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CGA is a company of software builders.
We are the descendants and beneficiaries
of an ancient race of people who first used
information intelligence and technol-
ogy to answer questions, solve problems
and, ultimately, advance civilization.

On the Salisbury Plain fn Wiltshire,
England, Stonebenge stands as a monu-
ment to our prehistoric ancestors who
saw the light that was to dawn in the
Information Age of the lwentieth century.
Constructed some 4000 years ago, Stonehenge is believed to
have been built as a computer: a central filing system and re-
pository of data that was used (o calculate the phases of the
moon, predict the month of the year in which eclipses would
take place, indicate the solstices and mark the beginnings of
the seasons.

As CGA rises as a leader in the software industry to meet
the new challenges of our future, we are inspirved by the people
who once searched the darkness of an ancient past and recog-
nize in them the qualities of spirit and intelligence still present
in the software builders of today. Stonebenge is our symbol of
a continuity into the future built on events in the past.
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Selected Financial Data

(Dollars in thousands except per share amounts)

POOLING OF INTERESTS ACCOUNTING METHOD*

Years Ended April 30,

1978 1979 1980 1981 1982
BEVEHIE T i), wals e el Ssadaady $10,336 $15,120 $19,227 $20,358 $25.854
OpPeratnginCOMe s~ ol al i »iasivs 1,938 3,087 3,433 3,599 3,690
N O ATTCOTITE )3 e e 140w Al Afach T Mavs 1,122 1,690 1,760 2175 1,636
Primary earnings pershare .. ......... 42 .59 63 70 50
1512 1i7n TG s S R eSS e S o 3,085 5,144 6,594 11,578 15,680
PURCHASE ACCOUNTING METHOD?*
Years Ended April 30,
1978 1979 1980 1981 1982
REVERME 175+ savvsios 7o o oRmvay oaresis $ 5,776 $ 8,790 $11,813 $15,510 $25,854
Operating income . ................. 518 1,020 1,568 1,638 1,336
Netincome (loss). .. .....ooovninn. 320 615 801 815 (1,099)
Primary earnings (loss) per share. . . . .. 25 42 56 42 (.33)
8 U L L e i 1o ooy 1,738 2,786 3,805 29,299 29,735
*See Notes A and B to the consolidated financial statements.
MARKET INFORMATION
The Company's common stock is traded over-
the-counter, NASDAQ symbol CGAC. The range of
high and low bid quotations as reported by NASDAQ
are as follows:
Bid Prices
1980 1981 1982

Calendar Quarter High Low High Low High Low

w3 $ 6,67 § 3.67 £16.50 $ 975 $6.50 $4.75

Second. ....... 6.17 4.67 14.25 10.00 6.50° 525"

b [Ty B 14.67 5.17 11.25 4.00

Fourth' v+ v v« s 17.00 11.50 7.50 4,75

*Through April 30,1982



Company Operations

CGA operations serve busi-
nesses throughout the world with
quality computer software prod-
ucts and consulting services,

Our software products divi-
sion develops and markets propri-
etary systems software packages
and a broad-based line of applica-
tions software for small computers
including financial, distribution,
construction and manufacturing
systems, CGA software products
are marketed internationally and
backed by comprehensive techni-
cal support capabilities.

CGA provides custom software and consulting
services to help solve the complex information man-
agement problems of companies in diversified in-
dustries. Our consultants have completed thousands
of projects for a client list of mostly Fortune 1000
companies in insurance, banking, finance, manufac-
turing, communications, petrochemicals and phar-
maceuticals. They provide comprehensive technical

expertise and a full range of professional services on
a quality level sufficient to earn CGA a 99% rate of
repeat customers, a high percentage of referral busi-
ness and an outstanding reputation for quality.

CGA is a well-managed dynamic company, fi-
nancially stable and committed to programs that
serve to insure our continued growth and develop-
ment.



To Our
Stockholders:

Fiscal 1982 was a most significant year for our
Company as we made a number of major moves
designed to further establish CGA as a diversified
software supplier.

The past year saw CGA expanding our manage-
ment structure, adopting new methods to improve
our own productivity and performance, entering
new markets, adding to our product line and base of
operations, and realizing overall business growth
and development. Considering that these efforts
were successfully carried out under the burdens of a
slowing economy;, intensifving competition and the
complexities of reaching a Settlement Agreement
with the SEC makes them even more remarkable.

We feel CGA's success today is, once again, testi-
mony to the high level of expertise and the contin-
uous commitment to quality found in the men and
women who make up our organization.

Financial Accomplishments

Fiscal 1982 was a good vear financially for CGA.

On a pooling of interests basis, revenues
reached record levels, up 27% from 1981 to
$25,854.000. Operating income increased 3% from
$3,599,000 in 1981 to $3,690,000 in 1982. Income
before taxes declined from $4.239,000 in 1981 to
$2,811,000 in 1982, due to $1,900,000 of costs and
provision for settlement associated with the
SEC proceedings and class action suits.

On the purchase method of accounting, reve-
nues reached record levels, up 67% from 1981 to
$25,854,000. Operating income, which includes a
full year’s amortization of software packages
amounting to $2,354.,000, declined to $1,336,000 in
1982 from $1,638,000 in 1981. 1982 reflected an

$855,000 loss before taxes while 1981 showed in-
come before taxes of $1,955,000. The loss before
taxes in 1982 is after $1,900,000 of costs and pro-
vision for settlement associated with the SEC pro-
ceedings and class action suits and a full year’s
amortization of goodwill amounting to $1,312,000.

Demand for our software products increased
significantly, resulting in revenues of $6,210,000, up
57% on the pooling basis and 249% under the pur-
chase method. A major portion of our growth was
generated from a recurring lease base, which we
anticipate will exceed $3,000,000 in fiscal 1983.

Software is a $4 billion industry with a pro-
jected annual growth rate of 27%. CGA anticipates
our future growth in the software market will in-
clude increasing our market share in utility software
and expanding the international penetration of our
products, as well as adding new products to our cur-
rent offerings. We will expand our business software
operations by migrating our software to other com-
puters, by increasing our software support to small
business and by expanding our marketing channels
for our products,

Requirements for CGA’s consulting services
were at record high levels. On a pooling basis, sales
were up 20% to $19,644,000 in 1982, despite an
expected $1,553,000 revenue drop in the Allen con-
sulting division. Under the purchase method, sales
were up 43% to $19,644,000 in 1982,

The market for professional consulting services
is currently estimated at $4 billion and expected to
grow annually at a compound rate of 22% over the
next five vears. CGA’s corporate growth strategies
take advantage of our leadership position in the con-
sulting segment of the software services industry.
We will continue with the expanded geographic
penetration of our consulting services, as well as
the development of more industry and technical
specializations.



Management Expansion

An important aspect of CGA's business strategy
is to develop a broader based management team for
our growing operations.

In August 1981, Robert J. Sywolski joined CGA,
bringing a diversitv of management experience and
a keen understanding of business development and
corporate planning to our organization. He is a
member of CGA's Board of Directors and an Execu-
tive Vice President of the Company in charge of all of
CGA's software product activities. Joining CGA in Jan-
uary 1982 was Leonard S. Ostfeld who is responsible
for the financial affairs of the Company as Financial
Vice President and Controller.

We welcome the talent, knowledge and experi-
ence of these gentlemen. They significantly broaden
the capabilities of our Company so that we may ex-
pand our role in the business of providing quality
software products and services to more and more
industries.

Competitive Strengths

CGA is a company with a strong, well-balanced
portfolio of offerings. The financial characteristics of
our products and services are complimentary. Over-
laid with the standards of quality, performance and
reliability that have come to be associated with CGA,
they allow us to compete with and grow in the infor-
mation industry.

High-Performance Software Products

The large and growing demand for software
products has caused CGA to increase our capacity to
produce and market proprietary software packages,

In September 1981, CGA Software Products
Group released TOP SECRET, a resource protection
package that provides data security in an MVS com-
puter environment. Security is of major concern to
data centers around the world and TOP SECRET has
been met with outstanding acceptance as the answer
to total resource protection.

CGA continues to market our software products
aggressively in the United States and has substan-
tially increased our international marketing capabi-
lities. CGA systems software is now sold through
representatives in Japan, Italy, Israel and the Scan-
dinavian countries as well as through our domestic
sales force.

CGA has recently entered a new product mar-
keting area with the acquisition of the Software Shop
Systems, Inc., an Atlanta based company that de-
velops and markets business software for smaller
computers like the IBM §/23. Through dealers
across the country, Software Shop Systems sells
application software and provides software support
to one of the fastest growing segments of the infor-
mation processing market. James Anderson will con-
tinue in his position as President of Software Shop
Systems operations. We welcome him and his staff
to CGA.

Quality Consulting Services

In our consulting division, geographic expan-
sion continued as anticipated in 1982, New branch
offices were opened in three of our consulting re-
gions: Philadelphia in the Mid-Atlantic Region, Min-
neapolis in the Mid-West Region and Houston in the
Southwest Region. Our Tarrytown office was consol-
idated with the New York Region to improve opera-
tional efficiency. We have expanded our Cranford,
New Jersey facility. In Dallas, the office which was
opened in January 1981 became profitable after only
seventeen months.



During fiscal 1982 we added to our professional
consulting staff and to our client list that represents
a broad cross-section of American business. We
continue to apply exacting standards in our hiring
process in order to provide our customers with out-
standing professional services that guarantee their
satisfaction and allow CGA to realize our growth
potential.

Settlement with Securities and Exchange
Commission

The Company has successfully settled the ad-
ministrative proceedings against CGA initiated by
the Securities and Exchange Commission in July
1981. Additionally, we have reached an agreement
in principle for the settlement of all class action suits
resulting from the SEC proceedings. Although it
was a trying episode in our Company's history, the
settlement proceedings served to strengthen CGA
and substantiates the health and character of our
Company.

