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REPORT ON EWLNATIONS OF CONSOLfDaTED FINANCIAL STATWENTS 

for the years ended June 30, 1986, 1985 and ,1984 

Coo ers 
&~$r$nd 
Certified Public Accaunfante 



certified public accountants 

To the Stockholders of 
Relational Technology, Inc.: 

We have examined the consolidated balance sheets of Relational 
Technology, Inc. as of June 30, 1986 and 1985 and the related 
cansolidated statements of income, changes in stockholdersQ equity, 
and changes in financial position for each of the three years in 
the period ended June 30, 1986. Our examinations were made in 
accordance with generally accepted auditing standards and, accord- 
ingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the 
cf rcums tances . 
In our opinion, the consolidated financial statements referred 
to above present fairly the financial position of Relational 
Teohnology, Inc. as of June 30, 1986 and 1985, and the results 
of its operations and the changes in its financial position for 
eaeh of the three years in the period ended June 30, 1986, in 
conformity with generally accepted accounting principles applied on 
a consistent basis, except for the change, with which we concur, in 
the method of accounting for revenue from maintenance fees as 
described in Note 2 to the consolidated financial statements. 

Oan Francisco, California 
August 22, 1986 



RELATIONAL TECHNOWKiY , INC 

CONSOLIDATED BALANCE SHEETS, June 30, 1986 and 1985 

ASSETS 

Current  a s s e t s  : 
Cash and cash e q u i v a l e n t s  
Trade accounts r ece ivab le  ( l e s s  allowance f o r  doub t fu l  

accounts of $407,308 i n  1986 and $108,200 i n  1985) 
Prepaid expenses 

T o t a l  c u r r e n t  assets 

Equipment, n e t  
Long-term t r a d e  rece ivab les ,  less c u r r e n t  p o r t i o n  

Other a s s e t s  

T o t a l  assets 

LIABILITIES AND STOCKHOLDERS' EQUITY ' 

Current  l i a b i l i t i e s 8  
Accounts payable 
Current  p o r t i o n  gf long-term deb t  
Duf e r r e d  r e v n u e ,  c u r r e n t  p o r t i o n  
Accrued commierions 
ibcrued vaca t ion  
Income t a x e s  payable 
Deferred inedmm t a x e s  
Other c u r r e n t  l i a b i l i t i e s  

To ta l  current: l i a b i l i t i e s  
king-term deb t ,  l e a s  c u r r e n t  p o r t i o n  

theorred revenue, less c u r r e n t  p o r t  ion  
Deferred income t a x e s  

Coclmitmnts (Note 9 ) .  

& % s c k h o l d e r s 8  equi ty :  
P re fe r red  s t o c k ,  S.05 p a r  value  1986, no p a r  

value  1985; au thor ized  3,000,000 s h a r e s  
Conmen s tock ,  $.05 p a r  value  1986, no p a r  value  

1985; au thor ized  25,000,000 sha res ;  i s sued  
and ou t s t and ing  3,167,989 s h a r e s  i n  1986 
and 3,114,025 s h a r e s  i n  1985 

[dote r ece ivab le  f o r  purchase of common s tock  
Rstained ea rn ings  

Poreign currency t r a n s l a t i o n  adjustment 
1 .  

Tota l  l i a b i l i t i e s  and s tockho lders '  e q u i t y  

accomganying notes  a r e  an  i n t e g r a l  p a r t  of t h e s e  conso l ida ted  f i n a n c i a l  s t a t ements ,  



Revenues 

RELATIONAL TECHNOLOGY, INC. 

CONSOLIDATED STATEMENTS OF INCOME 

f o r  t h e  y e a r s  ended June 30, 1986, 1985 and 1984 

Costa and expenses: 
$of tware c o s t s  
S a l e s  and marketing 
General and a d m i n i s t r a t i v e  

Income from o p e r a t i o n s  

En te res t  income 

f nmrest expense 

Income before  t a x e s  on income and 
cumulative e f f e c t  of a change 
i n  accounting p r i n c i p l e  

~ o w i s i o n  f o r  t a x e s  on income 

Income before  cumulative e f f e c t  of 
a change i n  account ing p r i n c i p l e  

k J a t i v e  e f f e c t  on p r i o r  y e a r s  of changing 
the method of accounting f o r  revenue from 
uuintenance f e e s ,  n e t  of a p p l i c a b l e  
de fe r red  s t a t e  income t a x e s  of $98,508 
Ieee Note 2 )  

1 doma n e t  income assuming t h e  new method 
1,. . @d! cveczounting f o r  revenue from mainte- 

W a e  f e e s  is app l i ed  r e t r o a c t i v e l y  $ 1,819,831 $ 595.02g $ 197,64% 



I...' 

