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INFORMATION

It's the true lifeblood of every company. From employees  information edge. Because they know it’s about much
> products to customers and partners, information is the  more than just managing and maintaining their data

assets. It's about being able to integrate and mobilize
these vital data sources so they are accessible to the
extended enterprise workforce. By doing

snerate considerable cost savings and increase
icigs on a global scale.







John 5, Chen
Chairman, CEQ
and Preasident

A letter from John Chen

Dear fellow stockholders, customers, partners and employees:

As the Unwired Enterprise evolves and matures, organizations are generating and storing information at
an unprecedented rate. This challenge is building opportunities for companies that can stay on top of their
data and transform it into accessible and vital information assets that create a competitive advantage. It's
an “Information Edge” that only Sybase can deliver. And as the largest global enterprise software company
exclusively focused on managing and mobilizing information, Sybase is perfectly positioned to lead the way.

Market validation of this information management approach can be seen in our financial results from the
past year. Across all areas of the company, our commitment to the enterprise database management market
is paying great dividends as we extend our expertise to the “points of action,” or front lines. Overall, revenue
for the year increased slightly to $788.5 million. License revenue remained strong at $275.9 million, and we
have remained solidly profitable on a GAAP and pro forma basis.

Across our business units, we continue to gain ground by delivering innovative solutions. In our Information
Platform Group, we are seeing indications of market share gains for our database business in both the Asia-
Pacific and Eastern European regicns, and certain vertical markets including Financial Services and Technology.




Our information mobility unit, Sybase iAnywhere, posted solid revenues of $19 million for the year (a 29 percent
improvement over 2003), which represented approximately 15 percent of Sybase’s total revenue. For the third
consecutive year, iAnywhere was named by IDC as the leader in the mobile middleware market.

Our online retail banking business, Financial Fusion, performed well through additions to existing solutions
and new customer wins in North America and abroad. For the year, Financial Fusion increased total revenues
by 33 percent to $27 million.

Our financial position remains very strong. At the end of 2004, we had a cash investment balance of $521.6
million with no long-term debt. Our cash flow from operations reached $176.2 million. We also repurchased
a total of $115.5 million worth of company stock. After the year closed, we completed a $460 million private
placement of 1.75% convertible subordinated notes and repurchased an additional $125 million of company stock.
This transaction adds approximately $325 million to our balance sheet and gives the company the financial
strength and flexibility it needs to move quickly in a highly competitive, consolidating software market.

Celebrating 20 years of innovation.

Now, 20 years later, we continue to set the standard for information management and information mobility.
We set new benchmarks for scalability and workload performance with Sybase IQ and Sun’s platform
technologies, becoming the first company to break the one trillion row barrier. AvantGo also reached a significant
milestone, surpassing one billion subscriber syncs. Along with AvantGo, our recent acquisitions of XcelleNet
and Dejima strengthen our industry expertise and leadership in the mobile market.

2004 was the most prolific year in our history for new product development and introductions. Not only did
we strengthen our traditional products with major new releases, we also delivered a complementary set of new
products including vertical solutions for Corporate Banking; heterogeneous data services products such as Mirror
Activator, Dynamic Archiving and Dynamic Operational Data Store; liquidity solutions including Unwired
Orchestrator and Real-Time Data Services, mobility solutions such as RFID Anywhere, Answers Anywhere and
QAnywhere; and application development tools like DataWindow.Net. In the second half of 2005, we will introduce
the significant and much-anticipated release of our flagship database, Adaptive Server Enterprise (ASE) 15.0.




Our strong product portfolio is also generating
significant interest from our partners. SAP recently
completed the port of their Business One solution
to the Sybase ASE platform. We believe that this
relationship will help us penetrate the high-growth
small and medium business (SMB) market. We've also
expanded our relationship with IBM to jointly sell
Sybase ASE on the IBM OpenPower Linux platform.
This partnership will enable us to tap into the
growing demand for open-source solutions, gain
awareness with IBM’s massive customer base, and
also continue our leadership position in the Wall
Street financial sector. Finally, we're collaborating
with other thought leaders such as Intel, Sprint and
Cingular Wireless to deliver information mobility
solutions for enabling the Unwired Enterprise.

It's a testament to our strategic direction and
products when customers such as AOL/Time Warner
reaffirm their commitment to Sybase and expand
their existing solutions. We're just as excited by our
growing list of customers, which includes such
industry leaders as COSCO Logistics of China, Pfizer,
Nielsen Media Research and BNSF Railway Company.

As competition in our market intensifies, we're
focusing on growing our leadership positions. Along
with our top ranking in mobile middleware, Gartner
ranks Sybase #1in mobile databases and we continue
to own the largest data warehouse in the world with
Sybase 1Q.

Others have noticed as well. Sybase has been
lauded with press and analyst awards around the
globe, including Best Linux Database in 2004 from
the readers of LinuxWorld Magazine, NetworkWorld
award for Unwired Orchestrator, Network Computing’s
“Editor’s Choice” and /DG Mobility Product of the Year.

2004 Sybase Industry Leadership

- #1 mobile middieware’

+ #1 mobile database*

- #1in mobile device management enterprise software?
« Greater than go percent customer satisfaction rate*

« The world’s |largest data warehouses®

. One of the largest mobile applications in the world —

AvantGo®—with more than 10 million registered users

IDC, Worldwide Middleware Competitive Analysis 2004 ° Gartner Dataguest *1DC #31745, August 2004 * Survey delivered by Satmetrix in December 2003, percentage of respondents
rating satisfaction with Sybase's averall performance at midpoint or higher * 2003 Winter Corporation Top Ten Program for Largest Database Size and Most Rows/Records for Microsoft
Windows-based systerns using Sybase IQ™ * Source Tower, The Middleware Revolution 7 April 2, 2003, San Francisco Business Times, Sificon Valley/San Jose Business Journal

« LinuxWorld Readers’ Choice and Open Source World

- Largest market share in financial services of pure-play

» One of the best places to work in the Greater San

| feel confident in saying that these awards only serve
to motivate the employees of Sybase even more. As a
company, we are well positioned for growth in 2005 and
beyond. Our focus on key global markets is already
paying dividends, as we're seeing positive momentum
in certain countries like Australia, China, Korea and the
UK, plus signs of recovery in North America. We're also
proud to announce the opening of offices in Pune, India
to better support and penetrate growing markets.
Plus, we're expanding our partner ecosystem of global
OEMs, ISVs, VARs and distributors to extend the reach
of our products to more customers worldwide.

But most of all, [ want to say thanks to all of the
employees of Sybase. It's because of them that we
continue to grow and prosper. Their dedication,
commitment and desire to create a better company
is felt in all the communities we live in. I'm very proud
to announce that the San Francisco Chronicle ranked
Sybase #1in the market for gender and ethnic diversity
and #2 in job benefits, job stability and job tenure.

Through our winning combination of people,
products, customer focus and strategic direction,
we will lead the industry in delivering information
management and information mobility solutions that
create an information edge for customers. We plan to
solidify our lead with innovative new solutions, stronger
partnerships and our expanded global reach. We invite
you to join us. It's going to be an exciting journey.

Sincerely,

John S.Chen
Chairman, Chief Executive Officer and President

Editors’ Choice award recipient: Sybase Adaptive
Server® Enterprise

EAl vendors®

Francisco Bay Area’
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Sybase: Where information management
and information mobility come together.

For more than 20 years, Sybase has been a leader in developing and expanding
innovative database technology for emerging markets. Since our founding in a Berkeley,
California garage in 1984, we have earned the trust of many of the world’s leading
companies for our ability to manage information and deliver unsurpassed levels of data
reliability and security. Because of this trust, Sybase is now the largest global enterprise
software company exclusively focused on managing and mobilizing information from
the data center to the point of action.

With a loyal, global customer base (g5 of the Fortune 100 use Sybase technology) and a
leading presence in key vertical markets including financial services, telecommunications,
healthcare and government, Sybase is enabling customers of all sizes to realize the
“Unwired Enterprise”—where information flows freely and securely within an organization,
whether workers conduct business inside the office or on the road.

Quite simply, our customers’ success has enabled our own. In 2004, we recorded
overal! revenues of $788.5 million and licensing revenues of $275.9 million. And we feel
confident that we will exceed these numbers in 2005,
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Turning database and information management challenges into opportunities.

As we celebrate more than 20 years of innovation, we're known throughout the
business world for our unique ability to turn business challenges related to data into an
information edge for our customers. Cur database focus remains unchanged. However,
it's our ability to securely extend information to mobile users (through Sybase iAnywhere
solutions) that sets us apart. Affirmation of our market leadership comes from long-time
customers like Allianz Australia, Ericsson and AOL/Time Warner, who continue to expand
their Sybase solutions to support more areas of their business.

Optimizing existing investments to release the value of information.

One reason why customers continue to commit to Sybase is because all of our
solutions are based on open, cross-platform technologies to enable existing databases,
applications, middleware and mobile device platforms to work together. By optimizing
investments, companies can better manage and release the value of information from
databases to end-user devices. And in the long run, optimization helps control costs
by ensuring future scalability. Regardless of whether the computing environment is
centralized, distributed, mobile or a mix of all three, our innovative solutions enable
organizations to make better use of data across all locations and lines of business. Our
solutions not only improve data visibility and enable information to be more strategically
focused around customer needs, they also help ensure that vital information is
constantly available and backed up with Wall Street-class reliability.

Linking resources to speed the flow of information.

Meeting today’s demanding market and regulatory pressures is another reason why
organizations choose Sybase. Barclays Global Investors, for example, uses our solutions
to securely deliver real-time financial information and increase query response times
by up to 800 percent. By linking vital information resources across the enterprise and
synchronizing the flow of data, whether online, offline or occasionally connected, our
customers can automatically capture, distribute and deliver information anywhere it's
needed. This streamlined workflow alsc helps companies manage and audit transactional
data and stay in compliance with stringent risk management and regulatory measures
such as Sarbanes-Oxley and HIPAA.

Extending the reach of information to more people in more places.
Sybase is the acknowledged leader in mobile middleware, mobile database and mobile
device management and security, and has years of experience in extending critical




Success Story: Barclays Global investors

Managing more than $1.3 triltion in assets worldwide,
Barclays Global investors (BGI) uses a highly scientific
approach to predict investment trends. Needing a high-
powered solution to manage tables as large as 240 million
rows, BGI chose Sybase 1Q. From the start, the average query
response time improved by 800%. in several cases, queries
that took 20 minutes or more on the old production system
took less than one second on Sybase 1Q.

Now, Barclays is realizing 50-75% improvements in data
compression and significantly reduced DBA costs due to
lower maintenance and administration. And bacause their
solution is running so efficiently, the company is planning on
adding three new applications to the two large ones already
running on Sybase IQ,




Success Story: Allianz Australia

To fill the needs of a new insurance client, Allianz
Australia chose Sybase |Q to create a new data warehouse
with claims processing analytical reporting capabilities.
Using the suite of pre-built business intelligence templates
in Sybase Industry Warehouse studio (IWS), Allianz was
able to design a sofution in just eight weeks.

The results still amaze Allianz’s IT staff. As Scott Wyld,
Allianz project manager exclaims,..we achieved the
complete implementation of our data warehouse
infrastructure, complete with scalability to support our
future needs. This was probably one of the fastest data
warehouse implementations in history.”




information from the core of the organization to decision-makers on the front lines.
Using our open, cross-platform approach, companies can overcome the wide disparity of
technology standards, protocols and platforms that limit access to today's mobile devices.
Users are empowered at the point of action and have vital information at their fingertips,
increasing overall productivity and customer satisfaction.

Creating an information edge for customers.

Throughout the business world, Sybase is providing an information edge for Fortune 500
and other companies. The top 10 global banks and securities firms all rely on Sybase to
deliver and process thousands of financial trades—in real time—on Wall Street and
financial exchanges from Londen to Singapore. In the retail market, department stores
are using Sybase information mobility solutions to eliminate traditional cash registers
(and long lines), enhancing shopping experiences and increasing average ticket sales.

In the government sector, organizations are using Sybase solutions to mobilize its supply
management system, cutting ship inspection times in half and reducing the time to
capture data from one year to two days.

Across Sybase, our business groups cover the database and information mobility
spectrum, ensuring your information is securely managed and mobilized to the point
of action. Our key business units emphasize:

- Delivering leading solutions for information management, development and
integration, along with vertical market packages and solutions. Includes such key
products and product families as: Adaptive Server Enterprise (ASE), Replication Server,
EAServer, Sybase |Q, PowerBuilder and more

- Providing leading mobile middleware solutions such as SQL Anywhere, Afaria,
M-Business Anywhere, Pylon, Answers Anywhere and the AvantGo mobile
internet service

» Developing leading solutions for online retail banking. Products include Financial
Fusion Server, Financial Fusicn e-Finance Suite, GlobalFix and more

2004 was the most prolific product development year in Sybase history. Not only
did we strengthen our traditional products with new releases, we also delivered a
complementary set of new products including Unwired Accelerator, Dynamic Archive,
mFolio and many others.

It's time to take advantage of mobility.

As we move into 2005 and beyond, Sybase is strategically positioned to take advantage
of the exciting, new opportunities in information management and information mobility.
Customers can rely on our database expertise as well as our growing leadership position
in providing innovative information mobility sclutions to help them create their own
information edge. After all, mobility is no longer just a goal, it's a necessary component
of global success. And as leading companies such as Cargill and Nielsen Media Research
have already discovered, Sybase is the one company to help you achieve it—today.

Products released in 2004

New product

Q1

1.1Q125
2.PawerDesigner 10
3.EAServers.o

4. Mach Desktop

5.M-Business Anywhere
Developer Edition

6. Pylon Anywhere 6.2

-O—CO——0O—0O—0O— Major release of in-market product

Q2

7. Real-Time Data Services
8. Dynamic Archive

9. Mirror Activator

10. Afarla Patch Manager

1. Pylon Application Server 6.0

Q3

12. DataWindow.Net

13. PowerBuilder 10

14. ASE Express Edition for Linux
15. Afaria 5.1

16, Afaria Security Manager
for Smartphones

17.5QL Anywhere Studio 9.0.1

Q4

18. Unwired Orchestrator

19. Unwired Accelerator

20.Pocket Builder 2.0

21, PowerDesigner 11

22. Corporate Banking Solution 211
23. Answers Anywhere

23.RFD Anywhere
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Success Story: Cessna Aircraft Company

Cessna wanted to update a 30-year-old IT system so the
company and its customers could be more efficlent, while
staying in compliance with FAA maintenance guidelines.
Repurposing existing systems, Cessna built a Web-based
solution around Sybase PowerBuilder and EAServer that
offered online access and delivered sophisticated reports to
its customers at no additional cost. Now, instead of filling
out paper forms and mailing them in from around the world,
Cessna customers are paying to use the new solution.

The results? Massive cost savings (including $501,000in
mailing costs the first year alone), significant time reductions
in maintenance logging, and total compliance with cument
regulatory guidelines.
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il Definitive Proxy Statement for the Annual Meeting of Stockholders to be
held May 26, 2005 (to be filed within 120 days of Registrant’s fiscal year
ended December 31, 2004 pursuant to Section 14(a) of the Securities
Exchange Act of 1934 (“Exchange Act”)

FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statements that involve risk and uncertainties that could
cause the actual results of Sybase, Inc. and its consolidated subsidiaries (“Sybase”, the “Company,” “we”
or “us”) to differ materially from those expressed or implied by such forward-looking statements. These
risks include the performance of the global economy and growth in software industry sales; market
acceptance of the Company’s products and services; possible disruptive effects of organizational or
personnel changes; shifts in our business strategy; interoperability of our products with other software
products; the success of certain business combinations engaged in by us or by competitors; political
unrest or acts of war; customer and industry analyst perception of the Company and its technology vision
and future prospects; and other risks detailed from time to time in our Securities and Exchange
Commission filings, inciuding those discussed in “Management’s Discussion and Analysis of Financial
Condition and Results of Operations (MD&A)- Overview,” and “MD&A - Future Operating Results,” Part
lI, ltem 7 of this Annual Report on Form 10-K.

Expectations, forecasts, and projections that may be contained in this report are by nature forward-looking
statements, and future results cannot be guaranteed. The words “anticipate,” "believe," “estimate,"
"expect," "intend," "will," and similar expressions in this document, as they relate to Sybase and our
management, may identify forward-looking statements. Such statements reflect the current views of our
management with respect to future events and are subject to risks, uncertainties and assumptions.
Forward-looking statements that were true at the time made may ultimately prove to be incorrect or false, or
may vary materially from those described as anticipated, believed, estimated, intended or expected. We
do not intend to update these forward-looking statements.




PART |
ITEM 1. BUSINESS

Sybase enables the Unwired Enterprise through enterprise, mobile and wireless software solutions for
information management, development and data integration. Sybase solutions provide customers with an
information edge by integrating platforms, databases, and applications, and extending those applications
by moving critical information from data centers to mobile workers through mobile and wireless
technologies. Sybase information management solutions are widely recognized for superior reliability, .
security and openness, allowing easy and effective development in heterogeneous environments. Our
targeted markets include commerce, communications, finance, government, defense, manufacturing,
transportation and healthcare. Sybase was founded and incorporated in California on November 15,
1984, and was re-incorporated in Delaware on July 1, 1991.

Our business is organized into three principal operating divisions, Infrastructure Platform Group (IPG),
iAnywhere Solutions, Inc. (iAS), and Financial Fusion, Inc. (FFI). Both iAS and FFI are majority-owned
subsidiaries. Below is a brief description of the business of each division:

o Infrastructure Platform Group (IPG) focuses on information management with its enterprise
class database servers for mission-critical fransactions, data warehousing and business analytics. 1PG
products provide information delivery solutions including high-availability replication, data movement, and
data and message integration. IPG solutions help enterprises reduce the complexity of managing their
information environment, deliver timely and accurate information to point of action while improving
response times and lowering the total cost of operations. IPG products also increase developer
productivity by providing dramatically easier-to-use tools that cut time and project complexity while
improving collaboration. During 2004, the principai products of IPG accounted for approximately 73
percent of our license revenue.

e iAnywhere Solutions, Inc. ({AS) is a subsidiary of Sybase that enables success at the
frontlines of business and holds worldwide market leadership positions.in mobile and embedded
databases, mobile management and security, and mobile middleware. iAS’s unique “Always Available”
computing model provides online and offline access to the information and applications users need, when
and where they need it most. Millions of subscribers, 15,000 customers, and 1,000 partners rely on iAS’s
award-winning technologies, including SQL Anywhere®, Afaria®, and the AvantGo® mobile Internet
service. We acquired AvantGo, Inc. in February 2003. In the second quarter of 2004 we acquired and are
integrating into iAS, XcelleNet, a developer of mobile device management software and the assets of
Dejima, a provider of natural language technology solutions for mobile access. The principal products of
IAS accounted for approximately 24 percent of our license revenue in 2004.

¢ Financial Fusion, Inc. (FFl) provides banking, payment, cash management, and trade
messaging solutions to more than 200 leading financial institutions. FF} solutions enable banks to provide
account access and payment initiation on behalf of their consumer, small business and corporate clients.
For financial market customers, FFI messaging and integration solutions enable straight-through
processing (STP) of trading transactions. FF| was created to extend the business of Home Financial
Network, Inc. (HFN), which we acquired in January 2000, and to develop certain products formerly within
NEN. The principal products of FFI accounted for approximately 3 percent of our license revenue in 2004.

A summary of financial results for these divisions is found in Note Ten to Consolidated Financial
Statements, Part ll, item 8,

UNWIRED ENTERPRISE

We define the Unwired Enterprise as the free flow of information within an organization, whether inside the
office or on the road. An Unwired Enterprise breaks down information technology barriers and delivers
critical information and applications to employees, partners, and customers anytime, anywhere providing
our customers with an information edge. An Unwired Enterprise is more efficient, more productive, and
better able to capitalize on new opportunities because information is moved to the point of action,
increasing its relevance and enhancing the power of decisions and transactions. Our Unwired Enterprise
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offerings include: Replication Server, Real Time Data Services, Unwired Orchestrator, Unwired
Accelerator, SQL Anywhere Studio and Afaria.

CUSTOMERS

Our customers are primarily Fortune 1000 companies in North America and their equivalents around the
globe. Our targeted markets include commerce, communications, finance, government, defense,
manufacturing, transportation and healthcare. No single customer accounted for more than 10 percent of
total revenues during 2004, 2003 or 2002. In 2004 our customers included:

s One of the largest Federal government agencies employed our Enterprise Portal, ASE,
Repilication Server, Adaptive Server IQ, PowerBuilder and other Sybase technology to build a new
data warehouse that enhanced the back-end of its rapidly growing online marketplace. The back-
end enhancements incorporated state-of-the art radio frequency (RF) technology and the Sybase
products significantly increased the system’s scalability and efficiency, resulting in large savings to
taxpayers.

» For a new e-government initiative, the statistics bureau of a large Federal agency used Sybase IQ
to develop a high-performance solution to compress a large volume of data while making it more
accessible and reducing the time needed for data gathering. The bureau's web page now
receives over 25,000 hits per day and provides users a single point of access for efficient
searches and higher-quality analysis. The time needed to load and index new data also
significantly decreased. In recognition of its public impact, the e-government initiative was
selected as a finalist in the 2004 Computerworld Honors awards.

» One of the largest railroad networks in North America implemented iAS’ mobile database,
synchronization, and mobile device management technologies to allow mobile workers to
remotely use the railroad’s work order management and timekeeping application. The solution
reduced data entry time by up to 50%, resulted in significant data entry-related cost savings, and
allows thousands of workers to work in very remote places without needing a connection to the
railroad’s back-end system.

Our products "are available on hardware platforms manufactured by Dell, Hewlett-Packard, I1BM, Sun
Microsystems, and others. We also make products that connect these platforms to other hardware
platforms with large installed bases. Our products are also available for a wide range of operating
systems including various UNIX environments, Windows, Windows NT, and Linux. A description of our
principal products follows:

Infrastructure Platform Group (IPG)

Information Management Products

Sybase 1Q is a highly efficient relational database optimized for outstanding query performance for both
structured and unstructured data in business intelligence, reporting environments, and large data
warehouses. Sybase IQ combines extraordinary speed and agility with a low cost of ownership.

Sybase Adaptive Server® Enterprise (ASE) is a powerful data management platform for high
performance business applications especially in high-transaction, mission-critical environments. ASE
combines a low total cost of ownership with excellent reliability, security, and scalability.

Replication Server® increases the flexibility and lowers the cost of managing multiple data management
platforms. It provides bi-directional, heterogeneous replication and synchronization across enterprise,
client/server, desktop, and mobile systems.

Sybase Dynamic Archive is an online database archiving solution that enables customers to proactively
manage runaway data growth by offloading inactive data from the production system while keeping both
the production and archived data fully available online. Sybase Dynamic Archive allows customers to




reduce maintenance windows; lower storage costs, improve application performance, and comply with
regulatory requirements for long-term storage, fast access and data integrity.

Sybase Real-Time Data Services is a simple, cost-effective way to give decision-makers immediate
insight into changing business events by proactively pushing time-critical data from heterogeneous
enterprise databases to messaging architectures, eiiminating the “information lags” created by batch
updates or intermittent poliing processes.

Sybase Mirror Activator™ improves the economics of high-end storage replication systems by reducing
network costs, accelerating recovery time and guaranteeing data integrity. It also extends the usefulness
of standby systems by utilizing them for reporting and decision support.

Sybase RepConnect, Open Server™, Open Client™, Open Switch, Replication Agent™,
MainframeConnect™ and EnterpriseConnect™ Data Access are among our core data access and
integration products that allow users to use a single language to access varied types of data and
applications. (e.g., real-time data feeds, stored data) from multiple sources as if they were contained in a
single database.

Integration and Access

Sybase Unwired Accelerator speeds the mobilization of Web applications and data sources for always-
available access. Its rapid development tools can mobilize existing applications or create new mobile
applications.

Sybase Unwired Orchestrator enables organizations to "unwire" enterprise applications making data
available to anyone, anywhere. Unwired Orchestrator facilitates rapid development of new applications,
especially composite applications, by combining graphically built process flows, enterprise integration,
process monitoring and notification, all within a standards-based infrastructure platform and common
foolset. This capability cuts cost and rigidity of labor-intensive, hand-coded traditionally needed to extend
enterprise applications.

Sybase Enterprise Portal (EP) provides a consolidated, user-friendly look at all types of information from
multiple legacy systems. Sybase Content Capture and Sybase Mach Desktop are sold through our
OEM channel. :

Sybase HIPAA Audit Solution, Claims Solution, ED! Server and Sybase e-Biz Impact™ are
integration products specifically designed for the healthcare industry. The HIPAA solution helps
customers manage their compliance and reporting obligations under the Health Insurance Portability and
Accountability Act of 1996. EDI Server is an integration product for organizations using electronic data
interchange (EDI) to exchange business information with trading partners. e-Biz Impact is a proven
integration solution for managing complex information routing, particularly in the healthcare industry.

Development and Modeling Tools

Sybase PowerDesigner® is a leading data-modeling and application design tool for enterprises that need
to build or re-engineer applications quickly, cost-effectively and consistently (also sold as Sybase
PowerAMC).

Sybase PowerBuilder® is an industry-leading rapid application development (RAD) tool that increases
developer productivity through tight integration of design, modeling, development, and management.

Sybase DataWindow.Net boosts the performance of .Net application environments.

Sybase PocketBuilder™ provides a highly productive Integrated Development Environment (IDE) for
mobile application development.




Sybase EA Server is an enterprise application server based on open standards for powering mission critical
applications.

iAnywhere Solutions (iAS)

SQL Anywhere® Studio is recognized as the industry leading data management and enterprise
synchronization solution for applications that typically operate without a traditional data center. Offering
high performance out of the box, with low maintenance requirements and a small footprint, SQL Anywhere
is an enterprise caliber database ideal for embedding in server, desktop, remote office and mobile
applications.

m-Business Anywhere™ is a highly scalable platform for delivering Web-based applications and content
to mobile devices. Web developers can leverage their existing skill sets and open standards to develop
and deploy fully interactive “always available” Web applications with sync-and-go or wireless capabilities.

Pylon™ is a set of secure, flexible, feature-rich solutions that extends a company’s existing Lotus Notes
and Microsoft Exchange infrastructure to hand-held devices. Pylon products enable organizations to easily
mobilize corporate e-mail, calendar, contacts, task lists, expenses and custom Notes applications.

Mobile Sales is a customizable software package that helps organizations accelerate the adoption and
return on investment of existing customer relationship management (CRM) solutions by enabling sales
professionals to access these systems from mobile devices, anywhere, at anytime. Mobile Sales offers
adaptors for Siebel and salesforce.com applications, and Mobile Pharma addresses the mobile CRM
needs of the pharmaceutical industry.

AvantGo® Mobile Internet Service is a free service that delivers rich, personalized mobile Websites to
PDAs and smartphones. Today, hundreds of major brands, including American Airlines, CNET, GM,
Rolling Stone and The New York Times leverage AvantGo to target a highly desirable demographic of
millions of registered users. AvantGo offers the convenience of anywhere anytime access, seamlessly
supporting both wireless and “sync and go” connectivity.

Answers Anywhere™ s a robust, carrier-grade middieware platform with powerful Natural Language and
context understanding capabilities that enables end-users — whether they are on a wireless phone, using a
handheld PDA, interacting with a customized console, or at a desktop computer —- to ask for information
and transactions in their own words, in any language, and get accurate, relevant answers back quickly and
reliably.

Afaria® proactively manages the remote and mobile devices, applications, data, and communications
critical to frontline success. Afaria software solutions keep technology simple and useful for those on the
front lines of business while providing headquarters with control and visibility.

RFID Anywhere™ automates the process of developing and deploying RFID applications and networks.
RFID Anywhere is a platform that addresses the physical requirements of the technology and even
provides the ability to simulate and troubleshot production RFID environments. RFID Anywhere abstracts
device interfaces and standards and manages them directly.

RemoteWare® is an industry-leading polling, file transfer, and content distribution solution that support a
broad range of frontline systems and networking options. RemoteWare fully supports both classic POS
devices and contemporary software environments and is designed {o move critical sales data between
retail or hospitality sites and headquarters.

Financial Fusion, Inc. (FFI)

Financial Fusion® Banking Solutions enable financial institutions to offer multiple-delivery channel
support to their consumer, smali business, and large corporate clients. Features include account access,
banking, cash management services, imaging, bill payment and presentment, customer care, and




wireless application support. Solutions are supported on an integrated platform driven by Financial Fusion
Server™ using advanced Java technology and industry protocols.

Financial Fusion® Financial Markets Solutions are designed to meet the straight-through processing
connectivity and integration requirements of the trading industry. FFI solutions provide processing for
transaction intensive trading organizations such as securities and investment firms, electronic
communications networks and network providers. FFI solutions support a variety of electronic messaging
protocols including FIX, FIXML, FpML, EMX, SWIFT, VMUs, and certain proprietary protocols.

WORLDWIDE SERVICES

Technical Support. Our Customer Service and Support organization offers technical support for our
entire family of products. We currently maintain regional support centers in North America, Europe, and
Asia Pacific that can provide 24 x 7 technical services in all time zones around the world. Our end users
and partners have access to technical information sources and newsgroups on our support website,
including a problem-solving library, a “solved cases” database, and software fixes that can be
downloaded. Generally, customers can choose technical support programs that best suit their business
needs. All of the following support programs are priced on a per-product basis and include updates and
new version releases that become available during the support period.

¢ Basic Support is designed for smaller local enterprises and includes 24 x 7 support coverage
for up to two customer support contacts.

