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Years Ended May 31 la84 1983 2982 1981 1980 
Revenues $41,l28,806 $30,043,891 $24,685,352 $18,875,070 $10,863,319 
Net Income $ 6,865,697 $ 1,248,903 $ 965.755 $ 2.258.160 $ 278,389 
Net  Income Per Common Share $ .S5 $ .20 $ .16 $ .49 $ .06 
Number ofShares Used to 

Compum Net Income 
Per Common Share S,Z45Ass 6,131,741 6.088.910 4,610.550 4.501.162 

Working Capita1 $23,380,946 $15.187,049 $13.326,504 $ 2.667.559 $ 470.934 

Total Assets $51,154,8B3 $35,882.737 $33.781,243 $21,582,135 $ 8.099.894 

Total Stockholders' Equity $32,702,453 $26,867.774 $25,622,022 $ 5,179.61 0 $ 2.355.262 
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most of the prevailing ap 
at that time. 
'Ibday we're a different kind of 
mmpmy. Our pmdun phuosophy 
has now been accepted by a vary 

[tZriak of the quesdons -9 wmnbw of the information 
that m y  in the minds of m- p f o c d g  And as a 
em of this Annual Report are, ht, v m c e tourre-ues have 

why the change h top manage- dfmbedtower $40 @on tkis 
ment at this time? And. second y m  our employees numbrover ' . 
what does the change signify m 
terms of the Company's future 
direction? TheCompany bj entering 

'
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Mqpb: ?b answer those ques- a new phase,a new period inits 

tions, Stu. we shoulci go back a bit p w ~ .  

inm our history-Back in the early Exactly. We've achieved 
seventies we were a very s d the initial entrepreneudal objec-
cmpany. We fought a lot ofuphill tives: we've bbui l t i l i r j  for 
battles jn order to@naccepance, ourselves and our products; we've 
natjust for our products but for the l e s ~ b b dg d  market share and 
point of view they represented, good refations with our cwtomer 
which was vary differentfrom h e ;andwe've de'vemdapmd---.$-wY-wdwd;gr*pr

n-ientce- *!.a4*;p' 	 ~ w ~ ~ ~ ~ % e n w 
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.' &&(Wentrepreneurial spirit that 

i& h e n  part ofme Cornpany's 
c$arac@r frOm the stam.But even 
h md purety admMstrative stand-
mint, yau can't gmw to a mufti-
b u n W  million dollar company 
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%me circles 
represent fhe 
interplay of 





TABWA is the 7btali-
sator Agency Board ofI 	 WesternAusrralia-
the state's only legal 

I off-trackberth9 ser-
vice. TABWAservices 
are available by tele-
phone as well as 
through 180 outlet 
agencies. With all bets 
sold real-time, rhe 
software systemfor 

I' 	 the 380 selling fmmi-
nab plus IS0 on-
course terminah 
represew a sizableI 	 inwstment. Opera-

( tiom Manager John 
Field says lhsi 
NATURAL "consider-
ably enhances the ease 
oJdeveIopment and 
suppart of these sys-
tems," UserscodeI 	 their own report pro-
gram, notes Field. 
"NATURAL substan-
tially reduces thc 
training neededf i r  a 
p r o g r m e r  to be Ifully pmductdve." 
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"In the old days. IV@ 

prwtical(v hud to 
force our serrvicts on 
the cottzpany 3 uperrlr-
it19divisions." says 
GIrnn Belfeer. Director 
of MIS at Gitarrlsman 
Cl?enticals, ltir'. "Now 
rhr rables art re-
versed. The word is 
o~rton what we'rc 
doing,and ir scer?ls 
like everpnc wants 
it. " What Belrcr 's 
department has done 
is  swilchjFom 
COBOL to NATURAL 
and NATURAL/ 
VSAMlor new sys-
tems drvelopmt.nt. 
The result has been 
laster response to Nser 
-rtquests.-plussystcns 
that give users aforeof 
tht itzformdtiun they 
nrrd-in sales. in 
order tracking. in 
R&D, and even in tht* 

firm 's proprietary 

chemical coatings. 


http:drvelopmt.nt


Some circles 
demonstrate 
universality. 



Management's Discussion and Analysis 

Liquidity and Capital Resources 

The Company believes that it has substar~tial c.ash and cash ecluivalents at fiscal 
year-end to meet its needs. The current ratio is 2 .5  to 1 .  Cdsh flow is enhanced by 
regular collection of accounts receivable and Ieiise contracts rcicoivable. Long- 
term lease contracts receivable of $4,559,256 at fiscal year-end provide an  
additional source of future cash flow. The Conlpany also has a line of credit of 
$4,000,000 with a commercial bank, $2,000,000 of which is earmarked to meet 
working capital needs. There have been no borrowings under this agreement. 
Uses of cash are  currently confined primarily to expenditures for staff, staff 
facilities, travel, communications, and administration Some cash payments from 
distributors are  collected by Software AG of Darrnstadt, West Cernlany (SAG) on 
behalf of the Company and are used by SAC to offset royalties due thorn. 

The Company's commitments consist primarily of costs to maintain operations. 
such as  salaries and leased premises. The Company believes that its ~ a p i t a l  
resources are  adequate to meet its commitments. 

