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SoftwareAG Systems, Inc. 
Selected Financial Data 

The following selected financial data are derived from the consolidated 
financial statements of the Company for the years ended May 31, 1983 
through 1987. Information for the last three years should be read in con- 
junction with the consolidated financial statements and related notes 
included elsewhere herein. 
(In Thousands, except per share amounts) 

Years Ended May 31, 1987 1986 1985 19% 1983 

Selected Statement of Operations Data: 
Revenues 
Income Before Cumulative Effect 

$67,244 $65,760 $52,264 $41,127 $30,044 

of Change in Accounting 
Net Income 

4,332 
4,332 

8,545 
8,545 

6,733 
5,140 

5,856 
5,856 

1,249 
1,249 

Income per Common Share Before 
Cumulative Effect of Change 
in Accounting 

Net Ihcome per Common Share 
.74 
.74 

1.45 
1.45 

1.12 
.86 

.95 

.95 
.20 
.20 

Pro Forma Amounts Assuming 
the Change in Accounting is 
Applied Retroactively: 

Revenues 
Net Income 
Net Income per Common Share 

$67,244 
4,332 

.74 

$65,760 
8,545 

1.45 

$52,264 
6,733 

1.12 

$39,566 
5,115 

.83 

$31,522 
1,953 

.32 

Selected Balance Sheet Data: 
Working Capital 
Total Assets 
long-Term Debt 
Total Stockholders' equity 

$37,316 
62,330 

186 
44,663 

$32,919 
59,537 

309 
41,843 

$24,329 
48,767 

47 5 
33,092 

$23,381 
51,155 

155 
32,792 

$15,187 
35,883 

252 
26,868 



Software AG Systems, Inc. (the Company), through its subsidiary, 
SoftwareAG of North America, Inc., develops, markets, and supports an 
integrated system of software products and consulting services, providing 
its customers with a complete range of applications development and 
information management capabilities. Software AG technology operates 
independently of computer hardware or operating systems, and is used on 
mainframe computers as well as departmental-sized systems and PC-based 
computer networks. 

Throughout its 15-year history, the Company has successfully marketed 
and supported products developed under cross-licensing agreements with 
Software AG of Darrnstadt, West Germany The Company benefits kom its 
own development efforts, as well as the extensive research and development 
activities of Software AG, Darmstadt, other Software AG companies, and 
distributors around the world. Within the worldwide activities of Software AG, 
the Company services and supports a product line of more than 35 soft- 
ware tools in the U.S. and, through licensing agreements with distributors, 
in the Far East, Southeast Asia, Central and South America, Canada, Abica, 
Australia, and Israel. 

Together, Software AG Systems, Inc., and Software AG, Darmstadt, repre- 
sent an international cooperative affiliation which provides products and 
complementary services to a diverse worldwide community of more than 
2500 computer installations. 

From our origins as the providers of superior data base management products; 
through the offering of complete fourth generation applications development 
systems; to the delivery of such systems, along with human skill and 
expertise in their use; we have become the supplier of complete, strategic 
software solutions, well-equipped to enter into full partnerships .with our 
customers. 

The Sofhvare AG Mission: To team with our customers in achieving 
long-term success, by delivering outstanding software solutions and 
professional excellence to accelerate the implementation of computer- 
based systems, profitably. 



Fiscal 1987wds a year of sigdicant activityand achievementfor 
SoftwareAG Systems, Inc.Bevenues for the year ended May 31,1987 t d e d  
$67.2 &ion, compared to revenua of $65.8million during @%.Net 
income was $4.3 &m, compared to $8.5million lastyear. Earnings per 
share were $.74,compared to pa share eamhgs of $1.45 in 1%. The Com-
pany continued toopmtewithout debt andm a i n b e d  excellent liquidity, 
as measured by cash reservesand investments a d m g  $21 d o n .  
In the early part of the gear, weWated mrd new mkeagpm-

grams, expanded the Company's sales and suppatforce,and made invest-
ments to extend the services we offer to our customers. The nnew expenses 
associated with these hmtments tsnot my o k t  by domestic revenues 
during the first part of the year. Our fouahquarter income, however, w a  
higher than earlier partas, partlyattributable to these earlierinvest-
ments; our qmdh d dpedommceat ym"send resultedin madest 
gains in total annual revenues. 

Sipdicantchanges within de data base management system @M)
marketplace have alsohad an emonthisyear's bmial performance. 
This marhet, which hashistoridly generated a substantialpation ofthe 
Company's totalrevenues, ha seen increased penemtion by a number of 
vendors in recent yeas, hhdmghadware manufacaursdno have 
introduced and marketed newDBMSstrategies. 

This increased a&vit~while ve- our early recugnition ofthe 
value of the DBMS in the development of p d d ,  computa-bed busi-
nes solutions, has mated&n among buyers and delays inpur-
chasing decisions. ktmsive debates on DBMS a r c h i m  standards hime 
compounded thisc o n b i n ,  further lengthening the sales cycle for new 
acquisitions. We asepleased tonote, hawever, that the pe$mmmmof 
S o k  AG's complete set of appliatiion Wopment products, proven 
in data processing embamentsaround the world, is an inmsingly 
important factor inb u p '  decisions. 

Throughout thisperiod of increased mmpedtion among system sof-
ware suppliers, our hfmti~onmanagement~ o ~ o g ! ~harre con-
tinued to evolve, proving their ~ ~ with newcand existingeusers. 
Ps illustration of the continuingacceptance of our pxlu~ts*BAR&, 
SoftwareAG's DBMS, was m@ed thisyear as one of only a had@ of 
software products to h eever gamered m m  than$250 in d d -
wide sales.* The f&o&g"relew. of ADABAS 5 later thh fl 

Johnh o w  Magum 
Chalrmao ofthe Board 



&efledshrrther, ssi@mt investments inthe hdoprne~of new tech-
nologies %the mmgement of information inhigh-volume, production 

The enthusiasticresponse amrag malm and usersalike tothisyear's 
release ofWURAL 2 alsodemonstwk the growingrecognitionof the 
value of %hare &technoIogies. NATURAI. 2 repmenis amajor advance 
infourthgeneration kchnoIogyfor the developmentof computer applica-
tions and gskmswhich work independently.ofoperatingenvironments. 

S o hAG has also made major iwesbmts in h I o g h gnewprodurn 
md services hignedtosatisfy the broader needs of he usersinour 
rnarke~face.In fact S i o h mAG introducedmore mhcements and 
addibns to its productand service line in198'thaninany prior year. 
These inmtmntswilIcontinuetop i d e  new s ~ l r ~ ~of revenue, 
generatedhm: 

the growinglinedSoftweAG products foror onDigital Equipment 
Corporation's VAX computerq 

* in-s in sales of additionalpmduawhich serve as 16mctio~lal 
extenSiQnSof our core products, through an expandeddesforce and a 
new telemarketing department; 
new business genmtedby our on-site consultinggroups;and
the cmtinuhgrecord-breakingperfomace of bur international 
distribum. 

Most irnporhntly,we have continuedtohire and develop experienced 
personnel to deliver and support these new o h g s  @@re 1). 

Rk believe the development of thw hpmtmtbusin= areas in thepast 
year, and the foundationswe have laid for W o n  of other new growth
opportunitiesin thisand cominggears, are investmen&which will con-
tinue to ensure our long-term success. 