¢ Extended Support is the minimum support level recommended for our enterprise database
products such as ASE and includes 24 x 7 coverage for up to four customer support contacts.

o Enterprise Support offers personalized high-availability support for companies with mission-
critical projects. Services include a designated enterprise support team, account management, and other
specialized options.

In addition to the above support offerings, we offer several support services opiions geared toward
developers for designated workplace level and toois products. These programs are priced on a flat-fee
annual basis with updates and new version releases available for purchase separately.

Each of our principal business divisions also offers a variety of support services to their partners and
resellers.

Consulting. The Sybase Professional Services (SPS) organization offers customers comprehensive
consulting, education and integration services designed to optimize their business solutions using both
Sybase and non-Sybase products. Service offerings include assistance with data and system migration,
custom application design and development, implementation, performance improvement, knowledge
transfer and system administration. SPS also provides extensive SQL and Sybase product education.

Education. We provide a broad education curriculum allowing customers and partners to increase their
proficiency in our products. Basic and advanced courses are offered at Sybase education centers
throughout North America, South America, Europe, and Asia Pacific (including Australia and New
Zealand). Specially tailored customer classes and self-paced training are also available. A number of our
distributors and authorized training providers also provide education in our products.

SALES AND DISTRIBUTION

Licensing Model. Consistent with software industry practice, we do not sell or transfer title to our
software products to our customers. Instead, customers generally purchase non-exclusive,
nontransferable perpetual licenses in exchange for a fee that varies depending on the mix of products and
services, the number and type of users, the number of servers, and the type of operating system. License
fees range from several hundred dollars for single user desktop products to several million dollars for
solutions that can support hundreds or thousands of users. We also license many of our products for use




in connection with customer applications on the Internet. Our products and services are offered in a wide
variety of configurations depending on each customer's needs and hardware environment.

Distribution Method. Sybase products and services are generally licensed through our direct sales
organization and our indirect sales channels. “Indirect sales channels” include value added resellers
(VARSs), systems integrators (Sls), original equipment manufacturers (OEMs) and international distributors
and resellers.

international Business. In 2004, 42 percent of our total revenues were from operations outside North
America, with operations in EMEA (Europe, Middle East and Africa) accounting for 28 percent, and
operations in our Intercontinental region (Asia Pacific and Latin America) accounting for 14 percent. Most
of our international sales are made by our foreign subsidiaries. However, certain sales are made in
international markets from the United States. We also license our products through distributors and other
resellers throughout the world. A summary of our geographical revenues is set forth in “MD&A -
Geographical Revenues”, Part I}, ltem 7, and Note Ten to Consolidated Financial Statements, Part ll, ltem
8. For a discussion of the risks associated with our foreign operations, see “MD&A — Future Operating
Results — We are subject to risks arising from our international operations,” Part ll, ltem 7.

INTELLECTUAL PROPERTY RIGHTS

We rely on a combination of trade secret, copyright, patent and trademark laws, as weli as contractual
terms, to protect our intellectual property rights. As of March 1, 2005, we had 98 issued patents (92 U.S.
and 6 non-U.S.) that expire approximately 20 years from the date they were filed. These patents cover
various aspects of our technology. We believe that our patents and other intellectual property rights have
value, but no single patent is critical to Sybase as a whole. However, any of our proprietary rights could be
challenged, invalidated or circumvented, or may not provide us with significant competitive advantage.
For a discussion of additional risks associated with our intellectual property, see "MD&A — Future
Operating Results — If we are unable to protect our intellectual property, or if we infringe or are alleged to
infringe a third party’s intellectual property, our operating results may be adversely affected,” Part ll, ltem
7.

RESEARCH AND DEVELOPMENT

Since inception, we have made substantial investments in research and product development. We
believe that timely development of new products and enhancements to our existing products is essential
to maintaining a strong position in our market. During 2004, we invested $119.9 million, or 15 percent of
our total revenue in research and development. These amounts compared to $116.9 million and 15
percent in 2003, and $117.8 million and 14 percent in 2002. We intend to continue to invest heavily in
these areas. However, future operations could be affected if we fail to timely enhance existing products or
introduce new products to meet customer demands. For a further discussion of the risks associated with
product development, see “MD&A — Future Operating Results — The ability to rapidly develop and bring to
market advanced products and services that are successful is crucial to maintaining our competitive
position,” Part ll, ltem 7.

COMPETITION

The market for our products and services is extremely competitive due to various factors including a maturing
enterprise infrastructure software market, changes in customer IT spending habits, and the trend toward
consolidation of companies within the software industry. Our competitors by product groups are described
below.

Information Management Products. Principal competitors to our Information Management Products
include Oracle, IBM and Microsoft. We also see compete with certain specialized vendors in niche
segments such as Teradata in data warehousing, and GoldenGate Software and Datamirror in the
replication software.




Development and Integration. Principal competitors to our Integration and Access and Development
and Modeling Tools offering vary by product type. For Development and Modeling Tools, we compete with
Borland, BEA Systems and IBM. Our principal competitors to our Integration and Access products are
IBM, WebMethods, BEA Systems, SeeBeyond and Tibco.

iAnywhere Solutions. Principal competitors to iAS vary by product type. For mobile and embedded
database products, we compete with Pervasive Software, Progress Software, Intersystems, MySQL, IBM
and Oracle. For mobile middleware products we compete with Extended Systems, |BM and host of
numerous small vendors. For mobile device management products, we compete with Intellisync, Altiris,
BMC through their recent acquisition of Marimba, iPass through their recent acquisition of Mobile
Automation and numerous small vendors.

Financial Fusion, Inc. Principal competitors to FFI include Corillian, S1, Digital Insights and Open
Solutions.

We believe that we compete favorably against our competitors in each of these areas. However, some of
our competitors have longer operating histories, greater name recognition, stronger relationships with
partners, larger technical staffs, established relationships with hardware vendors and/or greater financial,
technical and marketing resources. These factors may provide our competitors with an advantage in
penetrating markets. For a discussion of certain risks associated with competition, see “MD&A — Future
Operating Results — Industry consolidation and other competitive pressures could affect prices or demand
for our products and services, and our business may be adversely affected,” Part Il, ltem 7.

EMPLOYEES

As of March 1, 2005, Sybase and its subsidiaries had approximately 3,568 regular employees. For
information regarding our executive officers, see “Directors and Executive Officers of the Registrant,” Part
1, tem 10.

ITEM 2. PROPERTIES

As of December 31, 2004, our field operations, professional service organizations and subsidiaries
occupied leased facilities in approximately 61 separate locations throughout North America, Latin
America, Europe and the Asia Pacific region (including Australia and New Zealand), aggregating
approximately 1.4 million square feet.

On January 28, 2000, we entered into a 15-year non-cancelable lease of our corporate headquarters
facility in Dublin, California. The property consists of approximately 406,000 square feet of administrative
and product development facilities. We moved to Dublin from our offices in Emeryville, California
beginning in January 2002. We have the option to renew our Dublin lease for up to two five-year periods,
generally at then-fair market value, subject to certain conditions.

In the third quarter of 2004 we commenced occupancy of a 105,000 square foot building housing
administrative, R&D and other facilities of our subsidiaries in Waterloo, Canada. This lease expires in
2019 and we have a 10 year renewal option at the end of the lease at then-fair market value.

We occupy three buildings totaling approximately 167,000 square feet in Concord, Massachusetts under a
lease that terminates in October 2012. In the third quarter of 2004 we determined to sublease one of
these buildings, totaling approximately 44,600 square feet in connection with our restructuring activities.

" For a further discussion of our leases in Dublin, Concord and Waterloo, see Note Six to Consolidated
Financial Statements, Part Ii, ltem 8.

We continue to lease space at other locations around the worid that serve a variety of functions, including
professional services, sales, engineering, technical support, and general administration. These include
significant facilities in Maidenhead, England; Boulder, Colorado; and Alpharetta, Georgia. In addition to




the facilities noted above, we maintain engineering centers in Englewood, Colorado; Paris, France; Pune,
India, and Singapore.

ITEM 3. LEGAL PROCEEDINGS

See Note Twelve to Consolidated Financial Statements, Part Il, Item 8.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a stockholder vote in the quarter ended December 31, 2004.

PART II

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON STOCK AND RELATED
STOCKHOLDER MATTERS

Sybase, inc. Common Stock, par value $.001, began trading on the New York Stock Exchange (NYSE) on
May 22, 2001, under the symbol “SY.” Prior to that, our stock traded on the NASDAQ National Market .
System under the symbol "SYBS." Following is the range of low and high closing prices for our stock as
reported on the NYSE for the quarters indicated.

High Low

Fiscal 2003

Quarter ended March 31, 2003 $14.97 ] $12.95
Quarter ended June 30, 2003 $ 14.67 $11.49
Quarter ended September 30, 2003 $17.59 $ 13.80
Quarter ended December 31, 2003 $22.10 $16.99
Fiscal 2004

Quarnter ended March 31, 2004 $ 22.66 $19.75
Quarter ended June 30, 2004 $20.88 $16.46
Quarter ended September 30, 2004 $17.67 $12.80
Quarter ended December 31, 2004 $ 19.95 $13.93

We have never paid cash dividends on our capital stock, and we do not anticipate doing so in the
foreseeable future. The closing sale price of our Common Stock on the NYSE on March 1, 2005 was
$19.00. The number of stockholders of record on that date was 1,407, according to American Stock
Transfer and Trust, our transfer agent.

The information required by this item regarding our securities authorized for issuance under equity

compensation plans is provided in “Security Ownership of Certain Beneficial Owners and Management,”
Part lil, ltem 12, which incorporates information to be disclosed in our 2005 Proxy Statement.
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Issuer Purchases of Equity Securities

During the fourth quarter of 2004 we conducted the following repurchases of our common stock pursuant
to our repurchase program:

Avg. Price

Number of shares Paid Per
purchased Share

Period

October 2004 133,320 $15.90
November 2004 235,995 $16.75
December 2004 0 0
Total for Fourth Quarter 2004 369,315 $16.44

After completing the repurchases noted above, $103.7 million remained authorized for repurchase
pursuant to our publicly announced repurchase program.

iTEM 6. SELECTED FINANCIAL DATA
The following selected financial information is not necessarily indicative of the results of our future

operations. This data should be read in conjunction the MD&A, Part Il, item 7, as well as the Consolidated
Financial Statements and related Notes included in Part ll, Item 8 of this Report on Form 10-K.
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Consolidated Statements of Operations Data

(In thousands, except per share data) 2004 2003 2002 2001 2000
Revenues:

License fees $275,872 $274,817 $325,916 $389,038 $468,501

Services 512,664 503,245 503,945 538,885 494,662
Total revenues 788,536 778,062 829,861 927,923 963, 163
Costs and expenses:

Cost of license fees 60,795 60,711 51,448 45,695 45,120

Cost of services 161,848 162,666 190,067 240,779 248,542

Sales and marketing 242,431 239,045 271,765 331,237 345,149

Product development and engineering 119,877 116,889 117,784 125,404 126,689

General and administrative 87,115 82,111 84,938 76,885 67,267

Amortization of goodwill (1) : - - - 53,859 30,155

Amortization of other purchased 5,139 2,000 2,000 2,000 2,575

intangibles

Goodwill impairment (1) - - 12,300 - -

In-process research and development - - - 18,500 8,000

Stock compensation expense 4,599 2,882 1,937 1,334 -

Reversal of AvantGo restructuring (2,677 ) - - - -

Accrual '

Cost (reversal) of restructuring 20,017 7,429 40,446 48,751 (791)
Total costs and expenses 699,144 673,733 772,685 944,444 872,706
Operating income (loss) 89,392 104,329 57,176 (16,521) 90,457
Interest income and expense, net 11,574 13,766 14,033 17,529 17,035
Minority interest - - - (30) 94
Income before income taxes and

cumulative effect of an accounting change 100,966 118,095 71,209 978 107,586
Provision for income taxes 33,016 30,829 33,428 26,500 35,461
Income (Loss) before cumulative effect of

an accounting change 67,950 87,266 37,781 (25,522) 72,125
Cumutative effect of an accounting change

to adopt SFAS 142 - - ~(132,450) - -
Net income (loss) $67,950 $ 87,266 $(94,669) $(25,522) g 72,125
Income (Loss) per share before cumulative ,
effect of an accounting change $ 071 $ 092 $ 0.39 $ (0.27) $ o082
Cumulative effect of an accounting change - - {1.37) - -
Basic net income (loss) per share $ 071 $ 092 $ (098 § (0.27) $ 0.82
Shares used in computing basic net

Income (loss) per share 95,550 94,833 96,844 94,592 87,711
Income (Loss) per share before cumulative

effect of an accounting change $ 0.69 $ 0.89 $ 0.38 $ (0.27) $ 078
Cumulative effect of an accounting change - - (1.33) - -
Diiuted net income (loss) per share $ 0.69 $ 0.89 $ (0.95) $ (027 $ 0.78
Shares used in computing diluted net

income (loss) per share 98,001 97,582 99,584 94,692 92,150
Stock compensation expense related to the following:

Cost of services $ 160 $ 30 $ - $ - -

Sales and marketing 335 112 77 52 -

Product development and engineering 82 78 78 56 -

General and administrative 4,022 _2,662 1,782 1,226 -

_$ 4599 _$ 2882 _$ 1937 _$ 1334 -
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(1) We implemented Statement of Financiai Accounting Standards (SFAS) No. 142 on January 1, 2002, which states that
goodwill (including assembled workforce) can no longer be amortized, but must be tested for impairment on at least an
annual basis. For a further discussion of SFAS 142, see Note One to Consolidated Financial Statements - Goodwill and
Other Purchased Intangible Assets, Part I, ltem 8.

Consolidated Balance Sheet Data

(in thousands)

2004 2003 2002 2001 2000
Cash, cash equivalents and cash $513,632 $573,793 $387,180 $343,160 $354,612
investments
Working capital ‘ 290,237 261,023 112,296 111,822 160,560
Total assets 1,183,522 1,151,356 992,749 1,133,242 915,040
Long-term obligations 33,121 15,129 10,641 5,887 5,785
Stockholders’ equity 756,556 741,469 580,374 716,519 490,752

ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview
e Qur Business

We are a global enterprise software company that derives revenues primarily from the sale and
support of enterprise and mobile software solutions to business and government users.

Our value proposition involves enabling the Unwired Enterprise through integrated applications and
solutions designed to manage information across the enterprise, allowing customers to extract more
value from their information technology (IT) investments. OQur solutions unlock, integrate, and
seamlessly deliver nearly all types of data, whether in a database, a transaction, or an application,
anywhere, anytime and on any platform. We deliver a full range of mobile enterprise solutions that
includes mobile databases, middleware, synchronization, and management software,

* Qur business is organized into three business segments: IPG, which principally focuses on enterprise
class database servers, integration and development products, iAS, which provides mobile database
and mobile enterprise solutions, and FFIl, which delivers integrated banking, payment and trade
messaging solutions to large financial institutions. During 2004, approximately 54 percent of our
revenues were generated from the U.S. with the balance generated from our non-U.S. operations.
For further discussion of our business segments and principal products, see “Business,” Part |, item 1.

On April 30, 2004 we acquired Xcellenet, Inc. (Xcellenet) a privately held provider of frontline device
management software. This acquisition was made to strengthen the Company’s position in the mobile
middleware market and bring important enhancements to our Unwired Enterprise offerings. See Note
Eleven to Consolidated Financial Statements — Business combinations, Part |l, ltem 8.

e Our Results

Total revenues were $788.5 million for 2004, compared to $778.1 million for 2003, and $829.9 million
for 2002. The increase in total revenues from 2003 to 2004 was primarily due to a $27.1 million (29
percent) increase in iAS revenues offset by a $18.0 million (2 percent) decline in IPG revenues.
Without consideration of XcelleNet the iAS revenue growth would have been $6.9 million (7 percent)
for 2004. We believe our iAS revenues will remain strong as we continue to integrate and leverage our
XcelleNet acquisition, and as our Unwired Enterprise initiative gains momentum. The decline in the
revenue of our IPG segment was attributable to a 5 percent decline in license revenues primarily
those derived from our core database products. While we expect the market for our core database
products to remain chalienging, we are encouraged that IPG license revenues increased during both

-13-




the third and fourth quarters of 2004 when compared to the same periods in 2003, as well as the sales
and interest generated by several products that became generally available during the third quarter of
2004, including our real-time database ASE 12.5.2 and Mirror Activator™,

We reported net income of $68.0 million for 2004, compared to nst income of $87.3 miilion for 2003,
and net income of $37.8 million in 2002 (before the cumulative effect of an accounting change). Our
2004 operating margin was 11.3 percent compared to 13.4 percent in 2003. The decrease was
partially attributable a $12.6 million increase in restructuring costs incurred in 2004 compared to 2003
{see Note Thirteen to Consolidated Financial Statements, Part Ii, Item 8), and partially attributable to
the inclusion of operating losses of XcelleNet. The acquisition of XcelleNet had an adverse impact of
approximately $3.5 million on our 2004 operating margin. The loss generated by Xcellenet was
largely attributable to the purchase accounting write-down of approximately $5.1 million in Xcellenet’s
deferred revenues associated with technical support services which otherwise would have been
recognized in 2004.

Our overall financial position remains strong. During 2004 we generated net cash from operating
activities of $176.2 million, and had $521.6 million in cash, cash equivalents and cash investments
(including restricted stock) at December 31, 2004, Our days sales outstanding in accounts receivable
was 65 days for the quarter ended December 31, 2004 compared to 60 days for the quarter ended
December 31, 2003, the largest factor contributing to this increase was our increase in license
revenues.

For a discussion of certain factors that may impact our business and financial results, see “Future
Operating Results,” below.

Business Trends

The market for new sales of enterprise infrastructure software continues to be challenging due to
various factors, including a maturing enterprise infrastructure software market, and changing patterns
in information technology spending.

As was the case in 2003, the majority of our license fee revenues during 2004 came from sales to our
existing customers. In recent years, fewer of our customers have undertaken large-scale
infrastructure investments requiring significant investment in our core enterprise database products
and related services (this also contributed to a decline in our consulting and education revenues). We
believe this is partly due to market saturation in some of our target markets (including financial
services, insurance and telecommunications) where large enterprises have invested heavily in their
core database infrastructures during the past 15 years.  In the future, we believe that much of the
industry’'s growth will be generated by sales to middle market companies. We believe we are
positioned to exploit this growth opportunity with various initiatives including our strategic partnership
with SAP focused on providing enterprise level software to small and medium sized businesses.

We continue to observe a changing trend in historical IT spending patterns. Specifically, while we
continue to see an overall increase in our transaction volume for license revenues, the average dollar
value of these transactions is lower than historical amounts. This pattern supports our view that
fiscally cautious customers generally are continuing to purchase products and services based more
on present need and less on fulfilling anticipated future needs. Overall, mixed signs of a strong and
sustained U.S. and global economic recovery make it difficult to project whether and to what extent
the overall market for enterprise infrastructure software will materially improve. We do note, however,
that while our results in the first two quarters of 2004 were disappointing, we reported revenue growth
and strong operating results in the third and fourth quarters, both of which exceeded analyst
expectations.

Moving forward, we will continue to manage our operating expenses as we aggressively pursue our
Unwired Enterprise initiative and strategic alliances with our key partners including SAP, intel, and
others. For further discussion of the effect of current business trends on our resuits of operations, see
“Future Operation Results,” below. We also believe that we are well positioned to compete within
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several growing market segments including mobility solutions, data analytic tools, and Linux based
enterprise software,

Critical Accounting Policies and Estimates

We prepare our financial statements in accordance with U.S. generally accepted accounting principles
(GAAP). These accounting principles require us to make estimates and assumptions that affect the
reporied amounts of assets and liabilities, and the disclosure of contingent assets and liabilities at the date
of our financial statements. We also are required to make certain judgments that affect the reported
amounts of revenues and expenses during each reporting period. We periodically evaluate our estimates
and assumptions including those relating to revenue recognition, impairment of goodwill and intangible
assets, the allowance for doubtful accounts, capitalized software, restructuring, income taxes, stock-based
compensation and contingencies and litigation. We base our estimates on historical experience and
various other assumptions that we believe to be reasonable based on specific circumstances. Qur
management has reviewed the development, selection, and disclosure of these estimates with the Audit
Committee of our Board of Directors. These estimates and assumptions form the basis for our judgments
about the carrying value of certain assets and liabilities that are not readily apparent from other sources.
Actual results could differ from these estimates. Further, changes in accounting and legal standards couid
adversely affect our future operating results (see “Future Operating Results,” below). Our critical
accounting policies include: revenue recognition, impairment of goodwill and other intangible assets,
allowance for doubtful accounts, capitalized software, restructuring, income taxes, stock-based
compensation, and contingencies and liabilities, each of which are discussed below.

* Revenue Recognition

Revenue recognition rules for software companies are very complex. We follow specific and detailed
guidance in measuring revenue, although certain judgments affect the application of our revenue
recognition policy. These judgments would include, for example, the determination of a customer’s
creditworthiness, whether two separate transactions with a customer should be accounted for as a
single transaction, or whether included services are essential to the functionality of a product thereby
requiring percentage of completion accounting rather than software accounting.

We recognize revenue in accordance with Statement of Position (SOP) 97-2, “Software Revenue
Recognition,” as amended by SOP 98-4 and SOP 98-9, and in certain instances in accordance with
SOP 81-1, “Accounting for Performance of Construction-Type and Certain Production-Type
Contracts.” We license software under non-cancelable license agreements. License fee revenues are
recognized when (a) a non-cancelable license agreement is in force, (b) the product has been
delivered, (c) the license fee is fixed or determinable, and (d) collection is reasonably assured. If the
fee is not fixed or determinable, revenue is recognized as payments become due from the customer.

Residual Method Accounting. In software arrangements that include multiple elements (e.g.,
license rights and technical support services), we allocate the total fees among each of the elements
using the. “residual’ method of accounting. Under this method, revenue allocated to undelivered
elements is based on vendor-specific objective evidence of fair value of such undelivered elements,
and the residual revenue is allocated to the delivered elements. Vendor specific objective evidence of
fair value for such undelivered elements is based upon the price we charge for such product or
service when it is sold separately. We may modify our pricing practices in the future, which would
result in changes to our vendor specific objective evidence. As a result, future revenue associated
with multiple element arrangements could differ significantly from our historical resuits.

Percentage of Completion Accounting. Fees from licenses sold together with consulting services
are generally recognized upon shipment of the licenses, provided (i) the criteria described in
subparagraphs (a) through (d) above are met, (i) payment of the license fee is not dependent upon
performance of the consulting services, and (iii) the consulting services are not essential to the
functionality of the licensed software. If the services are essential to the functionality of the software,
or performance of services is a condition to payment of license fees, both the software license and
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consulting fees are recognized under the “percentage of completion” method of contract accounting.
Under this method, we are required to estimate the number of total hours needed to complete a
project, and revenues and profits are recognized based on the percentage of total contract hours as
they are completed. Due to the complexity involved in the estimating process, revenues and profits
recognized under the percentage of completion method of accounting are subject to revision as
contract phases are actually completed. Historically, these revisions have not been material.

Sublicense Revenues. We recognize sublicense fees as reported to us by our licensees. License
fees for certain application development and data access tools are recognized upon direct shipment
by us to the end user or upon direct shipment to the reseller for resale to the end user. If collection is
not reasonably assured in advance, revenue is recognized only when sublicense fees are actually
collected. :

Service Revenues. Technical support revenues are recognized ratably over the term of the related
support agreement, which in most cases is one year. Revenues from consulting services under time
and materials contracts, and for education, are recognized as services are performed. Revenues from
other contract services are generally recognized under the "percentage of completion” method of
contract accounting described above.

Impairment of Goodwill and Other intangible Assets

Goodwill and intangible assets have generally resulted from our business combinations accounted for
as purchases. We are required to test amounts recorded as goodwill or recorded as intangible assets
with indeterminate lives, at least annually for impairment. The review of goodwill and indeterminate
lived intangibles for potential impairment is highly subjective and requires us to make numerous
estimates to determine both the fair values and the carrying values of our reporting units to which
goodwill is assigned. For these purposes, our reporting units equate to our reported segments. See
Note Ten to Consolidated Financial Statements, Part Il," Item 8. If the estimated fair value of a
reporting unit is determined to be less than its carrying value, we are required to perform an analysis
similar to a purchase price allocation for an acquired business in order to determine the amount of
goodwill impairment, if any. This analysis requires a valuation of certain other intangible assets
including in-process research and development, and developed technology. Our impairment testing
resulted in the first quarter of 2002, in a cumulative effect of an accounting change of $132.5 million
and in the fourth quarter of 2002, a goodwill impairment of $12.3 million. As of December 31, 2004,
our goodwill balance totaled $214.1 million.

We performed our annual impairment analysis as of December 31, 2004 for each of our reporting
units and for each indeterminate lived intangible. This analysis indicated that the estimated fair value
of each reporting unit or indeterminate lived intangible exceeded its carrying value. Therefore, we
were not required to recognize an impairment loss in 2004. However, changes in our internal business
structure, changes in our future revenue and expense forecasts, and certain other factors that directly
impact the valuation of our reporting units could result in a future impairment charge. A goodwill
impairment charge is based on the value of a reporting unit at the testing date. Accordingly, reporting
units that previously reported an impairment charge (as was the case with FF! in 2002) are particularly
prone to additional impairment charges if future revenue and expense forecasts or market conditions
worsen after the testing date. This is because any subsequent reduction of fair value after a testing
date would have a strong likelihood of triggering an additional impairment charge.

We continue to review our other intangible assets (e.g., purchased technology, trade names and
customer lists) for indications of impairment whenever events or changes in circumstances indicate
the carrying amount of any such asset may not be recoverable. For these purposes, recoverability of
these assets is measured by comparing their carrying values to the future undiscounted cash flows
the assets are expected to generate. This methodology requires us to estimate future cash flows
associated with certain assets or groups of assets. Changes in these estimates could resuit in
impairment losses associated with other intangible assets. See Note One to Consolidated Financial
Statements — Goodwill and Other Purchased Intangible Assets, Part II, ltem 8.
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Allowance for Doubtful Accounts

We maintain an allowance for doubtful accounts to reflect the expected non-collection of accounts
receivable based on past collection history and specific risks identified in our portfolio of receivabies.
Additional allowances might be required if deteriorating economic conditions or other factors affect our
customers’ ability to make-timely payments.

Capitalized Software

We capitalize certain software development costs after a product becomes technologically feasible
and before its general release to customers. Significant judgment is required in determining when a
product becomes “technologically feasible.” Capitalized development costs are then amortized over
the product's estimated life beginning upon general release of the product. Quarterly, we compare a
product’s unamortized capitalized cost to the product’s net realizable value. To the extent unamortized
capitalized cost exceeds net realizable value based on the product’s estimated future gross revenues
(reduced by the estimated future costs of completing and selling the product) the excess is written off.
This analysis requires us to estimate future gross revenues associated with certain products and the
future costs of completing and selling certain products. Changes in these estimates could result in
write-offs of capitalized software costs.

Restructuring

We have recorded significant accruals in connection with various restructuring activities. These
accruals include estimated net costs to settle certain lease obligations based on analysis of
independent real estate consultants. While we do not anticipate significant changes to these estimates
in the future, the actual costs may differ from estimates. For example, if we are able to negotiate more
affordable termination fees, if rental rates increase in the markets where the properties are located, or
if we are able to locate suitable sublease tenants more quickly than expected, the actual costs could
be lower than our estimates. In that case, we would reduce our restructuring accrual with a
corresponding credit to cost of restructuring. Alternatively, if we are unable to negotiate affordable
termination fees, if rental rates decrease in the markets where the properties are located, or if it takes
us longer than expected to find suitable sublease tenants, the actual costs could exceed our
estimates. For example, in the fourth quarter of 2004 we added approximately $0.7 million to our
facility related restructuring accruals due to revisions to expected sublease income provided by our
real estate consultants with respect to a property located in Colorado. See Note Thirteen to
Consolidated Financial Statements, Part i, ltem 8.

Income Taxes

We use the asset and liability approach to account for income taxes. This methodology recognizes
deferred tax assets and liabilities for the expected future tax consequences of temporary differences
between the carrying amounts and the tax bases of assets and liabilities. We then record a valuation
allowance to reduce deferred tax assets to an amount that likely will be realized. We consider future
taxable income and ongoing prudent and feasible tax planning strategies in assessing the need for the
valuation allowance. If we determine during any period that we could realize a larger net deferred tax
asset than the recorded amount, we would adjust the deferred tax asset and record a corresponding
reduction to our income tax expense for the period. Conversely, if we determine that we would be
unable to realize a portion of our recorded deferred tax asset, we would adjust the deferred tax asset
and record a charge to income tax expense for the period. Qur gross deferred tax asset at December
31, 2004 was $174.3 million upon which we have recorded a corresponding valuation allowance of
$96.3 million. Significant judgment is required in assessing the future tax consequences of events
that have been recognized in the Company's financial statements or tax returns. Fluctuations in the
actual outcome of these future tax consequences (e.g,, the income we earn within the United States)
could materially impact our financial position or results of operations. See Note Eight to Consolidated
Financial Statements, Part II, [tem 8.
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¢  Stock-Based Compensation

SFAS 123, “Accounting for Stock-Based Compensation,” currently encourages, but does not require,
companies to record compensation cost for stock-based employee compensation plans at fair value.
We have continued to account for stock-based employee compensation using the intrinsic value
method. Under that method, compensation cost for stock options granted to employees is measured
as the excess, if any, of the quoted market price of the Company stock at the date of the grant over
the amount an employee must pay to acquire the stock. However, as of July 1, 2005, we will be
required to apply FASB Statement 123R, Share-Based Payment, which will require us to measure
compensation cost for all share-based payments at fair value. See Note One to Consolidated
Financial Statements — Stock-Based Compensation, and Other Recent Accounting Pronouncements,
Part Il, item 8.

