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Software AG Systems, Inc., and its
operating unit, Software AG of
North America. Inc., specializes in
systems software for mainframe
computers and computer networks.
Software AG develops and markets
an advanced integrated line of soft-
ware products designed to make
information easier to create,
access, manage, and distribute,

These products include: ADABAS,
one of the world’s most widely
used relational data base manage-
ment systemns; NATURAL. the pre-
mier fourth-generation application
development language system;
COM-PLETE, a teleprocessing sys-
tem that manages information flow
in distributed environments;
PREDICT, an online dictionary used
to facilitate and control access

to data; and NATURAL/CONNEC-
TION, a product that enables users
of personal computers within an
organization to upload and down-
load information stored in corpo-
rate mainframe computer systems,
without compromising security or
data integrity.

Software AG customers typically
have extensive information pro-
cessing needs. For this reason the
products’ design philosophy is
strongly oriented toward the
requirements of their actual end-
users—management professionals
who need flexible, easy-to-use
tools for selving problems and
making decisions.
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ABOUT THE COVER

Concentric rings document the im-
pact of a stone upon a pool of still
water. They also suggest the rela-
tionships among Software AG's
products, and between those prod-
ucts and their users. This Annual
Report offers a look at those rela-
tionships.

The cover also marks the start of

a chain of portraits that runs
throughout the following pages.
The portraits are of Software AG
employees—people whose contri-
butions are essential to the success
of our Company and our customers,




Selected Consolidated Financial Data

REVENUE (in Thousands)

NET INCOME (in Thousands)

5,856

STOCKHOLDERS' EQUITY (in Thousands)

Years Ended May 31 1984 1983 1982 1981 1980
Revenues $41,126,605 $30,043,891 $24,685,852 $18,875.070 $10,863.319
Net Income $ 5,855,697 $ 1,248903 $ 965,755 $ 2,258,160 $ 278,369
Net Income Per Common Share § D5 5 20 8§ s ] 49 $ .06
Number of Shares Used to

Compute Net Income

Per Common Share 6,145,465 6,131,741 6,088,910 4,610,550 4,501,162
Working Capital $23,380,945 $15,187,049 $13,326,504 § 1,667,559 $ 470,934
Total Assets $51,154,893 $35.,882,737 $33.781.243 $21,582,135 $ 8.099,894
Total Stockholders’ Equity $32,792,453 $26.867,.774 $25.,622.022 $ 5,179,610 $ 2,355,262
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Some circles
represent the
interplay of
different
elements.
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Some circles
have hidden .
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® NATURAL SECURITY SYSTEM

® COM-PLETE

® PREDICT

® NATURAL




L

iy

Some circles
emanate from a




L]

nf
NATURAL/VSAM, a i

file
SUPER/NATURAL, a menu-di

NATURAL/GRAPHICS, which a

NATURAL/CONNECTION,

newest proaud




ound anywhere.
f-lrfu"l‘;'!'lli’h .'rIf-' HSE {',l'.

and |

( ”{ 1als can mo
city services on the

ing map -

Mason

we can monitor per

formance, the more
QUT CILIZENS

joing to be

L7

ot per dollar of mu




Some circles
result from
steady growth.
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Yet while the markets for main
frame and microcomputer software
differ. they are both increasingly
fueled by a single phenomenon:
the escalating worldwide demand
for personal computers and re
sulting increase in the number of
active end-users.
For thousands of users, one of the
chief limitations of PCs has been
the difficulty of tyving them to
gether into corporate mainframe
systems where most organizational
data is stored. This difficulty has
given rise to a major marketing op
portunity for Seftware AG, with its
unsurpassed expertise in main-
frame software systems. Our su
cess with NATURAL/CONNECTION
testifies to the scope of this oppor
tunity
But the exploding PC marketplace
retlects a still broader change in
our user base. In the past, direct
users of our products were drawn
from the population of MIS man-
agers and data base administrators
—about 25,000 in the United
States. Today our users are mostly
programmers—roughly 400.000 of
them. And in the near future
(through products ranging from
SUPER/NATURAL to a full array of
office information systems facili
ties) we will increasingly be ad
dressing a far larger group—the
30 million-plus managers and other
prafessionals who are becoming
direct computer users

This continued “outward” thrust
is in line with our long history of

making all our systems as respon

sive and easy to use as possible
And while it embraces more and
more end-users, it also pays impot
tant dividends to our traditional

customers in the MIS depart

ments—who are now (with our
tools) better equipped than ever
10 hii[i:-.f'l,' these rising end-user
demands.