Results of Operations 

Fiscal 1984 Compared to Fiscal 1983 
Revenues increased 37% to $41,127,000. In general, the increase in revenue is 
attributable to a greater volume of licenses. Maintenanc~ fees increased primarily 
as  a result of increased sales. International revenues increased 51% to 
$8,559,000. Interest income on short-term investments contributed $1,379,000 
(3%) to revenues. Revenues frorn new products was 11% of total rcvenue. 

Salaries, Wages and Commissions increased 1% to $9,634,000. The slight 
increase is the result of salary increases and commissions on higher salcis offset 
by a decrease in salary rates caused by turnover. 

Royalty fees increased a s  a percentage of rcvenue prirnarily due to expanded 
international sales revenue, whose royalty rate is higher than othctr revenues. 

Other Operating Expenses decreased 7% to $13,477,000. Included in fiscal 1983 
was a $1,500,000 legal settlement as  discussed elsewhere. After considering the 
legal settlement, Other Operating Expenses increased 4%, which is attributable 
to increases in travel, facilities and communications. 

Income Before Income Taxes increased to $10,936,000 cornpared to $2,234,000 
in fiscal 1983 primarily due to an increase in revenue while operating costs 
remained stable. 

The income tax rate in fiscal 1984 increased to 46.5% cornpared to a 44.1% rate 
for fiscal 1983. The increase is principally due to the increase in Income Before 
Income Taxes and the decrease in foreign and irlvestment tax credits. 

Fiscal 1983 Compared to Fiscal 1982 
Revenues increased 22% to $30,044,000. In general, the increase in revenue is 
attributable to a greater volume of licenses and the effect of price increases 
during fiscal 1983 amounting to an average of 7%. Maintenance fees increased 
primarily as  a result of an increase in the user base. Royalty expense increased as  
a result of increased sales. This increase, along with the amortization of the 
Computer System Software Marketing License, caused royalty fees to remain 
constant as  a percentage of revenues. Interest income on short-term investments 
contributed $801,000 (3%)to revenues. In general the revenue increase is due to 
a greater volume of licenses for the Company's products. International revenues 
increased 23% to $5,662,000. Revenues from new products were not significant. 

Salaries, Wages and Commissions increased 9% to $9,545,000, an increase which 
results from salary increases and commissions on higher sales revenues. 



Othor Opcratiriy Expenses increased 2 2 %  to $14 454,000. The increase was due 
in part to the legal sttttlon-iorit of ;I litiqdtion iri;!olvirig AUAKAS-M Iri thci ;l~nourit 
of $1,500,000 drid thri balancr> attribiltablc to ;:n ,icross-ttic.-k~ot~rd irlc:~-(.;lso tor. 
f a c ~ l ~ t ~ e s ,tr:ivcl. c.ornrnuni(:;ltioris, markrttiriq, and administration .' 

In genriral, the  relatively lower rate of inflation i r i  f~scal1983 <is c.orr~ptirc:d to 
fiscal 1982 had less atlvorse cffect on reveriuos m d  iric.orri~ beforr iricomc: taxes 
Salaries, wagc:s a i d  filc:ilities costs, which arc. thc major- cost elements to tho 
Cornpariy, tirid to a lessri~. extent, the price charcjed lor the C:o~np;~ny's produc:ts 
are  rnorc likely to reflect the ch;lnges i r i  the rate of inflatiori. 

Incorue Bt?t'ore Irlcome Taxes increased to $2,234,000 co~nparcd to $1,101,000 in 
fisc:;~l1982 prilrlarily due  to a n  iricreasr, in revenue. 


The income tax rate ir i  fisc;ll 1983 incre,ised to 44.1'Y~compared to d 12.3n/;,ralc: 

for fiscal 1982. The increase is attributable, in part, to a lesser arriount of 

irivostrnerlt tax credit ~ivdilable d~ici thc a t ~ s e r i ~ : ~  ilr i ( i  d~?v~~Ioprncn t 
of r ~ i ~ ~ i l l . ( . h  L~ix 
credit, and,  ir l  part, to nri iricrt:aso in Iric.orric~ I3r>foro Iricornc. T;ixos. 

Fiscal 1982 Compared to Fiscal 1981 -ltcvenues irlcreascd 31% to $24,686,000. I'~.otluc:l priciriq during fiscal 1982 
c;omparcid to fisc.81 1981 w,is rcil,itivc~ly urichanqod. Mainter-iarice tees inc:reased in 
sorl-ie iristanc:os; now pr-oduc:ts, such as  ADAI<AS-M .ind tho Dalri Bas(. M;lc.hinci, 
wrirc: not siqnif~c~int  to reverluris. Royalty expt2nst: inc.rc?,ised ;is ;Icoritl-ibi~tors 
result of increased sales and c:xteri\ioi~ ol'tht. royalty ,lqrPerni:nt to include 
maintenance contr-acts. Thctsr: iricrc?,ist:s, ;iloriq with the amortization of the 
Corrlputer Systorn Softwarr Markcring 1,icerisr. caused royal1 y fees to rrirnain 
constant <is a percrxntagc of revenues. Irlterrist inr.orne ori stiort-tc:rrr-i irivestrnonts 
contributed $1,390,000 (5.6'Yo) lo rc:veriues. In yc~nc:rc~l, the reviinuc increase is 
due  to a qrcator volurnr, of lic.c:nsos for thr. Company's prodi~cts.  

lritensivc~ domestic: rn:irkoting sustained the rr:vccnue increase in tisc.al 1982 
despitr. a poor ccononilc. clirnatri Intc?r~r~atiorialI.evr.nuos r[irnairicd substantially 
the  same.  