» Contingencies and Liabilities

We are involved from time to time in various proceedings, lawsuits and claims involving our
customers, products, intellectual property, stockholders and employees, among other things. We
routinely review the status of each significant matter and assess our potential financial exposure.
When we reasonably determine that a loss associated with any of these matters is probable, and can
reasonably estimate the loss, we record a reserve to provide for such loss contingencies. If we are
unable to record a reserve because we are not able to estimate the amount of a potential loss in a
matter, or if we determine that a loss is not probable, we are nevertheless required to disclose certain -
information regarding such matter if we determine that there is a reasonable possibility that a loss has
been incurred. Because of the inherent uncertainties related to these types of matters, we base our
loss reserves on the best information available at the time. As additional information becomes
available, we may reevaluate our assessment regarding the probability of a matter or its expected
loss. Our financial position or results of operations could be materially and adversely affected by such
revisions in our estimates. For further discussion of contingencies and liabilities, see “Future
Operating Results,” below.

Results of Operations

Revenues (Dollars in millions)

2004 Change 2003 Change 2002
License fees by segment: ‘ :
IPG $ 2253 (5%) $ 237.7 (18%) $ 290.5
IAS 70.7 26% 56.3 (2%) 57.2
FFI 7.3 87% 3.9 (48%) 7.5
Eliminations (27.4) (23.1) (29.3)
Total license fees $275.9 * $ 274.8 (16%) $ 325.9
Percentage of total revenues 35% 35% 39%
Services by segment:
PG $ 4755 (1%) $ 481.0 (1%) $ 485.5
IAS 48.6 35% 35.9 65% 21.8
FFI 20.2 20% 16.8 (13%) 19.3
Eliminations (31.7) (30.4) (22.6)
Total services $ 512.6 2% $ 503.3 ” $ 504.0
Percentage of total revenues 65% 65% 61%
Total revenues $ 788.5 1% $ 778.1 (6%) $ 829.9

* Not meaningful
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Total license fees for 2004 increased slightly from total license fees in 2003 (which had decreased 16
percent from 2002). The increase in license fees revenues during 2004 was primarily attributable to $9.2
million in iIAS license revenues generated by products acquired in the XcelleNet acquisition along with a
$4.5 million increase in license revenues from the IAS segment’'s SQL Anywhere® product. This increase
was partially offset by a $13.6 million decline in IPG license revenues from our Adaptive Server®
Enterprise product. Reasons for the decline in IPG license revenues for 2004 are discussed above in
“Overview,” above, and “Future Operating Results” below.

As noted above, a decline in license revenues relating to our Adaptive Server® Enterprise product was the
biggest contributer to the overall decline in IPG license fees. Partially offsetting this decline was increased
license revenues from our Replication Server® and Adaptive Server® IQ products.

The increase in iAS license revenues was primarily attributable to products discussed above. Before
consideration of license revenues from products acquired in the XcelleNet acquisition, the license
revenues of the iIAS segment would have increased 9 percent for 2004,

FFI license revenues are largely dependent upon ciosing large (multi-million doliar) transactions. As a
result, the year-over-year results for FFI tend to fluctuate greatly. The increase in FF! license revenues for
2004 was primarily attributable to increased sales of the segment’s core banking application in North
America.

In 2003, the most significant deciine in license fees revenues resulted from a decline the sales of certain
IPG Integration and Access products largely due a major shift in the business of one of our largest North
American resellers that significantly lowered the reseller's need to use our technology as part of its
offering. Our revenues from this reseller continued to decline in 2004 and are no longer significant.

Segment revenues includes transactions between the segments, and in the most common instance
relates to the sale of iIAS and FFI products and services by the IPG segment. In the case of such a
transaction, the segment recording the sale also records an intercompany expense on the transaction,
with a corresponding intercompany revenue amount recorded by the segment whose product was sold.
The net amount retained by the segment that recorded the sale is intended to reflect the costs incurred by
such transferring segment. The total transfers between the segments are captured in “Eliminations.”

Total service revenues for 2004 (which include revenues from technical support, education, and
professional services) increased 2 percent from total service revenues in 2003, This increase was
primarily due to $9.3 million in technical support revenues associated with the XcelleNet business, and a
75 percent increase ($3.9 million) in FF| professional services revenues that primarily resuited from
several large consulting engagements in North America. XcelleNet contributed $10.5 million to the iAS
segment’s service revenues (primarily technical support) in 2004,

Technical support revenue for 2004 increased 3 percent ($10.7 million) from the 2003 total and the
deferred revenue related to technical support contracts at December 31, 2004 was up 11 percent from the
deferred revenue related to such contracts at December 31, 2003. Approximately 77 percent of services
revenues in each of 2004 and 2003 related to technical suppor* revenues.

Other services revenues declined 1 percent in 2004 from 2003. The increase in FFI's professional
services revenues discussed above was largely offset by a 3 percent decline ($3.1 million) in IPG
professional services revenues and a 17 percent ($2.8 million) decline in education services.

The slight decline in 2003 services revenues was due to a drop in IPG and FFI consulting and education
revenues, partially offset by an increase in IPG and iAS technical support revenues. The decrease in
consulting and education revenues was primarily attributable to the reasons discussed in the “Business
Trends” section in “Overview,” above. The technical support revenues were driven by new license
revenues combined with a steady level of support renewals by existing customers.
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For a description of our technical support, consulting and education services, see “Business — Worldwide
Services,” Part |, ltem 1.

Geographical Revenues
(Dollars in millions)

2004 Change 2003 Change 2002
North America $ 453.5 * $ 455.0 (8%) $ 4954
Percentage of total revenues 58% 59% 60%
international:
EMEA (Europe, Middle East $220.4 4% $212.8 ’ $213.6
and Africa)

Percentage of total revenues 28% 27% 26%
Intercontinental (Asia Pacific $114.6 4% $110.3 (9%) $120.9
and Latin America)

Percentage of total revenues 14% 14% 14%

Total Outside North America $ 335.0 4% $ 323.1 (3%) $ 3345
Percentage of total revenues 42% 41% 40%
Total revenues $ 788.5 1% $ 778.1 (6%) $829.9

* Not meaningful

In 2004, North American revenues (United States, Canada and Mexico) decreased slightly from 2003
primarily due to a $9.9 million decline in license fees revenues from our enterprise database products and
a $3.6 million decline in third party royalties associated with certain integration products included in the
IPG segment. This decrease was largely offset by a $9.1 million increase in license fees revenues from
products included in the iAS segment and a $4.1 million increase in consulting revenues. In 2003, the
decline in North America revenues was primarily due to the decline in license fees from PG integration
products. As discussed in “Revenues,” above, we believe a major shift in the business of one of our
largest North American resellers during 2003 resulted in significantly lower sales of certain integration
products during 2003 as well as a continued decline in such revenues for 2004.

EMEA (Europe, Middle East and Africa) revenues for 2004 increased 4 percent from 2003. The increase
was due to a $6.0 million increase in license fees revenues from products included in the IAS segment
and a $8.5 million increase in technical support services revenues. These increases were partially offset
by a $2.6 million drop in license fees revenues from products included in the IPG segment and a $3.9
million decline in professional services revenues. Increased revenues in the UK contributed most to the
overall increase for 2004. In 2003, the slight decline in EMEA revenues was attributable to lower revenues
from Integration and Access products, largely offset by an increase in revenues from our enterprise
database products.

The increase in Intercontinental (Asia Pacific and Latin America) revenues for 2004 was primarily due to a
$1.8 million increase in license fees revenues from enterprise database products and a $2.4 million
increase in technical support and professional services revenues. The results of our operations in China,
Australia, India, Korea, and New Zealand contributed most significantly to the increased revenue,
offsetting lower revenues in Japan and Hong Kong. The 9 percent decrease in 2003 intercontinental
revenues compared to 2002 was due a drop in license fees and services revenues from our enterprise
database products. The results of our operations in Brazil, China, Korea, and Taiwan contributed most
significantly to the decline in revenues, offset by increased revenues in Japan.

In EMEA and the Intercontinental region, most revenues and expenses are denominated in local
currencies. The cumulative impact of changes in foreign currency exchange rates from 2003 to 2004
resulted in a 3 percent increase in our revenues and a 2 percent increase in our operating expenses. The
cumulative impact of changes in foreign currency exchange rates from 2002 to 2003 resulted in a 5
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percent increase in our revenues and a 3 percent increase in our operating expenses. The change for
both comparable periods was primarily due to the weakness of the U.S. dollar against certain European
currencies. :

Our business and results of operations could be materially and adversely affected by fluctuations in
foreign currency exchange rates, even though we take into account changes in exchange rates over time
in our pricing strategy. Additionally, changes in foreign currency exchange rates, the strength of local
economies, and the general volatility of worldwide software markets could result in a higher or lower
proportion of international revenues as a percentage of total revenues in the future. For additional risks
associated with currency fiuctuation, see “Financial Risk Management — Foreign Exchange Risk,” below.

Cost and Expenses
(Dollars in millions)

2004 Change 2003 Change 2002

Cost of license fees $ 60.8 * $ 60.7 18% $ 514
Percentage of license fee revenues - 22% 22% 16%
Cost of services $161.8 . (1%) $162.7 (14%) $190.1
Percentage of services revenues 32% 32% 38%
Sales and marketing $242.4 1% $239.0 {12%) $271.8
Percentage of total revenues 31% 31% 33%
Product development and engineering $119.9 3% $116.9 (1%) $117.8
Percentage of total revenues 15% 15% 14%
General and administrative ‘ $ 87.1 6% $ 82.1 (3%) $ 849
Percentage of total revenues 1% 11% - 10%
Amortization of other purchased intangibles $ 51 155% $ 20 0% $ 20
Percentage of total revenues 1% * ¥
Goodwill impairment - o - * $ 123
Percentage of total revenues - - 1%
Stock compensation expense $ 46 59% $ 29 53% $ 1.9
Percentage of total revenues 1% * *
Reversal of AvantGo restructuring accrual. $ (2.7) * .- * -
Percentage of total revenues iy - -
Cost of restructuring $ 20.0 170% $ 74 (82%) $ 404
Percentage of total revenues 3% 1% 5%

* Not meaningful
Cost of license fees

Cost of license fees consists primarily of product costs (media and documentation), amortization of
capitalized software development costs and purchased technology, and third party royalty costs. The cost
of license fees increased slightly in 2004 over 2003, and increased 18 percent in 2003 over 2002. The
2004 increase was primarily due to a $2.5 million increase in amortization of capitalized software
development costs and amortization of $2.6 million on purchased technology acquired as a resuit of the
XcelleNet acquisition, partially offset by a $4.6 million decrease in third-party royalties. The 2003 increase
was primarily due to an increase in amortization of capitalized software development costs.

Amortization of capitalized software costs was $33.6 million in 2004, $31.1 million in 2003, and $24.0
million in 2002. In 2004, the increase in amortization of capitaiized software costs was primarily due to
certain products included in the IPG segment that we began amortizing in the second half of 2003 and in
2004. In 2003, the increase in amortization of capitalized software costs was primarily due to certain
enterprise database products that we began amortizing in 2003 and certain enterprise application
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products that we began amortizing in 2003 and in the second half of 2002. Amortization of purchased
technology acquired was $17.8 million in 2004, $15.3 million in 2003, and $14.9 million in 2002. See Note
One to the Consolidated Financial Statements - Capitalized Software, Part Il, tem 8.

Cost of services

Cost of services consists primarily of the cost of our personnel who provide technical support, education
and professional services and, to a lesser degree, services-related product costs (media and
documentation). These costs decreased 1 percent in 2004 compared to 2003, primarily due to a reduction
in technical support and professional services headcount as a result of our 2004 restructuring activities
offset by a $3.3 million increase in consultants utilized by the FF! segment and $2.2 million in expenses
associated with the XcelleNet service and support organizations. Qur average headcount reflected in this
expense category decreased approximately 10 percent in 2004 from 2003. These costs decreased 14
percent in 2003 compared to 2002, primarily due to a reduction in consulting and technical support
personnel as a result of our restructuring activities in the second half of 2002 and 2003, and a decrease in
costs associated with third-party consultants. Our average headcount reflected in this expense category
decreased approximately 19 percent in 2003 from 2002. For further discussion of the effect of our
restructuring activities, see Note Thirteen to Consolidated Financial Statements, Part ll, Item 8.

Sales and marketing

Sales and marketing expense increased 1 percent in 2004 compared to 2003 due to $7.3 million in sales
and marketing costs associated with the XcelleNet organization and a $2.8 million increase in certain
allocated common costs offset by a $5.8 million reduction in marketing expenses. We believe that much
of the decrease in our spending on marketing resulted from a more effective use of our marketing dollars
including the utilization of coordinated market programs with our strategic partners and a more focused
internal coordination of marketing programs and messages. We allocate various common costs, primarily
certain telecommunications and facilities related expenses, o sales and marketing, product development
and engineering, and general and administrative expenses.

The 12 percent decrease in sales and marketing expense in 2003 compared to 2002 was primarily due to
a substantial decrease in spending on marketing programs, a decrease in sales and marketing personnel
as a result of our 2003 and 2002 restructuring activities, and a reduction in sales commissions (principally
due to lower license fees revenues), and a decrease in certain allocated common costs.

For further discussion of the effect of our restructuring activities, see Note Thirteen to Consolidated
Financial Statements, Part Il, Item 8.

Product development and engineering

Product development and engineering expenses (net of capitalized software development costs — see
discussion below) increased 3 percent in 2004 from 2003, primarily due to a $10.4 million increase in
headcount related expenses including a $5.3 million increase for XcelleNet product development and
engineering personnel, and a $3.0 million increase in certain allocated common costs. These increases
are partially offset by an $8.6 million increase in capitalized software development costs.

The 1 percent decrease in product development and engineering expenses in 2003 over 2002 was
primarily due to a decrease in allocated common cost partially offset by the addition of product
development and engineering personnel resulting from our acquisition of AvantGo, Inc. in February 2003.

We capitalize product development and engineering costs during the period between a product’s
achievement of technological feasibility and its general availability. Our capitalized software cost increased
during 2004 as we increased our efforts to bring new products and capabilities to the market. In 2004, our
capitalized software costs of $36.5 million included costs incurred for the development of Adaptive
Server® Enterprise 12.5.2 and 15.0, Financial Fusion® Corporate Banking Solutions 2.20, EA Server 5.2,
EDI Server 4.2, Sybase® IQ 12.6, PowerBuilder® 10.0, PowerDesigner® 11.0, and Unwired Orchestrator
4.5. In 2003, our capitalized software costs of $28.0 million included costs incurred for the development of
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Corporate Banking 2.1, EA Server 5.0, Sybase Enterprise Portal 6.0, Integration Qrchestrator 4.3, and
PowerDesigner 10.0. In 2002, capitalized software costs of $32.7 million included costs incurred for the
development of the Adaptive Server Enterprise 15.0, Business Process integrator 3.9, Connectivity 15.0,
CeBS 1.0 and 1.5, EA Server 4.1, PowerBuilder 9.0, and PowerDesigner 9.5.

We believe product development and engineering expenditures are essential to technology and product
leadership and expect product development and engineering expenditures to continue to be significant,
both in absolute doliars and as a percentage of total revenues.

General and administrative

General and administrative expenses, which include IT, legal, business operations, finance, and
administrative functions, increased 6 percent in 2004 compared to 2003, primarily due o an increase in
the total number of general and administrative personnel attributable in part to our acquisition of XcelleNet
($2.3 million addition) and a $1.7 million increase in legal expenses. Also included in the 2004 total were
approximately $2.0 million in external costs associated with Sarbanes-Oxley compliance. The 3 percent
decrease in 2003 compared to 2002 was primarily due to decreases in allocated common costs and a 5
percent decrease in the average number of G&A personnel resuiting from our 2003 restructuring activities
(see Note Thirteen to Consolidated Financial Statements, Part Il, item 8.

Amortization of other purchased intangibles

Amortization of other purchased intangibles reflects the amortization of the established customer list
associated with our acquisition in 2000 of Home Financial Network, Inc. (now FFIl) and the amortization of
the established customer list and covenant not to compete associated with our acquisition of XcelleNet in
2004. The amortization of purchased technology associated with our acquisitions of Home Financial
Network, New Era of Networks, AvantGo, Dejima, and XcelleNet is included in cost of license fees. See
Note One to Consolidated Financial Statements - Goodwill and Other Purchased Intangible Assets, Part II,
ltem 8.

Goodwill impairment

Following our adoption of SFAS 142 in the first quarter of 2002, we conducted the annual impairment
testing required by SFAS 142 as of December 31, 2004, December 31, 2003 and December 31, 2002.
See Note One to Consolidated Financial Statements - Goodwill and Other Purchased intangible Assets,
Part Il, tem 8. The application of these new rules resulted in a cumulative effect of an accounting change
of $132.5 million in the first quarter of 2002 and a goodwill impairment of $12.3 million in the fourth quarter
of 2002. Our 2004 and 2003 analysis of goodwill impairment did not indicate an impairment loss for any of
the Company's reporting units. See “Critical Accounting Policies and Estimates,” above, and “Future
Operating Results” below. We may encounter difficulties compieting or integrating our acquisitions and
strategic relationships and may incur acquisition-related charges that could adversely affect our operating
results. :

Stock compensation expense

Stock compensation expense primarily reflects non-cash compensation expense associated with
restricted stock purchase rights granted to certain Sybase executives in the second quarter of 2001, in the
first quarter of 2003, and in the first and third quarters of 2004 (see Note Seven to Consoclidated Financial
Statements - Restricted Stock Grants, Part i, ltem 8).

Reversal of AvantGo restructuring accrual
In connection with the 2003 acquisition of AvantGo, we assumed certain liabilities associated with
AvantGo's 2001 and 2002 restructuring programs, primarily related to excess space at AvantGo's

Hayward, California and Chicago, Ninois facilities. At the time of acquisition, we also accrued additional
amounts for lease obligations, net of the expected sublease revenue, associated with AvantGo's
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remaining facilities in Hayward which would be vacated upon the expected move of all personnel to
Sybase’s facilities in Dublin, California. During the quarter ended September 30, 2004, we were able to
sublease the Hayward facilities on terms much better than those anticipated when the applicable accruals
were recorded. As a result, we reversed accrued restructuring liabilities related to this facility.

Cost (reversal) of restructuring

2004 Restructuring Actions. In the third quarter of 2004, after two straight quarters of failing to meet
revenue and earnings expectations, we embarked on a restructuring plan (2004 Plan) aimed at reducing
our annual expenses (primarily employee and facility related) by approximately $15 million. Of this
amount, approximately $13 million in annual savings is expected to result from headcount reductions and
approximately $2 million in annual savings is expected to result from facility consolidation and the
avoidance of software maintenance costs. 2004 Plan activities included the termination of approximately
140 employees worldwide, the closure or consolidation of approximately 5 facilities worldwide and the
write-off of certain enterprise software purchased from a third party. It is anticipated that the total costs,
once the restructuring activities prescribed under the 2004 Plan are fully completed, will be $20.9 million.

2003, 2002 and 2001 _Restructuring Activities. We also undertook restructuring activities in 2003, 2002
and 2001 as a means of managing our operating expenses and assumed certain restructuring program
liabilities of AvantGo when we acquired that company in 2003.

For descriptions of each restructuring plan, see Note Thirteen to Consolidated Financial Statements, Part
fl, ltem 8.

Operating income/(loss)
(Dollars in millions)

2004 Change 2003 Change 2002
Operating income by segment:
IPG $ 835 3% $ 814 (6%) '$ 86.7
IAS 12.7 (34%) 19.2 (13%) 22.1
FFI , (7.0) (26%) (9.5) (49%) {18.8)
Unallocated cost savings 0.2 (98%) 13.2 i (32.8)
Total operating income $ 894 (14%) $104.3 82% $ 57.2
Percentage of total revenues 11.3% 13.4% 7%

* Not meaningful

Operating income in 2004 was $89.4 million compared to operating income of $104.3 million in 2003 and
operating income of $57.2 million in 2002. The decline in the operating margin to 11.3 percent in 2004
compared to 13.4 percent in 2003 was primarily the result of the accrual of expenses relating to our 2004
restructuring plan, and partially attributable to the 2004 resuits of XcelleNet. The increase in operating
income in the IPG segment for 2004 compared to 2003 was primarily due to the decrease in employee
and facilities related operating expenses as a result of our restructuring activities in 2003 and 2004
partially offset by a decline in license fees revenues as a resuilt of factors discussed under “Revenues,”
above. The operating margin for this segment was 11.9 percent for 2004 compared to 11.3 percent for
2003. The decrease in operating income in the IPG segment for 2003 compared to 2002 was primarily
due to the decline in license fees revenues from Integration and Access products as a result of the factors
discussed under “Revenues” above, partially offset by the decrease in operating expenses resulting from
the 2002 restructuring activities.

The decline in operating income for the iAS segment in 2004 compared to 2003 was primarily due to an
increase in operating expenses largely attributable to the XcelleNet and Dejima transactions, offset by an
increase in total revenues. The operating margin associated with XcelleNet and Dejima in 2004 was
{$4.5) million, of which ($5.6) million was related to the amortization of intangibles acquired in these
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acquisitions. The operating margin for this segment was 10.7 percent for 2004 compared to 20.8 percent
for 2003. The results of XcelleNet and Dejima accounted for approximately 69 percent of the 2004
decline in iAS’s operating margin. The decline in operating income for the iAS segment in 2003 compared
to 2002 was primarily due to an increase in operating expenses largely attributable to the AvantGo
acquisition, offset by an increase in total revenues. The operating margin associated with AvantGo in
2003 was ($5.1) miliion, of which ($0.3) million was related to the amortization of purchased technology
acquired in the acquisition.

The decrease in FFI's operating loss of 2004 primarily resulted from the increase in revenues discussed
above. The operating loss in the FFI segment dropped in 2003 compared to 2002 due primarily to the
$12.3 million goodwill impairment charge incurred in 2002.

Certain common costs and expenses are allocated to the various segments based on measurable drivers
of expense. Unallocated expenses represent corporate expenditures or cost savings that are not
specifically allocated to the segment including reversals or restructuring expenses associated with
restructuring activities undertaken prior to 2003.

Other income (expense), net
{Dollars in millions)

_ 2004 Change 2003 Change 2002

Interest income $10.9 (3%) $11.2 (4%) $11.7
Percentage of total revenues 1% 1% 1%
Interest expense and other, net $ 0.7 (72%) $ 25 4% $ 24

Percentage of total revenues

* Not meaningful

In 2004, interest income decreased 3 percent from 2003. Interest income consists primarily of interest
earned on our investments. The decrease in interest income for 2004 compared to 2003 is primarily due
to the decrease in the cash balances invested. Our invested cash balances declined as a result of cash
used in our stock repurchase program and for the XcelleNet and Dejima acquisitions. See “Consolidated
Statements of Cash Flows,” Part Il, Item 8. The 4 percent decrease in interest income from 2002 to 2003
was largely due to the decline in interest rate yields on invested cash balances.

Interest expense and other, net, primarily includes: net gains and losses resulting from toreign currency
transactions and the related hedging activities; the cost of hedging foreign currency exposures; bank fees;
and gains from the disposition of certain real estate and investments. The net decrease in interest
expense and other, net for 2004 compared to 2003 was primarily due to a gain of approximately $3.2
million recorded in 2003 relating to the realization of a note receivable originally generated from our sale of
certain Swiss subsidiaries. Interest expense and other, net for 2002 included a gain of approximately $2.5
million that we reatized on the initial sale of these Swiss subsidiaries.

Provision for Income Taxes
{Doliars in millions)

2004 Change 2003 Change _ 2002

Provision for income taxes $33.0 7% $30.8 (8%) $33.4

In 2004 a provision for income taxes was recorded at a rate of approximately 33 percent on income before
taxes. Qur effective tax rate differed from the statutory federal rate of 35 percent primarily due to
adjustments for the difference between estimated amounts recorded and actual liabilities resulting from
the filing of prior years’ tax returns, the utilization of Japanese net operating losses, additional tax reserves
relating primarily to foreign transfer pricing exposures and the release of tax reserves upon the completion
of various tax audits. Without the benefit of the Japanese net operating losses, adjustments for the
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difference resulting from the filing of the prior years’ tax returns and for tax reserves, our effective tax rate
for the year would have been approximately 39 percent.

In 2003 a provision for income taxes was recorded at a rate of approximately 26 percent on income before
taxes. OQur effective tax rate differed from the statutory federal rate of 35 percent primarily due to the
utilization of certain foreign tax credits upon which a full valuation allowance was provided, the release of
certain deferred tax liabilities which were made unnecessary when we were able to restructure certain
earnings of a foreign subsidiaries in a manner to altow for their repatriation free from the withholding taxes
we provided for with the deferred tax liability, and the reiease of certain tax reserves upon the completion
of various tax audits.

In 2002 a provision for income taxes was recorded at a rate of approximately 47 percent on income before
taxes and the cumulative effect of an accounting change. Our 2002 effective tax rate differed from the
statutory federal rate of 35 percent primarily due to non-deductible charges associated with the
impairment loss on certain goodwill, and the impact of state taxes.

We had a net deferred tax asset of $50.6 million at December 31, 2004. This deferred tax asset is net of
a valuation allowance of $96.3 million. As of December 31, 2004, the gross deferred tax asset included a
research and development tax credit of $17.7 million, foreign tax credits of $5.8 million and an asset for
certain net operating losses of $63.5 million. The research and development tax credits expire from 2010
through 2024, the foreign tax credits expire from 2010 through 2014, and the net operating losses expire
from 2007 through 2024. In order to realize our net deferred tax assets we must generate sufficient
taxable income in future years in appropriate tax jurisdictions to obtain the recorded benefit from the
reversal of temporary differences (i.e., between book and tax basis), and from tax credit carryforwards.
Specifically, realization of these assets is dependent on our ability to generate approximately $163.6
million of future taxable income, largely in the U.S. Based on the plans and estimates we are using to
manage the underlying business we believe that sufficient income will be earned in the future to realize
these assets. The amount of the deferred tax assets considered realizable is subject to adjustment in
future periods if estimates of future taxable income are reduced. Any such adjustments to the deferred
tax assets would be charged to income in the period such adjustment was made.

The valuation allowance primarily relates to the deferred tax assets associated with acquired net operating
losses, net operating loss and capital loss carryforwards, tax assets associated with stock option activity,
and foreign tax credits. Approximately $72.6 million of the valuation allowance relates to deferred tax
assets associated with net operating losses and capital losses acquired in, or attributable to, the NEN and
AvantGo acquisitions. If the associated deferred tax assets are realized, the benefit from their realization
will reduce goodwill carried on our books associated with these acquisitions. The valuation allowance also
includes approximately $17.1 million associated with stock option activity for which any recognized tax
benefits will be credited directly to shareholders’ equity.

Cumulative effect of an accounting change to adopt SFAS 142
{Dollars in miltions)

2004 Change 2003 Change 2002

Cumulative effect of an accounting
change to adopt SFAS 142 - * - * $132.5

* Not meaningful
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For a discussion of the cumulative effect of an accounting change to adopt SFAS 142, see Note One to
Consolidated Financial Statements — Goodwill and Other Purchased Intangibles, Part I, ltem 8.

Net income (loss) per share
(Dollars and shares in millions)

2004 Change 2003 Change 2002
Net income (loss) $ 68.0 (22%) $ 873 * $(94.7)
Percentage of total revenues 9% 11% (11%)
Basic: ,
Net income (loss) per share $ 0.7 (23%) $ 092 " $(0.98)
Shares used in computing basic
net income (loss) per share 95.6 1% 94.8 (2%) 96.8
Diluted:
Net income (loss) per share $ 069 (22%) $ 089 * $(0.95)
Shares used in computing diluted
net income (loss) per share 98.0 * 97.6 (2%) 99.6

* Not meaningful

We reported net income of $68.0 million in 2004, net income of $87.3 million in 2003, and net loss of
$94.7 million in 2002. In 2004, the decrease in net income compared to 2003 was due to the various
factors discussed above. In 2003, the increase in our net income was primarily refated to the absence of
any goodwill impairment loss as compared to the $132.5 million impairment loss recognized in 2002 as a
cumulative effect of an accounting change (see Note One to Consolidated Financial Statements -
Goodwill and Other Purchased Intangibies, Part Il, ltem 8), and the factors discussed in “Operating
Income,” above.

In 2004, the increase in shares used for computing basic and diluted net income per share was due
primarily 1o the ongoing exercise of employee stock options, partially offset by shares repurchased under
our Stock Repurchase Program (described in “Liquidity and Capital Resources,” below). in 2003, the
decrease in shares used for computing basic and diluted net income per share was primarily from shares
repurchased under our Stock Repurchase Program. These repurchases primarily occurred during the
early part of 2003. The decrease was partially offset by the exercise of employee stock options (which
primarily occurred during the later part of 2004) and the issuance of approximately 0.7 million shares of
our Common Stock during the third quarter of 2003 to an unrelated third party.in connection with an
agreement for marketing services (see Note Seven to Consolidated Financial Statements — Issuance of
Company Stock for Certain Services, Part Ii, item 8). See also Consolidated Statements of Stockholders’
Equity, Part (I, item 8.