Not surprisingly in light of this

growth, our Users’ Group contin
ues to be one of the |.[|f\i}"'\[ and
most active in our industry. Qur
annual Users' Conference is a
unique event which regularly at
tracts wide press coverage not only
as an occasion for previews of up
coming Software AG products but
also as a newsworthy event in its

oWl

1 right. More important than an
opportunity for the announcement
of new products, the Users’ Confer
ence IS recognized as a valuable
forum for exchanges of profes
sional opinion on technical and ap
plications questions.

For brief highlights on a few of our
users and their applications, see

the left-hand pages of this Report.

ATURAL/

payoff for
integration.

An elegant diagram about the inte-
gration of products and users is
only useful if it corresponds to real
ity. At Software AG, the experi
ence of the past year supports both

the outward thrust of our product
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Management'’s Discussion and Analysis

Liquidity and Capital Resources

The Company believes that it has substantial cash and cash equivalents at fiscal
year-end to meet its needs. The current ratio is 2.5 to 1. Cash flow is enhanced by
regular collection of accounts receivable and lease contracts receivable. Long-
term lease contracts receivable of $4,559,256 at fiscal year-end provide an
additional source of future cash flow. The Company 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 Darmstadt, West Germany (SAG) on
behalf of the Company and are used by SAG to offset royalties due them.

The Company’s commitments consist primarily of costs to maintain operations,
such as salaries and leased premises. The Company believes that its capital
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. Maintenance 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 from new products was 11% of total revenue.

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

Royalty fees increased as a percentage of revenue primarily due to expanded
international sales revenue, whose royalty rate is higher than other 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 compared 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% compared 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 investment 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.
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Other Operating Expenses increased 22% to $14.454,000. The increase was due
in part to the legal settlement of a litigation involving ADABAS-M in the amount
of $1,500,000 and the balance attributable 10 an across-the-board increase for
facitities, travel, communications, marketing, and administration.

In general, the relatively lower rate of inflation in fiscal 1983 as compared 1o
fiscal 1982 had less adverse effect on revenues and income before income taxes.
Salartes, wages and facilities costs, which are the major cost elements to the
Company, and to a lesser extent, the price charged for the Company’s products
are more likely to reflect the changes in the rate of inflation.

Income Before [ncome Taxes increased to $2,234,000 compared to $1,101,000 in
fiscal 1982 primarily due to an increase in revenue.

The income tax rate in fiscal 1983 increased to 44.1% compared to a 12.3% rate
for fiscal 1982. The increase is attributable, in part, to a lesser amount of
investment tax credit available and the absence of rescarch and development tax
credit, and, in part, to an increase in Income Before Income Taxes.

Fiscal 1982 Compared to Fiscal 1981

Revenues increased 31% to $24,686,000. Product pricing during fiscal 1982 -
compared to fiscal 1981 was relatively unchanged. Maintenance fees increased in
some instances; new products, such as ADABAS-M and the Data Base Machine,
were not significant contributors to revenues. Royally expense increased as a
result of increased sales and extension of the royalty agreement to include
maintenance contracts. These increases, along with the amortization of the
Computer System Software Marketing License, caused royalty fees 1o remain
constant as a percentage of revenues. Interest income on short-term investments
contributed $1,390,000 (5.6%) Lo revenues. [n general, the revenue increase is
due to a greater volume of licenses for the Company’s products.

Intensive domestic marketing sustained the revenue increase in fiscal 1982
despite a poor economic climate. International revenues remained substantially
the same.

Salaries, Wages and Comimissions increased 54% to $8,751,000, an increase
which is comparable to the previous fiscal year and again results from staff
increases, salary increases and commissions on higher sales revenues. An accrual
of $198,000 for vacation costs was recorded for the first time. (Fiscal 1981 results
were also adjusted by a $120,000 vacation accrual charge.)

Other Operating Expenses increased 81% to $11,801,000 and were largely an
across-the-board increase for facilities, travel, communications, marketing and
administration, as well as the result of certain specific charges to income for
receivables determined in 1982 to be uncollectible, for expenses relating to the
relocation of the Company's research and development facilities, and for
reduction of a common stock investment to its net realizable value, in the
amounts of $516,000, $250,000 and $113,000, respectively. Professional fees
and other expenses associated with being a publicly held company were first
encountered this year and increased costs.

