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April 20, 2007

Office of International Corporate Finance L
Securities and Exchange Commission ? _
100 F Street, N.E. . ’
Washington, D.C, 20549

Re: Software AG File No. 082-34914

Ladies and Gentlemen:

We are submitting this letter on behalf of our client, Software AG (the “Company™), a stock corporation
incorporated under the laws of the Federal Republic of Germany, in order to provide certain home country
information in connection with the Company’s exemption from the requirements of Section 12(g)} of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”) pursuant to Rule 12g3-2(b) thereunder. Information
included in this letter is based on information provided to us by the Company.

The Company previously established a sponsored Level I American Depositary Receipt facility with
Deutsche Bank Trust Company Americas as the Depositary. The exemption was sought in connection with the
establishment of this facility. The facility is currently inactive but may become active in the future,

Copies of the English versions of the documents listed in Annex I made public, filed or distributed since
August 18, 2005 of which an English version was prepared are submitted herewith as Annex 1I. The same
information can also be accessed through the Company’s website at www.softwareag.com. This information
includes certain annual and interim financial reports, invitations to the Company’s annual general meeting, and
certain press releases. This information is being submitted to bring the Company current in its obligation to furnish
certain home country information with the SEC. We understand that, on a going forward basis, the Company will
provide the information described in Annex I promptly after such information is made public.

If you have any questions with regard to this information, please do not hesitate to contact the undersigned
at King & Spalding LLP at 404-572-3517.

Please acknowledge receipt of this letter and its enclosures by stamping the enclosed copy of this letter and
returning it to the undersigned in the self-addressed, stamped envelope provided for that purpose.

truly yours,

PHOCESSED Keith M. Townsend
APR 2 4 2007
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Annex I:

Material Information Made Public by Software AG

Documents
Published Since
Source of August 2005 and
Type of Publication Attached in Annex
Information Language Date of Publication Requirement ]
I, Articles of English On incorporation German Stock As of April 2, 2007
Association Corporation Act;
German Commercial
Code
2. Changes to Articles English Upon changes taking | German Stock See #1 Above
of Incorporation effect Corporation Act;
German Commercial
Code
3. Annual Report English Within three months | German Stock s 2005
after the end of fiscal | Corporation Act; e 2006
year (90 day under Rules and
the GCGC*) Regulations of the
Prime Standard,
German Commercial
Code; GCGC*
4, Interim report (first English Within two months German Stock o Q2/2005
six months) after the end of the Corporation Act, . Q3/2005
first six months of German Stock s Q1/2006
the fiscal year Exchange Admission | o Q2/2006
(within 45 days Regulation; Rules s Q3/2006
under the GCGC*) and Regulations of
the Prime Standard;
GCGC*
5. Quarterly report {first | English Within two months Rules and Sece #4 Above
three quarters) after the end of the Regulations of the
first six months of Prime Standard;
the fiscal year GCGC*
(within 45 days
under the GCGC*)
6. Any concrete non- English Without delay German Securities As oft
public and market Trading Act; Rules = April 12,2005
price-sensitive and Regulations of »  March 31, 2007
information directly the Prime Standard, s April 5,2007
affecting the GCGC*
Company (Ad-hoc
publicity)
7. Directors’ dealings in | German Within five business | German Securities N/A
shares of the days Trading Act; GCGC*
Company and
derivatives or other
financial instruments
linked to such shares
which exceed a total
of €5,000 by the end
of any calendar year
8. Notice of annual German At least one month German Stock For the
general meeting English prior to last day for Exchange Admission | ¢  Annual general
registration to Regulation; Rules meeting 2006 on
participate in and Regulations of May 12, 2006
meeting (7 days the Prime Standard; . Annual genera]
before such meeting) | German Stock meeting 2007 on
Exchange Admission | May 11, 2007
Regulations
* Provisions of the German Corporate Governance Code (GCGC) that do not appear in statutory laws are not binding but instead are

recommendations or suggestions. Companies subject to the GCGC are required to announce cach year the extent to which they comply and
intend to comply with the recommendations and suggestions.
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9. Dividend payments German Without delay Rules and As of March 12,

and changes to Regulations of the 2007
capital {e.g., issues of Prime Standard;
new shares, exercise German Stock
of exchange and Exchange Admission
subscription rights) Regulations
10. Shareholding German Without seven German Securities As of
exceeding, or falling calendar days after Trading Act e December 12,
below, 5%, 10%, the sharcholding has 2004
25%, 50% or 75% of exceeded or fallen s  February 11,
issuer’s voting rights below one of the 2005
thresholds s July 18,2005
o July29, 2005
e  February 15,
2006
e February 24,
2006
*  November ],
2006
1. Change in the English As soon as possible German Stock o seepgSofthe
composition of the Corporation Act annual report 2006

management or
supervisory boards

12. Finance calendar for | English At beginning of each | Rules and o 2007
each fiscal year, fiscal year and Regulations of the
stating the dates of sufficiently in Prime Standard,
the annual advance of listed GCGC*
stockholders’ events
meeting, presentation
of the annual

financial statements
and analyst meeting

13. Base compensation Engtish When taking effect in | German Stock e seepg 103 of
and arrangements for Articles of Corporation Act the annual report
variable Association or 2005
compensation of without delay after e seepglllof
members of the resolutions of the annual report
Supervisory Board sharcholders 2006

14. Variable English When released GCGC* s seepg 103 of
compensation the annual report
actually paid to 2005
members of the ¢ seepglllof
Supervisory Board the annual report
and Compensation of 2006
members of the
Board of Managing
Directors

15. Statement of English Annually German Stock Asof:

Compliance with Corporation Act s February 2006
GCGC

16. Press releases (to English When released GCGC* See separate
extent not included in enclosure:
any of the above ¢ August 2005 to
categories) present

* Provisions of the German Corporate Governance Code (GCGC) that do not appear in statutory laws are not binding but instead are

recommendations or suggestions. Companies subject to the GCGC are required to announce each year the extent to which they comply and
intend to comply with the recommendations and suggestions.
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Annex I: Material Information Made Public l'):y Software AG
nenEiVED
Documents
) PER 23 A Hi Published Since
AN Source of August 2005 and
Type of C ey TR T et Publication Attached in Annex
Information Language . -| "Date of Publication Requirement 11
1. Articles of English On incorporation German Stock As of April 2, 2007
Association Corporation Act;
German Commercial
Code
2. Changes to Articles English Upon changes taking | German Stock See #1 Above
of Incorporation effect Corporation Act;
German Commercial
Code
3. Annual Report English Within three months | German Stock * 2005
after the end of fiscal | Corporation Act; o 2006
year (90 day under Rules and
the GCGC™) Regulations of the
Prime Standard,
German Commercial
Code; GCGC*
4, Interim report (first English Within two months German Stock e Q272005
six months) after the end of the Corporation Act; s (Q3/2005
first six months of German Stock s QI1/2006
the fiscal year Exchange Admission | o  Q2/2006
(within 45 days Regulation; Rules o Q3/2006
under the GCGC*) and Regulations of
the Prime Standard;
GCGC*
5. Quarterly report (first | English Within two months Rules and See #4 Above
three quanters) after the end of the Regulations of the
first six months of Prime Standard;
the fiscal year GCGC*
(within 45 days
under the GCGC*)
6. Any concrete non- English Without delay German Securities As of:
public and market Trading Act; Rules ¢ Apnl 12,2005
price-sensitive and Regulations of »  March 31, 2007
information directly the Prime Standard; *  April 5,2007
affecting the GCGC*
Company (Ad-hoc
publicity)
7. Directors’ dealings in | German . Within five business | German Securities N/A
shares of the days Trading Act; GCGC*
Company and
derivatives or other
financial instruments
linked to such shares
which exceed a total
of €5,000 by the end
of any calendar year
8. Notice of annual German At least one month German Stock For the
general meeting English prior to last day for Exchange Admission | ¢  Annual general
registration to Regulation; Rules meeting 2006 on
participate in and Regulations of May 12, 2006
meeting (7 days the Prime Standard; e Annuat general
before such meeting) | German Stock meeting 2007 on
Exchange Admission | May 11, 2007
Regulations
. Provisions of the German Corporate Governance Code (GCGC) that do not appear in statutory laws are not binding but instead are