Liquidity and capital resources
{Dollars in millions)
2004 Change 2003 Change 2002

Working capital $290.2 11% $261.0 132% $112.3
Cash, cash equivalents and cash
Investments $513.6 (10%) $573.8 48% $387.2
Net cash provided by operating activities $176.2 (13%) $202.1 23% = $164.3
Net cash used for investing activities $ 828 (54%) $178.7 62% $110.1
Net cash provided by (used for) financing  $(102.2) * $ 25.0 * $(66.2)
activities

* Not meaningful




Net cash provided by operating activities decreased 13 percent in 2004 compared to 2003 primarily due to
a $12.6 million decrease in net income before consideration of depreciation, amortization and asset write-
offs, and the impact in 2003 of aggressive collection efforts which significantly reduced our accounts
receivables (DSO was reduced from 72 days in Q4 2002 to 60 days in Q4 2003). This decrease was
partially offset by a larger reduction of accrued liabilities in 2003 compared to 2004, with the 2003
decrease principally related to restructuring related facility accruals.

Net cash provided by operating activities increased 23 percent between 2002 and 2003, primarily due to a
$40.7 million increase in net income before consideration of depreciation, amortization and an impairment
loss. The increase also resulted from increased cash of $24.5 million associated with our improved
collections in EMEA,

Net cash used for investing activities decreased 54 percent between 2003 and 2004 primarily due to net
dispositions of cash investments of $65.0 million compared to net purchases of cash investments of
$102.9 million in 2003. For further discussion of our investment portfolio, see “Interest Rate Risk,” below.
The decrease was partially offset by the net cash outlay of $81.3 million for the XcelleNet and Dejima
transactions in the second quarter of 2004, as compared to the $13.9 million in net cash was used for the
acquisition of AvantGo during the first quarter of 2003.

Net cash used for investing activities increased 62 percent between 2002 and 2003 primarily due to net
purchases of cash investments of $102.9 million in 2003 compared to $34.0 million in 2002.

Substantially all our financing activities from 2002 through 2004 related to purchases under the Stock
Repurchase Program (discussed below) and the utilization of treasury stock issued upon exercise of stock
options under certain of our employee stock plans. Net cash used for financing activities in 2004 was
$102.2 million compared to net cash provided by financing activates of $25.0 million in 2003. The shift
from net cash provided by financing activities to net cash used for financing activities was primarily the
result of a $84.7 million increase in the cash used to repurchase our stock during 2004, compared to the
cash used for a similar purpose during 2003. In addition, we paid off $22.2 million of long-term obligations
assumed as part of the XcelleNet acquisition during the second quarter of 2004. The shift from net cash
used for financing activities in 2002 to net cash provided by financing activities in 2003 was primarily due
to the fact that we repurchased fewer shares under the Stock Repurchase Program in 2003 compared to
2002,

Beginning in 1998, our Board of Directors authorized the repurchase of our outstanding Common Stock
from time to time, subject to price and other conditions (Stock Repurchase Program). Through December
31, 2004, aggregate amounts authorized under the Stock Repurchase Program totaled $600.0 million.
During 2004, we repurchased 6.4 million shares at a cost of $115.6 million. In 2003, we repurchased 2.3
million shares at a cost of $30.9 million, and in 2002 we repurchased 6.7 million shares at a cost of $89.8
million.

Approximately $103.7 million remained in the Stock Repurchase Program at December 31, 2004. The
average price per share of the shares repurchased under the Stock Repurchase Program during 2004
was $18.06, compared to $13.24 in 20083, and $13.42 in 2002. We had no significant commitments for
capital expenditures at December 31, 2004. We expect to fund expenditures for future capital
requirements, liquidity and sirategic operating programs from a combination of available cash balances
and internally generated funds. At December 31, 2004 we had no debt to unrelated parties, however, on
February 22, 2005 we issued $460 million in aggregate principal amount of convertible notes. See Note
Fifteen to Consolidated Financial Statements, Part i, ltem 8.

We engage in global business operations and are therefore exposed to foreign currency fluctuations that
can affect the overall value of the assets (including cash.) and liabilities reflected on our balance sheet.
For a further discussion of the effect of foreign currency fluctuations on our financial condition, see
“Financial Risk Management — Foreign Exchange Risk,” below.
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Contractual Obligations

Our contractual obligations at December 31, 2004 are summarized as follows:

(Dollars in Millions) Payments Due by Period

: 2005 2006-2007 2008-2009
Contractual Obligations TJotal Commitments Commitments Commitments After 2009
Operating leases $ 346.2 $ 451 $ 815 $ 69.4 $150.2
Capital lease 15.6 1.1 2.1 21 . % 103

Third party royalties

/Software license &

maintenance

commitments 55 4.2 1.3 -

Total commitments $ 367.3 $ 504 $ 84.9 $ 715 $160.5

Subsequent to December 31, 2004 we issued $460 million in convertible notes. The company will treat
this obligation as a debt obligation due on February 22, 2010. We have used approximately $125 million
of the proceeds to repurchase 6.7 million shares of Sybase stock. We intend to use the remaining
proceeds for working capital and general corporate purposes which may include the acquisition of
businesses, products, product rights or technologies, strategic investments or additional purchases of our
common stock. See Note Fifteen to Consolidated Financial Statements, Part Il, ltem 8.

New Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No.
123 (revised 2004), Share-Based Payment, which is a revision of FASB Statement No. 123, Accounting
for Stock-Based Compensation. Statement 123(R) supersedes APB Opinion No. 25, Accounting for Stock
Issued to Employees, and amends FASB Statement No. 95, Statement of Cash Fiows. Generally, the
approach in Statement 123(R) is similar to the approach described in Statement 123. However,
Statement 123(R) requires all share-based payments to employees, including grants of employee stock
options, to be recognized in the income statement based on their fair values. Disclosure in financial
footnotes of the pro forma impact of the fair value of share-based payments, as permitted by APB 25, is
not a permitted alternative under Statement 123(R).

We are required to apply Statement 123(R) beginning July 1, 2005 and could choose, but will decline, to
apply Statement 123(R) retroactively from January 1, 2005 to June 30, 2005. The cumulative effect of
adoption, if any, will be measured and recognized on July 1, 2005. See Note One to Consolidated
Financial Statements — Other Recent Accounting Pronouncements, Part Il, Item 8.

Financial Risk Management
Foreign Exchange Risk

We experience foreign exchange translation exposure on our net assets and liabilities denominated in
currencies other than the U.S. dollar. The related foreign currency translation gains and losses from
translating these amounts into U.S. dollars for subsidiaries that conduct their business in a currency other
than the U.S. dollar, are reflected in “Accumulated other comprehensive income/(loss)’ under
“Stockholders’ equity” on the balance sheet. As of December 31, 2004, we had identifiable net assets
totaling $225.4 million associated with our EMEA operations and $73.9 million associated with our
Intercontinental operations.

As a global concern, we face exposure to adverse movements in foreign currency exchange rates. These
exposures may change over time as business practices evolve and could have material adverse or
beneficial impacts on our financial position and results of operations. Historically, our primary exposures
have related sales and expenses in EMEA, Asia Pacific, and Latin America which are denominated in a
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currency other than the functional currency of the subsidiary recording the transaction. In order to reduce
the effect of foreign currency fluctuations, we utilize foreign currency forward exchange contracts (forward
contracts) to hedge certain foreign currency transaction exposures. Specifically, we enter into forward
contracts with a maturity of approximately 30 days to hedge against the foreign exchange exposure
created by certain balances that are denominated in a currency other than the principal reporting currency
of the entity recording the transaction. The gains and losses on the forward contracts are meant to
mitigate the gains and losses on these outstanding foreign currency transactions. We do not enter into
forward contracts for trading purposes. All foreign currency transactions and all outstanding forward
contracts are marked to market at the end of the period with unrealized gains and losses included in
interest expense and other, net. The unrealized gain (loss) on our outstanding forward contracts as of
December 31, 2004 was immaterial to our consolidated financial statements. The tables below provide
information about our forward contracts as of December 31, 2004 and 2003.

(Amounts in thousands except exchange rates)

uss
Notional Average

Forward Contracts - As of December 31, 2004 amount Contract rate
Contracts for the sale of US Dollars and purchase of:

Canadian Dollars $ 249 0.8302

British Pounds $ 957 1.9135

Euro $ 15,609 1.3573

Singapore Dollars $ 6,611 0.6121

Mexican Pesos $ 313 0.0893
Contracts for the purchase of US Dollars and sale of:

Japanese Yen $ 1,761 102.2300

Swiss Franc $ 1,924 1.1433

Korean Won $ 4415 1039.5000
Contracts for the purchase of Euros and sale of:

Swedish Krona $ 603 9.0011

Swiss Franc $ 2,186 1.5518

UK Pound $ 7,270 0.7093

Norwegian Krone ‘ $ 2,049 8.2802
Total $ 43,947
(Amounts in thousands except exchange rates)

uss
Notional Average

Forward Contracts - As of December 31, 2003 amount Contract rate
Contracts for the sale of US Dollars and purchase of:

Canadian Dollars $ 7,157 0.7695

Euro $ 17,732 1.2576

Singapore Dollars : $ 5,235 0.5882
Contracts for the purchase of US Dollars and sale of:

Swiss Franc $ 1613 » 1.2403
Contracts for the purchase of Euros and sale of:

Swedish Krona $ 1,262 9.0769

Swiss Franc v $ 1,452 1.5598

UK Pound $ 9,065 0.7080

Norwegian Krone $ 1,603 8.4020
Total $ 45,119

-830 -




Interest Rate Risk

Our exposure to market risk for changes in interest rates relates to our investment portfolio, which
consists of taxable, short-term money market instruments and debt securities with maturities between 90
days and three years. We do not use derivative financial instruments in our investment portfolio. We have
no cash flow exposure due to rate changes for our investment portfolio, since all investments are made in
securities with fixed interest rates.

Default Risk

We place our investments with high quality credit issuers and, by policy, limit the amount of credit
exposure with any one issuer. We mitigate default risk by investing in safe, high investment grade
securities and by monitoring the credit rating of investment issuers. The portfolio includes only marketable
securities with active secondary or resale markets to ensure portfolio liquidity. We have no cash flow
exposure due to rate changes for our investment portfolio, since all investments are made in securities
with fixed interest rates.

Future Operating Results

Our future operating results may vary substantially from period to period due to a variety of significant risks,
some of which are discussed below and elsewhere in this Report on Form 10-K. We strongly urge current
and prospective investors to carefully consider the cautionary statements and risks contained in this Report
including those regarding forward-looking statements described on Page 2.

Significant variation in the timing and amount of our revenues may cause fluctuations in our
quarterly operating results and accurate estimation of our revenues is difficult.

Our operating results have varied from quarter to quarter in the past and may vary in the future depending
upon a number of factors described below, including many that are beyond our control. As a result, we
believe that quarter-to-quarter comparisons of our financial resuits should not be relied on to indicate our
future performance. We operate with little or no backlog, and our quarterly license revenues depend
largely on orders booked and shipped in that quarter. Historically, we have recorded a majority of our
quarterly license revenues in the last month of each quarter, particuiarly during the final two weeks. In
recent periods, we have experienced fluctuations in the purchasing patterns of our customers. For
example, during 2003 and the first half of 2004, we experienced an overall increase in the volume of
license revenue transactions but an overall decrease in the average dollar value of these transactions.
During the fourth quarter of 2004, our average dollar value for these transactions increased significantly
over the fourth quarter of 2003, but the total number of orders declined. Although many of our customers
are larger enterprises, an apparent trend toward more conservative |T spending could result in fewer of
these customers making substantial investments in our products and services in any given period.
Therefore, if one or more significant orders do not close in a particular quarter, our results of operations
could be materially and adversely affected, as was the case in the first and second quarters of 2004.

Our operating expenses are based on projected annual and quarterly revenue levels, and are generally
incurred ratably throughout each quarter. Since our operating expenses are relatively fixed in the short
term, failure to realize projected revenues for a specified period could adversely impact operating results,
reducing net income or causing an operating loss for that period. The deferral or non-occurrence of such
revenues would materially adversely affect our operating results for that quarter and could impair our
business in future periods. Because we do not know when, or if, our potential customers will place orders
and finalize contracts, we cannot accurately predict our revenue and operating results for future quarters.

In addition to the above factors, the timing and amount of our revenues are subject to a number of factors
that make it difficult to accurately estimate revenues and operating results on a quarterly or annual basis.
For example, in the first and second quarters of fiscal 2004, our results fell short of our previously
announced forecasts for those periods. In our experience revenues in the fourth quarter benefit from large
enterprise customers placing orders before the expiration of budgets tied to the calendar year. As a result,
revenues from license fees tend to decline from the fourth quarter of one year to the first quarter of the
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. next year. In the past, this seasonality has contributed to lower total revenues and earnings in the first
quarter compared to the prior fourth quarter. We cannot assure you that estimates of our revenues and
operating results can be made with certain accuracy or predictability. Fluctuations in our operating results
may contribute to volatility in our stock price.

Economic conditions in the U.S. and worldwide could adversely affect our revenues.

Qur revenues and operating results depend on the overall demand for our products and services. General
weakening of the U.S. and worldwide economy in recent years contributed to a decrease in our revenues
from 2000 to 2003. Economic uncertainty caused many of our customers to delay or significantly reduce
discretionary spending for larger infrastructure IT projects, which contributed to the decline in our
revenues from 2000 to 2003. In part due to improvements in the woridwide economy, our 2004 revenues
exceeded 2003 revenues by 1.3%. If the U.S. and worldwide economies do not continue to stabilize and
improve, or if these economies weaken, either alone or in tandem with other factors beyond our control
(including war, political unrest, shifts in market demand for our products, etc.), we may not be able to
maintain or expand our recent revenue growth.

If we fail to maintain or expand our relationships with strategic partners and indirect distribution
channels our license revenues could decline.

We currentiy derive a significant portion of our license revenues from sales of our products and services
through non-exclusive distribution channels, including strategic partners, systems integrators (Sis),
original equipment manufacturers (OEMs) and value-added resellers (VARs). We generally anticipate that
sales of our products through these channels will account for a substantial portion of our license revenues
in the foreseeable future. Because most of our channel relationships are non-exclusive, there is a risk that
some or all of them could promote or sell our competitors’ products instead of ours, or that they will be
unable to effectively sell new products that we may introduce. Additionally, if we are unable to expand our
indirect channels, or these indirect channels fail to generate significant revenues in the future, our
business could be harmed.

QOur development, marketing and distribution strategies also depend in part on our ability to form strategic
relationships with other technology companies. If these companies change their business focus, enter into
strategic alliances with other companies or are acquired by our competitors or others, support for our
products could be reduced or eliminated, which could have a material adverse effect on our business and
financial condition.

Industry consolidation and other competitive pressures could affect prices or demand for our
products and services, and our business may be adversely affected.

The IT industry and the market for our core database infrastructure products and services is becoming
increasingly competitive due to a variety of factors including a maturing enterprise infrastructure software
market, changes in customer IT spending habits, and mixed economic recovery in the U.S. There also
appears to be a growing trend toward consolidation in the software industry, as evidenced by Oracle’s
recent acquisition of PeopleSoft, Symantec’s announcement that it will acquire Veritas, PeopleSoft's 2003
acquisition of J.D. Edwards, and IBM's 2001 acquisition of the Informix database business. Continued
consofidation within the software industry could create opportunities for larger software companies, such
as IBM, Microsoft and Oracle, to increase their market share through the acquisition of companies that
dominate certain lucrative market niches or that have loyal installed customer bases. Because of QOracle’s
acquisition of PeopleSoft, we anticipate that a limited number of our customers that use PeopleSoft
products will choose to run these applications on QOracle products rather than on our products. Continued
consolidation activity could pose a significant competitive disadvantage to us.

The significant purchasing and market power of larger companies may also subject us to increased
pricing pressures. Many of our competitors have greater financial, technical, sales and marketing
resources, and a larger installed customer base than us. In addition, our competitors’ advertising and
marketing efforts could overshadow our own and/or adversely influence customer perception of our
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products and services, and harm our business and prospects as a result. To remain competitive, we must
develop and promote new products and solutions, enhance existing products and retain competitive
pricing policies, all in a timely manner. Our failure to compete successfully with new or existing
competitors in these and other areas could have a material adverse impact on our ability to generate new
revenues or sustain existing revenue levels.

The ability to rapidly develop and bring to market advanced products and services that are
successful is crucial to maintaining our competitive position.

Widespread use of the Internet and fast-growing market demand for mobile and wireless solutions may
significantly alter the manner in which business is conducted in the future. In light of these developments,
our ability to timely meet the demand for new or enhanced products and services to support wireless and
mobile business operations at competitive prices could significantly impact our ability to generate future
revenues. We acquired AvantGo in 2003, as well as XcelleNet and certain assets of Dejima in April 2004,
to enhance our mobile, wireless and embedded solutions that form the foundation of our Unwired
Enterprise initiative. In 2004 we introduced more new and enhanced products than in any previous year. If
the market for unwired solutions does not continue to develop as we anticipate, if our solutions and
services do not successfully compete in the relevant markets, or our new products are not widely adopted
and successful, our competitive position and our operating results could be adversely affected.

If our existing customers cancel or fail to renew their technical support agreements, or if
customers do not license new or additional products on terms favorable to us, our technical
support revenues could be adversely affected.

We currently derive a significant portion of our overall revenues from technical support services, which are
included in service revenues. The terms of our standard software license arrangements provide for the
payment of license fees and prepayment of first-year technical support fees. Support is renewable
annually at the option of the end user. We have recently been experiencing increasing pricing pressure
from customers when purchasing or renewing technical support agreements and this pressure may resuit
in our reducing support fees or in lost support fees if we refuse to reduce our pricing, either of which could
result in reduced revenue. If our existing customers cancel or fail to renew their technical support
agreements, or if we are unable to generate additional support fees through the license of new products to
existing or new customers, our business and future operating results could be adversely affected.

Unanticipated delays or accelerations in our sales cycles could result in significant fluctuations in
our quarterly operating results.

The length of our sales cycles varies significantly from product to product. The sales cycle for some of our
products can take up to 18 months to complete. Any delay or unanticipated acceleration in the closing of a
large license or a number of smaller licenses could resuit in significant fluctuations in our guarterly
operating results. For example, in the second quarter of 2004, the license revenue in IPG declined 15%
from the prior year period, in part due to larger sales being delayed and a lengthening sales cycle. The
length of the sales cycle may vary depending on a number of factors over which we may have little or no
control, including the size and complexity of a potential transaction, the level of competition that we
encounter in our selling activities and our potential customers’ internal budgeting process. Our sales cycle
can be further extended for product sales made through third party distributors. As a result of the lengthy
sales cycle, we may expend significant efforts over a long period of time in an aftempt to obtain an order,
but ultimately not complete the sale, or the order ultimately received may be smaller than anticipated.

We may encounter difficulties completing or integraling our acquisitions and strategic
relationships and may incur acquisition-related charges that could adversely affect our operating
results.

We regularly explore possible acquisitions and other strategic ventures to expand and enhance our
business. Additionally, we have in the past and may in the future make strategic investments in other
companies. We have recently acquired a number of companies and formed certain strategic relationships.
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For example, we acquired AvantGo in 2003 and XcelleNet and certain assets of Dejima in April 2004. We
expect to continue to pursue acquisitions of complimentary or strategic business product lines, assets and
technologies.

We may not achieve the desired benefits of our acquisitions and investments. For example, we may be
unable to successfully assimilate an acquired company’s management team, employees or business
infrastructure. Also, dedication of additional resources to execute acquisitions and handle integration tasks
could temporarily divert attention from other important business. Such acquisitions could also result in
costs, liabilities, or additional expenses that could harm our results of operations and financial condition. In
addition, we may not be able to maintain customer, supplier or other favorable business relationships of
ours, or of our acquired operations, or be able to terminate or restructure unfavorable relationships.

Under Statement of Financial Accounting Standard No. 142 we no longer amortize goodwill but evaluate
goodwill recorded in connection with acquisitions at least annually for impairment. As of December 31,
2004, we had approximately $214 million of goodwill recorded on our balance sheet, none of which was
determined to be impaired as of that date. Goodwill impairments are based on the vaiue of our reporting
units and reporting units that previously recognized impairment charges (as was the case with FF! in
2002) are prone to additional impairment charges if future revenue and expense forecasts or market
conditions worsen after an impairment is recognized. If goodwill is determined to be impaired in the future
we will be required to take a non-cash charge to earnings to write-off impaired goodwill, which could
significantly impact our net income,

With respect to our investments in other companies, we may not realize a return on our investments, or
the value of our investments may decline if the businesses in which we invest are not successful. Future
acquisitions may also result in dilutive issuances of equity securities, the incurrence of debt, restructuring
charges relating to the consolidation of operations and the creation of other intangible assets that could
result in amortization expense or impairment charges, any of which could adversely affect our operating
resuits.

Restructuring activities and reorganizations in our sales model may not succeed in increasing
revenues and operating results.

Since 2000, we have implemented several restructuring plans in an effort to align our expense structure to
our expected revenue. As a result of these restructuring activities, we have recorded restructuring charges
totaling approximately $116 million through December 31, 2004. Cur ability to significantly reduce our
current cost structure in any material respects through future restructurings may be difficult without
fundamentally changing elements of our current business. If we are unable to generate increased
revenues or controi our operating expenses going forward, our results of operations will be adversely
affected.

Our sales model has evolved significantly during the past few years to keep pace with new and developing
markets and changing business environments. If we have overestimated demand for our products and
services in our target markets, or if we are unable to coordinate our sales efforts in a focused and efficient
way, our business and prospects could be materially and adversely affected. For example, in January
2003, we reorganized our sales focus with the creation of the IPG, which was designed to integrate and
provide synergies among our different products lines and to focus on increasing our market presence and
revenue through indirect channels such as Sls, OEMs and VARs and other resellers. In the process of this
reorganization, we brought three of our former divisions, ESD, eBD and BID, under a single umbrella, and
reduced the number of our business divisions from five to three. In early 2005 the IPG sales organization
was restructured into two organizations, North America and International. Other organizational changes in
our sales or divisional model could have a direct effect on our results of operations depending on whether
and how quickly and effectively our employees and management are able to adapt to and maximize the
advantages these changes are intended to create. We cannot assure that these or other organizational
changes in our sales or divisional model will result in any increase in revenues or profitability, and they
could adversely affect our business.
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Our results of operations may depend on the compatibility of our products with other software
developed by third parties.

Our future results may be affected if our products cannot interoperate and perform well with software
products of other companies. Certain leading applications currently are not, and may never be,
interoperable with our products. In addition, many of our principal products are designed for use with
products offered by competitors. In the future, vendors of non-Sybase products may become less willing to
provide us with access to their products, technical information, and marketing and sales support, which
could harm our business and prospects.

We are subject to risks arising from our international operations.

We derive a substantial portion of our revenues from our international operations, and we plan to continue
expanding our business in international markets in the future. In 2004, revenues outside North America
represented 42 percent of our total revenues. As a result of our international operations, we are affected
by economic, regulatory and political conditions in foreign countries, including changes in IT spending
generally, the imposition of government controls, changes or limitations in trade protection laws,
unfavorable changes in tax treaties or laws, natural disasters, labor unrest, earnings expatriation
restrictions, misappropriation of intellectual property, acts of terrorism and continued unrest and war in the
Middle East and other factors, which could have a material impact on our international revenues and
operations. Qur revenues outside North America could also fluctuate due to the relative immaturity of
some marketls, rapid growth in other markets, and organizational changes we have made to
accommodate these conditions.

We face exposure to adverse movements in foreign currency exchange rates.

We experience foreign exchange translation exposure on our net assets and transactions denominated in
currencies other than the U.S. dollar. In 2004, our net income and revenues benefited from the decline in
the value of the U.S. dollar against a number of foreign currencies, including the Euro and the Japanese
Yen. We do not utilize foreign currency hedging contracts to smooth the impact of converting non-U.S.
dollar denominated revenues into U.S. dollars for financial reporting. Because we do not anticipate
entering into currency hedges for non-U.S. dollar revenues, our future results will fluctuate based on the
appreciation or depreciation of the U.S. doliar against major foreign currencies.

As of December 31, 2004, we had identified net assets totaling $225.4 million associated with our EMEA
operations, and $73.9 million associated with our Asia Pacific and Latin America operations. Accordingly,
we may experience fluctuations in operating results as a result of translation gains and losses associated
with these asset and liability values. In order to reduce the effect of foreign currency fluctuations on our
and certain of our subsidiaries’ balance sheets, we utilize foreign currency forward exchange contracts
(forward contracts) to hedge certain foreign currency transaction exposures. Specifically, we enter into
forward contracts with a maturity of approximately 30 days to hedge against the foreign exchange
exposure created by certain balances that are denominated in a currency other than the principal reporting
currency of the entity recording the transaction. The gains and losses on the forward contracts are
intended to mitigate the gains and losses on these outstanding foreign currency transactions and we do
not enter into forward contracts for trading purposes. However, our efforts to manage these risks may not
be successful. Failure to adequately manage our currency exchange rate exposure could adversely
impact our financial condition and results of operations.

Growing market acceptance of “open source” software could cause a decline in our revenues and
operating margins.

Growing market acceptance of open source software has presented both benefits and challenges to the
commercial software industry in recent years. “Open source” software is made widely available by its
authors and is licensed “as is” for a nominal fee or, in some cases, at no charge. For example, Linux is a
free Unix-type operating system, and the source code for Linux is freely available. We have developed
certain products to operate on the Linux platform, which has created additional sources of revenues.
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Additionally, we have incorporated other types of open source software into our products, allowing us to
enhance certain solutions without incurring substantial additional research and development costs. Thus
far, we have encountered no unanticipated material problems arising from our use of open source
software. However, as the use of open source software becomes more widespread, certain open source
technology could become competitive with our proprietary technology, which could cause sales of our
products to decline or force us to reduce the fees we charge for our products, which could have a material
adverse impact on our revenues and operating margins.

If we are unable to protect our intellectual property, or if we infringe or are alleged to infringe a
third party’s intellectual property, our operating results may be adversely affected.

We rely on a combination of copyright, patent, tfrademark and trade secret laws and contractual
restrictions on disclosure to protect our intellectual property rights. We cannot be certain that the steps we
have taken will prevent unauthorized use of our technology. Our inability to obtain adequate copyright,
patent or trade secret protection for our products in certain countries could diminish the competitive
advantages we derive from our proprietary technology and may have a material adverse impact on future
operating results. In addition, as the number of software products and associated patents increase, it is
possible that software developers will become subject to more frequent infringement claims.

We have in the past received claims by third parties asserting that our products violate their patents or
other proprietary rights. It is likely that such claims will be asserted in the future. In addition, to the extent
we acquire other intellectual property rights, whether directly from third parties or through acquisitions of
other companies, we face the possibility that such intellectual property will be found to infringe or violate
the proprietary rights of others. For example, a trademark infringement and dilution case filed in 1999
against NEN, which we acquired in April 2001, resulied in a multi-million dollar judgment against NEN and
an injunction against NEN's use of the trade name “NEON.” The action was settled in September 2001
for a lesser amount as well as certain other concessions. Regardless of whether these claims have merit,
they can be time consuming and expensive to defend or settle, and can harm our business and
reputation. We do not believe our products infringe any third party patents or proprietary rights, but there is
no guarantee that we can avoid claims or findings of infringement in the future.

We currently license our software products to.end users directly, or through a number of reseller channels
including OEMs, VARs and Sls. Under our standard software license agreements, we contractually agree
to indemnify our licensees against claims that our software infringe the intellectual property rights of third
parties. Some of our products, including our core enterprise database product, incorporate intellectual
property licensed from third parties or open source software. We attempt to exclude open source software
and other products for which no IP indemnity is provided by the licensor from the scope of our
indemnification obligations. However, if we fail to successfully exclude such technology from our
indemnification obligations, claims that such open source or third party technology infringes the intellectual
property rights of a third party could materially and adversely affect our business and financial condition.

Our key personnel are critical to our business, and we cannot assure that they will remain with us.

Our success depends on the continued service of our executive officers and other key personnel. In
recent years, we have made additions and changes to our executive management team. For example, in
August 2004, Martin J. Healy, Vice President and Corporate Controller, retired and was replaced by
Jeffrey G. Ross, formerly Group Director of Tax and Accounting. Further changes involving executives
and managers resulting from acquisitions, mergers and other events could increase the current rate of
employee turnover, particularly in consulting, engineering and sales. We cannot be certain that we will
retain our officers and key employees. In particular, if we are unable to hire and retain qualified technical,
managerial, sales and other employees it could adversely affect our product development and sales
efforts, other aspects of our operations, and our financial results. Competition for highly skilled personnel
in the software industry is intense. Our financial and stock price performance relative to the companies
with whom we compete for employees, and the high cost of living in the San Francisco Bay Area, where
our headquarters is located, could alsc impact the degree of future employee turnover.
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Changes in accounting and legal standards could adversely affect our future operating results.

During the past several years, various accounting guidance has been issued with respect to revenue
recognition rules in the software industry. However, much of this guidance addresses software revenue
recognition primarily from a conceptual level, and is silent as to specific implementation requirements. As
a consequence, we have been required to make assumptions and judgments, in certain circumstances,
regarding application of thé rules to transactions not addressed by the existing rules. We believe our
current business arrangements and contract terms have been properly reported under the current rules.
However, if final interpretations of, or changes to, these rules necessitate a change in our current revenue
recognition practices, our results of operations, financial condition and business could be materiaily and
adversely affected.

