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SUMMARY

Because this is a summary it does not contain all the information that may be
important to you. You should read the entire Prospectus carefully before you
decide to purchase our common stock.

Clarus Corporation

We develop, market, and support Web-based electronic commerce applications and
client/server financial and human resources applications. Our applications

enable organizations to gain control of their operational resources and reduce

the total cost of ownership by minimizing the time, costs, and risks associated

with implementing, changing, and upgrading the applications. Almost all of our
products are sold as applications suites. On occasion, we will sell individual
applications to our existing customers.

Our Clarus(TM) Commerce line of products leverages Web technology to connect
large populations of employees, management, and suppliers in continuous
planning, monitoring, and control of resources.

Our Clarus(TM) line of products are based on a flexible, open architecture

called Active Architecture(R) which allows for seamless, rapid changes and
upgrades without modifying the source code. Our software provides organizations
with the broad functionality of custom-designed applications without the high
total cost of ownership traditionally associated with such applications. By
providing broad functionality, a flexible open architecture, and minimized
implementation and modification time, we address the needs of a wide range of
organizations while giving end users more control of their work environment.

We offer Web-commerce solutions and applications that allow companies to
proactively manage their business resources. Our solutions are designed to
provide a closed-loop management process enabling companies to plan, control,
and analyze their operational, financial, and human resources in a real-time
manner. Our solutions are designed to provide open enterprise integration by
employing a message-based integration layer between our operational resource
systems, our budgeting and planning systems, our analysis and control systems,
and traditional enterprise resource planning solutions, including that of other



enterprise resource planning vendors. Our solutions are also designed with
Clarus View, a personalized real-time view of the business operating
environment that facilitates proactive control.

Our Clarus(TM) product line also includes a full suite of financial and human
resource applications and a growing suite of corporate service applications.

These applications cover the full range of financial and accounting functions,
including general accounting, expense accounting, revenue accounting and human
resources. We license a series of modules, our Graphical Architects(R), that

are designed to extend, enhance, integrate and change the look and feel of our
core applications. Through a visual point-and-click interface, the Graphical
Architects(R) modules allow users to personalize and configure our applications
without any source code programming.

We have recently introduced our growing suite of Corporate Service
Applications, including Clarus(TM) HRPoint(TM), Clarus(TM) Budget, Clarus(TM)
OLAP and Clarus(TM) E-Procurement. In

addition, we provide dedicated implementation services as an integral part of
our solution, and believe that these services result in a high level of
customer satisfaction, strong customer references and long relationships. We
provide ongoing support services to assist customers in maintaining and
updating their systems, training their employees and adding functionality as
the customers' businesses grow and their requirements change.

Our objective is to become a leading provider of Web-commerce financial and
human resources and corporate service applications to non-industrial
organizations. The key elements of our strategy are:

. to expand our Web-based commerce applications;

. to extend our technology leadership;

. to leverage our expertise in financial and human resource applications;
. to capitalize on middle market opportunities;

. to leverage our installed customer base; and

. to expand our sales and marketing channels.

We license our products and services primarily through a direct sales force in
the United States and Canada. We focus our sales and marketing efforts on value
buyers in mid-sized non-industrial organizations, including divisions of larger
companies, which represent the fastest growing segment of the financial
applications market. Since we started our business we have had more than 275
customers, including leading organizations such as National Railroad Passenger
Corporation, Blue Cross and Blue Shield of Alabama, Chartwell Re Holdings
Corporation, First Data Corporation, Land's End, Inc., T. Rowe Price
Associates, Inc., Shaw Industries, Inc., and Toronto-Dominion Bank.

We were incorporated in Delaware in 1991. On May 26, 1998, we completed an
initial public offering of our common stock and sold 2.5 million shares which
resulted in net proceeds of approximately $22.0 million. On November 6, 1998,
we acquired ELEKOM Corporation in a merger. ELEKOM's business is now operated
in our subsidiary, Clarus CSA, Inc. Unless the context otherwise requires,
references in this Prospectus to "us or we" refer to Clarus Corporation and our
wholly-owned consolidated subsidiaries: Clarus Professional Services, L.L.C.,
SQL Financials Europe, Inc. and Clarus CSA, Inc. Clarus Professional Services,
L.L.C. includes the operations through which we provide dedicated
implementation services. We plan to merge these operations into Clarus
Corporation in the second quarter of 1999. SQL Financials Europe, Inc. has no
operations.

The Offering

Our stockholders are offering a total of 522,395 shares of our common stock for
sale. We will not receive any of the proceeds from the sale of these shares of
common stock. You should read the Risk Factors section, beginning on page 5, as
well as the other cautionary statements throughout the entire Prospectus to

ensure you understand the risks associated with an investment in our common
stock before purchasing any shares.



Summary Consolidated Financial Data
(In thousands, except per share data)

We are providing the following financial information to aid you in your
analysis of our financial condition. We derived this information from audited
financial statements for 1994 through 1998.

<TABLE>
<CAPTION>
Year Ended December 31,

1994 1995 1996 1997 1998
<S> <C> <C> <C> <C> <C>
Statement of Operations Data:
Total revenues.................. $3,821 $8,190 $13,056 $25,988 $ 41,640
Operating income (loss)......... (5,157) (7,987) (7,658) (3,358) (11,078)
Net income (10SS)............... (5,140) (8,049) (7,879) (4,110) (10,702)
Income (loss) per common share:
BasiC....ccverieinieinne (5.65) (6.19) (5.74) (2.97) (1.70)
Diluted......cccovreruenenene (5.65) (6.19) (5.74) (2.97) (1.70)
Weighted average common shares
outstanding:
BasiC....ccccovereennnnen 910 1,300 1,373 1,386 6,311
Diluted......ccccooevveuennee 910 1,300 1,373 1,386 6,311
</TABLE>
<TABLE>
<CAPTION>

At
December 31,
1998

<S> <C>
Balance Sheet Data:
Cash and cash equivalents...........c.coceeceevierieninnenennnne $14,799
Working capital..........coooooiiiiiiiiiiineiecee 9,001
Total @SSEtS.....cvveeveeerieeeereeeieeeeee e 40,082
Long-term debt, net of current portion.............cccceueeenee. 245
Total stockholders' equity........ccceovevverrerereieieeenene. 22,111
</TABLE>

Forward-Looking Statement

This Prospectus contains certain forward-looking statements, as defined in the
Private Securities Litigation Reform Act of 1995, including or related to our
future results including certain projections and business trends.

These and other statements, which are not historical facts, are based largely

on current expectations and assumptions of management and are subject to a
number of risks and uncertainties that could cause actual results to differ
materially from those contemplated by such forward-looking statements. These
risks and uncertainties include, among others, the risks and uncertainties
described in "Risk Factors" beginning on page 5 herein. Assumptions related to
forward-looking statements include that we will continue to price and market
our products competitively; that competitive conditions within our markets will
not change materially or adversely; that the demand for our products will
remain strong; and that we will retain key personnel.

Assumptions relating to forward-looking statements involve judgments with
respect to, among other things, future economic, competitive and market
conditions and future business decisions, all of which are difficult or

impossible to predict accurately and many of which are beyond our control. When
used in this Prospectus, the words "estimate," "project," "intend," and

"expect" and similar expressions are intended to identify forward-looking
statements. Although we believe that assumptions underlying the forward-looking
statements are reasonable, any of the assumptions could prove inaccurate and,



therefore, there can be no assurance that the results contemplated in the
forward-looking information will be realized. Management decisions are
subjective in many respects and susceptible to interpretations and periodic
revisions based on actual experience and business developments, the impact of
which may cause us to alter our business strategy or capital expenditure plans
which may, in turn, affect our results of operations. In light of the

significant uncertainties inherent in the forward-looking information included
herein, the inclusion of such information should not be regarded as our
representation that any strategy, objectives or other plans will be achieved.
The forward-looking statements contained in this Prospectus speak only as of
the date of this Prospectus as stated on the front cover, and we do not have
any obligation to publicly update or revise any of these forward-looking
statements.

Trademarks

Active Architecture(R), Graphical Architects(R), World Class Applications . . .
Breakthrough in Time(R) and ELEKOM(R) are our trademarks registered with the
U.S. Patent and Trademark Office. Data Exchange/Graphical Architect(TM),
Solution/Graphical Architect(TM), Workload/Graphical Architect(TM),
Workflow/Graphical Architect(TM), Business Controls/Graphical Architect(TM),
and Clarus(TM) are our trademarks. All other trademarks and registered
trademarks used in this Prospectus are the property of their respective owners.
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RISK FACTORS

In addition to the other information in this Prospectus, you should consider
carefully the following risk factors.

History of Operating Losses

We have incurred significant net losses in each year since our formation. As of
December 31, 1998, we had an accumulated deficit of approximately $38.7
million. These losses have occurred, in part, because of the substantial costs

we incurred to develop our products, expand our product research, and hire and
train our direct sales force. Although we have achieved revenue growth and
recent profitability for the quarters ended September 30, 1997, December 31,
1997, June 30, 1998, and September 30, 1998, we may not be able to generate the
substantial additional growth in revenues that will be necessary to sustain
profitability.

Uncertainty of Future Operating Results; Impact of Year 2000 Issues

Future spending for software applications in general and for our applications

is uncertain due to the approach of the Year 2000. Many industry experts have
predicted that software sales may decline in 1999 due to customer concerns over
the Year 2000 issue and the time remaining to implement system replacements.
Recently a number of vendors have warned of slowing market conditions, which we
began to experience during the fourth quarter of 1998, and continue to
experience in the first quarter of 1999. Because this issue is unprecedented,

we cannot forecast the expected impact of the Year 2000 issue on our quarterly
revenue. However, if the anticipated decline in demand continues, as is
expected through 1999, our operations may be adversely affected. Additionally,
should the market for our products further decline, our revenue may not be
sufficient to maintain the infrastructure and number of employees which have
resulted from prior growth.

Revenues from our financial and human resources applications accounted for a
substantial portion of revenue during 1998, and are expected to continue to
account for a substantial portion of our product revenues for the foreseeable
future. Therefore, any factor, including the Year 2000 issue, adversely
affecting sales or pricing levels of these applications will have a material
adverse effect on our business, results of operations, and financial condition.
Other factors that may affect market acceptance include the availability and
price of competing products and technologies and the success of our sales
efforts.