Salaries, Wagcs and Cornmissions inc.reased 54% to $8,751,000, an incrtiase 
which is comparable to the pr-evious Iiscal year and dyain rr:sults frorr-i staff 
irlcrrii~s(is. salar-y iricreases and c:orri~n~ssioris on highrir sa1c.s reveriuris. An accrual 
of $198,000 for vacation costs was rt:c:ordod for he first time. (Fiscal 1981 results 
were also adjusted by ;I $120,000 vacation accrual charge.) 

Other Operating Expenses increased 81% to $11,801,000 and were largoly ;in 
across-the-board increase for facilities, travel, cornmuri~cations, marketing and 
administration, a s  well a s  the  result of certain specific charges to income for 
receivables deterrniried in 1982 to be uncollccLible, for expcnses relatiny to tt~ri 
relocation of the Company's research and development facilities, arid tor 
reduction of a cornrnon stock investment to its net realizable valuc i r i  ttiri 
amounts of $516.000, $250,000 and $113,000, respectively. Profc?ssional fees 
arld other expenses associated with being a pilblicly hcld company werr. first 
encountered this year and increased costs 

In general, the  Company's profitability is adversely affected by hiqt~rir sales oi 
inflation. Revenues derived from license of the Company's products do riot 
fluctuate linearly with inflation, but salaries, wages and fac~litics costs, wtiich ;IS(: 
the major cost elemcnts to the Company, are more likely to pdrallei charigc's lr i  

the  rates of inflation. 

Income Before Iricorne Taxes decreased to $1,101.000 cornp;irc~d lo $4,315,000 l r i  

fiscal 1981 because of the  cornparat~vely smaller revenue iricreaw cornp,ir-rid to 
higher costs arid expcnses,  particularly Other Operating Experlscs. 

The income tax rate in fiscal 1982 dropped to 12.3% compared to ,i 47.7'X) rate for 
fiscal 1981 because tax credits of specific arnounts offset compar;~tively lower 
pre-tax income. The rridjor credits wcrc investmerit tax crodits, credits for- foriiiyri 
taxes withheld, and the newly available research and developmc:rit tax c,rc:dil. 



Consolidated Statements of Income 
Software AG Systems, Inc. and Subsidiaries 
For the Three Years Ended May 31, 1984 



Consolidated Statements of Stockholders' Equity 
Software AG Systems, Inc. and Subsidiaries 
For the Three Years Ended May 3 1, 1984 

Common Stock 
$.01 Par Value 

Additional 
Paid-In Retained 

Shares Amount Capital Earnings 
I3;ilarice ,June 1 ,  1981 4,<12:j,:jtj:3 $4!1,234 $ 8 2 0  2:3!1 $4 :3 10 ,1 :3'/ 
Shcirc:s 1ssi1r:d I'~~r,s~icint LO 1'~it)Iic. Offcr.i~~cj 

[Note 1 2 )  I , 2 12 500 1 % .I%!< 1:1 4ij4,!>32 

N e t  Irrc.oruo - !36j5 7!j!, 

Baldric 6. May 31, 1982 6 135,863 6 1  ,:359 20,284, ' / ' /1  F,%15 8 9 2  

Sh;irrls Iic3til.c?d (21 ,OsO) (211)  - ( I ' / ,  '7!10) 

Exc,rc.isci of S t o ~ kO\)tiorii not^ 1:i) 1 !I80 %! 1 1 4  H:30 -- 

N(:1 Iricorn~ - - ~ - --  - I ,248,90:3 

I3alaric t >  M;ly 31 ,  1BH:I t i ,  I Ifj, ' /83 ( j l . l t jX %O,%Xl, X  I 1 t~i,524'79:) 

St~ar.c,s lict ~r.iid ( i[j,'/40) (I i ; ' / )  ( I  4,2:3:j) 

Ext,rc is[. of Stock Oplioi~s ( N o t < >13) 11, 155 ! i  I 8:3,2!1 I 

N e t  Inc,omc - . - --  - 5,85:) G!l'/ 

I3alarlc;c. M;1y 3 1 . 1984 t i ,  IOil. 198 $[<I ,O:l% $2i ) ,350,809 $1 2,:380,4(1% 



Consolidated Balance Sheets 
Software AG Systems, Inc. and Subsidiaries 
May 31, 1984 and 1983 

ASSETS 
Current Assets: 

Cash and Short-Term Investments (Note 2 )  
A~counts  Keceivable (Note 3) 

Current I'ortion of Lease C o r ~ t r a ~ t s  
Iteceivable (Note 3) 


Income Taxes Hece~vable 


Other Current Assets 


Total Current Assets 

Property, Equipment and Leasehold 
Improvements, less Accumulated Depreciation 
and Amortization (Note 4)  

Computer Software Marketing License, Net 
of Amortization (Note 5) 

Lease Contracts Receivable (Notc 3) 
Other Assets 

Total Assets 

$21,195,493 $ 8,683,872 
11,860,030 8,191,207 

11,033 11,033 

932,972 447.628 

38,526,778 21,416,772 

2,486,092 2,937,033 

4,661,301 5,478,036 

4,559,256 5,721,416 
921.466 329.480 

$51,154,893 $35,882,737 



LIABILITIES AND STOCKHOLDERS' EQUITY 
Currcnt 1,iabilitics: 