) L ' . 7  . . 



RELATIONAL TECHNOLOGY, INC. 
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

for tha years ended June 30, 1986, 1985 and 1984 

4 -gees (uses 1 ef funds r 
$: .: 
: mC cash flow from operation activities: .?. Inacme before cumulative effeot of a c b n w  

Sn accoumtin principle 
maage. (ormi~itel to in- not inwlrinp 

wrk ing aapi tal r 
Chmlarive effmclriv* of a change in aecau 

latfon adjustment 

rr raoeivable 

current lisbi1iti.a 

rrm investmnt 
e additions 

of common atock, net of repurchase 

gmrease in cash and cash 
equivalents, bank overdraft 
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Summary of Siqnificant Accountinq Policies: 

Principles of Consolidation: 

During the year ended June 30, 1986, Relational Technology 
International France S.A.R.L., Relational Technology GmbH, 
Relational Technology International Pty, Limited, and 
Relational Technology Finance, Inc., four wholly owned 
subsidiaries of the company, were incorporated. The con- 
solidated financial statements include the accounts of the 
company and its wholly owned subsidiaries after elimination 
of intercompany accounts and transactions. 

Revenue Recognition: 

Software license fees are recorded in the accounts when 
the contract is accepted by the customer. Renewal fees and 
that portion of software license fees that represents 
maintenance are recognized on a straight-line basis over the 
term of the agreements (see Note 2 ) .  Software licenses sold 
on an installment basis are recorded currently at their 
present value. Interest income is earned as the payments 
become due. Software royalties are recorded when reported 
by the vendor. Other software revenue is reported based on 
the company satisfying substantially all of the related 
contract terms. 

Translation of Foreiqn Currencies: 

Assets and liabilities are translated at the foreign 
exchange rates in effect at the balance sheet date. 
Revenues and expenses for the year are translated at 
the average exchange rate in effect during the year. 
Translation gains and losses are not included in determining 
net income but are accumulated and reported as a separate 
component of stockholders' equity. Net realized and 
unrealized gains and.losses resulting from foreign currency 
transactions are credited or charged to incame. 

Software Costs: 

Software costs are charged to expense in the year incurred. 
Statement of Financial Accounting Standards No. 86 "Account- 
ing for the Costs of Computer Software to be Sold, Leased, 

Continued 
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

1. Summary of Siqnificant Accountinq Policies, continued: 

Software Costs, continued: 

or Otherwise Marketed" will be implemented during the year 
ending June 30, 1987. This statement could change the 
company's practice of expensing all software costs. The 
effect of early application of this principle has not been 
determined. 

Equipment: 

Equipment is stated at cost. Gain or loss on sale or 
retirement is included in operations, and the related cost 
and accumulated depreciation are eliminated. Leasehold 
improvements are capitalized and amortized over the 
remaining life of the lease. Depreciation on equipment 

8 .  

.f. 
is computed using the straight-line method beginning the 

-& ' 
:\ . first full month of operation over the following ranges of 
. .  , 

G r, estimated useful lives: 
u *  8 

R q e  of 
mpreciable 

Lives 1986 - 1985 - 
ktputer equipnent 3-5 $ 7,582,102 $4,315,078 
office equipnent 2-5 1,832,743 1,461,043 
Leasehold 

inprovements Various 894,321 695,866 

10,309,166 6,471,987 

Less acmmlated 
depreciat ian 
and 
amortization 2,675,818 1,169,115 

$ 7,633,348 $5,302,872 

gunmonetary Transactions: 

':. fl~nmonetary exchanges of software licenses or roy 
Bardware or software are recorded in revenue and 
a%t the  fair value of the item surrendered or 
awrkichever is more readily determinable. 