recormmendations or suggestions. Companies subject to the GCGC are required to announce each year the extent to which they comply and
intend to comply with the recommendations and suggestions.
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9. Dividend payments German Without delay Rules and As of March 12,

and changes to Regulations of the 2007
capital (e.g., issues of Prime Standard;
new shares, exercise German Stock
of exchange and Exchange Admission
subscription rights) Regulations
10. Shareholding German Without seven German Securities As of
exceeding, or falling calendar days after Trading Act »  December 12,
below, 5%, 10%, the shareholding has 2004
25%, 50% or 75% of exceeded or fallen s  Fecbruary 11,
issuer’s voting rights below one of the 2005
thresholds e July 18,2005
o July 29,2005
s  February 15,
2006
e  February 24,
2006
e November 1,
2006
1t. Change in the English As soon as possible | German Stock e seepgSofthe
composition of the Carporation Act annual report 2006
management or
supervisory boards
12. Finance calendar for | English At beginning of each | Rules and s 2007
each fiscal year, fiscal year and Regulations of the
stating the dates of sufficiently in Prime Standard;
the annual advance of listed GCGC*
stockholders’ events

meeting, presentation
of the annual

. financial statements

and analyst meeting

13. Base compensation English When taking effect in | German Stock o seepgl03of
and arrangements for Articles of Corporation Act the annual report
variable Association or 2005
compensation of without delay after e seepglllof
members of the resolutions of : the annual report
Supervisory Board ' shareholders 2006

14. Variable English When released GCGC* e seepg 103 of
compensation the annual report
actually paid to 2005
members of the o seepglllof
Supervisory Board the annual report
and Compensation of 2006
members of the
Board of Managing
Directors

15. Statement of English Annually German Stock Asof:
Compliance with Corporation Act s  February 2006
GCGC

16. Press releases (to English When released GCGC* See separate
extent not included in enclosure:
any of the above *  August 2005 o
calegories) present

. * Provisions of the German Corporate Governance Code (GCGC) that do not appear in statutory laws are not binding but instead are

recommendations or suggestions. Companies subject to the GCGC arc required to announce each year the extent to which they comply and
intend to cornply with the recommendations and suggestions.
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Articles of Association of Software AG

L GENERAL PROVISIONS
Paragraph 1
The company is named
“Software Aktiengesellschaft.”

Its registered office is in Darmstadt.

Paragraph 2

The company’s objects are the business utilization of data processing programs and all other
products in the area of data processing.

The company can take all actions which are appropriate to achieve its objects. It can establish
other businesses and can acquire, and acquire participations in, other enterprises of a simitar or
related nature.

Paragraph 3

The company’s financial year is the calendar year.

Paragraph 4

The company publishes its notices in the electronic Federal Gazette only, to the extent that
mandatory statutory provisions do not prescribe another form of publication.

April 2, 2007 page 1 of 7



H. SHARE CAPITAL AND SHARES
Paragraph 5

The share capital amounts to €85,319,346.
It is divided into 28,439,782 no par bearer shares.

The share capital is nominal up to €2,711,598, divided into up to 903,866 no par bearer shares,
conditionally increased. The conditional capital increase serves the granting of subscription
rights to members of the Executive Board and senior executives of Software AG and its
associated enterprises in accordance with the resolution passed by the General Shareholders’
Meeting on September 21, 1998. The conditional capital increase is only implemented insofar as
the members of the Executive Board and the senior executives of Software AG and its associated
enterprises to whom options were granted exercise their subscription rights. The new shares
participate in profits from the beginning of the financial year in which they are created by the
issue of the subscription shares.

The registered share capital is to be conditionally increased up to a nominal amount of
EUR 2,039,049, divided into up to 679,683 no par bearer shares. The conditional capital increase
serves the granting of subscription rights to members of the Executive Board and senior
executives of Software AG and its associated enterprises in accordance with the resolution
passed by the General Shareholders’ Meeting on April 27, 2001. The conditional capital increase
is only implemented insofar as these beneficiaries to whom options were granted exercise their
subscription rights. The new shares participate in profits from the beginning of the financial year
in which they are created by the issue of the subscription shares.

The registered share capital shall be conditionally increased by up to an additional nominal
amount of EUR 33,000,000, divided into 11,000,000 bearer shares each having a notional amount
of the registered share capital of EUR 3. The conditional capital increase will be carried out only
to the extent that the holders of the warrants from the option bonds or of the conversion rights
from the convertible bonds, which are issued by Software AG or a wholly-owned direct or
indirect subsidiary of Software AG on the basis of the authorization approved by the General
Shareholders' Meeting of May 13, 2005, exercise their option or conversion rights or satisfy an
option duty or a conversion duty (also in the event the company exercises its right of election).
The new shares will have dividend rights beginning in the financial year in which they are
created. The Executive Board is autharized, subject to the consent of the Supervisory Board, to
stipulate additional details concerning the execution of the conditional capital increase.
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Subject to the Supervisory Board's approval, the Executive Board shall be authorized to increase
the Company's registered share capital by up to € 41,803,632 in total in one or more increments
in the period through May 12, 2011, by issuing up to 13,934,544 new no par bearer value against .
cash contributions and/or contributions in kind {Authorized Capital}). The Executive Board may
exclude the shareholders' pre-emptive rights in the following situations only:

(1) The Executive Board shall be authorized to exclude shareholders' pre-emptive rights in
respect of fractional amounts.

(2) Subject to the Supervisory Board's approval, the Executive Board shalt be authorized to
exclude shareholders' pre-emptive rights up to a maximum nominal amount of € 88,632
for purposes of issuing the new shares to employees of the Company and affiliates within
the meaning of 88 15 et seq. AktG in connection with an employee stock option plan. A
financial institution may underwrite the new shares, subject to the restriction that only
eligible employees will be entitled to purchase such shares as directed by the Company.

3 Subject to the Supervisory Board's approval, the Executive Board shall be autherized to
exclude shareholders’ pre-emptive rights in the event of a capital increase against
contributions in kind, provided that the contribution in kind is made for purposes of
acquiring companies or any divisions or equity interests therein.

(4) Subject to the Supervisory Board's approval, the Executive Board shall be authorized to
exclude shareholders' pre-emptive rights in the event of a capital increase against cash
contributions, provided that the capital increase resolved pursuant to this authorization
does not exceed a total of 10% of the registered share capital as it exists at the time this
authorization is utilized for the first time, and provided that the issue price is not
significantly lower than the stock market price. The cap of 10 % of the registered share
capital will be reduced by the pro rata portion of the registered share capital
attributable to own shares of the Company that are sold during the term of the
Authorized Capital but subject to the exclusion of shareholders' pre-emptive rights in
accordance with §8§ 71 (1) no. 8 sentence 5 and 186 (3) sentence 4 AktG. The cap will
also be reduced by the pro rata portion of the registered share capital attributable to
shares that are to be issued with an option or conversion right or conversion obligation in
order to cover warrant bonds or convertible bonds, provided the bonds are issued during
the term of the Authorized Capital and pre-emptive rights are excluded based on the
analogous application of § 186 (3) sentence 4 AktG.