We hiweexperiet1ced much less of rhe negtive e b associatedwith 
the computer industryslowdownof the last twoywrs than many of our 
competitors. In fact, our cumulativerevenue increasesduring this period 
would ~0mtiEukasigolfrcant rateofgrowth under any circumstances. For 
this continuingstrength,we credit several &hnoIagicaf artvanmand long-



Themost important of these strategies resulted from our recognitionin 
the mid-1970s of the value of inmasing the ~ ~ t yof programming 
personnel. This need fornew IeveIsof productivity led to the introduction 
of NJlRAL, SoftwareAG's fourth generation language (a),in 1979. 
since iB introduction, has helped toincrease the productivityof 
applicationsdevelopers and endusers alike,and hasgained inm-ased 
recognition as anhnced, fourth generation sytems developmenttool. 

The release of NATURAL 2, a major restsuctwing of this fourth gen-
eration technology, was the most sigtllticant of SoftwareAG'sproduct 
announcements in manypeass. The~ I c o m ewhichMIlRAL2 has received 
hmusersandanalys tscodhs  mhleliefthatthefull "toolset'which 
NATURAL 2 and itsrelated products provide repmnts the most advanced 
systems developmentenvhment mailable. 

Another of the stmtegic decisionswhich has helped to maintain our 
consistent, long-term growth was prompted by a realization in the early 
lgsOs that the hcdm in spendingon newmainframes would increase 
the demand for computers designed to provide departmental distributed 
hnctions for smaller groups of WE. 

Research and development of Rzll-pr0duc.m m i ~ n sof ADAIN and 
NATURAL for use on theVPX line of compu~ersbumDigital Equipment 
Corpomti~n(DEC)began in 1980. Both A D U ( V M S )  and v) 
were delivered by 1%; desof products to the DEC rnarktplace hw 
grown h m  3%of our totaldomatic mnue in 1986 to 1096 in 1981. 
Mthan extensive familyofproducts for W environmentsp l w e d  for 
release by the end of this ym,we will continue to advance in the market-
place of DEC use&, which.isestimated to conwn m a e  than40,000 
&tinct sites in the U.S. done (Figure 2). 

Another area of growth for theCompanywill be inproviding our own 
expertise and methodologiesto our customers, helpmg them derivefurther 
productivityh m our tdm~llogies.The immediatesuccesses of S o hAG's 
Custom Solutions and MfmionalSenices consulting groups, which pro-
vide a wide mge of assistance to usersof owproducts>hdirtates a con-
siderable demand fur such h e e d  services. R e* thw groupswill 
provide important contributions in 1988, andthattheywill *em& 
increasingportions of our revenue duringthe next five yyears.More impor-
tantly, their efforts will continue t~ stqghen the s-gic rda t idps  
we hd l i s h e d  with our cmmers. 



A s w e d i d  Philosophy 
The decisions h c h  generate these and other growth opportunities for 

SoftwareAG are made on the basis of aphilosophy of the Companywhich 
has often been articulated in our 15-yearhistory: we are committed to 
continue providing s&a@c, practical software solutions,in the form of 
integrated products, support, and services, in close partnership with our 
users;not to attempt tobecome a "supermarket" of disparate, unrelated 
softwareutilities. Illusaation of this emphasis is provided by the increasing 
portions of our domesticrevenue which are generated h m  serviceswhich 
complement our products, including edudon, maintenance, and consulting 
activitiesperformed by personnel using our technologies. The strategic 
aihances which result from delivery of h e additional S o h  AG service 
businesses to our customerswillcontinue to generate largerpercenhges of 
our revenue. 

In the essay that follows, we offer a closer look at some of the key 
products and seniceswhich the Companymakes milable to its users. 
This mayreflects the philosophy, activities, and accomplishmentsof all of 
the people and orgaoizationswhich tugether represent Softwareffi solutions 
thmughout the world. As in past mud reports, we are proud to rely on 
the experiences of our users to describe our successes in these arenas. we 
thankallof ourusers for serving as partners in our success. 
We also offer thanks to our other partners: toS o h  ffiemployees 

mund the world, whose hard work ensures our continued progm; toour 
shareholders,for their coddenee in the value of our endeavors; and to the 
members of our Board of Directns, for their m t e dsupport and assistance. 

S m J .MIUer 
President and C h l e f h t i v e  O h 





Global Solutions 


In abusinas wald whepe nationalboundaries are fagidlydissoIving, only 
tobe replaced by a single worldwide economy, companies are becorning 
increasinglyaware of their need for organized information that is available 
w h m r  heyconduct business. 

So- AG,with more instdlatiom worldwide than any other indepen-
dent DBMS/4GL vendor, has for years offered the global presence sought by 
growing numbers of corporations.We are the only independents o h  
companywith major positions in all m l h d e  markets. Our core pmd-
ucts, A D W  and WUML, have gained acceptance at more than2500 
computer sites around the world, and are currentlyused by over 60,000 
programmers and applications deveIopers. The other components ofour 
product line are also in increasingdemand among our intermtiona.1cus-
tomers, as witnessed by the outstanding sales performance ofour intema-
tiand distributors in 1987. 

These distributors are independentcompanies that have successfully 
established leadmg positions in their respective markets. The %Softw M 
end user products distributed by these organizationsare a d a b l e  in six 
internationallanguag~,consistent wirh our efforts to adapt our technolo-
gies tomeet the unique needs of diverse markets. 

Our international distributors aJso hw the capabilityM develop new 
technologies in response to market needs, thereby augmenting the prin-
cipal research and developmentefforts performed by SoftwareAG. Because 
these new products are developedusing D M  and NKKiR& structures 
and syntax, theyfit easily into the worldwide SofixweAG product line. 

This unique networkof service and support:ofices around the mrId 
prmides an international pool of technological and marketing talent 
which benefits allusers of SoftwareAG products, and furthers ourposition 
as the one truly international systems software organization. 



Our 15-year hi&ry has been one oftechnological innovation. The 
introduction of ADABAS in 1971; MURALt in 1979; the developmentof 
more than 35 fuly integrated mIs- all have served as milestones to help 
mark SoftwmAGS progress. ThZFpattern continued in 1987with the release 
of several major products, including+ 

ADABAS SQL, an @L interface toADU forthird generationlanguages; 
REVIEW 2, which mesum the perfomce ofADABAS andow online, 
data c o m m u n i ~ n smanagementsystem, COM-PEE; and 

*SUPERNP;rORAL2, mendusermmputiagPool,wfrichnmhduda 
manipulation capabfitiesfwusetdata 

Perhaps themostsigdcar~tp m h t  intmductlon in our m t  m,
however, was thispr%reIwof NATURAL 2. This&hnoIogy completes 
the transition of o w  product pMosophy ta one based on providing highty 
automated develiopmeht ~k M dluse& of inkmatiion,@girdlesoftheir 
experience levels. 

MRJRAL 2 allowsusesto matesystem and appkca~omwhich d d 
not be mated with WJ, orwith o hfouah generationlanguages. 
NATURAL 2 suppor&&m file stru-, such asVSAM and DL/I.Our 
useofNATURAL2 $develop &erenduser.toahwill dlmtheben&tsof 
this technologyto be feltthroughoutourproduct line. 

Most importand5 its architechlre i s  Mtgnedso that NUUW 2 dl 
operate independentlyof the datamanagement,hasdwm, or operating 
systems being used Thisportability continuesto provide S u bAG with 
advantageouspositions asour industrym1ves.For me example, nur 
mtegyof providmg productswhich= fully inkgatedwihopen 
architecturespredates current industry &orb m provide -on envircn-
ments for applications devel-opmentand e~mmunfcatio@~Ina related 
example, JBM's new9370 series of mid-sized computets pmides mother 
area for growth:both N#IIIRAL, andDABAS alreadyoperateunder WrtuaI 
Machine (VM) and DOS SP2,widely~gadedas the optQ:q&ms of 
choice for 9370 whines. 