Continued 
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RELATIONAL TECHNOLOGY , INC . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Summary of Siqnificant Accounting Policies, continued: 

Tax Credits: 

Investment tax credits reduce income tax using the flow- 
through method. 

Reclassifications :- 

Certain items in the 1985 and 1984 financial statements have 
been reclassified to conform with 1986 presentation. These 
reclassifications have no effect on previously reported net 
income or stockholders1 equity. 

2. Chancje in Maintenance Revenue Accountinq: 

Renewal fees and a portion of software license fees are revenues 
for maintenance of software. Maintenance includes the rights 
to technical support and system updates. The company changed 
its method of accounting for this revenue for the year ended 
June 30, 1986. In prior years# these maintenance fees were 
recognized when the license was accepted by the customer, and 
thereafter on the annual renewal date. Under the new method, 
such maintenance fees are recognized on a straight-line basis 
over the terms of the agreements. This change was made to more 
appropriately reflect the earnings process of the technical 
supwrt and systems updates. The effect of the change on 1986 
opeeations was to decrease income before taxes on income and 
befa~e the cumulative effect of a change in accounting principle 
by 5746,586 and to decrease related tax expense by $343,429. 

3.  Transactions with Related Parties: 

During the years ended June 30, 1986, 1985 and 1984, the company 
paid approximately $100,000, $76,350 and $58,470, respectively, 
in consulting fees to officers who are stockholders but not 
salaried employees of the company. These amounts are included 
in software development costs. 

During the year ended June 30, 1986, the president of the 
company issued a $99,630 note to the company in exchange for 
66,420 shares of the company's common stock. The principal and 

,. . annual interest of 8.08% is due and payable on April 29, 1991 
Qr earlier in the event of a public offering of the company's 

:. WXumOn stock or in the event that the president ceases to be an 
:r, : ' 

n employee of the company. L ,;,,: 

Continued 

8 



RELATIONAL TECHNOLOGY, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Cont inued 

4. Long-Term R e c e i v a b l e s :  

Long-term r e c e i v a b l e s  c o n s i s t s  o f  i n s t a l l m e n t  s a l e s  o f  s o f t -  
ware l i c e n s e s  a t  i n t e r e s t  rates v a r y i n g  between 10.5% and 21%. 
The b a l a n c e s  are shown a t  f a c e  v a l u e  less a p p l i c a b l e  d i s c o u n t  o f  
$874,000. The a n n u a l  p r i n c i p a l  payments on t h e s e  n o t e s  a r e  a s  

I .  

r ,  -, f o l l o w s  : 
9. 

, '  
' 8 , 1987 $3,954,139 

C - ,  1988 1, 538,668 :;vf,', 
a . 1989 913,964 

8) #,- 8 1990 84,376 

$6,491,147 

long-term d e b t ,  which is summarized as  f o l l o w s :  

1986 - 
it a t  bank r e f e r e n c e  r a t e  p l u s  

3/4% w i t h  maximum a v a i l a b l e  borrowings  up 
t o  $3,500,000, e x p i r e s  September 30, 1986 - 

bank  r e f e r e n c e  r a t e  p l u s  2 % ,  
m o n t h l y  i n t e r e s t  p a y m e n t s  o n l y  u n t i l  
Oc tober  1986, t h e n  monthly p r i n c i p a l  and 
i n t e r e s t  payments u n t i l  Oc tober  1991 $ 584,000 

%arm l o a n  a t  bank r e f e r e n c e  r a t e  p l u s  2%,  
monthly p r i n c i p a l  and i n t e r e s t  payments 
u n t i l  May 1990 2,268,624 

P g u i p m e n t  i n s t a l l m e n t  n o t e s ,  1 2 %  t o  2 0 % ,  
monthly p r i n c i p a l  and i n t e r e s t  payments 
u n t i l  v a r i o u s  m a t u r i n g  d a t e s  r a n g i n g  from 
J u l y  1986 t o  November 1988 89,723 

