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Informix Corporation develops,
markets, and supports a range of high
performance, Database Management
and Office Automation software
products. The company is the leading
supplier of SQL-based Database
Management and Fourth Generation
Language Application Development
Tools for Unix™ -based computer
systems. Informix offers products for
the Unix, Macintosh? MS™-DOS,
VMS 0S/27 and MVS™ operating
systems, and a wide range of
networked computer systems.

With each successive year, the
company has strived to provide indus-
try leadership in the development of
new data management technology,
while sustaining a rapid rate of
growth. This year, Informix has taken
a significant step toward realizing its
strategic vision of information man-
agement through a merger with Inno-
vative Software, Inc., a leading vendor
of integrated office automation and
business productivity software. With
the addition of new front-end Office
Automation products, increased finan-
cial resources, and enhanced distribu-
tion capabilities, the company’s goal
is to lead the industry. in the full-scale
integration of Office Automation and
Database Management software tech-
nologies across multiple operating
environments. These enhanced
capabilities and resources will allow
Informix to address what it believes
will be the fastest growing segments of
the information processing industry

in the years to come.




FINANCIAL HIGHLIGHTS

(In thousands except per share data) 1987 1986 1985 1984 1983
For the Year
Revenues $41,616 $21,108 $10,578 $ 5,210 $ 2,192
Income Before Taxes 10,515 4,647 2,118 1,015 187
Net Income 5,941 2,463 1,174 620 169
Earnings per Share $ 0.66 $ 036 $ 0.19 $ 012 $ 0.03
‘Weighted Average Shares Outstanding (Fully Diluted) 9,000 6,860 6,075 5,144 5,270
At Year End
‘Working Capital $38,942 $13,961 $ 2,780 $ 463 $ 288
Total Assets 54,451 21,128 7,071 2,459 1.157
Stockholders’ Equity 44,636 15,679 3323 1,075 549
Shares Issued and Outstanding 8,619 7,152 5,514 4,547 4,273
Net Revenues
(In thousands)
Net Income

(In thousands)

Earnings Per Share
(In dollars)

Stockholders’ Equity
(In thousands)




CHAIRMAN’S MESSAGE

Aswe begin our eighth year of operations,
I am delighted to report that Informix
Corporation was officially combined with
Innovative Software, Inc. on February 8,
1988. Michael J. Brown, our new President
and Chief Operating Officer, and I would
like to welcome everyone who held stock
in either separate company to the new
Informix Corporation. As a matter of

form, however, the bulk of this report will
review the results of 1987, a period prior
to the merger.

By every measure, 1987 was a remark-
able year of growth for Informix. Net reve-
nues increased 97 percent to $41,616,000
as compared with $21,108,000 achieved in
1986. Net income increased to $5,941,000
(or $.66 per share). This represented a 141
percent increase over last year’s net income
figure of $2,463,000 (or $.36 per share).
Our net profit margin after taxes increased
to 14.3 percent as compared with 11.7 per-
cent achieved in 1986. Worldwide, our

business grew significantly with 36 percent
of 1987 revenues generated via interna-
tional sales.

In a year that consisted of many signif-
icant corporate achievernents, we made our
most important strides in the area of corpo-
rate development. Our efforts in this regard
culminated in the completion of a merger
with Innovative Software, Inc. Under the
terms of the merger, Innovative stockhold-
ers received three-quarters of a share of
Informix common stock for each share of
Innovative common stock. The newly com-
bined company is called Informix Soft-
ware, Inc. and it is the primary operating
subsidiary of Informix Corporation. We
will operate out of headquarters located
both in Menlo Park, California and Lenexa,
Kansas.

Innovative’s principal product is the
Smart Software System, an integrated
business software package that consists of
three modules: the Smart Spreadsheet
with Business Graphics, the Smart Word
Processor, and the Smart Data Manager. A
more recently announced product, Wingz,™
is an advanced presentation spreadsheet/
business productivity product for the Apple
Macintosh environment, and is expected
for shipment in the second half of 1988.

The combination of our two compa-
nies represents much more than the short-
term synergies attainable by combining two
outstanding product lines. 2




The combined companies share a
common vision of the next generation of
software products. We believe that major
new technology trends in our industry—
connectivity, the rise of mid-range com-
puters, object-oriented database managers,
and windowed human interfaces—
all intersect, and point to a new age of
information processing and information
managemernt.

When advanced human interface
technology is integrated with powerful
indexed storage and retrieval systems, a
new class of information management
software will emerge. The new Informix
Corporation has been formed specifically to
bring this new type of software to our cus-
tomers. Our goal is to lead the industry in
the development, marketing and support
of integrated office automation, fourth
generation language, and database manage-
ment products. The increased financial
resources (including large cash reserves),
strengthened distribution, and R&D
capabilities that we possess as a result of
the merger, will allow us to address what
we believe will be the fastest growing
segments of the market.

1987 was also marked by the success-
ful completion of a second public offering
of nearly 1.2 million shares of Informix
common stock. The sale of these additional
shares resulted in net proceeds of approxi-
mately $21,500,000.

We continued to expand our sales and
product marketing organizations to better
serve the needs of our customers. Our
direct sales efforts were restructured
around major business segments such
as Telecommunications, Fortune 1000,
Government, International, and OEM. Our
ability to focus on these key business seg-
ments has met with much success.

As our industry matures, we believe
that the quality and the range of support
services that we provide will become an
increasingly important competitive advan-
tage. For this reason, we have continued to
expand our Customer Services Group by
increasing our Consulting Services and
Regency Support Groups. Our Consulting
Services Group provides technical and
business support to our customers based
on an hourly rate. Our Regency Support
Group provides premium technical ser-
vices to customers that may have unusually
demanding or highly complex support
requirements.

The total number of employees
increased 96 percent, from 214 at the end
of 1986 to 419 employees at the end of the

year (prior to the completion of the merger).

1987 was an outstanding year for new
product introductions and enhancements.
In addition, the quality of our software
products received much favorable attention
and accolades from our user base as well as
from the trade press. The introduction of
INFORMIX-TURBO™ marked a signifi-
cant milestone in our new product devel-
opment efforts. INFORMIX-TURBO is a
fault-tolerant transaction processing data-
base server designed especially for high
performance in large, multi-user Unix
environments. This strategic product will

provide the foundation for future genera-

tions of new products. In 1987, we also
introduced 4GL programming tools for the
mainframe environment. REPORT/DB2 is a
4GL report writer that runs as a batch pro-
gram in IBM's MVS environment. Itis the
first of a family of application development
tools and utilities for DB2. Another new
mainframe product, BATCH/SPUFI,
enhances IBM SPUFI capabilities for

IBM's DB2.

We introduced two new programming
tools in 1987 that dramatically increase
4GL productivity. The INFORMIX-4GL™
Rapid Development System reduces devel-
opment time and eliminates the need
for an external C compiler or linker. The
INFORMIX-4GL Interactive Debugger
enables developers to perform source
code-level debugging operations interac-
tively within a running program. These
new products are the second generation of
our industry-leading 4GL products, and




reflect our continuing investment in 4GL
application development tools so that we
can maintain our leadership position.
During the year, we introduced higher
performance versions of INFORMIX-4GL,
INFORMIX-SQL"™ and INFORMIX-

ESQL/C (Embedded SQL for the C Program-

ming Language) with performance enhance-
ments for Digital Equipment Corporation’s
VMS operating system. We also announced
that our DBMS products can now be dis-
tributed across networks of DOS-based
PCs and VAX/VMS systems via DECnet ™
This distributed processing capability pro-
vides VMS users with the ability to off-load
front-end processing to PCs, enabling the
back end on VAX/VMS machines to sup-
porta greater number of concurrent users.
This employs the same architecture we
have been offering for Unix-to-Unix and
MS-DOS to Unix networking.

Finally, in a period of unusual turbu-
lence in the nation’s financial markets,
Informix ranked as the top-performing
stock of 1987, in a year-to-year perfor-
mance comparison of 157 high-tech Silicon

Valley stocks recently published by the
San Jose Mercury News.

In 1988, as Chairman and Chief Exec-
utive Officer of the new Informix Corpora-
tion, I intend to devote more of my time to
the development of new products and less
time to day-to-day management. Michael J.
Brown, formerly President and Chief Exec-
utive Officer of Innovative Software, Inc.,
is now our President and Chief Operating
Officer. Mike’s proven leadership and man-
agement abilities will be a great asset as we
move forward in this next phase of our
development. He and [ have assembled a
talented team of experienced managers
through the merger of our two companies.

Today, the new Informix Corporation
is a company that is at the forefront of infor-
mation management technology. We are an
800-person entrepreneurial organization
backed by a strong balance sheet, and we
rank as the world’s tenth largest publicly-
held packaged software company in terms
of combined 1987 revenues. Together, and
with your support, we intend to transform
an inspired vision of the future of inte-
grated software technology into a reality.

