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Company Profile:

AGS Computers, Inc. provides automation solutions to
the telecommunications, finance and computer indus-
tries. It delivers these solutions by combining the im- (
portant elements of software and distribution. AGS is a
leader in each of the market niches in which it operates
—commercial systems development, software products
and microcomputer distribution. Its shares are listed on
the New York Stock Exchange under the symbol AGS.

Year in Review
AGS:

e advances to record sales and income levels

e strengthens corporate management with the
addition of several key executives

 acquires Software Design Associates and
Systems Strategies

e lists on the New York Stock Exchange

e extends market lead in systems development
and microcomputer distribution

e launches Smart-C, an on-screen software tool
for enhancing the power and usability of
the UNIX system

¢ discontinues software-only (
distribution operations
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- Lawrence J. Schoenberg
Chairman and Chief Executive
AGS Computers, Inc.

“We are committed to being the number one company in
delivering automation solutions to the finance, telecom-
munications and computer industries. Our technical
skill, our market position and our management talents
gwe us a leveraged ability to provide the highest value-
added solutions at the lowest possible cost.”

Joseph Abrams
President
AGS Computers, Inc.

“In systems development, client need drives technological
change. A thorough knowledge of our clients’ needs, and
of their industries, is thus the first condition of our ser-
vice. This expert knowledge keeps us at the leading edge
of the systems cycle: identifying new needs, developing
new systems and applications, designing new

technology. . ."

Letter to Shareholders

In 1984, AGS achieved increases in revenues and net
income for the 18th consecutive year. Overall, and in
each of our three main businesses—systems develop-
ment, software products and microcomputer distri-
bution—1984 was a successful year for your Company.

The graphs (on pages 2 & 3) highlight our perfor-
mance record over the past five years. Our return on
investment remains above industry averages, while our
total revenues and earnings continue to grow in a con-
sistent pattern.

Looking to the future, we are confident that our ex-
ceptional record of growth can be sustained. Our
outlook is based on the three factors which have con-
tributed to our success to date:

* the high percentage of our volume which comes from
repeat business, even as our client base expands

¢ the fundamental strength of both the industries and
the companies we serve

* economies and increased marketing opportunities
resulting from the continuing integration and coor-
dination of our major business lines.

These factors combine to form what we think is a
significant strategic advantage for our Company: our
committed involvement in multiple areas of the com-
puter and computer services businesses enhances our
ability to judge where the computer industry as a whole
is going.

This ability to anticipate product and technological
changes in the computer industry will help us reinforce
our leadership positions in the systems development
and software products areas. Moreover, this knowledge
has a fundamental application in our distribution
business: it will help us recognize basic changes in
microcomputer systems and related products and to
select our product lines accordingly.

We will further improve our competitive position in
the microcomputer distribution market by effectively
joining our computer industry-related software exper-
tise and our established hardware distribution capabili-
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ty. While many distributors have been hurt by the in-
creasingly intense competition among computer
manufacturers, AGS’ Microamerica remains the largest
distributor of microcomputers and related peripheral
products in the United States. Microamerica has main-
tained its lead in sales and profit margins by carefully
selecting its product lines, and by exploiting the value-
added opportunity in marketing related peripheral
devices and software products.

Our initial entry into the distribution business was
forward-looking. Against a background of ever-
increasing sales costs in the mainframe software
business, we decided that a related distribution capabili-
ty should be developed, for two primary reasons:

e to enhance our competitive position should the
markets begin to favor combined hardware/software
solutions over software-only solutions, and

* drawing on our microcomputer distribution expertise,
to develop a re-seller market as an alternative
distribution channel for our software products.

In short, our entry into the distribution business
has been timely and successful in both financial and
strategic terms. The necessity or desirability of further
blending our major business segments will of course de-
pend to a great extent on market developments. In any
event, we believe that our overall corporate develop-
ment strategy takes into account likely developments in
the computer and computer services industries, and will
effectively guide us in entering new markets and in
detecting new business opportunities in our established
markets.

At AGS, our business segments share a further at-
tribute which may be unique to our Company. The core
businesses, like the original AGS Computers founded by
us in 1967, were begun, and continue to be operated, by
successful entrepreneurs. While our acquisitions
strategy has focused on finding profitable and promis-
ing situations, we have also been mindful of the fact
that when we acquire a company, we are mainly acquir-
ing technical and managerial talent.

We believe that opportunities in the computer ser-
vices and software products businesses are limited only
by the ability to attract and to hold highly competent
technical and managerial personnel. We know of no
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comparable company which can match our record in at-
tracting and retaining entrepreneurs.

Elsewhere in this Annual Report you will find brief
profiles of some of our entrepreneurs, noting when they
started their companies, when they came into the AGS
group, and a selection of their views of their respective
markets and businesses.

We are proud of our achievement in creating a cor-
porate environment within which our entrepreneurs can
thrive.

We have the management and the resources to
reach our goal of $1 billion in revenues in 1990, and our
aim is to pursue this goal while retaining our high
return on equity and our superior operating margins.
Considering that our growth rate over the past ten
years has been 50%, and 70% over the most recent five
years, we believe this to be a reasonable and achievable
goal.

For 1985, we expect to exceed the average growth
rate of the computer services industry, with the largest
part of our growth coming as the year progresses.

Our awareness of the critical importance of people
in the services business will continue to guide us in our
forward acquisitions strategy, in our overall corporate
development efforts and in our day to day operations.

All 2,000 AGS people can be proud of their accom-
plishment, and secure in the confidence that ours is a
bright and promising future.

We thank you for your continuing support.

Yours sincerely,
7 T
pna st C/é-r-l.«»-
Lawrence J. ghoenberg
Chairman and Chief Executive Officer

[l e
Josep¥ Abrams

President and Chief Operating Officer

February, 1985




Anthony F. Stepanski
Executive Vice President
and Director

AGS Computers, Inc.
Joined AGS: 1968

“Systems development can be viewed as a building proc-
ess, while software can be viewed as either a tool in the
building process, or as an actual end result of the proc-
ess. This dual nature of software—as a tool and as a
product—applies particularly to our systems develop-
ment work within the computer and communications
industries.”

Richard W. Thatcher, Jr.
Vice President,

Corporate Planning

AGS Computers, Inc.
Founder:

Atlantic Management, 1967
Acquired by AGS: 1982

o

“My job is first to help the heads of the operating com-
panies—my former entrepreneurial peers—shape their
thoughts; second, to co-ordinate these thoughts, say, on
services or product marketing strategies, into a coherent
whole; and third, to put all of that together into a clear,
flexible and easy to manage strategic plan.”

Business Description

AGS was founded in 1967 as a professional services
company specializing in the design and implementation
of data processing systems. Today, AGS is capable of
providing fully integrated automation solutions, combin-
ing (1) high level consulting and systems development
services and (2) state of the art software products with
(3) high performance hardware available through an ef-
ficient distribution capability. AGS is an established
leader in each of these three business lines.