Our future performance will also depend in part on whether we are successful in
developing, introducing, and gaining market acceptance of new and enhanced
products, including the Clarus Commerce suite of products. Our new or enhanced
products may not be successfully developed, introduced, or marketed. The



failure to do so would have a material adverse effect on our business, results

of operations and financial condition. In pursuing a strategy of

diversification, on November 6, 1998, we acquired ELEKOM and its electronic
procurement product. ELEKOM was a development stage enterprise that had a
limited operating history upon which an evaluation of its business and

prospects could be based. Prior to the merger, ELEKOM had generated minimal
operating revenues, had incurred significant losses, and had experienced
substantial negative cash flow from operations.

Our prospect of success with the ELEKOM products must be considered in light of
the considerable risks, expenses, and difficulties frequently encountered by
companies in their early stage of development, particularly technology-based
companies operating in unproven markets with unproven
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products. We expect to incur substantial additional costs to complete the
development of the Clarus(TM) Commerce suite of products, including the Clarus
E-Procurement product, to integrate the ELEKOM Procurement software in its
existing stage of development with our Clarus Purchasing Control module, and to
market and support this product. Our investments in ELEKOM's products and
technologies may not achieve the desired returns.

Limited Period of Public Trading; Volatility of Stock Price

Prior to May 1998, there was no public market for the shares of our common
stock. An active public market for the shares of our common stock may not be
sustained. The market price of the shares of common stock has been and may
continue to be highly volatile. The market price could be subject to wide
fluctuations in response to variations in results of operations, announcements
of technological innovations of our new products or new products of our
competitors, changes in our financial estimates, changes in financial estimates
by securities analysts or other events or factors. In addition, the financial
markets have experienced significant price and volume fluctuations that have
particularly affected the market prices of equity securities of many high
technology companies. These fluctuations often have been unrelated to the
operating performance of such companies or have resulted from the failure of
the operating results of such companies to meet market expectations in a
particular quarter. Additionally, broad market fluctuations or any failure of
our operating results in a particular quarter to meet market expectations may
adversely affect the market price of the shares of our common stock.

In the past, following periods of volatility in the market price of a company's
securities, securities class action litigation has often been instituted

against such a company. Any securities litigation involving us could result in
substantial costs and a diversion of management's attention and resources. The
market price of our common stock has declined and has been highly volatile
since our initial public offering in May 1998.

Financial Impact of Merger

Our results of operations were negatively impacted by the accounting treatment
for the acquisition of ELEKOM. We recognized a write-off of acquired in-process
research and development of approximately $10.5 million and will amortize the
remainder of approximately $6.9 million over a period ranging from three months
to ten years. Such amortization will adversely affect our results of operations
through 2008. The amounts allocated under purchase accounting to developed
technology and in-process research and development in the merger involve
valuations utilizing estimations of future revenues, expenses, operating

profit, and cash flows. The actual revenues, expenses, operating profit, and

cash flows from the acquired technology recognized in the future may vary
materially from such estimates. If the in-process research and development
product is not successfully developed, our sales and profitability may be
adversely affected in future periods. Additionally, the value of other

intangible assets acquired may become impaired. We expect to begin to benefit
from the purchased in-process technology in the second quarter of 1999.

Fluctuations in Quarterly Operating Results
We have experienced, and expect to continue to experience, significant

fluctuations in quarterly operating results caused by many factors, including,
but not limited to:



. changes in the demand for our products;
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. the timing, composition, and size of orders from our customers;
. lengthy sales cycles;

. spending patterns and budgetary resources of our customers;

. our success in generating new customers;

. a general economic downturn caused by the Year 2000 impact;
. introductions or enhancements of our products;

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

. our ability to anticipate and effectively adapt to developing markets
and rapidly changing technologies;

. our ability to attract, retain and motivate qualified personnel;
. changes in the mix of products sold;

. the publication of opinions or reports about us and our products, or our
competitors and their products, by industry analysts, or others; and

. changes in general economic conditions.

The loss of a large sale, or the deferral of a large sale to a subsequent

quarter, could have a material adverse effect on current quarter operating

results and could cause significant fluctuations in revenues and earnings from
quarter to quarter. Additionally, because we derive a smaller percentage of our
revenues from maintenance contracts than many software companies with a longer
history of operations, we do not have a significant ongoing revenue stream that
may tend to mitigate quarterly fluctuations in operating results.

We also have experienced, and expect to experience, a high degree of
seasonality, and in recent years have recognized proportionately greater
percentage of our total revenues in the fourth quarter than in any other

quarter during such year. Fourth quarter revenues in 1996, 1997, and 1998 were
33.6%, 32.5% and 26.3%, of total revenues for those years. As a result of this
seasonality, we may experience reduced net income, or net losses.

Consistent with software industry practice, we typically ship our software
promptly following receipt of a firm order. We operate with minimal backlog. As
a result, quarterly sales and operating results depend generally on the volume
and timing of orders within the quarter, the tendency of sales to occur late in
fiscal quarters, and our ability to fill orders received within the quarter,

all of which are difficult to forecast and manage. Our expense levels are based

in part on our expectations of future orders and sales. A substantial portion

of our operating expenses are related to personnel, facilities, and sales and
marketing programs. This level of spending for such expenses cannot be adjusted
quickly and is; therefore, relatively fixed in the near term. Accordingly, any
significant shortfall in demand for our products in relation to our

expectations would have an immediate and material adverse financial effect on
us.

Due to all of these factors, we believe that our quarterly operating results

are likely to vary significantly in the future. Therefore, our results of
operations may fall below the expectations of securities analysts and

investors. In such event, or in the event that such result is perceived by

market analysts to have occurred, the trading price of our common stock would
likely be materially adversely affected.
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Limited Experience, and Risks Associated, with Internet Commerce



The success of our Clarus Commerce suite of Internet-based computer software
applications, including Clarus E-Procurement, depends upon the development and
expansion of the market for Internet-based software applications, in particular
electronic commerce applications. This market is new and rapidly evolving. The
acceptance of electronic commerce generally, and the Internet specifically, as

a forum for corporate procurement is uncertain and subject to a number of

risks. Many significant issues relating to such use of the Internet (including
security, reliability, cost, ease of use, quality of service, and government
regulation) remain unresolved and could delay or prevent the necessary growth
of the Internet. If widespread use of the Internet for commercial transactions
does not develop or if the Internet otherwise does not develop as an effective
forum for corporate procurement, the success of Clarus E-Procurement and other
Clarus Commerce products would be materially adversely affected, as well as,
potentially, our overall business, operating results, and financial condition.

The adoption of the Internet for corporate procurement and other commercial
transactions requires acceptance of new ways of transacting business. In
particular, enterprises with established patterns of purchasing goods and
services that have already invested substantial resources in other means of
conducting business and exchanging information may be particularly reluctant to
adopt a new strategy that may make some of their existing personnel and
infrastructure obsolete. Also, the security and privacy concerns of existing

and potential users of Internet-based products and services may impede the
growth of online business generally and the market's acceptance of our products
and services in particular. A functioning market for such products may not
emerge or be sustainable. If the market for Internet-based packaged procurement
applications fails to develop or develops more slowly than we anticipate, or if
Clarus E-Procurement and any other Internet-based products developed by us do
not achieve market acceptance, our business, operating results, and financial
condition could be materially adversely affected.

Dependence on Direct Sales Model

To date, we have sold our products exclusively through our direct sales force.
We intend to continue to differentiate ourselves from many of our competitors
by relying principally on our direct sales model. As a consequence of this
strategy, our ability to achieve significant revenue growth in the future will
depend in large part on our success in recruiting, training, and retaining
additional direct sales and consulting personnel and on the continuing success
of the direct sales force. Our financial success will depend in large part on

the ability of our direct sales force to increase sales to levels necessary to
sustain profitability. In order to increase sales, we must hire, train, and

deploy a continually increasing staff of competent sales personnel. We believe
that there is a shortage of, and significant competition for, direct sales
personnel with the advanced sales skills and technological knowledge necessary
to sell our products. Our inability to hire, or failure to retain, competent

sales persons would have a material adverse effect on our business, results of
operations, and financial condition.

In addition, by relying primarily on a direct sales force model, we may fail to
leverage the additional sales capabilities that might be available through
other sales distribution channels. This may place us at a disadvantage with
respect to our competition. In the future, we intend to develop indirect
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distribution channels through third-party distribution arrangements. We may not
be successful in establishing third-party distribution arrangements. Any
expansion of our indirect distribution channels may not result in increased
revenues.

Reliance on Third-Party Software

We maintain nonexclusive license agreements with Microsoft Corporation, Oracle,
and Sybase, Inc. that allow us to integrate our products with relational

database management systems provided by these companies. If our customers
experience significant problems with these database management systems and such
problems are not corrected by the database system provider, there can be no
assurance that our customers will be able to continue to use our products.
Additionally, our inability, if any, to maintain upward compatibility with a

new database management system release could impact the ability of our
customers to use our products.



We maintain a nonexclusive license agreement with Centura Corporation that
allows us to use their software development tools and operating environment.
Centura has announced that it does not intend to further enhance its

development technology, which is one of the primary technologies used to create
our financial and human resources applications. This will require us to spend
significant amounts of time and money over the next few years to re-architect
these applications. Re-architecting the applications will divert resources from
the development of new and enhanced products and other business requirements.
However, the failure to re-architect these products to a different development
language could result in our inability to continue to market these products,
resulting in a substantial loss of revenue, which would materially and

adversely affect our business, financial condition, and results of operations.
Also, the customer's inability to use our products would affect customer's
renewal of software maintenance for such products, which would have a material
adverse effect on our business, results of operations, and financial condition.