Roger ]. Sippl

Chairman and
Chief Executive Officer

As aresult of the
recently completed
merger with Innovative
Software, Inc., Roger
J. Sippl is Chairman
and Chief Executive
Officer, and Michael
J. Brown is President
and Chief Operating
Officer of the new
Informix Corporation,
Together, they have
assembled a talented
team of experienced
managers from both

companies.




Michael J. Brown Roger ]. Sippl
President and Chief Operating Officer Chairman and Chief Executive Officer



Informix has developed a comprehensive
range of industry-leading application devel-
opment and database management tools
based on SQL (Structured Query Language).
These products are in use today on over
150 different computer systems manufac-
tured by over 75 different vendors. Several
years ago, Informix developed a two-
process architecture based on ANSI-
Standard SQL to maximize connectivity
and compatibility. One process manages
the human interface. The other process
is.an SQL software engine to manage

the storage and retrieval of data.
INFORMIX-TURBO

The introduction of INEFORMIX-TURBO,
an optional database server for our SQL-
based products, marked yet another signil-
icant milestone for Informix’s new product
development efforts. INFORMIX-TURBO
is a new transaction processing software
engine developed by Informix to boost
speed in database operations up to 200
percent. This software product is a fault-
tolerant database server designed specifi-
cally for high-volume Unix-based systems.
Fault-tolerant transaction processing appli-
cations are in demand in a wide variety of
commercial data processing environments.
INFORMIX-SQL

INFORMIX-SQL is the leading relational
DBMS based on SQL for computers run-
ning the Unix operating system. This year,
in an independent readers’ poll published
by Unix/World magazine, INFORMIX-SQL
was voted the overall favorite software
package, ahead of all other Unix-based
products. INFORMIX-SQL provides users
with easy access to sophisticated applica-
tion development tools, context-sensitive
help, and data management utilities

to create full-featured applications

quickly.

Embedded SQL

In Programming Languages

This series of application development

products was developed by Informix to
allow programmers to embed powerful
SQL statements in their programs. These
products add increased functionality to
third generation languages such as C,
COBOL, and Ada. INFORMIX-ESQL/Ada,
introduced in 1987, was developed speci-
fically to meet the needs of application
developers working within the federal
government.

Informix Datasheet Add-In

Informix Datasheet Add-In is a seamless
DBMS extension to Lotus 1-2-39 the popu-
lar spreadsheet program. Special menus
and commands extend the capability of
1-2-3 by allowing users to create true, disk-
based SQL databases which are indepen-
dent from any one particular spreadsheet.
With Informix Datasheet Add-In, users can
create databases, add, delete, and modify
data, and use “query by example” tech-
niques, all from within the familiar 1-2-3
interface. Informix Datasheet Add-In was
named one of the best new products of
1987 by the editors of PC Magazine.
C-ISAM

C-ISAM is the industry standard indexed
sequential access method worldwide for

the Unix operating system, and is the
internal access method for Informix’s
SQL-based products. Itis a library of C pro-
gramming language subroutines that allows
a programmer to create and manipulate
indexed files.

SQL DATABASE PROCESSING
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FOURTH GENERATION LANGUAGE PRODUCTS

Advanced fourth generation language
software developed by Informix is designed
to dramatically simplify the application
development process. Today, Informix is an
industry leader in providing advanced 4GL
programming tools to meet the needs of
developers worldwide. Informix is commit-
ted to developing and enhancing its line of
4GL rools to make this technology even
easier and faster for developers to use.
INFORMIX-4GL is available for use on

a wide variety of operating system
platforms including Unix, VMS, MS-DOS,
and OS/2.

Informix’s premier product, INFOR-
MIX-4GL, is a proprietary fourth genera-
tion language engineered specifically to be
the custom application development lan-
guage of SQL databases. INFORMIX-4GL
is a world-class programming tool that is
proven to offer up to ten times the produc-
tivity achieved using conventional, third
generation programming languages such as
COBOL or C. With INFORMIX-4GL, pro-
grammers write code to specify the end
result, rather than work the result back-
ward into an algorithm that the computer
can understand. This quantum leap in pro-
ductivity that programmers can achieve by
using products such as INFORMIX-4GL is
widely regarded as an industry break-
through, and is the key to the product’s
wide acceptance as the industry-leading
fourth generation application development
environment for Unix-based computers.

Two new fourth generation language

produets introduced by Informix in 1987

represent the next wave in advanced pro-
ductivity tools. The new INFORMIX-4GL
Rapid Development System reduces devel-
opment time by quickly compiling 4GL
code into Informix’s proprietary “p-code,”
or psuedo code, and executes this code
with a p-code runner without the need for
a C compiler or linker. Available with this
new INFORMIX-4GL product is the new
INFORMIX-4GL Interactive Debugger,
which enables developers to create pro-
grams and diagnose problems quickly by
allowing them to perform debugging oper-
ations interactively within a running pro-
gram. Both of these new products provide
users with an ideal environment for quickly
developing, diagnosing and evaluating the
efficiency of programs.

Informix has also been active in
developing, marketing and supporting
new SQL-based fourth generation language
products for [BM’s MVS/DB2 mainframe
environment. REPORT/DB2, the first such
product from Informix, is designed to
improve the productivity of application
developers, database administrators and
information center users. With REPORT/
DB2, MVS/DB2 developers can generate
complex reports quickly and easily, without
having to resort to conventional program-
ming languages. Another new mainframe
utility from Informix, BATCH/SPUFI,
enhances SQL execution capabilities for
IBM’s DB2.

For the past two years, Informix has
been the only DBMS company to offer a
COBOL-replacement caliber 4GL designed
specifically for building SQL database
applications. We have invested substan-
tially in products that enhance this leader-
ship position in state-of-the art software
language technology such as the 4GL Rapid
Development System and its animating
debugger. We plan to continue to invest in
the creation and improvement of applica-
tion development tools, a marketplace that
we perceive to be equal in potential to the
DBMS engine software industry itself.




At Informix, we believe that the manage-
ment of information in the form of spread-
sheets, word processing documents, and
other office data itemns is as important as
the management of database records. Our
goal is to lead the industry in the integra-
tion of Office Automation and Database
technologies. This year, we took the first
steps toward realizing this new “informa-
tion management” technology through a
merger with Innovative Software, Inc. By
joining our two companies, we have added
additional high performance office automa-
tion software expertise, market presence,
sales and marketing know-how; and sup-
portand training capabilities to meet the
needs of our customers.

SmartWare ™ From Informix

The Smart software system is an integrated
package of business productivity software
that includes spreadsheet with graphics,
data management, word processing, and
communications. Each SmartWare module
is a full-featured environment in its own
right, with performance features and func-
tionality that surpass those of other stand-
alone office automation software products.
Smart features a unique method of modu-
lar integration: programs can be used sepa-
rately or combined together to form a
seamless, integrated system, These prod-
ucts are available for the MS-DOS, Unix,
and Xenix™ operating systems.

The Smart Spreadsheet with Business
Graphics is a high-performance spread-
sheet product that can accommodate over
9.9 million cells. It features an extremely
versatile graphics mode, and can hold up to
four times as much data in the same
amount of memory as typical spreadsheets,
as well as recalculate faster than any other
spreadsheet today.

The Smart Word Processor features accu-
rate on-screen text representation including

flying reform, visible page breaks, multiple

INTEGRATED OFFICE AUTOMATION SYSTEM PRODUCTS

typestyles on-screen, custom definable
fonts and graphic character sets for draw-
ing lines around important information.
Up to fifty documents may be open and
edited simultaneously through the use

of multiple windows.

The Smart Database Manager allows cus-
tom applications to be created utilizing
ease-of-use features to meet users’ specific
needs. The Smart programming language
is the only application development tool
encompassing each of the business soft-
ware application areas—database manager,
spreadsheet and word processor.
Introducing Wingz

Wingz will be Informix’s first product for
the new generation of windowed graphical
human interfaces. Wingz is a revolutionary
new business productivity tool designed for
the Apple Macintosh and A/UX™, Apple’s
implementation of Unix. Versions of Wingz
are planned for X-Windows, OS/2 Presen-
tation Manager, and other windowing envi-
ronments. With Wingz, on a single page,
users can incorporate presentation graphics
and text processing within a spreadsheet
that consists of over 1 billion cells, Text,
graphs and charts, scanned images, [ree-
hand illustrations, and worksheet data can
be displayed on any page. No other Macintosh
software offers Wingz' dramatic combi-
nation of 3-D graphics, including variable
perspective and rotation. Wingz is planned
for shipment in the second half of 1988.
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MARKETING AND DISTRIBUTION

Throughout the year, Informix has con-
tinued to increase its distribution capabili-
ties to support growth. Informix relies on
a balanced combination of multiple direct
and indirect channels in order to ensure
broad market coverage and product
availability, worldwide.