The ability to be usedas a " ~ o x 3 e 7 ~ d ~ ,teamedwitbits 
greatly expandedfunctionali~placgs EVLTURAL2 dabed of mqefmg 
applications developlt+. 'Ihefathcaning& i o f ~ Z  
in the new market comprisingusers ofW'sDBMS, D82,p h e d . f o rlgter 
h s  year,wid secure its position as thepremier systems h l o p n e ~  
technology 







The WtalA h t a g e  

The qhkegmwth in popularity of the VAXxtisof computersh m  
the Digital Equprnent Cqmt ion  (DEC) mmtitutesone of the most sig-
& a t  devel.opmentsin the mnthtoqof the computing industry, and 
heralds adramatic shift in the basic buying philosophies and panems of 
the industryas awhole. As managerjof computer hardware and software 
focus onmore mtefficienf fbhle  wags of delivering information tech-
nofogyto inmain& diverse pups  of users, interest4DEC's VAX line of 
computers willcontlnue to $OW. Ss0ftWareA.G technoIogie and services art 
in position to takefullhaatage of the uppm&iigp i t i e d  by this trend. 

Softme AGh recognition of the Piability ofsuch an approach to com-
puting, as well asourbasic philosopbtomake our maoperational in 
amultitudeofembmenfs, led in 1981to initial designand development 
ofproducts gearedtoprmndehigh @ m c e  infomtioo management 
capab'ities for large netwarh of V !end users. Wih many of the same 
few-open arc-, power, md flexibhty- that have made the 
VAX seder pqdar, bothADABAS and WXWhave been accepted by 
thousands of users inUX environmentsaround the world, 

In 1987,w r e l e d  several importantproducts intheVPX marhetplace, 
indudingPREDlq an active data dictionarg,and mR&which uses 
various comniunication pmfacoIs toallowfor remotea m and update of 
databases on both VN and IBM sgstems. &her S s hffi activities in the 
DEC a m in I s 7  have inchded: 

& b e n t  of the M g i d  Program p u p ,  a sales and marketing team 
wldeh wiU6urher expand our focus in theDECpAXmrirketplace; 

@,augmentingour DECsheffortswithnewsales and support staff 
in evetyS r , hAG office, and with new marketingand advertising 
P r o w ;

* dedicationof d m m  and educationstafffor users of our VMS prod-
ucts; and 
development ofVMS-spec& courseware for our cornputerrbasedmining 
+,-m. 
Ourpast dbts in the DEC arenawill continue toserve as preface for 

htureplans. By the end of k d1988,we will have more than 12 major 
pmductsavailable in the MX ,maetphcqincludq SUpER NkRJRAL, 
ADABASSQL,NATUBBL GRAPHIa, and mraInefworhgproducts m serve 
avariety of communicationrequirements. 
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Ps the demand forwell-trained personnel is felt within mare and more 
dataprocessing centers, the quality and range of on-site consultingsenices 
made availableby v t e m  software suppliers play an increasingly important 
role in making the mt ofexisting systems. Softwax AGb two business 
groups, Professional Services and Custom Solutions, provide just this kind 
of expertise. 

Consisting of experts who are extensively trained in the use of our 
products, these pups  provide a wide range of services, including project 
management, system design, performance tuning, m g ,  and, in the 
case of Custom Solutions, actual developmentof applications tailored M 
meet the unique needs of our customers. 

This range of assishnceis designed to answer the s@c needs of our 
clients. New users' needs often include database administpation assis-
tance, on-site training, and coding analysis; established users quire 
advanced performance tuning, large system&gn, system conversion 
assistance, andother,more involved services.Regardless of the expedence 
levelsof the clientsserved by our coflsu1tantsthis year,Professional 
Services and Custom Solutions have provided the kind of high quahty 
servicewhich our industry has come to demand. 

Through the efforts of these twopups ,  we will continue to demon-
strate to our customers how they can use our applications development 
methodologies to generate their ownsystems and create their ownsolu-
tions. To this end, we are extendingour Custom Sdutions organization 
to our field offices, to prwide for closer contactwith our customers. 
Sharing this expertisewith our usersnot only increases their pmduchity; 
itpromotes the usage of our technologiesby inwimg our wrs' familiarity 
with them. Most importantly,by helping tobuild self-reliance d h n  
information management oqpizations, we establish the foundations for 
long-lastingbusiness partnerships. 



strategicSolutiofl~ 


For more tnan 13 years, a01 reAG has 1 ea irs r 
developmentof a fully integrates spectnun or pmucts aria mcesthat 
provide strategic solutions at all levels of computing. W~thour current 
progress in Federal Sptems, the DEC marketplace, consultingservices, and 
our newfourth generationtechnologies,wehold ewiable positions in 
attractive markets all over theworld- andbenefit from the inherent 
a d v a n e  of a product line of oomplemenmy technologies, p e n  by 
thousands ofusers, 

While we expect sigdcint returns on the i n v w n t s  we havemade ir. 
these areas, we continue toplan for long-term viabilitywith new technolo-
gies. Our exploration of new approach to database mmgment  will be 
reflected in this year's release of AaABAS 5 ,  which will be usedas the b&i 
for advanced technologiessuch as hodedge-based systems, integrated 
textmanagement, and distributed p m h g .  The cominggear will also 
see major advances in our datedofsce automation and cornmication 
capabilities, with new releases of CON-NECf, an omce management sys-
tem, and NET-PASS, a newWmion manager. 

NM'WL 2 wilI continue toserve S o h  AG as a platform for develop 
ment of other technologies geafed for appli~tioflsM o p a d  end 
users, such as C.kS.E. (Computer-Aided Systems Engineering) productss 
and ahanced meth-odologiesto instructusers on newways to approach 
systems development in this way, WURAL 2 2mboth as a &nation 
of our effatsto provide for truly inkgated informationmanagement 
and applications development, and as the fimstep toward a future of 
totally automated systems mation,where entire computer systems can 
be conceived,pmtotyped, and designed without a single line of code. 

Inan industrymarked by change,we continue to base our activiiies on 
p m n  quantities. S o h  AG's ongoing efforts to deliver new technologies 
and servicesare, as a l q ,  focused clearly on fdUqthe needs of our 
users.As we have demonsmted duringthe last 15years, the prtnedqs 

-a companyatabhheswith its customers provide the soundest of all 
foundations for hturt success, .. I r 
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Management's Discussion and Analysis of Financial 
Condition and Results of Operations 

Liquidity and Capital Resources 
The Company believes that it has substantial cash and cash equivalents at fiscal year-end 

which are adequate to meet its needs for the current year. The current ratio is 4.4 to 1. Cash 
flow is enhanced by regular collection of accounts receivable and lease contracts receivable. 
Long-term lease contracts receivable of $2,951,000 at fiscal year-end provide an additional 
source of future cash flow. The Company also has a line of credit of $14,000,000 with a 
commercial bank. The line may be used for general working capital purposes and as an interim 
financing for acquisitions. 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, Darmstadt, 
West Germany (SAG) on behalf of the Company and are used by SAG to ofbet royalties due them. 

During fiscal 1987, the Company, through its subsidiary, Systems Software I, Inc., entered 
into three (3) real estate partnerships. These partnerships were formed to develop the Company's 
new corporate headquarters and to ensure expansion options within two office buildings in 
the same complex. The Company anticipates that its capital expenditure requirements for its 
new headquarters building will total approximately $5,000,000. Approximately $2,100,000 of 
those funds will be required during fiscal 1988 with the remaining amount to be spent during 
the following year. Additionally, the Company is contingently liable for the completion of the 
construction of the new building which is projected to cost approximately $16,000,000. This 
funding requirement will be handled via a construction loan, which is scheduled to be 
available by the end of the first quarter of fiscal 1988, and ultimately by permanent financing 
following completion of the building. 