In October 2004, the FASB concluded that Statement 123R, Share-Based Payment “Statement 123(R)”
requiring companies to measure compensation cost for all share-based payments at fair value, will be
effective for most public companies for interim or annual periods beginning after June 15, 2005. We
currently account for stock-based employee compensation using the intrinsic value method prescribed in
Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees, and
Related Interpretations.” However, we will be required to measure and recognize the cumulative effect, if
any, from the adoption of Statement 123(R) beginning July 1, 2005. Statement 123(R) likely will affect the
accounting for our current employee stock option and stock purchase plans, and could have an adverse
effect on our accounting for compensation expenses if we are unable to modify our plans in an
appropriate or timely manner.

In addition to the changes discussed above, the U.S. Congress enacted the Sarbanes-Oxley Act of 2002,
or the SOA, in July 2002, providing for or mandating the implementation of exiensive corporate
governance reforms relating to public company financial reporting, internal controls, corporate ethics, and
oversight of the accounting profession, among other areas. These SEC-mandated rules and procedures
became effective starting in the latter half of 2002, and new rules are expected to evoive and become
implemented over the next several years. We are also subject to additional rules and regulations,
including those enacted by the New York Stock Exchange where our common stock is traded.
Compliance with existing or new rules that influence significant adjustments to our business practices and
procedures could result in significant expense and may adversely affect our results of operations. Failure
to comply with these rules could result in delayed financial statements and might adversely impact the
price of our common stock.

The unfavorable outcome of litigation and other claims against us could have a material adverse
impact on our financial condition and resulits of operations.

We are subject to a variety of claims and lawsuits from time to time, some of which arise in the ordinary
course of our business. Adverse outcomes in some or all of such pending cases may result in significant
monetary damages or injunctive relief against us. While management currently believes that resolution of
these matters, individually or in the aggregate, will not have a material adverse impact on our financial
position or results of operations, the uitimate outcome of litigation and other claims noted are subject to
inherent uncertainties, and management’s view of these matters may change in the future. It is possible
that our financial condition and results of operations could be materiaily adversely affected in any period in
which the effect of an unfavorable final outcome becomes probable and reasonably estimable.

Our operations and financial results could be severely harmed by certain natural disasters.

Our headquarters and some of our major customers’ facilities are located near major earthquake faults.
We have not been able 1o maintain earthquake insurance coverage at reasonable costs. instead, we rely
on self-insurance and preventative safety measures. We currently ship most of our products from our
Dublin, California facility near the site of our corporate headquarters. If a major earthquake or other
natural-disaster occurs, disruption of operations at that facility could directly harm our ability to record
revenues for such quarter. This could, in turn, have an adverse impact on operating results.
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Provisions of our corporate documents have anti-takeover effects that could prevent a change in
corntrol.

Provisions of our certificate of incorporation, bylaws, stockholder rights plan and Delaware law could make
it more difficult for a third party to acquire us, even if doing so would be beneficial to our stockholders.
These provisions include authorizing the issuance of preferred stock without stockholder approval,
prohibiting cumulative voting in the election of directors, prohibiting the stockholders from calling
stockholders meetings and prohibiting stockholder actions by written consent.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required by this item is presented under “MD&A — Financial Risk Management,” Part i,
ltem 7.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Report of Management on internal Controls over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision
and with the participation of our management, including our Chief Executive Officer and Chief Financial
Officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting as
of December 31, 2004 based on the framework in Internal Control--Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on that evaluation,
our management concluded that our internal control over financial reporting was effective as of December
31, 2004.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Management's assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2004 has been audited by Ernst & Young LLP, an independent registered public accounting
firm, as stated in their report which is included elsewhere herein.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The Board of Directors and Stockholders of Sybase, Inc.

We have audited management’'s assessment, included in the accompanying Report of Management on
Internal Control Over Financial Reporting, that Sybase, Inc. maintained effective internal control over
financial reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the
COSO criteria). Sybase, Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Qur responsibility is to express an opinion on management's assessment and an opinion on the
effectiveness of the company’s internal contro! over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
- assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that couid have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that Sybase, Inc. maintained effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on the COSO
criteria. Also, in our opinion, Sybase, Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2004, based on the COSQ criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the 2004 consolidated financial statements of Sybase, Inc. and our report dated
March 14, 2005 expressed an unqualified opinion thereon.

/s/ ERNST & YOUNG LLP

San Jose, California
March 14, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of Sybase, Inc.

We have audited the accompanying consolidated balance sheets of Sybase, Inc. as of December 31,
2004 and 2003, and the related consolidated staiements of operations, stockholders' equity, and cash
flows for each of the three years in the period ended December 31, 2004. Our audits also included the
financial statement schedule listed in the index at Hem 15(a). These financial statements and schedule
are the responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Sybase, Inc. at December 31, 2004 and 2003, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31,
2004, in conformity with U.S..generally accepted accounting principles. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, present fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Sybase, Inc.'s internal control over financial reporting as of -
December 31, 2004, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 14,
2005 expressed an unqualified opinion thereon.

/s/ ERNST & YOUNG LLP

San Jose, California
March 14, 2005
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Consolidated Balance Sheets

(Dollars in thousands, except share and per share data)

Assets
Current assets:
Cash and cash equivalents
Short-term cash investments
Total cash, cash equivalents and short-term cash investments
Restricted cash
Accounts receivable, less allowance for doubtful accounts of $1,852
(2003 - $4,145)
Deferred income taxes
Prepaid expenses and other current assets
Total current assets
Long-term cash investments
Restricted long-term cash investments
Propenrty, equipment and improvements, net
Deferred income taxes
Capitalized software, net
Goodwill
Other purchased intangibles, less accumulated amortization
of $86,442 (2003 — $63,485)
Other assets
Total assets

Liabilities and stockholders’ equity

Current liabilities:
Accounts payable
Accrued compensation and related expenses
Accrued income taxes
Other accrued liabilities
Deferred revenue
Total current liabilities

Other liabilities
Long-term deferred revenue
Minority interest

Commitments and contingent liabilities

Stockholders’ equity:

Preterred stock, $0.001 par value, 8,000,000 shares authorized; none
Issued or outstanding

Common stock, $0.001 par value; 200,000,000 shares authorized;
105,337,362 shares issued and 95,518,977 shares outstanding (2003 -
105,337,362 shares issued and 98,525,464 shares outstanding)

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income/(loss)

Cost of 9,818,385 shares of treasury stock (2003 — 6,811,898 shares)

Unearned stock compensation
Total stockhoiders’ equity

Total liabilities and stockholders’ equity

See accompanying notes.
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December 31
2004 2003

$ 321417 $ 315404

158,217 155,093
479,634 470,497
5,356 4,747
157,897 140,332
11,205 12,739
14,790 16,167
668,882 644,482
33,998 103,296
2,600 3,400
64,371 67,462
39,440 58,506
61,771 58,947
214,110 140,875
67,208 38,715
31,142 35,673

$1,183,522 $ 1,151,356

$ 11962 $ 15,425

43,632 39,134
32,595 33,677
81,715 94,611
208,741 200,612
378,645 383,459
33,121 15,129
10,170 6,269
5,030 5,030
105 105
940,806 933,657
(66,690) (126,385)
49,356 26,849
(159,617) (87,672)
(7,404) (5,085)
756,556 741,469

$ 1,183,622 $ 1,151,356




Consolidated Statements of Operations

(In thousands, except per share data) For the years ended December 31
i 2004 2003 2002
Revenues:
License fees $ 275,872 $ 274,817 $ 325,916
Services 512,664 503,245 503,945
Total revenues 788,536 778,062 829,861
Costs and expenses:
Cost of license fees 60,795 60,711 51,448
Cost of services 161,848 162,666 190,067
Sales and marketing 242,431 239,045 271,765
Product deveiopment and engineering 119,877 116,889 117,784
General and administrative 87,115 82,111 84,938
Amortization of other purchased intangibles 5,139 2,000 2,000
Goodwill impairment - - 12,300
Stock compensation expense 4,599 2,882 1,937
Reversal of AvantGo restructuring accrual (2,677) - -
Cost of restructuring 20,017 7,429 40,446
Total costs and expenses 699,144 673,733 772,685
Operating income 89,392 104,329 57,176
interest income 10,908 11,229 11,674
Interest expense and other income, net 666 2,537 2,359
Income before income taxes and cumulative
effect of an accounting change 100,966 118,095 71,209
Provision for income taxes 33,016 30,829 33,428
income before cumulative effect of an
accounting change 67,950 87,266 37,781
Cumulative effect of an accounting change to
Adopt SFAS 142 - - (132,450)
Net income (loss) $ 67,950 $ 87,266 $ (94,669)
Income per share before cumulative effect
of an accounting change $ 07 $ 092 $ 039
Cumulative effect of an accounting change - - (1.37)
Basic net income (loss) per share $ 071 $ 0.92 $ (0.98)
Shares used in computing basic net income (loss)
per share 95,550 94,833 96,844
Income per share before cumulative effect
of an accounting change $ 069 $ 0.89 $ 038
Cumulative effect of an accounting change - - (1.33)
Diluted net income (loss) per share $ 0.69 $ 0.89 $ (085
Shares used in computing diluted net income
(loss) per share 98,001 97,582 99,584

See accompanying notes.

Stock compensation expense related to the following:

Cost of services $ 160 $ 30 $ -

Sales and marketing 335 112 77
Product development and engineering 82 78 78
General and administrative 4,022 2,662 1,782
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Consolidated Statements of Stockholders’ Equity

(Dollars and shares in thousands)

Balances at December 31, 2001

Common stock issued and treasury
Stock reissued under stock option,
Stock purchase plans and other

Treasury stock repurchased due to
Forfeiture in restricted stock
Option plan

Acquisition of treasury stock

Amortization of unearned stock
Compensation

Tax benefit of exercise of stock options

Subtotal

Net loss

Foreign currency translation adjustments

Unrealized gains/(losses) on
Marketable securities

Comprehensive loss

Balances at December 31, 2002

Common stock issued and treasury
Stock reissued under stock option,
Stock purchase plans and other

Treasury stock reissued under
Restricted stock option plan

Treasury stock reissued for certain
Services

Treasury stock repurchased due to
Forfeiture in restricted stock
Option plan

Acquisition of treasury stock

Amortization of unearned stock
Compensation

Subtotal

Net income

Foreign currency translation adjustments

Unrealized gains/(losses) on
Marketable securities

Comprehensive income

Balances at December 31, 2003

Common stock issued and treasury
Stock reissued under stock option,
Stock purchase plans and other

Treasury stock reissued under
Restricted stock option plan

Treasury stock repurchased due to
Forfeiture in restricted stock
Option plan

Acquisition of treasury stock

Amortization of unearned stock
Compensation

Subtotal

Net income

Foreign currency translation adjustments

Unrealized gains/{losses) on
Marketable securities

Comprehensive income

Balances at December 31, 2004

See accompanying notes.

Three years ended December 31, 2004

Accumulated
Common stock Additional Other Unearned
Cutstanding Par paid-in Accumulated  Comprehensive Treasury Stock
Shares Value capital Deficit Income/(Loss) Stock Compensation Total
98,725 105 925,709 (68,723) (27,9%4) (107,175) (5,403) 716,519
2,633 - - (26,690) - 50,332 - 23,642
(6) (95) 146 - (147) 95 (1
(6,692) . . . (89,826) (89,826)
- - 1,938 1,938
- - 3,450 - - . - 3,450
94,660 105 929,064 (95,267) (27,994)  (146,816) (3,370) 655,722
- - - (94,669) - - - {94,669)
- - 18,826 - 18,826
- - - - 495 495
(75,348)
94,660 105 929,064 (189,936) _(8,673) (146,816) (3,370} 580,374
5,148 - 3) (20,054) . 75,938 55,881
353 5,012 (5,915) - 5,949 (5,012) 34
721 - 1,720 8,676 10,396
(24) (416) 534 (536) 415 (3)
(2,333) - - (30,883) (30,883)
- - - - 2,882 2,882
98,525 105 933,657 (213,651) (8,673) (87,672) (5,085) 618,681
- - - 87,266 - - - 87,266
- - - 36,100 - - 36,100
- - - (578) . - 578
122,788
98525 $ 105 $ 933,657 $ (126,385) § 26,849 $ (87,672) $ (5,085) $ 741,469
3,058 - 601 (4,284) 39,243 35,560
355 6,673 (4,071) - 4,727 (7,294) 35
(21) (125) 100 - (353) 376 2
(6,398) - - - (115,562) (115,562)
. . - - 4,599 4,599
95,519 105 940,806 (134,640) 26,849 (159,617) (7,404) 666,099
- - - 67,950 - - . 67,950
- - - - 23,099 - - 23,099
- (592) - - (592)
90,457
95519 $ 105 $ 940,806 $ (66,690) $ 49,356 $ (159,617) § (7,404) $ 756,556
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Consolidated Statements of Cash Flows

(Dollars in thousands)

Cash and cash equivalents, beginning of year
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Depreciation and amortization
Write-off of assets in restructuring
(Gain) Loss on disposal of assets
Goodwill impairment
Reversal of purchase accounting accrual
Deferred income taxes
Tax benefit from exercise of stock options
Amortization of deferred stock-based compensation
Changes in assets and liabilities:
Accounts receivable
Other current assets
Other assets — operating
Accounts payable
Accrued compensation and related expenses
Accrued income taxes
Other accrued liabilities
Deferred revenues
Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
(Increase) Decrease in restricted cash
Purchases of available-for-sale cash investments
Maturities of available-for-sale cash investments

Sales of available-for-sale cash investments
Business combinations, net of cash acquired
Purchases of property, equipment and improvements
Proceeds from sale of fixed assets

Capitalized software development costs
Decrease in other assets — investing

Net cash used for investing activities

Cash flows from financing activities:
Repayments of long-term obligations
Payments on capital lease
Minority Interest
Net proceeds from the issuance of common stock and
reissuance of treasury stock
Purchases of treasury stock

Net cash provided by (used for) financing activities
Effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, end of year

Cash investments, end of year

Total cash, cash equivalents and cash investments, end of year

Supplemental disclosures:
Interest paid
Income taxes paid

See accompanying notes.
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For the years ended December 31

2004 2003 2002
$ 315,404 $ 231,267 $ 222,793
67,950 87,266 (94,669)
84,912 84,885 81,342
6,908 258 Q92
2,680 (435) (3,004)
- - 144,750
(2,677) . .
504 729 (4,771)
3,451
4,599 2,882 1,937
(5,342) 40,738 16,234
2,070 1,646 6,648
4,623 - -
2,323 (4,591) 32
3,397 1,495 (7,472)
791 6,598 4,555
(14,792) (29,598) 1,359
8,887 5,622 7,940
9,318 4,650 4,953
176,151 202,145 164,277
191 906 (2,227)
(201,417) (325,725) (234,754)
149,923 153,305 43,857
116,462 69,064 156,916
(81,255) (13,900) (2,106)
(30,445) (35,325) (40,476)
205 159 1,068
(36,484) (27,964) (32,729)
2 288 327
(82,818) (178,692) (110,124)
(22,173) - .
(63) - .
- 1 R
35,592 55,914 23,641
(115,563) (30,883) (89,8286)
(102,207) 25,032 {66,185)
14,887 35,652 20,506
6,013 84,137 8,474
321,417 315,404 231,267
192,215 258,389 155,913
$ 513,632 $ 573,793 $ 387,180
$ 308 $ 62 $ 198
$ 33,335 $ 26,685 $ 31693




thes to Consolidated Financial Statements
Note One: Summary of Significant Accounting Policies
The Company

Sybase, Inc. (Sybase or the Company) enables the Unwired Enterprise for customers and partners by
delivering enterprise and mobile software solutions for information management, development and
integration. Sybase solutions integrate platforms, databases, and applications, and extend those
applications to mobile workers through mobile and Wi-Fi technologies.

In 2004, the Company's business was organized into three business segments: Infrastructure Platform
Group (IPG), which principally focuses on enterprise class database servers, integration and development
products; iAnywhere Solutions, Inc. (iAS) which provides mobile database and mobile enterprise solutions;
and Financial Fusion, Inc. (FFI) which delivers integrated banking, payment and trade messaging
solutions to large financial institutions.

Principles of Consolidation

The consolidated financial statements include the accounts of Sybase and its majority owned subsidiaries.
All significant intercompany transactions and balances have been eliminated in consolidation. Certain
prior year balances have been reclassified to conform to the current year presentation.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements. Management is also required to make certain judgments that affect the reported amounts of
revenues and expenses during the reporting period. Sybase periodically evaluates its estimates including
those relating to revenue recognition, the allowance for doubtful accounts, capitalized software,
investments, intangible assets, income taxes, restructuring, stock-based compensation, litigation and
other contingencies. The Company bases its estimates on historical experience and various other
assumptions that are believed to be reasonable based on the specific circumstances. The Company’'s
management has discussed these estimates with the Audit Committee of Sybase’s Board of Directors.
These estimates and assumptions form the basis for making judgments about the carrying value of
certain assets and liabilities that are not readily apparent from other sources. Actual results could differ
from these estimates.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable consist primarily of amounts due to the Company from its normal business activities.
The Company maintains an allowance for doubtful accounts to reflect the expected non-collection of
accounts receivable based on past collection history and specific risks identified in the portfolio. Additional
allowances might be required if deteriorating economic conditions or other factors affect Sybase
customers’ ability to make timely payments.

Capitalized Software

The Company capitalizes software development costs in accordance with SFAS No. 86, “Accounting for
Costs of Computer Software to be Sold, Leased or Otherwise Marketed,” (SFAS 86), under which certain
software development costs incurred subsequent to the establishment of technological feasibility may be
capitalized and amortized over the estimated lives of the related products. The Company determines
technological feasibility to be established upon the internal release of a detailed program design as
specified by SFAS 86. Upon the general release of the product to customers, development costs for that
product are amortized over periods not exceeding three years, based on the estimated economic life of
the product. Capitalized software costs amounted to $251.2 million and $214.7 million, at December 31,
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2004 and 2003, respectively, and related accumulated amortization was $189.4 million, and $155.8
million, respectively. Software amortization charges included in cost of license fees were $33.6 million,
$31.1 million and $24.0 million for 2004, 2003 and 2002, respectively.

SFAS 86 also requires that the unamortized capitalized costs of a computer software product be
compared to the net realizable value of such product at each reporting date. To the extent the
unamortized capitalized cost exceeds the net realizable value of a software product based upon its
estimated future gross revenues reduced by estimated future costs of completing and disposing of the
product, the excess is written off. [f the estimated future gross revenue associated with certain of the
Company’s software products were to be reduced, write-offs of capitalized software costs might be
required.

Property, Equipment and Improvements

Property, equipment and improvements are stated at cost less accumulated depreciation. Major renewals
and improvements are capitalized, and minor replacements, maintenance and repairs are charged to
current operations. Depreciation and amortization are computed using the straight - line method over the
estimated useful lives of the assets, while leasehold improvements are amortized over the shorter of the
estimated useful life of the asset or the associated lease term.

Costs related to internally developed software and software purchased for internal use, which are required
to be capitalized pursuant to Statement of Position (SOP) No. 98-1, “Accounting for Costs of Computer
Software Developed or Obtained for Internal Use,“ are included in property, plant and equipment. Such
amounts are amortized over a three-year period which is the estimated economic life, from the time they
are placed in service.

Goodwill and Other Purchased Intangible Assets

The Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets,” (SFAS 142) on January 1,
2002. Under SFAS 142 goodwill and intangible assets deemed-to have indefinite lives are not amortized
but are subject to annual impairment tests. With the adoption of SFAS 142, the Company ceased
amortization_ of goodwill as of January 1, 2002. Prior to this point, goodwill was amortized using the
straight-line method over its estimated useful life.

In accordance with SFAS 142, the Company performed the first of the required two-step impairment tests
of goodwill and indefinite-lived intangible assets as of January 1, 2002. Based on the completed analysis,
the Company recognized an impairment loss of $132.5 million in the first quarter of 2002. This loss was
recognized as a cumulative effect of an accounting change. The impairment loss had no income tax
effect.

As required by SFAS 142, intangible assets that did not meet the criteria for recognition apart from
goodwill were reclassified. The Company transferred $7.9 million of net assembled workforce to goodwill
as of January 1, 2002. This amount was partially offset by the reclassification of $3.2 million of an
associated deferred tax liability.

The Company conducted the annual impairment testing required by SFAS 142 as of December 31, 2004,
December 31, 2003, and December 31, 2002. The 2004 and 2003 analysis did not indicate an
impairment for any of the Company’s reporting units. Therefore, no impairment loss was recognized for
both years. Based on the 2002 analysis, Sybase recognized an impairment loss of $12.3 million on the
goodwill associated with the FF1 division. The 2002 impairment loss primarily resulted from a reduction in
the Company's estimates of future cash flows to be generated by the FFl reporting unit. After
consideration of the impairment loss, the carrying value of the goodwill associated with the FF! division
was $29.3 million. In future years, a reduction of the Company’s estimated future economic benefits to be
generated by certain reporting units could result in a further impairment loss associated with various
intangible assets.
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Other purchased intangible assets, which have generally resulted from business combinations accounted
for as purchases (see Note Eleven below), are recorded at amoriized cost. Amortization is computed
using the straight-line method over periods of 1.5 to 10 years.

Impairment of Long-Lived Assets

On January 1, 2002, the Company adopted the provisions of SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” (SFAS 144) which generally requires impairment losses to
be recorded on long-lived assets (excluding goodwill) used in operations, such as property, equipment and
improvements, and intangible assets, when indicators of impairment are present and the undiscounted
cash flows estimated to be generated by those assets are less than the carrying amount of the assets.
The provisions of this statement have not had a significant impact on the Company’s financial condition or
operating results in 2004, 2003 or 2002.

Revenue Recognition

The Company derives revenues from two primary sources: the licensing of software, primarily under
perpetual software licenses, which are recorded as license fee revenue; and the provision of services
which primarily include technical support revenues, consulting, and education revenues

The Company recognizes revenue in accordance with Statement of Pasition (“SOP”) 97-2, “Software
Revenue Recognition,” as amended by SOP 98-4 and SOP 98-9, and in certain instances in accordance
with SOP 81-1, *Accounting for Performance of Construction-Type and Certain Production-Type
Contracts.”

The Company licenses software under non-cancelable license agreements. License fee revenues are
recognized when a non-cancelable license agreement is in force, the product has been shipped, the
license fee is fixed or determinable, and collectibility is reasonably assured. If the fee is not fixed or
determinable, revenue is recognized as payments become due from the customer. In software
arrangements that include rights to multiple software products and/or services, the Company allocates the
total arrangement fee among each of the deliverables using the residual method, under which revenue is
aliocated to undelivered elements based on vendor-specific objective evidence of fair value of such
undelivered elements and the residual amounts of revenue are allocated to delivered elements.

Fees from licenses sold together with consulting services are generally recognized upon shipment
provided that the above criteria are met, payment of the license fees are not dependent upon the
performance of the services, and the consulting services are not essential to the functionality of the
licensed software. If the services are essential to the functionality of the software; payment of the license
fees are dependent upon the performance of the services; the arrangement includes milestones or
customer specific acceptance criteria; or the services include significant modification or customization of
the software both the software license and consulting fees are recognized under the “percentage of
completion” method of contract accounting using labor hours to measure the completion percentage. In
order to apply the “percentage of completion” method, management is required to estimate the number of
hours needed to complete a particular project. As a result, recognized revenues and profits are subject to
revisions as the contract progresses to completion. When the total cost estimate associated with a
contract accounted for under the percentage of completion method exceeds revenues, the Company
accrues for the estimated loss based on the amount its estimated cost of completing the contract exceeds
the applicable revenues.

Sublicense fees are recognized as reported to the Company by its licensees. License fee revenues from
sublicense transactions for certain application development and data access tools are recognized upon
direct shipment to the end user or direct shipment to the reseller for the end user. If collectibility is not
reasonably assured, revenue is recognized when the fee is collected.

Technical support revenues are recognized ratably over the term of the related agreements, which in most
cases is one year. Revenues from consulting services under time and materials contracts and for
education are recognized as services are performed. Revenues from other contract services (e.g., fixed
price arrangements) are recognized under the percentage-of-completion method described above.
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Business Combinations

The Company has accounted for all its recent acquisitions using the purchase method of accounting. In
the case of material acquisitions, the Company based its purchase price allocation on analysis performed
by an independent third party. This independent third party also assists in the determination of the useful
life of intangible assets acquired in this manner. See Note Eleven for specific details.

Foreign Currencies

The Company translates the accounts of its foreign subsidiaries using the local foreign currency as the
functional currency. The assets and liabilities of foreign subsidiaries are translated into U.S. dollars using
year-end exchange rates, and gains and losses from this translation process are credited or charged to
the “accumulated other comprehensive loss” account included in stockholders’ equity. Foreign currency
transaction gains and losses, which historically have not been material, are included in interest expense
and other, net in the consolidated statements of operations. Revenues and expenses are translated using
the month-end exchange rates applicable to the month preceding the month in which the transaction is
recorded.

In order to reduce the effect of foreign currency fluctuations on its results of operations, the Company
hedges its exposure on certain transactional balances that are denominated in foreign currencies through
the use of short-term foreign currency forward exchange contracts. For the most part, these exposures
consist of inter-company balances between Sybase entities resulting from software license royaities and
certain management, research, and administrative services. These exposures are denominated in
Canadian, European and Asia Pacific currencies, primarily the Canadian dollar, the UK pound, and the
Euro. These forward exchange contracts are recorded at fair value and the resulting gains or losses, as
well as the associated premiums or discounts, are recorded in interest expense and other, net in the
consolidated statements of operations and are offset by corresponding gains and losses on hedged
balances. All foreign exchange contracts have a life of approximately 30 days and are marked to market
at the end of each reporting period with unrealized gains and losses included in other income.

Income Taxes

The asset and liability approach is used to account for income taxes by recognizing deferred tax assets
and liabilities for the expected fulure tax consequences of temporary differences between the carrying
amounts and the tax base of assets and liabilities. The Company records a valuation allowance to reduce
deferred tax assets to the amount that is more likely than not to be realized. The Company has considered
future taxable income and ongoing prudent and feasible tax planning strategies in assessing the need for
the valuation allowance. Additional information regarding the Company's deferred tax asset and
associated valuation allowance is provided in Note Eight below.

Contingent change of control provisions

During the fourth quarter of 2003, FF| entered into a software license and support agreement with an end
user customer containing certain change of control provisions that will be triggered if the Company or its
customer undergoes a full or partial change of control within five years from the contract date. For
example, if an unrelated third party acquires all of the stock or assets of FFI so that Sybase can no longer
include any portion of, or any material interest in, the results of FFI (or the acquiring entity) in its
consolidated financial statements or its results of operations, the acquiring party will be required to pay the
end user customer $10.0 million. Alternatively, if FFI undergoes a partial change of control resulting in
Sybase or its affiliates holding less than 50 percent of the voting control of FFI or the acquiring entity, then
the acquiring company (or Sybase, if it still includes the results of FFI in its consolidated financial
statements) will be required to pay up to $1.5 million to the end user customer. Aithough the $10.0 million
remains fixed, the $1.5 million declined to $1.0 million at December 31, 2004, and will decline to $0.5
million at December 31, 2005, before expiring completely at the end of year five. As a result, at December
31, 2004, $1.0 million in license fees have been deferred and such amounts will be recognized as revenue
as the payment obligation decreases over the 5-year period.




Stock-Based Compensation

SFAS 123, “Accounting for Stock-Based Compensation,” encourages, but does not require, companies to
record compensation cost for stock based employee compensation plans at fair value. The Company has
chosen to continue to account for stock based employee compensation using the intrinsic value method
prescribed in Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock issued to
Employees, and Related Interpretations.” Accordingly, compensation cost for stock options granted to
employees is measured as the excess, if any, of the quoted market price of the Company stock at the
date of the grant over the amount an employee must pay to acquire the stock.

in December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation —
Transition and Disclosure” (SFAS 148) effective for fiscal years ending after December 15, 2002. SFAS
148 amends SFAS 123, to provide alternative methods of transition to the voluntary fair value method of
accounting for stock-based employee compensation. SFAS 148 aiso amends the disclosure provisions of
SFAS 123 to require that disclosure of the pro forma effect of using the fair value method of accounting for
stock-based employee compensation be displayed in tabular format within a Company’s summary of
significant accounting policies. Had compensation cost been charged o expense for grants to employees
under the Company’s fixed stock option plans (including the FFl and iAS Plans) and its employee stock
purchase plan based on the fair value at the grant dates for awards under those plans, consistent with the
method encouraged by SFAS No. 123, the Company's net income/(loss) and net income/(loss) per share
would have been adjusted to the pro forma amounts indicated below:

(Dollars in thousands, except per share data) 2004 2003 2002

As reported net income/(loss) -- stock-based employee $ 67,950 $ 87,266 $ (94,669)
compensation determined using the intrinsic value method

Add: Stock-based employee compensation cost, net of tax,

included in net income as reported 4,599 2,882 1,937
Less: Pro-forma stock-based employee compensation cost,

net of tax, determined under the fair value method (24,772) (30,389) {35,626)
Pro-forma net income/(loss) — stock-based employee

Compensation determined under the fair value method $ 47,777 $ 59,759 $(128,358)
Basic net income/(loss) per share

As reported $ 0.71 $ 092 $ (0.98)

Pro forma 0.50 0.63 {1.33)
Diluted net income/(loss) per share

As reported $ 0.69 $ 089 $ (0.95)

Pro forma 0.49 0.61 (1.28)

The fair value of the stock-based employee compensation cost was determined using the Black-Scholes
option pricing model. Additional information regarding the valuation of the stock options is provided in
Note Seven below.