Fortune 1000

The needs of Fortune 1000 customers are
diverse. These customers require software
products that combine superior functional-
ity and high performance. Just as critical is
a commitment to industry standards. In
this market, the qualifications of the vendor
may be as important to the customer as the
products themselves. In 1987, Informix
made significant inroads in this market by
providing high-performance, standard
SQL and 4GL solutions, as well as new
distributed computing solutions that allow
data to be shared across diverse workgroup
computing environments such as DOS-
VMS, DOS-Unix and other mixed-mode
networks. We now also provide a wide
variety of customer support services,
including regular support and training,
Regency Support, and custom application
consulting, as part of a fundamental com-
mitment to meeting the needs of our
major customers. With the addition of our
Office Automation products, our goal is

to provide integrated information manage-
ment solutions and capabilities for these
customers in the future.

International

[nformix’s international presence increased
significantly this year, with the establish-
ment of sales and support offices in major
cities throughout the world. Standardiza-
tion on Informix’s C-ISAM by the Euro-
pean Unix community’s X/OPEN Group
underscores Informix’s technology leader-

ship position in the international Unix mar-
ket. The growth of Informix has paralleled
the rapid expansion of the Unix market
worldwide. Many strategic relationships
were formed last year which will provide
for more extensive geographic distribution
of Informix products. In 1987, Informix
reached a major strategic agreement with
ASCII Corporation of Japan which grants
ASCII the exclusive rights to sell the Kanji
version of Informix’s Unix and MS-DOS
products in Japan. Translations of our
DBMS products have been completed in
Japanese, Mandarin Chinese, French, Ger-
man, Spanish, Italian, Korean, Hebrew,
and Danish, with more underway. The
combination of the merged companies’
sales forces both in Europe and in the Far
East is expected to further support growth
in markets abroad.

Government

The federal government represents the
largest single market for data processing
goods and services in the world. An esti-
mated 70 percent of all U.S. Government
Requests For Proposals (REPs) specify the
Unix operating system as a necessary or
preferred OS environment for these pro-
curements. Informix’s DBMS products are
well established as the Unix industry’s
leading relational DBMS products. Infor-
mix has continued to strengthen its com-
mitment to the needs of these customers by
expanding the size and scope of its federal
sales and marketing organization. This
organization is dedicated to supporting the
requirements of individual federal agencies
as well as those of government system inte-
grators. Prominent government agency
end users include NASA, the U.S. Army,
the U.S. Navy, the U.S. Customs Service,
and the U.S. Treasury Department. Our
expanded Office Automation and Data-
base Management product offerings are
expected to increase our ability to address

the needs of these customers.

OEMs

Informix has formed strategic relationships
with many ol the largest and best-known

13

manufacturers in the computer industry.
These manufacturers remarket Informix
products to add superior functionality to
their hardware products. For example, the
fault-tolerant transaction processing capa-
bilities of INFORMIX-TURBQO can create
Important new market opportunities for
those original equipment manufacturers
marketing total solutions in the Retail Point
Of Sale, Finance, Airline, and other indus-
tries. In September, we signed a major
OEM agreement with AT&T to supply our
entire line of Informix products as their
database management system of choice for
the complete range of computer systems
they provide. By offering our DBMS prod-
ucts, AT&T will be able to provide its cus-
tomers with a consistent and common
platform for all their system products.
Informix products run on over 150
different computer systems from over 75
domestic and international manufacturers.
This year, a new comprehensive marketing
support program known as the Informix
OEM Alliance Program was introduced to
allow OEMs to choose the level of market-
ing support that best suits their require-
ments. A partial list of domestic Informix
OEMs includes AT&T, Pyramid, Texas
Instruments, Data General Corporation,
NCR Corporation, Northern Telecom,
Encore Computer Corporation, Gould Inc.,
Sequent Computer Systems, Inc., Plexus
Computers, Inc., and Altos Computer
Systems. Given the vast opportunity for
integrated OA and DBMS products, the
OEM market holds even greater potential
for growth in the future.
VARs
Value Added Resellers market turn-key
solutions to vertical industries based on a
unique combination of software, hardware,
and industry know-how. Demand is high
in this segment for software products that
allow programmers to build customized
systems swiltly using advanced program-
ming tools. Informix has developed spe-
cialized programs to support VARs with
consulting, technical support, and market
development services such as the Informix
VAR Exchange. Our 1987 Independent
Vendor Catalog featured over 635 VAR
products and services. Overall, the
long-term outlook for the combined
OA and DBMS product offerings is bright,
especially considering the enormous
potential for cross-selling among VARs.
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VISION: AN IMPORTANT CORPORATE RESOURCE

From s inception in 1980, Informix has
been a company dedicated to the task of
making information more accessible and
easier to use. Just eight years ago, we
pioneered the development of relational
database management technology for use
on mid-range computer systems. At that
time, there was considerable debate about
the commercial viability of the relational
model. Today, the relational model is com-
mon to most commercially accepted DBMS
products. Just two years ago, Informix
released its new COBOL-replacement cali-
ber fourth generation language for SQL
database applications. Today, Informix’s
4GL products continue to lead the industry
due to their power, flexibility, and strict
adherence to industry standards.

With each successive year, Informix
has strived to provide leadership in
important areas of new technology while
sustaining a rapid rate of growth. This fun-
damental approach to success has been
achieved by monitoring and identifying
customer needs and anticipating new
advances in computing. The “all input
accepted” mode of product planning at
Informix allows us to synthesize the input
from dozens of managers throughout our
departments into our plans. We believe
that our ability to both listen to our
customers’ needs and to see beyond the
present demand for new technology is
what distinguishes Informix from its

competition; vision is one of our most
important corporate resources.

Today, we believe that our industry is
once again at a turning point. We believe
that the convergence of major trends in
information processing technology such as
the rapid rise of the mid-range computer,
mass acceptance of window-managed
human interfaces, and connectivity, will
create demand for a new class of informa-
tion management products. These products
will require a synergistic combination of
DBMS and OA features and capabilities in
order to make workgroup computing soft-
ware a reality. Each OA product must be
enhanced to provide users with a window
to shared information resources. Database
engine capabilities must be extended to
allow any information object to be stored
and retrieved using SQL indexes or free-
text search indexing. The next generation
of products from Informix will seek to
address these needs by providing users
with not only an integration over human
interfaces, but a transparent integration
over data as well.

The new Informix Corporation is the
first company that has been formed speci-
fically to address the current and future
industry demand for this new type of
software. Qur goal is to provide industry
leadership in this new area of technology
by applying our balance of PC and mid-
range experience and our DBMS and
integrated OA technologies. This entre-
preneurial effort is backed by the assets
and resources of the world’s tenth largest
publicly-held packaged software company,
the new Informix Corporation.

As a result of our efforts, we believe we
now possess the vision and the resources
to make information of all kinds more
accessible and easier to use than ever
before, and we look forward to leading
an unprecedented age of information
processing.
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MANAGFMENT’S DISCUSSION AND ANALYSIS OF Fl’\tAN(_lAL CONDITION
. AND RESULTS OF OPERATIONS

i

v

The Company’s revenues have approximately doubled year-to-year over each of the last three years. During that time, the

Company has introduced se\:eral new proclucts and has expandecl its sales and marketing efforts and its research and
development pro gram.

Results of Operations-- =

Revenues

The following table sets forth for the fiscal periods indicated (a) the percentage of net revenues represented by certain
itemns reflected in the Company’s consolidated statements of operations and (b) the percentage change in such items:
from the prior fiscal period. The Company believes that year-to-year comparisons of financial results are not necessarily
meaningful and should not be relied upon as an indication of results for future years.

Percentage of Net Revenues : ~ Period-to-Period Percentage Increases
Year Ended December 31, Fiscal 1986 Fiscal 1987 _
- Compared To Compared To.
1985 1986 1987 1 Fisea]' 1985 Fiscal 1986
Net Revenues i 100%  100%  100% i 100% 97%
Costs and Expenses:
Cost of revenues 9 8 8 3 97 100
Sales and marketing 46 S g5 46 OH 101
Research and development 14 12 10, < 66 65
General and administrative 12 < 14 14 - 129 g 94
Toral costs and expenses 81 79 78 96 04
Operating Income: - ; 19- 21 - 22 114 ; 107
Interest income 3 1 ; 1 3 249 = 420
Income before income taxes 20 22 25 Ty 126
Provision for income taxes el 10 11, 131 109
NetIncome 11 12 14 110 141

(1) See “Costs and Expenses—Research and Development E.xpcnscs " for a discussion of the effect of the change in accounting treatment for sqﬂware development
required by SEAS No 86. :

A

Informix derives most of its revenues from licensing its products. The Company’s revenues increased 100% from 1985
to 1986, and 97% from 1986 to 1987. The growth in revenues during 1986 and 1987 has resulted from the Company’s
licensing of products introduced since the beginning of 1985 and increased revenues from certain previous products
attributable to increased sales and marketing activities over the past two years. In particular, the [N FORMIX-SQL
product was introduced in the first quarter of 1985, and INFORMIX-4GL, the Company’s fourth-generation

database language product, was introduced in the first quarter of 1986. As net revenues from INFORMIX-SQL

and INFORMIX-4GL have increased, revenues from INFORMIX, the predecessor product, have declined.