Results of Operations 
Fiscal 1987 Compared to Fiscal 1986 

Revenues increased 2% to $67,244,000. This modest increase in revenue is principally 
attributable to a 26% increase in Technical Service fees and a 22% increase in international 
sales, which oke t  an 18% decrease in domestic license fees. The decrease in license fees was 
attributable to the overall slowdown in the computer software industry Interest income from 
short-term investments contributed $1,655,000 (2% of revenues) compared to $2,222,000 (3% of 
revenues) for fiscal 1986. This decrease was the result of the Company shifting more of its funds 
into tax exempt municipal securities, with pretax equivalent interest rates less than other 
investments. Had the Company maintained its past investment mix the interest income for the 
year would have been comparable to that of the prior year. 

Salaries, Wages and Commissions increased 17% to $19,855,000. The increase is the result of 
50 net new employees and salary rate increases. 

Royalty Fees increased 20% to $14,157,000. The increase is primarily due to increased 
Technical Service fees and international revenues. 

Other Operating Expenses increased 26% to $26,588,000. The increase is principally attribut- 
able to increased personnel, promotion, facilities, depreciation, and professional fee expenses. 

Income Before Income Taxes decreased to $6,644,000, as revenues did not increase 
proportionately to increased expenses. 

The effective income tax rate in fiscal 1987 decreased to 34.8% from 46.4% for fiscal 1986. 
The decrease is principally due to increased foreign tax credits and the increased investment in 
municipal securities where interest is exempt from federal and state income taxes. 



Fiscal 1986 Conipared to Fiscal 1985 
Revenues increased 26% to $65,760,000. In general, the increase in revenue is principally 

attributable to a greater volume of licenses. Technical Services revenues increased by 46% due to 
the greater volume of licenses and a general increase in the annual Technical Services rate for 
most products from 10% to 12%. Interest income on short-term investments contributed $2,222,000 
(3%) to revenues. 

Salaries, Wages and Commissions increased 34% to $17,020,000. The increase is the result of 
an increase in 71 net new employees, an increase of 23% over the previous year, salary increases 
and commissions on higher sales. 

Royalty Fees increased 23% to $11,750,000. The increase is primarily due to increased product 
revenues. 

Other Operating Expenses increased 22% to $21,065,000. The increase is principally 
attributable to the expenses associated with the increase in personnel. In addition, the Company 
accrued a $560,000 contribution to its Employees' Retirement Benefit Plan. 

Income Before Income Taxes increased to $15,925,000 compared to $12,693,000 in fiscal 
1985 primarily due to an increase in revenue. 

The effective income tax rate in fiscal 1986 decreased to 46.4% compared to a 47.0% rate for 
fiscal 1985. The decrease is principally due to the investment of funds in municipal securities 
where the interest is exempt from both federal and state income taxes. 

Fiscal 1985 Compared to Fiscal 1984 
Revenues increased 27% to $52,264,000. In general, the increase in revenue is principally 

attributable to a greater volume of licenses. Effective for fiscal 1985, the Company changed its 
accounting for contract revenue. The new policy is to recognize revenue at the time the product 
is installed as opposed to its former policy which had been to recognize 90% of the revenue at 
contract execution and the remaining 10% at installation. As a result of this change in 
accounting, revenues were $932,000, less than they would have been if the change had not 
been made. International revenues increased 39% to $11,839,000 resulting from a greater 
volume. Interest income on short-term investments contributed $2,133,000 (4%)to revenues. 
Revenues from new products were 5%0f total revenue. 

Salaries, Wages and Commissions increased 32% to $12,745,000. The increase is the result of 
the hiring of 51 employees, an increase of 20% over the previous year, salary increases and 
commissions on higher sales. 

Royalty Fees increased 35% to $9,569,000. The increase is primarily due to a higher growth 
rate of international sales revenue, whose royalty rate is higher than other royalty-related 
revenues. 

Other Operating Expenses increased 28% to $17,257,000. The increase is attributable, in part, 
to the expenses associated with the increase in personnel and the opening of four sales ofices 
during the year. In addition, the Company accrued a $330,000 contribution to its Employees' 
Retirement Benefit Plan. The Company made no contribution in 1984. 

Income Before Income Taxes increased to $12,693,000 compared to $10,936,000 in fiscal 
1984 primarily due to an increase in revenue. 

The effective income tax rate in fiscal 1985 increased to 47.0"/0ompared to a 46.5% rate for 
fiscal 1984. The increase is principally due to an increase in Income Before Income Taxes while the 
amount of foreign and investment tax credits available were approximately the same as in 1984. 



Consolidated Statements of Income 




Consolidated B h c e  Sheets 


SoftwareAG Systems, Inc. and Subsidiaries 
May 31,1987 and 1986 
(In Thousands except share amounts) 

Assets 
Current !sets: 

Cash and Short Term Investments (Note 2) $ 21,609 $ 24,752 
Accounts Receivable, net (Note 3) 22,116 17,841 
Current Portion of Lease Contracts Receivable (Note 3) 3,323 3,753 
Other Current Assets 1,213 1,543 

Total Current Assets 48,261 47,889 

Lease Contracts Receivable (Note 3) 2,951 4,043 
Property, Equipment and Leasehold Improvements, less Accumulated Depreciation 

and Amortization (Note 4) 7,613 4,257 
Computer Software Marketing License, net of Amortization (Note 5) 987 2,365 
Other Assets (Note 15 and 16) 2,518 983 

Total Assets $62,330 $59,537 

Liabilities And Stockholders' Equity 
Current Liabilities: 

Current Portion of Royalties Payable (Note 5) $ 4,945 
Accounts Payable 1,759 
Deferred Income Taxes (Note 6) 2,020 
Capitalized Lease Obligations (Note 9) 162 
Other Current Liabilities (Note 8) 2,059 

Total Current Liabilities 10,945 

Royalties Payable (Note 5) 
Capitalized Lease Obligations (Note 9) 
Deferred Income Taxes (Note 6) 

Total Liabilities 17,667 17,694 

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 5,709,000 

and 5,800,000 shares respectively (Notes 12 and 13) 57 58 
Junior Common Stock, $.01 Par Value; Authorized 1,000,000 Shares, None Issued - -

Additional Paid-In Capital (Notes 12 and 13) 14,209 15,720 
Retained Earnings 30,397 26,065 

Stockholders' Equity 44,663 41,843 

Total Liabilities and Stockholders' Equity $62,330 $59,537 

See accompanying notes to consolidatedjnanciaIstatemenb 



Consolidated Statements of Changes in Financial Position 


SoftwareAG Systems, Inc. and Subsidiaries 
For the Three Years Ended May 31, 1987 
(In Thousands1 

1987 1986 
Sources of Wrking Capital: 

Income Before Cumulative Effect of Change in Accounting $ 4,332 $ 8,545 
Items Which Do Not Use Working Capital: 

Depreciation and Amortization 
Amortization of Marketing License 1,378 1.324 

Working Capital Provided by Operations Before Cumulative 
Effect of Change in Accounting 

Cumulative Effect of Change in Accounting for Recognizing 
Contract Revenue 

Increase in Noncurrent Deferred Income Taxes 
Increase in Royalties Payable 
Increase in Capitalized Lease Obligations 
Decrease in Lease Contract Receivable 
Exercised Stock Options 
Shares Issued in Lieu of Vacation 174 -