Paragraph 6

The Executive Board will determine the form the share certificates, profit-participation and
renewal coupons will take. The shareholder’s claim to evidenced shares is excluded.
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lll. BOARD OF MANAGEMENT

Paragraph 7

The Executive Board will comprise several members. The number of members of the Executive
Board is determined by the Supervisory Board. The Supervisory Board can also appoint alternate
members of the Executive Board and issue standing orders for the Executive Board.

Paragraph 8

The company is represented by two members of the Executive Board jointly or by one member of
the Executive Board together with an authorized signatory.

The Supervisory Board may, by special resolution, authorize representation by one person in
certain circumstances. In addition, it may release a member of the Executive Board from the
restrictions prescribed by Paragraph 181 BGB (German Civil Code) by special resolution.

IV. SUPERVISORY BOARD

Paragraph 9
The Supervisory Board consists of six members.

Each member of the Supervisory Board can resign his appointment after giving one month's
notice, with or without an important reason,

The General Shareholders’ Meeting shall appoint members of the Supervisory Board with respect
to whom it is not bound to vote in accordance with any nomination, for a term of office that
ends no later than in the year in which the General Shareholders’' Meeting is held following the
Supetvisory Board member's reaching 70th years of age.

Paragraph 10

The period of office of the Chairman of the Supervisory Beard and his Deputy depends on their
current periods of office as members of the Supervisory Board. Re-election is permissible if the
member concerned is re-appeinted as a member of the Supervisory Board.
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Paragraph 11

The Supervisory Board has a quorum to pass resolutions when its members have been invited, in
writing posted to their last known addresses, and a minimum of three members, including the
Chairman or his Deputy, are present. The Chairman of the Supervisory Board, or his Deputy, will
chair the meeting. The Chairman of the particular meeting will decide on the manner of voting.

Supervisory Board resolutions will be passed by simple majorities. In case of a deadlock, the
Chairman of the particular meeting has a tie-breaking vote - in the case of appointments, lots
will be drawn.

The Supervisory Board may also hold meetings or vote in writing, by phone or other means of
telecommunication, without a meeting having been convened, if the Chairman or Deputy
Chairman issues instructions for passing resolutions in that form and no member of the
Supervisory Board objects to this procedure.

Supervisory Board declarations of intention will be issued in the name of the Supervisory Board
by its Chairman or a member authorized by him to do so.

Paragraph 12
The Executive Board may only imptement certain business transactions with the prior approval of
the Supervisory Board. These transactions are specified in the by-laws for the Executive Board.
The Supervisory Board is empowered to pass resolutions on changes to the articles of association
which relate only to the wording thereof.

Paragraph 13
The Chairman or his Deputy convenes the Supervisory Board's meetings, complying with a one-
week period of notice, and, if possible, giving information on the agenda.

Paragraph 14
Members of the Supervisory Board will receive, in addition to refunds of their expenses, a fixed

amount of remuneration {payable after the end of the financial year) which will be decided upon
each year by the General Shareholders’ Meeting.
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Y. GENERAL SHAREHOLDERS' MEETING
Paragraph 15

The General Shareholders’ Meeting which resolves on the approval of the actions of the
Executive Board and the Supervisory Board, the appropriation of the profit, the appointment of
the auditors of the annual financial statements and, if appropriate, the approval of the annual
financial statements, will take place within the first six months of each financial year.

Paragraph 16

The General Shareholders’ Meeting will be convened by the Executive Board. The General
Shareholders' Meeting will be called at least thirty days prior to the day set as the deadline for
shareholders to register for the meeting,

The General Shareholders’ Meeting will be held at the company's registered office or at the
location of a German Stock Exchange.

The Company may broadcast the General Shareholders' Meeting in picture and sound. The
meeting may also be broadcast in a form that is fully accessible to the public. The method of
broadcast must be announced in the notice of meeting.

Paragraph 17

Shareholders who wish to participate in and vote at the General Shareholders' Meeting must
register for the meeting. The Company must receive the registration form at the address
specified in the notice of meeting by no later than the seventh day prior to the General
Shareholders’ Meeting.

Shareholders must also provide evidence of their entitlement to participate in and vote at the
General Sharehalders’ Meeting. Sufficient for this purpose is a written confirmation of their share
ownership (either in German or in English) from their custodian institution. The confirmation of
share ownership must be current as of the commencement of the twenty-first day prior to the
meeting and must be received by the Company at the address specified in the notice of meeting
by no tater than the seventh day prior to the meeting.

if the company appoints proxies to exercise the voting rights, the proxy form may be issued
either in writing or by electronic means, as the latter is specified by the company. The details
for issuing such proxy forms will be published in the company gazettes together with the
convocation of the General Shareholders’ Meeting.
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Paragraph 18

The General Shareheolders' Meeting will be chaired by the Chairman of the Supervisory Board or
his Deputy or ancther member of the Supervisory Board. If no member of the Supervisory Board
is present or willing to act as Chairman of the meeting, the oldest shareholder present at the
General Shareholders’ Meeting will open the meeting and will arrange for the meeting to elect a
Chairman of the meeting.

The Chairman of the meeting will decide on the basis of the statutory provisions the procedure
of the General Shareholders’ Meeting, especially the order of the matters on the agenda, and
how voting will be carried out.

The meeting’s chairperson may place appropriate time restrictions on the shareholders’ right to
speak and ask questions and determine further particulars in this regard, Specifically, the
meeting’s chairperson is authorized to stipulate at the beginning of the General Shareholders’
Meeting or during the course of the meeting a reasonabte time limit on the duration of the entire
General Shareholders’ Meeting, on individual items on the agenda or on individual speakers.

. Paragraph 19

Resolutions by the General Shareholders’ Meeting will be passed by simple majorities of votes
cast unless the law stipulates a majority of capital shareholdings as well as a majority of votes
cast, in which case resolutions will be passed by simple majorities of votes cast and by simple
majorities of capital shareholdings represented when the resolution is passed. If the law requires
special voting majorities, the requirement to comply with that special voting majority will not
be affected by the above.

If votes cast (for or against) are equal, the motion is held to have been rejected.

VL APPROPRIATION OF THE PROFIT FOR THE YEAR
Paragraph 20

If the Executive Board and the Supervisory Board approve the annual financial statements, they
may transfer up to 100% of the net profit for the year - after deducting the amount which must
be transferred to the legal reserve and any loss carry-forwards there may be - to other revenue
reserves, provided the other reserves do not exceed one half of the share capital, or if they
would not exceed that amount after the transfer.
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Articles of Association of Software AG

l. GENERAL PROVISIONS

Paragraph 1

The company is named

“Software Aktiengesellschaft.”

Its registered office is in Darmstadt.

Paragraph 2

The company’s objects are the business utilization of data processing programs and all other
products in the area of data processing.

. The company can take atl actions which are appropriate to achieve its objects. It can establish
other businesses and can acquire, and acquire participations in, other enterprises of a similar or
related nature.

Paragraph 3

The company's financial year is the calendar year.
Paragraph 4

The company publishes its notices in the electronic Federal Gazette only, to the extent that
mandatory statutory provisions do not prescribe another form of publication.
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I SHARE CAPITAL AND SHARES
Paragraph 5

The share capital amounts to €85,319,346.
It is divided into 28,439,782 no par bearer shares.