In general, the Company's profitability is adversely affected by higher rates of
inflation. Revenues derived from license of the Company’s products do not
fluctuate linearly with inflation, but salaries, wages and facilities costs, which are
the major cost elements to the Company, are more likely to parallel changes in
the rates of inflation.

Income Before Income Taxes decreased to $1,101,000 compared to $4,315,000 in
fiscal 1981 because of the comparatively smaller revenue increase compared 1o
higher costs and expenses, particularly Other Operating kExpenses.

The income tax rate in fiscal 1982 dropped to 12.3% compared 1o a 47.7% rate for
fiscal 1981 because tax credits of specific amounts offset comparatively lower
pre-tax income. The major credits were investment tax credits, credits for foreign
taxes withheld, and the newly available research and development tax credit.




Consolidated Statements of Income

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

1984

1983

1982

Revenues (Notes 2, 3. and 10)

Costs and Lxpenses
Salaries, Wages and Comimissions
Rovalty Fees (Note b)
Othor Operating Expenses (Note 11)

$41,126,605

9,633,979
7,080,086
13,476,843

$30,0473.891

9,545,173
3.810.H46
14,454,264

$24. 685,852

8,750,633
3,033,010
11,801,454

Total Costs and Lxpenses

30,190,908

27,808,988

23,585,097

Income Before Income Taxes

Income Taxes (Note 6)

10,935,697
5,080,000

2,233,903
98hH,000

1,100,755
135,000

Net Incomoe

$ 5,855,697

$ 1,248,903

$ 965755

Net Incomae Per Common Share

$.95

5.20

$.16

Number of Shares Used to Compute

Net Income Per Common Share

6,145,465

6,131,741

6,088,910

See accompanying notes to consolidated financial statements.




Consolidated Statements of Stockholders’ Equity

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

Common Stock

Additional
$.01 Par Value Paid-In Retained
Shares Amount Capital Earnings
Balance June 1, 1981 4,923,363 $49,234 $ 820.239 $4.310,137
Shares [ssued Pursuant to Public Offering
(Note 12) 1.212.500 12,125 19,464 %37,
Net Income — 965,755
Balance May 31, 1982 6,135,863 61,359 20,284,771 5,275,892
Shares Retired (21,060) (211) - {(17.790) —
Exercise of Stock Options (Note 13) 1,980 20 14,830 —
Net Income — 1,248,903
Balance May 31, 1983 6,116,783 651,168 20,281,811 6,524,795
Shares Retired (16,740) (167) (14.233) —
Exercise of Stock Options (Note 13) 9,165 91 83,291
Net Income — “- —- 5,855,697
Balance May 31, 1984 6,109,198 $61.092 $20,350,869 $12,380,492

Sece accompanying notes 1o consolidated financial statements.
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Consolidated Balance Sheets

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

1984 1983
ASSETS
Current Assets:
Cash and Short-Term Investments (Note 2) $21,195,493 $ 8.683.872
Accounts Receivable (Note 3) 11,860,030 8,191,207
Current Portion of Lease Contracts
Receivable (Note 3) 4,527,250 4,083,032
Income Taxes Receivable 11,033 11,033
Other Current Assets 932,972 447,628
Total Current Assets 38,526,778 21,416,772
Property, Equipment and Leasehold
Improvements, less Accumulated Depreciation
and Amortization (Note 4) 2,486,092 2,937,033
Computer Software Marketing License, Net
of Amortization (Note 5) 4,661,301 5,478,036
Lease Contracts Receivable (Note 3) 4,559,256 5,721,416
Other Assets 921,466 329,480

Total Assets

$51,154,893

$35,882,737




1984 1983
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:
Short-Term Debt $ 41,736 $ 38,709
Current Portion of Royalties Payable 4,824,850 1,063,664
Accounts Payable 504,569 518,081
Income Taxes Payable 2,910,000 —
Deferred Income Taxes (Note 6) 4,420,221 2,747,552
Capitalized Lease Obligations (Note 9) 79,038 125,550
Other Current Liabilities (Note &) 2,365,419 1,736,167
Total Current Liabilities 15,145,833 6,229,723
Royalties Payable (Note 5) 715,000 615,000
Capitalized Lease Obligations (Note 9) 154,747 2he, 262
Deferred Income Taxes (Note 6) 2,300,000 1,810,000
Other liabilities 46,860 107,978
Total Liabilities 18,362,440 9,014,963

