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FINANCIAL HIGHLIGHTS

Decision Data Computer Corporation, established in Iate 1969, is a
multi-national company engaged in the design, manufacture, sale
and lease of data entry equipment, data communications systems,
computer peripherals and peripheral sub-systems. These products
are used by thousands of companies in diverse industries for a
variety of purposes relating to data processing.

The results of the first five years of the Company’s operations are
graphically illustrated in the charts below and in the five-year summary which follows.

Losses in the early years reflect initial product development, manufacturing and marketing
start-up costs, all of which were written off as incurred. After commencement of
manufacturing, favorable revenue and income irends began, resuilting in achievement of the
Company's first full year of profitable operations in 1974,
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{0 date. However, expansion and
growth pians are being controlled so
that appropriate action can be taken
should circumstances reguire. In
some respects the current economic
situation heips Decision Data as cus-
tomers and potential customers dre
|ooking for ways to improve opera-
tians through use of their computers.
The ability of our data entry products
to do more for less cost provides a
caompelling appeal,

While the Company's operalions are
generating a positive cash flow, we
have not as yet achieved a desired
balance between the leasing and sale
elements of our business: The unfav-
orable economic climale and, more
particularly, IBM's pricing policies
which encourage |easing rather than
purchase. have limited our ability to
realize a more significant level of
end-user sales:

Our leasing business, a foundation for
future growth, requires financing. Dur-
ing 1874, our lines of credit with three
banks were extended 1o §16,000,000
and the Company continugd 1o Use
third ‘party lease saleg to support its
growing end-user lease business. In
December 1974, our Canadian sub-
sidiary entered into a loan agreement
for $2.000,000 with The Royal Bank
of Canada to finance the leasing of
Decision Data equipment to custom-
ers in that country. The Company is
separating i1s leasing business to par-
mit a clearer definition of its lease
financing requirements. With the as-
sistance of a major investment bank-
ing firm, negotiations are under way
with several institutions to obtain sub-
stantial debt financing for this activity,

International operations moved ahead
during the year. Sales and ‘service
subsidiaries were established with
offices in selected major cities of
Franee, Germany and the United
Kingdom. However, marketing agtivi-
ties in Europe have net grown as
rapidly as originally intended, The
currenl economic -situation on the
continent has been a cause for some
delay in starl-up efforts. Plans to ex-
tend and intensify efforts in this mar-
ket have been activated. While the
start-up phase was more difficult than
anticipated, shipments from our Euro-

pearn manutacturing affiliate, Intefna-
tional Engineering-Limited, (IEL), are
rising. ‘Sewveral ‘actions have been
taken to further improve results. On
September Sth, the IEL Board of Di-
rectors was reorganized and in-
creased from three fo five members
Peter A. Simms and Lewis R, Merrit
were elected 1o the board, with Mr.
Simms elected chairman. He is Presi-
dent of Gamble Simms Steel Limited,
Morthern Ireland, and is a prominent
businessman of proven abilities, Mr.
Merritt, Decision Data’s Corporate
Vice President for Manufacturing
Operations, was responsible for es-
lmblishing our LS. manufacturing op-
erations. In addition, a member of Mr.
Merrilt's stalf has been assigned to
the EL plant to helpprovide a continu-
ing source of managemen! support
and 1o [unher stirnulate improvements
in cperations.

We strengthened both our Board of
Directors and management organiza-
tions in 1874. Dause L Bibby, Chair-
man of Stromberg-Carlson Corpora-
tien, with his extensive experience in
the computer and communications
figlds, is a most valuable addition 1o
our Board. Key members have been
added to the management team in the
financial, manufacturing and opera-
lions areas: Each of these additions
is aimed at bullding a stronger organi-
zation for the long term with special
emphasis on the end-user market-
place,

We laok forward with optimism in the
marketing area. Industry studies con-
clude that U5, data processing in-

dustry revenues will double In five
years ta$40 billion and that the small
1 peripherals market will grow
tweniy-fold in ten years to annual
sales of 35 billion, We have every in-
tention of 'participating in this growth
and in capturing a larger share of the
market. The opporiunities facing us
are many. With our growing customer
base, the long-term revenue poten-
tials of our products in the end-user
marketplace, new producis-under de-
zlopment 1o meet prasent and
erging needs and the anticipated
availability-of a substantial source of
lease financing. we are well posi
tioned 1o take advantage of these
cpportunities.