For the Future

In the years ahead, we project the same posi-
tive, rapid and well-managed growth that has charac-
terized CGA in the past. We will continue to respond
to the opportunities of the Information Age with
quality software products and services.

Expanded international operations will sub-
stantially increase our market potential, as will con-
tinued, well-considered entry into new marketing
areas. A high priority will always be placed on qual-
ity, the constant high standard applied in every as-
pect of our current and future business.

CGA People

All the successful efforts realized by CGA are

the result of the dedication and hard work of our

people. We are ever grateful for their direction and
support. The creativity, intelligence and spirit they
bring to CGA give us the confidence to take full ad-
vantage of the opportunities offered in the informa-
tion processing industry.

B Y.t

Bernard M. Goldsmith II1
President and Chief Executive Officer




Systems,
Utility and

Application Software

Each vear CGA has been in the
computer services industry, soft-
ware products have become more
and more critical to the successful
functioning of any company de-
pendent on information process-
ing systems. Ten years ago there
was virtually no packaged software
market. By 1985 annual revenues
generated by the sale of software
products are expected to exceed
$11 billion.

Many factors have positioned
software as the fastest growing seg-
ment of the information process-
ing industry. There are more com-
puters in the world—over 8 mil-
lion will be installed in the United
States alone by 1986—and the de-
creasing cost of computer hard-
ware spurs the proliferation. Add
to that increased demand for new
applications, the high cost of soft-
ware development and the low
number of qualified technical per-
sonnel and one begins to see why
there is a dramatic turn to prepack-
aged software products as the an-
swer to data processing require-
ments,

CGA software products pro-
vide the best solutions to com-
panies around the world. With
no modification TOP SECRET™,
Super-MSI™, MSM® GCD® DCD
II™ or PAC/MASTER™ software
can be implemented in a system to
facilitate operations as well as
provide essential functions, CGA
products are installed in compu-
ter centers worldwide and have
received tremendous user accept-
ance. Our strong line of high per-

Robert |. Sywolski
Executive Vice President
Software Products Group

formance proprietary systems soft-
ware packages are aggressively
marketed through an international
sales network.

CGA supports our users with
an expert technical staff and close,
continuing contact. Our customers
always have the knowledge and
comfort that a call to CGA can sat-
isfy their needs.

As we look to broaden our
marketing channels, we are also
finding new ways to provide soft-
ware solutions to data processing
problems. CGA’s Software Shop
Systems, Inc. is keyed to the special
requirements of smaller busi-
nesses and represents our entry
into another strategic software
area.

Software Shop Systems™ tar-
gets our applications software to
businesses running mini-micro
computers such as the IBM §/23,
CGA's applications software allows
smaller businesses to get a com-
petitive edge with programs de-
signed to perform vital tasks in
such areas as costing, inventory,
accounting and distribution. The
programs are designed for use by
non-technical personnel and come
with MASTER MIND™ which pro-
vides simple, self-paced, step-by-
step instruction and installation
training for the use of CGA busi-
ness software.

Our marketing strength, ex-
cellent technical support capabili-
ties and diversified, results-ori-
ented product line assure CGA's
success in increasing our share of
the burgeoning software products
market.

Software Shop Systems™ provides
quality application software to
companies running desk top com-
puters like the IBM SYSTEM/23.
Each system — Manufacturing,
Construction, Distribution and
Financial —is keyed to satisfy spe-
cial industry requirements. All sys-
tems are very easy to install, ex-
tremely user friendly and designed
to be operated by non-technical
personnel.



Security for the Eighties™
TOP SECRET™ software is CGA's
newest product release designed
to protect data resources in an MVS
computer environment. TOP
SECRET™ software provides data
security, protecting a wide range
of valuable data resources from
unauthorized usage. Security is a
priority concern in data centers
today and TOP SECRET™ software
has met with wide user accept-
ance as the answer to that critical
problem.

5\3‘*“‘ Multiple System Integrity Facility™
Super-MSI™ software is designed
to provide data integrity in a multi-
ple systems computer environ-
ment. Super-MSI™ software pro-
vides a sophisticated means to reg-
ulate access to information stored
on computer disks, at the same
time preventing users of one sys-
tem in a multi-systems complex
from altering or destroying shared
data,

/ Multiple Systems Manager*

MSM?® software works for multiple
systems users to manage the allo-
cation of tape and mountable disk
devices across all systems in a com-
plex. MSM® software maximizes the
speed and accuracy with which
information may be retrived and
used, allowing truly natural and
transparent shared device manage-
ment.

Global Console Director*
GCD?® software permits consoles
physically attached to any system in
a multi-CPU environment to be
logically connected to any other
system in the complex, allowing
the entire computer complex to be
treated as if it were a single system.
Console messages with GCD? soft-
ware may be routed to multiple
consoles or to a single operator,
thereby simplifying the jobs of
operators on a multiple console
system.

155>

Transparent Single System Image™
TSSI™ software is a combination of
the Super-MSI™, the MSM*and the
GCD® software systems. TSSI™, an
acronym for the Transparent Sin-
gle System Image, allows a multi-
systems complex to be treated
almost as though it were one single
unified system, simplifying oper-
ations, saving time and saving

money.

Automatic Cobol
Documentation System ™

DCD 1™ software automatically
documents COBOL programs and
systems of programs utilized on
IBM and Univac computer equip-
ment. DCD 1™ software simplifies
maintenance and eliminates man-
ual documentation, cutting pro-
gram maintenance costs and in-
creasing programmer productivity.

TS5

PO N

DASD Management System ™
PAC/MASTER™ software assists the
medium to large scale data pro-
cessing user in implementing a
complete disk storage resource
control system., PAC/MASTER™
software works to monitor and
control usage of storage devices on
IBM equipment, increasing the op-
erational efficiency and capability
of the computer and reducing the
need to purchase additional disk
hardware storage equipment.



Custom Software
and Consulting Services

In 1968, CGA was founded as
one of the first companies to offer
independent consulting services
to the data processing community.
Today, we are one of the largest
suppliers of custom software and
professional information manage-
ment services in the United States.

Hundreds of CGA consultants
are spread out across the country
through regional offices. Working
directly at client sites, they provide
the skills, training, and experience
needed for the successful comple-
tion of short and long-term assign-
ments.

CGA consultants rank among
the best qualified in the country.
Through a highly selective screen-
ing process, we choose only those
individuals whose qualifications
meet the high quality standards we
offer our clients. They are data
processing professionals who
meld business acumen with excel-
lent technical skills to satisfy our
clients’ information processing
requirements.

Our consultants are good
communicators who work effec-
tively with our clients in their data
processing environments to un-
derstand their needs and quickly
implement them. They have a bot-
tom-line orientation as well as the

Lawrence S. Robinson
Executive Vice President
Consulting Services

technical know-how that brings
CGA projects in on time and within
budget.

CGA takes total project re-
sponsibility. We provide a manage-
ment framework that allows for
close supervision and contact with
our clients and our consultants
throughout an assignment. Project
teams are led by project managers
responsible for directing the teams
in meeting set goals. Costs are kept

CGA Consulting Coast to Coast

as low as possible through con-
stant monitoring of projects and
efficient use of time.

CGA works with clients in
many industries to solve their com-
plex data processing problems and
meet their information manage-
ment needs. We have established
continuing, long-term relation-
ships with clients all over the coun-
try. The highest recommendation
we can give for our services is the
amount of repeat business we do
with our customers in insurance,
banking and finance, manufactur-
ing and communications, utilities,
petrochemicals and pharmaceuti-
cals. Whatever the industry, CGA
can be counted on to meet the re-
quirement with quality service.

Over the yvears CGA has al-
ways kept on the leading edge of
information technology to better
serve our clients. Our consultants
take in-house classes as well as ex-
ternal courses on technical and
industry related subjects. Learner-
paced, self-study programs are
available to all emplovees for inde-
pendent study. Exposure to the lat-
est systems in avariety of computer
environments provides valuable
learning experience under the di-
rect tutelage of the most know-
ledgeable computer professionals.

Information technology and
the dynamic nature of the data
processing industry continue to
offer exciting challenges which we
perceive as opportunities for
growth and expansion. CGA has a
long-standing commitment to
companies needing information
management services. We will
work with them to create the sys-
tems that will help their businesses
run better.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations
(Pooling of Interests Accounting Method)

(a) Results of Operations

Fiscal Year 1982 Compared to Fiscal Year 1981

Revenue for fiscal 1982 increased by $5,496,000
over revenue for fiscal 1981, a gain of 27%, primarily
attributable to expansion in the software products
business and rate increases and additional billable
staff of CGA's consulting services. This increase is
after a revenue drop of $1,553,000 in the consulting
business of the Allen Services division which was
heavily concentrated in the depressed automobile
and heavy manufacturing industries, Direct costs in-
creased by $2,179,000 or 22%. Direct costs, which
are the costs of furnishing consulting services, were
approximately 62% of consulting revenues for the
periods. Selling, general and administrative ex-
penses increased by $3,226,000 or 48%. As a per-
centage of revenue, selling, general and administra-
tive expenses increased to 38% from 33% due to the
increase in corporate expenses required to support
the increased revenue and business, and the in-
creased costs required to support the consulting,
software products, and turnkey products businesses.

Operating income for fiscal 1982 increased by
$91,000, a 3% increase over operating income for
fiscal 1981, reflecting the significant increase in
profits in the software products business and offset
by increases in corporate expenses.