Generally, Informix recognizes net license revenues from products it manufactures upon product shipment and,
from products manufactured by its manufactufing]icensees: upon contract execution with respect to non-refundable
license fees payable by the Iiceﬁsee to the Company within twelve months. Informix receives non-refundable prepaid
heense fees from certain of its tustomers, primarily hcensees authorized to manufacture Informix products. See Note
1 of Notes to Consolidated Financial Statements. : :

From time to time Informix has recognized substantial net revenues from single large software license agreements.
These net revenues, which are difficult to predict or plan for on a quarter-to-quarter basis, have caused fluctuations in
the Company’s quarterly net revenues and, particularly, net income because of the relatively high gross margin on such

“ revenues. The Company anticipates that this condition will centinue in the future. See “Quarterly Results.”
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Eost and Expenses
Cost Of Revenues. Cost of revenues, which consist primarily of the costs of software media, manuals, other documentation
and packaging, were 9% of revenues in 1985, 8% in 1986, and 8% in 1987.
Sales and Marketing Expenses, During 1985, 1986, and 1987, sales and marketing expenses increased in absolute dollar
value as Informix continued to increase its sales and marketing expenditures, including advertising and sales promotional
activities, in order to market its products more effectively to end users and to expand its presence in domestic and inter-
national markets. Since mid- 1985, Informix has opened all ten of its regional domestic sales offices and all four of its
international sales offices, and has increased its sales and marketing staff from 12 to 196 persons at December 31, 1987.
Sales and marketing expenses were 46% of revenues in 1985, 45% in 1986 and 46% in 1987.
Research and Development Expenses. Informix believes that research and development of new products and enhancements
of existing products are essential to its continued success, and so it expects these costs to continue to be a significant per-
centage of revenues. Informix’ research and development expenses, while increasing significantly in absolute dollars year
_ to year, have not increased in proportion to growth in revenues. Research and development expenses amounted to 14%,
12% and 10% of revenues in 1985, 1986 and 1987, respectively. '
The predominant practice of expensing all costs of developing and producing a computer software product, followed
by Informix through the end of 1985, has been changed by Statement of Financial Accounting Standards No. 86,
Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed (‘SFAS No. 867), which
requires that, once technological feasibility of a software product has been established, all subsequent software produe-
tion costs incurred in developing the product to a commercially acceptable level-be capitalized and reported at the lower
of unamortized cost or net realizable value of the product. Informix adopted the provisions of SFAS No. 86 as of January
1, 1986. To the extent that the application of SFAS No. 86 results in the capitalization of software costs, the effect will be
to defer such costs to future periods with a corresponding improvement in near-term operating results. !
During 1986, $274,000 of research and development expenses, equal to 1.3% of net revenues, were capitalized
under SFAS No. 86. During 1987, approximately $1,434,000 of such expenses, équal to 2.7% of net revenues, were

1985
. (In thousands, except pc.r share data) s SRt e P « 3rd 4th
Net Reventies ' $1,598 $2,166 $2,778 $4.036
Costs and Expenses: : :
Cost of revenues = 166 242 234 255 |
Sales and marketing " 924 965 v 1231 1L 7
Research and development 261 370 - 359 481
General and administrative ; 209 264 330 472
Total costs and expenses 1,560 1,841 2,154 2,985
Operating Income - 38 325 624 1,051 |I
Interest income, net 4 22 1_8 fdss 3? '-
Income before income taxes : : 42 347 642 1,088
Provision for income taxes 19 155 286 485
Net Income . ; $ 23 $ 192 $ 356 $ 603
Net Income Per Share $ — $i 03 $ .06 $ .10
Shares used in computing net income _
~ per share, fully diluted ° 5,321 6,138 6,179 6,274
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capitalized and $75,000 of amortization expense relating to the capitalized software was recorded.
General and Administrative Expenses, General and administrative expenses of the Company were 12% of net revenues
in 1985, 14% in 1986, and 14% in 1987. Increased general and administrative expenses as a percentage of sales in
1986 resulted from higher rents paid in connection with new facilities, and increased costs associated with operating
as a public company.
Income \
Informix’ pre-tax income increased 119% from 1985 to 1986 and 126% from 1986 to 1987. Income before income
taxes was 20% of 1985 revenues, 22% of revenues in 1986 and 25% of revenues in 1987. Because Informix’ fixed costs,

primarily associated with personnel, constitute the largest percentage of total costs and expenses, variations between

planned and actual revenues will cause income to vary widely in any period. The capitalization of research and develop-
ment expenses under SFAS No. 86, discussed above, along with interest income earned on the proceeds of Informix’ ini-
tial public offering in September 1986 and its second public offering in June 1987, and lower provisions for income taxes
due to lower tax rates contributed to the higher income as a percentage of revenues in 1986 and 1987. Certain provisions
of the Tax Reform Act of 1986 caused the provision for income taxes to increase from 45% in 1985 to 47% in 1986.
The provision for income taxes for 1987 was 43%. : '
Quarterly Results -
The following table presents unaudited quarterly operating results for the twelve fiscal quarters beginning January 1,
1985 and ending December 31, 1987. Prior to the quarter ended September 30, 1986, Informix had not prepared interim
financial information for public use, and the amounts reflected below for prior quarters have been prepared based on a
retrospective review by Informix. The Company believes that all necessary adjustments have been included in the
amounts stated below to present fairly the following selected quarterly information when read in conjunction with the
financial statements included elsewhere herein. This information includes all normal recurring adjustments that Informix
considers necessary for a fair presentation thereof, in accordance with generally accepted accounting principles. The
operating results.for any quarter are not necessarily indicative of results for any future fiscal period.

-
]

1986 1987

Ist 2nd 3rd 4th SIS 2nd 3rd 4th
$4,152 $4,617 $5,693 © $6,646 : $7,149 $9,123 $11,389 $13,955
332 387 479 560 651 903 960 1,026
1,008 2,093 12,530 3,082 3,358 4,099 5,029 6,840
548 588 588 714 842 . 991 1,094 1,093
708 6T 677 890 1,060 1,243 1396 . 1,968
3,496 3,715 4274 " 5255 5,911 7,236 8,479 10,927
656 902 1,419 1,391 1,238 1,887 2,910 3,028
44 15 42 178 186 186 485 595
el 1,461 1569 1,424 2,073 3395 3,623
351 461 733 639 620 901 1,477 1,576

§ 349 § 456 § 728 § 930 $ 804 $1,172 $ 1,918 $ 2,047
§ .06 § .07 G i 5 $ .10 $ .14 $ 20- 552

6,102 6,487 6,556 8,045 ; 8,259 8546 9513 St : 9,516




Informix’ revenues have increased sequentially on a quarter-to-quarter basis since the beginning of 1985. The
sequential increase in the Company’s quarterly revenues throughout 1986 and 1987 are chiefly attributable to revenues
from its INFORMIX-4GL product, first shipped in February 1986, from its INFORMIX-SQL product, first shipped in
1985, and increased emphasis on achievement of sales objectives on a quarterly, rather than an annual, basis.

In the first quarter of 1987, despite an increase in revenues, operating income declined as compared to the fourth

- quarter of 1986. The decline was due primarily to: increased sales and marketing staff hired to support the introduction
of three new products and versions of certain existing products for the DEC/VMS market; increased general and adminis-
trative expenses related to the incorporation and opening of foreign subsidiaries; and increased costs of operating as a
public company. Operating income in the fourth quarter of 1986 also decreased as compared to the third quarter of
1986, despite an increase in revenues. This decline was primarily due to the payment of higher levels of sales commissions
in the fourth quarter to those sales personnel who achieved sales above quota, increased staffing in all areas (particularly
customer services), increased rents and the additional costs of operating as a public company. The capitalization of
research and development expenses under SFAS No. 86, increases in interest income and lower provisions for income
taxes due to decreases in the applicable rates more than offset the decline in operating income in the fourth quarter of
1986 and partially offset the decline in the first quarter of 1987. -

First quarter operating income in 1986 also decreased from the fourth'quarter 1985 level, due to additional hiring,
the relatively higher documentation cost for the Company’s INFORMIX-4GL product, and approximately $150,000

-of unusual general and aclmmlstratwe expenses related to certain charges in connection to the Company’s move to

new facilities. :

Revenues mvolvmg prepaid hcense fees, where costs of revenues are minimal, have represented a significant portion
of revenues during the past ten quarters.