Yet the key to understanding AGS is the interplay
of these three basic business lines: systems develop-
ment, software products and distribution. By tracing
the interplay of these services within the major in-
dustries AGS serves, a picture emerges of the three
lines of business converging to a single objective: pro-
viding total automated solutions to specific data proc-
essing, information management and factory automa-
tion problems.

AGS in the Communications and Computer Industries
AGS has been a leading supplier of systems develop-
ment services to the telecommunications industry for
nearly two decades.

The deregulation of the telecommunications in-
dustry has opened up new business opportunities for

AGS, while enhancing its long-standing relationship
with the AT&T companies. AGS™ work for Bell Lab-
oratories provides a useful illustration of the interplay
of the systems development and software products
businesses.

Originally retained to provide high level consulting
on information systems, AGS has become a major par-
ticipant in Bell Labs’ development of a variety of new
products, including advanced switching systems and of-
fice automation systems, among others.

This continuing systems development work for Bell
Labs paved the way for AGS to participate in enhanc-
ing the AT&T microcomputer operating system, UNIX.
In turn, AGS’ involvement in the UNIX project re-
sulted in the development and introduction of a unique
software product: the AGS Smart-C.

Smart-C is an on-screen tool designed to enhance
usability of the UNIX system, both in working with the
high-level programming language “C”, and in develop-
ing new applications. The increasing acceptance of
UNIX as a standard operating system has enabled AGS
to reinforce its position as the dominant provider of
UNIX-based systems development, consulting and train-
ing services.

¢



Jay N. Goldberg
Founder and President
Software Design Associates
Founded: 1968

Acquired by AGS: 1984

“In systems development, especially as it applies to
financial services, every solution is a customized solu-
tion, tailored to meet an individual need or solve an in-
dividual problem. This personal quality pervades our
systems development business, both in terms of the
uniqueness of each client’s need, and in terms of the
personal service which goes into each and every one of
the projects we undertake.”

Gordon B. Hoffstein
Founder and President
Microamerica

Founded: 1979
Acquired by AGS: 1983

“We don’t try to create new markets; rather we try to
react quickly and efficiently to new market develop-
ments. Microamerica would rather sell a few leading
products knowledgeably, than sell hundreds or dozens
blindly. Owr thorough knowledge of our products is one
of the eritical value-added factors in our business.”

AT&T’s entry into the computer business provided
AGS with an ideal opportunity to leverage its tech-
nological expertise in telecommunications into new
applications within the computer industry. As the com-
puter and communications industries continue to con-
verge, there will be a corresponding increase of oppor-
tunities for AGS. Indeed, AGS is committed to develop-
ing its knowledge of the computing and communications
industries into a special expertise which bridges these
industries, and gives AGS the lead in providing ‘value-
added’ systems development services.

AGS counts among its clients major computer
manufacturers IBM, AT&T, Digital Equipment, NEC,
Siemens and Wang. Again, the emphasis is on leverag-
ing AGS’ technological expertise into profitable systems
development relationships with end-users of these and
other computer systems.

Its distribution capability is a key component in
AGS’ overall service to the computer industry. Micro-
america, AGS’ distribution company, offers computer
manufacturers a knowledgeable outlet to 20,000 com-
puter retailers, value-added resellers, OEMs and
systems integrators, among others. Reciprocally, these
growing relationships with computer manufacturers
could provide AGS with additional channels for the

distribution of its proprietary software products and its
systems development services.

This reciprocity of interest between AGS and com-
puter manufacturers is well established. With Miero-
america specifically, this mutual interest has several
added dimensions.

First is Microamerica’s commitment to providing
knowledgeable service to its 20,000 customers. While
80% of all computers sold in 1984 were sold direct by
the manufacturer, the inverse was true for sales of
peripheral devices like printers, modems, external disk
drives and related products. Accordingly, Micro-
america’s service is based not simply on an under-
standing of the features and capabilities of various com-
puters, but also on an understanding of the total
requirements of a computing system.

Microamerica has been a pioneer in offering train-
ing and educational services to client dealers. Its
MicroSchool, started in June of 1984, is a continuing
dealer training curriculum offered at various locations
throughout the country. Individual courses are given by
representatives from the manufacturers whose products
Microamerica distributes, by leading industry experts

and by Microamerica’s own experienced marketing and
technical staff.




H. Allen Luray
Co-founder and

Chief Executive Officer
DISC

8 Founded: 1969

= Acquired by AGS: 1983

“In an industry heavily dependent on its people, we are
proud to say that we have had a zero attrition rate over
the past six years.”

Albert M. Harris
Co-founder and President
DISC

Founded: 1969

Acquired by AGS: 1983

“We are particularly excited by the spread of interest
among corporations and municipalities in handling
some of their own eash management and banking
transactions in-house. This will appreciably broaden
the market for several of our software products, and ot
the same time open up new product development
opportunities.”

Another Microamerica service innovation is the
Technical Information and Product Support (TIPS) pro-
gram. TIPS gives Microamerica customers access to a
network of highly skilled technicians trained in the
latest computer technology.

This service orientation has helped to make
Microamerica, according to Computer Retail News, the
number one distributor in America in terms of
revenues, regions covered, number of dealers served
and variety of products handled.

In other areas of the computer and communications
industry, AGS’ total automated solutions strategy is
product rather than service-led. A case in point is AGS
company Systems Strategies, which develops and
markets IBM emulation software and other communica-
tions software products. These products allow large
non-IBM mini and microcomputer systems to com-
municate transparently with IBM mainframe computers
or networks. These products also have a portability
feature which makes them usable in both UNIX and
non-UNIX operating systems.

In this case, AGS software products serve as the
gate to related services, both in developing software
systems for the computer manufacturers, and in
developing applications for end-users of the computer
systems.

AGS in the Financial Services Industries

Like the telecommunications and computer industries,
the financial services industry is growing rapidly,
creating new opportunities for AGS to apply its
systems development and software products expertise.
In fact, the banking, insurance and securities industries

currently stand out as the heaviest users of information

processing systems. AGS’ total solutions approach in
this sector encompasses both service and product-led
strategies.

AGS is a leading provider of systems development
services to major financial institutions like Merrill
Lynch, Citibank, Manufacturers Hanover, E.F. Hutton,
Chemical Bank and Guardian Life. Special expertise in
building large-scale, high-transaction information proe-

essing systems, combined with responsiveness to chang-

ing client needs, has made AGS a valued resource to
companies in the banking, insurance and securities
industries.

(



Joseph F. Herbets
Founder and President
AGS Management Systems
Founded: 1969

Acquired by AGS: 1982

“We are focused on developing specialty software prod-
ucts for project management and control and for manag-
ing the systems development process. What we are seeing
wn this market niche is a trend toward combined de-
livery of products and related services. When it comes to
delivering these ongoing services, the resources available
from AGS give us a competitive edge.”

Stanley Adelman
Founder and President
Systems Strategies
Founded: 1976
Acquired by AGS: 1984

“One of the particular advantages of our business is the
ability to do forward marketing, that is, to tmvolve our
key customers in the actual building of new software
products. A thorough knowledge of owr customers’ needs
spares us the cost of trying to move unwanted, unneeded
products into the marketplace.”