Interest income increased by $381,000 over fis-
cal 1981 due to additional funds available for invest-
ment. Special legal and accounting fees of $1,150,000
represent those costs incurred in connection with
the SEC proceeding and the class action suits. In
1982, the Company recorded $750.000 to cover the
anticipated cost of settling the class action claims.

Due to the costs associated with the SEC pro-
ceedings and the class action suits and the provision
for settlement of the litigation, the Company re-
ported a decrease in income before taxes as com-
pared with fiscal 1981.

The lower effective tax rate in fiscal 1982 as
compared to fiscal 1981 is primarily attributable to
increased investment tax and research and develop-
ment credits,

Fiscal Year 1981 Compared to Fiscal Year 1980

During fiscal 1981 revenue increased $1,131,000
or 5.9% over revenue for fiscal 1980, The increase
was less than in prior vears primarily due to a de-
crease in the consulting revenues of Allen Services
Corporation of $1,831,000 or a 37.6% decrease from
fiscal 1980. To a lesser extent, revenue was adversely
affected due to a slower growth of the Allen Services
Software revenue caused by a change in their mar-
keting philosophy which resulted in an increase in
the renting of software products and a correspond-
ing decrease in software product sales.

Direct costs increased by $596,000, or 6.3%,
over fiscal 1980 due to the increase in the Company’s
professional staff required to meet the increased de-
mand for consulting services. Direct costs in the con-
sulting services segment have increased only slightly
t0 61.5% of revenue in fiscal 1981 from 61.3% of reve-
nue in fiscal 1980. Selling, general and administrative
costs increased by $369,000 reflecting increased
costs to support the consulting business, the in-
creased costs of new consulting offices and the costs
associated with the start-up of the Company’s new
turnkey products business.

Total operating costs and expenses as a percent-
age of revenue were 82.3% in fiscal 1981 as com-
pared to 82.1% in fiscal 1980. Operating income
increased by $166,000, a 4.8% increase, due to the
increase in the profits of the software products busi-
ness, which offset reduced profits in the consulting
business.

Interest and other income (net of other deduc-
tions) increased $497,000 over fiscal 1980 due to the
additional funds available for investment, primarily
those which were received from the public offering
of 300,000 shares of Common Stock on September 5,
1980.

The Company’s increased operating income
and interest income resulted in increased income
before taxes of $663,000 or an 18.5% increase over
fiscal 1980. Net income per share of common and
common equivalent shares increased from $.63 o
$.70, or an 11.1% increase, reflecting such additional
earnings.
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Management’s Discussion and
Analysis of Financial Condition
and Results of Operations
(Purchase Accounting Method)

(b) Liquidity and Capital Resources

The Company believes that it will generate cash
from operations sufficient to meet its working capi-
tal needs. In addition, the Company has a $3,000,000
line of credit and has no long-term debt. The Com-
pany is not aware of any demands, commitments,
events or uncertainties which will result in or which
are reasonably likely to result in the Company's
liquidity increasing or decreasing in any material
way; however, see Note C to the consolidated finan-
cial statements.

The Company's operations require little capital
equipment and, therefore, the Company does not
have any material commitments for capital expendi-
tures.

(c) Inflation

The Company’s consulting services are labor
dependent and the Company operates in a field
where there is a shortage of qualified professionals.
Consequently, inflation and the competition for
qualified individuals cause salaries to increase rap-
idly. The Company believes that it can pass much of
these increased costs on to the clients who use the
Company’s services. The software products segment
of the Company’s business has not been significantly
affected by inflation, principally because this seg-
ment of the business is not labor intensive.

(a) Results of Operations

Fiscal Year 1982 Compared to Fiscal Year 1981

On February 27, 1981, the Company acquired
Allen Services Corporation. Accordingly, fiscal 1982
includes a full year's results from Allen while fiscal
1981 includes two months,

Revenue for fiscal 1982, increased by
$10,344.000 over revenue for fiscal 1981, a gain of
67%, primarily atuributable to the inclusion of the
Allen Services division for a full year in fiscal 1982,
expansion in the software products business, rate in-
creases and additional billable staff of CGA's consult-
ing services. Direct costs increased by $3.683,000 or
43%. Direct costs, which are the costs of furnishing
consulting services, were approximately 62% of
consulting revenues for both periods. Selling, gen-
eral and administrative expenses increased by
$5.001,000 or 102%. As a percentage of revenue, sell-
ing, general and administrative expenses increased
to 38% from 32% due to the increase in corporate
expenses required to support the increased revenue
and business, increased costs required to support
consulting (including Allen). software products, and
turnkey products businesses.

Operating income, which is inclusive of the
amortization of $2,354,000 of software packages
from the Allen acquisition, decreased $302,000, The
significant increases in the software products and
consulting businesses were more than offset by the
amortization of software packages and increased
corporate expenses.

Interest income increased by §485,000 over fis-
cal 1981 due to additional funds available for invest-
ment. Special legal and accounting fees of $1,150,000
represent those costs incurred in connection with
the SEC proceedings and the class action suits. In
1982, the Company recorded $750,000 to cover the
anticipated cost of settling the class action claims.

As a result of the amortization of software pack-
ages, special legal and accounting fees, the provision
for settlement of litigation and the amortization of
$1,312,000 of goodwill (not deductible for tax pur-
poses) from the Allen acquisition, the Company in-
curred a loss in 1982 as compared to net income of
$815,000 in 1981. Although the Company recorded a
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pretax loss, a provision for income taxes was re-
corded as certain expenses, goodwill amortization
and a portion of software amortization, are not tax
deductible.

Fiscal Year 1981 Compared to Fiscal Year 1980

Fiscal 1981 results include Allen Services Corpo-
ration for two months while fiscal 1980 results ex-
clude Allen Services Corporation.

During fiscal 1981 revenue increased $3,697.000
or 31.3% over revenue for fiscal 1980. The increase
was primarily atributable to increased demand for
the Company's consulting services and, to a lesser
extent, increased sales of software products and in-
creased prices for consulting services,

Direct costs increased by $2,247,000 or 35.4%
over fiscal 1980 due to the increase in the Company’s
professional staff required to meet the increased de-
mand for consulting services. Direct costs in the con-
sulting services segment have increased slightly to
62.5% of revenues in fiscal 1981 from 59.6% of reve-
nues in fiscal 1980, Selling, general and administra-
tive costs increased by $988,000 reflecting increased
costs to support the consulting business, the in-
creased costs of new consulting offices and the costs
associated with the start-up of the Company’s new
turnkey products business.

Total operating costs and expenses as a percent-
age of revenue were 89.4% in fiscal 1981 as com-
pared to 86.7% in fiscal 1980. Fiscal 1981 includes
$392,000 for the amortization of software packages
from the Allen acquisition of February 27, 1981,
Operating income increased by $70,000, a 4.5%
increase, due to the increases in the profits of the
consulting and software products businesses
which more than offset the amortization of software
packages.

Interest and other income (net of other deduc-
tions) increased $244,000 over fiscal 1980 due to the
additional funds available for investment, primarily
those which were received from the public offering
0f 300,000 shares of Common Stock on September 3,
1980, This increase is net of the amortization of
$219,000 of goodwill arising from the Allen acquisi-
tion of February 27, 1981.

The Company's increased operating income
and interest income resulted in increased income
before taxes of $314,000, or a 191% increase over
fiscal 1980. The effective tax rate increased to 58.3%
for fiscal 1981 from 51.2% for fiscal 1980 resulting
primarily from the amortization of goodwill which
is not deductible for tax purposes. Net income
per share of common and common equivalent
shares decreased from $.56 to $.42 or a 25% de-
crease, primarily due to the additional shares issued
in fiscal 1981.

(b) Liquidity and Capital Resources

The Company believes that it will generate cash
from operations sufficient to meet its working capi-
tal needs. In addition, the Company has a $3,000,000
line of credit and has no long term debt. The Com-
pany is not aware of any demands, commitments,
events or uncertainties which will result in or which
are reasonably likely to result in the Company’s
liquidity increasing or decreasing in any material
way; however, see Note C to the consolidated finan-
cial statements.

The Company’s operations require little capital
equipment and, therefore, the Company does not
have any material commitments for capital expendi-
tures.

(¢) Inflation

The Company’s consulting services are labor
dependent and the Company operates in a field
where there is a shortage of qualified professionals.
Consequently, inflation and the competition for
qualified individuals cause salaries to increase rap-
idly. The Company believes that it can pass much of
these increased costs on to the clients who use the
Company's services, The software products segment
of the Company’s business has not been significantly
affected by inflation, principally because this seg-
ment of the business is not labor intensive.
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CGA Computer Associates Inc,

Consolidated Statements of Income

Pooling of Interests Accounting Method

(Notes A and B)

(Dollars in thousands except per share amounts)
#

Years Ended April 30,

1980* 1981 1982
Revenne (NOtes Aand ) v oo vt slvre aleia o atstetatols il ats a §19.227 $20,358 25,854
Operating costs and expenses
D R G ey A A s ot O S T S (S et AN PSR RSP 9,495 10,091 12,270
Selling, general and administrative . . . ................. o 6,299 6,668 9,894
15,794 16,759 22,164
@PErating INCOMIE vy 0/ il s el el e arsiaras ol 3,433 3,599 3,690
Other income (deductions)
IAtereStINCOME— L e ah v il S s i 143 640 1,021
Special professionalfees .. oo selbsissie voy s htaaian — - (1,150)
Provision for settlement of litigation (Note C) , , . ... ....... — —— (750)
143 640 (879)
IRCOME HEEOLE TARS, 5 a1 alk s Bsa 0L Wiz vz s e etas 3,576 4,239 2,811
Income tax provision (NotesAand G) . .......... ... ..., 1,816 2.064 1,175
Net income before distributions to stockholders
of Allen Services Corporation in 1980 and 1981
and after related tax provision . . . ...oi. ciu oo vl $ 1.760 $ 2175 $ 1,636
Net income per share of common and common
equivalent ShareSINGOEA) <o« ejelowiae wns Faiisisina sieniossns §. 63 $§ 70 $§ 50

*Reclassified for comparative purposes.