Commitments and Contingencies (Notes 9 and 14) —
Stockholders’ Equity:
Preferred Stock, $10 Par Value;
Authorized 2,500,000 Shares, None Issued —
Common Stock, $.01 Par Value; Authorized
10,000,000 Shares, Issued 6,109,198
and 6,116,783 shares respectively (Note 12) 61,092
Junior Common Stock, $.01 Par Value;
Authorized 1,000,000 Shares, None Issued —

61,168

Additional Paid-In Capital (Note 12) 20,350,869 20,281,811
Retained Earnings 12,380,492 6,524,795
Stockholders’ Equity 32,792,453 26,867,774
Total Liabilities and Stockholders’ Equity $51,154,893 $35,882.737

See accompanying notes to consolidated financial statements.
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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:
Net Income $5,855,697 $1,248,903 $ 965,755
[tems Which Do Not Use
Working Capital:
Depreciation and Amortization of Property,

Lauipment and Leasehold Improvements 783,520 746,821 578,357
Amortization of Marketing lLicense 816,735 612,483 480,491
Provision for Deterred Income Taxes 490,000 385,000 397,373

Working Capital Provided by Operations 7,945,952 2,993,207 2,421,976
Increase in Royalties Payable 100,000 — 394,094
[ncrease in Capltalized Lease Obligations —_ — 185,744
Decrease in Lease Contract Recetvable 1,162,160 —
Proceeds from Public Offering of Stock — — 19,476,657
Decrease in Other Assets 68,982 289,859 310,489
9,277,094 3,283,066 22,788,960
USES OF WORKING CAPITAL:
Additions 1o Property, Equipment and
Leaschold Improvements, Net of Disposals 301,485 626,500 2,149,704
Increase in Lease Contracts Receivable — 275,961 1,656,032
Increase in Other Assets 623,080 — -
Marketing License Obligation — 249,235 7.305,850
Decrease in Rovalties Payable _— 650,000 —
Decrease in Capltalized Lease Obligations 97,515 168.483
Decrease in Other Liabilities 61,118 39,191 18,429
Other, Net — 3,151 —
1,083,198 1,422,521

Increase in Working Capital

$ 8,193,896

$ 1,860,545

11,130,015
$11.658,945
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1984 1983 1987
SUMMARY OF CHANGES IN WORKING CAPITAL:
Increase (Decrease) in Current Assets:
Cash and Short Term Investiments $12,511,621 $ 1.207 867 7.449,513
Accounts Receivable 3,668,823 1,339,466 1,613,279
Current Portion of Lease Contracts Recetvable 444,218 974 427 836,209
[ncome Taxes Receivable —_ (644,213) (173, 152)
Other Current Assets 485,344 (29.241) 36,800
17,110,006 2,848,196 9,762,709
Increase (Decrease) in Curvent Liabilities:
ShortTerm Debt 3,027 5,250 (2,018.679)
Current Porton of Royalties Payvable 3,761,186 914,227 (2 13.697)
Accounts Payable (13,512) (787.459) 295,542
Income Taxes Pavable 2,910,000
Deferred Income Taxes 1,672,669 B9 384 (92,626)
Capitalized Lease Obligations (46,512) (39.133) 12,996
Other Current Liabilities 629,252 307 682 150,228
8,916,110 987 651 (1,896,236)

Increase in Working Capital

$ 8,193,896

$ 1,860,545

$11,658,945

See accornpanying notes to consolidated financial statements.
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Software AG Systems, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Principles of Consolidation

The Consolidated Financial Statements include the accounts of the Company,
Software AG Systems, Inc., and its wholly owned subsidiaries Software AG of
North America, Inc., and Computer Aided Transcriptions, Inc.

(b) Revenue Recognition

The Company sells, or leases under arrangements equivalent to a sale, a license
to use its systems software products. Revenue is recognized when the contract
is executed. Ten percent of the price is deferred and reflected in revenues
when the product is installed. In contracts where the terms indicate a sale upon
the satisfaction of other criteria, such as acceptance upon approval, revenue
recognition is delayed until those specific terms are met (Note 3).

There are no significant future costs associated with the Company’s products that
are not a part of the ongoing conduct of its business; these costs, therefore, are
charged to operations as incurred. All costs associated with development and
improvement of software products are charged (o operations as incurred.
Accordingly, maintenance fees charged to custormers are recorded as revenue
when billed.

(c) Cash and Short-Term Investments

The Company invests its excess operating funds in time deposits and U.S.
Treasury Notes which are stated at cost which approximates market.