Net Income (Loss) Per Share
Shares used in computing basic and diluted net income (loss) per share are based on the weighted
average shares outstanding in each period. Basic net income (loss) per share excludes any dilutive

effects of stock options. Diluted net income (loss) per share includes the dilutive effect of the assumed
exercise of stock options and restricted stock using the treasury stock method.
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The following shows the computation of basic and diluted net income (loss) per share at December 31:

(In thousands, except per share data) 2004 2003 2002
Net income (loss) $ 67,950 $ 87,266 $(94,669)
~ Shares used in computing basic net income

(loss) per share 95,550 94,833 96,844
Effect of dilutive securities — stock options 2,451 2,749 2,740
Shares used in computing diluted net income

(loss) per share 98,001 97,582 99,584
Basic net income (loss) per share $ 071 $ 092 $ (0.98)
Diluted net income (loss) per share $ 069 $ 089 $ (0.95)

The anti-dilutive weighted average shares that were excluded from the shares used in computing diluted
net income (loss) per share, were 6.9 million, 6.7 million and 10.0 million in 2004, 2003 and 2002,
respectively.

Comprehensive Income (Loss)

Comprehensive income (loss) includes net earnings (loss) and other changes to stockholders’ equity not
reflected in net income (loss). The Company's components of other comprehensive income (loss) consist
of foreign currency translation adjustments and unrealized gain/loss on available-for-sale securities.

Advertising

The Company's advertising expenses for the years ended December 31, 2004, 2003 and 2002 were
approximately $8.0 million, $10.9 million and $16.0 million, respectively. The Company expenses its
advertising costs as they are incurred.

Recent Accounting Pronouncements

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No.
123 (revised 2004), Share-Based Payment, which is a revision of FASB Statement No. 123, Accounting
for Stock-Based Compensation. Statement 123(R) supersedes APB Opinion No. 25, Accounting for Stock
Issued to Employees, and amends FASB Statement No. 85, Statement of Cash Flows. Generally, the
approach in Statement 123(R) is similar to the approach described in Statement 123. However,
Statement 123(R) requires all share-based payments to employees, including grants of employee stock
options, to be recognized in the income statement based on their fair values. Disclosure in financia
footnotes of the pro forma impact of the fair value of share-based payments, as permitted by APB 25, is
not a permitted alternative under Statement 123(R).

Statement 123(R) will be effective for Sybase in the quarter beginning July 1, 2005. Statement 123(R)
permits public companies to adopt its requirements using either the modified prospective method of the
modified retrospective method. Under the modified prospective method, compensation cost is recognized
for all share-based payments granted after the effective date as well as for all share-based payments
granted prior to the effective date which remain unvested on the effective date. Under the modified
retrospective method, the provisions of the modified prospective method would apply but the Company
could also restate its earnings in certain previous periods based on the stock compensation amounts
included in its previous proforma disclosures. The Company plans to adopt Statement 123R using the
modified prospective method beginning July 1, 2005.

The adoption of Statement 123(R)’s fair value method will have a significant impact on the Company’s

results of operations, although it will have no impact on the Company’'s overall financial position. The
impact of adoption of Statement 123(R) cannot be predicted at this time because it will depend on levels
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of share-based payments granted in the future. However, had the Company adopted 123(R) in prior
periods, the impact of that standard would have approximated the impact of Statement 123 as described
in the disclosure of pro forma net income and earnings per share under “Stock-Based Compensation,”
above. Statement 123(R) also requires the benefit of tax deductions in excess of recognized
compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as
required under the current literature. This requirement will reduce net operating cash flows and increase
net financing cash flows in periods after adoption. The Company cannot estimate what those amounts will
be in the future (because they depend on, among other things, when employees exercise stock options).
The Company does not believe that the amount of operating cash flows recognized in prior period for such
excess tax deductions were material in 2004, 2003 or 2002.

Note Two: Financial Instruments
Cash, Cash Equivalents and Cash Investments

Cash and cash equivalents consist of highly liquid investments that are comprised principally of taxable,
short-term money market instruments with original maturities of three months or less at the time of
purchase and demand deposits with financial institutions. These instruments carry insignificant interest
rate risk because of the short-term maturities. Cash equivalents are stated at amounts that approximate
fair value based on quoted market prices. Cash investments consist principally of commercial paper,
corporate bonds, U.S. Government bonds and taxable municipal bonds with maturities between 90 days
and up to three years and are stated at amounts that approximate fair value, based on quoted market -
prices. No individual investment security equaled or exceeded two percent of total assets.

In accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities,”
(SFAS 115) management determines the appropriate classification of debt and equity securities at the
time of purchase and re-evaluates such designation as of each balance sheet date. At December 31,
2004, the Company has classified all of its debt and equity securities as available-for-sale pursuant to
SFAS 115. Such securities are recorded at fair value and unrealized holding gains and losses, net of the
related tax effect, if any, are not reflected in earnings but are reported as a separate component of other
comprehensive income (loss) until realized. Declines in fair value judged to be other than temporary are
reflected in earnings. Securities are presumed to be impaired if the fair value is less than the cost basis
for six consecutive months, absent compelling evidence to the contrary. Declines in fair value recorded as
impairment losses in earnings have not been material in any reporting period. Realized gains and losses
are determined on the specific identification method and are reflected in income.
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At December 31, cash equivalents and amortized cost of investments in marketable securities and their
approximate fair values are as follows: 4

(Dollars in thousands) Amortized Unrealized Unrealized Fair Market
Cost Gains {Losses) Value

December 31, 2004:

Cash and cash equivalents $321,417 $ - $ - $ 321,417

Short-term corporate notes and bonds 115,180 .72 (29) 115,223
(maturities of one year or less)

Short-term government obligations 43,033 2 (41) 42,994
(maturities of one year or less) .

Long-term corporate notes and bonds 28,949 - (127) 28,822
(maturities over one year)

Long-term government obligations 5,212 - (36) 5,176
(maturities over one year)

$ 513,791 $ 74 $ (233) $ 513,632

December 31, 2003:

Cash and cash equivalents $ 315,404 $ - $ - $ 315,404

Short-term corporate notes and bonds 140,185 149 (8) 140,326
{maturities of one year or less)

Short-term government obligations 14,667 100 - 14,767
{maturities of one year or less)

Long-term corporate notes and bonds 69,520 452 (37) 69,935
(maturities over one year)

Long-term government obligations 33,274 87 - 33,361
(maturities over one year):

$ 573,050 $ 788 $ (45) $ 573,793

Restricted Cash

At December 31, 2004, the Company had approximately $8 million in restricted cash (and long-term cash
investments) set aside for a guarantee against centain payroll and lease obligations in the United Kingdom,
California and lllinois.

Foreign Currency Forward Exchange Contracts

At December 31, 2004, the Company had outstanding forward contracts, all having maturities of
approximately 30 days, to exchange various foreign currencies for U.S. dollars and Euros in the amounts
of $8.1 million and $12.1 million, respectively, and to exchange U.S. dollars into various foreign currencies
in the amount of $23.7 million. At December 31, 2003, the Company had outstanding forward exchange
contracts, all having maturities of approximately 30 days, to exchange various foreign currencies for U.S.
dollars and Euros in the amounts of $1.6 million and $13.4 million, respectively, and to exchange U.S.
dollars into various foreign currencies in the amounts of $30.1 million. All foreign currency forward
contracts are marked-to-market at the end of each reporting period with unrealized gains and losses
included in other income. Neither the cost nor the fair value of these foreign currency forward contracts
was material at December 31, 2004 or 2003. A major U.S. based multinational bank was counter party to
all of these contracts during both 2004 and 2003.




Note Three: Property, Equipment and iImprovements

Estimated useful

(Doliars in thousands) 2004 2003 lives

Computer equipment and software $ 275,252 $ 310,719 3 years

Furniture and fixtures 59,845 82,315 5 years

Leasehold improvements 63,171 55,402 Shorter of 5

years or lease
term

398,268 448,436

Less accumulated depreciation (333,897) (380,974)

Net property, equipment and improvements $ 64,371 $ 67,462

Depreciation expense amounted to $28.4 million, $34.9 million and $37.9 million in 2004, 2003 and 2002,
respectively.

Note Four: Goodwill and Other Purchased Intangibles

The following table reflects the changes in the carrying amount of goodwill (including assembled
workforce) by reporting unit.

Consolidated Total

(In thousands) IPG FFI iAS
Balance at January 1, 2003 $ 107,456 $ 29,281 $ 89 $ 136,826
Goodwill recorded on AvantGo acquisition - - 16,606 16,606
Reduction for utilization of

acquired tax assets (4,914) (8,361) (13,275)
Foreign currency transiation

Adjustments 718 - 718
Balance at December 31, 2003 $ 103,260 $ 29,281 $ 8,334 $ 140,875
Goodwill recorded on XcelleNet acquisition - - 74,051 74,051
Goodwill recorded on Dejima acquisition - - 837 837

Return to provision adjustment to

utilization of acquired tax assets - - 19 19
Reduction for utilization of

acquired tax assets (2,114) (2,114 )
Foreign currency translation

Adjustments 442 - - 442
Balance at December 31, 2004 $ 101,588 $ 29,281 $ 83,241 $ 214,110
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The following table reflects intangible assets subject to amortization (except the AvantGo and XcelleNet
trade names) as of December 31, 2004 and December 31, 2003:

Gross Gross

Carrying Accumulated Net Carrying Carrying Accumulated Net Carrying

Amount Amortization Amount Amount Amortization Amount
(In thousands) 12/31/04 12/31/04 12/31/04 12/31/03 12/31/03 12/31/03
Purchased technology $103,850 $(73,414) $ 30,436 $ 79,100 $ (55,596) $ 23,504
AvantGo tradenames 3,100 - 3,100 3,100 - 3,100
XcelleNet tradenames 4,000 - 4,000 - - -
Covenant not to compete 2,800 (1,244) 1,556 - - -
Customer lists 39,900 (11,784) 28,116 20,000 (7,889) 12,111
Totals $153,650 $(86,442)  § 67,208 $102,200 $ (63,485) $ 38,715

Purchased technology is amortized over a period of 4 to 7 years; covenant not to compete is amortized
over a period of 18 months; customer lists are amortized over a period of 7 to 10 years. The tradenames
are assigned an indefinite life and are not amortized but instead tested for impairment in the same manner
as goodwill. .

Estimated amortization expense for other purchased intangibles in each of the next five years ending
December 31, is as follows (dollars in thousands):

2005 16,658
2006 8,924
2007 ‘ 8,757
2008 8,757
2009 8,424

Note Five: Other Assets

Other assets consist of the following (in thousands):

2004 2003
Deposits $ 25,015 $ 23,663
Other 6,127 12,010
$ 31,142 $ 35,673

Deposits include an $18.0 million security deposit on a 15-year non-cancelable lease for the Company’s
Dubilin, California facility (see Note Six).

Note Six: Lease Obligations and Other Liabilities and Commitments

Operating Leases

The Company leases, or has committed to lease, certain office faciliies and certain furniture and
equipment under operating leases expiring through 2017, which generally require Sybase to pay operating
costs, including property taxes, insurance and maintenance. These facility leases generally contain
renewal options and provisions adjusting the lease payments based upon changes in the consumer price
index, increases in real estate taxes and operating expenses or in fixed increments. Rent expense is
reflected on a straight-line basis over the term of the lease.




Future minimum lease payments under non-cancelahle operating leases having initial terms in excess of
one year as of December 31, 2004 (including those provided for in the Company's restructuring accrual)
are as follows (dollars in thousands):

2005 $ 45,105
2006 42,489
2007 39,050
2008 34,855
2009 34,502
Thereafter 150,193
Total minimum lease payments” $ 346,194

* Minimum payments have not been reduced by minimum sublease rentals of $16.1 million due in the
future under non-cancelable subleases.

The following schedule shows the composition of total rental expenses for all operating leases:

Year ending December 31,

2004 2003 2002
Minimum rentals $ 46,463 $ 51,064 $ 50,369
Less: sublease rentals 3,797 3,570 5,708
$ 42,666 $ 47,494 $ 44,661

Capital Lease Obligations

In May of 2003, the Company entered into a 15-year capital lease for a new facility in Waterloo, Canada.
The lease requires monthly payments of approximately $88,089, which includes both principal and
interest, commencing October 2004 through October 2019. Gross assets of $9.1 million and accumulated
depreciation of $0.2 million have been recorded in relation to this capital lease as of December 31, 2004,
This capital lease asset is captured on the Company's balance sheet within property, equipment and
improvements, net. The corresponding liability is captured within other liabilities.

Future minimum lease payments under capital lease obligations at December 31, 2004 are as follows
(dollars in thousands):

2005 $ 1,057
2006 1,057
2007 1,057
2008 1,057
2009 1,057
Thereafter : 10,349
Sub-total 15,634
Less amount representing interest 6,886
Total minimum lease payments $ 8,748
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Other Liabilities and Commitments

At December 31, 2004, the Company had outstanding letters of credit in the amount of $5 million. These
lines of credit have never been accessed, and related to lease obligations entered into or acquired by the
Company.

Note Seven: Stockholders’ Equity

Pursuant to a Preferred Stock Rights Agreement between the Company and American Stock Transfer and
Trust Company, as rights agent, the Company’s Board of Directors declared a dividend of one right (a
Right) to purchase one one-thousandth share of the Company’s Series A Participating Preferred Stock for
each outstanding share of the Company’s Common Stock outstanding on August 15, 2002. Each Right
entitles the registered holder to purchase one one-thousandth of a share of Series A Participating
Preferred Stock at an exercise price of $90, subject to certain adjustments, upon the acquisition of, or
announcement of the intent to acquire, 15 percent of the Company's Common Stock by a person or group
of affiliated or associated persons. The Rights plan is intended to maximize the value of the Company in
the event of an unsolicited attempt to take over the Company in a manner or on terms not approved by
Sybase’s Board of Directors.

Restricted Stock Grants

During the year ended December 31, 2004, the Company issued rights to purchase an aggregate of
346,000 shares of its Common Stock as restricted stock under the 1996 Stock Plan to certain senior
executives at a price of $0.10 per share. Rights totaling 342,000 shares were timely exercised, and the
restricted shares were issued. During the year ended December 31, 2003, the Company issued rights to
purchase an aggregate of 358,000 shares of its Common Stock as restricted stock under the 1996 Stock
Plan to certain senior executives at a price of $0.10 per share. Rights totaling 353,500 shares were timely
exercised, and the restricted shares were issued. During the year ended December 31, 2001, the
Company issued rights to purchase an aggregate of 383,667 shares of its Common Stock as restricted
stock under the 1996 Stock Plan to certain senior executives at a price of $0.10 per share. The restricted
shares are subject to repurchase by the Company over a period of six months to four years from the date
of grant (Repurchase Period), depending on the terms of the particular grant.

The Company has amortized the difference between the fair market value of the underlying shares on the
date the restricted stock purchase rights were granted, and the exercise price of such shares, pro rata
over the term of the applicable Repurchase Period. The Company may repurchase shares in the event a
restricted shareholder's recipient’s employment is terminated any time before the relevant Repurchase
Period has expired. At December 31, 2004, 337,000 restricted shares issued in 2004, 326,500 restricted
shares issued in 2003, and 150,000 restricted shares issued in 2001, were still outstanding and subject o
repurchase during the Repurchase Period.

In 2004, an aggregate of 12,700 shares of Common Stock were granted as restricted stock under the
2003 Stock Plan to certain senior executives and employees. The restricted shares are subject to be
returned to the Company over a period of three years from date of grant. The Company’s return right is
triggered in the event a restricted shareholder’s recipient's emplioyment is terminated any time during the
three-year period. The Company has amortized the fair market value of the underlying shares on the date
the restricted shares were granted pro rata over the term of the applicable return right period.

Stock Repurchase Program

Beginning in 1998, the Company’s Board of Directors authorized the repurchase of Sybase ouistanding
Common Stock from time to time, subject to price and other conditions (Stock Repurchase Program).
Through December 31, 2004, aggregate amounts authorized under the Stock Repurchase Program
totaled $600.0 million. During 2004, the Company repurchased 6.4 million shares at a cost of $115.6
million. In 2003, the Company repurchased 2.3 million shares at a cost of $30.9 million, and in 2002 the
Company repurchased 6.7 million shares at a cost of $89.8 million.




Issuance of Company Stock for Certain Services

During the quarter ended September 30, 2003, the Company issued approximately 0.7 million shares of
its common stock to an unrelated party in connection with an agreement under which the Company will be
provided with certain specified marketing services over a period of 42 months. The Company recorded a
pre-paid asset of approximately $10.4 million upon the issuance of these shares based on the fair value of
such shares on the date of grant. The expense associated with the marketing services provided to the
Company under this agreement will be recognized as they are received. As of December 31, 2004, the
balance of this pre-paid was $6.8 million.

Stock Option Plans

Pursuant to the terms of the Company’'s 1988 Stock Plan (1988 Stock Plan), an aggregate of 17,930,480
shares of Common Stock have been issued or reserved for issuance at December 31, 2004 upon the
exercise of options granted to qualified employees and consultants of the Company. The 1988 Stock Plan
expired in June 1998, in accordance with its terms. As of that time, no further options were granted under
the 1988 Stock Plan, but optionees are able to exercise their vested options before those options expire.
All unexercised options are cancelled upon expiration. As of December 31, 2004, there were 1,533,104
unexercised options outstanding under the 1988 Stock Plan.

Pursuant to the Company’s 1996 Stock Plan (1996 Stock Plan), at December 31, 2004, an aggregate of
15,191,716 shares of Common Stock have been issued or reserved for issuance upon the exercise of
options granted to qualified employees and consultants of the Company. Options generally expire ten
years from the grant date, or three months after termination of employment, or two years after death, or
one year after permanent disability. Options are exercisable to the extent vested. Vesting generally occurs
at the rate of 12.5 percent after 6 months and the balance in equal instaliments over the following 42
months. In 2004 all shares available for grant pursuant to the 1996 Stock Plan were transferred to the
2003 Stock Plan.

Pursuant to the 1999 Nonstatutory Stock Plan (1999 Stock Plan), at December 31, 2004, an aggregate of
6,723,005 shares of Common Stock have been issued or reserved for issuance upon the exercise of
options granted to qualified employees and consultants of the Company. Options expire on terms set forth
in the grant notice (generally with 10 years from the grant date), or three months after termination of
employment, or two years after death, or one year after permanent disability. Options are exercisable to
the extent vested. Vesting occurs at various rates and over various time periods. In 2004 all shares
available for grant pursuant to the 1999 Stock Plan were transferred to the 2003 Stock Plan.

Pursuant to the 2003 Stock Plan (2003 Stock Plan) at December 31, 2004, an aggregate of 4,312,279
shares of Common Stock have been reserved upon the exercise of options granted to qualified
employees and consultants of the Company. The Board of Directors, directly or through committees,
administers the Plan and establishes the terms of option grants. The exercise price of all stock options
granted under the 2003 Stock Plan must be at least 85% of the fair market value of the Common Stock on
the date granted. Options expire on terms set forth in the grant notice (generally with 10 years from the
grant date), or three months after termination of employment, or two years after death, or one year after
permanent disability. Options are exercisable to the extent vested. Vesting occurs at various rates and
over various time periods.

An aggregate of 700,000 shares of Common Stock have been issued or reserved for issuance under the
1992 Director Option Plan, as amended (the 1992 Director Plan), as of December 31, 2004. Options
expire ten years from the date of grant and vest ratably over four years from the grant date. The 1992
Director Plan expired in February 2002, and no further options are available for grant under the 1992
Director Plan, but optionees are able to exercise their vested options before those options expire.

An aggregate of 300,000 shares of Common Stock has been issued or reserved for issuance under the

2001 Director Option Plan (the 2001 Director Plan) as of December 31, 2004. Options expire ten years
from the date of grant and vest ratably over four years from the grant date.
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On May 27, 2004, the Company's stockholders approved the transfer of all shares available for grant
pursuant to the 1996 Stock Plan and the 1999 Stock Plan to the 2003 Stock Plan along with all remaining
shares represented by grants that are cancelled or forfeited without exercise under these plans and the
1992 Director Plan and the 2001 Director Option Plan.

Price data and activity for the Company’s option plans, including options assumed by the Company in
mergers with other companies (adjusted for the merger exchange ratio) are summarized as follows:

Weighted average
Outstanding options exercise price
number of shares per share
Balance at December 31, 2001 21,760,445 $14.32
Granted 2,950,161 11.26
Exercised (1,604,503) 9.01
Fortfeited (1,779,379) 17.09
Balance at December 31, 2002 21,326,724 $14.09
Granted 3,021,750 12.94
Exercised (4,402,181) 10.69
Forfeited ~(1,925,615) 17.16
Balance at December 31, 2003 18,020,678 $14.40
Granted 2,967,294 16.48
Exercised (2,511,797) 10.38
Forfeited (1,547,958) 16.63
Balance at December 31, 2004 16,928,217 $15.15

At December 31, 2004, options to purchase 11,973,033 shares were exercisable at prices ranging from
$0.00 to $148.27. Shares available for grant totaled 3,918,116 at December 31, 2004. The above totals
include the restricted shares issued under the 1996 and 2003 Stock Plans.

The income tax benefits that accrue to the Company from exercises of nenqualified stock options and
disqualifying dispositions of incentive stock options are recorded as additional paid-in capital.

The following table summarizes information about the Company’s fixed stock options and restricted stock
subject to repurchase outstanding at December 31, 2004

Options outstanding Options exercisable
Weighted-
Average Weighted- Weighted-
Remaining Average Average
Ranges of Contractual Exercise Exercise
Exercisable prices Shares Life Price Shares Price
$ 0.00to$ 9.93 3,171,194 6.30 $ 6.49 1,835,774 $ 8.48
$10.10 to0 $10.81 3,026,418 5.88 $10.37 3,026,385 $10.37
$11.05 to $15.52 3,500,659 7.79 $ 14.56 1,880,155 $14.73
$15.55 to $19.75 3,236,690 7.15 $ 18.61 - 1,829,916 $ 18.62
$20.12 10 $23.94 2,861,426 6.27 $ 22.17 2,306,451 $ 22.48
$24.75 to $148.27 1,131,830 5.60 $ 26.41 1,094,352 $ 26.23
$ 0.00to $148.27 16,928,217 6.64 $ 15.15 11,973,033 $ 15.81

FFi Stock Option Plans

In February of 2000, the Company established the 2000 FF! Stock Option Plan (2000 FFI Plan). At
December 31, 2004, an aggregate of 7,088,870 shares of Common Stock have been reserved for
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issuance upon the exercise of options granted to qualified employees and consultants of FF), a majority-
owned subsidiary of the Company, and certain employees of Sybase, Inc. FFI's Board of Directors,
directly or through committees, administers the 2000 FFI Plan and establishes the terms of option grants.
As FFl is not a public company, the fair market value of the shares issued under the plan has been
determined by FFI's Board of Directors and supported by a valuation prepared by an independent
valuation expert. All options issued under the 2000 FFiI Plan were granted at the estimated fair market
value of the option at the date of grant. Options expire ten years from the grant date. Vesting generally
occurs at the rate of 12.5 percent after 6 months and the balance in equal instaliments over the foliowing
42 months. In March 2001, the 2000 FF! Plan was terminated and no further options were granted under
the Plan. As of December 31, 2004, there were 3,202,208 unexercised options outstanding under the
2000 Plan.

In March 2001, FF| established the 2001 FFI Stock Option Plan (2001 FFI Plan). At December 31, 2004,
an aggregate of 6,175,360 shares of FFI's common stock have been reserved for issuance upon the
exercise of options granted to qualified employees and consultants of FFI, and certain employees of
Sybase, Inc. FFI's Board of Directors, directly or through committees, administers the 2001 FF! Plan and
establishes the terms of option grants. All options issued during 2004 were granted at or above the
estimated fair market value of a share of FFI common stock at the date of grant. Options expire ten years
from the grant date. Vesting occurs at the rate of at least 20 percent per year over 5 years from the date
options are granted.

Price data and activity for the FFI 2000 and 2001 Plans are summarized as follows:

Weighted average
QOutstanding options Exercise price
number of shares Per share
Balance at December 31, 2001 8,324,483 $ 5.00
Granted 841,900 5.00
Forfeited (3,387,344) 5.00
Balance at December 31, 2002 5,779,039 $ 5.00
Granted 3,581,000 0.83
Forfeited (627,983) 4.67
Balance at December 31, 2003 8,732,056 $ 3.32
Granted 125,500 0.78
Forteited - {1,067,100) 2.47
Balance at December 31, 2004 7,790,456 $ 3.39

The following table summarizes information about the FFI fixed stock options outstanding at December
31, 2004: '

Options outstanding Options exercisable

Weighted-

Average Weighted- Weighted-

Remaining Average Average
Ranges of ' Contractual Exercise Exercise
Exercisable prices Shares Life Price Shares Price
$ 0.75 1,118,500 8.09 $ 075 531,749 $ 0.75
$ 0.78 1,837,562 8.65 ~$ 0.78 664,082 $ 0.78
$ 5.00 4,834,394 5.81 $ 5.00 4,481,089 $ 5.00
$ 075108 5.00 7,790,456 6.81 $ 3.39 5,676,920 $ 4.11
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iAS Stock Option Plan

In March 2001, iAS established the 2001 iAS Stock Option Plan (iAS Plan) and reserved for issuance an
aggregate of 15,250,000 shares of iAS common stock upon the exercise of options granted to qualified
employees and consuitants of iAnywhere Solutions, Inc., a majority-owned subsidiary of the Company,
and certain employees of Sybase, Inc. iAS’s Board of Directors, directly or through committees,
administers the iAS Plan and establishes the terms of option grants. Because iAS is not a public
company, the fair market value of the shares issued under the plan has been determined by iAS’s Board
of Directors and supported by a valuation prepared by the Company. All options issued during 2004 were
granted at or above the estimated fair market value of a share iAS common stock at the date of grant.
Options expire ten years from the grant date, or three months after termination of employment, or two
years after death, or one year after permanent disability. Vesting occurs at the rate of at least 20 percent
per year over 5 years from the date options are granted.

Price data and activity for the iAS Plan are summarized as follows:

Weighted average

Outstanding options exercise price
number of shares per share
Balance at December 31, 2001 8,308,875 $ 2.51
Granted 1,432,149 2.51
Forfeited (214,866) 2.51
Balance at December 31, 2002 9,526,158 $ 2.51
Granted 1,306,000 2.51
Forfeited (201,572) 2.51
Balance at December 31, 2003 10,630,586 $ 2.51
Granted 1,175,650 2.51
Forfeited {353,882) 2.51
Balance at December 31, 2004 11,452,354 $ 2.51

At December 31, 2004 there were 8,058,992 shares exercisable under the iAS Plan all at an exercise
price of $2.51 per share. The weighted average remaining contractual life of the options outstanding at
December 31, 2004 was 7.14 years.

Employee Stock Purchase Plans

The Company's 1991 Employee Stock Purchase Plan and 1991 Foreign Subsidiary Employee Stock
Purchase Plan, as amended (collectively the ESPP), allow eligible employees to purchase our Common
Stock through payroll deductions. The ESPP consists of 6-month exercise periods. The shares can be
purchased at the lower of 85% of the fair market value of the Common Stock at the first day of each 6-
month exercise period or at the last day of each 6-month exercise period. Purchases are limited to 10
percent of an employee’s eligible compensation, subject to an annual maximum, as defined in the ESPP.

As of December 31, 2004, an aggregate of 11,800,000 shares of Common Stock had been reserved
under the ESPP, of which 165,739 shares remained available for issuance. Employees purchased
734,491 shares in 2004, 740,312 shares in 2003, and 807,295 shares in 2002.

Pro Forma Disclosures of the Effect of Stock Based Compensation Plans

The Company applies the intrinsic value method set forth by APB 25 and related Interpretations in
accounting for grants to employees under its stock-based compensation plans, described above. Under
this method, compensation expense is recognized only when options are granted with a discounted
exercise price. Any resulting compensation expense is then generally recognized over the vesting period
of the option. Compensation cost for the estimated fair value of grants to non-employee consultants has
not been material.




The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option-
pricing model with the following weighted-average assumptions:

Stock option plans Purchase plans
2004 2003 2002 2004 2003 2002
Expected volatility 54.45% 64.54% 67.65% 55.42% 64.41% 67.65%
Risk-free interest rates 3.08% 2.56% 3.46% - 1.39% 1.29% 1.82%

Expected lives (years) 4.25 4.25 4.25 .50 .50 .50
Expected dividend yield - - - - - -

The weighted average grant date fair value of options (excluding FFI and iAS options) granted in 2004,
2003 and 2002 was $10.10, $8.40, and $6.18 per share, respectively. The weighted average grant date
fair value of the FFI options granted in 2004, 2003 and 2002 was $0.36, $0.43, and $2.75 per share,
respectively. The weighted-average grant-date fair value of the IAS options granted in 2004, 2003 and
2002 was $1.16, $1.31, and $1.38 per share, respectively.

Note Eight: Income Taxes

The Company accounts for income taxes under the liability method. Under this method, deferred tax
assets and liabilities are determined based on differences between financial reporting and income tax
bases of assets and liabilities and are measured using the enacted tax rates and laws that will be in effect
when the differences are expected to reverse.

