
RELATIONAL TECHNOLOGY, INC, 

REPORT ON EXAMINATIONS OF FINANCIAL STATEMENTS 

for the years ended June 3 0 ,  1983 and 1982 



Coo ers  rand 
cert~f~ed public accountants 

, ' %@ .$M Stockholders of 
!.* I . &&ationel Technology, Inc. : 

( 

:,, w ,  have examined the balance sheets of Relational Technology, Inc. 
: , @$ 8.9 June 30, 1983 and 1982 and the related statements of income, I ,  I 

-- + '&mngiear in stockholders ' equity, and changes in financial position 
- ' %  @ha years then ended. Our examinations were made in accordance 
I .#&th generally accepted auditing standards and, accordingly, in- 

'@&bded such tests of the accounting records and such other auditing 
p w w d u r e s  as we considered necessary in the circumstances. 

Zn our opinion, the financial statements referred to above present 
Eafrly the financial position of Relational Technology, Inc. as of 
9bne 30, 1983 and 1982, and the results of its operations and the 
changes in its financial position for the years then ended, in 
crmfodty with generally accepted accounting principles applied on 
a consistent basis. 

§an Francisco, California 
August 26, 1983 

r 



RELATIONAL TECHNOLOGY, INC. 

BALANCE SHEETS, June 30, 1983 and 1982 

ASSETS 
Current assets: 
Cash 
mrt-term investments at co6t (approximates market) 
&counts receivable (less allawance for doubtful 

accounts of $1,200 in 1983 and 1982) 
Prepaid expenses 

Total current assets 

-term receivables, less current portion 
Organization aosts 
Crther assets 

Current liabilities: 
&counts payable 
EJotes payable to bank 
Current portion of long-term debt 
Incane taxes payable 
Deferred incune taxes 
Other current liabilities 

Total current liabilities 

Lang-tern debt, excluding current portion 
Referred incane taxes 

Carmitments (Note 9). 

Bkockholders ' equity : 
Preferred stock (no par value); authorized 1,000,000 

shares : 
Series A convertible preferred stock; issued and out- 

standing 305,000 shares 305,000 305,000 
Series B convertible preferred stock; issued and out- 

standing 192,000 shares 936 , 400 936,400 
Camon stock (no par value), authorized 25,000,000 

shares in 1983 and 5,000,000 shares in 1982; issued 
and outstanding 2,735,210 shares in 1983 and 477,500 
ahares in 1982 217,025 179,750 

Retained earnings (deficit ) 92,695 (151,7831 

1,551,120 1,269,367 

S1.940.121- 
The accompanying notes are an integral 

part of these financial statements. 



RELATIONAL TECHNOLOGY, INC. 

STATEMENTS OF INCOME 

for the years ended June 30, 1983 and 1982 

, and expenses: 

. , , $of tware development costs .,. . , ,  
(- ' ,  - .  

, $elling, administrative, and general 
r l:' expenses . . 

Income from operations 

' -l~btearsst income 
- 1  ' 
+ ,, . 

C ,  ' SeLeres t expense 
17 . 
r:,, 0 

il Income before taxes on income and 

b '  extraordinary credit 

5 '  .Provision for taxes on income 
kt. " '  

f Income before extraordinary credit 175,084 39,557 
f- 
, wkraordinary credit - reduction of income 
t .  

'- , taxes arising from utilization of prior q L. . year's accounting loss carryforward 69,394 8,950 

Net income $ 244,478 $ 48,507 

9; 

The accompanying notes are an integral 
part of these financial statements. 



RELATIONAL TECHNOLOGY, INC. 

STATEMENTS OF MANGES IN STOCKHOLDERS' EQUITY 

for the years ended June 30,  1983 and 1982 

Series A Series B 
Ocmron Stock Referredstock Preferredstock Retained 

------ Tbtal shares hcunt shams llmDunt sham AKmnt Earninps 

gmme d cannon stock under 
ap* s tock  pl- 
Plan 117,500 143,750 

Dmie d Series B preferred 
8t-k 



RELATIONAL TECHNOLOGY, I N C .  