(d) Property, Equipment, and Leasehold Improvements

Property, equipment, and leasehold improvements are carried at cost. Certain
items of equipment acquired under capital lease agreements have been
capitalized and the related lease obligations are classified as long-term liabilities
on the Consolidated Balance Sheet.

Property and equipment, including property covered by capital leases, are
depreciated on a straight line basis over their respective estimated useful lives.
Leasehold improvements are amortized on a straight line hasis over their
respective lease terms.

(e) Income Taxes

Deferred income taxes are provided to reflect the tax effect of timing differences
between financial and tax reporting. The Company accounts for investment tax
credit as a reduction of income tax expense in the year the related assets are
placed in service (flow through method).

(f) Net Income Per Common Share

Net income per common share during each period is net income divided by the
weighted average number of common shares outstanding and comman share
equivalents resulting from dilutive stock options. Primary and fully diluted
earnings per share are essentially the same.

2. CASH AND SHORT-TERM INVESTMENTS

Cash and short-term investments at May 31 are as follows:

1984 1983
Cash $ 631602 $1.020,872
Time Deposits 14,579,000 7.163,000
U.S. Treasury Notes 5,984,891 —
Marketable Securities — 500,000

$21,195,493 § 8,683,872

Interest and dividends from short-term investments for the years ended May 31,
1984, 1983 and 1982 was $1,379,000, $801,000 and $1,390,000, respectively.




3. ACCOUNTS RECEIVABLE AND LEASE CONTRACTS RECEIVABLE

The Company includes in Accounts Receivable amounts due from the outright
sale of rights to its products and for related supporting technical services. The
Company also recognizes revenue upon entering into sales-type leases for the
license of its products for periods of up to five years.

At May 31, 1984 and 1983 Accounts Receivable and Lease Contracts Receivables
are net of $1,.135,747 and $660,000, respectively, for allowance lor specific
accounts not considered to be collectible.

The receivables from sales-type leases as of May 31 include the following

components:

1984 1983
Minimum Lease Payments Receivable $12,414,831 $13,786,893
Less: Unearned Interest Income 3,328,325 3,982,445
[.ease Contracts Receivable 9,086,506 9,804,448
Less: Current Portion 4,527,250 4,083,032
Lease Contracts Receivable—Long Term $ 4,559,256 $ 5,721,416

Future minimum amounts receivable from contracts under sales-type leases for

each of the next five years:

1985
1986
1987
1988
1989

$ 5,868,605
3,377,011
1,852,330

903,302
413,583

TOTAL

$12,414,831

Unearned interest income represents the interest factor implicit in the lease
payments. Interest income earned on lease contracts receivable for the 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 improvements at May 31,

follows:

Estimated Life

1984 1983 (Years)

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 Amortization 2,135,425 1,708,070
Net Property, Equipment

and Leasehold Improvements $2,486,092 $2.937,033

25




26

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
$7,929,765 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 $480.491 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 kEnded May 31, 1984 1883 1982
FFederal:
Current $2,390,000 $ — $ —
Deferred 2,020,000 835,000 50,000
4,410,000 8ub, 00U LU, 000
State:
Current 520,000 — —
Deferred 150,000 150,000 85,000
670,000 150,000 85,000
$5,080,000 $4985,000 $135,000

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

Year knded May 31, 1984 1983 1982
Statutory Federal Income 'lax Rate 46.0% 46.0% 46.0%
Surtax Exemption (.2) (.9) (1.7)
State Income Taxes

(net of federal tax benefit) - 3.3 3.7 4.2
Investment Credit (.1) (2.1) (19.3)
Research and Development Credit — — (9.1)
Credit for Foreign Tax Withheld (2.1) (4.6) (12.0)
Officer’s Life Insurance —_— .9 3.5
Dividend Income Exclusion (.5) — —
Other .1 1.1 7

bttective Rate 46.5% 44 1% 12.3%
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Deferred income tax expense resulting from timing differences between taxable
and financial statement income is summarized as follows:

Year Ended May 31, 1984 1983 1982
Revenue Recognition

(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 — (100,200)
Jobs Tax Credit 48,000 — —

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

$2,170,000 $985.000 $1:35.000

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:

1984 1483
Salaries, Wages, Cotnissivis and Related Eapenses  $1,615,532 $1.152.871
Deferred Revenue (Note 1) 749,887 258,766
Other — 324,530

$2,365,419 $1,736,167

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:

