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To the Board of Directors and Stockholders 
of Relational Technology, Inc. 

In our opinion, the accompanying consolidated balance sheet. 

and the related consolidated statements of income, of 

changes in stockholders' equity and of changes in financial 

position present fairly the financial position of Relational 

Technology, Inc. and its subsidiaries at June 30, 1987, and 

the results of their operations and the changes in their 

financial position for the year, in conformity with gen- 
erally accepted accounting principles, which, except for the 

change, with which we concur, in the method of accounting 

for software development costs as described in Note 1 of 

Notes to Consolidated Financial Statements, have been 

applied on a basis consistent with that of the preceding 

year. Our examination of these statements was made in 
accordance with generally accepted auditing standards and 

accordingly included such tests of the accounting records 
and such other auditing procedures as we considered neces- 

sary in the circumstances. The consolidated financial 

statements of Relational Technology, Inc. for the years 

ended June 30, 1986 and 1985 were examined by other 

independent accountants whose report dated August 22, 1986 

expressed an unqualified opinion on those statements, except 

for the change in 1986, with which they concurred, in the 

method of accounting for revenue from support and update 
fees as described in Note 2 of Notes to Consolidated 
Financial Statements. 



RELATIOW TECHNOLOGY, INC. 

CONSOLIDATED BALANCE SHEET 

JUNE 30, 
196/ 1986 ASSETS 

Current assets: 
Cash and cash equivalents 
Trade accounts receivable 

(less allowance for doubtful accounts of 
$535,000 in 1987 and $407,000 in 1986) 

Prepaid expenses and other current assets 

Total current assets 

Property and equipment, net 
Computer software development costs, net 
Long-term trade receivables, less current 

port ion 
Other assets 

Total assets 

LZABILITIES AND STOCKHOLDERS' EQUITY 

Current liabilities: 
Accounts payable 
Notes payable to bank and current portion 

of long-term debt 
Deferred revenue 
Accrued employee compensation 
Income taxes payable 
Other current liabilities 

Total current liabilities 

Long-term debt, less current portion 
Deferred income taxes 

Commitments (Note 5) 

Stockholders ' equity : 
Preferred stock, $.001 par value - 1987, 

$.05 par value - 1986; authorized 
4,000,000 shares 

Common stock, $.001 par value - 1987, 
$.05 par value - 1986; authorized 
25,000,000 shares; issued and out- 
standing 3,218,783 shares in 1987 
and 3,167,989 shares in 1986 

Note receivable for purchase of common stock 

Retained earnings 

Foreign currency translation adjustment 

Total liabilities and stockholders' 
equity 

See accompanying notes to consolidated financial statements. 



RElATIONAL TECHNOLOGY. INC. 

CONSOLIDATED STATEMENT OF INCCME 

I Costs and expenses: 
Sales and marketing 

I 
Research and developnent 
General and administrative 

Incane £mu operations 

Interest income 

Interest expense 

Income before taxes and cunulative 
effect of a change in accounting 
principle 

Provision for taxes on income 

Income before cumdative effect of a 
change in accounting principle 

Curmlative effect on prior years of 
changing the method of accounting for 
revenue from maintenance fees, net of 
deferred state income taxes of $98,000 

N e t  incane 

Pro forma net incane assuning the new method 
of accounting for revenue from mainte- 
nance fees is applied retroactively $ 2,574,000 $ 1,820,000 $ 595,000 

I > I 

See accanpanying notes t o  consolidated financial statements. 



RELATIONAL TECHNOLOGY, INC . 
CONSOLIDATED STATEMENT OF CHANGES IN SMCKHOLDERS' EQUITY 

Series A 
Series B 
Series C 

Balances, June 30, 1984 

Issue of common stock under 
employee stock purchase plan 

Issue of common stock 
Repurchase of common stock 
Net income 
Foreign currency translation 

ad j us tment 

Balances, June 30, 1985 

Issue of Series D Preferred stock 
Issue of Series E Preferred stock 
Issue of common stock under 

employee incentive stock 
option plan 

Issue of common stock 
Repurchase of common stock 
Net income 
Foreign currency translation 

adjustment 

Balances, June 30, 1986 

Note 
Receivable 

for Foreign 
Purchase Currency 

Preferred Stock Common Stock of Common ~etained Translat ion 
Shares Amount Shares Amount Stock Earnings Adjustment Total 

Issue of Series E Preferred stock 824,892 8,425,000 8,425,000 
Issue of common stock under 

employee stock option plans 87,317 100,000 100,000 
Issue of common stock 2,183 5,000 5,000 
Repurchase of common stock (38,706) (5,000) (5,000) 
Net income 2,574,000 2,574,000 
Foreign currency translation 

adjustment (49,000) (49,000) 

Balances, June 30, 1987 

See accompanying notes to consolidated financial statements. 