2,942,347 
491,386 

$3,433,733 

i n e  o f  c r e d i t  and t h e  t e r m  l o a n s  are c o l l a t e r a l i z e d  by 
n y ' s  a c c o u n t s  r e c e i v a b l e  a n d  e q u i p m e n t .  The  bank  
rate a t  June  30, 1986 was 8.5%. The l o a n s  r e q u i r e  t h e  
among o t h e r  t h i n g s ,  t o  m a i n t a i n  c a s h ,  m a r k e t a b l e  

es e q u a l  t o  a t  leas t  1 .5  times c u r r e n t  
t a l  n o t  less t h a n  $5,500,000; n e t  wor th  

Cont inued 
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than 
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ae Taxes: 

ision for income taxes for the years ended June 30, 
) S  and 1984 consists of the following: 

d federal taxes: 
Ilmant sales 

-&~mSnt state taxes E,. 
kferred state taxes: 

6astallment sales 
5. &preciation 

'.@areign taros 

Zsreign taxes 

Continued 
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RELATIONAL TECHNOLOGY, IMC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

, continued: 

income t a x  ra tes  f o r  t h e  y e a r s  ended  J u n e  30 ,  
, 1985 and 1984 were 24.5%, 7.9%, and 9.6%, r e s p e c t i v e l y .  
e e f f e c t i v e  r a t e s  d i f f e r  from t h e  f e d e r a l  s t a t u t o r y  r a t e  of 
as fol lows:  

1986 1985 1984 

% of % of % of 
Pretax Pretax Pretax 

s!!!zE Incane Mnunt Incane Amllnt I- 
Tax pws&3ion at 

s t a m  rate $1,109,290 46.0% $514,168 46.0% $ 352,643 46.0% 
State incam 4xums.t 

net of f m  
incam tm 

113,382 4.7 47,945 4.3 39,762 5.2 
Foreign in@fm taxma, 

inclu@rr~g the 
effect & net 
foreigh h m m  197,623. 8.2 - - - - 

Surtax exesnpth - (20,230) (1.8) (20,250) (2.6) 

(850,279) (33.3) (445,460) (39.9) (298,521) (39.0) 
21,651 . 9 - - - 1- ( 7) 

$ BUia A d B  2s- 

any had car ryforward  mounts a v a i l a b l e  to o f f s e t  f u t u r e  
taxable income and tax l i a b i l i t i e s  a r t  June 30, 1986 as 

For F i n a n c i a l  For 
Report ing Income Tax 
Ptlrwses Purposes 

loss ca r ryove r  - $2,590,780 
x credit ca r ryove r  $206,374 730 , 644 

masing r e s e a r c h  
ities ca r ryove r  - 891,231 

Wer6 expire over  a three-year  pe r iod  ending Swne 30, 

Continued 
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RELATIONAL TECHNOLOGY, INC . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Cont inued  

7. S tockho lde r s '  Equi ty :  

P r e f e r r e d  Stock:  

The components  of  n o n c u m u l a t i v e  p r e f e r r e d  s t o c k  a r e  a s  
fo l l ows  : 

1986 - 
S e r i e s  A c o n v e r t i b l e  p r e f e r r e d  

s t o c k ;  i s s u e d  and o u t s t a n d i n g  
305,000 s h a r e s  $ 305,000 $ 305,000 

S e r i e s  B c o n v e r t i b l e  p r e f e r r e d  
s t o c k ;  i s s u e d  and o u t s t a n d i n g  
192,000 s h a r e s  936,400 936,400 

S e r i e s  C c o n v e r t i b l e  p r e f e r r e d  
s t o c k ;  i s s u e d  and o u t s t a n d i n g  
625,000 s h a r e s  2,500,000 2,500,060 

S e r i e s  D c o n v e r t i b l e  p r e f e r r e d  
s t o c k ;  i s s u e d  and o u t s t a n d i n g  
432,000 s h a r e s  2,700,000 

S e r i e s  E c o n v e r t i b l e  p r e f e r r e d  
s t o c k ;  i s s u e d  and o u t s t a n d i n g  
478,540 s h a r e s  4,687,945 - 