Year Armount,

1985 $148,180L
1986 181,261
1987 49,346
1988 —
1989 —
Total Minimum Lease Payments 378,792
Less: Amount Representing Interest 145,007

Present Value of Minimum Lease Payments $233./85

Depreciation of these assets is included in Other Operating Expenses.
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The future minimum rental payments required under opcrating leases at May 31,
1984 are as follows:

Year Equipment Facility Total
1985 $202,926 $1,606,591 $1,809,517
1986 78,743 1,635,161 1,613,894
1987 40,480 1,439,873 1,480,353
1988 4,597 871,813 876,410
1989 367 794,855 795,222
Thereafter — 7.224 7.224
$327,113 $6,255,507 $6,582,620

10. BUSINESS SEGMENT AND INTERNATIONAL REVENUES

The Company is engaged in one industry segment, the development and
marketing of systems software, both domestically and worldwide. Sales to
international customers are priced in U.S5. dollars and are comparable to those
charged to U.S. customers. Sales to international customers are as follows:

Year Ended May 31, 1984 1983 1982
Geographical Region:

Far East and Australia $3,733,780 $2.821,816 $2.246,975
Mexico and South America 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 1,069,273 1,306,166

$8,558,751 $5,661,744 $4,587,085

Included in accounts receivable and lease contracts receivable are amounts due
from international customers at May 31, 1984 and 1983 as follows:

1984 1983
Far East and Australia $2,821,028 $1.815,803
Mexico and South America — 241,293
Mid-East and South Africa 2,570,031 1,470,817
Canada and Europe 462,162 875,213

$5,853,221 $4,403,126

11. SUPPLEMENTARY INFORMATION

Amounts charged to Other Operating Expenses include the following:

Year Ended May 31, 1984 1983 1982

Depreciation and Amortization
of Property, Equipment and

Leasehold Improvements $ 783,520 $ 746.821 $ 578,357
Taxes other than Income Taxes:

Payroll 573,446 509,288 295,451

Foreign 410,573 221,175 245,300

Other 87,299 66,748 11,805
Advertising 399,898 458,425 837,566

Rental Expense for Operating
Leases 2,210,591 1,883,638 1,153,050
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Direct costs for product development during fiscal years 1984, 1983, and 1982
were approximately $720,000, $600,000 and $1,300,000 respectively. These
amounts are included in Salaries, Wages, and Commissions and in Other
Operating Expenses in the accompanying Consolidated Statements of Income.

12. SALE OF COMMON STOCK TO PUBLIC

In June 1981, the Company made its first sale of comimon stock to the public,
resulting in an increase in shares outstanding from 4,923,363 at May 31, 1981 to
6,135,863. Shareholders’ equity was increased with the proceeds of the sale net
of expenses in the amount of $19,476,657. Part of the proceeds of the sale was
used to satisfy short-term debt and bank borrowings totaling $2,000,000 and
Computer Systems Software Marketing License Payable to SAG in the amount of
$7,305,850.

13. STOCK OPTIONS—KEY EMPLOYEE INCENTIVE PLAN

The Company has granted common stock options to some of its key employees
under the Key Employee [ncentive Plan of 1981, which authorizes the granting of
awards to key employees in the form of options to purchase shares of the ~
Company’s common stock, cash bonuses and awards, and cash or stock
performance awards. The Company may grant up to a maximum of 450,000
shares prior to termination of the Plan on April 1, 1991. Stock options granted
may receive tax treatment as “'incentive stock options” under the Economic Tax
Recovery Act of 1981, The option price shall be the fair market value on the date
of grant. Shares are exercisable ratably over a five-year period.

The Plan provides, at the discretion of the Compensation Committee, that a
participant may, either at the time of grant or at the time of exercise of a stock
option, receive stock or a cash payment in an amount cqual to the difference
between the option price and the fair market value at the time of surrender of the
shares. Accordingly, payment may be made in cash, in shares, or a combination
of both.