* Liquidity and Capital Resources :

Historically, Informix has funded most of its growth internally and through the sale of its Common Stock. Working ¢ capl-
tal increased from $15,000 in 1981 to approximately $14,000,000 at December 31, 1986 to approximately $39,000,000
at December 31, 1987. The increase in working capital primarily represeﬁts proceeds of Informix’ initial public offering of
Common Stock in September 1986 and its second’public offering of Common Stock in June 1987. At December 31,
1987, Informix also had a $2,000,000 unsecured revolving line of credit with a bank, against which no borrowings are

= outstanding. See “Post-Merger Operations—Liquidity and Capital Resources.” The Company believes that its present cash

- position plus its cash flow from operations will be sufficient to meet its presently anticipated working capital requirements

through the end of 1988.
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Post-Merger Operations
: Introduction
g " The merger between Informix Software, Inc: and Innovative Software, Inc. was completed on February 8, 1988. Informix
believes that the merger offers the combined companies benefits in product development and technology, distribution
. capability, financial performance and resources, and market presence and competitiveness. As a result of the merger,
i f however, historical financial information regarding Informix and historical pro forma combined financial information pre-
- sented elsewhere in this report may not neCESSarlly be indicative of future operating results of the combined compames
Results of Operations
3 As this annual report to stockholders goes to press, Informix is in the prehmlnary stages ofpreparmg operating plans and
product and marketing strategies for the newly combined operations for 1988 and future periods. Until this process is
completed, Informix will not have evaluated fully the expected impact of the merger on future results of operations of the
combined companies. Long-term, Informix believes that the merger will improve results of operations through enhanced
b product development, marketing and distribution capabilities. Significant cost savings are not expected to result from the
A merger since plans for expansion will preclude meaningful reduction in overhead. In the months ahead, the Company
must integrate its newly combined operations. Short term, the Company an[1c1pates that this may have an adverse effect
v on operating results.
‘ Informix and Innovative have incurred direct costs of approximately $1.3 million in connection with the merger. Of
those costs, approximately $400,000 are already reflected in Informix’ results of operations for the fourth quarter of
1987. The remaining direct costs will be charged to earnings of the combined comipany in the first quarter of fiscal 1988.
Informix expects to incur additional expenses after the merger as a result of: operating from dual headquarters in Menlo
- - Park, California and Lenexa, Kansas; the planned integration of Informix’ database managemént and Innovative’s office
automation technologies, which will require substantial research and development expenditures; and the planned intro-
duction of new products in 1988, which will require substantial sales and marketing expenditures. These expenditures
* will increase Informix’ cost structure in advance of any future revenues Informix may derive from new or integrated prod-
- ' ucts. In addition, Informix believes that the aspects of Innovative’s business described below, among others, will affect
| : Informix’ future results of operations. :

Historically, Informix derived most of its revenues from the licensing of its products for use on multi-user computers
and Innovative derived most of its revenues from the licensing of its products for use on microcomputers. Software prod-
ucts for the microcomputer market generally have lower prices, hlgher relative cost of goods and lower gross

- 7 margins than multi-user software products. : /

Hxstorlcally‘ a majorlty of Innovative’s product orders and shipments occurred at the end of each month, primarily
due to mduétry trends compounded by Innovative’s marketing, sales and pricing programs. In addition, a significant
portion of Innovative’s business was done with large accounts, which often involved lengthy purchasing decision cycles.
Innovatrive experienced quarterly ﬂuctuatipns in its results of operations due to these factors.

Historically, Innovative distributed a significant portion of its microcomputer software products through retail stores.
Retail distribution generally requires greater expenditures on advertising and promotion, particularly in connection with
the launch of new products, than software distribution through other channels.

Liquidity and Capital Resources

1 The combined companies have cash and short-term investments of approximately $62. 7 mﬂhon and working capital of

' approximately $76.9 million. In July 1987, Innovative offered and sold $28,500,000 aggregate principal amount of 7%4%
Convertible Subordinated Debentures Due 2012. In connection with the merger, Informix assumed joint and several lia-
bility with Innovative for [nnovative’s repayment obligations and certain other obligations under the outstanding deben-
tures and reserved shares of Informix common stock for issuance upon conversion of the debentures. Altﬁough Informix
Corporation’s access to the proceeds of the debenture offering is limited by the terms of the debentures, these proceeds

_ will be available to fund the operations of the new Informix Software, Inc. Innovative had a revocable bank loan agree-
ment in the United States which continues after the merger, for a $3,500,000 line of credit, secured by accounts receivable
and certain other assets of the company, and a secured line of credit in Germany for up t0 2,400,000 DM. Informix is in
the process of determining which credit facilities it will seek or maintain for the future.
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CONSOLIDATED BALANCE SHEETS

S

(In thousands, except per share data)

December 31,

1986 1987

Assets
Current Assets:
Cash and cash investments
Accounts receivable, less allowance of $140 in 1986 and $351 in 1987 for
doubtful accounts
Inventories
Other current assets
Total current assets
Property and Equipment, at cost:
Computer equipment :
Furniture, fixtures and leasehold improvements

P

Less—Accumulated depreciation and amortization

Other Assets

Liabilitics and Stockholders’ Equity
Current Liabilities: :
Current portion of leases payable
Current portion of guarantee of ESOP liability
Accounts payable
Accrued expenses
Income taxes payable
Current deferred taxes .
Deferred maintenance contract income

~ Total current liabilities

Leases Payable :
- Guarantee of ESOP Liability :
Deferred Income Taxes
Stockholders’ Equity:
Preferred stock, $.01 par value
_ Authorized—5,000,000 shares
Outstanding—none
Common stock, $.01 par value
Authorized—20,000,000 shares
Outstanding—7,151,667 shares in 1986 and 8,619,117 shares in 1987
Additional paid-in capital
Notes receivable from stockholders
Deferred compensation
Retained earnings

Total stockholders’ equity

The accompanying notes are an integral part of these consolidated financial statements.

)

$12,120  $31,531

5,615 13,646
=531 1,042
469 1,323

18,735 47,542

1,882 4,872
886 1,628
2,768 - 6,500
(790) (1,760)
1,978 4,740
415 2,169

$21,128  $54,451

$ S $ 64

125 118
508 1,513
2.056 4240
1,094 556
184 232
673 1,877
4,774 8,600
144 127
207 103
324 985
72 86
11,980 34,667
(322) (118)

(332) (221)

4,281 10,222
15,679 44,636
$21,128  $54,451
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CONSOLIDATED STATEMENTS OF OPERATIONS

Yéar ended December 31,

. (In thousands, except per share data) 1985 1986 - 1987 -
Net Revenues $10,578 $21,108 $41,616
Cost of Revenues 897 1,767 3,540
T Gross margin 0,681 19341 38,076
Cost and Expenses: !
Séles and marketing 4,897 9,613 19,326
- Research and development 1,470 2,438 4,020
N . - General and administrative - 1,276 2922 566,
N _ Total costs and expenses : 7,643 . 14973 29.013
J Operating income _ 2,038 4368 9,063
Interest Income, net 80 279 1,452
Income Before Provision for Income Taxes 2,118 4,647 10,515
d Provision for Income Taxes: :
Federal 745 1,812 3,708
State 199 - = 372 866
: Net Income $ 1174 $ 2463 $ 5041
3 Eami.ng's per Common and Common Equivalent Share :
Primary:
Net income per share e (e e S 66
B - 1 " Shares used in computing primarymnet income per share 5,970 6,648 8,947
Fully Diluted:
Net income per share $ENRIQE R Sh e b 166
1 { Shares used in computing fully diluted net income :per share 6,075 6,860 9,000

The accompanying notes are an integral part of these consolidated financial statements.