A t  t h e  o p t i o n  of  t h e  Board of D i r e c t o r s ,  t h e  company h a s  t h e  
r i g h t  t o  redeem t h e  S e r i e s  A and S e r i e s  B p r e f e r r e d  s t o c k  i n  
whole  o r  p a r t ,  by p a y i n g  i n  c a s h  t h e  p r i c e  o f  $1.00 p e r  
s h a r e  f o r  S e r i e s  A s t o c k  and $5.00 p e r  s h a r e  f o r  S e r i e s  B 
s t ock .  A t  t h e  o p t i o n  o f  t h e  Board o f  D i r e c t o r s ,  t h e  company 
can redeem S e r i e s  C p r e f e r r e d  s t o c k  i n  whole o r  i n  p a r t  by 
paying i n  cash  a p r i c e  between $4.60 and $4.00 p e r  s h a r e ,  
Set b a s e d  on  t h e  r e d e m p t i o n  d a t e .  A t  t h e  o p t i o n  o f  t h e  
Board o f  D i rec to r s ,  t h e  company c a n  redeem,  i n  whole  o r  
i n  p a r t ,  t h e  S e r i e s  D p r e f e r r e d  s t o c k  a t  a n y  t i m e  a f t e r  
August  31, 1986  a t  a p r i c e  be tween  $7.50 and $ 6 . 2 5  p e r  
s h a r e ,  set  based o n  t h e  redemption d a t e ,  and t h e  S e r i e s  E 
P r e f e r r e d  s t o c k  a t  any t i m e  a f t e r  March 31, 1987 a t  a p r i c e  
be tween  $12.60 and  $10.50 p e r  s h a r e ,  s e t  b a s e d  on t h e  
redemption d a t e .  The company is r e q u i r e d  t o  i s s u e  a redemp- 
t i o n  n o t i c e  t o  a l l  p r e f e r r e d  s t o c k h o l d e r s  60 days  p r i o r  t o  

8.. ' I  . ,, '-' # r  
t h e  redemption d a t e .  

-. L. .- r,.: k,'. 
, r- ; L' Each s h a r e  of  S e r i e s  A and B p r e f e r r e d  s t o c k  is c o n v e r t i b l e  

L , i n t o  f i v e  s h a r e s  of  common s t o c k  and each  s h a r e  of S e r i e s  C ,  
!' '&+, ). 
I , J.J, D, and E p r e f e r r e d  s t o c k  is c o n v e r t i b l e  i n t o  one s h a r e  of 

Continued 
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RELATIONAL TECHNOLOGY, INC . 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Cont inued  

7. s t o c k h o l d e r s '  E q u i t y ,  c o n t i n u e d :  

P r e f e r r e d  S t o c k ,  c o n t i n u e d :  

common s t o c k  a t  t h e  o p t i o n  o f  t h e  s t o c k h o l d e r  a t  any t i m e  on 
o r  p r i o r  t o  t h e  f i f t h  day  p r i o r  t o  t h e  r edempt ion  d a t e  f i x e d  
by t h e  r edempt ion  n o t i c e .  Each s h a r e  o f  S e r i e s  A ,  B,  C ,  D 
and E s t o c k  a u t o m a t i c a l l y  c o n v e r t s  i n t o  s h a r e s  o f  common 
s t o c k  immedia te ly  p r i o r  t o  t h e  i s s u a n c e  o f  s h a r e s  f o l l o w i n g  
t h e  e f f e c t i v e  d a t e  o f  a  r e g i s t r a t i o n  s t a t e m e n t  under  t h e  
S e c u r i t i e s  A c t  o f  1933 c o v e r i n g  t h e  company's common s t o c k  
i n  which t h e  a g g r e g a t e  p r i c e  t o  t h e  p u b l i c  e q u a l s  or e x c e e d s  
$5,000,000 and i n  which t h e  p u b l i c  o f f e r i n g  p r i c e  e q u a l s  o r  
e x c e e d s  $12.60 p e r  s h a r e  i f  e f f e c t i v e  on o r  b e f o r e  May 15,  
1987 o r  $15.75 p e r  s h a r e  i f  e f f e c t i v e  a f t e r  May 15, 1987. 
The c o n v e r s i o n  r a t e  f o r  S e r i e s  E p r e f e r r e d  s t o c k  a d j u s t s  f o r  
c e r t a i n  d i l u t i n g  i s s u e s .  Any redempt ion  must  o c c u r  p r o  r a t a  
among t h e  h o l d e r s  o f  S e r i e s  A, S e r i e s  B,  S e r i e s  C, S e r i e s  D, 
and S e r i e s  E p r e f e r r e d  s t o c k  t h e n  o u t s t a n d i n g  s u c h  t h a t  t h e  
p r o p o r t i o n  o f  s h a r e s  redeemed s h a l l  be  t h e  same f o r  e a c h  
ser ies .  The company h a s  r e s e r v e d  4 , 0 2 0 , 5 4 0  s h a r e s  o f  
common s t o c k  f o r  i s s u a n c e  on c o n v e r s i o n  o f  p r e f e r r e d  s t o c k .  