The following schedule summarizes the changes in stock options outstanding for
the three fiscal years ended May 31, 1984,

1984 1983 1982

Outstanding, beginning of year 113,309 74,041 45,550
Granted (at an exercise price

of $9.68 to $12.19 in 1984,

$7.69 to $9.94 in 1983, and

$9.31 to $13.00 in 1882) 192,400 77,603 35,741
Exercised (at prices of $7.50,

$8.44 and $9.31 in 1984 and

at $7.50 in 1983) (9,155) (1,980) —
Expired or cancelled (32,969) (36.355) (7.250)
Outstanding, end of year 263,585 113,309 74,041
Exercisable, end of year 61,194 19,640 8,660
Available for grant, end of year 186,415 336,691 375,959

14. LITIGATION

In February, 1983, the Company reached an agreement with Mini-Technology,
Inc. in settlement of a lawsuit filed in 1981 against the Company, certain of its
directors and Software AG of Darmstadt, West Germany. The terms of the
settlernent required a payment of $1,500,000, which was charged 1o operations.
The effect of this settlement on Net Income Per Common Share for the year
ended May 31, 1983 was $.13.
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Renort of Independent Certified Public Accountants

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.

July 20, 1984

PEAT, MARWICK, MITCHELL & CO.

Washington, D.C.

Stock Information

The common stock of Software AG
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
NASDAQ National Market System.
Prior to June 1981, there was no
public market for the Company's
common stock.

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.
Service Road, Chantilly, VA 22041.

Form 10-K

A copy of the Company’s Annual
Report of form 10-K for the year
ended May 31, 1984, together with
financial statements and financial
statement schedules as filed with
the Securities and Exchange Com-
mission, contain additional infor-
mation about the Company and is
available without charge upon writ-
ten request. Direct inquiries to Gil-
bert Markbein, Treasurer and Con-
troller, Software AG Systems, Inc.
11800 Sunrise Valley Drive, Res-
ton, Virginia, 22091. Phone (703)
860-5050.

Transfer Agent and
Registrar

Manufacturers Hanover Trust
Company

Box 24935

Church Street Station

New York, New York 10249
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Summary of Quarterly Financial Data

(Unaudited)

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

Quui ter bnded

August 31, 1983 November 30U, 1983

February 29, 1984 May 31. 1984

Total Revenues $8,663,495 $9,905,622 $10,528,006 $12,029,482
Net Income 1,117,753 1,292,946 1,662,328 1,782,670
Net Income Per Share .18 21 .27 .29
Quarter buded ’

August 31, 1982 November 30, 1982 February 28, 1483 May 31, 1983
Total Revenues $6,382,383 $7.201,109 $7604,489 $8,855,910
Net Income (Loss) (a) 148,785 370,498 (253,151) 982,771
Net Income (Loss) Per Share .02 .06 (.04) .16

Stock Price Range and Divicends

(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.

1984 1983 1982
High  Low High Low High Low
First Quarter 12V 9Va 9 5 25 14Y4
Second Quarter 127 934 15 6% 17 10%
Third Quarter 137 10Va 14 9%, 16 8
Fourth Quarter 14 9% 12V 7% 9% 6%
The Company has never paid a cash dividend, and it is the present policy of the

Company not to do so. The Company believes that the growth and acquisition
opportunities in the computer software 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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John Norris Maguire Stuart J. Miller
Chairman of the Board President and Chief Executive Officer
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Michael E. Jakes
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and Chief Executive Officer
Dow Chemical Company
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Former Chairman of the Board
and Chief Executive Officer
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Secretary
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Former Chairman of the Board

Gibson, Dunn, & Crutcher

and Chief Executive Officer
Schering-Plough Corporatior
Stuart J. Miller
President and Chief Executive Officer
Software AG Systems, Int
| Peter M. Schnell
President
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Darmstadt, West Germany
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Offices and Distributors