We rely on nonexclusive license agreements with Hyperion Solutions Corporation,
Centura, FRx Software Corporation, and others for third-party software that we
distribute. The loss of, or inability to maintain, any of these software

licenses would result in delays or reductions in product shipments until
equivalent software could be identified, licensed, or developed. Any such
delays could have a material adverse effect on our business, operating results,
and financial condition. Further, in some instances, we only receive object
code from our licensors, causing us to be reliant on software support services
from third parties. If these third parties fail to satisfy their maintenance
obligations to us, then we would likely fail to satisfy our software support
obligations to our customers. Any such failure would have a material adverse
effect on our business, results of operations, and financial condition.

We have also entered into agreements with various other third-party licensors
for products which are used as tools with our products, which are licensed as
complementary products to our products, or which are integrated with and
enhance the operation of our products. These agreements contain customary
warranty, software maintenance, and infringement indemnification terms for the
third-party software that we distribute. In most cases, we are dependent upon
the third party to maintain, support, update, and enhance their products. The
failure of any third party to do so or the loss or inability to maintain any of
these software licenses could result in delays or reductions in product
shipments until equivalent software could be identified, licensed, or
developed. Any such delays could have a material adverse effect on our
business, operating results, and financial condition.

The expiration or termination of any such licenses or the failure of any of

these third-party licensors to adequately maintain, support, or update their
products could delay the shipment of certain of our products while we seek to
implement software offered by alternative sources. Any required replacement
licenses could prove costly. While it may be necessary or desirable in the

future to obtain licenses of alternative or new products relating to one or

more of our products, or relating to current or future technologies, there can

be no assurance that we will be able to do so on commercially reasonable terms,
or at all.

Competition

The market for Internet procurement applications, such as Clarus E-Procurement
and electronic commerce technology generally, is rapidly evolving and intensely
competitive. Clarus E-Procurement is designed to compete with prepackaged
electronic commerce software, software tools for developing electronic commerce
applications, system integrators, and business application software. In

addition, potential customers may elect to develop their own electronic

commerce solutions.

We will face competition from other electronic procurement providers such as
ARIBA, Commerce One, TRADE'ex, Intelisys, and Trilogy. We will also face
competition from larger corporations, such as Netscape and Harbinger, who have
entered the electronic procurement market. In addition, we believe we will
experience increased competition from travel and expense software companies,
such as Extensity, Captura, and Concur (formerly Portable Software),which



acquired 7Software, a direct competitor. We also anticipate increased
competition from some of the larger enterprise resource planning software
vendors, such as SAP, with its Business-to-Business Procurement solution. Other
potential competitors in this category include Oracle, PeopleSoft, and Baan.
Other companies who have a stated interest in electronic procurement include
Microsoft Corporation, IBM, Aspect Development, and Requisite Technologies.

The market for financial and human resources applications is intensely and
increasingly competitive. Our applications are designed for use in

client/server environments utilizing Windows NT and Unix servers. Principal
competitors that offer products that run on Windows NT or Unix servers in
client/server environments include PeopleSoft, Oracle, and Lawson. In 1997,
J.D. Edwards & Company introduced financial applications for use on Windows NT
or Unix servers in competition with us. We also face indirect competition from
companies that sell financial software applications for use mainly on
proprietary mid-range computing systems, from suppliers of custom-developed
financial applications software systems, from the consulting groups of major
accounting firms, and from the IT departments of potential customers that
choose to develop systems internally.

The majority of our principal current and potential competitors have
significantly greater financial, technical, and marketing resources and name
recognition than we do. In addition, because of relatively low barriers to

entry and relatively high availability of capital in today's markets, we

believe that new competitors will emerge in our markets. We anticipate that we
may face pricing pressures and that one or more companies in our markets may
face financial failure. In the past, a number of software markets have become
dominated by one or a small number of suppliers, and a small number of
suppliers or even a single supplier may dominate our markets. If we do not
offer products that continue to achieve success in their respective markets in
the short term, we could suffer a loss in market share and brand name
acceptance. Moreover, any material reduction in the
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price of our products would negatively affect margins as a percentage of net
revenues and would require us to increase sales or reduce costs to maintain or
increase net income. The occurrence of any of the foregoing would result in a
material adverse effect on our business, results of operations, and financial
condition. We may not compete effectively with current and future competitors.

Rapid Technological Change; Risks Associated with New Products and Product
Enhancements

The market for financial, human resources, and Web-commerce applications is
characterized by rapid technological change, frequent introductions of new and
enhanced products, changes in customer demands, and evolving industry and
financial accounting standards and practices. The introduction of products
embodying new technologies and functionality can render existing products
obsolete and unmarketable. As a result, our future success will depend, in

part, upon our ability to continue to enhance our existing products and develop
and introduce new products that keep pace with technological developments, and
satisfy customer requirements and preferences, while remaining price
competitive and achieving market acceptance. We may not identify new product
opportunities and develop and bring new products to the market in a timely and
cost-effective manner. Products, capabilities, or technologies developed by
others may render our products or technologies obsolete or noncompetitive or
shorten life cycles of our products. In particular, Clarus E-Procurement has a
limited product implementation history. Clarus E-Procurement may not be
successfully and efficiently developed and marketed. In addition to the

potential acquisition of other applications or technologies in the future, we
intend to continue to address product development and enhancement initiatives
through our internal research and development staff and through the licensing
of third-party technologies.

Risk of Limited Life Cycle of Versions of Products

Because of these potentially rapid changes in the financial, human resources,
and Web-commerce applications markets, the life cycle of our technology is
difficult to estimate. Our future success will depend upon our ability to

address the increasingly sophisticated needs of our customers by developing and
introducing enhancements to our products and technologies on a timely basis



that keep pace with technological developments, emerging industry standards,

and customer requirements. We may not be successful in developing and marketing
enhancements to existing products or in developing new products that respond to
technological changes, evolving industry or accounting standards or practices,

or customer requirements. Our failure to successfully develop and bring new or
enhanced products to market that offer advanced technology and functionality
adequate to compete with other available products could have a material adverse
effect on our business, results of operations, and financial condition.

Risk of Inability to Manage Growth

We have experienced significant growth in our sales and operations and in the
complexity of our products and product distribution channels. We increased our
sales by approximately 407% from approximately $8.2 million during 1995 to
approximately $41.6 million during 1998. We increased the number of our
employees from 105 on December 31, 1995, to 343 on March 1, 1999. Our prior
growth, coupled with the rapid evolution of our markets, has placed, and is
likely to continue to place, significant strains on our administrative,

operational, and financial resources and increase
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demands on our internal systems, procedures, and controls. Additionally, should
the market for our products further decline, our revenue may not be sufficient

to maintain the infrastructure and number of employees which have resulted from
prior growth. If we are unable to manage future growth effectively, our

business, results of operations, and financial condition could be materially
adversely affected.

Dependence on Key Personnel

Our performance is substantially dependent on the performance of our key
management, sales, support, and technical personnel, substantially all of whom
are employed at will and are not bound by employment agreements to continue in
our employ. The loss of the services of any of such personnel could have a
material adverse effect on our business, results of operations, and financial
condition. We do not maintain key person life insurance policies on any of our
employees or consultants.

Ability to Hire and Retain Personnel

In completing the development of Clarus E-Procurement and the Clarus Commerce
suite of products, we anticipate that we will rely heavily on the efforts of a

number of former employees of ELEKOM, who are now employees of Clarus CSA.
Substantially all of these employees are employed at will and can terminate

their services to Clarus CSA at any time. The failure to employ and retain the
necessary personnel from ELEKOM could have a material adverse effect upon the
development of the Clarus Commerce suite, including Clarus E-Procurement, and
potentially, upon our overall business, financial condition, and results of
operations.

Our success also is highly dependent on our continuing ability to identify,
hire, train, motivate, and retain highly qualified management, technical, and
sales and marketing personnel. Competition for such personnel is intense. We
believe that there is a shortage of qualified personnel with the skills

required to manage, develop, sell, and market financial, human resources, and
Web-commerce applications and enhancements in today's highly competitive
environment. Accordingly, there can be no assurance that we will be able to
attract, assimilate, or retain highly qualified personnel. Our inability to

attract and retain the necessary personnel would have a material adverse effect
on our business, results of operations, and financial condition.

Risk of Performance Degradation of Clarus E-Procurement in High Volume
Environments

Clarus E-Procurement was designed for use in environments that include, without
limitation, a large number of users, large amounts of catalog and other data,

and potentially high peak transaction volumes. The product currently operates

as designed in existing customer sites. The final product; however, may not
operate as designed when deployed. Therefore, when deployed, Clarus E-
Procurement and the third-party computer software and hardware on which Clarus
E-Procurement is dependent may not operate as designed. Any failure by Clarus



E-Procurement to adequately perform in a high volume environment could have a
material adverse affect on the market for Clarus E-Procurement and on our
business, results of operations, and financial condition.

Lengthy Sales Cycles

A customer's decision to license and implement our financial, human resources,
and Web-commerce applications presents significant enterprise-wide implications
and involves a substantial commitment
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of the customer's management attention and resources. We believe that the
period between initial customer contact and the customer's purchase commitment
typically ranges from four to seven months for our applications. As companies
achieve Year 2000 compliance, and as our products and competing products become
increasingly sophisticated and complex, sales cycles are likely to increase in

the future. Our future sales cycle could extend beyond current levels as a

result of lengthy evaluation and approval processes that typically accompany
major initiatives or capital expenditures, including delays over which we have
little or no control. The loss of individual orders due to increased sales and
evaluation cycles, or delays in the sale of even a limited number of systems,
could have a material adverse effect on our business, results of operations,

and financial condition and, in particular, could contribute to significant
fluctuations in our operating results on a quarterly basis.

Proprietary Rights and Licensing

Our success depends significantly upon our internally-developed proprietary
intellectual property and intellectual property licensed from others. We rely

on a combination of copyright, trademark, and trade secret laws as well as on
confidentiality procedures and licensing arrangements, to establish and protect
our proprietary rights in our products. We currently have no patents or patent
applications pending, and existing trade secret and copyright laws provide only
limited protection of our proprietary rights. We have registered or applied for
registration for certain copyrights and trademarks. We will continue to
evaluate the registration of additional copyrights and trademarks. Despite our
efforts to protect our products' respective proprietary rights, unauthorized
parties may attempt to copy aspects of our products or to obtain and use
information that we regard as proprietary. Third parties may also independently
develop products similar to our products. In addition, the laws of some foreign
countries do not protect proprietary rights to the same extent as the laws of

the United States.