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc,

Consolidated Statements of Operations

Purchase Accounting Method

(Notes A and B)

(Dollars in thousands except per share amounts)
#

Years Ended April 30,

1980* 1981 1982
Revenue (NOES A AR TN o riuiciexsiee <o ivims oiths waiinesied ssm e $11,813 $15,510 $25,854
Operating costs and expenses
B R O SR o e L e L e e ;o et 6,340 8,587 12,270
Selling, general and administrative . . .. ... ...oovvvvienan. 3,905 4,893 0,894
Amortization of software packages (NOt€A). ... ........... — 392 2,354
10,245 13,872 24,518
OPETAENG HICOMIE =+ o sisaimee sihis owimie wins Siamimigle wiminie 1,568 1,638 1,336
Other income (deductions)
INEELeSt ANCOMIB——TIEU . os «1s tie sn s inlinics o8 £ 4084 dia'a oo s[alatal 4 73 536 1,021
Special professtonaloes i S B Mo e st S reA — — (1,150)
Provision for settlement of litigation (Note C) .. ........... — — (750)
Amortization of goodwill (NOt€A) . ..o.oovvviin i, — 219) (1,312)
73 317 (2,191)
IO M IOSs N e OFC EAKES s rimsrasieie uslalsiire 1o wiviae st » 1,641 1,955 (855)
Income tax provision (Notes Aand'G) ..o vvivin see veine vias s 840 1,140 244
VT80 30T 1P i) D R S e i ot O e (e s e et e Wi § 801 $§ 815 $(1,099)
Net income (loss) per share of common and
common equivalent shares (Note A). . ... $ 56 § 42 $ (33)

*Reclassified for comparative purposes.
P

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Consolidated Balance Sheets
Pooling of Interests Accounting Method
(Notes A and B)
(Dollars in thousands)
e —— e
April 30,
ASSETS 1981 1982
Current Assets
Cash and interest bearing deposits (including time deposits of $4,700
AN ST 755N (NOUEID s s r=eomiessmss soslionsios iieon »bicsiionisio s St sie s ol sShsalen £ $ 5,522 $ 7.880
Short-term investments, at lower of cost or marketvalue .. .............. 205 97
Receivables
REACer St e ars s ey e At slaatsice (0% st e A st 2l 4,199 5,498
& 85 (e 8 o o8 5 B e e A e A e P A P e e AR S el 540 556
Prepaicitaxes andiGtHEn . 1. o e oo sielne s vl s el s e r 568 439
Tofa] COrTenEABBOS <)o i v ol ottats Lar N Tl e s Sl 11,034 14,470
Equipment and Leasehold Improvements, at cost (Note A)
Porniture and SqUIPDIEAT ¢ ¢« o ¢ v simie simein s spseaisioie sisie s mise ss svsies 657 1,402
Leasehold improvements. ... ..........oouii i, 44 129
701 1,531
Less—Accumulated depreciation. .. ... ... i, 232 395
469 1,136
(85 0 @ ! R e e e e Rl e e il e 75 74
$11,578 $15,680
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
ALCOUTIES DAVA B 6 f i e Wit e b s e ER et 1 Aol SR $ 228 $ 268
Accrued Habiities ENGIR B vl foiiarimn Sl caliiniei Qaaai dns s e et 796 2,426
Deferréd ificome taxes (NOtes A MAIG) a7 siiesine Shlieir s s e taie v o 1,687 1,543
Tl et labies oo St s i W Al i Wi e S 2,711 4,237
Stockholders’ Equity (Notes B and D)
Common stock, par value $.10, authorized 5,000,000 shares; issued and
outstanding 3,264,340 and 3,265 873 shares. . ... ........ ... ... ..., 326 327
Capifal I eXORSS OE DA VANIC 5 S5ar 50 b e vvim W0 visisis, 1m0 3 borth wia e s 4,024 4,963
4,350 5,290
Retalneo Car TN RN -y ook S ien e o ros b art e ol o e i b 4,517 6,153
8,867 11,443
Commitments and Contingent Liabilities (Notes C and 1)
$11,578 $15,680

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Consolidated Balance Sheets

Purchase Accounting Method

(Notes A and B)

(Dollars in thousands)

= S e L= = eSS SRS e e = ————— — —————"]

April 30,
ASSETS 1981 1982
Current Assets
Cash and interest bearing deposits (including time deposits of
A 700 A S T 7SS ) IO s wicrx s o sFoier i e sl oy mon flohe vl vty $ 5,522 $ 7,880
Short-term investments, at lower of cost or marketvalue ... ............. 205 97
Receivables
e e e el i st iesce o odtiiemes ke 4,199 5,498
CHRCT (INOIR T i katarrite dlats arateletsain = aATSaE sl (o st A e ais ellesoita eipLc 540 556
Prepaia BAXES A OIRBE -5 ks sieis atatoinsl sloia’a) Hem ot drsie saiminlsfoss sisre 568 439
TRl OO ASSEIS Tt G I T D e AN el 0V i s bimend Wl e R i e T 11,034 14,470
Equipment and Leasehold Improvements, at cost (Note A)
Purpiture and: equiDmIERE . ok viviivsmin s 2 e v s el 565 1,310
Leasehold imEoyemCHTS SR it 1l siars trim s =aal g le Ty A 38 123
603 1,433
Less— Accumulated depreciation. . ... .vvu v i i 134 297
469 1,136
Other Assets
Software packages acquired, at fair value less accumulated
amortization of $392 and $2, 746 (NOWEA) . .. .ot rn v er s cmenes e 11,378 9,024
Goodwill, less accumulated amortization of $219 and $1,531
o o] s Mgt o T L f o i o I ey O S ) I IS e 6,343 5,031
NI S5 5 el o sveaia fvita) Yotz aralio eoa tevaddcal s YRRt alANS reslstosecals ipeiNbiza st 75 74
$29,299 $29,735
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
FVelolb 19N o7 b ) (N i e It O R W $ 228 $ 268
Accrued Labilities (NOIE E) . .ot ot e e et e et e as 796 2,426
Deferred income taxes (NotesAand G) . .. oov i oo i en 1,687 1,543
o) U D S e o T o s e s s apenar Fob by e Wlince et 2,711 4237
Stockholders” Equity (Notes B and D)
Common stock, par value $.10, authorized 5,000,000 shares; issued
and outstanding 3,264,340 and 3,265,873 shares .. ...... ..., 326 327
Capitallinexcess OF PAr VAN i i st s sisiave sl depmabslinz S50 R siass 23373 23,381
23,699 23,708
REEANEE OAPIINES 52 5 suisleelsmkal 2 it wimse wedintetarads siem/alndessl atgs wishtatssars 2,889 1,790
26,588 25,498
Commitments and Contingent Liabilities (Notes C and 1)
$29,299 $29,735

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Consolidated Statements of Changes in Financial Position

Pooling of Interests Accounting Method
(Notes A and B)

(Dollars in thousands)

h

Sources of working capital
From operations
NCEIN OB il miasceessrasins wsisaraaty tevs s aorlilis s
Charges to income not affecting working capital
Depreciation and amortization of equipment and
leasehold improvements , . . ...........vvvruin..
Tax effect related to distributions to stockholders of ASC

Other sources of working capital
Proceeds from sale of commonstock ., ... .............
Tax effect relating to taxable pooling credited to capital in
CXCESSOF PALVAILE . . . .\ o ceirone simmdimes simissirins monipe

Total sources of working capital ....................

Applications of working capital
Distributions to stockholders of ASC .. ..................
Additions to fixed assets. . . ...t

Total applications of working capital . . . ... ...........
Net increase in working capital . .. ........................

Changes in components of working capital
Increase (decrease) in current assets
Cash and interest bearing deposits . ...................
Short-term investments . . ..........oovverori i,
Receivables—trade. ... uivie v e sioesinion s sarem sen
Receivables—other. . ...,

Years Ended April 30,

1980 1981 1982
$1,760 $2.175 $1,636
100 89 163
617 900 e
59 12 24
2,536 3,176 1,823
— 3,731 =
= 150 931
— 106 9
= __3.987 __ 940
2,536 7,163 2,763
1,411 1,817 L
250 172 830
23 25 23
1,684 2,014 853
$ 852 $5,149 $1,910
$ 754 $3.200 $2,358
76 (36) (108)
538 899 1,299
— 380 16
(70) 528 (129)
1,298 4,971 3,436
9 86 (40)
(156) 312 (1,630)
(299) (220) 144
(446) 17 (1,526)
$ 852 $5,149 $1,910

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Consolidated Statements of Changes in Financial Position

Purchase Accounting Method
(Notes A and B)

(Dollars in thousands)

Sources of working capital
From operations
NEtINOOREILOSS) w5 ciia s iminios s aa s et ol sk
Charges to income not affecting working capital
Depreciation and amortization of equipment and
leasehold improvements —auai . aes i s sk sl
Amortization of software packages and goodwill . . . . . ..

Other sources of working capital
[ncrease in common stock and capital in excess of par value
for value ascribed to stock issued in the ASC acquisition .
Proceeds from sale of commonstock . . ...

Total sources of working capital . .............0000.

Applications of working capital
Acquisition of fixed assets ($223), software packages
($11,770) and value ascribed to goodwill ($6,562)
relating to the ASC acquisition. .. . ..........ooiieenn.
AGHHIOES O NSO ATSEISL R . o b iy A el trnl e e s e
OIS h v ot P rore o) s e G W e pia g s A ey

Total applications of working capital . . .. .............