CORPORATE HEADQUARTERS
Software AG of North America, Inc

11800 Sunrise Valley Drive
Reston, VA 22091
(703) 860-5050

OFFICES

Atlanta

6201 Powers Ferry Road. NW.
Atlanta, GA 30339

(404) 952-5666

Boston

50 Milk Street

Boston, MA 02109

(617) 423-7292

100 Grand View Road
Braintree, MA 02150

Chicago

Citicorp Plaza

8420 W Bryn Mawr Avenue
Chicago, IL 60631

(312) 633-0430

Cleveland

24650 Center Ridge Road
Westlake, OH 44145

(216) 882-0700

Dallas

8111 L.B.J. Freeway
Dallas, TX 75251
(214) 437-2022
Denver

300 Union Boulevard
Lakewood, CO 80228
(303) 987-3972
Detroit

400 Renaissance Center
Detroit, M1 48243
(313) 446-6809

Hasbrouck Heights

Heights Plaza

777 Terrace Avenue
Hasbrouck Heights, NJ 07604
(201) 288-8111

Houston

3845 West M. 1960
Houston, TX 77068

(713) 444-26561

Kansas City

8900 Indian Creek Parkway
Overland Park. KS 66212
(913) 451-1651

Los Angeles

1 Newport Place

1301 Dove Street

Newport Beach, CA 92660
(714) B51-99056

MSF 0300484

One Appletree Square
Bloomington, MN 55420
(612) B54-2298

New York

122 East 42nd Street
New York, NY 10017
(212) 6B2-2780
Orlando

3421 Dawn Court
Lake Mary. FL 32746
(305) 831-4800

Philadelphia
3 Neshaminy Interplex
Trevose, PA 19047
(215) 245-0122

h
The Landmark Building
1 Station Square
Pivtsburgh, PA 15219
(412) 471-4667

444 Castro Street
Mountain View, CA 94041
(415) 865-7970

Seattle

1800 112th Avenue NE
Bellevue, WA 88004
(206) 451-8055
Washington, D.C.

11480 Commerce Park Drive
Reston, VA 22091

(703) 620-0100

‘White Plains

244 Westchester Avenue
White Plains, NY 10604
(914) 946-1000

DISTRIBUTORS

Teleinformatica S.A.

Avenida Corrientes 345

Piso 4

Buenos Aires, Argentina 1043
Phone: (541)34-313-1747
Telex: (390)18791

Australia

S.PL. (Australia) Pry. Lud.

PO Box 125

Lane Cove NSW 2066, Australia
Phone: (61)2-427-6888
Telex: (790)26151

Brazil

CONSIST, EDIFICIO CONSIST
Alameda Jau'-1.177
CEP-01420 ,

Sao Paulo, S, Brazil

Phone: (565)11-289-4455
Telex: (381)1132546
Canada

Software AG of Canada

1425 Bishop

Cambridge, Ontario

Canada N1RGJ9

Phone: (519)663-6142
Telex: (069)59451

Israel

SPL System Programming
(Israel) Lid.

53 Petach Tikva Road

67138 Tel Aviv. Israel

Phone: (872)3-268241

Telex: (922)342458

Japan

Software AG of Far East, Inc.
7-2 Yaesu 2-chome

Chuo-ku, Tokyo 104, Japan
Phone: (81)03-278-0258
Telex: (781))29349

Mexico

Teleinformatica de Mexico SA
Arenal #40 Caol. Chimalistac
Mexico 01070 DF, Mexico
Phone: (905)550-8033
Telex: (383)1772472
Panama

Software Technology, Inc.
Apartado 6-8168

El Dorado, Panama R.P
Phone: (507)64-3806
Talex: (328)2318

Singapore

Asian Computer Services
154 Clemenceau Avenue
#02-00

Haw Par Centre
Singapore 0923

Phone: (65)336-0011
Telex: (786)34131

1884 Software AG Systoms. Inc. ADABAS. NATURAL and FREDICT are trademarks of Software AG of Nofth America Ing

192641347

South Africa

Systems Programming

(PTY) Limited

PO 2822

364 Kent Avenue

Ferndale Randburg

Republic of South Africa 2125
Phone: (27)(011)789-2740

Telex: (960)430682
Venezuela
A.BS

Apartado 81260, 1060A
Chacao. Caracas, Venezuela
Phone: (58)2-329205
Telex: (395)255356

EUROPEAN DISTRIBUTION

Denmark

Software AG (Scandinavia)
Kronprinsensgade 13
DE-1114 Kopenhagen-K. Denmark
Phone: 1-122176

Telex: (B55)16191

France

Software AG of France

55, Rue D'Amsterdam
F-75008 Paris, France
Phane: (33)01-281-3011
Telex: (842)650083

Italy

Selesta Sistemi S.PA.

Via Volta, 16

120093 Cologno Monzese,
Milan, Italy

Phone: 2-2538912

Telex: 311354

Netherlands

Automations Centre Volmac B. V
Catharijnesingel 33

NL-3500 GN Utrecht, Netherlands
Phone: (31)30-334421

Telex: (844)70644

Spain

Software AG Espana

Paseo De La Habana 26
Madrid, Spain

United

ADABAS Software Limited
Laurie House-22 Colyear Street
GB-Derby, DE1 1LA, England
Phone: 332-372535

Telex: 377985

West Germany

Software AG

Hilpertstrasse 20

D-6100 Darmstadt

West Germany

Phone: (49)06151-84072
Telex: (841)4197104
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