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AGS prides itself an the quality of its' people. It is these people, working 
together, that produce AGS' profess!onal and financial succes6. AGS' 
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AGS System Fonns 

record shows oonwney of growth (44 slraight quarters scrith a 42% 
compoundsd gain over the last 5 years) and cantinuity of client 
nladonshlp (958 repoat budnsal. Its currant mtum on capital ((36%) 6 
b higher than h o s t  all kbor intensive (low capital) businssses and its I 

gales per ernpbyee ($50,000) is higher than almost all capital intensive 
(low labor) businesses. 

AGS sigdcantly expanded, in 19?7, its technical, marketing and I 

~ ~ t i v ~ c  staff and ~.eEocatad its four offices into larger quarters. 
These strap leave AGS well p k d  to continue it's rapid and profifable 

I 

growth in 1978 and beyond. I 
I 
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AGS COMPU~ERS. mc. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 
for the yeua ended December 31.1977 and 1976 

Revenues from sales and services 
Cost of sales and services 
Selling, general and administrative 

Income before inwme taxes 

Income taxes 
Federal, inciuding deferred taxes of 

$162,000 and $49,000 
State and lucal 

Net income 
Retainad earn-, beginning of year 

Retained earnings, end of year 

Net income per average share of 
common stock outstanding 
(common stock equivalents !-tot 
materially dilutive) 

See accompanying notes to consolidated financial statements. 

$9,000,000 REVENUES $1.00 EARNINGS PER SHARE 
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AGS COMPUTERS, INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS. December 31,1977 and 1976 

Assms 
C m n t m B :  

Cash 
Temptxay h-cmtr, at cast, which qualo markst 
Acoounts tsdmble, IQSS dowarice Of $6.1 OO and $Z3,WD 
U n M M  SeNl~~bl  
Rahndab1~ fncomw taxas 
Inventodes 
Prepaid a d  &her uss&ts 

Fixed amek 
Fwnfhure a d  equipment 
Cormputar equiprnmt 
C a p r W  cpmputar lease 
l.eaih6,M 4FtpmemBnts 
AutrnaMIss 

h, acscmslIskwf tkpredah and mortitolZIon 

I n v m n t  h r n M 4  bonds, at mi 
(approximats market 935,0001 

Other aseets 

LfABIUTLES AND STOCKHOLDERS' EQUITY 

Current liab!Bies: 
Note payable - bank 
Cumeat tm&udtte~ on c a p i t b d  lea= obligation 
k w n t s  payable! and accrued expenses 
Innsma taxes payable 
Deferred inmme twm 

Total current IigibrUtles 

Capiteked lease obligation, 1- currant maturities 

StoeMiaMers' equity: 
Cammon stak, par value $. 10 per share; authorized 

2,000,000 shares; hued 439,500 shares 
Paid-in a@tal 
ReMed mmfngs, as annexed 

L&s 21,TU and 18y215 shares of treasury stock, at cost 

Tatid stockb1dea' equity 
3.'" a 

See accompanying notes to consolidated financial statements. 



AGS COMPUTERS, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCJAL POSITION 

for yeam ended December 31,1917 and 1976 

Source of funds: 
Net income 
mreciatlon and amortization 
Working capital provided from operations 
Stock options exercised (600 and 500 shares, respectively) 
Decrease (increase) in other assets 
Capitahzed lease obligation 

Applicatron af fun&: 
Purchase of treasury btaek (4,100 and 9,215 shares) 
Additron to fixed asasatg, including 

capitabad computer lease, net 
Current maturities of c a m d  lease obIigation 

Increase in working capital . 
I m a s e s  (demws) in the com;ponents of wsrWng 

capital are as follows: 
(=ash 
Temporary investments 
Refundable income taxes 
Accounts receivable, net 
Unbilled services 
Inventories 
Prepaid expenses and other assets 
Note payable - bank 
Current maturities on capitalized lease obligation 
h u n t s  payable and accrued expenses 
Income taxes payable 
Defened income taxes 

Incroau in working capital 

See accompanying notes to consolidated finandal statements. 
NET PROFIT AFT= TAXES BOOK VALUE PER SHARE 



AGS COMPUTERS, INC. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Significant Accounting Policies 
The financial statements include the accounts of the Company 
and its wholly-awned subsidiaries. 
The company organized one new subsidiary in 1976 and one 
new subsidiary in 1977. The subsidiary organized in 1976 
(Fundamental Systems, Inc. ) purchases and reconditions used 
computer hardware for ultimate resale to customers. The sub- 
sidiary organized in 1977 (Information Services, Inc. ) performs 
computer facility management services for customers. 