The stuccess we have achieved in
1974 due to the skill, loyalty and
dedication of the entire Decision Dala
team and the supporl of cur stock-
halder family. On behalf-of the Board
of Directors, | extend to all of you our
profound appreciation

A o

Loren A, Schultz
President and Chairman
of the Board

February 14, 1975

Anew markeling brochure s enclosed
with this annual report. We hope it will
halp vou better understand the-activi-
ties and products ef Decfsion Data
Computer Corporation.

Decision Data Cormpuier Corporation’s Board of Qirectors (! to r) Carl W.Stursberg, Jr., Howard Bernard,
Loran: A Schultz, Thomas L. Richardsen, Douge L, Bibby, Framk H. McPherson, John F. Manning.



Decision Data Compuier Corporation
Five-Year Financial Summary
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COMMON STOCK MARKET DATA

The quarterly high and low price range reported by Standard and Poor's Corporalion for the
Company's common stock, which is traded in the Over-the-Counter Market, is set forth in the
table below. All prices shown are bid prices. The NASDAQ symbol for Decision Data Computer
Caorporation common stockis: DDCC,

Year Ended Year Ended
November 30, 1974 December 1, 1973
High Low High Low
LB G G F T e o o S 10% 5% 39 2002
Secord Quarter ., [ oo, Lo 3% T 22% 9%
s L= B0 1T =) S SR 7 3% 16 TVa

Fourth Quarter .. ... ... . . . _ .. _ 5%a 2% 16 &l



Decision Data Computer Corporation
and Subsidiaries

Consolidated Balance Sheets
November 30, 1974 and December 1, 1973

ASSETS
CURRENT ASSETS:
Cash—including time deposils of $337.000 in 1973 (Note 2) e & 1,531,000 4 1,383.000
Receivables
T s e ] s e o A s 2P P R A e b N 10,221,000 5,031,000
For'iaign suiE{Fou e e S R g AT 1,892,000 275,000
Current portion of long-term receivables (Note3) .. v vnserae e 530,000 72,000
12,743,000 5,378,000
Eess IasaryESy L S ie e a ae 310,000 150,000
12,433,000 5,228,000
Imventoriessiete P s a e T S i e e S e i S 11,879,000 8.213.000
27C S0 ) o oo S SOOI .| L Ty e 437,000 805,000
o By T N o e e ~ 26,380,000 15,127,000
LeNG-TERM REGEIVABLES ((NOte'8) —s sl s sl s g i e o s 2,401,000 327,000
RENTAL EQUIPMENT, at cost—|ess accumulated depreciation
of $2:028,000cand - S 1033000 (Mete 1) .. sn s e e B 9,981,000 7.802.000
PROPERTY, at cost: (Nole 1)
R 17 b e o e e e S e S e S s 1,975,000 1,106,000
KMachinery and EguUIPMBAL .« «ivs s sirs s = =i s e # s 1o 461,000 360,000
Erienitre and fMiNes] BEe, e vt i e s e e e e s 291,000 207,000
2,727,000 1,673,000
Less—Accumulated depreciation-and amorlization .0 oo s 1,186,000 513,000
1,541,000 1,060,000
INVESTMENTS, al cosl, inciuding foreign affiliate (MNote 4},
o eaager [ T o7 0 = Wk a5 9 T I 82 1 TR SO e R S _ 962.000 753,000
DEFERRED MARKETING COMMISSIONS, ETC. (Note 1) ... ........ .. e 365,000 257 000
$41,630,000 §25,326.000
LIABILITIES AND STOCKHOLDERS’ INVESTMENT
CURRENT LIABILITIES:
Notes payabletobanieablole 2y s o s s S e $16,000,000 $ 6.600,000
Current portion of long-termdebt (Note 2) . . o s i saimis i oo 406,000 64,000
Accounts payable trade . ...o00 s o e e e B 6,716,000 3,985,000
Accounts payable foreign affiliate (Noted) . oL oo cavaioia s 1,172,000 —
ASthTe e BreEe S e S e N s e e e A 2,556,000 1,180,060
Current portion of deferred reverue(Note 1), .. ... ..o e e 251,000 140,000
Gyt el g gorr el Lo ) st e et s L S i e L EoA S SO " 27,101.000 11,879,000
LONG-TERM DEBT, net of current portion above (Note 2) - .. ..o e 1,620,000 2,008,000
BEFERBED REVEMUIE (Mote 1) s s sl s e e arillataai 184,000 150,000
COMMITMENTS AND CONTINGENGIES (Nate 5
STOCKHOLDERS' INVESTMENT: (Naotes 2, 5. 6and &)
Comman Stock, $.10 par value, authorized 8,000,000 shares,
ouistanding 3,736,284 shares in 1974 and 3.720.316 sharesin 1873 .. . . 374,000 372,000
Captalinercess GEarNEINa:, oo e e e 17,063,000 17,042,000
e e T TTE e e R S B T e L o S (4,712,000) (8,223,000)
12,725,000 11,191,000
$41,630.000 $25,326,000