RELATIONAL ~ L Q G Y ,  INC. 

OONSOLLIlATED S T .  OF CHANGES I N  FINANCIAL, POSITION 

YEAR ENDED JUNE 30, 
1987 1986 1985 

i 
i Cash was provided by (used for) operations : 

I Income before cunulative effect  of a 
change in accounting principle 

Charges (credits) t o  income not Fnvolv- 

I 
ing working capital: 

CuTlulative effective of a change in 
accounting principle 

Depreciation and amrtization expense 

I Deferred income taxes 
Deferred revenue 

Cash provided fram operations before 

! working capital changes 

Increase (decrease) in  other working 
capital accounts : 

Trade accounts receivable 
Prepaid expenses and other current assets 
Accounts payable 
Accrued auployee canpensation 
Income taxes payable 
Other current l i ab i l i t i e s  

Working capital used for operations 

Cash provided by (used for) operations 

N e t  cash provided by (used for) investing 
activi t ies:  

Short-term investment 
Equipnent additions 
Capitalized software development costs 
--term trade receivables 
Other assets 

N e t  cash p-ded by (used for) £unding 
activi t ies:  

Increase in debt 
Decrease in  debt 
Issuance of preferred stock 
Issuance of anmnn stock, net of repurchases 
Foreign currency translation adjustment 

Increase in  cash and cash equivalents $ 682,000 $1,167,000 $ 982,000 
s % 

See accompanying notes t o  consolidated financial statements. 



RELATIONAL TECHNOLOGY. INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

JUNE 30. 1987 and 1986 

Note 1 - The Company and its Significant Accounting Policies 
Relational Technology, Inc. (the Company) was incorporated in July 1980 to 
develop and market relational database computer software and to provide 
technical support for its products. 

The consolidated financial statements include the accounts of the Company 
and its subsidiaries after elimination of all significant intercompany 
accounts and transactions. 

Summarv of Sienificant Accountine Policies 

Revenue Recognition 

Revenue is generated from the sales of products and services. 

Revenue from product sales includes direct license sales to customers, 
royalties trom sales by original equipment manufacturers and other distri- 
butors and fees from contracts to develop new products. Generally, revenue 
from direct license sales is recognized at contract signing. Revenue is 
deferred and recognized upon delivery if the product is not available, or 
nonstandard payment terms or delays in post sales support activity are 
included in the license agreement. Software licenses sold on an instalment 
basis are recorded at their present value. 

Royalty revenue primarily results from minimum royalty guarantees; such 
revenue is recognized upon contract signing provided that there are no 
contingencies or contractual commitments yet to be performed by the 
Company. In caseswhere there are further contractual commitments, revenue 
is deferred until all commitments are satisfied. Royalties may also be 
received based upon individual sales; these royalties are recorded upon 
notification by the vendor. 

Revenue from development contracts is recognized using the percentage of 
completion method. There were no material unbilled amounts on development 
contracts as of June 30, 1987 or 1986. 

Software services revenue includes customer training fees, documentation 
fees and support and update fees. Support and update fees for periods 
after June 30, 1985 are recognized ratably over the annual period to which 
they relate. (See Note 2 for a description of the change in accounting for 
support and update fees). Customer training and documentation fees are 
recognized when services are provided. 



Foreign Currencv Translation 

Assets and liabilities are translated at the foreign exchange rates in 
effect at the balance sheet date. Revenues and expenses for the year are 
translated at the average exchange rates in effect during the year. Trans- 
lation gains and losses are not included in determining net income, but are 
accumulated and reported as a separate component of stockholderst equity. 
Net realized and unrealized gains and (losses) resulting from foreign cur- 
rency transactions included in sales and marketing expenses were $635,000, 
$(37,000) and $(21,000) in 1987, 1986 and 1985, respectively. 