Computer service income arising from time and material con- 
tracts is recognted on the basis of senrices rendered; on fixed 
price contracts the percentage-of-completion methad is em- 
ployed. Sales, costs of sales and related selling expenses, with 
respect to computer equipment and business forms, are re- 
corded when the equipment or forms are delivered to the 
customer. 
Fixed assets am recorded at cost. Depreciation is computed 
on the straight-line method based on estimated useful lives. 
Leasehold improvements are amortized over the life of the 
lease. 
Deferred income taxes are provided on timing differences 
arising from computer service revenues. Such revenues are 
recognized for financial reporting purposes as services are per- 
formed and for income tax purposes as billings are rendered. 
Investment tax credits are reflected as a reduction of federal 
income taxes in the year realized Such credits were $13,500 
and $15,000 for 1977 and 1976, respectively. In addition, the 
Company, in 1977, availed itself of the maximum credit 
($100,000) available for the hirlng of new personnel (Jobs 
Credit) to reduce its' federal income tax liability by $52,000. 
Inventories are stated at the lower of cost or market, deter- 
mined on the specific identification method. Used computer 
equipment hekl for sale is generally purchased in lots consis- 
ting of several models. Cost of the lot is apportioned to the in- 
dividual components based on the relative fair market value of 
each component. Costs incurred to refurbish such equipment 
are added to inventory. 
Inventories 
Inventories consist of: 

1977 - 1976 - 
Used computer equipment $155,343 $124,000 
Paper and business forms 16,500 83,300 

$171,843 $207,300 

Profit Sharing 

The Company has a profit sharing plan covering all employees 
with one year of continuous employment. The annual contri- 
butions under the plan are determined by the Board of Di- 
rectors, subjed to limitations. Such contributions amounted to 
$72,000 and $60,000 in 1977 and 1976, respectively. 

Leases 
The Company leases office space under various operating 
leases that provide for the payment of minimum annual rent-. 
als, excluding provbions for escalation based on certain in- 
creases in costs incurred by the lessors. Future minimum an- 
nual rental payments, by years, required under such leases that 
have an initial or remaining noncancellable lease term in ex- 
cess of one year as of December 31, 1977 are: 1978, 
$109,000,1979, $118,000; 1980, $115,000; 1981, $97,000; 
1982, $91,000, 1983 - 1987, $311,000; 1988, $10,000. In 

addition, the Company leases certain computer equipment 
under two leases, one of which is a capital lease. The future 
minimum lease payment under the capital lease, together with 
the present value of the net minimum lease payments as 
December 31,1977, is as follows: 

Minimum annual lease payments of $29,775 
through August, 1984 $198,500 

Less: Amount representing interest 56,476 
Present value of net minimum lease payments $142,024 

The second computer equipment lease is an operating lease 
with an affiliated paxtnership which requires future minimum 
annual rental payments of $65,300 through 1981 and $38,100 
in 1982, subject to cancellation provisions. 
Total rental expense charged to income in 1977 and 1976 
approximated $69,000 and $63,000, respectively. 

Stock Option Plans 
Under the Company's 1974 qualified stock option plan, options 
may be granted to officers and employees to purchase an aggre- 
gate of 30,000 shares of commom stock to March 12, 1984, at 
prices not lower than the fair market value at dates options are 
granted. In accordance with terms fixed by the Board of Direc- 
tors, options become exercisable in three equal annual install- 
ments commencing one year from date of grant and in all cases 
expire five years from date of grant 
The Company had a similar stock option plan which expired in 
1973. Options granted under that plan expire no later than 
1978. 
The Company also has a nonqualified stock option plan, whi 0 
expires in 1981, under which options to purchase an aggre- 
gate of 30,000 shares of common stock may be granted to 
officers and employees at prices not less than 75% of the fair 
market value at the date options are granted. In accordance 
with terms fixed by the Board of Directors, options become 
exercisable in three equal annual installments commencing 
one year from date of grant and in all cases expires~JgRg@ 
five years from date of grant. 