This ongoing systems-led work for major finanical
institutions opens up new opportunities for the mar-
keting of AGS software products. DISC, an AGS sub-
sidiary, develops and markets proprietary software
products with specialized financial application. Its prod-
ucts are banking industry standards in the areas of cash
management and automated reporting.

DISC’s client list totals nearly 300 financial institu-
tions, including two-thirds of the top 100 banks in the
United States. These product-led relationships provide
AGS with a wider, informed base of prospective sys-
tems development clients in the financidl services
industries.

AGS Services and Software in Cross-Industry
Applications

AGS Management Systems is a leader in the develop-
ment of software products for project management and
control, and for systems development methodologies
(SDM). These specialized products have a wide range of
industry and public sector applications, including the
management of engineering projects, large scale
research projects and computer system development
projects.

AGS’ PAC MICRO product, designed for use on the
IBM PC, is a simple and effective orientation program
for newcomers to project management and control
systems.

The more sophisticated PAC III is an automated
project management system designed for mini and
mainframe computers. This system covers every phase
of the project management process.

The AGS SDM products are tools for professionals
involved in the systems development process. Systems
planners, analysts and programmers, along with project
managers and others, use these specialized software
products to meet their individual systems design and
applications needs.

The interplay of systems development services and
software products in these two areas is compelling:
both the project management and control products, and
the SDM products carry continuing service relation-
ships as a vital add-on to the software product sale. As
demand for an integrated systems and software product
capability increases, AGS will be well placed to pene-
trate new markets and expand its customer base.




Management’s Discussion and Analysis
of Results of Operations and Financial Condition

The following table sets forth for the periods indicated
the percentages which certain income and expense

items bear to revenues and the percentage increase of
such items as compared to the prior year:

Percentage of Revenues

Period to Period Increase

For the years 1984 1983
ended Dec. 31, compared compared
1984 1983 1982 to 1983 to 1982
Revenues:
Services and software packages................... 43.8% 36.9% 57.2% 80.7% 44.5%
| el A e (s iy T o sy el e e O Mg e 56.0 62.7 42.3 35.6 232.9
|8 TR o O () T D R L M T A 2 4 D 36.0 88.8
Total RAVeNes i e < wta s s w s 100.0 100.0 100.0 51.9 124.4

Cost of services and software packages ............ 2001 21.9 37.5 101.6 31.1
CoREof prodUCERRIER! . i s ibise Sobasht Sissises 48.0 53.5 35.1 36.4 241.4
ROt COREE v/ 515 o7 ool st R s (s s Disets i 75.4 72.6 55.4 132.9
Selling, general and administrative expenses........ 15.6 16.5 18.8 43.3 97.5
Interest EXPENBE L« sl umi sidu vsiralae wisleremiia e sisis 1.3 T 12 188.1 29.0
Total costs and expenses .............oeuiiivennn 94.0 92.6 92.6 54.2 124.4
Income before income taxes ..................... 6.0 7.4 7.4 23.5 124.5
1Ty R P A Bomie oo oot S A ST e e Yot 3.0 3.4 3.6 30.6 115.5
Net income from continuing operations. . ........... 3.0 4.0 3.8 17.2 132.9
Net loss from discontinued operation .............. 4 — - — —
INGEIINCOMAR 5 i it ris aie o o 5 eis Fe e ip. om o el e el e ml 2.6% 4.0% 3.8% 9% 132.9%
Revenues Gross Profit

The Company’s revenues from services and software
packages increased 81% (49% from acquisitions) and
45% in the last two years respectively. The nonacquisi-
tion increase came mainly from expansion of existing
operations, and to a lesser extent, from price increases.
Microcomputer sales showed very significant growth
over the last three years. The growth rate was greater
in 1983 due to an acquisition. The internal growth came
from a broad-based industry-wide demand and the ex-
pansion of the geographic territory covered.

The gross profit margin in services and software has
been 34%, 41% and 35% over the last three years. The
differences are almost entirely due to the mix of these
businesses. Software package sales represented a
higher percentage of revenues in 1983 and have a
significantly higher margin. The gross profit margin in
the Company’s major service area, computer system
development, have improved throughout the three year
period. The microcomputer distribution business gross
profit margin fell from 16.9% in 1982 to 14.8% in 1983
and to 14.3% in 1984. The reduction was caused by in-
creased competition, changes in product mix and some
of the costs associated with merging our two microcom-
puter profit centers.

(
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Selling, General and Administrative Expenses

These costs have decreased at a continuous rate since
the 1980 figure of 29.1%. The percentage is now 15.6%
compared to 18.8% in 1982. This has been primarily
achieved from the economies of size, especially in the
area of corporate expenses. In addition, the microcom-
puter distribution business has a lower selling cost.

Income taxes

The income tax rate has fluctuated between 47 and 49%
over the last three years. The rate was favorably im-
pacted in 1983 by the research and development and in-
vestment tax credits offset by the overall increase in
state tax rates.

Net Income

Consolidated net income margins reflect the varying
weight of software products, system development and
distribution in the revenue mix as well as several finan-
cial corporate costs such as interest which are offsets
against acquisition profits and the amortization of the
acquisition related “goodwill.” Management believes
that the amortization of these assets without recogni-
tion of new assets which replace these values under-
states the Company’s assets.

Loss from Discontinued Operations

The Company entered, in late 1983, the software-only
distribution business because of the possible connections
between its hardware distribution business and its soft-
ware development business. The business has had con-
tinued losses due to pricing pressures. The factors
necessary for success are different from those in our
other business areas and the conceptual links do not ap-
pear to exist. In short, the Company has chosen to pur-
sue profits rather than concepts.

Inflation

The Company’s business has not been impacted by in-
flation. It has been able to adjust its rates for services
in light of inflationary pressures. Due to the rapid in-

ventory turnover of its products, inflation has not been
a factor in the product sales segment.

Liquidity and Capital Resources

The Company has sufficient financial resources to meet
its anticipated requirements. Its October, 1984 bank
agreement provides for a $27,750,000 credit facility.
The major use of this credit is to finance acquisitions.
$11 million of this credit is available for use as of
December 31, 1984. Working capital requirements for
the Company’s internal growth and operations have
been satisfied principally from funds generated from
operations, and it is anticipated that such funds will
continue to be sufficient for the Company’s internal
needs. Cash generated from operations exceeded net in-
come because the income tax accrual is significantly
greater than the actual tax payments. This difference is
created primarily by the use of the cash basis for tax
reporting.

During the last three years the figures were:

1984 1983 1982

Tax Accrued . ........ 36,614,000 $5,065,000 $2,350,000

Pax Paide, o e ce $2,014,000  $3,221,000  $1,332,000
Acquisitions

The Company acquired two companies in each of the
years 1982, 1983 and 1984.