Net increase inworking capital ... ... o

Changes in components of working capital
Increase (decrease) in current assets
Cash and interest bearing deposits . v, uu v s e ai
S OTE T TV ST G IS S iivat et nisrscalalce. ikiiev o raliugasa s a iie
ReCeivABIES = EadRL, o s rorim s cmen 551 o1 6 S o e 73
Receivables—Other . ..o v vvs voiniy cace sirivn snis oin s s sie s
Prepaidtaxesandother . ... .....coooiiiincninna.a.

INEEIMCEEASE: . .uov winie »siaaimoie siovmimiemsce e pistis o s el 5 pesicn e

(Increase) decrease in current liabilities
Accountspayable . ... ..o i e e
Accrued HADIHHIES . . .. ovaereine oo o miom oo sieis sammsaie
{0 10,6) 1 0108 77 0 Lo O LN o O L e

INEEADCEEASEY) o v cbrie o srimrossiove sibs s assce spigiatugess o

Net increase inworkingcapital ., ... ... ... e

The accompanying notes are an integral part of the consolidated financial statements.

Years Ended April 30,

_1980 _1981 _1982
$801 $ 815 $(1,099)
52 45 163
— 611 3,666
59 21 24
912 1,492 2,754

— 19,500 —

— 3,731 —
— 206 )
- 23,257 9
912 24,749 2,763

— 18,555 —
118 147 830
14 27 23
152 18,729 853
$780 $ 6,020 $ 1910
$401 $ 4,098 $ 2358
76 (36) (108)
487 2,301 1,299
= 530 16
__(66) __552 (129)
958 7,445 3,436
97 (24) (40)
(218) (54) (1,630)
(57) (1,347) 144
(178) (1,425) (1,526)
$780 § 6,020 $ 1910




CGA Computer Associates Inc.

Consolidated Statements of Changes in Stockholders’ Equity
Years Ended April 30,1980, 1981 and 1982
Pooling of Interests Accounting Method

(Notes A and B)
(Dollars in thousands)

==, =naem S

Balances at April 30,1979, .. .. cvv vt aa

Stockbonustoofficers ...........coiiiiis
2-for-1stocksplit . ......ovviiiiiiiininn

Distributions to stockholders of

Allen Services Corporation . ..............

Tax effect related to distributions to

stockholders of Allen Services Corporation . .
NEUINCOME il ookl cinmiaitins sevwiersna sl sz rolats

Balances at April 30,1980 . .. ..o v i nn

Stock bonus to officers and employees .. ... ..
PABLCOHEring: i o inmies Diasiielan saiaas
AfOr-2 SLOCKSPHE 1 1 mwnit 357 beienlie =6 aiaazs
Shares issued inpooling .. .................
Tax effect relating to taxable pooling . ........

Distributions to stockholders of

Allen Services Corporation . . .............

Tax effect related to distributions to

stockholders of Allen Services Corporation . .
4T3 (s (@013 1 T E i SMAD N PR TN Sl amne e e
Balances at April 30,1981 < - ¢ wenieca s

Tax effect relating to taxable pooling .........
Stock bonusto employees. . ................
NeCINCOMEN . o e S i o Ky A

Balances at April 30,1982 . . ... covvn v v s

Commaon Stock

Capital in
$.10 Par Value Excess of Retained

Shares Amaoroit Par Value FEarnings Total
464,638 $ 46 $ 360 $2,293 $ 2,699
10,000 1 39 — 40

474,638 48 (48) — =

— = = (1,411) (1,411)

— . - 617 617
_ = — 1,760 1,760
949,276 95 351 3,259 3,705
3,389 — 23 — 23
300,000 30 3,701 — 5 1o

626,319 62 (62) — —

1,385,356 139 (139) — —
el — 150 — 150

— — —_ (1,817) (1,817)

— — - 900 900
— - - 2y 2,175
3,264,340 326 4,024 4517 8,867
— - 931 — 931
1,533 1 8 — 9
— — — 1,636 1.636
3,265,873 $327 £4,963 $6,153 $11.443

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Consolidated Statements of Changes in Stockholders’ Equity

Years Ended April 30,1980, 1981 and 1982
Purchase Accounting Method
(Notes A and B)

(Dollars in thousands)

Commaon Stock
$.10 Par Value

Capital in

Excess of Retained

Sheares Amotint Par Value Earnings Total
Balances at April 30,1979 ..« «v < cooy saisisiaiaze aom 464,638 $ 46 $ 359 $1.273 $ 1678
Stockbonusto OfICEIS i vave s e wa s 10,000 1 39 — 40
2-for-1 stclesplE sl s ik e m 474,638 48 (48) — —
INCUTNCCINES, 75 2aitw s obeisia i il - A M 0 S0 a — — — 801 801
Balances at April 30,1980 . . .. 2w ua s 949,276 95 350 2,074 2519
Stock bonus to officers and employees .. .. ... 3,389 == 23 — 25
24V 10) F (il =3 8 {01 Hiory cPolnr o o O 300,000 30 3,701 — 3,731
3-for-2stocksplit ., . ... oo 626,319 62 (62) — —
Shares issued inpurchase . ................. 1,385,350 139 19,361 — 19,500
NEEINCEIIE.. o0 a s e s osrshrsiad ers b R — - — 815 815
Balances at ApFEI0TOBI. . cvvie i o s opmasrsiota ais 3,264,340 326 23,373 2,889 26,588
Stock bonus toemployees. . . ... o oo 1.533 1 8 — &
o (T e P A IA e CarS SE e e — — —_ (1,099) (1,099)
Balances at April 30,1982, .5 ieis v 45 o 3,265,873 $327 $23,381 $1,790 $25,498

The accompanying notes are an integral part of the consolidated financial statements.
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CGA Computer Associates Inc.

Notes to Consolidated Financial Statements

Note A—Summary of Accounting
Policies:

A summary of the significant accounting poli-
cies consistently applied in the preparation of the
accompanying consolidated financial statements of
CGA Computer Associates Inc. (Company) follows:

1. Basis of Presenlation:

As more fully described in Note B, on January
27,1982 the Company and the Securities and Ex-
change Commission (Commission) reached a settle-
ment relative to the reporting of the Company’s
February 27, 1981 acquisition of Allen Services Cor-
poration (ASC). The Company accounted for the
ASC acquisition on the pooling of interests method
of accounting and pursuant to the terms of the settle-
ment with the Commission the Company is re-
quired, among other things, to also present audited
financial statements which account for the ASC ac-
quisition on the purchase method of accounting. Ac-
cordingly, the accompanying consolidated financial
statements and notes thereto report the ASC acquisi-
tion on both the pooling of interests and purchase
methods of accounting without either designated as
supplemental.

The more significant differences between the
two methods of accounting are the recording of cer-
tain assets, the amortization of those assets, the re-
cording of the tax effects of such amortization and
the time period relative to the inclusion of the re-
sults of operations of ASC in the consolidated state-
ments of income of CGA. When measured against
the fair value of CGA shares exchanged, which were
independently appraised at $19,500,000, the applica-
tion of the purchase method of accounting to the
ASC combination results in the recording of soft-
ware packages and goodwill, which are being amor-
tized over a five vear period commencing with the
date of acquisition. Amortization of the software
packages is deductible for income tax purposes;
however, the accounting for such tax deduction is
different under the purchase and pooling methods
of accounting as described in Note G.

The application of the purchase method of ac-
counting as compared to the pooling of interests
method of accounting for the ASC combination re-
sulted in an increase in total assets and stockholders'
equity as of April 30, 1981 of $17,721,000 and a de-

crease in net income of $1,360,000 for the year
ended April 30,1981. The difference in net income is
due to reporting only two months of ASC's opera-
tions in the purchase income statement compared to
a full year in the pooling of interests income state-
ment (see Note E for pro forma results of operations
under the purchase method of accounting).

As a result of the amortization of software pack-
ages and goodwill and the related tax effect, net
income under the pooling of interests method of
accounting would exceed the purchase method of
accounting by approximately $2,700,000 per year
over the five year amortization period. After five
vears, the Company’s reportable net income under
either method would be the same. Further, the
Company’s cash flow during the five year amortiza-
tion period would be identical under both methods
of accounting, The Company’s balance sheer at the
end of the five year period would be the same except
that two of the components of stockholders' equity,
capital in excess of par value and retained earnings,
would differ in offsetting equal amounts.

Prior to its acquisition by the Company, ASC
made significant distributions to its stockholders
which, for the pooling of interests accounting pre-
sentation, have been reflected as charges to retained
earnings and the tax effects computed on these dis-
tributions have been reflected in the consolidated
income statements. Such distributions, amounting
to $1,341,000 and $1,817,000 for the vears ended
April 30, 1980 and 1981, respectively, representing
commissions and other distributions in excess of
initial aggregate compensation of $200,000 by the
Company to the former stockholders of ASC, are not
reflected in the accompanying consolidated income
statements. Pursuant to an agreement, the income
tax liabilities on such distributions will be the re-
sponsibility of the stockholders of ASC and, accord-
ingly, the amounts that otherwise would have been
provided for such liabilities have been credited to
retained earnings in the accompanying consolidated
balance sheets prepared on the pooling of interests
accounting method.



2. Principles of Consolidation:

The consolidated financial statements prepared
under the pooling of interests accounting method
for the years ended April 30, 1980, 1981 and 1982 in-
clude the accounts of the Company (including ASC)
and its wholly-owned subsidiary, CGA Software
Products Group, Inc. The consolidated financial
statements prepared under the purchase method of
accounting for the years ended April 30, 1980, 1981
and 1982 include the accounts of the Company and
its wholly-owned subsidiary and ASC from February
28, 1981. All significant intercompany accounts and
transactions have been eliminated.