The following is a geographical breakdown of consolidated income (loss) before the cumulative effect of
an accounting change, and income taxes (including intercompany royalties and expenses) by income tax
jurisdiction (dollars in thousands):

2004 2003 2002
United States $ (8,590) $ 11,778 $ (8,958)
Foreign 109,556 106,317 80,167
Total $ 100,966 $118,095 $ 71,209

The provisions (credits) for income taxes consist of the following (dollars in thousands):

2004 2003 2002
Federal
Current $ 3,445 $ 6,760 $ 29,464
Deferred (1,869) 3,964 {20,237)
1,576 2,796 9,227
State
Current 475 212 1,408
Deferred 1,603 2,401 740
2,078 2,613 2,146
Foreign
Current 28,391 25,645 23,748
Deferred 971 225 (1,693)
29,362 25,420 22,055
Total $ 33,016 $ 30,829 $ 33,428
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The provision for income taxes differs from the amount computed by applying the statufory federal income
tax rate to income before income taxes. The sources and tax effects of the differences are as follows
(dollars in thousands):

2004 2003 2002
Tax (credit) at U.S. statutory rate $ 35,338 $ 41,333 $ 24,923
State tax, net of federal benefit 2,078 2,613 2,146
Difference between estimated amounts recorded and
actual liabilities resulting from the filing of prior year's
tax return (2,820) (1,636) (2,151)
Effect of foreign operations (971) 1,645 2,066
Benefit of Japanese operating losses (3,751) (4,507) (2,571)
Amortization/impairment of intangible assets 788 928 5,339
Research and development tax credits - (500) (500)
Utilization of foreign tax credit carryforwards - (6,592) (1,153)
. Release of deferred tax liability associated with certain -
foreign earnings - - (3,990)
Release of tax reserves following the completion of
certain audits and expiration of statute of limitations (3,519) (2,313) , -
Reserve for tax contingencies 3,680 1,449 1,998
Other 2,193 2,399 3,331
Total $ 33,016 $ 30,829 $ 33,428

Deferred income taxes result principally from temporary differences between years in the recognition of
certain revenue and expense items for financial and tax reporting purposes. Significant components of the
Company's net deferred tax assets were as follows at December 31 (dollars in thousands):

Depreciation

Deferred revenue

Accrued expenses

Allowance for doubtful accounts

Capitalized R&D expenses

Purchased software

Net operating loss carryovers and tax credits
carryforwards

Intangible assets

Capital loss carryforward

Other assets

Gross deferred tax asset

Unremitted foreign earnings

Acquired Intangibles

Other liabilities

Gross deferred tax liability

Total before valuation allowance
Valuation allowance

Net deferred tax assets
Recorded as:
Current deferred tax assets
Noncurrent deferred tax assets

2004 2003
$ 10,227 $ 7,793
2,306 5,974
22,710 21,560
543 1,819
23,432 31,761
167 625
96,444 70,447
2,307 5,182
14,074 14,204
2,050 817
174,260 160,182
. (5,859) (8,468)
(20,382) (7,109)
(1,056) (1,659)
(27,297) (17,236)
146,963 142,946
(96,318) (71,701)
$ 50,645 $ 71,245
$ 11,205 $ 12,739
39,440 58,506
$ 50,645 $ 71,245




The vaiuation allowance increased by $24.6 million in 2004. The valuation allowance was $71.7 million in
2003 (a $23.2 million increase from 2002) and $48.5 million in 2002 (a $5.9 million decrease from 2001).
This valuation allowance primarily relates to the deferred tax assets for acquired net operating losses, net
operating loss carryforwards, capital loss carryforwards, tax assets associated with stock option activity,
and foreign tax credits. The movement was primarily related to the following items (dollars in millions).

Valuation allowance primarily associated with deferred tax asset acquired

during the year on XcelleNet net operating losses $ 50
Valuation allowance attributable to 2004 net operating loss carryforward,

including amounts attributable to stock option activity any benefit of which will

be credited to shareholders’ equity 16.4

Valuation allowance associated with 2004 research and development tax 0.5

credits

Utilization of capital loss carryforward subject to a valuation aliowance 0.1)

Valuation allowance associated with foreign tax credit carryforwards 2.8
$ 246

Approximately $72.6 million of the valuation allowance relates to deferred tax assets associated with net
operating losses and capital losses acquired in, or attributable to, the NEN, AvantGo and XcelleNet
acquisitions. If the associated deferred tax assets are realized, the benefit from their realization will
reduce goodwill carried on the Company’s books associated with these acquisitions rather than future
income tax expense. The valuation allowance also includes approximately $17.1 million associated with
stock option activity for which any recognized tax benefits will be credited directly to shareholders’ equity.

As of December 31, 2004, the Company had research and development tax credits of $17.7 million, which
expire in years from 2010 through 2024, foreign tax credits of $5.8 million expiring in years from 2010
through 2014, and an asset of $63.5 million associated with certain net operating losses which expire in
the years from 2007 through 2024.

Realization of the Company's net deferred tax assets is dependent upon the Company generating
sufficient taxable income in future years in appropriate tax jurisdictions to obtain benefit from the reversal
of temporary differences and from tax credit carryforwards. Specifically, realization of these assets is
dependent on the Company’s ability to generate approximately $163.6 million of future taxable income,
largely in the U.S. Based on the plans and estimates the Company is using to manage the underlying
business it believes that sufficient income will be earned in the future to realize these assets. The amount
of the deferred tax assets considered realizable is subject to adjustment in future periods if estimates of
future taxable income are reduced. Any such adjustments to the deferred tax assets would be charged to
income in the period such adjustment was made.

No provision has been made for income taxes and foreign withholding taxes on approximately $160
million of undistributed earnings from non-US operations as of December 31, 2004 because the Company
currently plans to permanently reinvest all such earnings. If the Company did not plan on permanently
reinvesting these earnings, the additional deferred tax liability would be approximately $28.1 million.
When excess cash accumulates in the Company’s non-US subsidiaries, the subsidiary's earnings are
remitted if it is advantageous for business, tax and foreign exchange reasons.

The Internal Revenue Service has examined the Company’s income tax returns for all years through
2000. The Company believes that it has provided adequate accruals for all anticipated tax audit
adjustments in the U.S., state and foreign tax jurisdictions based on its estimate of whether, and the
extent to which, additional taxes and interest may be due. If events occur which indicate that payment of
these amounts are unnecessary, the reversal of these liabilities would result in tax benefits being
recognized in the period when the Company determines the liabilities are no longer necessary. If the
Company’s estimate of tax liabilities proves to be less than the ultimate assessment, a further charge to
expense would result.
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The Company has not yet completed its analysis of the impact of the repatriation provisions under the
American Jobs Creation Act 2004 on its plans for repatriation. As such, management is not in a position
to decide whether, and to what extent, the Company might repatriate foreign earnings that have not been
remitted to the U.S. under the Act. The Company expects to be in a position to finalize its assessment by
the end of the second quarter of 2005.

Note Nine: Retirement Plan
401(k) Defined Contribution Retirement Plan

The Company maintains a defined contribution retirement plan pursuant to Section 401(k) of the Internal
Revenue Code (the 401(k) Plan) that allows eligible employees to contribute up to a certain percentage of
their annual compensation to the Plan, subject to the annual IRS limit. Starting in 2004, 401(k) Pian
participants who (i) attained the age of 50 during the calendar year and (ii) had made the maximum plan
or IRS pre-tax contribution were able to make an additional “catch-up” contribution up to a maximum of
$3,000. In 2004, 2003 and 2002, the Company matched employee contribution at a rate of $0.50 for each
dollar up to the first $3,000 of salary contributed by the employee, with a maximum employer match of
$1,500 for the year fully vested. The Plan also allows the Company to make discretionary contributions.
There were no such discretionary contributions made in 2004, 2003 or 2002.

Note Ten: Segment and Geographical Information

During 2004, the Company was organized into three separate business segments each of which focused
on one of three key market segments: IPG, which principally focuses on enterprise class database
servers, integration and development products; iAS, which provides mobile database and mobile
enterprise solutions; and FFI, which delivers integrated banking, payment and trade messaging solutions
to large financial institutions.

Sybase’s chief operating decision maker, is the President and Chief Executive Officer (CEQ). While the
CEQ is apprised of a variety of financial metrics and information, the Sybase business is principally
managed on a segment basis, with the CEO evaluating performance based upon segment operating profit
or loss that includes an allocation of common expenses, but excludes certain unallocated expenses. The
CEO does not view segment results below operating profit (loss) before unallocated costs, and therefore
unallocated expenses, interest income, interest expense and other, net, the provision for income taxes,
and the cumulative effect of an accounting change are not broken out by segment. Sybase does not
account for, or report to the CEQ, assets or capital expenditures by segment.

Segment revenues include transactions between the segments which in the most common instance
relates 10 the sale of iIAS and FFI products and services by the IPG segment. In the case of such a
transaction, the segment recording the sale also records an intercompany expense on the transaction,
with a corresponding intercompany revenue amount recorded by the segment whose product was sold.
The net amount retained by the segment that recorded the sale is intended to reflect the costs incurred by
such transferring segment. The total transfers between the segments are captured in “Eliminations.”
Certain common costs and expenses are allocated based on measurable drivers of expense. Unallocated
expenses represent corporate expenditures or cost savings that are not specifically allocated to the
segments including reversals of restructuring expenses associated with restructuring activities undertaken
prior to 2003. In accordance with SFAS 146, “Accounting for Costs Associated with Exit or Disposal
Activities,” the Company has allocated the costs associated with 2004 and 2003 restructuring activities to
each reportable segment. Additionally, the Company has allocated restructuring expenses incurred in
accordance with SFAS 112, “Employer’s Accounting for Post employment Benefits,” to each reportable
segment. Prior to 2003, the Company did not track its restructuring activities by segment and it is
impracticable to now do so with respect to these prior activities. Accordingly, restructuring refated
expenses and reversals associated with restructuring activities undertaken before 2003 are not included in
segment level operating results, but instead included in the total for unaliocated cost savings.
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A summary of the segment financial information reported to the CEO for the year ended December 31,

2004 is presented below (in thousands):

Consolidated

(In thousands) IPG IAS FFI Elimination Total
Revenues:
License fees :
Infrastructure $ 192,588 $ 87 - - $ 192,675
Mobile and Embedded 31,152 44,536 - - 75,688
E-Finance 1,405 - 6,104 - 7,509
Subtotal license fees 225,145 44,623 6,104 - 275,872
Intersegment license fees revenues 117 26,063 1,190 (27,370) -
Total license fees 225,262 70,686 7,294 (27,370) 275,872
Services 475,502 21,631 15,531 - 512,664
Intersegment service revenues 11 27,007 4,709 (31,727) -
Total services 475,513 48,638 20,240 (31,727) 512,664
Total revenues 700,775 119,324 27,534 (59,097) 788,536
Total allocated costs and expenses before
cost of restructure and amortization of
customer lists, covenant not to compete,
and purchased technology 586,606 100,428 29,302 (59,097) 657,239
Operating income (loss) before cost of
restructure and amortization of customer
lists, covenant not to compete, and
purchased technology ‘ 114,169 18,896 (1,768) - 131,297
Amortization of other purchased - 3,139 2,000 - 5,139
intangibles
Amortization of purchased technology 11,680 2,894 3,244 - 17,818
Operating income (loss) before unallocated
costs and cost of restructure 102,489 12,863 (7,012) - 108,340
Cost of restructure — 2004 Activity 18,976 140 40 - 19,156
Operating income (loss) before unallocated 83,513 12,723 (7,052) - 89,184
costs
Unallocated cost savings 208
Operating income 89,392
Interest income, interest expense and 11,574
other, net
Income before income taxes $ 100,966
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A summary of the segment financial information reported to the CEOQ for the year ended December 31,
2003 is presented below (in thousands}):

Consolidated

(In thousands) IPG IAS FFI Elimination Total
Revenues:
License fees
Infrastructure $ 210,049 §$ 763 $ - - $ 210,812
Mobile and Embedded 26,049 33,807 - - 59,856
E-Finance 1,527 - 2,622 - 4,149
Subtotal license fees 237,625 34,570 2,622 - 274,817
Intersegment license fees revenues 86 21,778 1,271 (23,135) -
Total license fees 237,711 56,348 3,893 (238,135) 274,817
Services 481,004 10,212 12,029 - 503,245
Intersegment service revenues 11 25,691 4,711 (30,413) -
Total services 481,015 35,903 16,740 (30,413) 503,245
Total revenues 718,726 92,251 20,633 (53,548) 778,062

Total allocated costs and expenses before
cost of restructure and amortization of ‘
customer lists and purchased technology 616,447 72,362 24,892 (53,548) 660,153

Operating income (loss) before cost of
restructure and amortization of customer

lists and purchased technology 102,279 19,889 (4,259) - 117,909
Amortization of other purchased -

intangibles - - 2,000 2,000
Amortization of purchased technology ‘ 11,679 333 3,245 - 15,257
Operating income (loss) before unallocated

costs and cost of restructure 20,600 19,556 (9,504) - 100,652
Cost of restructure — 2003 Activity 9,199 341 13 - 9,553
Operating income (loss) before unallocated

costs 81,401 19,215 (9,517) - 91,099
Unallocated cost savings {13,230)
Operating income 104,329
Interest income, interest expense and 13,766
other, net

Income before income taxes $ 118,095
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A summary of the segment financial information reported to the CEQ for the year ended December 31,

2002 is presented below:

(In thousands)

Revenues:
License fees
Infrastructure
Mobile and Embedded
E-Finance
Subtotal ficense fees
Intersegment license fees revenues
Total license fees

Services v
Intersegment service revenues
Total services

Total revenues

Total allocated costs and expenses before
amortization of customer lists and
purchased technology and goodwill
impairment

Operating income (loss) before
amortization of customer lists and
purchased technology and goodwill
impairment

Amortization of other purchased
intangibles

Amortization of purchased technology
Goodwill impairment

Operating income (loss) before unallocated
costs

Unallocated cost
Operating income

Interest income, interest expense and
other, net

Income before income taxes and
cumulative
effect of an accounting change

Consolidated

IPG iAS FFI Elimination Total
$ 255,358 $ (10) $ 98 - $ 255,446
32,281 30,375 - - 62,656
2,680 - 5,134 - 7,814
290,319 30,365 5,232 - 325,916
168 26,884 2,239 (29,291) -
290,487 57,249 7.471 (29,291) 325,916
485,396 2,844 15,705 - 503,945
88 18,971 3,551 (22,610) -
485,484 21,815 19,256 (22,610) 503,945
775,971 79,064 26,727 (51,901) 829,861
677,560 56,952 28,010 (51,901) 710,621
98,411 22,112 (1,283) - 119,240
- 2,000 - 2,000
11,679 - 3,245 - 14,924
- - 12,300 - 12,300
86,732 22,112 (18,828) - 90,016
32,840
57,176
14,033
$ 71,209

(1) Certain previously reported amounts have been reclassified to conform to current period presentation

format.

The Company operates in one industry (the development and marketing of computer software and related
services) and markets its products and services internationally through both foreign subsidiaries and
distributors located in the United States, Canada, Europe, Asia, Australia, New Zealand, and Latin
America. Other includes operations in Asia, Australia, Canada, New Zealand and Latin America. The
following table presents a summary of operating information and certain year-end balance sheet
information by geographic region (in thousands):
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A summary of the segment financial information reported to the CEQ for the year ended December 31,

2002 is presented below:

(In thousands)

Revenues:
License fees

Infrastructure

Mobile and Embedded

E-Finance
Subtotal license fees

Intersegment license fees revenues
Total license fees

Services ;
Intersegment service revenues
Total services

Total revenues

Total allocated costs and expenses hefore
amortization of customer lists and
purchased technology and goodwill
impairment

Operating income (loss) before
amortization of customer lists and
purchased technology and goodwill
impairment

Amortization of other purchased
intangibles

Amortization of purchased technology
Goodwill impairment

Operating income (loss) before unallocated
costs

Unallocated cost
Operating income

Interest income, interest expense and
other, net

Income betfore income taxes and
cumulative
effect of an accounting change

Consolidated

IPG iAS FFi Elimination Total
$ 255,358 $ (10) $ 98 - $ 255,446
32,281 30,375 - - 62,656
2,680 - 5,134 - 7.814
290,319 30,365 5,232 - 325,916
168 26,884 2,239 (29,291) -
290,487 57,249 7,471 (29,291) 325,916
485,396 2,844 15,705 - 503,945
88 18,971 3,551 (22,610) -
485,484 21,815 19,256 (22,610) 503,945
775,971 79,064 26,727 (51,901) 829,861
677,560 56,952 28,010 (51,901) 710,621
98,411 22,112 (1,283) - 119,240
- 2,000 - 2,000
11,679 - 3,245 - 14,924
- - 12,300 - 12,300
86,732 22,112 (18,828) - 90,016
32,840
57,176
14,033
$ 71,209

(1) Certain previously reported amounts have been reclassified to conform to current period presentation

format.

The Company operates in one industry (the development and marketing of computer software and related
services) and markets its products and services internationally through both foreign subsidiaries and
distributors located in the United States, Canada, Europe, Asia, Australia, New Zealand, and Latin
America. Other includes operations in Asia, Australia, Canada, New Zealand and Latin America. The
following table presents a summary of operating information and certain year-end balance sheet
information by geographic region (in thousands):

-67 -




2004 2003 2002

Revenues:
Unaffiliated customers:
United States $ 426,626 $ 425,834 $ 465,601
Europe 220,441 212,774 213,543
Other 141,469 139,454 150,717
Total $ 788,536 $ 778,062 $ 829,861
Long-lived assets, net:
United States $ 490,343 $ 483,014 $ 461,300
Europe 10,082 12,483 14,633
Other 14,215 11,377 12,197
Total $ 514,64C $ 506,874 $ 488,130

Note Eleven: Business Combinations

On April 30, 2004, Sybase acquired all the outstanding capital stock of XcelieNet, Inc. (XcelleNet) a
privately held provider of frontline device management software, for approximately $92.6 million in cash,
including $0.6 million in merger-related transaction expenses. As a result of the acquisition, Sybase
expects 1o strengthen its position in the mobile middleware market and bring important enhancements to
its Unwired Enterprise offerings. The results of XcelleNet are included in the Company’s iAS reporting
segment from May 1, 2004 onward. The excess of the purchase price over the fair value of the net
tangible assets acquired is approximately $123.5 million.

Of the estimated $123.5 million excess, $22.8 million was allocated to developed technology, $19.9 million
was allocated to customer lists, $4.0 million was allocated to the XcelleNet family of trade names, $2.8
million was allocated to covenant not to compete, and $74.0 million was allocated to goodwill. The
developed technology and customer lists were assigned useful lives of seven years, the covenant not to
compete was assigned a useful life of 18 months, and an indefinite life was assigned to the trade names.
The allocation was based on a valuation prepared by an independent third-party appraiser. This
independent appraiser also assisted the Company in determining the appropriate useful life with the
intangible assets acquired. Included in the goodwill is approximately $19.7 million which has an offsetting
amount allocated to long-term deferred tax liability for the tax effect of the trade names and the
amortization of the developed technology, customer lists, and covenant not to compete, which is not
deductible for tax purposes.
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Based on an independent valuation prepared using estimates and assumptions provided by the Company,
the total purchase price of approximately $92.6 million was allocated as follows:

(In millions)

Cash and cash equivalents $ 133
Accounts receivable, net 58
Other current assets 0.8
Property, equipment and improvements 0.6
Deferred income taxes (19.7)
Developed technology : 22.8
Customer lists ' 19.9
Trade name 4.0
Covenant not to compete 2.8
Goodwill 74.0
Other assets 0.1
Accounts payable - (0.7)
Accrued compensation and related expenses (1.1)
Accrued income taxes (0.1)
Deferred revenue (3.0)
Other current accrued liabilities (3.5)
Accrued restructuring (0.8)
Other long-term liabilities (22.6)

$ 926

The following unaudited pro forma financial information presents the combined results of operations of
Sybase and XcelleNet as if the acquisition of XcelleNet had occurred as of the beginning of 2004 and
2003, respectively. The pro forma financial information gives effect to certain adjustments, including the
amortization of purchased intangibles and the elimination of XcelleNet's amortization of purchased
intangibles. The pro forma financial information does not necessarily reflect the resuits of operations that
would have occurred had the two companies constituted a single entity during such periods.

Twelve Twelve

Months Months

Ended Ended
(In thousands, except per share data) 12/31/04 12/31/03
Revenue $ 799,992 $ 816,407
Net income $ 62,782 $ 81,987
Basic net income per share $ 0.66 $ 0.86
Diluted net income per share $ 0.64 $ 0.84

On April 30, 2004, the Company also acquired the intellectual property assets and certain tangible assets
of Dejima, Inc. (Dejima), a private software company providing mobile access using natural language
interface technology, for approximately $2.0 million in cash. This purchase price exceeds the fair value of
the net tangible assets acquired by $2.8 miilion. Of this excess, $2.0 million was allocated to developed
technology with a useful life of seven years, and $0.8 million was assigned to goodwill. The Company has
integrated the Dejima technology into its iAS subsidiary.

Note Twelve: Litigation
A former employee, who was terminated as part of a position elimination in February 2003, filed a civil

action in the Superior Court for the State of California, Alameda County, alleging discrimination on the
basis of gender, national origin, and race. The former employee also alleged retaliation for discussing her
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working conditions with senior managers. The parties were not able to settle the matter and trial
commenced on August 27, 2004. Sybase’s motion for non-suit on the retaliation claim was granted and
that claim was dismissed. On QOctober 5, 2004, the jury found in favor of the plaintiff on the remaining
claims and awarded her $1,845,000 in damages. Plaintiff is also entitled to recover her attorneys’ fees, but
the amount of such fees has not yet been submitted to the Court. Sybase filed a motion to set aside the
jury verdict or, in the alternative, for a new trial. The motion also asked the judge to set aside the punitive
damage part of the award in the amount of $500,000. On December 7, 2004, the judge issued a decisicn
denying the motion to set the verdict aside and order a new trial, but he did grant that part of the motion
asking to set aside the $500,000 punitive damage award, reducing the damage amount to $1,345,000.
Plaintiff's counsel has filed a motion for $40,000 in costs which Sybase will oppose. Plaintiff has not yet
filed its motion for attorney fees, but is expected to do so shortly. Sybase filed a notice of appeal of the
$1,345,000 jury verdict and will appeal any attorney fees awarded in the case as not being supported by
the jury verdict being appealed by the Company.

On August 20, 1999, Medaphis Corporation (now PerSe Technologies) initiated a civil action against
Sybase in the District Court for Harris County, Texas for negligent misrepresentation and common law
fraud. The claims are based on misrepresentations allegedly made by Sybase in 1996 and 1997 with
regard to its ability to provide a product with certain replication functionality. In its Second Amended
Petition (filed in June 2003), Medaphis estimates its damages to be $16,761,470. In addition, the Second
Amended Petition seeks punitive damages in an unspecified amount. Sybase's motion for summary
judgment in the matter was granted, dismising the case in its entirety, on November 13, 2003. PerSe
appealed that judgment. The parties are awaiting a decision from the appellate court.

Sybase is a party to various other legal disputes and proceedings arising in the ordinary course of
business. In the opinion of management, resolution of these matters, including the above mentioned legal
matters, is not expected to have a material adverse effect on our consolidated financial position or results
of operations as the Company believes it has adequately accrued for these matters at December 31,
2004.However, depending on the amount and timing of such resolution, an unfavorable resolution of some
or all of these matters could materially affect our future results ot operations or cash flows in a particutar
period. :

Note Thirteen: Restructuring Costs

2004 Restructuring Actions

In the third quarter of 2004, after two straight quarters of failing to meet revenue and earnings
expectations, the Company embarked on a restructuring plan (2004 Plan) aimed at reducing its annual
expenses (primarily employee related) by approximately $15 mitlion. Of this amount, approximately $13
million in annual savings is expected to result from headcount reductions and approximately $2 million in
annual savings is expected to resuit from facility consolidation and the avoidance of software maintenance
costs. These 2004 Plan activities include the termination of approximately 140 employees worldwide, the
closure or consolidation of 5 facilities worldwide and the write-off of certain enterprise software purchased
from a third party. [t is anticipated that the total costs, once the restructuring activities prescribed under
the 2004 Plan are fully completed, will be $20.9 million. During 2004, the Company recorded restructuring
charges of approximately $18.6 million as follows: ‘

Segment
o Cash/ Consolidated
(Dollars in millions) Non-Cash IPG iAS Total
Employee termination costs Cash $44 $0.1 $ 45
Write off of computer software Non-cash 6.5 - 6.5
Lease cancellations and commitments Cash 7.6 - 7.6
$18.5 $01 $18.6
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Termination payments to employees and other related costs

During 2004, the Company recorded restructuring charges of $4.5 million for severance payments,
termination benefits and related expenses incurred in connection with the termination of approximately
140 employees worldwide. Severance payments and termination benefits were accrued and charged to
restructuring costs in the period that the amounts were determined and communicated to the affected
employees.

Write-off of assets

During 2004, the Company recorded restructuring charges of approximately $6.5 million related to the
costs previously incurred and capitalized for certain enterprise software acquired from a third party. In
conjunction with the Company’s restructuring activities during the year, management decided to halt its
plans to complete the implementation of this software. This decision was made after ongoing
reorganizations within the Company’s sales organization caused management to reassess the needs of
this organization going forward. Management uitimately determined the software would no longer
effectively fulfill its intended purposes and that the software’s high cost of implementation and ownership
could no longer be supported by the Company's strategy for development of the sales organization. As a
result, the plan to implement the software was terminated.

Lease cancellations and commitments

As a result of the termination of employees referred to above, and in connection with further streamlining
the Company’s infrastructure, a number of Sybase.facilities were identified for closure or consolidation as
part of the 2004 Plan. During 2004, the Company recorded restructuring charges of $7.6 million relating to
properties located in Massachusetts, Michigan, Georgia, Spain and the United Kingdom. The Company
expects to record additional accretion expenses of approximately $2.3 million related to these facilities in
future periods.

The following table summarizes activity related to the 2004 Plan.

Accrued
Amounts liabilities
Total Paid or at
(Dollars in millions) Charges  written off  12/31/04
Termination payments to employees
and other related costs $ 45 $ 42 $ 03
Write off of computer software 6.5 6.5 -
Lease cancellations and commitments . 7.6 0.4 7.2
$ 18.6 $11.1 $ 75

The remaining restructuring accrual primarily relates to certain lease costs the Company is contractually
required to pay on certain closed facilities, net of estimated associated sublease amounts. Sybase’s
payments (net of sublease income) toward the accruals relating to lease cancellations and commitments
are dependent upon market conditions and the Company’s ability to negotiate acceptable lease buy-outs
or to locate suitable subtenants. These payments will be made over the remaining lease terms, ending at
various dates through October 2012, or over a shorter period as the Company may negotiate with its
lessors.

-71 -




2003 Restructuring Activities

During the first quarter of 2003, the Company embarked on a Festructuring Plan (2003 Plan) aimed at
reducing its annual payroll and facilities related expenses by approximately $16.0 million. These activities
included the planned termination of approximately 240 employees worldwide and the planned closure or
consolidation of approximately 9 facilities worldwide. The Company recorded restructuring charges of
$9.6 million during 2003 to reflect these activities.

The following table summarizes the activity associated with the balance of the accrued restructuring
charges related to the 2003 restructuring plan through December 31, 2004:

Accrued Accrued
liabilities liabilities
, at Amounts Amounts at
(Dollars in millions) 12/31/03 paid Accrued 12/31/04
Termination payments to employees _ '

and other related costs $ 06 $ 0.7 $0.1 $ 00
Lease cancellations and commitments 07 0.9 0.4 0.2
$ 1.3 $ 1.6 $ 0.5 $ 0.2

The remaining restructuring accrual primarily relates to certain lease costs the Company is contractually
required to pay on certain closed facilities, net of estimated associated sublease amounts. Sybase’s
payments (net of sublease income) toward the accruals relating to lease cancellations and commitments
are dependent upon market conditions and the Company’s ability to negotiate acceptable lease buy-outs
or to locate suitable subtenants. These payments will be made over the remaining lease terms, ending at
various dates through January 2008, or over a shorter period as the Company may negotiate with its
lessors.

During 2004, the Company recorded restructuring charges of $0.5 million, primarily related to the write-off
of certain leasehold improvements associated with facilities included in the 2003 Plan, which was vacated
in the second quarter of 2004. The remaining charge related to severance paid in connection with a
foreign employee who was terminated under the 2003 Plan.

2002 Restructuring Activities

During the third and fourth quarters of 2002 the Company instituted a Restructuring Plan (2002 Plan)
aimed at reducing its annual payroll and facilities-related expenses by approximately $24.0 million. The
Company recorded restructuring charges of $36.5 million during 2002 to reflect these activities. These
activities included the termination of approximately 400 employees worldwide, the closure or consolidation
of approximately 18 facilities worldwide, and the liquidation of approximately 9 foreign subsidiaries. During
2004, the Company recorded additional restructuring charges of $3.2 million related to revisions to
expected sublease income associated with a propenty located in Colorado. Due to the length of some of
the lease terms and the uncertainty of the real estate market, the Company expects to make periodic
adjustments to the accrual balance to reflect changes in its estimates, and to reflect actual events as they
occur.
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The following table summarizes the activity associated with the balance of the accrued restructuring
charges related to the 2002 restructuring plan through December 31, 2004

Accrued Accrued
liabilities liabilities
at Amounts Amounts at
(Dollars in millions) 12/31/03  paid accrued 12/31/04
Lease cancellations and commitments 14.3 4.0 2.4 12.7
Other 0.2 - 0.2
$14.5 $ 4.0 $ 2.4 $12.9

The remaining restructuring accrual primarily relates to certain lease costs the Company is contractually
required to pay on certain closed faciiities, net of estimated associated sublease amounts. Sybase’s
payments toward the accruals relating to lease cancellations and commitments are dependent upon
market conditions and the Company’s ability to negotiate acceptable lease buy-outs or to locate suitable
subtenants. These payments will be made over the remaining lease terms, ending at various dates
through May 2010, or over a shorter period as the Company may negotiate with its lessors.