REVENUES
1984 1983 1982
Prior year base ........ $195,320,000 $ 86,091,000 $58,230,000
1982 acquisitions .. ..... 6,796,000
1983 acquisitions ....... 59,820,000
1984 acquisitions . ...... 26,311,000
Total Revenues ........ $221,631,000 $145,911,000 $65,026,000




Consolidated Balance Sheets

AGS Computers, Inc. and Subsidiaries

December 31 1984 1983
Assets
Current assets
Cashandtemporary INVESTMeNTS ;5% s/ vialure) i sialakiis s i sialsierslsva alels alalakalsla alis $ 2,797,000 $ 4,313,000
Accounts receivable-trade, less allowances of $720,000 and $1,120,000. .......... 26,722,000 21,612,000
IOy T O S g b e o Aurconmsae e Sy, bal s aamueieold 5l 14,759,000 13,648,000
Prepaid exponses ant ot asue TRl e e wieele shois ot esssiersle sisiaielo hsneasiaishmneiecal sie 3,721,000 2,991,000
O R O T e G SR ER e sa bl svaye atariace alie ivve: vioeiioiinl o dimims aism pn wlia:@sarseisst or o milomomiaion. um 47,999,000 42,564,000
s T R s e o PR\ sl s b L P L U e S e o 3,990,000 3,259,000
133 157 0] 0] RO L6 1 (b A A T e D AR T SO ORI IR DA 6,100,000 5,462,000
Costs in excess of net assets of subsidiariesacquired . . . . ... ... ... .. .. .. ... 28,631,000 16,376,000
O B ERB e e s s AT s 3 e el blal e LA P T v el e e e 6,539,000 1,192,000
$93,259,000 $68,853,000
Liabilities and Stockholders’ Equity
Current liabilities
INOTEBDAVADIE . <. o oo ovatsin s wiviviiigeoie e a7akessas i Siacsva st BAa. aks i Torslm e 1o Jruyaalcal o o $ 1,305,000 $10,630,000
Currentimatirities'of long=termidebtia. < cicimin coltiassan: caleaibin s o aietasiaim 0h 3,066,000 194,000
Accounts payable and acerued liabilities . . ... ..ot 18,812,000 14,454,000
DT el HICOME s s s s b e e et v SR SR e s s R s e 2,375,000 1,655,000
IR T e e A R 0 a Tl ts 1 e e murie e e e el o S ool 203,000 313,000
Deferred income taXes PAVADIS 01 v hiks siotonsaisinissnsienssiaohe sethisaiaias canezeisiaioisiar e 8,544,000 5,254,000
e e iran o st ol AT A e b o g o T 34,305,000 32,500,000
Deferred income taxes PAYADIE It iimien wiisiorsiata e s aie s Saleiso s« ske azals alslels s 1,716,000 208,000
Long-term debt, lesscurrent maturities. . . . ... ..ol il i e 14,822,000 221,000
Other hahilitiestont i e s ased st e s s (arsi st SISl R Feben wreiiatederee s 399,000 702,000
RGBT e R e ST T stas siaiab v asese sxekadaaossilosio o/ellarat aystia. sHaVALola axin aTin, KCaNSIare sl oy 51,242,000 33,631,000
Stockholders’ equity:
Common stock, par value $.10 per share:
authorized 25,000,000 shares in 1984 and 8,000,000 in 1983;
issued and outstanding 5,283,000 and 5,222,000 ... ........c..itiiniiian.n 528,000 522,000
Poideineapiballt sl o e e s ae e el s e T e 23,018,000 22,068,000
Retainet EaArTINDE o aia le ehalia o a1e srallatutelis wisselsiatsi blettoly rite s e aetortie i alle o lsbelaeisia bie 18,471,000 12,632,000
Total 8tockholders! GqUILY. « < «ivicioin e ot «iaisinis i siniel o)aoe sia s ioloiaioiols sile alaisialsials sis 42,017,000 35,222,000
$93,259,000 $68,853,000

See accompanying notes to consolidated financial statements
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Consolidated Statements of Income

AGS Computers, Inc. and Subsidiaries

For the years ended December 31, 1984 1983 1982
Revenues:
Services and software packages. . .. «.coiviiiiii ittt neenas $ 97,177,000 $ 53,773,000  $37,203,000
ProdetBalen - S Sl st that sy e iaata s ST et a1 e 124,055,000 91,515,000 27,493,000
1 D311 a0 B0 £ 16000 £ 1L I A P S P TS oA P N P P A PP et 399,000 623,000 330,000
221,631,000 145,911,000 65,026,000
Costs and expenses
Cost of services and software packages. . ....................... 64,382,000 31,937,000 24,365,000
Cost ol ProQUetaBIes o i v o s e s ol /s Gomyeitye bin sivlalissiie 106,429,000 78,008,000 22,845,000
170,811,000 109,945,000 47,210,000
Selling, general and administrative expenses ........ BT e 34,593,000 24,133,000 12,220,000
38 Rt 0 el sl e NN e o =5 PRt £ 5 SRR, £ 2,832,000 983,000 762,000
208,236,000 135,061,000 60,192,000
Income before inCome taxes ... ...vvuvneereneenrennnnrnsnnsnss 13,395,000 10,850,000 4,834,000
L A S s e e et o L A v Sy OO DR s 6,614,000 5,065,000 2,350,000
Income from continuing operations ...............ccoiuiiiiiinn.. 6,781,000 5,785,000 2,484,000
Discontinued operations:
Loss from discontinued operations (less applicable
InCOmME T aRes O A OO O o o e re) e el a) ol ) el s 1a eas aaarts (483,000)
Loss on disposal, including provision of $150,000 for operating losses
during phase out period (less applicable income taxes of $391,000) . . (459,000)
Loss from discontinued operations .. .. .........ccviiiininenen.. (942,000)
NetINCOMIE 5w imins v T R e i o S e T R e S T aeis $ 5,839,000 $ 5,785,000 § 2,484,000
Income per share from continuing operations:
535 (720 Ay yeproe i R et O e DR R e et et $1.29 $1.25 $.73
B A R o oot oles ointsrtalia e ari e atents, wealesaRetiars ih SAVA NS Coaets - $1.29 $1.20 $.73
(Loss) per share from discontinued operations:
TN 51 o) a et o s s e s s o B WS e AR s e e o e S ST 3 ($.18)
Net income per share:
P e e o MR e b Sl o ekt o s dirmene | $1.11 $1.25 $.73
By i e e e L e iesisinoinmst A orimnetio at $1.11 $1.20 $.73
Weighted average shares outstanding:
PR G- =i e e s a3 v o o e et & o570 Wil 5,270,000 4,609,000 3,419,000
e G e T e T S A O e P e B T IO S 5,270,000 5,072,000 3,419,000

See accompanying notes to consolidated financial statements
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Consolidated Statements of Changes in Cash Position