Short-Term Debt $ 41,736 $ 38.709 

Current I'ortion of Royaltics I',iy;ihl~~ 4,824,850 1,063,664 

Accounts I1ayablc 504,569 518,081 

Income Taxes I1ayablo 2,910,000 -

Deferred Incornc Taxc:s ( N o t t :  6) 4,420,221 2,Y47,552 

Capitalired Lcasr: Oblig;it~ons (Noto 9) 79,038 125,550 

Other Currerlt Liabilities (Noto 8)  2,365.419 1 ,73Ci,167 

'Total Current Lidhilitirs 

Royalties l'ayablr, (Note. 5) 

Capitalized Leaso Obliycit~ons (Notc3 9)  

Deferrcd lncorrltt Tax?\ (Notc: 6 )  

Other I.labilitic5 
Total 1,iabilitir:s 18,362,440 !f.014,963 

Commitments and Coritir~!jr‘nc:ics (Notes 9 and 14) - -

Stockholders' Equity: 

I'refcrred Stock, $10 I'al- Valucl; 
Author iz~d2,500,000 S h a r c s  Norie Issuod - -

Common Stock, $.01 i',lr Valuc; Authorizcxd 
10,000,000 Shares,  Issued 6,109,198 
and 6.116.783 shares respt:c:tivc?ly ( N o t e  12)  61,092 61,168 

Junior Common Stock, $.01 Par Value; 
Authorized 1,000,000 Shares,  N o n ~  lssucd - -

Additional Paid-In Capital (Nottt 12) 20,350,869 20,281.81 1 

Retaincd Earnings 12,380,492 6,524.'/!15 

Stockholders' Eauitv 32.792.453 26 867. ' /74 

Total I.iabilities and Stockholders' Equity $51,154,893 $35,882,7:37 

Sce auompany lnq  notes to c o n s o l ~ d d t ~ d  \ t~ i tpmcnt \f ~ n a n c ~ ~ i l  



Consolidated Statements of Changes in Financial Position 
Software AG Systems, Inc. and Subsidiaries 
For the Three Years Ended May 31, 1984 

1984 1983 1982 
SOURCES OF WORKING CAPITAL: 

Ne.1 1111o r ~ i r ~  $5,855,697 Q; l ,248.90:3 $ ! l f j ! > ,755 
I ~ < > I I I \  Wtii(-t~110 N o t  tJ\c> 

Work~licj Ccil~it~il: 

l )e~p~- i~c , i~~t ior r< r r l c l  A t r io~~t i /~ i t ior~of I'ropill.ty, 
L:ilui\jir~c,~~ti i r l t t  I.c,,i\c.t~olti l r n p t ~ o v ~ r r ~ e n t s  783,520 ' /4ti,8%1 578.35'7 

A111oi-ti~atioriof M,II kc>tirlcl I.ic.c.nsc> 816,735 i; 12.483 480.4!11 

I't.ovis~or~for. IIr~fc~r.r.c~tl lri(  ollic3 Tax(>\ 490,000 :185 OOC) 397 ,373  
Wor.kiricj C:apit,~l I'i,o\ itic>ci t ~ y0~1i~r.arior1s 7,945,952 2,!l!I:3,2[lr/ 2 ,421 ,976  

Inc~r~c~,rii:111 1ioyiilt1i.i l'~iy,ii)lc~ 100.000 - 394 ,094  

1111 rf+isc3111 ( : c ~ l ~ i t c ~ l ~ / e ~ ( lI , V < I \ ( '  Ol~)Iir~~~tic~rr\  - --- 1115,744 

l ) ~ c1 t ,<!\c ,  111 l.[!c~\e>[;orit~-,i(I 1101f , i \  at)Ic, 1,162,160 -- 

I'roc c.eds fro111 Iiui)lic Off(~r.i~l(j of S I O Ik - -- 19,4 '76,657 

I ) e 7 ( , r  cJcisc>111 01t i ~ j r.A\ \ I>IS 68,982 28$1.85!1 3 10 ,489  

9,277,094 :3,211:3,Ofjfi %%,78X,BfiO 
USES OF WORKING CAPITAL: 

l)c.c.r.r~,isi:irl Otiior ILi,it~iI~tic:i 61,118 3:1, 1 !j I 18 .429  

Othc>r,N c r  - 3,151 -- 

1,083,198 1,422,521 11.1~3Cl.015 

1nc:rt:;ise irl Workinq Capital $ 8,193,896 $ 1,8f j0 ,545 $1 1 ,658 ,945  



SUMMARY OF CHANGES IN WORKING CAPITAL: 
l11i I I > C I \ L \  ( I ) ( > [I - ~ A I \ ( ~ )in  ( : ~ I ~ I . ( P I I I/ \ \ \ ( ? I \  

( : c ~ \ t ~  I ~ ~ V ( ~ \ I I I I C ~ I I I ~  $12,511,621 $ 1 , [ ? [ I /  8 ! i A  i ; l  l ! l , ! j1 1 3<111ciSllurt T(31.111 