Property and Equipment 

Property and equipment, including assets held under capital leases, are 
stated at cost. Depreciation is computed using the straight-line method 
and estimated useful life of the assets of five years. Amortization of 
leasehold improvements is computed using the shorter of the remaining lease 
term or the estimated useful life of the respective assets. 

Nonmonetary Transactions 

Nonmonetary exchanges of software licenses or royalties for hardware or 
software are recorded in revenue and equipment at the fair value of the 
item surrendered or received, whichever is more readily determinable. 

Software Development Costs 

Effective July 1, 1986, the Company began capitalizing software development 
costs in compliance with Statement of Financial Accounting Standards No. 
86, "Accounting for the Costs of Computer Software to be Sold, Leased, or 
Otherwise Marketedt'. Prior to July 1, 1986, all such costs were charged to 
expense in the period incurred. The amount capitalized in the year ended 
June 30, 1987 was $2,828,000. Amortization of capitalized computer 
software costs begins when the roducts are available for general release 
to customers. Amortization of $ 66,000 was recorded for the year ended June 
30, 1987. The net effect of this change in accounting principle was to 
increase income before taxes and cumulative effect of a change in 
accounting by $2,762,000 and net income by $1,686,000. 

Research and Development Costs 

Research and development costs are expensed as incurred. 

Income Taxes 

Deferred income taxes are provided for timing differences between pretax 
accounting income and taxable income. Deferred United States income taxes 
are not provided for undistributed earnings of foreign subsidiaries when 
such earnings are considered permanently invested in the foreign subsid- 
iaries. Investment tax credits reduced the provision for income taxes in 
the year the related property was placed in service. 





Note 4 - Debt Financing 
Lone-term debt 

June 30, June 30, 
1987 1986 

Term loans payable to bank, interest at 
prime plus 2%, principal and interest 
payable monthly through 1990. $2,597,000 $2,852,000 

Capital leases (Note 5) 1,497,000 491,000 

Instalment notes, due at various dates 
through November 1988, secured by equip- 
ment, interest at 12% to 20%, payable in 
monthly instalments. 49,000 90,000 

Current maturities (1,188,000) (829,000) 

Long-term debt 

The term loans are secured by receivables and fixed assets. The agreements 
require the Company to maintain certain financial ratios which are similar, 
although less restrictive, than those described for borrowings under line 
of credit agreements described below. 

Aggregate annual maturities of long-term debt (excluding capital leases - 
see Note 5) in 1988 through 1991 are $876,000, $862,000, $796,000 and 
$111,000, respectively. 

Lines of credit 

The Company has a $5,000,000 domestic bank revolving line of credit which 
expires in October 1987. Borrowings are secured by receivables and fixed 
assets and bear interest at 112% above prime. The Company is required to 
maintain various financial ratios : minimum working capital of $5,500,000; 
maximum ratio of liabilities to net worth of 1 to 1; minimum tangible net 
worth of $15,000,000; debt service coverage of 150%; and certain profit- 
ability measures. At June 30, 1987, there were no amounts outstanding 
under this arrangement. 

The Company also has international lines of credit aggregating $1,500,000 
which are secured by receivables and fixed assets and bear interest based 
on local market conditions (typically above prime). At June 30, 1987, 
$273,000 was outstanding under these arrangements. 



Note 5 - Leasing Arrangements 
, The Company leases its corporate headquarters and sales offices under non- 

cancellable operating lease agreements which expire at various dates 

I 
through 2010. The lease for the Company's headquarters contains an option 
to extend the term for an additional five years commencing in 1990. If the 
term is not extended, the Company is obligated to pay a $586,000 cancella- 
tion fee. Most of the leases require the Company to pay taxes, insurance, 
and maintenance expenses. Several of the leases are subject to escalation I provisions, based on changes in the consumer price index, at various times 
during the terms of the leases. For the years ended June 30, 1987, 1986 
and 1985, rental expense under operating leases, including month-to-month / facilities and equipment rentals, was $3,504,000, $1,980,000, and 
$1,004,000, respectively. 