The share capital is nominal up to €2,711,598, divided into up to 903,866 no par bearer shares,
conditionally increased. The conditional capital increase serves the granting of subscription
rights to members of the Executive Board and senior executives of Software AG and its
associated enterprises in accordance with the resolution passed by the General Shareholders’
Meeting on September 21, 1998. The conditional capital increase is only implemented insofar as
the members of the Executive Board and the senior executives of Software AG and its associated
enterprises to whom options were granted exercise their subscription rights. The new shares
participate in profits from the beginning of the financial year in which they are created by the
issue of the subscription shares.

The registered share capital is to be conditionally increased up to a nominal amount of
EUR 2,039,049, divided into up to 679,683 no par bearer shares. The conditional capital increase
serves the granting of subscription rights to members of the Executive Board and senior
executives of Software AG and its associated enterprises in accordance with the resolution
passed by the General Shareholders’ Meeting on April 27, 2001, The conditional capital increase
is only implemented insofar as these beneficiaries to whom options were granted exercise their
subscription rights. The new shares participate in profits from the beginning of the financial year
in which they are created by the issue of the subscription shares.

The registered share capital shall be conditionally increased by up to an additional nominal
amount of EUR 33,000,000, divided into 11,000,000 bearer shares each having a notional amount
of the registered share capital of EUR 3. The conditional capital increase will be carried out only
to the extent that the holders of the warrants from the option bonds or of the conversion rights
from the convertible bonds, which are issued by Software AG or a wholly-owned direct or
indirect subsidiary of Software AG on the basis of the authorization approved by the General
Shareholders’ Meeting of May 13, 2003, exercise their option or conversion rights or satisfy an
option duty or a conversien duty (also in the event the company exercises its right of election}.
The new shares will have dividend rights beginning in the financial year in which they are
created. The Executive Board is authorized, subject to the consent of the Supervisory Board, to
stipulate additional details concerning the execution of the conditional capital increase.
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Subject to the Supervisory Board's approval, the Executive Board shall be authorized to increase
the Campany's registered share capital by up to € 41,803,632 in total in one or more increments
in the period through May 12, 2011, by issuing up to 13,934,544 new no par bearer value against
cash contributions and/or contributions in kind (Authorized Capital). The Executive Board may
exclude the shareholders’ pre-emptive rights in the following situations only:

(1) The Executive Board shall be authorized to exclude shareholders’ pre-emptive rights in
respect of fractional amounts.

(2) Subject to the Supervisory Board's approval, the Executive Board shall be authorized to
exclude shareholders' pre-emptive rights up to a maximum nominal amount of € 88,632
for purposes of issuing the new shares to employees of the Company and affiliates within
the meaning of 8§ 15 et seq. AktG in connection with an employee stock option plan. A
financial institution may underwrite the new shares, subject to the restriction that only
eligible employees will be entitled to purchase such shares as directed by the Company.

3) Subject to the Supervisory Board's approval, the Executive Board shall be authorized to
exclude shareholders’ pre-emptive rights in the event of a capital increase against
contributions in kind, provided that the contribution in kind is made for purposes of
acquiring companies or any divisions or equity interests therein.

(4} Subject to the Supervisory Board's approval, the Executive Board shall be authorized to
exclude shareholders' pre-emptive rights in the event of a capital increase against cash
contributions, provided that the capital increase resotved pursuant to this authorization
does not exceed a total of 10% of the registered share capital as it exists at the time this
authorization is utilized for the first time, and provided that the issue price is not
significantly lower than the stock market price. The cap of 10 ¥ of the registered share
capital will be reduced by the pro rata portion of the registered share capital
attributable to own shares of the Company that are sold during the term of the
Authorized Capital but subject to the exclusion of shareholders’ pre-emptive rights in
accordance with 88 71 (1) no. 8 sentence 5 and 186 (3) sentence 4 AktG. The cap will
also be reduced by the pro rata portion of the registered share capital attributable to
shares that are to be issued with an option or conversion right or conversion obligation in
order to cever warrant bonds or canvertible bonds, provided the bonds are issued during
the term of the Authorized Capital and pre-emptive rights are excluded based on the
analogous application of § 186 (3) sentence 4 AktG.

Paragraph 6

The Executive Board will determine the form the share certificates, profit-participation and
renewal coupons will take, The shareholder’s claim to evidenced shares is excluded.
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. BOARD OF MANAGEMENT

Paragraph 7

The Executive Board will comprise several members. The number of members of the Executive
Board is determined by the Supervisory Board. The Supervisory Board can also appoint alternate
members of the Executive Board and issue standing orders for the Executive Board.

Paragraph 8
The company is represented by two members of the Executive Board jointly or by one member of
the Executive Board together with an authorized signatory,
The Supervisory Board may, by special resolution, authorize representation by one person in

certain circumstances. In addition, it may release a member of the Executive Board from the
restrictions prescribed by Paragraph 181 BGB (German Civil Code) by special resolution.

IV. SUPERVISORY BOARD

Paragraph 9
The Supervisory Board consists of six members.

Each member of the Supervisory Board can resign his appointment after giving one month’s
notice, with or without an important reason.

The General Shareholders’ Meeting shall appoint members of the Supervisory Board with respect
to whom it is not bound to vote in accordance with any nomination, for a term of office that
ends no later than in the year in which the General Shareholders' Meeting is held following the
Supervisory Board member’s reaching 70th years of age.

Paragraph 10
The period of office of the Chairman of the Supervisory Board and his Deputy depends on their

current periods of office as members of the Supervisory Board. Re-election is permissible if the
member concerned is re-appointed as a member of the Supervisory Board.
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Paragraph 11

The Supervisory Board has a quorum to pass resolutions when its members have been invited, in
writing posted to their last known addresses, and a minimum of three members, including the
Chairman or his Deputy, are present. The Chairman of the Supervisory Board, or his Deputy, will
chair the meeting. The Chairman of the particular meeting will decide on the manner of voting.

Supervisory Board resolutions will be passed by simple majorities. In case of a deadlock, the
Chairman of the particular meeting has a tie-breaking vote - in the case of appointments, lots
will be drawn.

The Supervisory Board may also hold meetings or vote in writing, by phone or other means of
telecommunication, without a meeting having been convened, if the Chairman or Deputy
Chairman issues instructions for passing resolutions in that form and no member of the
Supervisory Board objects to this procedure.

Supervisory Board declarations of intention will be issued in the name of the Supervisory Board
by its Chairman or a member authorized by him to do so.

Paragraph 12
The Executive Board may only implement certain business transactions with the prior approval of
the Supervisory Board. These transactions are specified in the by-laws for the Executive Board.
The Supervisory Board is empowered to pass resolutions on changes to the articles of association
which relate only to the wording thereof.

Paragraph 13
The Chairman or his Deputy convenes the Supervisory Board’s meetings, complying with a one-
week period of notice, and, if possible, giving information on the agenda.

Paragraph 14
Members of the Supervisory Board will receive, in addition to refunds of their expenses, a fixed

amount of remuneration {payable after the end of the financial year) which will be decided upon
each year by the General Shareholders’ Meeting.
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V. GENERAL SHAREHOLDERS' MEETING
Paragraph 15

The General Sharehotders’ Meeting which resolves on the approval of the actions of the
Executive Board and the Supervisory Board, the appropriation of the profit, the appointment of
the auditors of the annual financial statements and, if appropriate, the approval of the annual
financial statements, will take place within the first six months of each financial year.

Paragraph 16

The General Shareholders’ Meeting will be convened by the Executive Board. The General
Shareholders’ Meeting will be called at least thirty days prior to the day set as the deadline for
shareholders to register for the meeting.