The accompanying notes are anintegral part of these statements.



REVENUES:
Net sales (Nate 9)
Rentals and service (Mote 1)

COST AND EXPENSES:

Cost of revenues—including depreciation on rental equipment . ... .. .
Engingering, desian and product developmen! costs (Note 1) ....... ey

Selling, general and adminisirative
Interest BXPONSE. i an viste s i

Met Income (loss) before income taxes and extracrdinary item

PROVISION FOR INCOME TAXES (Nate 7) .

Net Income (loss) before extracedinary item

EXTRAORDIMNARY ITEM:

Reduction of income taxes due-ta nel operating loss carryforward

NET INCOME (LOSS)

Decision Data Computer Corporation

and Subsidiaries

Statements of Consolidated Operations
For the Fiscal Years Ended November 30, 1974 and December 1, 1973

EABNINGS (LOSS) PER COMMON SHARE (Note 1}

Primary—
Before extraordinary item

Met Income (loss)

Fully Diluted—
Before extraordinaryitem .. .. ... ;

Net Incorme

BALANCE, NOVEMBER 30, 1972

Proceeds from sale of common stock,

net of related expenses

Proceeads from employee stock options

exercised (Note B)

Proceeds from employee stock purchase

plan (Note 8)

Met loss

BALANCE, DECEMBER1,1973 ...........
Proceeds from employee stock options

exercised (Note 6)

e Incane e e 5

BALANCE, NOVEMBER 30, 1974 ... .... .

____________________________________ 3

1974 1973
$33,879,000 $15,399,000
6,728,000 3,062,000
40,607,000  18,461.000
28,748,000 13,947,000
1,405,000 1,237,000
6,779,000 3,673,000
1,919,000 490,000
38,851,000 19,347,000
,,,,,,,, 1,756,000 (886,000)
1,017,000 e
........ 739,000 (886,000}
....... 772,000 —
$ 1,511,000 S (886,000)
——
$ 40 §  (.25)
........ $ .20
$ 39

Statements of Consolidated
Stockholders’ Investment
Forthe Two Years Ended November 30, 1974

Common Stock

Capital in
Number Excess of Accumulated
Of Shares Amount Par Value Deficit

_______ 3,130,000 5313.000 £10.100,000 5(5,337.000)
....... 500,000 50,000 5,723,000 —
....... 82,000 8.000 123,000 —
....... 8,000 1,000 98,000 —-
....... = - -- (856,000)
....... 3,720,000 372,000. 17,042,000 (6,223,000)
....... 16,000 2,000 21,000 —
— = = 1.511,000
Lt s 3,736,000 $374,000 $17.063,000 (4,712,000}

The accompanying notes are an integral part of these statements.