AGS Computers, Inc. and Subsidiaries

For the years ended December 31, 1984 1983* 1982*
Sources of cash:
F'rom continuing operations:
IACOMIE Gl e SN e T s e s e e s ie i o s $ 6,781,000 $ 5,785,000 $ 2,484,000
Equity in losses of affiliated companies . .................... 365,000
Depreciation and amortization.........coveiviiinnenanran. 1,912,000 1,322,000 693,000
Changes in balance sheet accounts:
Incotne taxes payable—et coucuan semmmmnive casaans s nass 4,731,000 1,844,000 1,018,000
A CCONN R TRCRIVADIO o= o cimmaite s slos) e b fabRaTE 15 Sdtetalaiatin. a)s alaiiers (1,509,000) (7,367,000) (2,225,000)
Prepaid 6XpenRAR i =t sk skl fdsetaita el i e < Gk (167,000) (881,000) (253,000)
Accounts payable and accrued expenses. . ................. 3,201,000 1,886,000 278,000
el AN oM oras vh bt et s B vt a0 e i e h s e 720,000 (1,416,000) (74,000)
16,034,000 1,173,000 1,921,000
From discontinued operations:
T S e at) s S A e S o S D D R e e DIy ST (942,000)
Depreciation and amortization'. . v« s v« s s is vweiians s v 18,000
Changes in balance sheet accounts:
Income taxes payable—net ... ......coivivriiniannnnnn. (808,000)
S ) T g T Ty s Ll R T (292,000)
(2,024,000)
Total from OperationS ik 1ildoe il sis siojemeteis risiriasteisl <o sisbers 14,010,000 1,173,000 1,921,000
S M R T U FUR RO ot s D h) i o (LS R T 8,094,000
Common stock issued on conversion of debentures ............... 8,672,000 534,000
Common stock issued upon acquisition of subsidiaries
A ey N e T ORI N T rale s i e aitetale e e was e o 584,000 2,492,000 1,624,000
Common stock issued under employee stock ownership (
and staek purehase PIANS <5 < v fiesin sl smes snosiseits n st 152,000
SO O IONS EXErCISed s naia s o wimles s o s et a e b i =50 5% Siarers 92,000 120,000 1,000
Tax benefit from the issuance of stock options. .. ...........00tn 128,000
Increaseindong-termidebl v s v aviovie vii vowive s v saoa s el 20,000,000 12,000 10,248,000
Decrease in notes receivable fromofficer. ...................... 640,000
e o et e s e o B 221,000
Total SoUrcesS Of CaSN. . v v vt vevn ve s viesans oinsannsassonn 34,966,000 20,563,000 15,189,000
Uses of cash:
Acquisition of subsidiaries and equity interests. . ............... 18,362,000 8,387,000 3,818,000
Decrease (increase) in notespayable . .. ......... ... .. ....... 10,621,000 (2,770,000) 22,000
LT TF T (UR 6 (6 0153t 7 0 (210) P sy e e et e e s o o 2,527,000 9,708,000 2,790,000
o515 1A (0] 9% a0 B aTb L TSLeT o] 7B 013 ok s i S s A R i DR 1,615,000 1,331,000 780,000
IncreaSe AN IITVEnEOTIES ik o lvs inTete sivie el omias sots alomsds s diaeus 1,111,000 4,697,000 1,269,000
I nCTease N Gt HOr AREBIS S e s eiivaloa s sl s lleieeisans) s2s avdians 1,248,000 82,000 590,000
Additions to software products—net. .......... ... ... .. .. 638,000 1,569,000 174,000
Deerease I otRer IabBIItes & o cas s s s v s v s asien ov isies 360,000 130,000 32,000
Fotalnses ol eaB i e S s el e i e Sy el 36,482,000 23,134,000 9,475,000
(Decrease) increase in cash and temporary investments ........... (% 1,516,000) (% 2,571,000) $ 5,714,000

See accompanying notes to consolidated financial statements
*Restated to conform to 1984 presentation ~
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Consolidated Statements of Stockholders’ Equity AGS Computers, Inc. and Subsidiaries

For the years ended December 31, 1982, 1983, and 1984

Common Stock Paid-in Retained Treasury Stock
Shares Amount Capital Earnings Shares  Cost
Balance, December 31, 1981... 3,312,000 $331,000 $ 723,000 $ 4,363,000 3,090 $1,000
Netincome............... 2,484,000
Common stock issued .. .... 283,000 28,000 1,596,000
Stock options exercised. . . .. (2,400)  (1,000)
Common stock issued upon
conversion of debentures . . 51,000 5,000 529,000
Balance, December 31, 1982. .. 3,646,000 364,000 2,848,000 6,847,000 690
Netineome. ... croesie: enmias 5,785,000
Common stocksold ........ 575,000 58,000 8,036,000
Common stock issued . ..... 127,000 13,000 2,479,000
Stock options exercised. . . .. 19,000 2,000 118,000 (690)
Common stock issued upon
conversion of debentures . . 855,000 85,000 8,687,000
Balance, December 31, 1983. .. 5,222,000 522,000 22,068,000 12,632,000
Netincome. .............. 5,839,000
Common stock issued ...... 39,000 4,000 580,000
Stock options exercised. . . . . 13,000 1,000 91,000
Common stock issued under
employee ownership plan . . 6,000 1,000 123,000
Common stock issued under
employee stock purchase
o b2 T o B 3,000 28,000
Tax benefit from the issuance
of stock options. . ........ 128,000
Balance, December 31, 1984. .. 5,283,000 $528,000 $23,018,000 $18,471,000

See accompanying notes to consolidated financial statements
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Notes to the Consolidated Financial Statements

Note A—Significant Accounting Policies:

The financial statements include the accounts of the
Company and its wholly-owned subsidiaries, after
elimination of all significant intercompany accounts and
transactions.

Service revenues arising from time and material
contracts are recognized as services are rendered.
Revenues from sales of software packages are recog-
nized as follows: (a) on sales made on standard terms,
90% of the sale amount is recognized when the package
is in deliverable form with the balance recognized upon
completion of training and support; (b) on sales made
subject to client acceptance of the package, revenues
are recognized after acceptance is received for the
package and the collateral training and support.
Revenues from maintenance contracts are recognized
ratably over the term of each contract. Product sales,
costs of products sales and related selling expenses are
recorded when delivery is made to the customer.

Fixed assets are recorded at cost. Depreciation is
computed principally on the straight line method based
on estimated useful lives. Leasehold improvements are
amortized over the life of the lease, or their estimated
useful lives, whichever is shorter.

Costs in excess of net assets acquired are being
amortized over forty-year periods. Accumulated amor-
tization aggregated $1,206,000 and $494,000 at
December 31, 1984 and 1983, respectively.

Inventories, consisting of microcomputer systems,
peripherals and computer accessories, are stated at the
lower of cost or market; cost is determined by the first-
in first-out (FIFO) method.

Deferred income taxes result from reporting certain
revenue and expense items differently for financial and
tax reporting and are shown primarily as current
liabilities although not payable within one year of their
respective year-end dates. Investment and research and
development tax credits are reflected as a reduction of
federal income taxes in the year realized.

Research and development costs which are charged
to operations, amounted to $4,413,000 (1984),
$2,753,000 (1983) and $1,986,000 (1982).

Costs of software product enhancements with an
established market are deferred and amortized over
their estimated useful lives, generally five years. Costs
deferred and amortized were $2,055,000, $2,230,000,
and $212,000 and $666,000, $198,000 and $38,000 for
the years 1984, 1983 and 1982 respectively.