Div idends  may n o t  b e  p a i d  t o  common s t o c k h o l d e r s  u n l e s s  a  
d i v i d e n d  p e r  s h a r e  e q u i v a l e n t  t o  f i v e  times t h e  common 
d i v i d e n d  h a s  f i r s t  b e e n  p a i d  o n  S e r i e s  A a n d  S e r i e s  B 
p r e f e r r e d  s t o c k  and a  d i v i d e n d  e q u a l  t o  t h e  amount o f  t h e  
common s t o c k  d i v i d e n d  h a s  been  p a i d  on S e r i e s  C, S e r i e s  D 
and S e r i e s  E p r e f e r r e d  s t o c k  i n  t h a t  y e a r .  Div idends  a r e  
p a i d  a t  t h e  a p p r o v a l  o f  t h e  Board o f  Directors on  a l l  series 
of  p r e f e r r e d  s t o c k  contemporaneous ly .  To t h e  e x t e n t  t h a t  a  
d i v i d e n d  is d e c l a r e d  on t h e  p r e f e r r e d  s t o c k ,  e a c h  s h a r e  of  
S e r i e s  A s t o c k  and S e r i e s  B s t o c k  s h a l l  b e  p a i d  a n  amount 
e q u a l  t o  f i v e  t i m e s  t h e  amount p a i d  f o r  S e r i e s  C ,  S e r i e s  D 
and S e r i e s  E s t o c k .  I n  t h e  e v e n t  o f  l i q u i d a t i o n ,  h o l d e r s  
o f  S e r i e s  A ,  S e r i e s  B ,  S e r i e s  C ,  S e r i e s  D a n d  S e r i e s  E 
p r e f e r r e d  s t o c k  are e n t i t l e d  to  $1.00, $5,00,  $4.00, $6.25, 
and $10.50, r e s p e c t i v e l y ,  p e r  s h a r e  i n  p r e f e r e n c e  t o  any 
d i s t r i b u t i o n  o f  any  o f  t h e  assets o r  s u r p l u s  f u n d s  o f  t h e  
company t o  t h e  h o l d e r s  o f  t h e  common s t o c k .  

Cont inued  
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RELATIONAL TECHNOLOGY , INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Con t inued  

7. s t o c k h o l d e r s '  E q u i t y ,  c o n t i n u e d :  

S t o c k  O p t i o n  and S t o c k  P u r c h a s e  P l a n s :  

The company h a s  r e s e r v e d  1 ,000 ,000  s h a r e s  o f  common s t o c k  
f o r  a n  Employee I n c e n t i v e  S t o c k  Op t ion  P l a n ,  and 1,300,000 
s h a r e s  of  common s t o c k  f o r  a n  Employee S t o c k  Purchase  P l a n .  
The o p t i o n  o r  p u r c h a s e  p r i c e  is d e t e r m i n e d  by t h e  Board of 
D i r e c t o r s  b u t  may n o t  b e  less t h a n  t h e  f a i r  m a r k e t  v a l u e  o f  
t h e  s t o c k  a t  t h e  d a t e  t h e  o p t i o n  is  g r a n t e d  o r  p u r c h a s e  
o f f e r e d .  