STATEMENTS OF CHANGES I N  FINANCIAL POSITION 

f o r  t h e  y e a r s  ended J u n e  30,  1983 and 1982 

sees of working c a p i t a l :  

&&+qjws n o t  iif f c c t i n g  working c a p i t a l :  
&' +; ' 

h p m a l a t i o n  
~ e f e ; ~ % e d  t a x e s  on  fncomi 
Log@ on sale of equipment  
m&&kiaation of o r g a n i z a t i o n  costs 

Wfking  c a p i t a l  p r o v i d e d  by 
o p e r a t i o n s  

Isauar@g of common stock f o r  c a s h  
fssuan@@ of p r e f e r r e d  s t o c k  far c a s h  
I n c r e a s e  in long-term d e b t  
F r o ~ d ~  Lrom sale of equipment  

_ I 

' Wtal sources of working c a p i t a l  

8~~dk&f#~ l*bsking c a p i t a l :  . 
8 P:Qu f i t  a d d i t i o n s  
Inr=rease i n  long-term r e c e i v a b l e s  
~ecr&@as i n  long-term d e b t  
lemh <?-met 

iF 
Wtal u s e s  o f  working c a p i t a l  

H e t  ( d e c r e a s e )  i n c r e a s e  i n  
working c a p i t a l  

i',' ,8@sreas@p i n c r e a s e  i n  working 
. I .  c a p i t a l  aocounta :  
4, ,. 'I,: , g#& 

I - 1  

'; ; ' -  "Rh6rt-term i n v e s t m e n t s  
J 1 j-', - . bit m.dLq~ounts  r e c e i v a b l e ,  n e t  
LI;. -. , . -. .I 8 ;. 3 y : e ~ a i d  expenses  
.-I -.. &60tznts payab le  
;-'L !.a 

p.-~,-~,-d@J45t~& payab le  t o  bank 
fi>f;;a@Urrent p o r t  i o n  of long-term d e b t  
r.j'18~$&*cc?lne t a x e s  p a y a b l e  
~$~:vjk@etred 5 , J ~ .  income t a x e s  
''-rl; -*kber c u r r e n t  l i a b i l i t i e s  %<':. . 

The accompanying n o t e s  a r e  an i n t e g r a l  
p a r t  of  t h e s e  f i n a n c i a l  s t a t e m e n t s .  

5 



RELATIONAL TECHNOLOGY, INCm 

NOTES TO FINANCIAL STATEMENTS 

1. Summary of Siqnificant Accounting Policies: 

Revenue Recoqnition: 

Software license fees are recorded in the accounts when 
the software is accepted by the customer. Software licenses 
sold on an installment basis are recorded currently at their 
present value. Interest income is earned as the payments 
become due. software license renewal fees are recorded when 
earned. 

Software Development Costs: 

Software development costs are charged to expense in the 
year incurred. 

Equipment: 

Equipment is stated at cost. Leasehold improvements are 
capitalized and amortized over the remaining life of the 
lease. Depreciation on equipment is computed using the 
straight-line method beginning the first full month of 
operation over the following ranges of estimated useful 
lives: 

Range of 
Depreciable 

Lives - 1983 - 1982 

Computer equipment 5 $692,401 $ 362,960 
Off ice equipment 5 169,639 73,491 
Leasehold improvements Various 53,962 21,498 

916,002 457,949 
Less accumulated 

depreciation and 
amortization 

Orqanization Costs: 

Organization costs are being amortized on a straight-line 
basis over a period of five years. 

Tax Credits: 

Investment tax credits and the credit for increasing 
research activities reduce income tax in the year realized. 

Continued 



RELhTIONAL TECHPTQLOGY, INC. 

NOTES TO FINANCIAL STATEMENTS, Continued 

5rans.actJons with Related Partiesr 

d Jums 30, 1983 and 1982, the company gaid 
and $38,900, respectiwly, in consulting 
re shareholders but not salaried employees 
amount is included in sof twara development 

Sune 30, 1982, the, company borrowed 
ts major stockholders under a Bermand note 
18% per year. The interest gaid to the 
gproximtely $700. In lieu of repay- 
unds borrowed were applieB toward the 
s of Series B preferred stock. 

onsists of installment sales of soft- 
st rates varying between 13% and 21%. 

annual principal payments on these notes are as follows: 

1984 $ 49,175 
1985 53,113 
1986 35,857 
1987 28,533 
1988 5,211 

$171,889 

erm debt consists of a note from Bank of America dated 
17, 1981. The note is repayable in monthly principal 

Jments of $2,731 plus interest at 2-1/4% over the bank's 
hnding rate, beginning October 1, 1981. The bank's prime 
t June 30, 1983 was 10.5%. The note is collateralized by 
mpany 's computer and off ice equipment . 

1 amount of principal maturities of long-term debt 
g at June 30, 1983 is as follows: 

1984 $ 32,772 
1985 32,772 
1986 32,772 
1987 8,193 

$106,509 

Continued 
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO FINANCIAL STATEMENTS, Continued 

Notes Payable to Bank: 

Continued 

8 

Notes payable to bank consist of a line of credit with Bank of 
America dated August 13, 1982. Interest is payable monthly at 
1-1/4% over the bank's prime lending rate. The line is col- 
lateralized by the company's accounts receivable and expires on 
September 30, 1983. The line of credit requires the company, 
among other things, to maintain current assets equal to at least 
twice current liabilities and not less than $300,000 and net 
worth (as defined) of at least $900,000. 