Decision Data Computer Corporation

and Subsidiaries

Statements of Consolidated Changes

in Financial Position

For the Fiscal Years Ended November 30, 1974 and December 1, 1973

WORKING CAPITAL WAS OBTAINED FROM:
Operations—~Net Income (Loss) before extraordinary item .. ..o.o0.nvns
Expenses not requiring current cash outlays:
Depreciation on rental agquipmmant ol RS B o e
Other depreciation, amortization and non-cash charges .. ... ... ...

Extraordinary item—credit against federal incometax ., . ... .o 0o,
Working capital provided from operations . .0 i oo e neniinns AR
Net biook value of rental machines Sl | . . .. .0 e e nms

Reduction of installment receivables resulting from repayments and
transtars o capenb poriioniiei s ea st Rl

Sale of common stock net of related expenses © .. ... ... ..0oiiannn..
Additionstodeferred revenUBS . ... . ... . . e
Exercise of employee stock optons . . ..o e i e e e
Exercise of employee stock purchaseplan ...... ... ... ... .. ....
Additional long-lefrm borrowings ... . ... o e e e e

WORKING CAPITAL WAS USED FOR:
Additions to rental BgUIPIMENT .. . oo vu i icen e oo ce s cmmis e
e T 0 T0T 28 CotaTamlat ol 1Yl LR e e T e e
o ¥ TR [ o e o
Increase NIAVESIMENTS < .y .. cawiin s s vsnsns cawns s
Reduction of long-term debt resulting from repayments and
R ORI LT T o) e e e

Increase in'instaliment receivables .. .o i ouiiiuiiansaei oo
Amortization of deferred revenues including transfers to current portion . .

INCREASE (DECREASE) IN WORKING CAPITAL ... ... ovtiiiiiiiioaan.

WORKING CAPITAL CHANGES:
Current assets—increase (decrease)
A e e R T e

Current liabilities—increase (decrease)

Metes pavable co ot s e e e e e s
Gurrent portion of leng-termdebt - oo ou v i oL s i A
G #ilasiaol e e L A e S S e e e ) S e
Accounts payable foreign affiliate . . _ .. e
AGCIUBH BXPBISES: | . | . e vinsrirs ne e e i ne ae et e
Current portion of deferred reVBRLE . . . . . oot it e e e

INCREASE (DECREASE) INWORKING CAPITAL _ . ... ... ... ............

1974 1873
$ 739,000 $ (886,000
1,267,000 748,000
874,000 420,000
2,880,000 282,000
772,000 —
3,652,000 282,000
1,758,000 —
1,357,000 286,000
= 6,773,000
386,000 290,000
23,000 131,000
— 97,000
20,000
7,196,000 7,858,000
5,204,000 4.940,000
1,054,000 762,000
114,000 160,000
504,000 753,000
406,000 63,000
3,431,000 613,000
352,000 140,000
11,065,000 7,431,000
$(3,869,000) § 428,000
$ 148,000 1,187,000
7,205,000 3,711,000
3,766,000 4,857,000
134,000 (32,000)
11,253,000 9,723,000
9,400,000 5,850,000
342,000 {15,000)
2,731,000 2,706,000
1,172,000 —
1,366,000 E14,000
111,000 140,000
15,122,000 9,295,000
$ (3,869,000) $ 428,000

The accompanying rnotes are an infegral part of these statements.



Decision Data Computer Corporation and Subsidiaries
Notes to Consolidated Financial Statements

1. ACCOUNTING POLICIES:

Consolidation Policy

The accompanying consolidated financial statements of Decision Data
Gomputer Corporation nclude the accounts of all subsidiaries. All ma-
terial intercompany accounts and transactions have been eliminated
in consalidation.