T
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY

A Notes
Cormmnan o ggifii};ﬂ"d ?fg?c}:vabic Deferred Retained
(In thousands, except per share amounts) Shares  Amount Capital Stockholders.  Compensation  Earnings Total
Balance, December 31, 1984 4547 $ 449 $ — $ (18) St 644 611075
. Issuance of stock at $1.75 per share, S
to employees in exchange for
promissory notes ' 16 28 — (28) — - —
Exercise of stock options 42 13 - — - - 13
Sale of stock at $ 1.65 per share, :
net of offering expenses of $46 909. 1454 — - — - 1,454
. Payments received on notes receivable - - — &h — - 4
i Guarantee of ESOP liability — — — — (397) — (397)
Net income — = - =3 S li=t 1ol
Balance, December 31, 1985 Sl ; 1,944 — (42) (397) 1,818 3,323
Exercise of stock options 28 =20 25 — - = 45 )
Sale of stock at $2.125 per share 175 36 — — — — 36
Sale of stockat $2.45 per share, to 3
employees in exchange for cash
and promissory notes ' 18 44 — (@0 — — o3
‘Sale of stock at $3.50 per share, to officersin
exchange for cash and promissory notes 74 259 —— (233) — — 26
Repurchase of stock at $1.75 per share (16) (28) —_ £ — == (28)
Reincorporation of Company - — (2218 2218 — — = =
- Sale of stock at $5.00 per share, to an officer
in exchange for promissory note 10 — 50 (50) — — -
* Payments received on notes receivable e — 14 — — 14
Payment on ESOP liability — = e — — - 87 — .87
Interest on ESOP liability = e — - (22) — (22)
Proceeds from initial public offering
at $7.50 per share, net of offering S
expens.es of $757 1,507 15 9,687 — - P 9,702
Net income - 3 — — — — s 2463 2,463
Balance, December 31, 1986 Tl Tk L 1) (322) (332) ) 4,281 15,679
Exercise of stock options 2 279 3 517 — - - 520
Proceeds from public offering at $18.25 '
per share, net of offering expenses
of $319 1,184 ik A LT == — — 21,289
Repurchase of stock from employees ) (D @lrtsh = — - (26)
Payfnents received on notes receivable — — — 50 — — 50
Interest on ESOP liability == = = — (20) = (20)
Payment on ESOP liability — - - — 131 — 131
Sale of stock to employees under employee-
stock purchase plan 13 - 248 — — — 248
Tax benefits of 1SO disqualifying _
dispositions — = 824 — = — 824
Net income — — — — — 5941 5941
8,619 $ 86 $34.667 $(118) $(221) $10,222 $44,636

Balance, December 31, 1987

_ The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF C HANGES IN FINANCIAL POSITION

25

Year ended December 31,

(In thousands) : 1985 1986 1987
Won .‘eirli__s: Capital Was Provided by: _ :
Net income $ 1,174 $ 2463 $ 5,941
Add-Items not affecting working capital—
~ Depreciation and amortization 230 422 1,046
Increase in deferred income taxes 37 235 661
Working capital provided by operations Tt 3,120 7,648
Proceeds from notes payable to bank 198 = i
Sales of common stock. net of notes receivable from stockholders 1471 ~ 0,856 23,084
“Increase in long-term notes and leases payable 109 93 57
[ncrease (decrease) of ESOP liability 73 310 (103) (104)
Total working capital provided 8 520N 2066 30,685
Working Capital Was Used _IfEn': .
Additions to property and equipment (625) (1,281) (3,732)
Increase in other assets _(126) (285) . (1,829
(Increase) decrease in deferred compensation o (397) 65 a1l
Payments and current maturities of notes payable to bank (64) (256) (74)
Repurchase of common stock = (28) (180)
Total wofking capital used (1,212) (1,785) (5,704)
Increase in working capital $ 2317  $11,181  $24,981
Increase in Working Capital Represented by: X ‘
' . Increase in current assets— A - !
Cash and cash investments $ 2,583 $ 9312 $19.411
- Accounts receivable [ 3,059 8,031
[nventories 179 323 511
* Other current assets ek 219 854
4,090 12,913 28,807
(Increase) decrease in current liabilities— .
Current portion of leases payable (64) 45 (20)
Current portion of ESOP liability (122) (39055 7
Accounts payable (99) (219) (915)
Accrued expenses = (375) (1,088) (2,184)
Income taxes payable (564) (290) 538
Deferred income taxes (314) 180 (48)
Deférred maintenance _cohtract income : (23?)_ (357) (1,204)
(1,773) (1,732) (3,826)
Increase in working c'apital : $:2317  $11,181 = $24,981

e

The accompanying notes are an integral part of these consolidated financial stdtements. '
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS i

Note !

December 31, 1987 e 7

Summary of Significant Accounting Policies

Operations and Innoyative Merger

Informix Corporation, a Delaware corporation, through its wholly-owned subsidiary Informix Software, Inc. and its
foreign sales subsidiaries (together the “Company”) designs, develops, manufactures, markets and supports computer
software systems to perform general purpose data management functions on various computer systems. The Company
also licenses others to manufacture its software programs and user manuals. The Company was initially incorporated
in 1980 and in August 1986 the Company reincorporated in Delaware. See Note 2 fora discussion of the formation of
Informix Corporation and the charige in name of its wholly-owned subsidiary from Relational Database Systems, Inc.
to Informix Software, Inc. :

On February 8, 1988, Informlx Software, Inc. merged with and into Innovative Software, Inc. (‘Innovative”), as
part of a plan of reorganization in which each outstanding share of Innovative common stock was exchanged for three
quarters of a share of Informix common stock. As a result of this transaction, Innovative became a wholly-owned
subsidiary of Informix Corporation.

Consolidation
The consolidated financial statements include the accounts of Informix Corporation and its wholly-owned subsrdlarles
All material intercompany accountsand transactions have been ehmmated :

Revenues

- The Company recognizes product revenue at the time of shipment and recognizes license revenue at the time the agree-

ment is signed, with respect to non-refundable license fees payable to the Company within twelve months. Maintenance
contract revenue is recognized over the term of the contract. In 1985, 1986 and 1987, one customer accounted for 18%,
14% and 16%, respectively, of the Company’s net revenues. Export sales, primarily in Europe, accounted for 15%, 24%
and 36% of net revenues in 1985, 1986 and 1987, respectively. ;

‘Income Taxes

In December 1987, the Financial Accounting Standards Board released Statement of Financial Accounting Standards
No. 96, “Accounting for Income Taxes.” This statement requires an asset and liability approach for financial accounting
and reporting for income taxes. The company is required to adopt the new accounting and disclosure rules no later than
its fiscal year ending December 31, 1990, although eatlier implementation is permitted. )

The company has not yet determined when it will adopt the new standard. The effect on the company of

_implementation of the new standard has not yet rheen determined.

[nventories . 3

Inventories are recorded at the lower of cost (first-in, first-out) or market value and primarily consist of computer
software manuals and related items. '

Property and Equipment

Deprematlon of property and equipment is prowded using the straight-line method over the estimated useful lives of the
assets. The estimated useful lives are as follows:

Computer equipment . ; 3-5 years

Furniture and fixtures ¢ _ 3-5 years
Teasehold improvements i 2 \ . Life of lease

4 . Informiix Corporation 2¢
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Accrued Expenses s _
Accrued expenses consisted of the following:

December 31,
(In thousand9). = = 1986 1987
Accrued payroll and profit sharing ; | ek : $ 867 ‘$},636
Accrued payables : S T 438
Commissions ' ' 4 4 236050 2937

$2,056  $4.240

Otheraccruals : ' - : 487 - 1,629

Research and Development Expenditures :

: 'Commenc‘mgjanuary 1, 1986, in compliance with Statement of Financial Accounting Standards No. 86, “Accounting
for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed,” the Company is required to capitalize
computer software costs incurred in developing a productafter its technological feasibility has been determined. The
capitalized software is amortized based on current and future software revenue, subject to a minimum straight-line
amortization over the remaining estimated economic life of the product. Software development costs capitalized in 1986
and 1987 amounted to $274,000 and $1,434,000, respectively, and are included in other assets in the accompanying
consolidated fimancial statements. As of December 31, 1987, the Company has recorded $75,000 of amortization expense

] .

related to the capitalized software.

¥
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Note 2

Note 3

Comman and Preferred Stock - p ' :

On March 15, 1985, the Company entered into an agreement with Altos Computer Systems (*Altos”), whereby
909,090 shares of its common stock were sold for $1,454,000, net of offering expenses. In addition, certain Company
officers and employees sold 303,030 additional shares to Altos for $500,000. In January 1986, the Company sold an
additional 16,792 shares to Altos at $2.125 per share the fair market value as determined by the Company’s Board

of Directors at the time of the agreement.

In August 1986, Relational Database Systems, Inc. (a C%h[ornia corporation) changed its name to Informix Seftware,
Inc. Concurrent with this name change, Informix Corporation, a new Delaware corporation, was formed and each stock-
holder of Informix Software, Inc. was issued two shares of common stock of Informix Corporation ih exchange for each
outstanding share of Informix Software, Inc. In addition, options to purchase two shares of Informix Corporation com-
mon stock were exchanged for each outstanding option to purchase one share of Informix Software, Inc. common stock.
Asa result of the above-described transactions, Informix Software, Inc. became a wholly-owned subsidiary of Informix
Corporation. A par value was assigned to the Company’s common stock which resulted in reflecting additional paid-in
capital in the accompanying consolidated financial statements. All per share data included in the consohdated financial
statements reflect this two for one common stock exchange. - -

In August 1986, the Company increased the number of authorized common sharcs to 20,000,000 and created a
class of preferred stock with 1,000,000 authorized shares. In February 1988, the Company increased the atithor ized | pre-
ferred stock to 5,000,000 shares. The Company’s Board of Directors is authorized to fix or alter the rights, preferences,
privileges and restrictions of any wholly unissued series of preferred stock, mdudmg the d1v1dend nghts dividend rates
and voting rights.