Income Taxes: 
i 

The provision for income taxes for the years ended June 30, 1983 
i 

6 and 1982 consists of the following: 
2 ; 

1983 - 1982 is- - 
Charge equivalent to federal taxes $69,394 $8,950 1: State: 

Current 11,434 - 
Deferred 14,750 - 

$95,578 $8,950 

,,I- a reconciliation of the effective tax rate to the statutory rate 
.. '-;-.. of 46% is as follows: 

1983 1982 

% of % of 
Pre-Tax Pre-Tax 

Amount Income Amount Income 
Tax provision at statu- 

tory rate $124,505 46.0% $ 22,313 46.0% 
State income taxes, net 

of federal income tax 
benefit 14,231 5.3 - - 

., Burtax exemption (19,750) (7.3) (13,363)(27.5) 
Investment tax credit (23,408) (8.7) - - 

S 9 5 . 5 7 8 i L B . d u U  

I 1  



RELATIONAL TECHNOLOGY, INC. 

NOTES TO FINANCIAL STATEMENTS, Continued 

6. Income Taxes, cont inued:  

The company had ca r ry fo rward  amounts a v a i l a b l e  t o  o f f s e t  f u t u r e  
f e d e r a l  t a x a b l e  income and t a x  l i a b i l i t i e s  a t  June 30, 1983 a s  
fo l lows:  

For For 
F i n a n c i a l  Income 
Repor t i ng  Tax 
Purposes  Purposes  

N e t  o p e r a t i n g  loss car ry forward  $ 71,612 
Investment t a x  c r e d i t  c a r r y o v e r  $ 60,334 83,742 
C r e d i t  f o r  i n c r e a s i n g  r e s e a r c h  

a c t i v i t i e s  c a r r y o v e r  155,391 155,391 

The p r i n c i p a l  i t e m s  t h a t  r e s u l t  i n  a d i f f e r e n c e  i n  n e t  o p e r a t i n g  
loss car ry forward  f o r  f i n a n c i a l  r e p o r t i n g  and income t a x  pur- 
p o s e s  a r e  a c c e l e r a t e d  d e p r e c i a t i o n ,  s t a t e  income t a x e s ,  and 
i n s t a l l m e n t  s a l e s .  The ca r ry fo rwards  and c a r r y o v e r s  e x p i r e  ove r  
a th ree -year  p e r i o d  ending June 30, 1998. 

7. Stockho lde r s '  Equity:  

On October 20, 1982, t h e  Board o f  D i r e c t o r s  d e c l a r e d  a f i ve - fo r -  
one s p l i t  o f  t h e  company's common s tock .  The number of autho- 
r i z e d  s h a r e s  of common stock was i nc r ea sed  from 5,000,000 to  
25,000,000 and t h e  convers ion  rate of  t h e  o u t s t a n d i n g  s h a r e s  of 
Seriais A and S e r i e s  B p r e f e r r e d  s t o c k  was i nc r ea sed  from one 
f o r  one t o  f i v e  f o r  one. A l l  common s t o c k  i s s u e d  d u r i n g  t h e  
y e a r  ended June 30, 1983 was a f t e r  t h e  s t o c k  s p l i t .  

S e r i e s  A and S e r i e s  B c o n v e r t i b l e  p r e f e r r e d  s t o c k h o l d e r s  a r e  
e n t i t l e d  t o  t h e  e q u i v a l e n t  number of v o t e s  p e r  s h a r e  of  common 
s t o c k  i s s u a b l e  upon c o n v e r s i o n .  Common s t o c k h o l d e r s  a r e  
e n t i t l e d  t o  one v o t e  p e r  sha re .  

h t  o p t i o n  of t h e  Board o f  D i r e c t o r s ,  t h e  company h a s  t h e  
a t  a n y  t i m e  a f t e r  O c t o b e r  31 ,  1 9 8 2  f o r  S e r i e s  A s t o c k  

uly 31, 1983 f o r  S e r i e s  B s t o c k ,  t o  redeem t h e  p r e f e r r e d  
i n  whole or p a r t ,  by paying i n  cash  t h e  p r i c e  of  $1.00 

h a r e  f o r  Series A s t o c k  and $5.00 p e r  s h a r e  f o r  Series B 
u The company is r e q u i r e d  t o  i s s u e  a redemption n o t i c e  t o  
r e f e r r e d  s t o c k h o l d e r s  60 d a y s  p r i o r  t o  t h e  r e d e m p t i o n  