We enter into license agreements with our customers which give the customer the
non-exclusive right to use the object code version of our products. The license
agreements prohibit the customer from disclosing to third parties or reverse
engineering our products and disclosing our confidential information. In

certain rare circumstances, typically for the earliest releases of our

products, we have granted our customers a source code license, solely for the
customer's internal use.

Although we do not believe that we are infringing the intellectual property
rights of others, claims of infringement are becoming increasingly common as
the software industry matures and expanded legal protections are applied to
software products. Third parties may assert infringement claims against us with
respect to our proprietary technology and intellectual property licensed from
others. Generally, our third-party software licensors indemnify us from claims
of infringement. However, there is no assurance that our licensors will be able
to fully indemnify us for such claims, if at all. Infringement claims against

us could cause product release delays, require us to redesign our products, or
require us to enter into royalty or license agreements, which agreements may
not be available on terms acceptable to us or at all. Furthermore, litigation,
regardless of the outcome, could result in substantial cost to us, divert
management attention, and delay or reduce customer purchases. Any infringement
claim against us could have a material adverse effect on our business, results
of operations, and financial condition.
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Third-Party Patent and Other Intellectual Property Rights



We may receive notice of claims of infringement of third-party patent rights in
the normal course of business. Although we do not believe that our technology
infringes any third-party rights, the cost of defending any such claim,

regardless of its validity, can be substantial and result in significant

expenses and diversion of resources, which could materially and adversely
affect our business and financial condition. One or more of our products may,

in the future, be found to infringe the patent rights of one or more third

parties. Because knowledge of a third party's patent rights is not required for

a determination of patent infringement and because new patents are being issued
by the U.S. Patent and Trademark Office on an ongoing basis, this is an ongoing
risk for us.

In addition to the risk of infringing a third party's patent rights, there is a

risk that our products may infringe upon other intellectual property rights of
third parties (e.g., copyrights, trademarks and trade secrets). We have taken
steps to ensure that our employees and contractors have assigned to us all of
their third parties' rights in and to any of the computer software, inventions,
and other work product created by third parties for or on behalf of us. In
addition, we have taken steps to ensure that they have the proper licenses in
place for the use and distribution of all third-party company software included
in or with our products.

If it is later determined that a third party's patent or other intellectual
property rights apply to a product of ours, there is a material risk that the
revenue from the sale of such product will be significantly reduced or
eliminated as we may have to:

. pay licensing fees or royalties to such third party in order to continue
selling the product;

. incur substantial expense in the modification of the product so that the
third party's patent or other intellectual property rights no longer
apply to such product; or

. stop selling the product.

In addition, if a product is adjudged to be infringing a third party's patent

or other intellectual property rights, then we may be liable to such third
party for actual damages and attorneys' fees. If the infringement of a third
party's patent were found to be willful on our part, then the third party might
be able to recover treble damages plus attorneys' fees and costs.

Risk of Product Defects; Product Liability

As a result of their complexity, software products may contain undetected
errors or failures when first introduced or as new versions are released.
Despite our testing and use by current and potential customers, errors may be
found in new applications after commencement of commercial shipments. If
discovered, we cannot guarantee that we will successfully correct such errors
in a timely manner or at all. We could, in the future, lose revenues as a

result of software errors or other product defects. Our products and future
products are intended for use in applications that may be critical to a
customer's business. As a result, our customers and potential customers might
have a greater sensitivity to product defects than the market for software
generally. The occurrence of errors and failures in our products could result
in the loss of or delay in market acceptance of our applications, and
alleviating such errors and failures could require us to expend significant
capital and other
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resources. The consequences of such errors and failures could have a material
adverse effect on our business, results of operations, and financial condition.

Our financial applications are used by our customers for financial reporting

and analysis, and payroll processing. Accordingly, any design defects, software
errors, misuse of our products, incorrect data from network elements, or other
potential problems within or out of our control that may arise from the use of
our products could result in financial or other damages to our customers.

Clarus E-Procurement is used by our customers for procurement processing and
analysis. Any design defects, software errors, misuse of this product,



incorrect data from network elements, or other potential problems within or out
of our control that may arise from the use of this product could also result in
financial or other damages to our customers.

Although our license agreements with our customers typically contain provisions
designed to limit our exposure to potential claims as well as any liabilities
arising from such claims, such provisions may not effectively protect us
against such claims and the liability and costs associated therewith. We do not
maintain product liability insurance. Accordingly, any such claim could have a
material adverse effect upon our business, results of operations, and financial
condition. We provide warranties for our products after the software is
purchased for the period in which the customer maintains our support of the
product. We generally support only current releases and the immediately prior
releases of our products. Our license agreements generally do not permit
product returns by the customer, and product returns and warranty expense for
1996, 1997, and 1998 represented less than 4.9%, 1.2%, and 2.1% of total
revenues during each respective period. However, product returns may increase
as a percentage of total revenues in future periods.

Year 2000 Compliance

Our applications are designed to be Year 2000 compliant. However, we are in the
process of determining the extent to which third-party licensed software
distributed by and used in our products is Year 2000 compliant, as well as the
impact of any non-compliance on us and our customers. If the relational

database management systems used with our software is not Year 2000 compliant,
our customers will not be able to continue to use our products. We do not
currently believe that the effects of any Year 2000 non-compliance in our
installed base of software will result in a material adverse impact on our

business or financial condition. However, our investigation with respect to
third-party software is in its preliminary stages. We may be exposed to

potential claims resulting from system problems associated with the century
change.

Reliance on Microsoft Technologies

We have entered into partnership and marketing arrangements with Microsoft. Our
products operate with or are based on Microsoft's proprietary products such as:
Windows NT, Visual C++, Foundation Classes, Active X, OLE/COM, SQL Server, and
Visual Basic. We have designed our products and technology to be compatible

with new developments in Microsoft technology. Although we believe that

Microsoft technologies are currently widely utilized by businesses of all

sizes, businesses may not continue to adopt such technologies as anticipated,

may migrate from older Microsoft technologies to newer Microsoft technologies,

or may adopt alternative technologies that we do not support.
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Risks Associated with Government Regulation and Legal Uncertainties

We are not currently subject to direct regulation by any government agency,
other than regulations applicable to businesses generally, and there are
currently few laws or regulations specifically addressing commerce on the
Internet. Due to the increasing use and growth of the Internet; however, it is
possible that such laws and regulations may be adopted covering issues such as
user privacy, pricing, and characteristics and quality of products and

services. The Telecommunications Act of 1996, which was enacted in January
1996, prohibits the transmission over the Internet of certain types of
information and content. The scope and applicability of this statute are
currently unsettled, but the imposition upon us of potential liability for
information carried on or disseminated through our application systems by this
or other laws could require us to reduce our exposure to such liability. This
could require us to make significant expenditures, or to discontinue certain
services. The adoption of any such laws or regulations also could slow the
growth of the Internet, which could in turn adversely affect our business,
operating results, or financial condition. Moreover, the applicability to the
Internet of existing laws governing issues such as property ownership, libel,
and personal privacy is uncertain.

As a result of customer demand, it is possible that Clarus E-Procurement will
be required to incorporate encryption technology, the export of which is
regulated by the United States government. Export regulations, either in their



current form or as they may be subsequently enacted, may limit our ability to
distribute our software outside the United States. Moreover, legislation or
regulation may further limit levels of encryption or authentication technology
that we are able to utilize in our software. Any revocation or modification of
our export authority, unlawful exportation of our software, or adoption of new
legislation or regulation relating to exportation of software and encryption
technology could have a material adverse effect on the prospects for Clarus
E-Procurement and, potentially, on our business, financial condition, and
operating results as a whole.

Risks Associated with Encryption Technology

A significant barrier to commerce involving the Internet is the secure exchange

of valued and confidential information over public networks. It is anticipated

that Clarus E-Procurement will rely on encryption and authentication technology
to provide the security and authentication necessary to render secure the

exchange of valued and confidential information. Advances in computer
capabilities, discoveries in the field of cryptography, or other events or
developments may result in a compromise of any encryption methods employed in
Clarus E-Procurement to protect transaction data. If any compromise of security
were to occur, it could have a material adverse effect on our business,

financial condition, and operating results.

Shares Eligible for Future Sale

The market price for our common stock could drop as a result of sales of a

large number of shares of our common stock in the market or the perception that
such sales could occur. The holders of the stock options granted during the
period of January 1, 1998, through March 31, 1998, whose options have been
fully vested, have entered into lock-up agreements restricting the sale or
transfer of such shares for a four-year period following the date of the

initial public offering. Of these shares, 25% will be released from such
restriction on each anniversary of May 26, 1998. We have filed a
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Registration Statement on Form S-8 that has made eligible for sale
approximately 2.6 million additional shares issuable upon the exercise of stock
options. Of these 2.6 million shares, approximately 284,000 shares are subject
to the four-year lock-up described above.

The former holders of Series A Preferred Stock and Series B Preferred Stock of
ELEKOM and Norman N. Behar have agreed with us not to sell any shares of our
common stock received by them in connection with the merger until August 6,
1999. After that date, approximately 1.4 million additional shares will be

freely tradable, subject to the rules of the Securities and Exchange

Commission.

Potential Issuance of Preferred Stock; Antitakeover Provisions

Our Certificate of Incorporation permits us to issue up to 5.0 million shares

of preferred stock and permits the Board of Directors to fix the rights,
preferences, privileges, and restrictions of such shares without any further

vote or action by our stockholders. Although we have no current plans to issue
new shares of preferred stock, the potential issuance of preferred stock may
have the effect of delaying, deferring, or preventing a change in our control.
The potential issuance may also discourage bids for the common stock at a
premium over the market price of the common stock and may adversely affect the
market price of, and the voting and other rights of the holders of common
stock. Our Board of Directors is divided into three classes, each of which
serves for a staggered three-year term. Such staggered board may make it more
difficult for a third party to gain control of our Board of Directors. In

addition, certain provisions of our corporate charter and by-laws and of
Delaware corporate law may have an anti-takeover effect and may discourage
takeover attempts not first approved by the Board of Directors including
takeovers which stockholders may deem to be in their best interest.
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USE OF PROCEEDS



We will not receive any proceeds from the sale of the shares of common stock
offered by the selling stockholders.