Inventories

Priar to 1974 inventories had been consistently priced at the lower of
average cost or market. In 1974, the Company began pricing inventories
at the:lower of FIFQ cost or market. The effect of this change on reparted
operating results is:insignificant.

A substantial portion of the inventories will be transferred to rental
equipment when production is completed. Recovery of a portion of such
costs will extend beyond one year.

Beginning and ending inventories used in the computation of cost of
goods sold for the years ended November 30, 1974 and December 1, 1573
are as follows:

e

Raw materials and

purchased components $ 7,541,000 §5B816.000 $2371,000

Work in process . ... ... 3,693,000 2,397,000 936,000
Finished goods . ... . 50000 — 49,000
§11979.000 §8.213,000 §3.356,000

“Principally international subsidiary

Depreciation

Rental equipment and property are stated at cost. The Company pro-
vides depreciation using the straight-line method, The estimated lives of
the property for financial reporting purposes are as follows:

Renfal equipment . Gto 7 years
TOOlNE e e v .. -3 yeATS

Machinery and equipment . ... . ... ... ... ... . Sto8years
Furniture and fistures ... .. . 5108 years

For income tax purposes the Company has, for certain assets, elected
longer lives than those used for financial accounting purposes.

At the time property is retired or ptherwise disposed of, the applicable
amounts are relieved from the assets and related accumulated deprecia-
tion accounts. Any gain or loss on disposition is recorded in the income
actounts.

Investment Credit

It is the Company's policy to record investment credit as a reduction
of the federal income tax provision in the year the benefit is realized. As
of November 30, 1574 the Company had an investment credit carry.
forward of approximately $501,000 which expires as follows: $24,000 in

1978, $214,000 in 1979, $167,000 in 1980 and $36,000 in 1981,

Rentals of Equipment

The Company leases its products under 1, 3 and 5 year lease contracts.
Rental revenue under 1 and 3 year leases is recorded using the operating
method, whereby rental revenue is recognized over the life of the lease
and the rental equipment is depreciated over its estimated useful life.

Rental payments due on the unexpired portion of leases on Company
owned equipment (excluding 5 year leases) were $7.780.000 as of
Navember 30, 1974,

For financial accounting purposes rental revenue under 5 year leases is
recorded using the financing method, whereby the discounted present
value of the required lease payments is recognized as a sale and the cost
of the product is charged to income at the time the lease commences.
Revenue from financing leases recorded as sales was $1,131,000 in 1374,
For income tax purposes, revenue under 5 year leases is recorded using
the operating method.

Engineering, Design and Product Development Costs

The Company has consistently followed the policy of expensing all engi-
neering, design, and product development costs as incurred,

Earnings (Loss) Per Comman Share_

Frimary earnings per share in 1974 are based on the weighted aver-
age number of common shares and common share equivalents (stock
oplions) outstanding—3, 776,300 shares.

Fully diluted earnings per share in 1974 are based on the weighted
average number of common shares and common share equivalents and
the equivalent shares that would result from the conversion of the sub-
ordinated convertible note. Interest expense on the convertible debenture
has been added back to net income in computing fully diluted earnings
per share.

Due to an operating loss, the computation of net loss per share in 1973
does not include the exercise of outstanding stock options or the conver-
sion of outstanding debt since the effect would be anti-dilutive, Loss per
share was computed vsing the weighted average number of shares out-
standing during the year (3,498 063).

Deferred Revenue

(ne of the Company's third party leasing arrangements involving three-
year term leases provides that the purchaser pay a fee for maintenance
and administration services to be performed by the Company during the
initial three-year lease term. This fee, which is paid at the time of the
sale, is deferred and then amortized over the term of the leases.

Marketing Commissions

The Company defers commissions on rental contracts and amortizes
them over the life of the related lease. Commissions on all sales are
charged to income currently.



