to adequate

information about us; or in reliance on Rule 701 promulgated thereunder in that the securities were offered and sold either pursuant to

written compensatory benefit plans or pursuant to a written contract relating to compensation.

Item 16. Exhibits and Financial Statement Schedules

(a) Exhibits.

1 .1 Form of Underwriting Agreement. *

3 .1 Fourth Amended and Restated Certificate of Incorporation.

3 .2

Form of Fifth Amended and Restated Certificate of Incorporation (to be filed with the Delaware Secretary of State immediately prior

to the closing of the offering covered by this registration statement). *

3 .3 Bylaws.

3 .4

Form of Amended and Restated Bylaws (to be adopted immediately prior to the closing of the offering covered by this registration

statement). *

4 .1 Specimen common stock certificate. *

4 .2

See Exhibits 3.1 through 3.4 for provisions of the Certificate of Incorporation and Bylaws of the Registrant defining the rights of

holders of common stock of the Registrant.

5 .1 Opinion of Greenberg Traurig, LLP. *

10 .1 Warrant to purchase common stock issued to PNC Bank, dated as of August 24, 2001.

10 .2 Warrant to purchase common stock issued to Comerica Bank — California dated as of November 19, 2002.

10 .3 Form of warrant to purchase common stock and schedule of details omitted therefrom.

10 .4 Form of warrant to purchase Series B preferred stock and schedule of details omitted therefrom.

10 .5 1999 Stock Option Plan.

10 .6 Form of Option Agreement under Registrant’s 1999 Stock Option Plan.

10 .7 Form of 2005 Stock Award Plan. *

10 .8 Form of Non-Qualified Stock Option Agreement under Registrant’s 2005 Stock Award Plan. *

10 .9

Third Amended and Restated Registration Rights Agreement among the Registrant and the other parties named therein, dated as of

December 20, 2004.

10 .10 Agreement of Lease, dated December 21, 2000, between MOR FORBES LLLP and the Registrant as amended.

10 .11 Loan Agreement between the Registrant and Mercantile-Safe Deposit and Trust Company, dated as of November 8, 2004.

10 .12

Asset Purchase Agreement, dated as of November 8, 2004, among the Registrant, Vocus GS Holdings LLC, Gnossos Software, Inc. and

Steven Robert Kantor.

10 .13 Form of Indemnification Agreement entered into by the Registrant and each of its executive officers and directors. *
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23 .1 Consent of Ernst & Young LLP.
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(b) Financial Statement Schedules

Schedule II — Valuation and Qualifying Accounts

All other information for which provision is made in the applicable accounting regulations of the Securities and Exchange Commission is

either included in the financial statements or is not required under the related instructions or are inapplicable, and therefore have been

omitted.



Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Vocus, Inc.

We have audited the consolidated financial statements of Vocus, Inc. as of December 31, 2004 and 2003, and for each of the three years in

the period ended December 31, 2004, and have issued our report thereon dated April 15, 2005 (included elsewhere in this registration

statement). Our audits also included the financial statement schedule listed in Item 16(b) of this registration statement. This schedule is

the responsibility of the Company’s management. Our responsibility is to express an opinion based on our audits.

In our opinion, the financial statement schedule referred to above, when considered in relation to the basic financial statements taken as a

whole, presents fairly in all material respects the information set forth therein.

/s/ Ernst & Young LLP

Baltimore, Maryland

April 15, 2005

Vocus, Inc.

Schedule II — Valuation and Qualifying Accounts

(Dollars in thousands)

Balance at

Beginning Charged to Balance at

of Period Expense Deductions End of Period

Allowance for doubtful accounts (deducted from accounts receivable)

Year ended December 31, 2002
$260 $24 $(69 )(1) $215

Year ended December 31, 2003
215 116 (51 )(1) 280

Year ended December 31, 2004
280 (54) (27 )(1) 199

Deferred tax valuation allowance (deducted from net deferred taxes)

Year ended December 31, 2002
$5,798 $775 — $6,573

Year ended December 31, 2003
6,573 1,939 — 8,512

Year ended December 31, 2004
8,512 1,554 — 10,066

(1) Uncollectible accounts written-off, net of recoveries.

Item 17. Undertakings

The undersigned registrant hereby undertakes to provide to the underwriters at the closing specified in the underwriting agreement,

certificates in such denominations and registered in such names as required by the underwriters to permit prompt delivery to each

purchaser.

Insofar as indemnification for liabilities arising under the Act may be permitted to directors, officers and controlling persons of the

registrant pursuant to provisions described in Item 14 above, or otherwise, the registrant has been advised that in the opinion of the

Securities and Exchange Commission such indemnification is against public policy as expressed in the Act and is, therefore,

unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment by the registrant of expenses

incurred or paid by a director, officer or controlling person of the registrant in the successful defense of any action, suit or proceeding) is

asserted by such director, officer or controlling person in connection with the securities being registered, the registrant will, unless in the

opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question

whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final adjudication of such

issue.

The undersigned registrant hereby undertakes that:

(1) For purposes of determining any liability under the Act, the information omitted from the form of prospectus filed as part of this

registration statement in reliance upon Rule 430A and contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1)

or (4) or 497(h) under the Act shall be deemed to be part of this registration statement as of the time it was declared effective.



(2) For the purpose of determining any liability under the Act, 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, the registrant has duly caused this Registration Statement to be signed on its behalf by

the undersigned, thereunto duly authorized, in Lanham, Maryland on June 15, 2005.

VOCUS, INC.

By: /s/ Richard Rudman

Richard Rudman Chief Executive Officer, President and Chairman

Know All Men By These Presents, that each person whose signature appears below constitutes and appoints Richard Rudman and

Stephen Vintz and each of them acting alone, his or her true and lawful attorneys-in-fact and agents, with full power of substitution and

revocation, for him or her and in his or her name, place and stead, in any and all capacities, to sign (i) any and all amendments (including

post-effective amendments) to this registration statement and to file the same with all exhibits thereto, and other documents in

connection therewith and (ii) any registration statement and any and all amendments thereto, relating to the offer covered hereby filed

pursuant to Rule 462(b) under the Securities Act, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and

agents, full power and authority to do and perform each and every act and thing requisite and necessary to be done as fully to all intents

and purposes as he or she might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or his or

their substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act, this registration statement has been signed by the following persons in the capacities

and on the date indicated.

Signature Title Date

/s/ Richard Rudman

Richard Rudman

Chief Executive Officer, President

and Chairman (Principal Executive Officer) June 15, 2005

/s/ Stephen Vintz

Stephen Vintz

Chief Financial Officer and Treasurer

(Principal Financial and Accounting Officer) June 15, 2005

/s/ Robert Lentz

Robert Lentz Chief Technology Officer and Director June 15, 2005

/s/ Michael Bronfein

Michael Bronfein Director June 15, 2005

/s/ Kevin Burns

Kevin Burns Director June 15, 2005

/s/ Gary Golding

Gary Golding Director June 15, 2005

/s/ Ronald Kaiser

Ronald Kaiser Director June 15, 2005

/s/ Richard Moore

Richard Moore Director June 15, 2005
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