13,831 11.711 

Uses of Wrking Capital: 
Acquisition of Common Stock 2.170 -
Additions to Property, Equipment and I~asehold 

improvements, Net of Disposals 5,253 1.564 
Decrease in Noncurrent Deferred Income Taxes 
Increase in Other Assets 
Decrease in Royalties Payable 
Decrease in Capitalized Lease Obligations 
Decrease in Other 1,iabilities 

Increase in Working Capital $ 4,397 $ 8,591 

Summary of Changes in Mrking Capital: 
Increase (Decrease) in Current Assets: 

Cash and Short Term Investments 
Accounts Receivable 
Current Portion of Lease Contracts Receivable 
Other Current Assets (330) 530 

372 1 1.936 

Increase (Ilecrease) in Current Liabilities: 
Current Portion of Royalties Payable 
Accounts Payable 
Deferred Income Taxes 
Capitalized Lease Obligations 
Other Current Liabilities 

\ , . , 

(4.025) 3,345 

Increase in Working Capital $ 4,397 $ 8,591 

See accompanying notes to consolzdutedJinanciu1 statemenb 



Consolidated Statements of Stockholders' Equity 


SoftwareAG ~ystenis, Inc. and Subsidiaries 
For the Three Years Ended May 31,1987 
(In Thousands) 

- ---- -- 

Common Stock 
$.01Per Value Additional 

Paid-In Retained 
Shares Amount Capital Earnings 

Balance May 31, 1984 6,100 $61 $20,351 $12.380 
Shares Acquired and Retired (Note 12) (349) ( 3 )  (4.992) -

Exercise of Stock Options (Note 13) 17 - 155 -

Net Income - - - 5.140 

Balance Mq. 31, 1985 
Exerc~se of Stock Options (Kote 13) 
Net Income 

Balance May 31. 1986 5.800 58 15.720 26,065 
Shares Acquired and Retired (Note 12) (150) (1) (2.169) -

Shares Issued in Lieu of Yacation (Note 12) 12 - 174 -

Exercise of Stock Options (Note 13) 47 - 484 -

Net Income - - - 4,332 

Balance May 31, 1987 5,709 $57 $14,209 $30,397 



S o h eAG 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 Software AG Systems, Inc. and its wholly-owned subsidiaries, Software AG of 
North America, Inc.; Systems Sohare  I, Inc. (Note 15) and Computer Aided Transcriptions, Inc., a dormant subsidiary (collectively, the Company). 

(b) Revenue Recognition 
The Company licenses, or leases under arrangements equivalent to a sale, use of its products. The Company's policy is to recognize revenue 
at the time the product is installed (Note 14). In contracts where there are terms that require the satisfaction of other criteria, such as acceptance 
upon approval, revenue recognition is delayed until those specific terms are met. 

Technical Services fees are recognized as revenue when billed. There are no significant future costs associated with the Company's Technical 
Service contracts that are not a part of the ongoing conduct of its business; these costs are charged to operations as incurred. 

(c) 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 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 basis over their respective lease terms, or estimated useful lives, whichever 
is less. 

(d) Computer Software Costs 

Costs incurred internally in creating a computer software product are charged to expense until technical feasibility is established. Technical 

feasibility is established upon completion of a working model. Thereafter, all production costs are capitalized and reported at lower of 

unamortized cost or net realizable value. Capitalized costs are amortized based on current and future revenues for the product. 


(e) Income' Taxes 

Deferred income taxes are provided to reflect the tax effect of timing differences between financial and tax reporting 


(f) Income Per Common Share 

Income per common share is based on the weighted average number of common shares outstanding and common share equivalents resulting 

from dilutive stock options. Primary and fully diluted earnings per share are essentially the same. 


(g) Reclassifications 

Certain reclassifications have been made to 1986 and 1985 financial statement amounts to conform to 1987 financial statement presentation. 


2. Cash and Short Term Investments 
Included in cash and short term investments at May 31, 1987 and 1986 were short term municipal securities at a cost of $21,568,000 and 
$11,000,000, which approximates market. 

Also included in cash and short term investments at May 31, 1986 were U.S. Treasury Notes, at a cost of $14,803,000, which approximated 
market. 

Interest from investments for the years ended May 31, 1987, 1986 and 1985 was $1,655,000, $2,222,000 and $2,133,000, respectively. 



3. Accounts Receivable and Lease Contracts Receivable 
The Company includes in Accounts Receivable amounts due from the licensing of its products and sale of supporting Technical Services. The 
Company also recognizes revenue upon installation of sales-type leases for the license of its products for periods of up to five years. 

At May 31, 1987 and 1986 Accounts Receivable was net of $2,198,000 and $1,750,000, respectively, an allowance for specific doubtful accounts 

The receivables from sales-type leases as of May 31 included the following components: 

(In Thousand$) 1987 1986 
Minimum Lease Payments Receivable $8,581 $10,848 
Less: Unearned Interest Income 2.307 3.052 

Lease Contracts Receivable 6,274 7,796 
Less: Current Portion 3,323 3,753 

Lease Contracts Receivable -Long Term $2.951 $ 4.043 

At May 31, 1987, future minimum amounts receivable from contracts under sales-type leases for each of the next five years are: 

(In Thousands) 

Year Amount 


l9sS $4,264 
1989 2,225 
1990 1,212 
1991 754 
1992 126 

$8.581 

Unearned interest income represents the interest factor implicit In the lease payments. Interest income earned qn lease contracts receivable for 
the years ended May 31, 1987, 1986, and 1985 was $1,254,000, $1,375,000, and $1,386,000 respectively 

4. Property, Equipment and Leasehold Improvements 
A summary of property, equipment and leasehold improvements at May 31, follows: 

Estimated 
Life 

(In Thousands) 1987 1986 (Years) 
Office Furniture, Fixtures and Equipment $ 9,872 $5,341 5-7 
Leasehold Improvements 1,934 1,287 2-5 
Automobiles 62 62 3-5 
Capitalized Equipment Leases 810 900 2-5 

12,678 7,590 
Less: Accumulated Depreciation and Amortization 5,065 3,333 

Net Property, Equipment and Leasehold Improvements $ 7,613 $4,257 

5 .  Computer Software Marketing License and Royalties 
The Company has a perpetual marketing license with its affiliate, Software AG of Darmstadt, West Germany (SAG), for its principal products 
and all related improvements developed by the Company, SAG or any licensee, in North, Central and South America, Africa, the Middle East, 
the Far East, Southeast Asia and Australia. The agreement provides that the Company 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 Technical Services fees from users elsewhere. The agree- 
ment also provides that SAG will pay the Company royalties ranging from 15% of revenues received by SAG for Technical Services to 25% to 50% 
of the fees received for products of the Company licenses by SAG. The consideration for the marketing license of $7,035,000 is being amortized 
on a basis related to revenues which management estimated would amortize the cost over approximately seven years. The amortization should 
be completed in fiscal 1988. The unamortized amount at May 31, 1987 and 1986 was $987,000 and $2,365,000, respectively. 

Amortization expense for the years ended May 31, 1987, 1986, and 1985 was $1,378,000, $1,324,000, and $1,046,000 respectively. 