3. Basis of Revenue Recognition:

Revenue from consulting services, performed
principally on a time and material basis, is recog-
nized as the work is performed, at agreed upon
billing rates. Revenue from proprietary software
products, which are marketed to customers primar-
ily under annual and perpetual license arrange-
ments, is recognized at the time the product is in-
stalled and unconditionally accepted by the cus-
tomer,

4. Equipment and Leasebold Improvements:

Depreciation is principally provided on the
straight-line method over estimated useful lives of 3
to 10 years, inclusive of computer hardware which is
depreciated over 5 years. Leasehold improvements
are amortized over the lives of the respective leases
or the service lives of the improvements, whichever
is shorter.

Maintenance and repairs are charged to costs
and expenses as incurred. Major renewals and bet-
terments are capitalized. Any gains or losses result-
ing from the sale or disposal of assets are included in
income.

5. Amortization of Software Packages
and Goodwill:

The application of the purchase method of ac-
counting to the ASC combination results in the re-
cording of software packages and goodwill. The fair
value of software packages, $11,770,000, which is
based upon an independent appraisal, and goodwill
in the amount of $6,562,000, are being amortized on

a straight-line basis over their estimated useful lives,
a five-year period.

6. Income Taxes and Investment Credit;

Deferred income taxes are provided for trans-
actions reported in different periods for financial
statement and income tax purposes and principally
relate to the cash basis of reporting for tax purposes.

Investment tax credits are accounted for by the
“flow-through™ method, which recognizes the
credits as reductions of income tax expense in the
year utilized.

7. Earnings Per Share:

Earnings per share of common and common
equivalent shares has been computed based on the
weighted average number of shares outstanding
during each year including the dilutive effect of
stock options and has been retroactively restated for
stock splits, stock dividends and, under the pooling
of interests accounting method, for shares issued in
connection with the ASC combination. The number
of shares used in the computation under the pooling
of interests accounting method was 2,806,770 in
1980, 3,107,907 in 1981 and 3,281,714 in 1982, The
number of shares used in the computation under
the purchase accounting method was 1,421,414 in
1980, 1,961,667 in 1981 and 3,281,714 in 1982.

Note B—Securities and Exchange
Commission Administrative Proceeding:

The Company acquired all the assets and busi-
ness and assumed the liabilities of ASC on February
27, 1981 (Acquisition Transaction). As part of this
transaction, the Company acquired from Arthur
Allen and Addison Fischer, the sole stockholders of
ASC, all of the computer software program packages
that had been marketed by ASC under license from
Allen and Fischer. In consideration for the software,
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net assets and business acquired, the Company is-
sued an aggregate of 1,385,356 shares of common
stock to ASC and to Allen and Fischer and on April 7,
1981 filed a registration statement which covered the
secondary public offering and sale of 1,050,000
shares, of which 1,033,930 shares were owned by the
two stockholders of ASC.

On July 16, 1981 the Securities and Exchange
Commission (SEC) instituted proceedings under
Section 8(d) of The Securities Act of 1933 with re-
spect to the accounting treatment of the Company’s
acquisition of ASC in the registration statement filed
with the SEC which became effective on April 7,1981.
The SEC alleged that the Company's accounting
treatment for the acquisition on a pooling of inter-
ests basis rather than as a purchase was inconsistent
with generally accepted accounting principles and
had a materially misleading effect on the financial
statements contained in the registration statement.

An Offer of Settlement was made by the Com-
pany on December 15,1981 solely for the purpose of
resolving the administrative proceeding and with-
out the Company admitting or denying the allega-
tions of the SEC in the proceeding, without trial or
adjudication of any issue of fact or law and without
anything contained in the settlement or disposition
of the proceeding constituting an adjudication, ad-
mission or evidence with respect to any matter re-
ferred to therein.

The Commission’s Order dated January 27,
1982, accepting the Company’s Offer of Settlement,
ordered the Company to comply with the undertak-
ings and did not object to the provisions contained
in the Offer of Settlement. Pursuant to the undertak-
ings and provisions in the Offer of Settlement, the
Company will report in all financial statements and
selected financial data required under registration
statements filed pursuant to the Securities Act of
1933, and periodic reports and proxy reports filed
pursuant to the Securities Exchange Act 0f 1934, and
in its annual report and all other written communi-
cations to shareholders and press releases the Ac-
quisition Transaction on both a pooling of interests
and purchase method of accounting, both in equal
prominence. The term “equal prominence” means

that the Company will not designate either the pool-
ing of interests or purchase method of accounting
financial statements as supplemental. This method
of presentation will continue during the time period
that such financial statements reflect a material dif-
ference in net income or trend in net income as a
result of using the pooling of interests method as dis-
tinguished from the purchase method of accounting.

Note C—Litigation:

On July 28, 1981, September 15, 1981, October
29, 1981, and December 24, 1981, class action suits
were filed against various parties, including the
Company, its directors, certain officers, and Allen
and Fischer, alleging among other things, that the
Prospectus issued in connection with the April 7,
1981 sale by Allen and Fischer of the Company's com-
mon stock contained materially false and misleading
statements. All of such suits have been consolidated
in the United States District Court for the District of
New Jersey. The parties are engaged in pretrial dis-
covery and motions have been made addressed to
various parts of the complaint. Although the Com-
pany and its counsel believe that they have substan-
tial defenses to all claims which are being asserted
and that ultimately, if the litigation continues, the
claims will be disposed of with no material charge
against the operations of the Company, the Company
has undertaken settlement negotiations of the
claims in an attempt to terminate the litigation and
avoid the further significant expenses which would
be incurred in connection therewith. In July 1982
the Company reached an agreement in principle
with all parties for disposition of the claims subject
to the approval by the parties of appropriate written
documentation and approval of the District Court.
Based on the agreement in principle, the Company
has recorded a provision of $750,000, which man-
agement believes is a reasonable estimate of all
costs involved in settling the claims. However, the
ultimate outcome of this matter is not presently
determinable,
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Note D—Common Stock:

During January, 1981 the Company adopted a
stock option plan under which a maximum of op-
tions for 500,000 shares may be granted to directors,
officers and employees. Pursuant to this plan, in
January the Company granted options to purchase
129,000 shares of common stock at $12 per share
(market value on the date of grant) and the options
became exercisable at a cumulative rate of 25% per
vear commencing one year after the date of grant. In
September 1981, this plan was terminated and a new
Non-Qualified Stock Option Plan and an Incentive
Stock Option Plan were adopted, which require
stockholder approval, under which an aggregate
maximum of options for 500,000 shares may be
granted. The exercise price is equal to the market

Note E—Other Financial Data:

The following expenses were charged to costs
and expenses in the periods indicated:

AGVEEHSINE e i e e P e s

Amortization of intangibleassets .. ..................

Maintenance and repairs, royvalties and taxes,
other than payroll and income taxes were each less
than one percent of revenue.

value on the date of grant, provided, however, that
under the Incentive Stock Option Plan the option
price for an employee who owns more than 10% of
the total combined voting power of all classes of
stock of the Company is equal to 110% of the market
value on the date of grant. Options granted pursuant
to these plans may be exercised up to ten years after
the date granted. Options have been granted to pur-
chase 333,000 shares of common stock at approxi-
mately $5.25 to $6.25 per share. These options are
exercisable at a cumulative rate of between 20% and
25% per year commencing one year from the date of
grant, and expire five to six years following the date
granted. At April 30, 1982 no outstanding options
were exercisable.

In August, 1980, the authorized capital was
increased from 2,000,000 to 5,000,000 shares of
common stock.

Pooling of Interests Purchase
Accounting Method Accounting Method
Years Ended April 30, Years Ended April 30,

1980 1981 1982 1980 1981 1982
(Dollars in thousands)

$322  $328 $537 $164 $195 $ 537

3= = = 1= B u3e

25



Accrued liabilities under the pooling of inter-
ests and purchase methods of accounting consist of
the following items:

April 30),
1981 1982
(Dollars in thowusands)
i o] O N e W . e h) 0o P s $101 $§ 175
POl X es S s e b SR s nye 198 191
COMIMISSIONS AN DORUSEE o teite issiosiitaras sisiatsisiofi sisss wraii 181 645
PEGATSIATIIIE ol st res iia a5 oiae Sisvadiets. sy ravsls 164 224
Reserve for settlement of litigation .. ................. — 750
Other accrued liabilities, individually less than 5%
of aurrentliabiliies & e in s rnon e aviabiale v sk 152 441
$796 $2.426
Revenue and net income of the separate com-
panies under the pooling of interests accounting
method for the year ended April 30, 1980 and the
unaudited nine month period ended January 31,
1981 (the end of the interim period nearest
the date of combination) are:
Nine
Year Ended Months Ended
April 30, January 31,
1980 1981
(Dollars in thousareds)
Revenue
CGA Computer Associates INC. ... vnes o vmecones $11,813 $10,672
Allen Services COrpoOration ... ...............coivs 7414 4,553
(@atvrie, 1oYte e SRR U, C e e oy $19,227 $15,225
Net income
CGA Computer Associates Inc. ........o..ivvvvenns. § 801 $§ 817
Allep Services COrporation®. J /os o iz salesiitiaaia - 959 866
COMIBITICI S Seh e s saia el slsah U A e e $ 1,760 $ 1,683

*Represents net income before distributions to stockholders of Allen Services
P
Corporation and after tax provision related thereto.
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The unaudited pro forma results of operations
under the purchase accounting method, which fol-
low, assume that the ASC acquisition had occurred at
the beginning of each vear presented. In addition to
combining the historical results of operations, cer-
tain adjustments giving effect to the amortization of
software packages, goodwill and tax effects related
thereto have been made.