At.(o u r l t i  I ~ e c c ~ l v , ~ l ) l i ~  3,668,823 I , ' 3 : 3 ! 1 , , 3 0 ( j  I ,0 I ;j,2,/!1 
( :L I I . I - ( , I I~  oi l , ( 3 c ~ \ ( >  1 5 I < ( ' (  , ~ ~ I I ~ 444.2 18 $1'14 ck22 t3:3[;, 20!1l l o r . t ~ o ~ ~  ( ; O I I ~ ~ . < I L  ~ I ~ I ) ~ 

I r \ c  o ~ i l i .~Ci :< t%\  - (04 l4 ,d13) ! I i : 3 ,  I !>2)l i t % (c~iv , i l , l (~  

01tl(>i ( ;LI I , I  485,344 (2!1,?'41 )  : < f i ,  X i i O~ > I I IA s \ [ ' I \  

17.110.006 L 8 . M  I ! I ( ;  ( 1 ,  i f j % , - i ! ) S l  

!!> 



Software AG Systems, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

(a) Principles of Consolidation 
The Consolidated ITinancial Staternerlts inc;ludt: the? ;ic:c:ourxts of the Compdriy, 
Software AG Systems, Inc., and its wholly owned \ubstdiar.ics Soft~varc: AG of 
North America, Inc., arid Cornputcr Aided Tr:rnscriptioris, Iric. 

(b) Revenue Recognition 
The Company sells, or leases under arrarxgctrnent\ equivalent to a salr:. ;I lic:c>ri\o 
to use its sys tems software products. Hevenur. is recoqnired wht'n thc: contract 
is executed. Ten percent of the price. is dcferrxd arid roflr?t.tcid in rc.vc:riurJs 
when the  product is installed. In c o n t r a ~ t s  whctre ttir tt.rms indicate? a sale upon 
the satisfaction of other criteria, such as  dccopt~incc upon approv;~l, revrtnurJ 
recognition is delayed until thoso specific terrns :ire niel (Notri 3). 

There are  no significant future costs associatcxi with the Comparxy's products th,lt 
a r e  not a part  of the  ongoing conduct of its k~usirirtss; t h c s ~  costs, ttierelort:, <ire 
charged to operations a s  incurred. All costs associateti with dfivc:loprrlr:nt a n d  
improvement of softwarct products a re  ~ h a r g e d  to opr?rations :IS i r i t  urrr.d. 
Accordingly, maintenance fees charyed to custoinc.rs arc. I-ec:ordcri as reveliuc: 
when billed. 

(c) Cash and Short-Term Investments 
The Company irivt?sts its excess operating funds i r i  tirnr. dr'posit\ and U.S. 
Treasury Notes which a re  stated a t  cost which approximatr>s rnar.ket. 

(d) Property, Equipment, and Leasehold Improvements 
Property, equipment, and leasehold improvements a re  carried d t  C O S ~ .C ~ r t i i i ~ l  
items of equipment acquired under capital lease agreernrmts ticivc been 
capitallzcd and the  related lease obligatiorls dr r  clclssified a s  long-term 1idt)ilitir.s 
on the Consolidated Balance Sheet. 

Property and equipment, including property covered by c.apita1 leases, ,irr? 
depreciated on a straight line basis over their rr?spectivo cstirnatrd useful livos. 
Leasehold improvements are  amortized or] a straight line hasis ovrtl. tht:ir 
respective lease terms.  

(e) Income Taxes 
Deferred income taxes are  provided to reflect the tax effect of timinq differc:ric:ris 
between financial and tax reporting. The Cornpariy at.counts 1 0 1  investrnr~rit tax 
credit a s  a reduction of income tax expense in the year the related dssr3ts~ir-t :  

placed in service (flow through method).  

(f) Net Income Per Common Share 
Net income per cornmon share during each poriod is rlet iri~orne tlivided k~y the 
weighted average number of common \hart>\ out5tandiny and (ommon s t ~ ; ~ r o  
equivalents resulting from dilutive stock optiuris. Primary arid fully d~lutod 
earnings per share are  essentially the same. 

2. CASH AND SHORT-TERM INVESTMENTS 

Cash and short-term invcstrncrxts a t  May 31 are  ;is follows: 

Cash $ 631,602 $1,020,872 

Time Deposits 14,579,000 7,163,000 

U.S. Treasury Notes 5,984,89 1 
Marketable Securities - 500,000 

Interest arld dividends from short-term irivestmc,nt\ for the ye,irs c:ndcd May 
1984,1983 arid 1982 was  $1,379000.  $801,000 and $1,390,000, r i~\pr~ctivr~ly.  

1 
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3. ACCOUNTS RECEIVABLE AND LEASE CONTRACTS RECEIVABLE 

The Company includes in Accourits Keceivable drnounts c l ~ ~ t ifrom the outr-ight 
sale of rights to its products and for related supporting t~chriic~il  Thos r t r v ~ ~ e s .  
Company also recognizes revenue upori rtnterinq into sales-typo Iecisos for the 
license of its products for periods of up to five years. 

At May 31, 1984 and 1983 Accounts He~eivahle and 1,oasc Contr-,icts Hcicrtiv~iblr~s 
are net of $1,135,747 and $660,000, respe~tively.  for allowar~ce [or spc.c:ific 
accounts not considered to be collectible. 