2. DEBT:

Long-term debt consisted of the following:

November 30, Decembei I,
1974 1973

Subordinated convertible note bearing
interest at 2159, above prime rate due
Decemnber 31, 1973 with interest

payable quarlerly ... ... .. ... .. .. § 500000 § 500,000

Subordinated notes payable bearing

interest at 2249 above prime rate due

in quarterly installments of $200,000

starting June 30, 1975 to December

31, 1975 and in quarterly installments

of $75.000 thereafter ... ... ... $1,500,000  §1,500,000

I e ., e 26,000 70,000
$2026,000  $2070,000

Less current porlion 406,000 64,000
$1,620000 52,006,000

The subordinated convertible note is convertible at any time, in whole
or in part, into a maximum of 190 400 shares of the Company’s common
stock. Both subordinated notes (32,000,000) are subordinated to un-
secured bank loans of $1,500,000, and restrict the Company from paying
cash dividends unless certain conditions relating to.net income are satisfied.

The Campany has entered into an agreement with several banks which
enables the Company ta borrow up to 2 maximem of $16,000,000 under
an unsecured Ime of credit with interest at 1% to 134%; above prime
rate; The agreement requires that cerfain working capital and stockhold-
ers’ investment levels, as defined, be maintained and limits future invest-
ment and borrowing activities. In addition, the Company has agreed o
pay a commitment fee of 14 of 1% on any unused portion of the com-
mitment and has informally agreed to attempt to maintain a compensat-
ing cash balance equal to 109 of the tatal line of credit plus 10%, of any
amount borrawed. To the extent that there are deficiencies in such
compensating balances, the Company must pay interest on such de-
ficiency at the then current rate.

The maximum amount of short-term borrawings outstanding during
1974 was $16,000,000, and the approximate weighted average interest
rate during the year was 14%, which rate is an annual average based
on weighted month-end averages, The average interest rate for short ferm
notes payable to banks outstanding as of November 30, 574, was
approximately 129,

As of November 30, 1974, a European subsidiary had an open, unused
line of credit of $187.500_ In December, 1974, a 2,000,000 line of credit
was obtained to finance the leasing operations of the Canadian subsidiary.

3. LONG-TERM RECEIVABLES

Instaliment receivahles arise from five year leases recorded under the
financing method and the sale of equipment under the Company's de-
ferred payment plan, Under the deferred payment plan, the purchaser
pays the net sales price (list price reduced by the down payment and
rental credits, if any) and the finance charge by making 60 equal monthly
payments. At November 30, 1974 and December 1, 1573, installment
receivables consist of:

194 1573
Gurrent  Long-Term Current  Long-Term

Deterred Fayment

Plan . ... .. $506,000 $1,847,000 $106,000 $393.,000
Unearned Finance
Charges .. ) (167,000)  (291,000) (34,0000  (66,000)
339,000 1,556,000 72,000 327,000
5 year leases 302000 1,041,000 — —
Unearned Finance
Charges - (111,000)  (196,000) —_ —
191,000 845,000 = =
353'}.0@_ $2,401,000 5 72000 §327.000

4. FOREIGN INVESTMENTS:

In June 1973 the Company’s international subsidiary entered into ‘an
agreement with the Northern Ireland Ministry of Commerce (Ministry)
whereby the Company will conduct manufacturing operations in the
facilities of International Engineering, Ltd. (IEL) lacated in Northemn
Ireland.

Under the terms of the agreement the Company purchased from the
Ministry 600,000 shares (15%) of |EL common stock for $§192.000 and
a 4% convertible note due June 4, 1978 for $449,000. The note is con-
vertible by the Company into an additional 1,400,000 shares (35%) of
IEL or callable by the Ministry,

The agreement also provides for the Ministry to make certain grants
to |EL over a three-year period. For the year ended September 30, 1974
IEL's net loss (unaudited), net of grants of $2,300,000 was approximately
$4,300,000 and at that date |EL had a nel book value (unaudited) of
approximately $800,000.