AGS Computers, Inc. and Subsidiaries

Software products at December 31, 1984 include
$3,758,000 arising from the purchase of subsidiaries
and are stated net of accumulated amortization of
$1,253,000.

Primary net income per share is based on the
weighted average number of shares of common stock
outstanding. Dilution resulting from stock options
outstanding is not significant. Fully diluted net income
per share assumed conversion on January 1, 1983 of all
convertible debentures into common stock; for this
calculation net income is increased by the after tax in-
terest of the debentures.

Note B—Fixed Assets:

December 31, 1984 1983
Fixed assets consist of:
Furniture and equipment ............ $3,976,000 $3,034,000
Computer equipment. . .............. 1,814,000 1,497,000
Leasehold improvements. ............ 913,000 470,000
6,703,000 5,001,000
Less: accumulated depreciation
And amor iz aRoR R NS S e s 2,713,000 1,742,000
$3,990,000 $3,259,000

Note C—Notes Payable:
Notes payable at December 31, 1984 and 1983 include
amounts payable ($1,305,000 and $5,430,000, respec-
tively) to former stockholders of companies acquired
and for 1983 include amounts payable to banks under
lines of credit in the amount of $5,200,000.
Short-term borrowings averaged (on a month-end
basis) $1,033,000 (1984), $2,106,000 (1983), and
$767,000 (1982) at a monthly weighted average interest
rate of 11.0%, 10.8%, and 15.3%, respectively. The
maximum amount of short-term borrowings at any
month-end was $12,400,000 (1984), $5,200,000 (1983)
and $1,673,000 (1982).

Note D—Long-Term Debt:

December 31, 1984 1983
Long-term debt consists of the following:
Bank termmnote . . .................. $12,750,000
Bank revolving credit note . . ......... 4,000,000
Other- oo vt e s e ae s 1,138,000 $415,000
17,888,000 415,000
Less, current maturities. . ............. 3,066,000 194,000
$14,822,000  $221,000

The Company has a bank credit facility aggregating
$27,750,000 at December 31, 1984 of which $12,750,000
is under the term note and $15,000,000 under the
revolving credit note. The term note requires quarterly
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installments of principal of $750,000 to maturity at
January 31, 1989 plus interest at prime. The revolving
credit note terminates on October 31, 1986 at which
date all amounts then outstanding are converted to a
Funded Term Loan payable in quarterly installments
commencing on January 31, 1987 with a final maturity
date of October 31, 1989; interest, at the Company’s
choosing, is either at prime or LIBOR (plus 1%% and
other adjustments) to October 31, 1986 and %% over
prime and 1%% over LIBOR thereafter. Under this
credit facility the payment of cash dividends is pro-
hibited and requires the Company to maintain several
financial ratios, including working capital and cash
flow. The agreement also requires the Company to
maintain a compensating cash balance of $500,000.

Maturities of the non-current portion of long-term
debt at December 31, 1984 are as follows:

OGN e N I $ 4,058,000
O i e e 4,341,000
i 4,338,000
D g 2,085,000

$14,822,000

Note E—Income Taxes:
The provisions for income taxes consist of the
following:

A reconciliation of the provisions for taxes on in-
come from continuing operations at the applicable
Federal statutory income tax rate to the tax provisions
as reported is as follows:

Years ended December 31, 1984 1983 1982

Provision computed at the
Federal statutory income

L i e T e $6,162,000 $4,968,000 $2,325,000
State and local income taxes,

net of federal tax benefit . . 732,000 597,000 281,000
Amortization of costs in

excess of net assets

acqttired <o - ssnamaney 326,000
Research and development

CratiEpm e o A B R (510,000)  (320,000)  (220,000)
Investment tax credit ...... (136,000) (356,000) (68,000)
(841110 il e, St e e 40,000 176,000 32,000
AsReported.............. $6,614,000 $5,065,000 $2,350,000

At December 31, 1984 the Company has for Federal
income tax purposes investment tax and research and
development credits available for carryforward of
$349,000 and $311,000, respectively which expire in
1998.

Note F—Accounts Payable and Acerued Liabilities:
Accounts payable and accrued liabilities consist of:

December 31, 1984 1983
Accounts payable to vendors . .......... $13,934,000 $ 9,620,000

Years ended December 31, 1984 1983 1982 Acerued interest and
From continuing operations: withheld payroll taxes...........oin. 698,000 238,000
Currently payable: Accrued payroll, vacation and
)75 e e e N $ 493,000 $1,731,000 $1,216,000 DO EXPATISOS o vv oo imioin siarsis e araiarsva mie 2,164,000 2,669,000
Stateandlocal .......... 583,000 780,000 470,000 OERRY S 5zas-iavaisave torae s svelsysnalia aiaen s s iieve 2,016,000 1,927,000
1,076,000 2,511,000 1,686,000 $18,812,000 $14,454,000
Deferred:
Redaralesions e 4,742,000 2,228,000 615,000
Stateandlocal .......... 796,000 326,000 49,000 Note G—Stock Plans:
5,538,000 2,554,000 664,000 During 1982, the Company adopted an incentive stock

$6,614,000 $5,065,000 $2,350,000

From discontinued operations:

Currently payable federal. . ($417,000)
Deferred federal. . ....... ($391,000)
($808,000)

The effect on deferred taxes from (i) the reporting
of income on the cash basis for income tax purposes
was $1,196,000, $1,662,000 and $130,000 for 1984,
1983, and 1982, respectively, (ii) the expensing of soft-
ware product enhancements for income tax purposes
was $659,000 in 1984, and (iii) differences in the valua-
tion and amortization of acquired subsidiary assets was
$477,000 in 1984.

option plan (“ISOP"") which authorized the granting of
options for 250,000 shares; in 1984 the amount was in-
creased to 500,000 shares. The options may be granted
at not less than the market price of the shares at date
of grant and are generally exercisable over a 10 year
period. At December 31, 1984 options for 232,615
shares were outstanding under the ISOP.

During 1982, the Company’s 1974 qualified stock
option plan was terminated. At December 31, 1984
options for 3,000 shares remain outstanding under
this plan.
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Certain information with respect to options granted
under the above noted plans and a non-qualified plan
that expired in 1982 is as follows:

Number of Shares
Years ended December 31, 1984 1983 1982

Shares under option at beginning
of period ($.50-$28.75 a share). . ... ...

184,265 123,430 25,5600

Granted ($9.50-928.75). . v vaivis vesnann 81,450 106,446 102,430
Exercised ($.50-$16.00) . ............. (13,047) (19,847) (2,400)
Cancelled ($.53-$26.50). . . ............ (17,053) (25,764) (2,100)
Shares under option at end of period

($:50-32RITH a8HAYE) oo vniss caien swimn 235,615 184,265 123,830

At December 31, 1984 and 1983 options for 74,416
and 23,213 shares, respectively, were exercisable.

No charges were made to income in connection with
the aforementioned stock option plans since all options
granted were at market.