Each s h a r e  o f  p r e f e r r e d  stock is c o n v e r t i b l e  i n t o  f i v e  
t!! ~f common s t o c k  a t  t h e  o p t i o n  of  t h e  s t o c k h o l d e r  a t  any 
',on or p r i o r  t o  t h e  f i f t h  day p r i o r  t o  t h e  redemption d a t e  

Continued 
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO FINANCIAL STATEMENTS, Continued 

S tockho lde r s '  Equi ty ,  cont inued:  

f i x e d  by t h e  r e d e m p t i o n  n o t i c e .  The company h a s  r e s e r v e d  
1,525,000 and 960,000 s h a r e s  of common s t o c k  f o r  i s suance  on 
c o n v e r s i o n  o f  t h e  S e r i e s  A and  S e r i e s  B p r e f e r r e d  s h a r e s ,  
r e s p e c t i v e l y .  

D i v i d e n d s  may n o t  b e  p a i d  t o  common s t o c k h o l d e r s  u n l e s s  a  
d iv idend  p e r  s h a r e  e q u i v a l e n t  t o  f i v e  t i m e s  t h e  common d iv idend  
has  f i r s t  been p a i d  on S e r i e s  A and S e r i e s  B p r e f e r r e d  s t o c k  i n  
t h a t  yea r .  Dividends a r e  p a i d  a t  t h e  approva l  of  t h e  Board of  
Directors. I n  t h e  even t  o f  l i q u i d a t i o n ,  h o l d e r s  o f  S e r i e s  A and 
S e r i e s  B p r e f e r r e d  s t o c k  a r e  e n t i t l e d  t o  $1.00 and $5 .00 ,  
r e s p e c t i v e l y ,  p e r  s h a r e  i n  p r e f e r e n c e  t o  any d i s t r i b u t i o n  of  any 
o f  t h e  a s s e t s  o r  s u r p l u s  funds  o f  t h e  c o r p o r a t i o n  t o  t h e  h o l d e r s  
of t h e  common s tock .  

The company has  r e s e r v e d  250,000 s h a r e s  o f  common s t o c k  f o r  an  
Employee Stock Option P l an ,  and 1,300,000 s h a r e s  of common s t o c k  
f o r  an  Employee Stock Purchase  Plan.  The o p t i o n  o r  purchase  
p r i c e  is determined by t h e  Board o f  D i r e c t o r s  b u t  may not  be 
less t h a n  t h e  f a i r  market  v a l u e  o f  t h e  s t o c k  a t  t h e  d a t e  t h e  
o p t i o n  is g r a n t e d  o r  purchase  o f f e r e d .  During t h e  y e a r s  ended 
J u n e  30,  1 9 8 3  and 1982 ,  332,710 and 117 ,500  s h a r e s ,  r e s p e c -  
t i v e l y ,  of common s t o c k  were s o l d  under  t h e  Purchase  P l an  a t  t h e  

1 - 
, ,  - f a i r  market  v a l u e  i n  e f f e c t  on t h e  d a t e s  o f  t h e  s a l e s .  

I 

"@a = d;. , , .  -tion - About Bus iness  and Major Customers: . . . . 
. . 1 .  ' .:;;, I.< eontpany cha rges  a l i c e n s e  f e e  f o r  e ach  s o f t w a r e  sys tem s o l d  

&a, annua l  l i c e n s e  renewal f e e  of 10% of t h e  t h e n  c u r r e n t  
fee. Although t h e  company pe r f  oms c o n t i n u i n g  s e r v i c e s  
c l i e n t s ,  annua l  b i l l i n g s  t o  any p a r t i c u l a r  c l i e n t  may 

te based on t h e  number of  new l i c e n s e s  and renewals  it 
acts. D u r i n g  1 9 8 2 ,  o n e  c u s t o m e r  a c c o u n t e d  f o r  30% of 

Continued 
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RELATIONAL TECHNOLOGY, INC. 

NOTES TO FINANCIAL STATEMENTS, Continued 

t . 
;She company l e a s e s  o f f i c e  space  In  seven l o c a t i o n s ,  under r e n t a l  
3 ceernents e x p i r i n g  a t  vary ing  d a t e s  between 1984 and 1987. The 

ni@um annual  commitments f o r  r e n t ,  e x c l u s i v e  of insurance  and P 
- p r o p e r t y  t a x e s  (which a r e  pa id  by t h e  company) under t h e  lease 
..-rosment, f o r  f u t u r e  p e r i o d s  are a s  follows: 

rear Endinq June 30. Amount 

I- 

$he r e n t a l  expense on o f f i c e  space leases f o r  t h e  y e a r s  ended 
,$bhlie 30, 1983 and 1982 aggregated $160,755 and $50,764, res- 
&yWtively. 
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