During the year ended November 30, 1974, the Company's interna-
tional subsidiary purchased from 1EL $1,524,000 of equipment and as of
November 3(0. 1974, had a balance due [EL of $1.172,000. Further, IEL
purchased from the Company parts in the-amount of $5,427,000 and had
2 balance due the Company of $1,992,000 at November 30, 1974

5. COMMITMENTS AND CONTINGENCIES:

Rental expense under all long-term lease agreements amounted to
$332,000 in 1974.and §$151,000 in 1973,

The approtimate rental commitments under afl long-term leases are
a5 follows:

TOTAL LEASES

Non-Capitalized
Financing Leases

Manufacturing  Machinery Sales

Fiscal and Office and Office
Period Facilities  Equipment  Facilities Total
1975 5 275,000 § 59,000 $ 62,000 3 396,000
1576 215,000 59,000 50,000 384 000
1977 275,000 59,000 25,000 359,000
1978 275,000 59,000 7,000 341,000
1979 275,000 59,000 — 334,000
1960-1984 1,375,000 99,000 - 1,474,000
19851944 1,100,000 — — 1,100,000
$3.850000  $394000  §144000  §4,388,000




The present value of non-capitalized financing leases, as defined, based
on a weighted average interest rate of approximately 10%, amounted to
$2.370,000 and $2,100,000 at November 30, 1974 and 1973, respectively.

The impact on net income (loss) if financing leases were capitalized
would not be material in either 1974 or 1573

The Company has two agreements with the chief executive officer of its
international subsidiary, an employment agreement which expires in
1981, providing for a minimum annual compensation of 325,000 plus
certain other allowances, and a 20 000 6% convertible loan agreement
due January 1, 1990, After January 1, 1981 the |oan may be converted
‘into 10 percent of the then outstanding common stock of the Company’s
international subsidiary or is redeemable by either party in cash or in
commen stack of the parent Company. The redemption price is equal to
2 percentage of the accumulated pre-tax net income of the international
‘subsidiary. In the event employment is terminated prior to lanuary 1,
1981, the note redemption price will be a pro rata portion of the above
computation.

In January, 1974, the Securities and Exchange Commission commenced
a private investigation regarding possible violation by the Company and
others of the Securities Act of 1933 and the Securities Exchange Act of
1934, No charges have been made against the Company and the manage-
ment of the Company does not know of any violation of the federal
securities laws by the Company. In the opinion of the Company’s manage-
ment and counsel for the Company, this investigation will not have a
material adverse effect on the Company's financial position or results of
operations for the periods presented.

6. STOCK OPTION PLAN:

As of November 30, 1974, 139 848 shares of the Company's comman
stock were reserved under a stock option incentive plan which provides
for the granting of options to certain officers and key employees. Included
in these shares wera 127 882 shares reserved for stock options granted
but unexercised at that date. Under the Quaiified Stock Option Incentive
Pian adopted in December, 1969, options may be granted at no |ess than
100 of the fair market value of the common stock at the date of grant.
The options are not exercisable for a period of two years from the date
of grant and then may be exercised in whole or in part within five years
from date of grant.

During the two years ended November 30, 1974 no charge was made
to income for stock options,

A summary of option activity follows:

Average Option
HNo. of Shares Price
w3 M 193
Options granted | .. 54414 47334 3532 $10:59
Dptions exercised .. ... 15,968 82,389 142 159
Options cancelled ... 14,567 2413 10.37 20.90
Options outstanding . . 127,882 104,003 1.87 .36

7. INCOME TAXES:
The provision for income tazes, in 1974, is composed of the following:

USS, Federal Income Taes .. ... ............ .. .. % 172000
State Income Taxes ... 106,000
Foreign . 140,600

$1,017,000

The effective tax rate of 57.9% can be reconciled to the U.S, Federal
income tax rate of 48% as follows:

(Percent of Profit
before income faxes)
1.5, Federal statutory rate oo 4B
State taxes, net of federal tax benefit A
Foreign taxes, in excess of U.S, statutory rate . . 4.6
L e e e e 22
57.9%

Where the Company has permanently reinvested the earnings of its
fareign subsidiaries, no provision has been made for US. income faces
that may be due if dividends are declared out of such earnings. The
amount of such reinvested earnings at November 30, 1574 was approxi-
mately $259,000. Any tax on dividends which may be declared and
received in the future may be substantially reduced by foreign tax credits.