During 1983, the Company adopted an employee
stock purchase plan (ESPP) which authorizes the grant-
ing of 250,000 shares of stock to all full-time employees
of the Company and its subsidiaries at a price not less
than 85% of the market value at date of grant. Options
to purchase 50,000 shares under this plan were autho-
rized of which 3,007 were issued in 1984 at $14.25 per
share and 17,832 at $15.30 per share had been sub-
scribed to as of December 31, 1984, Shares are issuable
at the termination of the purchase period, August 31,
1985, to all employees then remaining in the plan.

During 1983, the Company adopted an employee
stock ownership purchase plan under which all qualified
employees of the Company and its subsidiaries are
granted shares of stock equal in value to .5% of their
annual compensation. In connection with this plan, ex-
penses of $223,000 and $134,000 were reflected in the
statements of income for the years ended December 31,
1984 and 1983, respectively.

Note H—Commitments:

The Company is obligated under operating lease
agreements, for its offices, warehouse facilities, and
other equipment. A number of leases require that the
Company pay additional rents due to increased

AGS Computers, Inc. and Subsidiaries

operating costs to the lessor. The minimum aggregate (
rentals payable under all operating leases at December
31, 1984 are as follows:

1985 $ 2,951,000
1986 2,743,000
1987 2,540,000
1988 2,218,000
1989 1,283,000
1990 and beyond 3,530,000

$15,265,000

Total rental expense charged to income approx-
imated $2,961,000 (1984), $1,760,000 (1983) and
$1,011,000 (1982).

Independent financial institutions provide financing
for some purchases of microcomputers for customers,
which under certain conditions must be repurchased by
the Company. Repurchases made under these agree-
ments amounted to approximately $121,000
during 1984.

Note I—Profit Sharing:

The Company has profit sharing plans covering
substantially all employees of the parent and certain of

its subsidiaries. The annual contributions under the

plans are determined by the Board of Directors. Such
contributions amounted to $218,000 (1984), $198,000 (
(1983) and $221,000 (1952). Profit sharing contributions
are funded as accrued.

Note J—Litigation:

Management and legal counsel are of the opinion that
pending litigation will not have a material adverse ef-
fect on the financial position of the Company.

Note K—Business Acquired:

In 1982 the Company increased its investment in Micro
Distributors, Inc., a distributor of microcomputers,
from 54% to approximately 67% by issuing to minority
shareholders 42,700 shares of Common Stock (market
value $342,000) and by investing $562,000 directly into
Micro Distributors, Inc. In 1983, the Company further
increased its investment in Micro Distributors, Inec. to
100% by purchasing for 123,000 shares of Common
Stock (market value $2,381,000) the interests of minor-
ity shareholders.

In January 1982, the Company purchased for ap-
proximately $530,000 in cash and a note, a 99% interest
in a group of companies (Erdman, Anthony Associates)
which conduct a professional engineering and design
business.
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In February 1982, the Company acquired all the
capital stock of International Systems, Ine. (ISI), which
designs, manufactures and licenses proprietary soft-
ware products, in exchange for 435,000 shares of Com-
mon Stock. This acquisition has been accounted for as a
pooling of interests and, accordingly, the results of
operations of ISI are included for all periods.

In September 1982, the Company purchased for
$2,000,000 in cash and 240,000 shares of Common
Stock (market value $1,281,000) all the common stock
of Atlantic Software, Inc., which designs, manufactures
and licenses proprietary software products.

In March 1983, the Company purchased Micro-
america Distributing Co., Inc. which is an independent
distributor of microcomputers, peripherals, and ac-
cessories for $5,557,000.

In June 1983, the Company purchased for
$7,179,000 (of which $3,915,000 was paid in 1984)
DISC, Inc., which designs proprietary software prod-
ucts. The purchase agreement calls for additional pay-
ments if pre-tax income, as defined, exceeds certain
minimum amounts during the three year period follow-
ing acquisition; under this aspect of the agreement an
additional $38,000 and $589,000 was acerued at
December 31, 1984, and 1983, respectively.

In January 1984 the Company acquired Software
Design Associates, Inc. (SDA), a software services com-
pany for approximately $12,900,000.

In December 1984 the Company acquired for
$3,450,000 (of which $1,000,000 is payable on December
31, 1985 and $1,000,000 on December 31, 1986) Sys-
tems Strategies Inc. which provides computer services
and develops software products. The purchase agree-
ment calls for additional payments, if pre-tax income,
as defined, exceeds certain minimum amounts. The ac-
quisition is effective on January 1, 1985 and accordingly
no operations are reflected in the Statements of Income
for 1984, and the purchase price is shown on the
balance sheet in other assets.

Except as noted above, these acquisitions have been
accounted for as purchases; accordingly, results of
operations of the acquired companies are included in
the accompanying financial statements since their
respective dates of acquisition. The excess of purchase
price over net assets of businesses acquired at dates of

acquisition approximate $26,400,000 and is being amor-
tized over forty-year periods.

The unaudited pro forma consolidated results of
operations of the Company as if Micro Distributors,
Inc., Atlantic Software, Inc., Microamerica Distributing
Company, Inc. and DISC, Inc. had been acquired on
January 1, 1982 and SDA had been acquired on
January 1, 1983 are as follows:

Years ended December 31, 1983 1982
Revennes . L. b S ni e s s os $175,664,000 $113,047,000
Cost of services and product sales . . . . 130,727,000 85,593,000
Selling, general and administrative

EXDONEBAL 2 s, o137 os e e s s 34,375,000 22,203,000
1 Tute ¢ L8 B s R T T A e b e e 5,059,000 2,638,000
Netaneome i, T D S, 5,603,000 2,613,000
Net income per share

R P AT e s bty ra b Tl Lo s ¥ et 1.19 .14

Fully diluted. ... ..ovvvrennnn.. $ 1.14 § 4

Note L—Discontinued Operations

Effective December 31, 1984, the Company adopted a
plan to discontinue its subsidiary which wholesales mi-
crocomputer software manufactured and packaged by
outside vendors. At December 31, 1984, the net assets
of the discontinued operation, consisting principally of
inventory, trade receivables and fixed assets have been
stated at estimated realizable value and reclassified to
prepaid and other assets.