During 2004, the Company recorded a net increase of $2.4 million to the restructuring reserve by a
corresponding charge to operating expense. The net increase included additional charges of $3.2 million
related to revisions to expected sublease income associated with a property located in Colorado, and
reversals of $0.8 million primarily related to space taken out of restructuring in the UK as a resuit of
consolidation associated with the XcelleNet acquisition, and reserves released upon the conclusion of
lease negotiations associated with the Company’s Paris, France facility.

2001 Restructuring Activities

The following table summarizes the activity associated with the balance of the accrued restructuring
charges associated with certain 2001 restructuring activities through December 31, 2004:

Accrued Accrued
liabilities liabilities
at Amounts Amounts at
(Dollars in millions) 12/31/03  paid reversed  12/31/04
Lease cancellations and
Commitments $12.8 $4.0 $1.5 $7.3

The remaining restructuring accrual primarily relates to certain lease payments the Company is
contractually required to make on certain closed facilities, net of estimated associated sublease amounts.
The payments of these accruals are dependent upon market conditions and the Company's ability to
negotiate acceptable lease buy-outs or locate suitable subtenants. These payments will be paid over the
remaining lease terms, ending at various dates through May 2011, or over a shorter period as the
Company may negotiate with its lessors.

During 2004 an excess of $1.5 million was reversed by a corresponding credit to restructuring expense.
The credit to lease cancellations and commitments accrual related to revisions to expected sublease
income associated with properties located in Colorado and Massachusetts.

AvantGo Restructuring Reserves

In connection with the 2003 acquisition of AvantGo, the Company assumed certain liabilities associated
with AvantGo's 2001 and 2002 restructuring programs, primarily related to excess space at AvantGo's
Hayward, California and Chicago, lllinois facilities. At the time of acquisition, the Company also accrued
additional amounts for lease obligations, net of the expected sublease revenue, associated with
AvantGo's remaining facilities in Hayward which would be vacated upon the expected move of all
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personnel to Sybase’s facilities in Dublin, California. During the quarter ended September 30, 2004,
Sybase was able to sublease the Hayward facilities on terms more favorable than those anticipated when
the applicable accruals were recorded. As a result, the Company revised its estimates and reversed
accrued restructuring liabilities related to these facilities. The following table summarizes the activity
associated with the balance of the accrued restructuring charges related to AvantGo's restructuring
actions;

Accrued Accrued
liabilities liabilities
at Amounts Amounts at
(Dollars in millions) 12/31/03 paid reversed 12/31/04
Lease cancellations and
Commitments $9.3 $3.2 $2.7 $3.4

During 2004, we recorded net reversals of $2.7 million in restructuring accruals by a corresponding credit
to operating expense. The net reversal included additional charges of $0.2 million refated to the Chicago,
llinois facility and reversals of $2.9 million related to the Hayward, California facilities, where we were able
to locate a suitable subtenant.

Note Fourteen: Guarantees

Under its standard software license agreement (SWLA), the Company agrees to indemnify, defend and
hold harmless its licensees from and against certain losses, damages and costs arising from claims
alleging the licensees’ use of Company software infringes the intellectual property rights of a third party.
Historically, the Company has not been required to pay material amounts in connection with claims
asserted under these provisions and, accordingly, the Company has not recorded a liability relating to
such provisions. Under the SWLA, the Company also represents and warrants to licensees that its
software products operate substantially in accordance with published specifications. Under its standard
consulting and development agreement, the Company warrants that the services it performs will be
undertaken by qualified personnel in a professional manner conforming to generally accepted industry
standards and practices. Historically, only minimal costs have been incurred relating to the satisfaction of
product warranty claims and, as such, no accruals for warranty claims have been made. Other
guarantees include promises to indemnify, defend and hold harmless each of the Company's executive
officers, non-employee directors and certain key employees from and against losses, damages and costs
incurred by each such individual in administrative, legal or investigative proceedings arising from alleged
wrongdoing by the individual while acting in good faith within the scope of his or her job duties on behalf of
the Company. Historically minimal costs have been incurred relating to such indemnifications and, as
such, no accruals for these guarantees have been made.

Note Fifteen: Subsequent Events

On February 22, 2005, the Company issued through a private offering to qualified institutional buyers in
the U.S., $460 miilion of convertible subordinated notes (“Notes”) pursuant to exemptions from registration
afforded by the Securities Act of 1933, as amended. These notes have an interest rate of 1.75 percent.
The Company used $125 million of the offering proceeds to repurchase approximately 6.7 million shares
of its common stock. The issuance generated net proceeds of approximately $325 million after deducting
the stock repurchase and offering fees and expenses.

The notes are subordinated to all of the Company's future senior indebtedness. The notes mature on
February 22, 2025 unless earlier redeemed by the Company at its option, or converted or put to the
Company at the option of the holders. Interest is payable semi-annually in arrears on February 22 and
August 22 of each year, commencing on August 22, 2005. The Company may redeem all or a portion of
the notes at par on and after March 1, 2010. The holders may require that the Company repurchase
notes on February 22, 2010, February 22, 2015 and February 22, 2020. The Company will initially record
these Notes as long-term debt with an effective life of 5 years. The offering fees and expenses of
approximately $10 million will be amortized over a five-year period into interest expense.
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Holders may convert the notes into the right to receive the conversion value (i) when the Company’s stock
price exceeds 130% of the $25.22 per share initial conversion price, (ii) in certain change in control
transactions, and (iii) when the trading price of the notes does not exceed a minimum price level. For
each $1,000 principal amount of notes, the conversion value represents the amount equal to 39.6511
shares multiplied by the per share price of the Company’s common stock at the time of conversion. If the
conversion value exceeds $1,000 per $1,000 in principal of notes, the Company will pay $1,000 in cash
and may pay the amount exceeding $1,000 in cash, stock or a combination of cash and stock, at the
Company’s election.
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Quarterly Financial Information (Unaudited)

Three months ended (in thousands,
except per share and stock price data)

Revenues:
License fees
Services
Total revenues:
Costs and expenses:
Cost of license fees
Cost of services
Sales and marketing
Product development and engineering
General and administrative
Amortization of other purchased
Intangibles
Stock compensation expense
Reversal of purchase accounting accrual
Cost (reversal) of restructure
Total costs and expenses
Operating income
Interest income, expense, and other, net
Income before income taxes
Provision for income taxes
Net income

Basic net income per share
Diluted net income per share

Three months ended (in thousands,
except per share and stock price data)

Revenues:
License fees
Services
Total revenues:
Costs and expenses:
Cost of license fees
Cost of services
Sales and marketing
Product development and engineering
General and administrative
Amortization of other purchased
Intangibles
Stock compensation expense
Cost (reversal) of restructure
Total costs and expenses
Operating income
Interest income, expense, and other, net
Income before income taxes
Provision for income taxes
Net income

Basic net income per share
Diluted net income per share

March 31 June 30 September 30  December 31 Total
2004 2004 2004 2004 2004
$ 57,905 $ 60,427 $ 70,380 $ 87,160 $ 275,872
125,254 127,603 128,338 131,469 512,664
183,159 188,030 198,718 218,629 788,536
13,580 15,558 15,566 16,091 60,795
41,584 41,455 39,741 39,068 161,848
58,172 62,066 59,171 63,022 242,431
30,648 29,121 29,095 31,013 119,877
19,773 21,300 23,526 22,516 87,115
500 1,285 1,677 1,677 5,139
1,302 1,544 626 1,127 4,599
- - (2,677) - (2,677)
125 (253) 10,479 9,666 20,017
165,684 172,076 177,204 184,180 699,144
17,475 15,954 21,514 34,449 89,392
3,589 2,387 2,518 3,080 11,574
21,064 18,341 24,032 37,529 100,966
7,879 5,519 6,201 13,417 33,016
$ 13,185 $ 12,822 $ 17,831 $ 24,112 $ 67,950
$ 0.14 $ 0.13 $ 0.19 3 0.26 $ 0.71
$ 0413 $ 0.13 $ 0.19 $ 0.25 $ 0.69
March 31 June 30 September 30  December 31 Total
2003 2003 2003 2003 2003
$ 60,875 $ 63,897 $ 68,481 $ 81,564 $ 274,817
120,672 128,135 125,349 129,089 503,245
181,547 192,032 193,830 210,653 778,062
13,928 14,589 15,537 16,657 60,711
39,232 40,643 40,652 42,139 162,666
58,496 59,666 59,270 61,613 239,045
29,918 29,348 29,045 28,578 116,889
22,100 20,471 20,280 19,260 82,111
500 500 500 500 2,000
661 727 695 799 2,882
(209) 7,957 1,270 (1,589) 7,429
164,626 173,901 167,249 167,957 673,733
16,921 18,131 26,581 42,696 104,329
2,443 3,524 6,270 1,529 13,766
19,364 21,655 32,851 44,225 118,085
6,390 7,096 10,841 6,502 30,829
$ 12,974 $ 14,559 $ 22,010 $ 37,723 $ 87,266
$ 0.14 $ 0.16 $ 0.23 $ 0.39 $ 0.92
$ 013 $ 0.15 $ 0.23 $ 0.38 $ 0.89
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable.
ITEM 9A. CONTROLS AND PROCEDURES
Report of Management on Internal Controls over Financial Reporting

See Finanical Statements and Supplementary Data - Report of Management on Internal Controls over
Financial Reporting. Part Il, item 8.

Evaluation of Disclosure Controls and Procedures

An evaluation was performed under the supervision and with the participation of our management,
including the Chief Executive Officer (CEQ) and Chief Financial Officer (CFQ), of the effectiveness of the
design and operation of our disclosure controls and procedures, as such term is defined under Rule 13a-
15(e) promulgated under the Securities Exchange Act of 1934, as amended. Based on that evaluation,
our CEQ and CFO concluded that our disclosure controls and procedures were effective as of December
31, 2004.

Changes in Internal Control over Finanical Reporting

There have been no significant changes in our internal controls or in other factors that could significantly
affect our disclosure controls and procedures subsequent to the Evaluation Date. Therefore, no corrective
actions have been necessitated or taken.

ITEM 9B. OTHER INFORMATION

Not applicable.

PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF REGISTRANT

Current Executive Officers

Our executive officers are identified in our definitive Proxy Statement for the Annual Meeting of
Stockholders to be held May 26, 2005 (Proxy Statement), to be filed with the SEC within 120 days after
our fiscal year ended December 21, 2004.

ldentification of Directors

Our directors are identified under the section entitled “Election of Directors” in our definitive Proxy
Statement for the Annual Meeting of Stockholders to be held May 26, 2005 (Proxy Statement), to be filed
with the SEC within 120 days after our fiscal year ended December 31, 2004,

Compliance with Section 16(a) of the Exchange Act

The information required under ltem 405 of Regulation S-K is incorporated here by reference to “Section
16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement.
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Audit Committee Financial Expert

Our Board of Directors has determined that Audit Committee members Robert P. Wayman and Jack E.
Sum are both audit committee financial experts as defined in ltem 401(h) of Regulation S-K, and are
independent within the meaning of Item 7(d)(3)(iv) of Schedule 14A of the Exchange Act.

Standing Audit Committee

The information required under ltem 401(i) of Regulation S-K and ltem 7(d)(1) of Schedule 14A of the
Exchange Act penrtaining to the standing Audit Committee of the Board of Directors is incorporated by
reference to “Election of Directors” in the Proxy Statement.

Corporate Governance Guidelines

We have adopted Corporate Governance Guidelines that are available on our website at

www.sybase.com under “Investor Relations.” Stockholders may request a free copy of the guidelines by
contacting Investor Relations at the same address set forth under “Code of Ethics,” below.

Certifications

Pursuant to NYSE Rule 303A.12(a), in 2004 the Company submitted a CEO certification to the NYSE
regarding compliance with NYSE Corporate Governance Listing Standards. No qualifications were
included in this report. Exhibits 31.1 and 31.2 to this Form 10-K contain certifications of the Company’s
CEQO and CFO pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Exhibit 32 to this Form 10-K
contains certifications of the Company's CEO and CFO pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

Code of Ethics

Our code of ethics, entitled “Statement of Values and Business Ethics,” applies to all of our employees,
directors and officers (including the chief executive officer, chief financial officer and principal accounting
officer), and is available by clicking on the “Code of Ethics” link at the bottom of any page at our website at
www.sybase.com. Stockholders may request a free copy of the Statement of Values and Business
Ethics from:

Sybase, Inc.

Attention: Investor Relations
One Sybase Drive

Dublin, CA 94568

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated by reference to “Executive Compensation” in the
Proxy Statement. :

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated by reference to “Stock Ownership of Management
and Beneficial Owners” in the Proxy Statement.

Information required under ltem 201(d) of Regulation S-K regarding our equity compensation plans (both

stockholder and non-stockholder approved plans) is incorporated by reference to “Executive
Compensation — Equity Compensation Plan Information” in the Proxy Statement.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is incorporated by reference to “Employment Agreements and
Certain Transactions” in the Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorporated by reference to “Ratification of Appointment of
Independent Auditors” in the Proxy Statement.

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(a) The following documents are filed as part of this Report on Form 10-K:

1. Financial Statements. See financial statements listed in the table of contents at the
beginning of Part I, ltem 8.

2. Financial Statement Schedules. The following financial statement schedules of Sybase,
Inc. for the years ended December 31, 2003, 2002, and 2001 are filed as part of this Report on Form 10-K
and should be read in conjunction with the Consolidated Financial Statements in Part |l, ltem 8, and
related Notes.

3. Exhibits. See the response under ltem 15(c) below. All management contracts and
compensatory plans filed as exhibits are indicated as such in item 15(c).

{b) Exhibits. The exhibits required by tem 601 of Regulation S-K are listed in the Exhibit Index to this
Report on Form 10-K.

{c) Schedules. Form 10-K
Page
Il Valuation and Qualifying Accounts 80

Schedules not listed above have been omitted because they are either (i) not applicable or are not
required, or (ii) the information is included in the Consolidated Financial Statements and related Notes,
Part I, ltem 8.
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SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

SYBASE, INC.,
Translation
Beginning Charged to Adjustments and Ending
(Dollars in thousands) Balance Operations (A) _Write-offs (B) Other Balance
Year ended December 31, 2004:
Allowance for doubtful accounts $ 4,145 $ (595) $ (2,022) % 324 $ 1,852
Year ended December 31, 2003:
Allowance for doubtful accounts - $ 5507 $ 3,331 $ (5,841) $ 1,148 $ 4,145
Year ended December 31, 2002:
Allowance for doubtful accounts $ 14,462 $ (4,323) $ (5,250) $ 618 $ 5,507

A Sales returns and credit memos allowances
B Uncollectible accounts written off and recoveries

The required information regarding the valuation allowance for deferred tax assets is included in Note Eight to the Consolidat
Financial Statements.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Exchange Act, the Registrant has duly
caused this Report on Form 10-K to be signed on its behalf of the undersigned, thereunto duly authorized.

SYBASE, INC.

By: /S/ JOHN S. CHEN

March 15, 2005 John S. Chen
Chairman of the Board, Chief
Executive Officer and President

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears
below constitutes and appoints John S. Chen, Pieter Van der Vorst and Daniel Cohen, jointly and
severally, his or her attorneys-in-fact, each with the power of substitution, for him or her in any and all
capacities, to sign any amendment to this Report on Form 10-K and to file the same, with exhibits thereto
and other documents in connection therewith, with the Securities and Exchange Commission, hereby
ratifying and confirming all that each of said attorneys-in-fact, or his substitute or substitutes, may do or
cause to be done by virtue hereof. Pursuant to the requirements of the Securities Exchange Act of 1934,
th‘ijs Repdort on Form 10-K has been signed by the following persons in the capacities and as of the dates
indicated:

Signature Title Date
{S/ JOHN S. CHEN Chairman of the Board, Chief March 15, 2005
(John S. Chen) Executive Officer (Principal Executive

Officer), President and Director
/S/PIETER A. VAN DER VORST Senior Vice President and March 15, 2005
(Pieter A. Van der Vorst) Chief Financial Officer (Principal

Financial Officer)
/S! JEFFREY G. ROSS Vice President and Corporate March 15, 2005
(Jeffrey G. Ross) Controller (Principal Accounting

Officer)
[S/ RICHARD C. ALBERDING Director March 15, 2005

(Richard C. Alberding)

/S/ CECILIA CLAUDIO Director March 15, 2005
{Cecilia Claudio)

[S/L. WILLIAM KRAUSE Director March 15, 2005
(L. Willlam Krause)

/S/ ALAN B. SALISBURY Director March 15, 2005
(Alan B. Salisbury)

/S/ JACK E. SUM Director March 15, 2005
(Jack E. Sum)

/S/ ROBERT P. WAYMAN Director March 15, 2005
(Robert P. Wayman) ‘

/S/ LINDA K. YATES Director March 15, 2005
(Linda K. Yates)
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Exhibit No.

2.1 (1)

2.2 (2)
2.3(3)

3.1 (4)
3.2 (5)
4.1 (6)

4.2 (7)

4.3 (8)

4.4 (8)

10.1 (9)*
10.2 (9)*

10.3 (9)*
10.4 (9)*
10.5 (9)*
10.6 (9)*
10.7 (10)*

10.8 (11)*

10.9 (12)*
10.10 (13)*

10.11 (14)*
10.12 (9)
10.13 (5)"

10.14 (9)*
10.15 *

EXHIBIT INDEX

Description

Agreement and Plan of Reorganization dated as of November 29, 1999,
among the Company, On-Line Financial Services, Inc., and Home
Financial Network, Inc.

Agreement and Plan of Merger dated as of February 20, 2001, among
the Company, New Era of Networks, Inc., and Neel Acquisition Corp.

Agreement and Plan of Merger dated as of December 19, 2002, by and
among the Company, Seurat Acquisition Corporation and AvantGo, Inc.

Restated Certificate of Incorporation of the Company, as amended.
Bylaws of the Company, amended and restated as of February 4, 2004.

Preferred Share Rights Agreement dated as of July 31, 2002 between
the Company and American Stock Transfer and Trust Co.

Amendment No. 1 dated as of February 14, 2005 to the Preferred Share
Rights Agreement dated as of July 31, 2002 between the Company and
American Stock Transfer and Trust Co.

Indenture dated as of February 22, 2005 between the Company and
U.S. Bank National Association, as Trustee (including form of 1.75%
Convertible Subordinated Notes due 2025).

Registration Rights Agreement dated as of February 22, 2005 between
the Company and Merrill Lynch, Pierce, Fenner & Smith Incorporated
and Lehman Brothers Inc.

New Era of Networks, Inc. Amended and Restated 1995 Stock Option
Plan.

New Era of Networks, Inc. Amended and Restated 1997 Director Option
Plan.

New Era of Networks, Inc. 1998 Nonstatutory Stock Option Plan.
Century Analysis Inc. 1996 Equity Incentive Plan.

Convoy Corporation 1997 Stock Option Plan.

Microscript, Inc. 1997 Stock Option Plan.

1988 Stock Option Plan and Forms of Incentive Stock Option
Agreements and Nonstatutory Stock Option Agreements, as amended.

1991 Employee Stock Purchase Plan and 1991 Foreign Subsidiary
Employee Stock Purchase Plan, as amended.

Sybase, Inc. 401(k) Plan, as amended.

Amendment No. 1 to the Sybase, Inc. 401(k) Plan dated December 20,
2002.

Sybase, Inc. 1992 Director Stock Option Plan, as amended.
Sybase, Inc. 2001 Director Stock Option Plan.

Executive Deferred Compensation Plan, as amended December 5,
2003.

Sybase, Inc. 1996 Stock Plan, as amended.
Form of Indemnification Agreement
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10.16 (14)”
10.17 (14)"

10.18 (14)*
10.19 (14)*

10.20 (13)*

10.21 (18)*
10.22 (16)*

10.23 (17)

10.24 (14)
10.25 (17)

10.26 (5)

10.27 (5)

10.28 (17)

10.29 (5)

10.30 (5)

10.31 (17)*
10.32 (14)*
10.33 (14)*
10.34 (14)*
10.35 (13)*
10.36 (13)*
10.37 (5)*

10.38 (5)*

Form of Amended and Restated Change of Control Agreement
{(standard version).

Form of Amended and Restated Change of Control Agreement
(enhanced version).

Offer Letter to Richard J. Moore dated June 8, 2001.

Amended and Restated Employment Agreement between the Company
and John 8. Chen dated as of June 11, 2001.

Addendum to John Chen Amended and Restated Employment
Agreement dated August 20, 2002.

Amended and Restated Sybase, Inc. 1999 Nonstatutory Stock Plan.

Home Financial Network, Inc. 1995 Stock Plan, and form of Stock
Option Agreement.

Corporate Headquarters Lease, dated January 28, 2000, between the
Company and WDS-Dublin, LLC, as amended on November 29, 2000,
and December 13, 2001.

Amendment to Corporate Headquarters Lease, dated December 13,
2001, between the Company and WDS-Dublin, LLC.

Trust Agreement dated May 1, 2000 between Fidelity Management
Trust Company and the Company for administration of 401(k) Plan.

First Amendment to May 1, 2000 Trust Agreement between Fidelity
Management Trust Company and the Company for administration of the
Sybase 401(k) plan, dated as of April 1, 2002.

November 17, 2003 Letter Agreement between Fidelity Management
Trust Company and the Company for administration of the Sybase
401(k) plan.

Trust Agreement dated May 1, 2000 between Fidelity Management
Trust Company and the Company for administration of the Sybase
Executive Deferred Compensation Plan.

First Amendment to Trust Agreement between Fidelity Management
Trust Company and the Company for administration of Sybase
Executive Deferred Compensation Plan.

November 17, 2003 Letter Agreement between Fidelity Management
Trust Company and Sybase, Inc. for administration of the Sybase
Executive Deferred Compensation Plan.

Financial Fusion, Inc. 2000 Stock Option Plan.

Financial Fusion, Inc. 2001 Stock Option Plan.

iAnywhere Soiutions, Inc. Stock Option Plan.

Form of Notice of Grant and Restricted Stock Purchase Agreement.
QOffer Letter 1o Michael Bealmear dated May 1, 2002.

Offer Letter of Thomas Volk dated September 5, 2002.

Retention Letter of Steven M. Capelli dated as of January 2, 2001.

Executive Financial Planning and Services Program for Section 16
Officers, effective as of February 5, 2003.
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10.39 (5)" Summary Plan Description for Sabbatical Leave Plan of Sybase, Inc., as
Amended and Restated as of May 1, 2003.

10.40 (18)* Amended and Restated Sybase, Inc. 2003 Stock Plan.

10.41 (19) Letter dated February 21, 2005 to John Chen regarding 2005
compensation.

10.42 (19)* Letter dated February 18, 2005 to Steve Capelli regarding 2005
compensation.

10.43 (19)* Letter dated February 18, 2005 to Raj Nathan regarding 2005
compensation.

10.44 (19)* Letter dated February 18, 2005 to Pieter Van Der Vorst regarding 2005
compensation.

10.45 (19)* Letter dated February 18, 2005 to Thomas Volk regarding 2005
compensation.

10.46 Purchase Agreement, dated February 15, 2005 between the Company
and Merrill Lynch, Pierce, Fenner & Smith Incorporated and Lehman
Brothers Inc.

21 Subsidiaries of the Company

231 Consent of Independent Registered Public Accounting Firm

24 (20) Powers of Attorney

31.1 Certification of Chief Executive Officer pursuant to Securities Exchange

Act Rule 13a-14 or 15d-14, as adopted pursuant to Section 302(a) of the
Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer pursuant to Securities Exchange
Act Rule 13a-14 or 15d-14, as adopted pursuant to Section 302(a) of the
Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chigf Financial Officer
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002,

*  Indicates Management Contract or Compensatory Plan.

(1) Incorporated by reference to Exhibit 2.1 to the Company’s Registration Statement on Form S-3
filed on January 31, 2000.
(2 Incorporated by reference to Exhibit 2(a) to the Company’s Registration Statement on Form S-4

filed March 15, 2001.

(3) Incorporated by reference to Exhibit 1 to the Company’s Schedule 13D filed with the Securities
and Exchange Commission on December 30, 2002.

4) Incorporated by reference to Amendment No. 1 to the Company’s Registration Statement on
Form S-4 filed March 9, 1994 (file no. 33-75462), as amended by the Amended and Restated
Certificate of Designation of Rights, Preferences and Privileges of Series A Participating Preferred
Stock of Sybase, Inc., attached as Exhibit 3.3 to Form 8-A filed on August 5, 2002.

(5) Incorporated by reference to the Exhibits filed with the Company’s Annual Report on Form 10-K
for the year ended December 31, 2003.

(6) Incorporated by reference to Exhibit 4.1 to the Company’s Report on Form 8-K filed on August 5,

2002.

(7) Incorporated by reference to Exhibit 4.2 to the Company’'s Report on Form 8-K filed on February
17, 2005.

8) Incorporated by reference to the Exhibits filed with the Company’s Report on Form 8-K filed on

February 22, 2005.
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Incorporated by reference to the Company’s Registration Statement on Form S-8 filed June 19,
2001,

Incorporated by reference to the Exhibits filed with the Company’s Annual Report on Form 10-K
for the year ended December 31, 1997.

Incorporated by reference to the Company's Registration Statement on Form 8-8 (file no. 333-
83271) filed July 20, 1999.

Incorporated by reference to the Exhibits filed with the Company’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2001.

Incorporated by reference to the Exhibits filed with the Company’s Annual Report on Form 10-K
for the year ended December 31, 2002.

Incorporated by reference to the Exhibits filed with the Company’s Annual Report on Form 10-K
for the year ended December 31, 2001.

incorporated by reference to the Company’s Registration Statement on Form S-8 filed August 20,
1999,

Incorporated by reference to the Company’s Registration Statement on Form S-8 filed on January
20, 2000. ,

Incorporated by reference to the Exhibits filed with the Company’s Annual Report on Form 10-K
for the year ended December 31, 2000. '
Incorporated by reference to the Exhibits filed with the Company's Registration on Form S-8 filed
on August 25, 2004.

Incorporated by reference to the Exhibits filed with the Company’s Report on Form 8-K filed on
February 24, 2005.

Incorporated by reference to the signature page of this Report on Form 10-K.
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STOCKHOLDER INFORMATION

The Company’s 2004 Annual Report on Form 10-K was filed on March 16, 2005 with the Securities and Exchange
Commission and is available from the Company without charge upon request. The Form 10-K and the Company’s 2005
proxy materials are also available on our Web site at http://www.sybase.com/about_sybase/investorrelations

Please direct your questions as follows:

By written request:
Scott lrey

Sybase, inc.

Investor Relations

One Sybase Drive
Dublin, CA g4568-7902
USA.

By e-mail:
investorrelations@sybase.com

By telephone:
1925 236 6751

On the World Wide Web:
www.sybase.com

Registrar and Transfer Agent:

American Stock Transfer & Trust Co.

59 Maiden Lane
New York, NY 10038

18009375449
www.amstock.com

ANNUAL MEETING

The annual meeting of stockholders will be held at 10 a.m. (PDT) on Thursday, May 26, 2005 at the Company’s offices at
One Sybase Drive, Dublin, CA 94568-7902.

STOCK INFORMATION

As of April 1, 2005, the Company had 1,400 stockholders of record. The Company has never paid cash dividends.

STOCK LISTING

Sybase, Inc. is traded on the New York Stock Exchange under the symbot “Sy”

INDEPENDENT AUDITORS

Ernst & Young LLP
Palo Alto, CA 94304

BOARD OF DIRECTORS

John S. Chen

Chairman of the Board,
Chief Executive Officer
and President

Director since 1997

Richard C. Alberding
Retired

Executive Vice President
Hewlett-Packard
Company

Director since 1993

Cecilia Claudio

Chief Information Officer
and Vice President,
Engineering
AlignTechnology
Director since 1999

L. Wiltiam Krause
Chairman of the Board
and Chief Executive Officer
Caspian Networks, Inc.
Director since 1995

Alan B. Salisbury
Management Consultant
to IT industry

Director since 1993

Jack E.Sum

Retired

Partner
PricewaterhouseCoopers
Director since 2004

Robert P. Wayman
Executive Vice President,
Finance and
Administration, and
Chief Financial Officer
Hewlett-Packard
Company

Director since 1995

Linda K. Yates

Founder and former
Chief Executive Officer
Strategos

Director since 2000

EXECUTIVE OFFICERS

John S.Chen

Chairman of the Board,
Chief Executive Officer
and President

Marty Beard

Senior Vice President
Corporate Development
and Marketing

Steven M. Capelli

Senier Vice President

and General Manager
Narth America Operations

Daniel R. Carl
Vice President, General
Counsel and Secretary

Richard J. Moore
President
Financial Fusion, Inc.

Dr.Raj Nathan

Senior Vice President
and Ceneral Manager
Information Technology
& Solutions Group

leffrey G. Ross
Vice President and
Corporate Controller

Terry Stepien
President
iAnywhere Solutions, Inc.

Pieter A.Van der Vorst
Senior Vice President
and Chief Financial Officer

Thomas Volk
Executive Vice President
International Field Operations

Nita C. White-lvy
Vice President
Wortdwide Human Resaurces




Sybase Incorporated

Worldwide Headquarters

One Sybase Drive

Dublin, CA 94568 U.SA
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