The General Shareholders’ Meeting will be held at the company's registered office or at the
location of a German Stock Exchange.

. The Company may broadcast the General Shareholders’ Meeting in picture and sound. The
meeting may also be broadcast in a form that is fully accessible to the public, The methed of
broadcast must be announced in the notice of meeting.

Paragraph 17

Shareholders who wish to participate in and vote at the General Shareholders' Meeting must
register for the meeting. The Company must receive the registration form at the address
specified in the notice of meeting by no later than the seventh day prior to the Geperal
Shareholders’ Meeting.

Shareholders must also provide evidence of their entitlement to participate in and vote at the
General Shareholders' Meeting. Sufficient for this purpose is a written confirmation of their share
ownership (either in German or in English) from their custodian institution. The confirmation of
share ownership must be current as of the commencement of the twenty-first day prior to the
meeting and must be received by the Company at the address specified in the notice of meeting
by no later than the seventh day prior to the meeting.

If the company appoints proxies to exercise the voting rights, the proxy form may be issued
either in writing or by electronic means, as the latter is specified by the company. The details
for issuing such proxy forms will be published in the company gazettes together with the
convocation of the General Shareholders’ Meeting.
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Paragraph 18

The General Shareholders’ Meeting will be chaired by the Chairman of the Supervisory Board or
his Deputy or another member of the Supervisory Board. If no member of the Supervisory Board
is present or willing to act as Chairman of the meeting, the oldest shareholder present at the
General Shareholders’ Meeting will open the meeting and will arrange for the meeting to elect a
Chairman of the meeting.

The Chairman of the meeting will decide on the basis of the statutory provisions the procedure
of the General Shareholders' Meeting, especially the order of the matters on the agenda, and
how voting will be carried out.

The meeting’s chairperson may place appropriate time restrictions on the shareholders' right to
speak and ask questions and determine further particulars in this regard. Specifically, the
meeting's chairperson is authorized to stipulate at the beginning of the General Shareholders'
Meeting or during the course of the meeting a reasonable time limit on the duration of the entire
General Shareholders’ Meeting, on individual items on the agenda or on individual speakers.

Paragraph 19

Resolutions by the General Shareholders' Meeting will be passed by simple majorities of votes
cast unless the law stipulates a majority of capital shareholdings as well as a majority of votes
cast, in which case resolutions will be passed by simple majorities of votes cast and by simple
majorities of capital shareholdings represented when the resolution is passed. If the law requires
special voting majorities, the requirement to comply with that special voting majority will not
be affected by the above.

If votes cast (for or against) are equal, the motion is held to have been rejected.

Vi APPROPRIATION OF THE PROFIT FOR THE YEAR
Paragraph 20

If the Executive Board and the Supervisory Board approve the annual financial statements, they
may transfer up to 100% of the net profit for the year - after deducting the amaunt which must
be transferred to the legal reserve and any loss carry-forwards there may be - to other revenue
reserves, provided the other reserves do not exceed one half of the share capital, or if they
would not exceed that amount after the transfer.

April 2, 2007 page 7 of 7



See Tab 1

i Tl P
!

LI o I_-



| ualos

--_»:_2"“ Quarterly Report 2_0_0_5 -

J SUftlllHRE AG -

THE XML COMPANY




Q2/05 - Key Figures
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Key Figures

Key Figures

IFRS, unaudited

€ millions ’ - June 30,2005 | °  June 30, 2004 Q2 2005 Q2 2004
}  Revenue ' 210.8 202.0 nes | 106.3
Products _— - 1481 © 1435 77.4 76.2
L of whichi - -
i licensing . e L ssr | 0 'sue EYARR A 29.4
Maintenance 8.0 | 90.9 453 46.8
Professional services o 61.6 . 516 324 ) 29.6
-Other o o 1.1 e 07 | - 05
L : - s 444 | © 394 265 | . 242 .-
as % of revenue T T 7 . 195 24 2238
' Intome from Investment_ﬁ' - ] 7 24.5 i 245
Net Income ' ' o 277 492 | 160 | 39.4
Net Income adjusted” - 271.7 . . 25.1 16.0 ‘ 154 -
| Eamnings per share (EURY - -~ s 1.02 0.92 059 | 0.56
Total assets T : : 534.3 - sm87
| Cash and cash equivalents . ; 128.8 1105
‘ . shareholders’ equity - ‘ 3344 ‘ 3016
_ asShoftolal assets - * ‘ 63 ’ 57
Employees ) ) o 2,578 2,435
of which in Germany - | . 763 782
I * pre income from tnvestments {sales of SAP-SI shares in Q2/2004). - -

stock: key figures

. ) , N I June 30 2005 jusie 30 2004
vears ddsing price (XERAYin€  © : 3425 23.00
{7 rotal number of shares 27,266,752 27,266,152
I Markel capltalization in € millions . ' ’ ’ 934 627
I vear high/year low _ ; 34.25/21.80 25.16/11.81 i
l Software AG shares are listed at the Frankfuet Stack Exchange, Germany (Prime Standard, Indiex TecDAX). ISIN DE 0003304002, Symbol SOW.
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The XML Company

Ever more information needs to be created, admin-
istered, and made available. in order to maximize
availability, we offer our customers integrated data
access in real time. This supports businesses and
organizations in achieving their fundamental goals:
faster overal! processes, comprehensive network-
ing, higher added value, increased competitive
strength.

Our products and solutions enable the integration
of innovative applications and systems while
simultaneously modernizing the IT enviranment.
We are one of the top companies in ous market
world-wide, and the market leader in Europe.

The Software AG company culture is differentiated
by absolute customer orientation. We work in best-
practice networks, driving change in an open and
transparent way. We focus on profitable growth and
a distinctive market profile,

XML (eXtensible Markup
tanguage) is the key

technology for the exchange

of data and documents.

Al the same time, it simplifies

the integration of new

technologies ond applications

in existing IT orchitectures.
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Foreword by the Executive Board

Karl-Meinz Streibich
chief Executive Officer
Darmstedt/Germany

. Dear shareholders.

Software AG's chief goal for fiscal 2005 is to grow profitably. In the first six months, we
achieved an operating margin of 21 percent and sales growth of 5 percent after adjusting for
currency fluctuations. This pleasing performance was accompanied by strategic successes in
expanding our business geographically, oplimizing our product portfolio and adding to our net-
work of partners.

Direct presence in the dynamic IT markets of Latin America

We took a major step in acquiring the APS Group, which gave us direct access to the dynamic
IT markets of Lalin America. APS Venezuela has been a sales partnar of Software AG for more
than 25 years, cambining sound knowledge of the market with ouistanding expertise of our
products. APS’s customers include some 50 key accounts which afready utilize our company’s
high-performance systems. This gives us ideal starting conditions and enables us 10 rapidly
expand our market position.

Adding technologies to our product portfalio

We have already integrated ApplinX technglogy from Sabratec - acquired in the first quarter -
into our legacy modernization solutions. Our portfolio also gained in attractiveness due to the
release of the Enterprise Information Integrator Version 2.1 and the Event Replicator for Adabas.
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We are warking on developing a worldwide association of renowned software companies to

enable us to offer the best solutions. To this end, we entered into an alliance with Fujitsu and
intensified our cooperation with Nevell during the first quarter. This was followed by partner-
ships with 1DS Scheer and SAP in the second quarter.

Service-oriented architecture in demand
The collaboration with our partners focuses above all on service-ariented architecture {(SOA).
SOA offers solutions for the mast pressing IT demands of the decade. Architecture of this type:

e supports customers in their efforts 1o modernize existing IT systemns rather than replacing them
e meets requirements for integration through web services and allows 3 complete autamation
of business processes

SOA ailows our customers to tap into compelitive advantages in the form of productivity
advantages and cost benefits. As a consequence, SCA components are at the top of the list
for IT decision makers.