- - 

6. Income Taxes 
The provisions for taxes on income consisted of the following: 

(InThousands) 

Year Ended May 31, 1987 1986 1985 

Federal: 

Current $ 3,059 $ 5,210 $ 2,900 
Deferred (1,122) 1,180 2,260 

1,937 6,390 5,160 

State: 
Current 472 790 480 
Deferred (97) 200 320 

375 990 800 

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

Year Ended Mav 31. 1987 1986 1985 
Statutory Federal Income Tax Rate 46.0% 46.0% 46.0% 

State Income Taxes (net of federal tax benefit) 3.1 3.4 3.3 

Investment Tax Credit - (.7) (.7) 

Foreign Tax Credit (7.9) (2.0) (1.7) 

Municipal Interest Income Exclusion (6.0) (.5) 

Other (.4) .2 1 


Effective Rate 34.8% 46.4% 47.0% 

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

(InThousands) 

Year Ended May 31, 1987 1986 1985 

Revenue Recognition: 

Cash to Accrual $(1,565) $1,545 $2,572 
Installment Sales Method 650 - -

Depreciation and Amortization (390) (165) (11) 
-Capitalized Software Costs 86 -

Other 19 

$(1,219) $1,380 $2,580 

Effective June 1, 1986, the Company changed, pending IRS approval, from the cash basis of accounting to the accrual basis of accounting for 
tax reporting purposes. The cash basis timing difference amount that existed at June 1, 1986 is being amortized over a six-year period. In 
addition, the Company adopted the installment sales method of reporting revenue for tax reporting purposes. 

7. Retirement Benefit Plan 
The Company has maintained a defined contribution retirement plan for substantially all of its employees since May 31, 1978. On September 
14, 1984, the plan was amended to meet the requirements of Section 401(k) of the Internal Revenue Code. On June 10, 1985, the Company 
received a favorable determination from the Internal Revenue Service. Per the amended plan, at the discretion of the Board of Directors, the 
Company both matches employee contributions and makes an additional contribution based on the Company's profitability. For the years 
ended May 31, 1987, 1986 and 1985, the Company contribution w;ls $145,000, $677,000 and $389,000, respectively, 



8.Other Current Liabilities and Line of Credit 
Other Current Liabilities at May 31 were as follows: 

(In Thousands) ' 1987 1986 

Salar~es, Wages, Comm~sslons and Related Expenses $1.167 $2,242 
Deferred Revenue 682 495 
Other 210 27 

During fiscal 1987.the Company extended its Revolving Line of Credit with its principal bank from $4,000,000 The line may to $14,000,000. 
he used for general working capital purposes and as an interim financing for acquisitions. The Company has agreed to a commitment fee of 
)#I,,of 1 percent per annum on the unused portion of the commitment. Certain restrictive covenants need to be complied with in order to 
maintain the availability of the commitment. The Revolving note will bear interest at the bank's prime rate. Iluring fiscal 1987,no amounts 
were drawn against this line of credit. 

9. Lease Obligations and Commitments 
The minimum future lease payments for obligations under capital leases at May 31, 1987are as follows: 

(In Thousands) Year Amount 
I988 $234 

1989 234 

1990 25 


Total Minimum Lease Payments 493 
Less: amount reuresentinc! interest 145 

Present value of minimum lease payments $348 

The minimum future rental pa)ments required under operating leases at hlay 31, 1987are as follows: 

(In Thousands) 

Year Equipment Facilities Total 

1988 $334 $ 3,280 $ 3.614 
1989 10 2,366 2,376 
1990 1 1,443 1.444 
1991 - 1,436 1,436 
1992 - 1,406 1.406 
Thereafter - 3,829 3.829 

Not included in future facility rental payments is an estimated $29,000,000representing a 12-year l r a e  commitment beginning in fiscal 1989 
for the Companfs new corporate headquarters (Note 15). The actual amount of these payments will not be known until the construction of the 
building is complete. 



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. 
International marketing is through independent distributors. These revenues are reflected on the Consolidated Statement of Income in both 
Product and License Fees and Customer Services Fees. Sales to International customers were as follow: 

(In Thousands) 
Year Ended May 31, 1987 1986 1 9 8 5  

Geographical Region: 
Far East and Australia $ 6,662 $ 5,704 $ 5,594 
Central and South America 3,483 1,972 1,756 
Middle East and Africa 2,339 2,486 2,335 
Canada and Europe 2,755 2,297 2,153 

$15,239 $12,460 $11,838 

Included in accounts receivable and lease contracts receivable were amounts due from international customers at May 31, 1987 and 1986 as follows: 

(In Thousands) 1987 1986 

Far East and Australia $3,673 $2,941 
Central and South America 1,272 592 
Middle East and Africa 1,954 1,925 
Canada and Europe 1,056 966 

$7,955 $6,424 

11.Supplementary Information 
Amounts charged to Other Operating Expenses included the following: 

(In Thousands) 

Year Ended May 31, 1 9 8 7  1986 1985 


Depreciation and Amortization $ 2,050 $ 1,258 $ 937 
Rents for Operating Leases 4,682 3,451 2,762 
Advertising and Promotion 3,661 2,596 2,225 
Travel and Meetings 4,548 3,232 2,629 
Employee Benefits 2,826 2,679 2,152 
Other 8,821 7,849 6,552 

$26,588 $21,065 $17,257 

12. Common Stock 
During fiscal 1985, the Company purchased 342,000 shares of its Common Stock at a cost of $4,971,000 under a stock repurchase program. In 
addition, 7,000 shares were acquired from a former employee. All acquired shares were subsequently retired. 

During fiscal 1987, the Company purchased 150,000 shares of its Common Stock from a member of its Board of Directors, at a cost of $2,170,000, 
which was the fair market value of the stock at the time of the purchase. All acquired shares were subsequently retired. In addition, the 
Company issued 12,000 shares of stock to employees in lieu of vacation hours accrued. 



13. Stock Options -Key Employee Incentive Plan 
The Company granted common stock options under the Key Employee Incentive Plan ("1981 Plan"), which authorized the granting of awards 
to key employees in the form oj  options to purchase shares of the Company's stock, cash bonuses and awards, and cash or stock per- 
formance awards. f i e  Company could grant up to a maximum of 450,000 shares prior to termination of the 1981 Plan during fiscal year 198% 
Stock options granted may receive tax treatment as "incentive stock options" ("ISOs) under the Economic Tax Recovery Act of 1981. The option 
price was the fair market value on the date of grant. Shares were exercisable ratably over a five-year period in sequence of p n t .  

During fiscal 1987, the.Company adopted and granted options under the 1986 Key Employee Incentive Plan ("1986 Plan), which authorizes 
the Company to grant up to a maximum of 600,000 shares prior to the termmation date onJuly 22, 1996. The Company may grant awards 
to key employees in the same form as the 1981 Plan. Subject to certain amendments to the Plan, stock options granted under the 1986 Plan 
may receive tax tmtment as ISO's. The 1986 Plan also authorizes stock options that will not receive IS0 tax treatment ("non-qualified stock 
options"). The option price under the 1986 Plan shall be the fair market value on the grant date and shares may be exercised ratably over 
a 10-year period. 

Both the 1981 Plan and the 1986 Plan provide that a participant may, at the discretion of the Compensation and Organizational Committee 
of the Board of Directors, 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 
equal 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 Company has dso issued options not part of the 1981 or 1986 Plans to directors and certain officers. Included as outstanding options in 
the schedule below are 148,910, 159,410, and 89,500 such options at May 31, 1987, 1986 and 1985, respectively. 

The following schedule summarizes the changes in stock options outstanding for the three fiscal years ended May 31, 1987. 

(In Thousands) 1987 1986 1985 

Outstanding, beginning of year 474 308 263 
Granted (at an exercise price of $10.56 in 1987, $14.06 

to $18.44 in 1986, and $13.13 in 1985) 144 215 98 
Exercised (at prices of $7.50 to $14.06 in 1987 and at 

$7.50 to $13.13 in 1986 and at $7.50 to $9.31 in 1985) (47) (23) (17) 
Expired or cancelled (52) (26) (36) 

Outstanding, end of year 5 19 474 308 

Exercisable, end of year 251 200 105 
Available for grant, end of year 460 92 207 

14. Change in Accounting for Recognizing Contract Revenue 
Effective for fiscal 1985, the Company changed its accounting for contract revenue to recognize such revenue when the product is installed as 
described in Note l(b). Previously, 90%of the revenue was recognized when the contract was executed, and 10% of the revenue was deferred 
and reflected in revenues when the product was installed. The Company believes that its adopted accounting is preferable in the circumstances, 
because it is more conservative and conforms to emerging accounting recommendations. 