A summary o f  t h e  a c t i v i t y  u n d e r  t h e  c o m p a n y ' s  Employee  
I n c e n t i v e  S t o c k  O p t i o n  P l a n  is set f o r t h  below: 

; 

E x e r c i s e  
L 

S h a r e s  P r i c e  
L 
f -  ., 
. '  ..- o u t s t a n d i n g  a t  J u n e  30, 1984 - - 

Granted  448,050 $.75 
E x e r c i s e d  - - 

# a L -  ' Terminated  ( 9 , 7 6 8 )  $.75 

O u t s t a n d i n g  a t  J u n e  30, 1985 438,282 $.75 
Granted  564,170 $.75-$2.50 
E x e r c i s e d  (15 ,548)  $. 75 
Terminated  (101 ,445)  $.75-$1.50 

O u t s t a n d i n g  a t  J u n e  30, 1986 885,459 S.75-$2.50 

E x e r c i s a b l e  a t  J u n e  30, 1986 196,506 

- ! h m e n t  I n f o r m a t i o n :  

'=Q company o p e r a t e s  i n  one  i n d u s t r y  segment--the deve lopment  
m a r k e t i n g  of computer  s o f t w a r e .  The company a l s o  p r o v i d e s  

h n i c a l  s u p p o r t  f o r  i ts  p r o d u c t s .  The company's p r o d u c t s  were 
t i a l l y  marke ted  o u t s i d e  t h e  Un i t ed  S t a t e s  t h r o u g h  f o r e i g n  

, 8 t r i b u t o r s .  B e g i n n i n g  i n  f i s c a l  1 9 8 5 ,  p r o d u c t s  m a r k e t e d  
b i d e  t h e  Un i t ed  S t a t e s  have  been  p r i m a r i l y  marke ted  t h r o u g h  
r e i g n  s u b s i d i a r i e s  i n  Canada, Europe,  and  t h e  Un i t ed  Kingdom. 

s u b s i d i a r i e s  pay r o y a l t i e s  t o  t h e  p a r e n t  a p p r o x i m a t i n g  50% 
P r o d u c t  r e v e n u e s  from u n a f f i l i a t e d  c u s t o m e r s .  

Cont inued  
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

.,, 8egment Information, continued: 

The company's operations by geogral 

Revenues fran unaffiliated cwtanrers: 
United States (including export 

sales to distributors and 
others of $3,599, $1,716, 
and $635 for 1986, 1985, 
and 1984, re~pectively) 

Consolidated 

Interccmpany royalty revenues: 
United States 

#,. Operating incame (loss ) : 
; United States 

Consolidated 

- &lentif iable assets : 
. United States 

Consolidated 

1986 and 1985, two different 
of revenues, respectively. 

% Or more of revenues in 1984. 

Continued 

15 

.c area are as follows: 

Year ended June 30 

1986 - 1985 - 1984 - 
(in thous& ) 

ustomers accounted for 1 
single customer account 



RELATIONAL TECHNOLOGY, INC. 
I 
I NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

t 
I g, Leased Assets and Commitments: 
I 

The company has both capital and operating leases. The capital 
lease is for computer equipment and is capitalized at a value 
of $491,386. As of June 30, 1986, no depreciation has been 

. taken because the lease was entered into during June 1986. 
- -  The operating leases are for automobiles and for office space . ,  

in 22 locations, under rental agreements expiring at varying 
dates between 1985 and 2010. One of the rental agreements 

I - 
requires a review of the rent every five years starting in 1990 
and ending in 2005 to assure that rent is at market rates. 

- , I . :  . The company's rental expense under the operating leases for the 1 -  . ,  years ended June 30, 1986, 1985 and 1984 aggregated $1,979,868, 
- $1,004,302 and $337,472, respectively. 

The minimum rental payments due under th 
3.  

above are as follows: 

$: 
1987 
1988 

7;" 
1989 

a*& 1990 .. 
U- 1991 and thereafter 5 LJ- 4;' Total minimum lease 

payments 
il : Less amount repre- 

senting interes 
: f 
f:7 Present value of ne 
!, 
7 .  

minimum lease 
L payments 

'The lease for the company 
&O extend the term for an 
re term is not extended, 

: @585,565 cancelation fee. 

Capital 
Lease 

$114,948 
114,948 
114,948 
114,948 
114,948 

's headquarters 
additional five 
the company is 

.e leases described 

Operating 
Leases 

$ 2,410,904 
2,177,960 
2,001,034 
1,953,725 
4,173,795 

contains an option 
years in 1990. If 
obligated to pay a 
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