\

E mpl'mu Stack Option ulad [ f[P[htI‘-L Plans _
In-1986, the 1981, 1985 and 1986 Stock Option Plans (the “Plans”) were combined into one plan, the 1986 Stock Option
Plan. The Board of Directors may grant 6ptions at not less than the fair market value of the shares at the date of grant.
Options are generally exercisable in cumulative annual installments over five years. The Plans provide that payment for
shares purchased upon exercise of options may be by cash or, with Board of Director approval, by full recourse promis-
sory notes or shares of the Company at fair market value on the date of exercise. During 1986, the authorized shares were
increased by 564,420 and during 1987 b; 500,000 to 2,100,000 shares. At December 31, 1987, there were 681,990
shares reserved for future grants and 1,138,660 stock-options were outstanding to plurchase shares at prices ranging from
$1.00 to $19.75, of which options for 245,730 shares are exercisable a['p.rices ranging from $1.00 to $19.75. Options for
42,120, 27,920 and 278,750 5ﬁares of common stock were exercised during_l@BS. 1986 and 1987 at prices ranging from
$1.00 to $11.375.

In December 1986, the Board of Directors approved a quahﬁed Employee Stock Purchase Plan under which up.to
300,000 shares could be purchased. As of December 31, 1987, 13,525 shares have been purchased under this plan.

Informix Corporation
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Note 4

Note 5

Note 6

Employee Stock Ownership Plan

[n May 1985, the Company’s 9hareholders and Board of Directors apprmfed the adoptlon of the 1985 Employee Stock
Ownership Plan and Trust (the “Plan”). The Plan purchased 150,286 shares from the Company’s president for $263, 000
and 85,714 shares from a key officer of the Company for $150,000.

In connection with the stock purchase referred to above, the Plan financed the entire $413,000 at 9% interest, with
the Company’s president and a key officer for $263,000.and $150,000, respectively. Both notes and the related interest
are payable in fourequal annual installments of which the first and second annual installments were paid in March 1986
and March 1987, respectively. The Company has guaranteed these notes and, accordingly, a $222,000 ESQP liabili[f and
deferred compensation is included in the accompanying consolidated financial statements. The total ESOP debt inicludes
approximately $15,000 of accrued interest.

. Company contributions to the Plan in excess of the future required debt payments described above are made at

* the sole discretion of the Board of Directors. The Company contributed $35,000, $94,727 and $131,127 to the Plan

in 1985, 1986 and 1987, respectively, which also reduced the ESOP liability in the accompanying consolidated financial
statements. : : _

On February 8, 1988, Informix’ stockholders approved a proposal to terminate the ESOP in January 1989.
However, assets will not be distributed prior to receipt of a favorable ruling from the Internal Revenue Service.

Commitments

The Company has various operating leases lor rental 0[ office facilities and equipment. Rent expense recorded in
1985, 1986 and 1987 approximated $587,000, $844,000 and $1;526,000, respectively, net of sublease income, As
of December 31, 1987, future minimum lease payments under noncancellable operating leases are as follows:

(In thousands)

1988 \ , s 0687
1989 ’ - 2,968,
1990 : N ' : 3,010
1991 ] 4 TS 3,054
1992 g : : = © 1606
Thereafter : . 1,062
Total future lease payments : ' : ' 14,387
Less—Sublease rental income 5 - - x (146)
Net future minimum payments : - : : $14,241

Capital Leases : = _
The Company entered into three capitalized leases for its telephone system. Minimum future lease payments, by fiscal
year, related to these leases are as follows:.

(In thousands)

1988 : . ) $ 8

1989 ' - _ = : ; : 82
1990 ; : 53
Total capitalized lease payments : i j 217
Less interest (ranging from 10.6% to 13.0%) _ : (26)
Present value of future minimum lease payments _ = : G|
Less current portion , ' (64)

Long-term leases payable » 3 §127
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Note 7

Note 8

I\Il }I ‘.«.‘ ‘-]

Transactions with Related Parties
During 1985, 1986 and 1987, the Company paid approximately $33,000, $94,000 and $73,000, respectively, in consult-
ing fees to a director and paid approximately $197,000, $184,000 and $232,000, respectively, for legal services to

the law firm of which another of the Company’s directors is a partner.

The Company recognized total sales of $37,000, $639,000 and $500,000 to Altos Computer Systems, its largest
stockholder, in 1985, 1986 and 1987, respectively. As of December 31, 1986 and 1987, there was an outstanding
receivable balance of $86,000 and $19,000, respectively, related to these sales.

The Company paid approximately $3,000, $67,000 and $74,000 in 1985, 1986 and 1987 to the spouse of an ofﬁcer
of the Company for various consulting services and technical publications.

A director of the Company is president.of a real estate firm that assisted in obtaining the leases for the Company’s
facilities. For this service, the lessor of the Company’s facilities paid a fee of $93,000 to the director’s company in 1987
and will pay a $71,000 fee in 1988. -

Income Taxes
Deferred income taxes result from timing differences in the determination of income for financial statement and
income tax reporting purposes. Such timing differences arise principally from the use of installment sales reporting
and deduction of software development costs for tax purposes. ' '
As of December 31, the components of the provision for income taxes are as follows:
3 : _

(in thousands) ' : 1985 1986 1987
Current deferred ¥ - $ 26 $OCLI70) - S 147
Long-term deferred s ' 38 184 714
Currently payable ' 880 2,170 3,713

Total provision for income taxes : ) $944  $2,184  $4,574

Research and development tax credits are accounted for under the flow-through method: The difference between the
effective income tax rate and the statutory Federal income tax rate is summarized as follows:
3 : 1985 1986 1987

Statutory Federal income tax rate =t 46.0% 46.0% 40.0%
State income taxes, net of Federal benefit ; ; , D R 4.8
Investment and research and d&,velopment credits : : (8.1) (3.4) 2.7)
Other e _ L5 = 1.4
Effective income tax rate 44.6% 47.0% 43.5%

The Company’s effective statutory Federél income tax rate decreased from 46% in 1986 to 40.0% in 1987 due to the
Tax Reform Act of 1986..

Line of Credit Agreement

In November 1987, the Company entered into a $2 million unsecured revolving line of credit with a bank. The line bears
interest at the bank’s prime interest rate. This agreement contains certain financial covenants requiring, in part, that the
Company maintaina 2.5 to 1 minimum | current ratio, current assets to exceed current liabilities by at least $15,000,000,
a 1 to 1 maximum debt to tangible net worth ratio and a tangible net worth of at least $36,000,000. The agreement.
expires April 30, 1988 There were no borrowings under this line of credit as of December 31, 1987.
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Note 100 "Earnings per Share
| , Net income per share has been computed based upon the weighted average number of shares of common stock and com-
mon stock equivalents outstanding during the periods. In addition, common shares sold or exercised under employee
stock purchase and stock option plans and options granted during the last twelve months immediately preceding the
Company’s initial public offering in 1986, at prices less than the public offering price, are included in the calculation of
common and common equivalent shares as if they were outstanding throughout 1985. Common stock equivalents consist
of the dilutive effect of outstanding options to purchase common stock, in accordance with the treasury: stock method.

Report of Independent Public Accountants

To the Board of Directors of Informix Corporation: ;
We have examined the consolidated balance sheets of Informix Corporation (a Delaware corporation) and subsidiaries as
of December 31, 1986 and 1987, and the related consolidated statements of operations, stockholders’ equity and changes -
in financial position for each of the three years in the period ended December 31, 1987. Our examinations were made in

: accordance with generally accepted auditing standards and, accordingly, included such tests of the accounting records and

- such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the consolidated financial statements referred to above present fairly the financial position of Infor-
mix Corporation and subsidiaries as of December 31, 1986 and 1987, and the results of their operations and the changes
; in their finaneial position for each of the three years in the period ended December 31, 1987, in conformity with-generally
accepted accounting principles applied on a consistent basis.

Arthur Andersen & Co.
San Jose, California : ?
February 8, 1988 .
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PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS ' . : 3

The following unaudited pro forma financial statements give effect to the Merger of Informix and Innovative on a pooling
of interests basis. The pro forma combined balance sheets and statement of operations assurne that the Merger took place
as of the beginning of each period presented and combine Informix’ statements for the years ended December 31, 1985,
1986 and 1987 with Innovative’s historical financial statements restated to the same periods.

The pro forma combined statements of operauons are not necessarily indicative of operating results which would

= have been achieved had the Merger been consummated as of the beginning of such pencds and should not be construed

as representative of future operations.