I In late 1986 and in 1987, the Company entered into capital lease agreements 
for computer equipment. These leases are accounted for as the acquisition 
of an asset and the incurrence of a liability. The lease agreements are 
secured by the leased equipment and are for noncancellable terms of three I to five years, during which the Company is required to pay all property 
tax, insurance, and normal maintenance and repairs. Assets held under 

I capital leases included in the property and equipment amounts in Note 3 are 
I as follows: 

Computer equipment 
Less - accumulated depreciation 

June 30, June 30, 
1987 1986 

Minimum future payments under all noncancellable lease agreements as of 
June 30, 1987 are as follows: 

1988 
1989 
1990 1 1991 
1992 
Thereafter 

1 Total minimum lease payments 

Amount representing interest 

Capital Leases 

Present value of minimum lease 

I payments 1,497,000 

I Current maturities (312,000) 

Operating Leases 

I 
I Long-term obligations under 
I capital leases $1,185,000 



Note 6 - Preferred Stock 
The Company is authorized to issue 4,000,000 shares of convertible prefer- 
red stock. 

The Company has issued preferred shares as follows: 
. . -  

Proceeds, 
Net of 

Preferred Shares Price Per Issuance 
Year ended June 30, Series Issued Share Costs 

Each share of Series A and B preferred stock is convertible into five 
shares of common stock, and each share of Series C, D, and E preferred 
stock is convertible into one share of common stock at the stockholders' 
option and will convert automatically in the event of a public offering of 
the Company's common stock in which the net proceeds to the Company equals 
or exceeds $5,000,000 and the per share sales price to the public equals or 
exceeds $15.75 if effective subsequent to September 30, 1987. The conver- 
sion rate for Preferred Stock is subject to adjustment in the event of 
stock splits, stock dividends, or other similar changes in the Company's 
capitalization. The conversion rate for Series E is subject to adjustment 
in the event of certain dilutive stock issuances. The holders of preferred 
shares are entitled to voting rights in proportion to their common stock 
equivalent and vote as a single class with common stockholders, except in 
certain situations where the preferred stockholders vote as a separate 
class. 

In the event of liquidation, holders of preferred stock are entitled to 
receive 100% of the original purchase price of the preferred shares before 
any distributions may be made to the common stockholders; Series E prefer- 
red stockholders are entitled to receive 100% of the original purchase 
price before any distribution to other preferred stockholders in the event 
there are not sufficient funds available for the entire liquidation prefer- 
ence. Such preferences amounted to $20,151,000 at June 30, 1987. 

Series A and B stockholders are entitled to dividends per share equivalent 
to five times the dividend paid to common stockholders in a given year. 
Series C, D, and E stockholders are entitled to a dividend equal to the 
dividend paid to the common stockholders. Dividends due preferred stock- 
holders must be paid prior to payment of dividends due common stockholders. 
Dividends are payable when and as declared by the Board of Directors. 



Note 7 - Common Stock 
The Company has reserved 5,068,172 shares of common stock for issuance upon 
conversion of preferred shares, 5,000 shares of common stock under the Non- 
qualified Stock Option Plan, and 1,800,000 shares of common stock under the 
Employee Incentive Stock Option Plan and Supplemental Stock Option Plan. 

Employee Stock Purchase Plan 

In 1981, the Company adopted the Employee Stock Purchase Plan (the Plan). 
The Plan is administered and terms of stock purchases are established by 
the Board of Directors. Under the terms of the Plan, shares are sold to 
the Company's officers, employees, and consultants at prices not less than 
the fair market value of the common shares, as determined by the Board of 
Directors, at the date of purchase. Shares sold under the terms of the 
Plan generally vest ratably over a five year period commencing from the 
date of issuance. Unvested stock may not be sold or transferred and in the 
event a purchaser's relationship with the Company is terminated for any 
reason during the vesting period, the Company has the right to repurchase 
such shares at their original issue price. This Plan was terminated on 
December 31, 1986. As of June 30, 1987, 185,675 shares were subject to 
repurchase under the terms of the Plan at prices ranging from $.02-$2.50 
per share. 