Sales of the discontinued operation were approxi-
mately $4,100,000 in 1984. This subsidiary commenced
business in late 1983 and did not have a material effect
on 1983 operations. In February 1985, the Company
entered into an agreement in principle whereby the net
assets of the subsidiary will be exchanged for $450,000
of AGS common stock held by current management of
the discontinued operation. The loss on disposal before
tax benefits includes the estimated operating losses
($150,000) prior to the disposal date.
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Note M—Quarterly Financial Information
Unaudited quarterly financial data for the years 1984
and 1983 is as follows:

AGS Computers, Inc. and Subsidiaries

Note N—Company Operations (
Information about the Company’s operations (principally
from domestic operations) is as follows:

. Micro-
First Second Third Fourth Services and  computer

1984 Quarter Quarter Quarter Quarter Software and Other
Revenues. .. ... .. $52,658,000 $52,177,000 $54,836,000 $61,960,000 Packages Products  Consolidated
Gross profit. . ... 11,794,000 12,255,000 13,188,000 13,584,000 Year Ended December 31,
Income from 1984:

Continuing

Opera‘tions 14l 1,727'000 1,428,000 1.860,000 1,766.000 Ty b (T R e A $97,1?7|000 $124,055.000 $221 .232,000
Loss from Operating profit . ........ 13,078,000 5,411,000 18,489,000

Discontinued

Operations....  (168,000) (121,000)  (82,000)  (112,000) General and corporate
Loss on Disposal F3.9072 1T | L R g (2,661,000)

of Discontinued Interest income.......... 399,000

Operations T (el | o e (459,000) Interest eXPeNSe. . .aiiauiin (2,832,000)
Net income.. .. .. 1,559,000 1,307,000 1,778,000 1,195,000 Income before income
Income Per Share TR o s 13,395,000

from T

S Identifiable assets:

Continuing : = 2

Operations. . . . 33 o7 36 94 Operations. . IR $57,172,000 § 33,265,000 § 90,437,000
Loss Per Share Corporate (principally

from cash and temporary

Discontinued investments) .......... 2,822,000

Operations.. . ... (.03) (.02) (.02) (11) YT Ly e | $ 93,259,000
Net income — :

per share . . . . . $ 30 8 95 § 348 23 Additions to fixed assets .. 1,362,000 253,000 1,615,000
1983 Depreciation and

rtization of fixed

Revenues. . . . ... $25,016,000 $35,536,000 $38,775,000 $46,584,000 e
Gross profit. . . . . 6,232,000 8,333,000 9,821,000 11,580,000 BR0EMS o opon iy nina e 225000 200,000, 299,000
Net income ..... 938,000 1,091,000 1,560,000 2,196,000 Year Ended December 31,

Net income 1983: [(
PRERATT s LU s Lo S R R $53,773,000 § 91,515,000 $145,288,00
*Net income per share would have decreased by $.02, $.01, and $.02 : 7 2 714.00 12.447.000

in the first three quarters of 1983, respectively, had the convertible Opoeating Prafbi sy v §.9,795,000. 8 5114000 12,447,
subordinated debentures been converted as of January 1, 1983. General and corporate
SXDENBEIN I (1,237,000)
Interest income. . ........ 623,000
Interest expense. ........ (983,000)
Income before income taxes $ 10,850,000
Identifiable assets:
Operations: - - =iciciisi $32,737,000 $ 33,617,000 $ 66,354,000
Corporate (principally
cash and temporary
investments) .......... 2,499,000
Total i ssaassas $ 68,853,000

Addition to fixed assets... § 562,000 §

Depreciation and
amortization of fixed
ASSEEE <o u v wisiariestiisiiie 3 $ 622,000 §

769,000 § 1,331,000

353,000 § 975,000
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Micro-
Services and  computer

Software and Other

Packages Products  Consolidated
Year Ended December 31,

1982:

REVENUBS s eiatsainaesio sits $37,203,000 $ 27,493,000 $ 64,696,000
Operating profit ......... $ 4,804,000 § 1,496,000 § 6,300,000
General and corporate

BRI s ey tavas s (1,034,000)
Interest income. ......... 330,000
Interest expense. ........ (762,000)
Income before income taxes $ 4,834,000

Identifiable assets:
Operations:. .. conseieis v $19,660,000 § 7,507,000 § 27,067,000
Corporate (principally

cash and temporary

investments) .......... 6,733,000
Total iRt e evntne s $ 33,800,000
Addition to fixed assets... § 448,000 $§ 332,000 § 780,000
Depreciation and
amortization of fixed
asselS i i e $ 456,000 §$ 80,000 § 536,000

The Company operates in two industries: Computer
services and software packages and distribution of
microcomputers and other products.

Revenues to a group of customers under common
control were $27,087,000 and $504,000 (1984),
$14,909,000 and $179,000 (1983), and $9,719,000 and
$853,000 (1982) of the revenues of the services and
microcomputer segments, respectively.

Report of Independent
Certified Public Accountants

To the Stockholders and Board of Directors
of AGS Computers, Inc.:

We have examined the consolidated balance sheets of
AGS Computers, Inc. and Subsidiaries as of December
31, 1984 and 1983, and the related consolidated
statements of income, stockholders’ equity and changes
in cash position for the years ended December 31, 1984,
1983 and 1982. Our examinations were made in ac-
cordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting
records and such other auditing procedures as we con-
sidered necessary in the circumstances.

In our opinion, the consolidated financial statements
referred to above present fairly the consolidated finan-
cial position of AGS Computers, Inc. and Subsidiaries
at December 31, 1984 and 1983 and the consolidated
results of their operations and changes in their cash
position for the years ended December 31, 1984, 1983
and 1982, in conformity with generally accepted ac-
counting principles applied on a consistent basis.

Newark, New Jersey
February 22, 1985

Coopers & Lybrand
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Investor’s Ready Reference

AGS Computers, Inc.

* 1139 Spruce Drive
Mountainside, New Jersey 07092
(201) 654-4321

New York Stock Exchange: AGS

AGS Computers, Inc. provides automation solutions to the telecommunications,
finance and computer industries. It delivers these solutions by combining the im-
portant elements of software and distribution. AGS is a leader in each of the
market niches in which it operates—commercial systems development, software
products and microcomputer distribution.

Business Description:

Five Year Summary

Selected Financial Data:
(in thousands of dollars

except per share data) 1984 1983 1982 1981 1980
Total Revenues:  $221,631 $145,911 $65,026 $38,773 $16,983
Income from Continuing
Operations: 6,781 5,785 2,484 1,796 570
Income Per Share from
Continuing Operations: 1.29 1.25 13 57 19
Total Assets: 93,259 68,853 33,800 15,042 5,959
Long-term Obligations: 14,822 221 9,866 859 244
Shareholders’ Equity: 41,979 35,222 10,059 5,416 2,896
Also see Note K (Acquisitions)
Stock Market Information: 1983 1984
High Low High Low
First quarter 21 14 30% 19%
Second quarter 29Y, 15% 20% 15
Third quarter 31% 25 16% 9%
Fourth quarter 289, 23Y, 13% 9%*
Fourth quarter 13% 10%**

*All prices in 1983 and through October 17, 1984 are high and low bid in the
Over-the-Counter market.
** AGS shares were listed on the New York Stock Exchange on October 18,
1984 and these are the high and low closing prices from that date
through December 31, 1984.

The Company’s Form 10-K Annual Report is filed with the Securities and
Exchange Commission and contains certain additional information. A copy of
Form 10-K is available without charge to any shareholder by writing to:
Shareholder Relations, AGS, 1139 Spruce Drive, Mountainside, N. J. 07092.

Form 10-K:

Investor Relations:

Registrar and
Transfer Agent:

Annual Meeting:

Pearl Turtletaub (201) 654-4321

Registrar & Transfer Company
10 Commerce Drive
Cranford, New Jersey 07016

May 1, 1985; 10 a.m.

Offices of L. F. Rothschild, Unterberg, Towbin
55 Water Street—3rd floor

New York, New York 10041
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