IT trend of the future

Estimates by the Yankee Group project that 75 percent of all companies invest in the imple-
mentation of service-oriented architectures. Following the decade of computer centers, the PC
era and 1day’s epoch of business applications, SOA is emerging as the wave of the future, in
which piocess innovation will be have priority over product innovation,

Open standards such as XML are regarded as key SOA technologies. Accordingly, Software AG
has good prospects ior benefiting substantially from the potential offered by this expanding
market. We are solidifying our ouistanding starting position in the field of SOA through continued
systemalic development, which also includes integrating the best-practice solutions of our
partners in technology. '
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Basis for growth will be systematically expanded

In order to optimize our product portfolio, we will continue 10 improve the capacily of aur SOA
integration compgnents in the second hall of the year, At the same time, we will be waorking
on Adabas 2006 and Natural 2006, the next generation of our database system/application
development environmeni. In terms of geographic expansion, we are intensifying our market
activities in Latin America. We are also fooking increasingly towards the up-and-coming
markets of Easter Europe. We see additional opportunities in the Middle and Far East.

In sales, the focus remains on serving our Adabas and Natural customer base and providing

solutions for integration and modernization. We will continue to gradually expand Business

Process Management {BPM), which will play a crucial role in this area. BPM increases the
. efficiency of corporate processes, making it a logical addition to our integration business.

Software AG is aiming for accelerated growth in 2006. The progress made in the first half of
2005 and our activities in the second half have laid the foundation for us to achieve this goal.

LA Skt

Karl-Heinz Streibich
Chiel Executive Officer




The Stock

Stock climbs to three-year high

The positive price trend of Software AG stock is continuing. brivgn by positive company reports, the share
price increased approximately EUR 10 in absolute terms, once again surpassing the Nasda'q 100 and TecDAX
reference indices by a wide margin. f

Positive company reports lead to outperforming share prices

Technology stocks were given little regard in the second quarter of 2005: The Nasdaq 100
persisted at a nearly unchanged level in the second quarter, and the TecDAX rose only moder-
ately by approx. 2 percent. Our stock performance did not reflect this restraint: Software AG
stack rose 36 percent to EUR 34.25 as of the end of june 2005, the highest level in three years.

After publication of aur Q1 results we demanstrated to the capital markets that our strategic
reorientation is bearing fruit and surpassing market expectations. The ¢redibility of our growth
strategy was given another boost when the partnership between Software AG and (DS Scheer
was announced in April 2005. In addition, the acquisition of the APS Group in Venezuela and
the Caribbean reinforced our presence in Latin America and demonstrated our expansion strategy
in growth regions. Based on these positive reports, analyst recomeendatians for the target
price were adjusted upwards.

Price performance attracts new investors

After the steep price in¢rease in June, some investors took profits allowing new investors to
enter. For instance, the Liechtenstein-based Classic Fund AG informed us that its voting rights
share had fallen below the 5 percent mark on july 18 to 4.9 percent. According to our infor-
mation, our shareholder structure is as follows: The Software AG Foundation holds approx.
31.6 percent, DIT-Deutscher Investment Trust approx. 5.1 percent, other institutional investors
approx. 44 percent and private investors approx. 15 percent of outstanding shares.



Comparison of share development with leading indices l

Contact with investors and financial analysts remains intensive

We intensified our investar contacts in the second quarter by holding several road shows and
participating in seven international investor conferences in Europe and the U.S. We also provide
information to investors and media representatives in person an a requiar basis in our CEQ visit
program “Top 100 - customers worldwide.” In the quarter undey review, we raised awarengss
in the U.S. and France through this program. In the second half of 2005, we plan to reinforce
our presence in the U.S. in particular,

Second quarter earnings exceed expectations

Earnings in the second quarter of 2005 once again surpassed market expectations. The fact

that both product lines contributed to revenue growth met a particularly positive response, The
stabite business in Enterprise Transaction Systems gives us the financial leeway to expand inte
new markets and regions. The integration business, which is important fer future growth, will
continue o see high growth rates. The market is now aptimistic that we will reach our growth
targets in the current year, a confidence which is already reflected in our share price. Software AG
stock ¢losed at EUR 37.25 on July 31, 2005,
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Software AG grows profitably -
Good performance in second quarter

High earnings and steady sales growth continue to reflect our corporate development. Quarterly earnings before taxes
and interest (EBIT) rose to €26.5 million, driven mainly by increasing license revenue. We also made major progress
in implementing our strategy - geographic growth, expansion of our partner network and expansion of our product

portfolio.

Group sales at Software AG climbed to €110.5 mil- Higher share for Software AG's integiation

lion in the second quarter of 2005 {previous year: products

€106.3 million}, surpassing the prior-year period Mare than one-fifth of our license revenue is

by 5 percent and the first quarter of this year by attributable to the XML Business Integralion business

10 percent after adjustment for currency translation.  unit, which addresses the expanding market for
Licensing revenue cnce again made above-average  corporate-wide integration of business processes.

gains, increasing to €32.1 milfion {previous year: Software AG's growing portfolio in this tield consists
€29.4 million), corresponding to a currency-adjusted  primarily of in-house developed products with
increase of 10 percent. some Lhird-party products. Sales of Soltware AG

integration products rose 29 percent (¢ €6.3 million,
This dynamic upward trend underlines our increas-
ing strengths in this strategic growth area.

Total sales by segment

Maint
me'n;::me Sales of third-party products was reduced according

. Projed services 1o plan, As a result, sales of third-party producis

L Other declined to €0.6 million (previcus year: €2.2 million).
Allin all, revenues from the licensing of integration
software totaled €6.9 million (previous year:

€7.0 million).

Licensing revenues for Enterprise Transaction
Systemns increased to €24.0 million (previous year:
€21.8 million). This business unit benefited from
the continuing high market potential for modern-

L e Software AG

ization of existing [T systems as well as from new products ’ 63

Licensing revenues for XML Business Integration

€ millions

product releases and portfolio expansion. Third-party [ 2]
produtts 0.6

|
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Professional services in upward trend
Maintenance revenues declined slightly in the
second quarter to €45.3 million (previgus year:
€46.8 million) as a result of currency transiation and
special effects. This decrease was more than com-
pensated for, however, by higher license revenues.
Total product revenue ~ combining maintenance
and licensing ~ amounted to €77.4 million after
£76.2 million in the same period of the previous
year.

The increase in Professional Services already
experienced in the first quarter gained momentusm.
At €32.4 million (previous year: €29.6 million),
sales outperformed Lhe previous year's figure by
10 percent after adjustment for currency effects.

Significant rise in income in all regions

We experienced above-average growth in the
Southern and Western Europe region, which includes
Latin America. Sales rose 10 percent 1o €36.6 million.
This major increase resulted from organic growth
as well as from our successful geographic diversifi-

Revenue and eamings trend by region |

Revenue EBITA

€ millians

North america/Northern Europe

Central and Eastern furape/Asia

Southemn and Western Europe/Latin America

.

cation. Sales were driven by license revenue, which
makes up a full quarter of total revenue in this
region. The eamings contribution improved even
mare than revenue: EBITA generated in this region
was 29 percent over ihe previous year's figure,
reaching €4.4 million.

in the Central and Eastern European/Asia region,
revenue rose o £29 million {(previous year: €27.5
millicn). In addition to the licensing business, Pro-
fessional Services picked up, increasing by one-third.
We increased EBITA for this region by 12 percent to
£4.5 million.