15. Investment in Real Estate Partnership 
During fiscal 1987, the Company, through its subsidiary, Systems Software I, Inc., entered into three (3) real estate partnerships. These 
partnerships were formed to develop the Company's new corporate headquarters and to ensure expansion options within two office buildings 
in the same complex. In two of the partnerships, Systems Software I, lnc. serves as a 1% general partner and 34% limited partner. In the third 
partnership, the subsidiary holds a 25% limited share. Construction on the headquarters building began in May 1987 and is expected to be 
completed during the h t  quarter of fiscal 1989. The Company will cwguarantee the completion of the construction of the headquarters building. 
In addition, the Company has entered into a twelve year lease for the entire building. 

The investments in these partnerships are being accounted for under the equity method of accounting. At May 31, 1987, the Company's invest- 
ment was $562,000 which is included in Other Assets in the accompanying Consolidated Balance Sheet. 

16. Computer Software Costs 
During fiscal 1987, the Company capitaliz&$l78,000 of computer software costs, and amortized $24,000. At May 31, 1987, the unamortized 
portion of computer software costs included in Other Assets in the accompanying Consolidated Balance Sheet is $154,000. 

Direct costs for product development during fiscal 1987, 1986 and 1985 were approximately $2,000,000, $2,000,000 and $1,800,000 respectively 
These amounts were included in Salaries, Wages and Commissions and in Other Operating Expenses in the accompanying consolidated state- 
ments of income. 



Report of the Independent Certified Accountants 

The Board of Directors 
SoftwareAG Systems, Inc. 

We have examined the consolidated balance sheets of Software AG Systems, Inc. and Subsidiaries as of May 31, 1987 and 1986 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, 1987. Our examinations were made in accordance with generally accepted auditing standards and, accordingly, included such tests of 
the accounting records and such other auditing procedures aswe 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, 1987 and 1986 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, 1987 in conformity with generally accepted accounting principles consistently applied during the period 
subsequent to the change, with which we concur, made as of June 1, 1984, in accounting for recognizing contract revenues as described in 
Note 14 to the consolidated financial statements. 

Peat Manvick Main & Co. 
July 28, 1987 
Washington, D.C. 

Summary of Quarterly Financial Data 
(Unaudited) 
The following is a summary of selected quarterly financial data for the years ended May 31, 1987 and 1986 

(In Thousands except per share amounts) Quarter Ended 
Aug. 31, 1986 Nov. 30, 1986 Feb. 28, 1987 May 31,1987 

1987: 
Total Revenues $15,397 $17,087 $15,274 $19,486 
Net Income 1,103 986 195 2,048 
Net Income per Share .19 .17 .03 .35 

(In Thousands except per share amounts) Quarter Ended 
Aug. 31,1985 Nov. 30,1985 Feb. 28,1986 May 31,1986 

1986: 
Total Revenues $16,036 $16,354 $14,642 $18,727 
Net Income 2,880 2,134 1,598 1,933 
Net Income per Share .49 .36 .27 .33 

Form 10-K 
A copy of the Company's Annual Report on Form 10-K for the year ended May 31, 1987, together with financial statements and financial 
statement schedule as filed with the Securities and Exchange Commission, contains additional information about the Company. A copy of the 
Company's Annual Report and Form 10-K may be obtained without charge by sending a written request to Gilbert Markbein, Vice President 
and Controller, Software AG Systems, Inc. 11800 Sunrise Valley Drive, Reston, Virginia 22091. 
Phone: (703) 860-5050. 

lhs fer  Agent and Registrar 
Manufacturers Hanover Trust Company 
Box 24935 
Church Street Station 
New York, New York 10249 



Stock Price Range and Dividends 

On June 19, 1984 the Company began reporting on the National Market System. Stock quotations on the National Market System are on a 
trade basis. Prior to that date, stock prices were quoted on a bid basis. 

The high and low closing prices for the Common Stock for the periods indicated, as reported by NASDAQ, were as follows: 

Period Stock Prices 
High Wade LowTrade 

Year ended May 31, 1986: 
First Quarter 16% 11% 
Second Quarter 16% 121  
Third Quarter 20 15% 
Fourth Quarter 21% 141h 

Year ended May 31, 1987 
First Quarter 20114 16% 
Second Quarter 19% 14k 
Third Quarter 18% 10 
Fourth Quarter 17% 10% 

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. So long as any amount is outstanding under the Company's Revolving Credit agreement with a commercial bank 
permitting the borrowing of $14,000,000, the Company is prohibited from declaring or paying any dividend in cash or assets (other than 
Common Stock of the Company) which would cause its ratio of debt to tangible net worth to exceed 1 to 1 at the time of such declaration or 
payment, respectively. The Revolving Credit agreement will terminate on September 30, 1988 at which time the agreement may be extended. 
No amounts are currently outstanding under the revolving credit agreement. 

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 1987Annual Meeting of Stockholders will be held at 10:30 a.m., local time, on October 22, 1987 at the Madison Hotel, 15th and M Streets, 
Washington, D.C. 20005. 
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Worldwide Sales and Service Offices 


Software AG 
of Nonh America, Inc. 
11800 Sunrise Valley Drive 
Reston, VA 22091 
Phone: (703) 860-5050 
Telex: 275301 
Fax: (703) 648-2584 
1-800-843-9534 

U.S. Sales 
Atlanta 
6201 hwrs Ferry Road, NW 
Suite 250 
Atlanta, GA 30339 
Phone: (404)952-5666 

Boston 
100 Grandview Road 
Suite 110 
Braintree,MA 02184 
Phone. (617) 848-5057 

Charlotte 
9101 Southern Pines Boulevard 
Suite 200 
Charlone, NC 28217 
Phone: (704) 527-7955 

Chicago 
Citicom Plaza 
8420 W Bryn Maw Avenue 
Chicago, IL 60631 
Phone: (312) 693-0430 

Cleveland 
25000 Great Northern 
Coprate Center 
Suite 300 
North Ulmsted, OH 44070 
Phone. (216) 779-3298 

Dallas 
5005 L.B.J. Freeway 
Suite 1250 
Dallas, n[75244 
Phone: (214) 991-8900 

Denver 
300 Union Boulevard 
Sulk 610 
Laknuood, CO 80228 
Phone: (303) 987-3972 

Detmit 
39111 W 6 Mile Road 
Livonia, MI 48152 
Phone: (313) 591-7222 

Houston 
515 West Greens Road 
Suite 630 
Houston, IX77067 
Phone- (713) 872-0003 

Kansas City 
8900 Indian Creek Parkway 
Suite 260 
Overland Park, KS 66210 
Phone: (913) 451-1651 

Los Angeles 
18300 Von Karman Avenue 
Suite 1020 
Irvine, CA 92715 
Phone. (714) 553-0880 

M i ~ e a p ~ l i s  
One Appletree Square 
Suite 1392 
Bloomington, MN 55420 
Phone: (612) 854-2298 

New Jersey 
400 Kelby Street 
Fort Lee, NJ 07024 
Phone: (201) 461-6611 

New York 
400 Kelby Street 
Fort Lee, NJ 07024 
Phone. (212) 912-9099 

Philadelphia 

3 Neshaminy lnterplex 
Su~te 301 

Trevose,PA 19047 
Phone: (215) 245-0122 

Pittsbulgh 
The Landmark Building 
Suite 1914 
1 Station Square 
Pittsburgh, PA 15219 
Phone: (412) 471-4667 