Stock Option Plans 

Nonaualified Stock O~tion Plan 

In 1981, the Company adopted the Nonqualified Stock Option Plan (the 
Plan). The Plan is administered and terms of option grants are esta- 
blished by the Board of Directors. Under the terms of the Plan, 
options may be granted to the Company's employees to purchase shares 
of common stock. Options generally become excercisable ratably over a 
five year vesting period, and expire over terms not exceeding ten 
years from the date of grant. The option price for all shares granted 
under the Plan is not less than the fair market value of the common 
stock at the date of grant, as determined by the Board of Directors. ' 

The Plan terminated on December 31, 1986. As of June 30, 1987, stock 
options for 5,000 shares of common stock at a grant price of $2.50 per 
share were outstanding; no stock options were granted, exercised, or 
cancelled during the year ended June 30, 1987 under this plan. 

Supplemental Stock Option Plan 

In 1986, the Company adopted the Supplemental Stock Option Plan (the 
Plan). The Plan is administered and terms of option grants are 
established by the Board of Directors. Under the terms of the Plan, 
options may be granted to the Company's key employees and consultants 
to purchase shares of common stock. Options generally become exercis- 
able ratably over a five year vesting period and expire over terms not 
exceeding ten years from the date of grant. The option price for all 
shares granted under the Plan is not less than 85% of the fair market 
value of the common stock at the date of grant, as determined by the 



Board of Directors. During the year ended June 30, 1987, stock 
options for 267,250 shares of common stock were granted at a grant 
price of $2.50 per share. Stock options for 17,500 shares of common 
stock were exercised and 1,900 stock options for 1,900 shares of 
common stock were terminated. 

Incentive Stock Option Plan 

In 1984, the Company adopted the Incentive Stock Option Plan (the 
Plan). The Plan is administered and terms of option grants are 
established by the Board of Directors. Under the terms of the Plan, 
options may be granted to the Company's employees to purchase shares 
of common stock. Options generally become exercisable ratably over a 
five year vesting period and expire over terms not exceeding ten years 
from the date of grant. The option price for all shares granted under 
the Plan is equal to the fair market value of the common stock at the 
date of grant, as determined by the Board of Directors. 

A summary of the activity under the Incentive Stock Option Plan is set 
forth below: 

Exercise 
Shares Price 

Outstanding at June 30, 1985 
Granted 
Exercised 
Terminated 

Outstanding at June 30, 1986 
Granted 
Exercised 
Terminated 

Outstanding at June 30, 1987 

Exercisable at June 30, 1987 





The provision for income taxes differs from the amount computed by applying 
the statutory U.S. federal income tax rate as follows: . 

Tax provision at statutory rate 46.0% 46.0% 46.0% 
Income of foreign operations 

taxed at various rates 3.6 8.2 - 
State income taxes, net of 

federal benefits 4.0 4.7 4.3 
Investment and research tax 

credits (15.5) (35.3) (39.9) 
Surtax exemption - - 
Other 

(1 -8) 
(07) - 09 (-7) 

Effective tax rate 37.4% 24.5% 7.9% 

At June 30, 1987, the Company had a net operating loss carryforward of 
$1,032,000, an investment tax credit carryfoward of $382,000, and a 
research tax credit carryforward of $1,648,000 for tax reporting purposes. 
The carryforwards expire over a four year period ending June 30, 2002. The 
Tax Reform Act of 1986 reduces the benefit of investment tax credit 
carryforwards by 35%. 

Undistributed earnings of foreign subsidiaries are not material. 

Note 9 - Transactions with Related Parties 
During the years ended June 30, 1987, 1986, and 1985, the Company paid 
$108,000, $100,000 and $76,000, respectively, in consulting fees to 
officers of the Company who are stockholders but not salaried employees of 
the Company. These amounts have been expensed as research and development. 

During the year ended June 30, 1986, the chief executive officer of the 
Company issued a $99,630 note to the Company in exchange for 66,420 shares 
of the Company's common stock. The principal and annual interest of 8.08% 
is due and payable on April 29, 1991, or earlier in the event that the 
chief executive officer ceases to be an employee of the Company. In the 
event of a public offering of the Company's common stock, accrued and 
unpaid interest on the note becomes due. 



Note 10 - Foreign Operations 
Condensed financial data for the Company's foreign operations (principally 
Europe) are as follows (in thousands): 

Revenues 
Operating prof it (loss) 
Total assets 
Total liabilities 

Included in United States net sales are export sales to customers other 
than the Companyt s foreign subsidiaries of $3,716,000, $3,599,000 and 
$1,716,000 in 1987, 1986 and 1985, respectively. 
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