The receivables from sales-type leases a \  of May 31 ~ncluclc the follow~rig 
components: 

1984 1983 

Minimum Lease I'ay~nents Hece~vahlc $12,414,831 $1 3,786,893 

L,ess: Unearned Interest lncorne 3,328.325 3,982,445 

Lease Contracts Keceivable 9,086,506 9,804,448 

Less: Current Portion 4,527,250 4,083,032 

Lease Contracts Keceivable-Long Term $ 4,559,256 $ 5,721,416 

Future minimum arnounts receivable from contrdcts under sales-typc~: leasc?s for 
each of the next five years. 

1985 $ 5,868,605 

1986 3,377,011 
1987 1,852,330 

1988 903,302 

1989 413,583 

TOTAL $12,414,831 

Unearned interest income represents the interest fdctor implicit in the leas(? 
payments. lnterest incorrle earned on lease contracts receivable for- thri years 
ended May 31, 1984, 1983, and 1982 was $1,488,100 and $1,354,337, $1,192,775 
respectively. 

4. PROPERTY. EQUIPMENT AND LEASEHOLD IMPROVEMENTS 

A summary of property, equipment and leasehold improvelnenls a t  May 131. 
follows: 

Estirnat~d I.ife 

1984 1983 (Y~LII-s)  

Office Furniture, Fixtures 
and Equipment $2,872,377 $2,892,856 5-10 

Leasehold Improvements 987.594 900,059 2-5 

Transportation Equipment 20,390 19,710 3-5 

Capitalized Equipment Leases 741,156 833,478 2-5 

4,621,517 4,646,103 

Less: Accumulated Depreciation 
and Amortizatlon 2,135,425 1,7U9,070 

Net Property, Equipment 
and Leasehold Improvements $2,486,092 $2,937,033 



5. COMPUTER SYSTEMS SOFTWARE MARKETING LICENSE 

In January 1981, the Company renegotiated its license with Software AG 
of Darmstadt, West Germany (SAG) for the ADABAS system, its principal 
product, and acquired a fifteen-year exclusive right to market ADABAS 
together with all related improvements developed by the Company, SAG or any 
licensee, in North, Central and South America. Africa, the Middle East. Far East 
and Australia. The agreement also includes an option to continue the right 
beyond the fifteen-year period. The total consideration for these rights was 
37,929,765 consisting of cash and common stock of the Company. The amount 
was reduced by $894,442 which represents the effect of the reduction in royalty 
expense applicable to the Lease Contracts Receivable at May 31, 1980. The net 
amount of $7,035,343 is being amortized on a basis related to revenues which 
management estimates will amortize the cost over approximately seven years. 

Amortization expense for the years ended May 31, 1984, 1983, and 1982 was 
$816,735, $612,483, and $480.49 1 respectively. 

The agreements provide that the Company will pay SAG royalties ranging from 
5% of the standard user's fee for licenses granted in North America to 50% of the 
fees received for licenses or maintenance for users elsewhere. The agreement 
also provides that SAG will pay the Company royalties ranging from 15% of 
revenues received by SAG for maintenance and support services to 25% to 50% 
of the fees received for products of the Company licensed by SAG. 

6. INCOME TAXES 

The provisions for taxes on income consist of the following: 

Year Ended May 31 ,  1984 I 983  l Y 8 L  

I 'edeldl. 

Current $2,390,000 $ - $ -

Deferred 2,020.000 835,000 50.000 
4,410,000 8dL,UUU bU.000 

State: 
Current 520,000 - -

Deferred 150,000 150,000 85,000 

The difference between the effective income tax rate and that computed by 
applying the statutory federal income tax rate is summarized as follows: 

5tatutory kederal lncome lax Hate 
Surtax Exemption 
State Income Taxes 

(net of federal tax benefit) 
Investment Credit 
Research and Development Credit 
Credit for Foreign Tax Withheld 
Officer's Life Insurance 
Dividend Income Exclusion 
Other 

Etfective Hate 46.5% 44.1YO 1Z.YYo 



Deferred income tax expense resulting from timing differences between taxable 
and financial statement income is summarized as follows: 

Y C ~ ILIICICCI nidi  J I ,  1984 19113 1982 
Iieve~iueK ~ L U Y I I I L I U I I  

(Cash to Accrual) $ (674,000) $942,000 $579,300 
Depreciation and Amortization 9.000 127,000 114,400 

Foreign Taxes Withheld 671,000 (204,000) (245,300) 
Investment Tax Credits 384,000 (46,000) (213.200) 
Research and Development 

Tax Credits 95,000 - (1 00.200) 
Jobs Tax Credit 48,000 - -

Effect of Net Operating Loss 
Carryforwards for Tax 
Purposes 1,637,000 166,000 -

$2,170,000 $985 000 $ 1 ,<h 000 

In 1984 the Company recognized its remaining net operating loss and tax credit , 
carryforwards for income tax purposes. The amount of the net operating loss 
carryforward utilized in 1984 was $3,560,000. 

7. RETIREMENT BENEFIT PLAN 

The Company has maintained a defined contribution retirement plan for 
substantially all of its employees since May 31, 1978. Contributions to the Plan 
are at the discretion of the Board of Directors. There were no contributions made 
in fiscal 1984. 1983 or 1982. 