In the North America/Northern Eurgpe region,
fevenue amounted to €45.2 million (pravious year:
€45.8 millian). The stight decline of €0.6 million
translates into slight growth after adjustment for
currency effects. Particular success was achieved in
increasing sales of Professional Services in the USA,
where orders on hand for integration projects rose
sharply. At €15.1 million EBITA, this region - which
is the most profitable - surpassed the high level of
the previous year by ¢ percent.

' Q2 2005 (2 2004 .

Q2 2005
o7 45 2 :




EBIT margin increases to 24 percent

the Group’s operating earnings (EBIT) rose to
£26.5 million {previous year; €24.2 million). This
represents a further improvement in the gperating
margin to 24 percent, an increase parallet to
growth in total revenue. .

The net income of €16.0 million is higher than the
nominal £€39.4 million in the previous year. The
difference between the two figures is the result of
the sale in 2004 ¢f our equity inlerest in SAP 4.

Operating cash flow increases significantly

Free cash flow from operations improved consider-
ably to €14.9 million (previous year: €1.0 million
after adjustment for the sale of equity investments).
In the previous year, payments for restructuring
measures amaunting to €10.8 million had a negalive
impact on cash flow. This year, only €0.2 million

is attributed to restructuring. Free cash flow corre-
sponds 0 a good 13 percent of the revenue volume.
Based on the total of 27.3 millien Software AG
shares, free ¢ash flow amounts 1o €0.54 per share

Software AG received income of €24.5 million from  in comparison with €0.04 for the second quarter of
the transfer, which was reflecled in the net profit of 2004,
the prior-year quarter. Alter adjusting for the effects
of this extraordinary incame, the comparison figure  Acquisition of APS expands business in
for current net income amounts te €15.4 million, Latin America
We view the strateqic development of new markets

as an effective way to sustainable accelerated
growth. To ensure a direct presence in Central Ameri-

| emilions - Q22005 1 Q2204 ¢a and the Caribbean, we acquired APS Venezuela
% d S 265 u2 and its affiliated companies in Panama, Costa Rica
i Sale of equity investments n/e 245 and Puerto Rico. Following our entry into the Chinese
! Finandal result i 131 08 market, this acquisition represents another step in
f Incore before 3xes ! 26 tapping into the promising IT markel of Latin Ameri-
\ Netincome [ 160 | 39.4 ca. This market currently has a total volume of USD
é Adjusted net income ¢ 160 1547 134 billion and is growing at an average rate of
Adjusted eamings ' . 7.7 petcent annually. Organizationally, the APS Group,
per share ("_] Q_ . i 838 which in 2004 generated sales of €3.6 million, is
* Mot including nceme from the sale of the SAP Sl-shares

allocated 10 the newly-founded Software AG Latino-
america 5.1,



Global network of partners expanded

Our increased coflaboration with SAP and strategic
cooperation with DS Scheer have expanded the
international association of partners of Software AG.
In the second quarter, SAP awarded its XI certificate
to our XI adaptors for EntireX and Natural. Integrat-
ed inlo the SAP platform Netweaver, the adapters
enable the smooth integration of existing mainirame
systems and the acceleration of business processes
by exchanging data in real time,

In addition, Software AG is now also a software and
service partner of SAP Deutschland. This cooperfation
allows us to offer integration services using the

X1 adaptor. Certification and partnership complete
our solution far the modernization of legacy systems,
while strengthening the position of Software AG in
the SAP environment.

Cooperation with IDS Scheer supplements the
BPM portfolio

We have agreed a strategic partnership with 105
Scheer, a software and consulling company, which
combines the products of both companies. The
caoperation focuses on a comprehensive business
process management salution which is expected
to be launched in the first quarter of 2006. This
solution will assist customers in flexibly adapting
their systems to dynamic business processes,
allowing new demands to be met more quickly
and thanges to be implemented more rapidly.

Innovation in the market for SOA and

web services

Optimized product developments are the aim of
our technological alliance with the U.5. company
Active Endpoints, Inc. Active Endpoints is the leading
independent provider of selutions utilizing Business
Process Execution Language (BPEL). The company’s
Activewebflow products promote the automation
of process flows for erganizations. We are integrating
these producls into our Enterprise Service Integrator,
thus making it possible for existing systems to be
used for web services. Customers will then, within
an S0A, have access to all their [T respurces.

Or. Peter Klrpick joins Executive Board

Dr. Peter KUrpick has been a member of the Execy-
tive Board since April 1, 2005. Or. Kirpick is in charge
of the newly-established XML Business Integration
division. His responsibilities include product market-
ing as well as research and development activities
for this rapidly-growing corporate business unit.

Andreas Zeitler, Executive Board member and
managing director of the Central and Eastern Eurape
region, lelt the company in May. Karl-Heinz Streibich
is provisionally managing this region al present.



On the right track in growth and income -
Promising performance in first half-year

In the first six months of the current fisca! year, currency-adjusted revenues increased 5 percent to €210.8 million.
EBIT reached €44.4 million, increasing the operating margin to 21 perceat. Both growth and income are right in the
center of the target corridor for 2005 as a whole.

Significant growth in license revenue Revenue by segments
The swategically important licensing business was € miltions

the most rapidly growing area, increasing 13 percent

alter adjustment for currency effects. Taken together, Licensing

the division's two business lines - XML Business
Integration and Enterprise Transaction Systems -
achieved license revenue of €59.1 million (previous Project services
year: £52.6 million). Both the sale of products for
. the modernization of existing systems and the B 1 H12004 1.|{1 2005

integration business made strong advances. We |
registered high growth rates in the distribution of
our own integration products. Increase in income in all regions

In geographic terms, we made gains in particular in
in the Professional Services segment, revenues in the Southern and Western Europe region, including

Mainlenance

the first half rose €4.0 million o €61.6 million. Latin America, where revenues rose 6 percent to
Maintenance sevenues reached €8%.0 million (pre- €66.9 million. Planned start-up <osts for our market
vious year: €90.9 million), remaining at nearly entry in Latin America led to EBITA being €4.8 mil-
the same levet as in the previous year after adjust-  lion lower than in the prior-year period.

ment for currency translation. The overall piciure
indicates that we are pursuing the right strategy in ~~ The Central and Easlern Europe/Asia fegion and
combining stable maintenance with rapidly grow- North America/Northern Europe both saw revenue
ing business areas. increases of 4 percent. We expanded our licensing
business in North America/Northern Europe to
€28.5 million with above-average growth of 16 per-
cent. This beneficial trend boosted earnings in this
region, with EBITA increasing 15 percent to
£29.2 million.



Revenue and earnings teend by region

€ millions

North america/Northerm Europe

Central and Eastern Europe/Asia

Southérn and Western Europe/1 atin America

L

Revenue EBITA
1. H1 2005 1. H1 2004 1. H1 2005 1. H1 2004

Operating margin reaches 21 percent

Group EBIT improved by €5.0 million in the first half
to €44.4 million, largely due to higher license rev-
enues. The operating margin increased 1.6 percent
over the previous year's figure to 21.2 percent.

We combined strict cost management wilh invest-
ments in expanding the business. The slight increase
in operating expense to €95.0 million (previous
year: €93.6 million) resulted from higher marketing
and distribution costs, reftecting intensified market-
ing activities as well as Software AG's consistent
focus on crganic growth,

In assessing the net income of €27.7 million
(previous year: €49.2 million), the sate of the equity
interest in SAP §l, which affecled net income in
2004, should be taken inlo consideration. Adjusted
for this extraordinary income, current net income

is 10 perceri more than net income in the same
period of the previous year. Earnings per share rose
t0 €1.02.