Years Ended April 30,
1950 1981

(Dollars in thousands,
excepl per share amounts)

20T e L LN RN o SN N $19.227 $20,358
NGt ClOSE) it e i et Ui obe e Milsea e e (932) (517)
Net(1oss) pershare®: —cosing wos povdiun msemsme o s (.33) (.17)

*Reflects retroactive adjustment for stock splits, stock dividends and the shares issued in
connection with the purchase of ASC.

Note F—Profit-Sharing Plan:

The Company maintains a profit-sharing plan
for its employees. The Company contributions are at
the discretion of the Board of Directors, but are lim-
ited to the maximum amount that will constitute an
allowable deduction for federal income tax pur-
poses. Under the pooling of interests accounting
method profit-sharing expense amounted to
$275,000, $250,000 and $224,000 for the years ended
April 30,1980, 1981 and 1982, respectively. Under the
purchase accounting method profit sharing expense
amounted to $200,000, $200,000 and $224,000
for the years ended April 30, 1980, 1981 and 1982,
respectively.



Note G—Income Taxes:

The Company and its subsidiary file a consoli-
dated federal income tax return. Income tax ex-
pense is as follows:

Current payable

Federall e N o e e e

Federal o s staam ot chi s el disayala o

Tax effect related to distributions to stockholders

O AS G NI AN R 8 tes it atiins s iasiabsin sst

Pooling of Interests
Accounting Method
Years Ended April 30,
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Purchase
Accounting Methaod
Years Ended April 30,

1950 1981 1982

1980 1981 1982

(Dollars in thovsareds)

$ 948 § 128 $1,107

$662 § 214  $236

210 35 79 178 42 19
1,158 163 1,186 840 256 255
37 842 @i — 744 (11)

4 159 = = 140 e
41 1,001 an = 884  (11)

1,199 1,164 1,175

617 900 —

840 1,140 244

$1816 $2,064 §$1,175

$840  $1,140  $244

Components of deferred income tax expense are as follows:

L n V4 Voo £ 5| I e R i S e e (G S
(0§ 5ot e 52 3 1 AR o . i

Pooling of Interests
Accounting Method
Years Ended April 30,

Purchase
Accounting Method
Years Ended April 30,

980 1981 1982 1980 1981 1982

$32 $ 995 $(30) $— $883  $(30)
g 6 19 — 1 19

$41  $1,001 $(11) $— $884 $(11)




A reconciliation of income tax expense follows:

Federal income taxes at the statutoryrate ...........
State income taxes, net of federal tax benefit. . ..... ..
Investment and research and development tax

G720 (LA e b aa b e oo L S ST B
Amortization of goodwill . . ... ... oo
Other items, individually less than 5% of the

SEAOLY AMOMN=——TICT «iiitsmiia e v vesie) o foe s

Pooling of Interests
Accounting Method
Years Ended April 30,

Purchase
Accounting Method
Years Ended April 30,

1980 1981 1982 1950 1981 1982*
46.0%  460%  460% 46.0%  46.0%
3.2 4.0 15 60 5.6
(.3) (.3) (4.4) (4) (.8)
— = — 5.2
19 (LO) (13) _(4) 23
50.8% 487%  41.8% 512%  583%

*Under the purchase method for fiscal 1982, the statement of operations reflects a pretax loss, however, a provi-
sion for income taxes was recorded as certain expenses, $1.312,000 of goodwill amortization and a part of the
software amortization amounting to $399,000, are not tax deductible. Furthermore, $123,000 of investment and

research and development tax credits were utilized in calculating the provision.

Pursuant to the acquisition of ASC, the Com-
pany acquired the software packages licensed by
ASC. These software packages have a value for in-
come tax reporting purposes and therefore reduce
income taxes pavable over the period of amortiza-
tion. Under the pooling of interests method of ac-
counting the reduction in income taxes payable is
reflected in capital in excess of par value whereas
under the purchase method of accounting, the tax
deduction is reported as a reduction of the provision
for income taxes.
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Note H—Related Party Transactions:

In January 1981, the Company entered into a
ten-year lease of its principal offices in Marlboro,
New Jersey from the wife of Bernard M. Goldsmith,
II1, President of the Company. The lease was unani-
mously approved by all disinterested directors.
Rental payments pursuant to the lease are $46,000
per year adjusted annually by the lesser of the in-
crease in the cost of living index or 10%. During fis-
cal 1982, the Company paid approximately $296,000
to an advertising firm, of which Ms. Goldsmith is a
co-owner/principal, for advertising materials and
services rendered. It is the opinion of the Company's
management that the lease and the advertising trans-
actions contain terms and conditions no less favor-
able to the Company than could be obtained from an
unaffiliated party.

During fiscal 1982 the Company paid approxi-
mately $357,000 to Baer Marks & Upham, the Com-
pany's general counsel, of which Joel M. Handel,
a director and assistant secretary of the Company,
is a partner, for legal services rendered. During
fiscal 1980 and 1981 the Company paid approximately
$53,000 and $161,000, respectively to Baer Marks &
Upham for legal services rendered. In September
1981, the Company granted Handel stock options for
10,000 shares exercisable at $5.50 per share.

Thomas F. Kearns, a director of the Company, is
a general partner of Bear, Stearns & Co., the manag-
ing underwriter for the Company’s April 1981 and
September 1980 offerings of common stock. In the
April 1981 and September 1980 offerings, the under-
writers received shares at a discount of approxi-
mately 7.2% and 6.7%, respectively, from the public
offering price. In September 1981, the Company
granted Kearns stock options for 5,000 shares exer-
cisable at $5.50 per share.
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Included in other receivables in the accom-
panying consolidated balance sheet at April 30, 1982
is approximately $264,000 due from ASC or its stock-
holders. This amount principally consists of ex-
penses paid by the Company on behalf of ASC or its
stockholders.

Note I—Commitments and Other
Information:

The Company conducts its operations in leased
facilities. The leases expire on various dates through
1994. Certain leases require additional payments for
increases in maintenance and real estate taxes, The
following is a schedule of future minimum rental
payments required under operating leases that have
initial or remaining noncancellable lease terms in
excess of one vear as of April 30, 1982:

Years Ending April 30, (In thosands)

i 00 Bl S § 513
L L 374
R e ey 288
HO30 0 LN, 281
LOBT e i ahonil sratannressss 35 203
Succeeding years ., ... .. 769
Total minimum

payments required. ., . $2.428



The Company also has short-term or cancel-
lable leases on other facilities and equipment. The
total rental expense charged to operations under the
pooling of interests accounting method for the years
ended April 30, 1980, 1981 and 1982, was $280,000,
$500,000, and $700,000, respectively. Under the pur-
chase accounting method rental expense was
$136,000, $325,000 and $700,000 for the years ended
April 30,1980, 1981 and 1982, respectively.

In February 1981, the Company entered into an
employment agreement with Bernard M. Goldsmith
which provides for payment of a salary of $100,000,
together with additional amounts payable in accord-
ance with a cost of living increase. The contract is for
a five year term and is renewed automatically in the
absence of notice from either party of a desire to
terminate. If the Company gives notice of termina-
tion of employment, the employment terminates
five years following the end of the fiscal year imme-
diately following such notice. Subject to certain con-
ditions, if the Company attempts to breach the terms
of the agreement, it must pay Goldsmith a lump sum
equal to five vears salary as adjusted for inflation to-
gether with 2% of its gross sales in the preceding
year, and each year for four successive vears must
pay an amount equal to 2% of its gross sales in the
preceding year.

In connection with the ASC acquisition, the
Company entered into a consulting agreement with
Arthur Allen for a period of six months and part-time
for forty months thereafter and a two year employ-
ment agreement with Addison Fischer and part-time
for three years thereafter, Allen's compensation, on
an annualized basis, approximated $100,000 to Sep-
tember1,1981 and, as subsequently agreed, $145,000
thereafter until the expiration date of the agreement.
During the two year employment period, Fischer
will receive annual compensation equal to the
greater of $100,000 or 3.5% of the amount of cash
proceeds received from the marketing of ASC soft-
ware packages. Compensation for Fischer during his
part-time employment will be determined by mu-
tual agreement with the Company at that time. A sub-
sequent agreement in December 1981 with Fischer
provides additional compensation of 6.5% from the

marketing of existing and new software products de-
veloped by him during the two year period ending
May 1, 1983.

In February 1981, the Company obtained a
$3,000,000 unsecured line of credit from Fidelity
Union Bank. Borrowings will bear interest at the
Bank's prime lending rate subject to an informal
compensating balance arrangement of 5% of the
amount of the line plus 10% of average borrowings.
There were no outstanding borrowings in 1981
or1982.