- 7  ' S F  1 ., . ,-. 1 --w . 
At December 31, 1977, options for 10,200 and 23,000 shares 
are available for future grants under the qualified and non- 
qualified plans, respectively. 
Certain information with respect to options granted under all 
plans is as follows: 

Number of shares 

1977 - 1976 - 
Shares under option at January 1 - 

$1.00-2.25 a share 29,000 37,700 
Granted - $3.00, 1977; $1.50, 1976 11,400 1 , m  
Exercised - $1.00 a share ( 600) ( 500) 
Cancelled - $1.00-2.25 a share (11,300) ( 9,200) 
Shares under option at 

December 31 - $1.00-3.00 * ,-*44 
28,500 29,000 

.-$bT 

At December 31, 1977, options for 16,000 shares were exer- 
cisable, 
No charges were made to income in connection with the afore- 
mentioned stock option plans since all options granted in 1976 
and 1977 were at market. 



Computer Equipment 
Effective January 1,1977, the Company contracted to provide 
computer processing services to a customer for a p e a  of five 
years (subject to cancellation by either party after Decem- 
ber 31,1978 upon twelve months written notice). The Com- 

y purchased computer equipment previously used by the ip 
iustomer to perform these services in the amount of $100,000 
in 1976 and $303,000 in 1977. During 1977, the Company 
entered into sale and leaseback transactions for the aforemen- 
tioned equipment with a bank ($248,000) and a partnership 
consisting of four offiddirectom of the Company ($225,000). 
No gain or loss resulted from the aforementioned sales. The 
lease with the partnership is cancellable by the Company on 
the same terms as those between the Company and its 
customer. 
Long Term Sales Contract 
In July, 1977, the Company entered into a contract to develop 
Company Operations 

a computer system for a customer. Under the terms of the con- 
tract, the Company is to purchase the computer equipment 
(for subsequent resale to the customer), and provide the 
necessay software to make the system operational. The con- 
tract provides for compleUon of the system by January 31, 
1979 with a payment schedule by the customer of approxi- 
mately $21,000 per month, without interest, from August, 
1977 through Januay, 1983. The Company is recognizing in- 
come on this contract under the percentage-of-completion 
method, based on the estimated man hours to be expended, 
after discounting the contract amount ($1,413,000) to the pre- 
sent value of the scheduled payments. The customers recent 
year end finandal statements indicate a net operating loss and 
a highly leveraged debt to equity ratio. The customer has met 
all monthly payments to date, and, in the opinion of manage- 
ment, should continue to be able to do so. The Company holds 
a collated interest in all equipment furnished to the customer 
until its full payment under the contract is obtained. 

Information about the Commnv's operations in different industries for the year ended December 31, 1977 is as follows: 

Consulting, 
Programming Computer 

& Management Busliness Equipment 
Services F m s  Sales Consolidgted 

Sales to unamtmtea cwtomm 
Operating profit 
General c o p m t e   ex^^ 
Income before k o m e  taxas 

c entihble assets 
ddiiions to fixed assets 

Depreciation expense 

The Company operates in three indWes: conwlting, pro- Revenues arising from numerous cantradg with a group of 
grarnming and management services; distribution of special- customen under common control account for $1,341,a00 and 
bed business forms; purchase and resale of used computes $396,000 of the sales of consulth.rg, programming and man- 
and peripheral equipment ergemsnt service industry and the business fom Industry, 
Identifiable assets by industry are those mts which are used respectively. 
in the Company's operations in each industry. 

REPORT OF INDEPEMDENT CERTWIED PUBLIC ACCOUNTANTS 

To the Board of Directors and 
Stockholdem of AGS Computers, Inc.: 

We have examined the consolidated balance sheets of AGS Computers, Inc. and subsidiaries es of December 31,1977 and 
1976, and the related statements of incams and retained earnings and changes in financial position for the years then ended 
Our exarnitkations ware made in accordance with ganemlly accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing produrn as we considered necessary in the circumstances. 
In our opfnbn, the c ~ d i d a t a d  fhnandal statements referred to above present fairly the financial position of AGS Computers, 
Inc. and ~bslrfigrles at December 31,1977 and 1976, and the r e s h  of their operations and the changes in their financial 

FI . ' - position for the years then ended, in conformity with generally accepted accounting principles applied on a consistent basb. 
L I ,  11," 
Y I 
,I" :<' 

C Newark, New Jersey 
February 14, 1978 

COWERS & LYBRAND 
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