SELLING STOCKHOLDERS

The following table sets forth certain information regarding the beneficial
ownership of our common stock by each selling stockholder.

<TABLE>
<CAPTION>
Beneficial Ownership Beneficial Ownership
Prior to Offering(1) After Offering(1)
Percent of Percent of

Number of Shares Common Shares to be Number of Shares Common
Name and Address  of Common Stock  Stock Sold of Common Stock Stock

<S> <C> <C> <C> <C> <C>
Roy Armitage............ 1,005 * 1,005 -- -%
1377 Lake James Drive
Virginia Beach, VA
2364
Judith Bassoul.......... 600 * 600 - -

5265 Linnadine Way
Norcross, Georgia
30092
Scott J. Brady.......... 104,350 * 89,100 15,250 *
6154 Poplar Bluff
Circle
Norcross, Georgia
30092
Michael P. Caffyn....... 1,005 * 1,005 - --
2201 Bierce Drive
Virginia Beach, VA
23454
Gerald E. Cassidy....... 1,740 * 1,740 - --
135 Bittersweet Drive
Hershey, Pennsylvania
17033
Gregory M. Corley....... 390 * 390 -- --
83 Waddell Street.,
N.E.
Atlanta, Georgia 30307
Mary B. Flock........... 75 * 75 -- --
1511 S.W. Park Avenue,
#1303
Portland, OR 97201
Jeffrey A. Fourman...... 1,680 * 1,680 -- -
1212 N. Grove
Oak Park, IL 60302

Robert J. Fousch, Jr ... 45 * 45 -- -
4617 Howell Farms
Drive
Acworth, Georgia 30101
Wesley C. Hewatt........ 45 * 45 -- --
5694 Kilrush Court
Mableton, Georgia
30126
</TABLE>
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<TABLE>
<CAPTION>
Beneficial Ownership Beneficial Ownership
Prior to Offering(1) After Offering(1)
Percent of Percent of

Number of Shares Common Shares to be Number of Shares Common
Name and Address of Common Stock  Stock Sold of Common Stock Stock

<S> <C> <C> <C> <C> <C>
Laurie Maceyko Hood..... 150 * 150 -- --



110 Huntington Road,
N.E.
Atlanta, Georgia 30309

Tracey D. Jackson....... 900 * 900 -- --
510 Shale Court
Alpharetta, Georgia
30202

Jeffrey M. Kirby........ 600 * 600 -- --
21 Beacon Street
Apt. 5-S
Boston, MA 02108

John M. McCall.......... 7,500 * 7,500 - --
3019 Blandwood Drive
Valdosta, Georgia
31601

Rudolph Russell McCall.. 7,500 * 7,500 - -
3019 Blandwood Drive
Valdosta, Georgia
31601

James Patrick McVey..... 300 * 300 -- --
4037 Dream Catcher
Drive
Woodstock, Georgia
30189

Denise L. Miles......... 615 * 615 - --
3346 Muscadine Trail
Kennesaw, Georgia
30144

Ronnie D. Philpot....... 342 * 342 -- --
212 Melrah Hill
Peachtree City, GA
30269

Gary J. Rogers.......... 8,400 * 8,400 -- --
17534 Charity Lane
Germantown, MD 20874

Janet V. Smith.......... 390 * 390 - --
7315 Chattahoochee
Bluff Drive
Atlanta, Georgia 30350

Noreen M. Snellman...... 1,800 * 1,800 - --
1100 Oakhaven Drive
Roswell, Georgia 30075

Nancy W. Swager......... 33 * 33 -- --
5345 Myras Court
Cumming, Georgia 30040

Technology Ventures,
LLC. .. 528,950 4.8% 397,700 131,250 1.1%
Two Ravinia Drive,
Suite 1090
Atlanta, Georgia 30346
Attn: Joseph S. McCall

</TABLE>
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<TABLE>
<CAPTION>
Beneficial Ownership Beneficial Ownership
Prior to Offering(1) After Offering(1)
Percent of Percent of

Number of Shares Common Shares to be Number of Shares Common
Name and Address of Common Stock  Stock Sold of Common Stock Stock

<S> <C> <C> <C> <C> <C>
Charlyn Thompson........ 240 * 240 -- --
9975 Barston Court
Alpharetta, Georgia
30202
Michael P. Tuttle....... 240 * 240 * *
1072 High Point Drive



Atlanta, Georgia 30306
</TABLE>

* Represents less than 1% of the outstanding common stock.

(1) Beneficial ownership is determined in accordance with the rules of the
Securities and Exchange Commission. In computing the number of shares
beneficially owned by a person and the percentage ownership of that person,
shares of common stock subject to options held by that person that are
currently exercisable or that are or may become exercisable within 60 days
of February 15, 1999, are deemed outstanding. Such shares, however, are not
deemed outstanding for the purposes of computing the percentage ownership
of any other person. Each Selling Stockholder named in the table has sole
voting and investment power with respect to the shares set forth opposite
such selling stockholder's name.

Technology Ventures, L.L.C. ("Tech Ventures") is controlled by Joseph S.

McCall. The common stock was issued to Tech Ventures on February 5, 1998, in
connection with our purchase of Tech Ventures' 20% ownership interest in Clarus
Professional Services, L.L.C. (formerly, SQL Financials Services L.L.C.) (the
"Services Subsidiary"). Mr. McCall founded Clarus Corporation in November 1991
and has previously served as its Chairman, President, and Chief Executive

Officer and served as a member of the Board of Directors from 1991 until

December 1998. Mr. McCall founded McCall Consulting Group, Inc. in 1986 and he
currently serves as its President.

Alan Bond served as Vice President of Finance from May 1996 to December 1997.
Gary Rogers served as Vice President of Sales from February 1996 to October
1997.

All the shares of common stock beneficially owned by the selling stockholders
may be offered and sold in accordance with this Prospectus.
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MARKET PRICES
Market Prices

The Company Common Stock has been listed on the Nasdag/NMS under the symbol
"SQLF" from May 26, 1998, the effective date of the Company's initial public
offering. On August 28, 1998, the Company changed its name to Clarus

Corporation and effective September 2, 1998 changed its Nasdaq/NMS symbol from
"SQLF" to "CLRS." Prior to May 26, 1998, there was no established trading

market for the Company Common Stock. The following table sets forth, for the
indicated periods, the high and low closing sales prices for the Company Common
Stock as reported by the Nasdaq/NMS for quarters since May 26, 1998.

<TABLE>

<CAPTION>
Sales Price
Calendar Period High Low
<S> <C> <C>
1998
Second Quarter (beginning May 27, 1998).................. $10.00 $7.625
Third QUarter.............ocecveveeveeeeeeeerenenns $9.62 $3.50
Fourth Quarter...........ccooceeeeeeeeeeeeienenne. $8.63%$2.75
1999
First Quarter...........ccoeveveeveveueereeerenennae $6.00 $ 3.31
Second Quarter (through April 12, 1999).................. $581$5.13
</TABLE>
DIVIDEND POLICY

We currently anticipate that we will retain all future earnings for use in our
business and do not anticipate that we will pay any cash dividends in the
foreseeable future. The payment of any future dividends will be at the
discretion of our Board of Directors and will depend upon, among other things,
our results of operations, capital requirements, general business conditions,
contractual restrictions on payment of dividends, if any, legal and regulatory
restrictions on the payment of dividends, and other factors our Board of
Directors deems relevant. In addition, our line of credit prohibits the payment



of dividends without prior lender approval.
DILUTION

As of December 31, 1998, our net tangible book value was approximately $10.1
million or $0.93 per share.

After giving effect to the sale of the 522,395 shares of common stock offered
hereby our pro forma net tangible book value as of December 31, 1998, would
have been approximately $9.9 million, or $0.91 per share. The following table
illustrates this net tangible book value.

<TABLE>
<S> <C>
Net tangible book value per share at December 31, 1998................ $0.93
Decrease in pro forma net tangible book value per share due to the
sale of common stock by stockholders.............ccoeevirrrinnnae $0.02

</TABLE>

As of December 31, 1998, we have outstanding options to acquire a total of
2,084,105 shares of common stock at exercise prices ranging from $0.67 to
$10.00 per share and a weighted average exercise price of $4.79 per share. The
exercise of a material number of these options would have the effect of
increasing the pro forma net tangible book value dilution per share to new
investors. See "Principal Stockholders."
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SELECTED HISTORICAL AND FINANCIAL DATA

Our selected combined financial data set forth below should be read in
conjunction with our Consolidated Financial Statements, including the Notes
thereto, and "Management's Discussion and Analysis of Financial Conditions and
Results of Operations." The statement of operations data for the years ended
December 31, 1994, 1995, 1996, 1997 and 1998 and the balance sheet data as of
December 31, 1994, 1995, 1996, 1997 and 1998 have been derived from, and are
qualified by reference to, our financial statements audited by Arthur Andersen
LLP, independent public accountants.