8. OTHER CURRENT LIABILITIES AND LINE OF CREDIT 

Other Current Liabilities at May 31 are as follows: 

Deferred Revenue (Note 1)  749,887 258,766 
Other - 324.530 

$2,365,419 $ I ,  136, I6 / 

The Company has a Revolving Line of Credit of $4,000,000 of which $2,000,000 
is available for general working capital and $2,000,000 is only available for 
acquisitions. The Revolving Promissory Note will bear interest at the bank's prime 
rate. As of May 31, 1984, no amounts had been drawn against this line of credit. 

9. LEASES 

The future minimum lease payments under capital leases included in property, 
equipment, and leasehold improvements at May 31, 1984 are as follows: 

Less: Amount Re~resentinq Interest 145,007 
Present Value of Minimum Lease Payments $2.3.3 185 

Depreciation of these assets is included in Other Operating Expenses 



The future ~ninirnurn rental payments required undc:r oporatirlg I(::~sc.s <it M;iy 31, 
1984 are  a \  follows: 

Year Equipnlent F,lc.ilit v Total 

1989 367 794,855 795,222 
Thereat ter 7,224 7,224-

$327.1 13 $6,255,50'7 $6,582,620 


10. BUSINESS SEGMENT AND INTERNATIONAL REVENUES 

The Company is ~ r l g a q e d  in ono industry segrnerlt, thp devc?loprr~rnt drid 
marketing of systems software, both domestic.,ilIy <ind worldwitic? S<il(:s to  
international customers are  priced in U.S. dollars and arc? co~np:irahlr~ to thosr, 
charged to U.S. customers. Sales to international customers drct as lollows: 

Year Endc.d Mav 31, 1984 1983 1982 
Geographic;il Itegion: 

Far East and Austr;ilia $3,733,780 $2,821.816 $2,246,975 
Mexico and South Arne r l~a  403,400 734,797 179,201 
Mid-East and South Africa 3,021,567 1,045,858 854,743 
Canada and Europe 1,400,004 1,059,273 1,306,166 

Included in accounts recr:ivahlc and lease contracts rocc,ivahl(. ;ire arnounts dur. 
from international custorners at  May 31, 1984 and 1983 as follows: 

Far East and Australia 

Mexico and South America 

Mid-East and South Africa 

Canada and Europe 

1 1. SUPPLEMENTARY INFORMATION 

Amounts charged to Other Operating Expenses include the following 

Year Ended May 31, 

Depreciation and  Amortization 
of Property, Equipment and 
Leasehold Improvements 

Taxes other than Incorrie Trlxtis: 

Payroll 

Foreign 

Other 
Advertising 

Kental Expense for Operdtinq 
Leases 



Direct costs for product development during fiscal years 1984,  1983, and 1982 
were  ;ipproxirn:ttcly $720.000,  $600,000 and $1,300,000 1-e5pectively. Ttirsr. 
amounts arc, ~nc ludcd  in Saldries, Wages, and Cornrnissiorls <inti i r l  Other-
Operating Expenstis in the dccompanying Consolidated St~itc'rnorits of Inc.ornr<. 

12. SALE OF COMMON STOCK TO PUBLIC 

T I )  Junri 1981,  the Company made  its first salc of Lolnriiorl \lock to the public, 
resulting in an  increaso in shares outstandrng f'rorii 4,923,36:3 ~ l tMay 31,  1981 to 
6 ,135,863.  Stlareholders' cqclity was incrcasiid with the‘ procc'ritls of thc: s,llc? net 
of exprinses irl the arnount of $19,476,657.  l'art of the proc.c.cds of thri salc was 
used to satisfy short-terrn debt  and barlk borrow~riqs totc~l~rlg $2 ,000,000 and 
Computer Systerns Software Mdrkotiriq Litenso Payat~lr: to SAG in tht: dlrlount of 
$7 ,305,850.  

13. STOCK OPTIONS--KEY EMPLOYEE INCENTIVE PLAN 

Tho Company has granted common stock options to sorne of its kpy cirnp1oyor:s 
under the  Key Employee Incentive l'larl of 1981,  w1iic.h ;ii1thori7c:s t11t: cjrarlting of 
awards  to key employcos in tht: forrii of options to p~~rc:hiiso *st1arc.s of thc? 
Corripany's cornrnon stock, (:ash bonuscs arid awcir-ds, and cnsh or stock 
performance awards.  The. Company may qrant u p  to a tn;ixi~rlurn0 1  450,000 
shares prior to termination of the  k'lari on April 1 ,  1991.  Stoc k optiorls grantc'd 
may receivr tax trcatrncnt a s  "inceritivr stock options" undo[. thc E( onornrc. T1x 
Kccovcry Act of 1981 Tho option pric:r? shall b r  thr' fair r r ~ ~ i r k ~ t  v;iluc on the da te  
of grant .  Shares a re  exercisahlc ratably over ;I five-year perrod. 

The  Plan provides, a t  thri rliscr.c:tion of tht: Colrlpc?rlsatiori Corrlrriittr:ti, that a 
participant may, either a t  the? trrnc: of grant or ;it tho tiirii> of c?xrr-cis? of a stock 
option, r e c e i v ~  stock or a (:;iik-i paytrierit In an cirnount cqucil to the dif'fererlce 
he twcen the option pricc and the lair market value at the  ti~nri ol sur.r.ondr?r of the 
shares.  Accordingly, payment may loo rnadc i r l  cash, iri shares,  or  a (:ombination 
of both. 