Portland 
4370 N.E Halsey St 
Suite 233 
Portland, OR 97213 
Phone: (503) 284-1733 

St. Louis 
231 South Bemiston 
Suite 838 
Clayton, MO 63105 
Phone: (314) 725-0419 

San Francisco 
101 California St. 
Sulte 3750 
San Francisco, CA 94111 
Phone: (415) 989-5010 

Seattle 
10900 N.E. 8th Street 
Suite 900 W 
Bellewe, WA 98004 
Phone: (206) 451-8055 

Wgshington, D.C. 
11490 Commerce Park Drive 
Reston, VA 22091 
Phone: (703) 620-0100 

InternationalSales 
Argentina 
Teleinformatica S.A 
Avenida Cmientes 345 
Buenos Aim,Argentina I043 
Phone: 01-313-1747 
Telex: 24816 

Australia 
SPL (Australia) Pty Ltd 
Lwel7, The Gordon Centre 
802 Pacific Highway 
Gordon, NW 2072 
Aush'alia 
Phone: 02-498-8555 
Telex. 26151 

Branch offices: Canberra, Melbourne, 
Perth, Brisbane 

Brazil 
Consist Edilicio Consist 

Alameda Jau -1177 

CEP-01420 

Sao Paulo 

SP, Brazil 

Phone. 011-283-5111 

Telex 1132546 


Branch offices: RIO de Janeiro, Brasilia 


Canada 

Software AG of Canada 

I51 Savage Drive 

Cambridge, ONTNIR 2'2 

Canada 

Phone- 519-622-0889 

Telex. 6959451 


Branch offices- Calgary, Edmonton, 

Montreal, Ottawa, 

Toronto, Winnipeg 


Hong Kong 

SPL Systems (Far East) Ltd. 

2106 Shun Tak Centre 

200 Connaught Road 

Central 

Hong Kong 

Phone: 5-493828 

Telex: 80191 


Branch office: Manila, Philippines 


lsrael 

SPL System Programming 

(Israel) Ltd. 

PO. Box 7518 

Ramat Can, 52176 

Israel 

Phone: 03-775111 

Telex. 342459 


Branch offices: Je~sa lem 


Japan 
Software AG of Far East 
Murata Building 
2-5, Kanda Sumgada 
Tokyo, Japan 101 
Phone: 03-292-2276 
Telex: 29349 

Branch offices: Osaka, Nagoya 

Mexico 
Teleinformatica de Mexico S.A 
Arenal No. 40 Col. Chimalistac 
Mexico 01070 df 
Mexico 
Phone: 905-550-4050 
Telex: 1761405 

New Zealand 
System Programming (NZ) Ltd. 
7th Floor, Dalmulr House 
114 The Terrace 
Wellington 
New Zealand 
Phone: 04-720967 
Telex 30986 

Branch office: Auckland 

Panama 
Software Technolofl, Inc. 
PO. Box 6-8168 
El Dorado 
Republic of Panama 
Phone. 27-4930 
Telex: 3059 

Singapore 
SPL Systems (S.E.A.) Pte. Ltd. 
No. 28/11 International Plaza Building 
10 Anson Road 
Singapore 0207 
Phone: 225-0607 
Telex: 42135 

South Africa 
Systems Programming(Pty) Ltd 
PO. Box 2822 
Randburg 2125 
Republic of South Africa 
Phone: 011-789-2740 
Telex. 430682 

Branch offices: Cape Town, Duhan 

Venezuela 
A.P.S. C.A 
Centm Comercial Bello Campo 
Local 39 Mezzanina 
Apartado Postal 61260 
Chacao,Caracas 
Venezuela 
Phone: 02-329205 
Telex: 27433 



European Sales 
Software AG 
Postfach 130123. 
Dehmelstrasse 3, 
D-6104 Darmstadt-Eberstadt 
West Gennany 
Phone: 06151-5040 
Telex. 4197104 

Branch o8ices: Dusseldorf, 
Hamburg. Munich, Stuttgart 

Austria 
EDV Software Aktiengesellschaft 
Mariahllferstrasse 41-43, A1060 Vienna 
Austrra 
Phone. 0222-5875628-0 Telex. 135373 

Belgium 
Software AG Belgium S A. 
Avenue I.ouise 150. 6-1050 Hmssels. Belglum 
Phone. 02-647-6480 Telex: 233'9 

Denmark 
A/S Nordisk Software AG 
Naverland 3. DK2600 Glostmp, Denmark 
Phone 02-968644 Telex. 33842 

Finland 
Oy Software AG Finland 
1.akkisepanhja 2, SF-02600 Espoo. Finland 
Phone. 0-513733 Telex. 123951 

France 
Software AG France S.A.R.L. 
7, Rue de Chartre, 
F-92200 Neullly Sur Seine, France 
Phone. 01-47476061 Telex. 612447 

Branch office Lyons 

Italy 
Selesta Sistemi S.P.A. 
Via Volta 16, 1-20093 Cologno Monzese, Milan 
Italy 
Phone: 02-253-8912 Telex: 311354 

Branch office: Rome 

Middle East 
Software Middle East GmbH 
PO. Box 59826, Riyadh, Saudi Arabia 11535 
Phone: 01-478-6967 Telex. 406483 

Netherlands 
S o f t w a ~AG Nederland B.V. 
Cal~forn~a 15BuiId~ng,Hogeh~lwep, 
NL-1101 CB Amsterdam Zuldoost 
Phone. 020-978611 Telex 10703 

Nonvay 
Software AG N o w  A/S 
Chr Mlchelsensgate 65. N-0474 Oslo 4. Noway 
Phone. 02-383660 Telex. 72916 

Portugal 
Software AG Portugal 
Campo Crande. 28.3% 
P-1700 Llsboa. Portugal 
Phone. 01776477 

Spain 
S o h r e  AG Expaiia SA. 
Manuel Cort~na, 2, E-28010 Madnd. Spaln 
Phone 01-442-3599 Telex 48338 

Branch offices. Barcelona, B~lbao 

Sweden 
S o h  AG Sverige AB 
Rissneleden 136, S-17248 Sundbyberg, Sweden 
Phone: 08-733-0030 Telex. 10299 

Switzerland 
SAG S o h  Systems AG 
Neumattstrasse 7, CH-8953 D~etikon 
Switzerland 
Phone: 01-7404811 Telex: 828386 

Branch office: Lausanne 

'hrkey 
Boss Yazilam Ltd 
hlacka Cad No 2716 
TR-80200 Macka-lstanbul 
Turkey 
Phone 01-1414138 Telex 27395 

United Kingdom 
Software AG U.K. Limited 
I.aune House. 22 Colyear Street 
Derby DEl 11.4, United Kngdom 

Phone. 0332-372535 Telex. 377995 

Branch offices. [.ondon. St. Albans 

The followingare trademarks of Software AG: 
ADABAS, ADABAS(WS), ADABAS 5, ADABAS SQL, CON-NECT, NATURAL, NATURAL Advanced Facilities, NATURAL ELITE, 
NATURAL GRAPHICS, NATURAL SECURIP NATURAL 2, NATURAI,(WS), NE'IWORK, NET-PASS, PREDICT, REClEW 2, 
SUPER NATURAL, and SUPER NATURAL 2. 

IBM and DB2 are registered trademarks of the International Business Machines Corporation. 

DEC, VAX, and VMS are registered trademarks of the Digital Equipment Corporation. 

"Performance Today" is a trademark of National Public Radio, Inc 
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