<TABLE>
<CAPTION>
Year Ended December 31,

1994 1995 1996 1997 1998

(In thousands, except per share data)
<S> <C> <C> <C>  <C> <C>
Statement of Operations Data:
Revenues:
License fees............... $2,568 $ 5,232 $ 6,425 $ 13,506 $17,372
Services fees.............. 836 1,737 3,984 7,786 16,477
Maintenance fees........... 417 1,221 2,647 4,696 7,791

Total revenues........... 3,821 8,190 13,056 25,988 41,640

Cost of revenues:
License fees............... 98 291 416 1,205 1,969
Services fees 860 1,421 2904 5,338 10,353
Maintenance fees........... 277 655 1,350 1,973 3,599

Total cost of revenues... 1,235 2,367 4,670 8,516 15,921
Operating expense:

Research and development... 2,130 3,882 5360 6,690 6,335
Purchased research and

development............... 0 0 0 0 10,500

Sales and marketing........ 2,718 6,636 7,191 9,515 11,802
General and administrative. 2,733 2,923 2368 3,161 5,126
Depreciation and

amortization.............. 162 369 1,125 1,406 2,154
Non-cash compensation...... 0 0 0 58 880

Total operating expenses. 7,743 13,810 16,044 20,830 36,797



Operating income (loss)...... (5,157) (7,987) (7,658) (3,358) (11,078)
Interest expense (income),

115, T (17) 2 6 274 (412)
Minority interest............ 0 (60) (215) (478) (36)
Net income (loss)............ $(5,140) $ (8,049) $ (7,879) $ (4,110) $(10,702)
Income (loss) per common
share:
BasiC....oovveeieiiinnne $(5.65)8 (6.199$ (5.74)$ (2.97)$ (1.70)
Diluted.......cccoeeunee $(5.65)8 (6.199$ (5.74)$ (297)$ (1.70)

Weighted average common

BasiC....ccccoeveneennnnn. 910 1,300 1,373 1,386 6,311
Diluted.................... 910 1,300 1,373 1,386 6,311
<CAPTION>

Year Ended December 31,

1994 1995 1996 1997 1998

(In thousands)
<S> <C> <C> <C> <C> <C>
Balance Sheet Data:
Cash and cash equivalents.... $§ 492 § 3,333 § 3,279 $ 7,213 $ 14,799
Working capital (deficit).... (1,424) (2,555) (3,422) (453) 9,001

Total assets................. 1,506 5,865 8,525 14,681 40,082
Long-term debt, net of
current portion............. 143 93 1,093 497 245
Total stockholders' (deficit)
1700113 2 (8,732) (15,927) (23,837) (27,910) 22,111
</TABLE>
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

We develop, market, license, and support Web-based applications for managing
operational resources together with financial and human resources applications
for mid- to large-sized companies. Our applications create high lifetime value
by delivering sophisticated functionality, while substantially reducing the

time required for implementation, maintenance, and upgrades.

During 1998 and 1997, we introduced a series of modules and product
enhancements. Specifically, in the third quarter of 1998, we introduced our
Web-commerce applications, which include E-Procurement, a business-to-business
buy-side Web-based solution designed for the acquisition of non-industrial

goods and services, Clarus Budget, and a 32-bit version of our human resources
applications. In the first quarter of 1997, we introduced our human resources
applications, which included the Personnel, Benefits, and Payroll modules. In
1997, we introduced a 32-bit version of our financial applications called the
Denver Release, which included two new modules, Purchasing Control and
Solution/Graphical Architect.

We currently market our products in the United States and Canada through a
direct sales force, and we have licensed our applications to more than 275
customers in a variety of industry segments, including insurance, financial
services, communications, retail, printing and publishing, transportation, and
manufacturing. We also offer fee-based implementation, training and upgrade
services, and ongoing maintenance and support of our products for a 12-month to
three-year renewable term.

On November 6, 1998, we completed the acquisition of ELEKOM Corporation
("ELEKOM") for approximately $15.7 million, consisting of $8.0 million in cash
and approximately 1.4 million shares of our common stock. ELEKOM was merged
with and into Clarus CSA, Inc., a wholly owned subsidiary of ours, and the

separate existence of ELEKOM ceased. Immediately following consummation of the



Merger, the former holders of ELEKOM common and preferred stock (the "ELEKOM
Shareholders") owned approximately 13% of our outstanding common stock. Certain
former ELEKOM Shareholders have agreed not to sell any of their shares of our
common stock for a period ending on August 6, 1999. We recorded, as additional
purchase price, (i) payments of $500,000 made to fund the operations of ELEKOM
from October 1, 1998, through the closing date, and (ii) expenses of

approximately $1.0 million to complete the merger. We also recorded $10.5

million of the purchase price as purchased in-process research and development.

On May 26, 1998, we completed an initial public offering of our common stock in
which we sold 2.5 million shares for approximately $22.0 million after
deducting offering expenses and underwriting discounts.

Our revenue consists of revenues from the licensing of software and fees from
consulting, implementation, training, and maintenance services. Through 1997,
we recognized software license revenue in accordance with the provisions of
American Institute of Certified Public Accountants Statement of Position
("SOP") NO. 91-1, "Software Revenue Recognition."
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Accordingly, software license revenue was recognized upon shipment of the
software following execution of a contract, provided that no significant vendor
obligations remain outstanding, amounts are due within one year, and collection
is considered probable by management. If significant post-delivery obligations
exist, the revenue from the sale of the software license, as well as other
components of the contract, was recognized using percentage of completion
accounting.

Effective January 1, 1998, we adopted SOP No. 97-2, "Software Revenue
Recognition," that supersedes SOP No. 91-1, "Software Revenue Recognition."
Under SOP No. 97-2, we recognize software license revenue when the following
criteria are met:

. asigned and executed contract is obtained,
. shipment of the product has occurred,
the license fee is fixed and determinable,
collectibility is probable, and
remaining obligations under the license agreement are insignificant.

The adoption of this SOP has not had a significant impact on our consolidated
financial statements. Revenues from software licenses have been recognized upon
delivery of our product if there are no significant obligations on our part
following delivery, and collection of the related receivable, if any, is deemed
probable by management. Revenues from service fees relate to implementation,
training, and upgrade services performed by us and have been recognized as the
services are performed. Maintenance fees relate to customer maintenance and
support and have been recognized rateably over the term of the software support
agreement, which is typically 12 months. A majority of our customers renew the
maintenance and support agreements after the initial term. Revenues that have
been prepaid or invoiced, but that do not yet qualify for recognition under our
policies, are reflected as deferred revenue.

Cost of license fees includes royalties and software duplication and
distribution costs. We recognize these costs as the applications are shipped.
Cost of services fees include personnel and related costs incurred to provide
implementation, training, and upgrade services to customers. These costs are
recognized as the services are performed. Cost of maintenance fees includes
personnel and related costs incurred to provide the ongoing support and
maintenance of our products. These costs are recognized as incurred.

Research and development expenses consist primarily of personnel costs. We
account for software development costs under Statement of Financial Accounting
Standards ("SFAS") No. 86, "Accounting for the Costs of Computer Software to be
Sold, Leased, or Otherwise Marketed." Research and development expenses are
charged to expense as incurred until technological feasibility is established,

after which remaining costs are capitalized. We define technological



feasibility as the point in time at which we have a working model of the
related product. Historically, the costs incurred during the period between the
achievement of technological feasibility and the point at which the product is
available for general release to customers have not been material. Accordingly,
we charge all internal software development costs to expense as incurred.
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Sales and marketing expenses consist primarily of salaries, commissions, and
benefits to sales and marketing personnel, travel, trade-show participation,
public relations, and other promotional expenses. General and administrative
expenses consist primarily of salaries for financial, administrative and
management personnel, and related travel expenses, as well as occupancy,
equipment, and other administrative costs.

We had net operating loss carryforwards ("NOL's") of approximately $26.3
million at December 31, 1998, which begin expiring in 2007. We established a
valuation allowance equal to the NOL's and all other deferred tax assets. The
benefits from these deferred tax assets will be recorded when realized, which

will reduce our effective tax rate for future taxable income, if any. Our

ability to benefit from certain NOL carryforwards is limited under Section 382

of the Internal Revenue Code, as we are deemed to have had an ownership change
of more than 50%, as defined. Accordingly, certain NOL's may not be realizable
in future years due to the limitation.

Affiliate Relationships

In March 1995, we, along with Technology Ventures, L.L.C. ("Technology
Ventures"), which is controlled by Joseph S. McCall, a former director of ours,
formed Clarus Professional Services, L.L.C. (formerly SQL Financial Services,
L.L.C.; the "Services Subsidiary") to provide implementation, training, and
upgrade services exclusively for our customers. On February 5, 1998, Technology
Ventures sold its 20% interest in the Services Subsidiary to us in exchange for
225,000 shares of our common stock, a warrant to purchase an additional 300,000
shares of our common stock at a price of $3.67 per share, and a non-interest-
bearing promissory note in the principal amount of $1.1 million. The purchase

of the remaining 20% of the Services Subsidiary was accounted for using the
purchase method of accounting and resulted in goodwill in the amount of $4.2
million, which is being amortized over 15 years.

In the second quarter of 1998, we accelerated the vesting of certain employee
stock options issued in the first quarter of 1998, for approximately 283,000
shares of common stock, at an exercise price ranging from $3.67 per share to
$8.00 per share. As a result of this accelerated vesting, we recognized, as
non-cash compensation, a non-cash, non-recurring charge of approximately
$705,000 during the quarter ended June 30, 1998, representing the previously
remaining unamortized deferred compensation recorded on these options.

Summary of the Effects of the Merger

We anticipate the integration and consolidation of ELEKOM will require
substantial management, financial, and other resources. The acquisition of
ELEKOM involves a number of significant risks including potential difficulties
in assimilating the technologies, services, and products of ELEKOM or in
achieving the expected synergies and cost reductions, as well as other
unanticipated risks and uncertainties. As a result, there can be no assurance

as to the extent to which the anticipated benefit with respect to the Merger

will be realized, or the timing of any such realization.

The Merger lowered our net earnings during 1998 as a result of a substantial
increase in amortization of intangible and other long-lived assets and various
other adjustments resulting from purchase accounting. The 1998 unaudited pro
forma net loss before non-recurring charges would have been approximately $3.8
million, compared to a net income before one-time charges of $503,000 for 1998.
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The 1997 unaudited pro forma net loss before non-recurring charges would have
been approximately $10.8 million, a net loss which is approximately 162%
greater than our actual historical results for 1997. We believe that earnings
beyond 1998 should improve as a result of the Web-based, electronic procurement



market presence and recognition afforded us as a result of the completion of
the Merger. We cannot predict or guaranty the amount or timing of such benefit,
if any, that may actually be realized or that any such growth may occur.

The Merger was accounted for as a purchase. Under purchase accounting, the
total purchase cost and fair value of liabilities assumed were allocated to the
tangible and intangible assets of ELEKOM based upon their respective fair
values as of the closing. The remainder of the excess of the purchase price
over the tangible assets acquired of approximately $6.9 million was assigned to
trade names, workforce, and goodwill and is being amortized over a period
ranging from three months to ten years.