These pro forma combined financial statements should be read in conjunction with the historical consolidated
financial statements and the related notes thereto of Informix included elsewhere herein.
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PRO FORMA CONDENSED COMBINED BALANCE SHEETS (Unaudited)

At December 31, 1987

Pro forma T
(In thousands except per share amounts)’ : Informix Innovative Adjustments ; Combined
Assets
Current Assets: : _ -
Cash and éhqrpterm investments = 93168 SBER == —— $ 62,738
Accounts receivable : s X 13,646 7,578 — 21,224
] * Inventories and supplies b - _ 1,042 1,822 - 2,864
RS Other current assets : 9378 2,140 — 3,463
Total Current Assets 413420 A AT 90,289
“ Property and Equipment, net of depreciation 4,740 4704 -- 9,444
Other e : : 2,169 3,393 — 5,562
' $54.451 - $50,844 $— - $105295
*Liabilities and Shareholders’ Equity
_ Current Liabilities; = A _ ;
- Accounts payable and accrued expenses : $ 7,630 $4,130 $— $ 11,760
Income taxes payable 788 79 — 867
Current portion of other liabilities [ SD et s s e A= 757
: : Total Current Liabilities - : 8,600 4,784 — - 13,384
' ~ Convertible Subordinated Debentures g =T 281500 — 28,500
Other Liabilities B WDN5: SO 2,379
Stockholders’ Equity: : _ 2
Common stock : : 86 39 = (39) & kS
: . 29 :
Additional paid-in capital 34667 13,468 4 48,139
Notes receivable from stockholders : : (118) — — (118)
Deferred compensation (221) —_ — (221)
Retained earnings _ : 10222 = 2,939 — 13,161
Tréasury stock, at cost _ — - (6) 6 —
Foreign currency translation : = (44) — (44)
Total Stockholders’ Equity [ 44,636 16,396 — SINOER)

~ $54451 $50,844 $— $105,295

The accompanying notes are an integral part of these pro forma combined financial statements.
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‘PRO FORMA STATEMENTS OF OPERATIONS (Unaudited)
- Year Ended December 31,
(In thousands, except per share amounts) 1985 1986 1987
v Software Revenues : : $18,878  $36,184  $68.471
Cost of Revenues ' &5 2,952 4,624 7,739
Gross Margin ' 15926 31560 60,732
Costs and Expenses: : :
Sales and marketing 8,930 16,697 32,634
Research and development 281 4= s 2404 * 5,266
General and administrative s 2906 5. 027 9,253
'Total Costs and Expenses . 13,540 25,218 47,153
Operating Income. ; 2,386 6342 13,579
Interest [ncome - _ 107 566_ 2,762
Interest Expense .~ ' _ , (87) (108) (1,134)
Income Before Income Taxes 2,406 6,800 15,207
Income Taxes : : 1,085 3,199 _6,31_2
Net Income - - $ 1321 $3601 $ 8895
Earnings per Common and Common Equivalent Share - ;
Primary:
Net Income Per Share s lie S S =gt G4
Shares Used in Computing Primary Net Income Per Share ‘ . 8,088 9,316 12,012
Fully Diluted: . i
i Net Income Per Share = - $ade LSS S8 S N4
Shares Used in Computing Fully Diluted Net Income Per Share 8,265 ' 9,538 12,074

The accompanying notes are an integral part of these pro forma financial statements.
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INFORMIX AND INNOVATIVE NOTES TO PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS (Unaudited)

Note J'

Note 2

Note 3

Note 4

Note 5

Note 6

December 31, 1987

The pro forma combined income per share before extraordinary item is based on the combined weighted average number
of common and equivalent shares of Informix Stock and Innovative Stock for each period based on the exchange ratio of
.75 of a share of Informix Stock for each share of Innovative Stock: '

The pro forma combined balance sheet reflects the issuance of 2,955,500 shares of Informix Stock in exchange for all
shares of Innovative Stock outstanding at December 31, 1987 based on the exchange ratio of .75 of a share of Informix
Stock for each share of Innovative Stock.

o2

The two quarters from Innovative’s fiscal year ended June 30, 1985 included in the restated year ended December 31,
1985 had a loss for which no tax benefitwas taken since Innovative was in a loss carryforward position at June 30, 1985.
The two quarters from Innovative’s fiscal year ended June 30, 1986 included in the restated year ended December 31,
1985 had income for which income taxes were calculated and for which an extraordinary credit for realization of the oper-
ating loss carryforward was'taken. As a result of combining the two periods:the loss period is included with the period the
benefit was taken and the benefit ceases to be an extraordinary item. Accordingly, the benefit of the loss, $432,000, has
been reclassified from an extraordinary item and is offset against the income tax expense shown.

There are no other significant adjustments required to the historical balance sheets or historical statements of operations

of Informix and Innovative, except reclassifications for consistent presentation, to arrive at the pro forma combined bal-
ance sheetand pro forma combined statements of operations. '

The table below sets forth the composition of the unaudited pro forma combined sales and income before extraordinary
item for each of the periods shown, had the Merger taken place at the beginning of the periods shown:

Year Ended December 31,

{In thusands)_(unaudifc;!) - =5 1985 1986 1987
Net Revenues: :
Informix ’ : . $10578 $21,108 $41,616
Innovative - ; 8,300 15,076 26,855
Combined company : $18,878 $36,184 $68,471
Income before extraordinary item: '
Informix $1174  $2463 $ 5941
Innovative: ' 147, L1138 2954
Combined company © $1321 §360L $ 8895

Total costs to be incurred by Informix and Innovative in connection with the Merger, relating to legal, printing,
accounting, fees paid to Hambrecht & Quist and Shearson Lehman for their services and other related expenses, will be
charged against net income of the combined company. Approximately $400,000 of these costs are reflected in Informix’
historical financial statements and have been reflected in the pro forma combined financial statements.
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Thomas A. McDonnell, Vice President and Chief Executive Officer, DST Systems Inc.”
Dan G. Sully, President, Sully Associates, Inc.
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Annual Meeting
The Annual Meeting of Stockholders will be held at 5:30 PM. on Wednesday, May 4, 1988 at the Stanford Park Hotel,
100 El Camino Real, Menlo Park, California.

Common Stock Trading Range
The Company’s Common Stock has been traded on the over-the-counter market under the NASDAQ symbol IFMX
since the company’s initial public offering on September 24, 1986. The following table sets forth for the Company’s
Common Stock the range of high and low closing bid prices in the over-the-counter market through February 16, 1987,
and the closing prices on the NASDAQ National Market System after such date. Prices with respect to the Company’s
Common Stock through February 16, 1987 represent quotations between dealers without adjustments for retail
markups, markdowns, or commissions and may not represent actual transactions.

1986 High Low
3rd quarter $ 7% $ 7%
4th quarter 10%& s
1987 High Low
Lst quarter $17v4 $10
2nd quarter 23%s 16
3rd quarter 28 16V4
4th quarter 30% 12

At February 20, 1988 there were approximately 1,105 stockholders of record of the Company’s Common Stock, as shown
in the records of the Company’s transfer agent.

The Company has never paid dividends on its Common Stock and its present policy is to retain its earnings to finance
future growth.
Corporate Headquarters
4100 Bohannon Drive, Menlo Park, California 94025. (415) 322-4100
0875 Widmer Road, Lenexa, Kansas 662 15. (913) 492-3800

Sales Offices

Domestic: International
Atlanta Dallas New York St. Louis England
Boston Denver Newport Beach Seattle Belgium
Chicago Detroit Philadelphia Tampa Canada
Cincinnati Los Angeles Pittsburgh Washington D.C. France
Connecticut New Jersey San Francisco Germany

SmantWare is a registered trademark of Informue Software, Inc. The marks Smart Software System, Smart Datubase Manager, Smart Spreadsheet, Smart Word Processor,
INFORMBG-AGL, INFORMIX-SOL, INFORMIX-TURBO, and C-1SAM are also-used by Informix Software, Inc. to identify its products and services,

Wingz is a rademark of Informix Software, Inc
Lotus 1-2-3% s a trademark of Lotus Development Corporation.
Apple is aregistered trademarkof the Apple Carporation; A{UX and Macintosh are trademarks of the Apple Corporation.

Unix and ATET are registered trademarks of American Telephone and Telegraph Company, MS and XENIX are trademarks of Microsoft Corporation. VAX, VMS, and DECnet are
trademarks of Digital Equipment Corporation,

DOS and [BM are registered trademarks of the Internationl Business Machines Corporation; DB2, MVS, 0S/2, SPUFT, and VM are trademarks of the Internattonal Business Machines
Corporation,

Ada isaregistered trademark of the LLS. Government (ADPO).
Copyright © 1988 Informix Software, Inc.

Pritted in'LLS.AL 730-000-014-0
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