Note ] —Business Segment Information:

The Company operates in the data processing
industry and provides computer consulting services
and licenses proprietary computer software pack-
ages. Although its customer base consists of organi-
zations from diversified industries, services to the
insurance industry accounted for 26%, 27% and 21%
of total revenue under the pooling of interests ac-
counting method for the years ended April 30, 1980,
1981 and 1982, respectively, and 42%, 35% and 21%
of total revenue under the purchase accounting
method for the years ended April 30, 1980, 1981
and 1982, respectively. One customer for whom
computer consulting services are rendered and who
operates within the health insurance industry
accounted for 14% and 7% and 18% and 7% of total
revenue under the pooling of interests and purchase
accounting methods, respectively, during the fiscal
vears ended April 30, 1981 and 1982.
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The following table summarizes financial infor-
mation relating to the Company’s computer consult-
ing and software package licensing operations:

Pooling of Interests Purchase

Accounting Method Accounting Method

Years Ended April 30, Years Ended April 30,

1950 1951 1982 1980 1981 1982
(Dollars in thousards)
Revenue

COmMPULEr CONSMHNE .. o0t vew i v o $15500 $16,400 $19,644  $10,638  $13,733  §19,644
SORWATE DACIATES, i ivm setivise s s 3727 3,958 6,210 1,175 1,777 6,210

$19.227  $20,358  $25.854 $11813  $15510 $25854

Operating income (a)

Computer consulting .. .............. $ 3228 $3053 $3128 § 1966 § 2104 § 3,128

SOHWALE PACIATES . < s tameencs svosss 1,230 1,584 2,667 234 258 313
4,458 4,637 5,795 2,200 2362 3,441

Unallocated corporate expenses . . ... .. (1,025) (1,038)  (2,105) (632) (724) (2,105)

$ 3433 $3599 $3690 $ 1568 § 1638 § 1336

Identifiable assets (b)

Computerconsulting . . .............. $ 2566 § 2902 $3757 %183 §2902 § 3757
Software packages. ... .......coivuun 1,163 1,738 2,563 199 13,116 11,587
(970 o 0) -1 { =W Y 2,865 6,938 9,360 1,753 13,281 14,391

$ 6594 $11,578 $15,680 § 3,805 $29,299  $29,735

Depreciation and amortization

Computer consulting . ............... $§ S1 $ 37 ¢ 69 $& ¥ § 23 $ 69
Software packages. ... wu v e s 52 57 81 22 415 2,435
COLDOIME 0 e sl i ooy et il it 16 14 57 15 257 1,349

$§ 119 ¢ 108 ¢ 187 $ 71 % 675 $3853

Capital expenditures

Computer consulting . . .............. $§ 170 $ 107 ¢ 211 § 1010 § 106 § 211
Software packages. . .. ...ouiviiia i 65 29 4060 2 4 466
COTPOTALE’ fe manllint ol ciad alcars qistoss 15 36 153 15 37 153

$§ 250 § 172 $ 830 $ 118 $§ 147 § 830

(a) Operating income represents revenue less oper-
ating expenses. Income earned at the corporate
level and other income and deductions are ex-
cluded in computing operating income.

(b) Corporate assets are principally cash and inter-
est bearing deposits, short-term investments,
other receivables, prepaid taxes and other, other
assets and, under the purchase accounting
method, goodwill.
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Note K—Interim Financial Data
(Unaudited):

The quarterly results of operations under the
pooling of interests and purchase methods of ac-
counting for 1982 and 1981 are as follows (Dollars in
thousands except per share amounts):

1982

Rt B Cos e vyt T R e
DPErAUTNE NGOG L S e s0a s lzirtobeta)vakel adslwntsialiars
50T 020070 8 Lo O b i) e e Y e

NetiRCOMEPRNENATE: ot b il o sinie wisie seme msim

1981

BT e o (AR W e o ) B s e e o
O PE AT N COMIE A e sl tlara s B R Sl b s el s e
s nlseTes (R S T oo DR G

NEtNCOmE Per SPATE (1) r o iiaaat om msiareeiers dems o
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Pooling of Interests Accounting Method

First Second Third Fourth
Quarter Quarter Quarter Quater
$5.817 $6,125 $7,035 $6,877
$1,147 $ 850 $1.241 § 452
$ 653 $ 403 § 581 § (1))
§ .20 § 12 $§ .18 $ —
$5.225 $4.987 $5,013 $5,133
$1,142 $ 943 $ 836 $ 678
$ 619 $ 534 $ 530 § 492
$ a1 § 17 $ 17 § 15




1982

BEVEIUE i atilerd v oo iimtsvntenih Farnaleats melnamc wH e
Operating income (1088) . . ... ..o,
A Lo ) Bt syt by o~ W N, ) el -

Net (0SS PEE SIS s s e s G pratd Al s biraseare WEaiaraye

1981

O libated i eleetan b S e e oY E R s S
NEENCOME CIORSHE arvsie i pisinsoiiaze s siomandidadeams

Netincome pershare (d) (&) woaiae viime il dis

(a) After a $750 provision for settlement of litigation
and related tax effect.

(b) Reflects retroactive adjustment for the 3-for-2
stock split and, shares issued in connection with
the ASC combination.

(c) Restated for independent appraisal of the fair
value of the CGA shares exchanged to acquire
the software and net assets of ASC.

Note L—Subsequent Event:

On June 1,1982, the Company purchased the net
assets and business of the Software Shoppe for
$1,045,000 in cash and 50,000 shares of common
stock, which are redeemable at the holder’s option
five years from the acquisition date if the market
value of CGA's stock is less than $10 per share. The
Software Shoppe develops accounting application
software programs, which it markets primarily to

Purchase Accounting Method

First Second Third Fourth
Quarter (c) Quavter (c) Quarter Quarter

$ 559 § 261 $ 652 $ (136)
$ (25 $ (275) $ (96) $ (703)(a)
$ (01) $ (08) $ (03) $ (21)
$3,583 $3.492 $3,597 $4,838

§ 591 $ 436 § 329 $ 282

$ 311 $ 256 $ 250 $ (2

§ 22 § -5 $ .13 $ —

|
|

(d) Reflects retroactive adjustment for the 3-for-2
stock split.

(e) As a consequence of issuing common stock in
the fourth quarter to acquire ASC, the cumula-
tive earnings per share for the four quarters do
not equal the earnings per share for the year.

small and medium sized companies. Such packages
have been independently appraised at approxi-
mately $1,200,000 and will be amortized over five
years.

The Software Shoppe's unaudited results of op-
erations for the fiscal year ended January 31,1982 are
not material to the Company's consolidated results,
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Report of Independent Accountants

fa==== s e e e ————
To the Board of Directors and Stockholders of CGA Computer Associates Inc.

We have examined the accompanying separate
consolidated financial statements of CGA Computer
Associates Inc. for the years ended April 30,1982 and
1981 prepared on both the pooling of interests and
purchase methods of accounting. This dual presen-
tation has been made pursuant to undertakings and
provisions contained in a Settlement Agreement
with the Securities and Exchange Commission as
summarized in the following paragraph. Our exami-
nations were made in accordance with generally ac-
cepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such
other auditing procedures as we considered neces-
sary in the circumstances.

On July 16, 1981, the Securities and Exchange
Commission commenced an administrative pro-
ceeding against the Company concerning the appro-
priate accounting accorded a business combination
with Allen Services Corporation consummated in
February 1981. As more fully described in Note B, on
January 27, 1982 the Company entered into a Settle-
ment Agreement with the Securities and Exchange
Commission. Pursuant to the undertakings and pro-
visions of such agreement, the Company is present-
ing dual financial statements which give effect to the
business combination with Allen Services Corpora-
tion under both the pooling of interests and pur-
chase methods of accounting without either desig-
nated as supplemental in relation to each other.

The dual presentation of financial statements is
in conflict with the generally accepted reporting
standard which requires that a business entity have
only one set of primary financial statements pre-
sented in conformity with generally accepted
accounting principles. Price Waterhouse was not
appointed as the Company’s independent account-
ants until May 28, 1981, and is not a party to the Set-
tlement Agreement. Were it not for the undertakings
and provisions contained in the Settlement Agree-
ment, the reporting standard referred to above
would require the Company to identify a primary set
of financial statements. If we concurred that the pri-
mary set of financial statements so identified is in
conformity with generally accepted accounting prin-
ciples, we would be obligated under our profes-
sional standards to report on the primary financial
statements and to render an adverse opinion on the
other financial presentation. Accordingly, we are un-
able to report, and do not report, that either financial
presentation presents fairly the consolidated finan-
cial position, results of operations or changes in

financial position of the Company in conformity
with generally accepted accounting principles.

As more fully discussed in Note C, class action
suits were filed against the Company and various
other parties, alleging, among other things, that the
April 7, 1981 Prospectus used in connection with the
secondary sale of the Company's common stock re-
ferred to in Note B contained materially false and
misleading statements. In July 1982 the Company
reached an agreement in principle with all parties to
the suits for disposition of the claims subject to the
approval by the parties of appropriate written docu-
mentation and approval of the District Court. Based
on the agreement in principle, the Company has re-
corded a provision of $750,000, which management
believes is a reasonable estimate of the cost of set-
tling the claims, However, the ultimate outcome of
this marter is not presently determinable,

In conformance with the Settlement Agree-
ment, subject to the effect on both consolidated fi-
nancial statements of such adjustments, if any, as
might have been required had the ultimate outcome
of the above-mentioned class action litigation been
known, we report, based on our examinations, that
the accompanying consolidated financial statements
present fairly the financial position of CGA Com-
puter Associates Inc. and subsidiary at April 30, 1982
and 1981 and the results of their operations and
changes in their financial position for the vears then
ended in conformity with the two accounting
methods described in the undertakings and provi-
sions of the Settlement Agreement, applied on a
basis consistent with the prior year.

The accompanying separate consolidated state-
ments of income, operations, changes in financial
position and changes in stockholders’ equity for the
vear ended April 30, 1980 were examined by other
auditors whose opinion, dated June 20, 1980 as to
CGA Computer Associates Inc. and January 23, 1981
as to Allen Services Corporation, except for Note B
which is as of January 27, 1982, on those statements
was disclaimed due to the terms of the Settlement
Agreement with the Securities and Exchange Com-
mission as described in Note B and the litigation
matters as described in Note C; however, the other
auditors reported that the accompanying separate
1980 consolidated financial statements were pre-
sented fairly in conformity with the two accounting
methods specified by the Settlement Agreement.

Morristown, New Jersey July 2,1982
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