Under purchase accounting, the total acquisition cost was allocated to ELEKOM's
assets and liabilities based on their relative fair values. Our analysis, based

on an independent appraisal, resulted in an allocation of $10.5 million to in-
process acquired research and development which, under generally accepted
accounting principles, was expensed immediately after the Merger was completed.
The pro forma net losses for 1997 and 1998 reflected above exclude the effects

of the charge due to its non-recurring nature.

The Merger was accounted for as a purchase in accordance with Accounting
Principles Board Opinion No. 16, "Business Combinations." The intangible assets
of approximately $6.9 million noted above are being amortized over periods
ranging from three months to ten years. Based on the independent third-party
appraisal, approximately $10.5 million of the purchase price represented
purchased in-process technology that had not yet reached technological

feasibility and had no alternative future use. This amount was expensed as a
non-recurring, non-tax-deductible charge immediately after the acquisition was
completed.

The existence of purchased research and development was determined by a third-
party independent appraisal identifying computer software code under

development by ELEKOM since 1995. The value was determined by estimating the
remaining costs to develop the purchased in-process technology into a
commercially viable product, estimating the resulting net cash flows from the
project based on the level of completion of the project on the date of

acquisition, and discounting the net cash flows back to their present value.

The nature of the efforts to develop the purchased research and development
into a commercially viable product principally relate to the completion of all
planning, designing, programming, and testing activities that are necessary to
establish that the product can be produced to meet its design specifications
including functions, features, and technical performance requirements. The
efforts to develop the purchased in-process technology also include determining
the compatibility and interoperability with other applications. The estimated
remaining costs to be incurred to develop the purchased in-process research and
development into a commercially viable product is approximately $2.0 million.
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The resulting net cash flows from the project is based on management's
estimates of revenues, cost of sales, research and development costs, selling,
general and administrative costs, and income taxes from the project. These
estimates are based on the following assumptions:

. The estimated revenues project a compounded annual revenue growth rate
of approximately 48% from 1999 through 2002. Estimated revenue for 1999
is projected to be $5.3 million, compared to virtually no revenue in
1998. Estimated total revenues from the purchased research and
development peaks in the year 2002 and declines rapidly in 2003 through
2005 as other new products are expected to enter the market. These
projections are based on management's estimates of market size and
growth, expected trends in technology, and the nature and expected
timing of new product introductions by ELEKOM and its competitors. These
estimates also include growth related to our utilizing certain ELEKOM
technologies in conjunction with our products, marketing and
distributing the resulting products through our direct sales force, and
enhancing the market's response to ELEKOM's products by providing
incremental financial support and stability.

. The estimated cost of sales as a percentage of revenues is expected to
be 5%. This percentage is somewhat lower than the annual cost of license



fees percentage for us due to the lower royalty rates on certain third-
party software used by ELEKOM compared to our third-party software.

. The estimated research and development expenses were based on the
estimated time associated with the remaining cost to develop the in-
process research and development. Research and development expenses
represent 33% of revenue in 1999 due to the anticipated release of the
product in 1999.

. Sales and marketing and general and administrative expenses in the early
years are expected to more closely approximate our 1998 expense
structure. Sales and marketing expenses are expected to benefit from the
savings as a result of the distribution of the ELEKOM product through
our direct sales force as well as through consolidated marketing and
advertising campaigns.

. Income tax expense is estimated using a 38% tax rate, consistent with
our anticipated tax rate.

. Discounting the net cash flows back to their present values is based on
the present value discount rate. The present value discount rate used in
the analysis represents the weighted average cost of capital ("WACC")
for ELEKOM plus 2%. The WACC calculation produces the average required
rate of return of an investment in an operating enterprise, based on
various required rates of return from investment in various areas of
that enterprise. The WACC assumed for ELEKOM, as a corporate business
enterprise, is approximately 25%. Therefore, the discount rate used in
discounting the net cash flows from purchased in-process technology is
approximately 27%. The discount rate is higher than the WACC due to the
inherent uncertainties in the estimates described above. These
uncertainties include the uncertainty surrounding the successful
development of the purchased in-process technology, the useful life of
such technology, the profitability levels of such technology, and the
uncertainty of technological advances that are unknown at this time.
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If this project is not successfully developed, our sales and profitability may

be adversely affected in future periods. Additionally, the value of other
intangible assets acquired may become impaired. We expect to begin to benefit
from the purchased in-process technology in the second quarter 1999.

Results of Operations

The following table sets forth certain statement of operations data as a
percentage of total revenues for the periods indicated:

<TABLE>
<CAPTION>
Year Ended
December 31,
1996 1997 1998

<S> <C> <C> <C>
Revenues:

License fees....coovievieviiecieeiecieceeeneens 492 % 52.0% 41.7 %
Services fe€S.....couvvvviiiiiiiiiieeeeeireeens 30.5 30.0 39.6
Maintenance fees.........cooevvveeeveeeceeeeneens 20.3 18.0 18.7

Total FEeVENUES........covveeeeereereeeeereeeneens 100.0 100.0 100.0
Cost of revenues:

License fees......covevvuieeveeeveiiciieerieens 32 46 47
Services fe€s.....ccuvvvvirivieeiiieeeeerieens 223 205 249
Maintenance fees.........cccceevveeerieeereeeeneens 103 7.6 8.6

Total cost of revenues..........cccoeeveenneee.. 358 32.7 382
Operating expenses:

Research and development.............cccceeceeene. 41.1 257 152
Purchased research and development.................... 0.0 00 252
Sales and marketing..........cccevevveerenienennee 55.1 36.6 284

General and administrative 123 123
Depreciation and amortization......................... 86 54 52




Non-cash compensation.............ecceeeveeverennnne. 0.0 02 21

Total eXpenses........ccevvevveviereeneenereeenenns 1229 80.2 88.4
Operating 10SS.......ccevererereeieieeene (58.7) (12.9) (26.6)
Interest iINCOME.......ccevvereireeeeieieenieene 00 00 15
Interest eXpense.......oeveevereeneerreerveevennnn. 0.0 (1.1) (0.5)

MiNOority iNterest......coveerververerveeerenieennens (1.6) (1.8) (0.1)

Net income (108S).....ceerererieiierenieeeene (60.3)% (15.8)% (25.7)%
Gross margin on license fees........c..coceeeeeeennen. 93.5% 91.1 88.7%
Gross margin on services fees 27.1 314 372
Gross margin on maintenance fees....................... 49.0 58.0 53.8
</TABLE>

Year Ended December 31, 1998, Compared to Year Ended December 31, 1997
Revenues

Total Revenues. Total revenues increased 60.2% to $41.6 million in 1998 from
$26.0 million in 1997. This increase was attributable to substantial increases
in license fees, services fees, and maintenance fees.

License Fees. License fees increased 28.6% to $17.4 million, or 41.7% of total
revenues, in 1998 from $13.5 million, or 52.0% of total revenues, in 1997. The
increase in license fees resulted primarily from an increase in the number of
licenses sold, and to a lesser extent, an increase in the average customer
transaction size. The decrease as a percentage of total revenue is a reflection
of the

28

continued strong demand for our professional services and the continued growth
of maintenance customers.

Services Fees. Services fees increased 111.6% to $16.5 million, or 39.6% of
total revenues, in 1998 from $7.8 million, or 30.0% of total revenues, in 1997.
The increase in services fees was primarily due to increased demand for
professional services associated with an increase in the number of licenses
sold.

Maintenance Fees. Maintenance fees increased 65.9% to $7.8 million, or 18.7% of
total revenues, in 1998 from $4.7 million, or 18.0% of total revenues, in 1997.

The increase in maintenance fees was primarily due to the signing of license
agreements with new customers and the renewal of maintenance and support
agreements with existing customers.

Cost of Revenues

Total Cost of Revenues. Cost of revenues increased 87.0% to $15.9 million, or
38.2% of total revenues, in 1998 from $8.5 million, or 32.7% of total revenues,
in 1997. The increase in the cost of revenues was primarily due to an increase
in personnel and related expenses and increased royalty expenses. The increase
as a percentage of total revenues is primarily a result of the increase in the
revenue mix toward services fees, which historically has a higher cost of
revenue than license or maintenance fees.

Cost of License Fees. Cost of license fees increased to $2.0 million, or 11.3%
of total license fees, in 1998 compared to $1.2 million, or 8.9% of total
license fees, in 1997. The increase in the cost of license fees and the

increase as a percentage of total license fees were primarily attributable to
increases in royalty expenses on new products introduced in 1997 and 1998,
components of which are licensed from third parties.

Cost of Services Fees. Cost of services fees increased 93.9% to $10.4 million,
or 62.8% of total services fees, in 1998 compared to $5.3 million, or 68.6% of
total services fees, in 1997. The increase in the cost of services fees was
primarily attributable to an increase in the personnel and related costs to
provide implementation, training, and upgrade services. Cost of services fees
as a percentage of total services fees decreased due to increased utilization

of services personnel.



Cost of Maintenance Fees. Cost of maintenance fees increased 82.4% to $3.6
million, or 46.2% of total maintenance fees, in 1998 compared to $2.0 million,
or 42.0% of total maintenance fees, in 1997. The increase in the cost of
maintenance fees was primarily due to an increase in personnel and related
costs required to provide support and maintenance. Cost of maintenance fees as
a percentage of total maintenance fees increased as we invested in personnel to
support the maintenance customer base.

Research and Development

Research and development expenses decreased 5.3% to $6.3 million, or 15.2% of
total revenues, in 1998 from $6.7 million, or 25.7% of total revenues, in 1997.
Research and development expenses decreased primarily due to decreased
personnel and contractor fees related to the effort required in 1997 to develop

the Denver Release, which was substantially completed by September 1997. The
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decrease in research and development as a percentage of revenue for 1998
compared to 1997 is primarily due to the completion of the Denver Release,
coupled with the economies of scale realized through the growth in our
revenues. We intend to continue to devote substantial resources toward research
and development efforts.

Purchased Research and Development

During the fourth quarter of 1998, we completed the acquisition of electronic
procurement pioneer, ELEKOM Corporation, strategically positioning us as a
leader in the high-growth electronic procurement market. The consideration for
the acquisition was approximately 1.4 million shares of our common stock and
$8.0 million in cash.