The  following schedule surnm;~ri7es thr. changcs in stock options out5tand1rlcj for 
the threr  fiscal years ended May 31,  1984.  

Outstanding, begirin~ng of year 11 3,309 74,041 45 ,550  
Granted (a t  an exercise price 

of $9 .68  to $1 2.1 9 in 1984,  
$7 .69 to $9 .94 in 1983,  and 
$9.31 to $13.00 in 1982)  192,400 77,603 35,741 

Exercised (a t  prices of $7.50,  
$8.44 and $9.31 in 1984 and 
a t  $7.50 in 1983)  (9,155) (1 ,980)  

Expired or cancelled (32,969) (36 ,355)  (7.250) 
Outstandina. end of vear 263,585 113.309 74 041 

Exercisable, end  of year 61,194 19,640 8 .660 

Available for grant ,  end of year 186.41 5 336.691 375.959 

14. LITIGATION 

In Fcbruary, 1983,  the Company reached an aqreel-nent wrth Mini-Tr>c kiliolocly, 
Inc. in sottlemont of a lawsuit filed in 1981 against thc: Cornpiiny certtriri of i t \  
directors and Software AG of Darmstadt, Wrist Cr:rm,iriy. T ~ P  tr>r.nl\ of ttir. 
set t lement required a payrntint of $1 ,500,000.  w h ~ c h  was  charqiiti to opc:r;~iions 
The effect o f  this settlrirnrint or1 Net Ir l~orne I'er Cornrnorl Shill.(' f o ~  t h v  yrli~r. 
r:nded Mav 3 1 ,  1983  was $.13. 



Report of Independent Certified Public Accounta.nts 


The Board of Directors 

Software AG Systems. Inc.: 


We have examined the consolidated balance sheets of Software AG Systems, Inc. 

and Subsidiaries as of May 31, 1984 and 1983 and the related consolidated 

statements of income, stockholders' equity, and changes in financial position for 

each of the years in the three-year period ended May 31, 1984. 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 aforementioned consolidated financial statements present 

fairly the financial position of Software AG Systems, Inc. and Subsidiaries at May 

31, 1984 and 1983 and the results of their operations and the changes in their 

financial position for each of the years in the three-year period ended May 31. 

1984 in conformity with generally accepted accounting principles applied on a 

consistent basis. 


PEAT, MARWICK, MITCHELL 6 CO. 

July 20, 1984 
Washington, D.C. 

Stock Information Form 10-K Bander Agent and 
The common stock of Software AG A copy of the Company's Annual Registrar-

Systems. Inc. has been traded in 
the over-the-counter market 
(NASDAQ Symbol: SAGA) since 
June 9, 1981. Effective June 19, 
1984, the Company's common 
stock commenced reporting on the 

Report of form 10-K for the year 
ended May 31, 1984, together with 
f inmcial statements and financial 
statement schedules as filed with 
the Securities and Exchange Com- 
mission, contain additional infor- 

Manufacturers Hanover Trust 
Company 
Box 24935 
Church Street Station 
New York, New York 10249 

NASDAQ National Market System. mation about the Company and is 
Prior to June 1981, there was no available without charge upon writ- 
public market for the Company's ten request. Direct inquiries to Gil- 
common stock. bert Markbein, Treasurer and Con- 

The 1984 Annual Meeting of Stock- 
holders will be held at 10:30 a.m., 
local time. on October 24. 1984, at 
the Dulles Marriott Hotel, 331 W. 

troller, Software AG Systems. Inc. 
11800 Sunrise Valley Drive, Hes- 
ton, Virginia. 22091. Phone (703) 
860-5050. 

Service Road, Chantilly, VA 22041. 



Summary of Quarterly FinancialData 

(Unaudited) 

I 

The following is a summary of selected quarterly financial data for 1984 and 1983: 

1984: 


Total Revenues 

Net Income 

Net Income Per Share 


August 31, 1982 November 3U, 1982 Pebruary 28, I983 May 31, 1983 

1983: 
Total Revenues $6,382,383 $7,201,109 $7,604,489 $8,855,910 
Net Income (Loss) (a) 148,785 370.498 (253,151) 982,771 
Net Income (I,oss) Per Share .02 .06 (.04) .16 

(a) The net loss for the quarter ended February 28, 1983 includes a $1,500.000 settlement of the litigation with 
Mini-Technology, Inc. (see Note 14 of Notes to Consolidated Financial Statements). The effect of the settlement 
on net loss and loss per share was $810,000 and $.13, respectively. 

Stock *?rice Range and 3ividends 

1984 1983 1982 

t llqh Low Hlgh Low Hlqh Low 

Third Uu<ir'l(>r 13% 10% 14 9% 16 8 
Fourth Q ~ I ~ I ~  14 93/4 12% 7 %  9V4 6314rc'r 

The Company has 11t>vc>1- ~ ) , ~ i c i;I cdsh dividend, and it is the present policy of the 
Company not to do  so  ' I ' t r c>  ( : o ~ r l r ~ ~ ~ n ybelieves that the growth and acquisition 
opportunities in t . l ~c 'c . c . ~ r ~ i l ) u t o rsoftware industry require it to retain its earnings 
to support future business activity. Payment of future dividends will be 
dependent upon the earnings and financial condition of the Company and other 
factors which the Board of Directors may deem appropriate. 
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