The Company had losses available for carryforward of approximately
$5,700,000 as of November 30, 1974, Of this amount, for federal income
tax purposes, approximately $1,600.000 results from employee premature
disposition of stock acquired under the Company’s stock option incentive
plan. To the extent any portion of the $1,600,000 tax benefit is realized
in fulure periods, the sesultant credit would be to capital in excess of
par value.

Within the limitations and requirements of the Internal Revenue Code,
the Company may use these losses to reduce its future federal taxable
income, if any. These losses expire as follows, $380,000 in 1976,
$3,300,000 in 1977, $1,500,000 in 1973 and $120.000 in 1979,

For financial reporting purposes, the Company's carryforward is ap-
proximately $5 600,000 as of November 30, 1974, Timing differences in
claiming deductions (principally depreciation and accounting for lease
revenue) account for the difference between the book and tax: loss-
carryforwards.

8. EMPLOYEE QUALIFIED STOCK
PURCHASE PLAN:

| January, 1972 the Board of Directors adopted an Employee Qualified
Stock Purchase Plan for substantially all employees: The Plan authorizes
the issuance of up to 50,000 shares of comman stock through options
which are granted at a price equal to 85% of the fair market value of the
stock at the date the option is granted. The Plan provides for payment
through payroll deductions limited to a maximum of 109 of the em-
ployee's base pay as of the date of grant with options being exercisable
12 months after the dale the options are granted, provided the optionee
is then an employee. As of November 30, 1974, 7,735 shares of common
stock have been issued under this Plan.

9. SALES TO SIGNIFICANT CUSTOMERS:

Pursuant to an agreement with Burroughs Corporation (“Burroughs™)
to purchase a minimum of 7500 units of the Company’s products,
Burroughs has purchased approximately $25,193,000 of products as of
November 30, 1974, at which date the minimum purchase commitment
has been met. Sales to Burroughs constituted approximately $16,251,000
(4895 ) and §$6,776,000 (449 of the Company's net sales in 1974 and
1973, respectively,

During 1974 the Company sold, without recourse $7, 164,000 (219 of
net sales) of products to third party leasing companies. The Company has
also entered into agreements with the feasing companies to remarket,
for a fee, units coming off |ease. This remarketing is on a best efforts,
no pricrity basis. For an additional fee, the Company also has agreed fo
peeform certain maintenance and administeative functions relating to the
units 5o0ld to the leasing companies.



AUDITORS’ REPORT

TO THE STOCKHOLDERS AND BOARD OF DIRECTORS
QF DECISION DATA COMPUTER CORPORATION

We have examined the consolidated balance sheets of DECISION DATA COMPUTER
CORPORATION (a Pennsylvania corporation) AND SUBSIDIARIES as of November 30, 1974,
and December 1, 1973 and the related statements of consolidated operations, stockholders'
investrment and changes in financial position for the years then ended. Our examinations
were made in accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

Inour opinian, the consolidated financial statements referred to above present fairly the
financial position of Decision Data Computer Corporation and Subsidiaries as of November
30, 1974, and December 1, 1973 and the results of their operations and the changes in finan-
cial position for the years then ended, in conformity with generally accepted accounting
principles consistently applied during the periods.

ARTHUR ANDERSEN & CO.

Philadelphia, Pa.
February 5, 1975

ANNUAL MEETING

The Annual Meeting ot the Stockholgers ol the
Decision Data Compurm Corporation will be
convened at 2 p.m. on Friday, March 14, 1975,
af the Blair Mill Inn, 20472 Village Drive, Hor-

sham, Pennsylvaria.
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