We initially expected to recognize a write-off for in-process research and
development of $14.0 million as a result of this acquisition. In response to
recent SEC interpretative guidance, we took the initiative to adjust our
accounting for the acquisition-related in-process research and development
charge. Accordingly, we reduced this write-off to $10.5 million from the $14.0
million write-off we anticipated recording in the fourth quarter of 1998. The
$3.5 million reduction in the write-off of the in-process research and
development has been capitalized and will be amortized primarily over a ten-
year period.

Sales and Marketing

Sales and marketing expenses increased 24.0% to $11.8 million in 1998 from $9.5
million in 1997. As a percentage of total revenues, sales and marketing

expenses decreased to 28.4% in 1998 from 36.6% in 1997. The increase in
expenses was primarily attributable to the costs associated with additional

sales and marketing personnel and promotional activities. The decrease in sales
and marketing as a percentage of revenues for 1998 compared to 1997 reflects

the higher productivity of our sales force.

General and Administrative

General and administrative expenses increased 62.2% to $5.1 million in 1998
from $3.2 million in 1997. As a percentage of total revenues, general and
administrative expenses remained at 12.3% for 1998 and 1997. The increase in
general and administrative expenses was primarily attributable to increases in
personnel and related costs. We believe that our general and administrative
expenses will continue to increase in future periods to accommodate anticipated
growth and expenses associated with our responsibilities as a public company.

Depreciation and Amortization

Depreciation of tangible equipment and amortization of intangible assets
increased 53.2% to $2.2 million, or 5.2% of total revenues, in the year ending
December 31, 1998, from $1.4 million, or 5.4% of total revenues, in the
comparable period in 1997. This increase in depreciation and amortization
expense is due to increases in the purchases of intangible assets, the

acquisition of ELEKOM, and increases in capital expenditures resulting from our
significant growth.
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Non-cash Compensation

Non-cash compensation expense increased to $880,000, or 2.1% of total revenues,
in 1998 compared to $58,000 in 1997. This increase was primarily due to
accelerated vesting, in the second quarter of 1998, of certain employee stock
options issued in the first quarter of 1998. These stock options were for
approximately 283,000 shares of our common stock, at exercise prices ranging
from $3.67 to $8.00 per share. As a result of this accelerated vesting, we
recognized, as non-cash compensation, a non-cash, non-recurring charge of
approximately $705,000. This charge represented the previously remaining
unamortized deferred compensation recorded on these options.

Interest Income

Interest income increased to $636,000 in 1998 from $34,000 in 1997. On May 26,
1998, we completed an initial public offering of our common stock in which we
sold 2.5 million shares, which resulted in net proceeds of approximately $22.0
million. The increase in interest income was primarily due to the results of

the investment of the funds from the initial public offering.

Interest Expense

Interest expense decreased 27.3% to $224,000 in 1998 from $308,000 in 1997.
This decrease is primarily due to lower average levels of debt in 1998 as
compared to 1997.

Minority Interest

Minority interest decreased 92.5% to $36,000 in 1998 from $478,000 in 1997.
This decrease in minority interest is related to our purchase of the remaining
20% of the Services Subsidiary on February 5, 1998, which eliminated the
minority interest related to the Services Subsidiary.

Income Taxes

As a result of the operating losses incurred since our inception, we have not
recorded any provision or benefit for income taxes in 1998 and in 1997. See
"Notes to Consolidated Financial Statements" included elsewhere herein.

Year Ended December 31, 1997, Compared to Year Ended December 31, 1996
Revenues

Total Revenues. Total revenues increased 99.1% to $26.0 million in 1997 from
$13.1 million in 1996. This increase was attributable to substantial increases
in license fees, services fees, and maintenance fees.

License Fees. License fees increased 110.2% to $13.5 million, or 52.0% of total
revenues, in 1997 from $6.4 million, or 49.2% of total revenues, in 1996.
increases in license fees resulted primarily from an increase in the number of
licenses sold, and to a lesser extent, the increase in the average customer
transaction size.

Services Fees. Services fees increased 95.4% to $7.8 million, or 30.0% of total
revenues, in 1997 from $4.0 million, or 30.5% of total revenues, in 1996. The
increase in services fees was primarily
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due to increased demand for professional services associated with an increase
in the number of licenses sold.

Maintenance Fees. Maintenance fees increased 77.4% to $4.7 million, or 18.0% of
total revenues, in 1997 from $2.7 million, or 20.3% of total revenues, in 1996.

The increase in maintenance fees was primarily due to the signing of license
agreements with new customers and the renewal of maintenance and support
agreements with existing customers.

Cost of Revenues



Total Cost of Revenues. Cost of revenues increased 82.4% to $8.5 million, or
32.7% of total revenues, in 1997 from $4.7 million, or 35.8% of total revenues,
in 1996. The increase in the cost of revenues was primarily due to an increase
in personnel and related expenses and increased royalty expenses. The decrease
as a percentage of total revenues primarily reflects increased utilization of
personnel.

Cost of License Fees. Cost of license fees increased to $1.2 million, or 8.9%
of total license fees, in 1997 compared to $416,000, or 6.5% of total license
fees, in 1996. The increase as a percentage of total license fees is primarily
attributable to increases in royalty expense on new products introduced in
1997, components of which are licensed from third parties.

Cost of Services Fees. Cost of services fees increased 83.8% to $5.3 million,
or 68.6% of total services fees, in 1997 compared to $2.9 million, or 72.9% of
total services fees, in 1996. The increase in the cost of services fees was
primarily attributable to an increase in the personnel and related costs to
provide implementation, training, and upgrade services. Cost of services fees
as a percentage of total services fees decreased due to increased utilization

of personnel.

Cost of Maintenance Fees. Cost of maintenance fees increased 46.1% to $2.0
million, or 42.0% of total maintenance fees, in 1997 compared to $1.4 million,
or 51.0% of total maintenance fees, in 1996. The increase in the cost of
maintenance fees was primarily due to an increase in personnel and related
costs required to provide support and maintenance. Cost of maintenance fees as
a percentage of total maintenance fees decreased primarily due to more
productive use of personnel to support the maintenance customer base.

Research and Development

Research and development expenses increased 24.8% to $6.7 million, or 25.7% of
total revenues, in 1997 from $5.4 million, or 41.1% of total revenues, in 1996.
Research and development expenses increased primarily due to increased
personnel and contractor fees related to the effort required to develop the

Denver Release, which was released in September 1997. During the first half of
1997, we began to reduce development personnel and third-party consultant costs
as this project approached completion. The decrease in research and development
as a percentage of revenue for 1997 compared to 1996 is primarily due to the
completion of the Denver Release, coupled with the economies of scale realized
through the growth in our revenue. We intend to continue to devote substantial
resources toward research and development efforts.
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Sales and Marketing

Sales and marketing expenses increased 32.3% to $9.5 million in 1997 from $7.2
million in 1996. As a percentage of total revenues, sales and marketing

expenses decreased to 36.6% in 1997 from 55.1% in 1996. The increase in
expenses was primarily attributable to the costs associated with additional

sales and marketing personnel and promotional activities. During 1997, we also
incurred substantial marketing expenditures to design and implement a
promotional campaign, including marketing collateral, trade shows, and seminar
presentations intended to promote our new market positioning. The decrease in
sales and marketing as a percentage of revenues for 1997 compared to 1996
reflects the higher productivity of our sales force.

General and Administrative

General and administrative expenses increased 33.5% to $3.2 million in 1997
from $2.4 million in 1996. As a percentage of total revenues, general and
administrative expenses decreased to 12.3% in 1997 from 18.1% in 1996. The
increase in general and administrative expenses was primarily attributable to
increases in personnel and related costs. Also, we incurred increased rent and
equipment expenses associated with the relocation of our headquarters in August
1997. We believe that our general and administrative expenses will continue to
increase in future periods to accommodate anticipated growth and expenses
associated with our responsibilities as a public company.

Depreciation and Amortization



Depreciation of tangible equipment and amortization of intangible assets
increased 25.0% to $1.4 million, or 5.4% of total revenues, in the year ending
December 31, 1997, from $1.1 million, or 8.6% of total revenues, in the
comparable period in 1996. This increase in depreciation and amortization
expense is due to increases in the purchases of intangible assets and increases
in capital expenditures resulting from our significant growth.

Interest Expense

Interest expense was $308,000 in 1997, an increase from $6,000 in 1996, due to
borrowings incurred by us under a line of credit agreement during 1997.

Minority Interest

Minority interest increased 122.3% to $478,000 in 1997 from $215,000 in 1996.
The increase was due to the increased profitability of the Services Subsidiary
in 1997.

Income Taxes

As a result of the operating losses incurred since our inception, we have not
recorded any provision or benefit for income taxes in 1997 and in 1996. See
"Notes to Consolidated Financial Statements" included elsewhere herein.

33

Liquidity and Capital Resources

On May 26, 1998, we completed an initial public offering of 2.5 million shares
of our common stock at an offering price of $10.00 per share. The proceeds, net
of expenses, from this public offering of approximately $22.0 million were
placed in investment grade cash equivalents. Our working capital position
(deficit) was approximately $9.0 million and $(453,000) at December 31, 1998
and 1997, respectively. We believe that current cash balances and cash flows
from operations will be adequate to provide for our capital expenditures and
working capital requirements for the forseeable future. Although operating
activities may provide cash in certain periods, to the extent we experience
growth in the future, our operating and investing activities may use

significant cash.

On November 6, 1998, we completed the acquisition of ELEKOM for approximately
$15.7 million, consisting of $8.0 million in cash and approximately 1.4 million
shares of our common stock. ELEKOM was merged with and into Clarus CSA, Inc.,
one of our wholly owned subsidiaries, and the separate existence of ELEKOM
ceased. Immediately following consummation of the Merger, the former ELEKOM
Shareholders owned approximately 13% of our outstanding common stock. Certain
former ELEKOM Shareholders have agreed not to sell any of their shares of our
common stock for a period ending on August 6, 1999. We recorded, as additional