Balance sheet figures characterized by high
cash flow

On June 30, 2005, shareholders’ equity amounied
to €334.4 million {previous year: €301.6 million).
The equity-to-assets ratio rose to 63 percent despite
the increase in total assets to €534.3 million (previ-
ous year: €528.7 million). Cash and cash equivalents
were €128.8 on the reporting date (previous year:
€110.5 million). This figure was 17 percent over the
previous yeai's amount, even though Software AG

paid cut a total of €20.5 million in dividends. The
positive balance sheet figures reflect the high opes-
ating free cash flow of €35 million in the first half
of 2005. Having increased €24.6 million, this figure
is more than triple the previous year's amount.

Number of employees slightly higher

As of June 30, Software AG employed full time
equivalents of 2,578 Group wide {previous year:
2,435). The higher number of employees is prima-
rity due to staff expansions in the Southern and
Western European regions, including Latin America.
In addition to acquisitions, reinfor¢cement of our
marketing and distribution team as weil as new
hiring for the growing business in Professional Ser-
vices alfected the numbes of employees.

Outlook: Forecast remains positive

We are continuing 1o project currency-adjusted
growth of 4 to 6 percent for the year as a whole.
The siable maintenance business should form a
solid basis for growth, as it has done in the year

to date. We anticipale increases of approximately
10 percent in both license revenue and Professional
Services,

Software AG's income is expected to increase al a
higher rate than revenue. We expect an opetating
EBIT margin of 20 to 22 percent, and free cash flow
per share of approx. €2.00. These assurnptions
confirm our projections to date of a successiul per-
formance in 2005.



Consolidated income statement for the six months ended June 30, 2005

{FRS, unaudited

€ thousands | June 30, 2005 June 30, 2004 Q2 2005 Q2 2004
{  Llcensing [ 59,094 | 52,605 12,132 29,353
Maintenance { 88962 | 0,905 45,274 46,768
Professional services { 61,563 ! 57,624 32,386 29,625
. Other i 1,147 | 510

Total revenus

841 630

¥k 106,256 %

- 68,997 |

| Tetal costs of sales | -71,336 | -36528 | - 35,692

| Gross profit 132,978.°§ ; ;

]
Research and development } - 11,527 - 25,596 | - 10,426 - 10,565
sales, marketing and dlstribution | - 50,474 - 43,068 | - 26,424 -22,482
Administrative costs ! -22,209 | j - 11,060

Qperating result

B3

H i E 42,148%

-22,166 | - 11,064

Incorne from sale of SAP S1-shares

other income ’

Other expenses

€arnings before interest, taxes and
amaortization

Amortization

Earnings before interest and taxes

< fplhe RS9

Interest result

Earnings before taxes

Income taxes

- 18,360

~15,341 - 11,445

Other taxes

- 905

- 888 - 400

Consolidated income

e L TI9.402;,

" Earnings per share {EUR, basic) ! 1.02 1.80 | 0.59 1,45
Earnings per share (EUR, diluted) : 0.99 1.80 0.57 145

i .

! weighted average shares outstanding (basic) t 27,266,752 | 27,266,752 ' 27,266,752 | 27,266,752

,  weighted average shares outstanding (diluted) ! 28,107,165 | 28,107,165 } 27,266,752

| S e

27,266,752 |




Consolidated balance sheet as of jJune 30, 2005

IFRS, unavdited

Assels
€ thousands } June 30, 2005 | December 31,2004 June 30, 2004
Current assets : T ‘ C
Cash on hang and bank balances . . . 107,741 85,397 ¢ 72,619
[ Securities . - : L 21,094 29,695 T 37,847,
[ Inventories . ] o . : 383 LS 388
| Trade recelvables oo - 113,098 109,674 . 119,881
{  Other receivables and other assets Tl ' 5,296 4015 - 6174
f peferred expense ‘ v i 6,560 | 5261 - 8,213 §

EESEEITE " 5 AP O i

Non current assets

1 Intangible assets. v o 5,769 1,516 1,327

! Googwilt : oL W 185,513 174,591 - 176,472

}  Property, plant and equipment L ) . : 43,820 44,274 45,620

{  Financial assets L 1,753 1,592 1,818

). Trade recgivables . o ) 11,432 14,648 17,308

{  Deferred taxes - ’ ] 31,868 35,677 41,008

. ézyﬁm:assag
) . \'}""*;-s LY R
o

t  €thousands ’ . - june 30, 2005 | becember 31,.2004 June 30, 2004

I Current liabilities .. C ’

F  Cument financial liabilities ) : oo . 3,153 3,349 T 4981

{+ Trade payables S K L . 17,122 21,192 20,421

v other current liabilities ’ . ‘ 30518 | 72,779 23,632 .
Current provisions s ot 24,920 33,257 © 41,068
Tax provisions N - . i 19,252 14,291 15,663
Deferred income . . . . . 58,907 | ° 47,245 79,432

+ . O -
. ' ' . ' i

Non-cusrent liabilities » . - |

Nen-current financial liabilities LT . 2,670 3,490 4,088

Trade payables , : ) i 84 0 . 6

other nen-current liabilities . - 598 299 442

Pravision for pension . 22,991 22,149 20,786

Non-current provisions ] ) ) 828 906 4,538

Deferred taxes . ‘ 13,440 12,443 ’ 11,999
* Deferred income ) - . t 5416 | 6,183

0
[ R Al D e ABAT0 S R YA 1,850

' Equity .
share capital . 81,200 81,800 81,800
Capital reserve . v 132 132 132
Retained earnings , R . 210,707 154,032 156,454 |
Consolidated income R . 27,711 77,125 © . 49,159
Currency translation differences : R . - 20,016 - 41,574 - 24,350
Cther reserves . . S 33,814

Minority interest 240

+
E




Statemen of cash ffows for the six months ended June 30, 2005

IFRS, unaudited

! €thousands ' June 30, 2005 June 30, 2004 | Q22005 i Q2 2004
| Income after taxes 7,711 ) 49,155 15,576 39,402
Income taxes 18,360 15,368 10,926 g 845
Interest result -2,535 -1,4%9 =133 - 848
Depredation 3,984 4,532 2,110 2,282
{  Income from sale of SAP SI-shares i 0 -24,539 0 -24,539 -
i Incorne from sale of assets 12 -6 3 | -8
|  cash generated from aperations : 134
] - '
Changes in inventories, recelvables
and dther current assets’ - -12,843 10,238 ~ 13,533
Changes in payables and other liabilities -3,867 -11,695 = 16,213 ~ 8,264
income taxes paid -7.698 ~6,776 - 6,328 -2,778
interest paid - 1,557 -519 -127 -319
interest received i 4315 | 1,932 } 1420 | 1,129
Net cash used In/provided by operating activities R AL L AL O
Cash received {rom the sale of tangible/intangible assets 162 | 56 8 | 34
| Investments in tangible/intangible assets -3,377 - -1,916 -1,678 -1,179
i Cash recelved from the sale of financial assets 3,347 26,138 237 26,103
! Investments in financial assets ' -3,508 | ~ 748 -504 | -191
" Investments in consolidated companies -7,419 { [ -1,841 ! [

? . Net cash used in/provided by investing activities st PL7 3530
i
i Dividend paymens - 20,450 [} - 20,450 0
[_ Repayment of loans from acquisitions
and other finance liabilities -t ) - 825 ~-1497 | - 374 -770
Net cash used in/provided by financing activities ™ TS A9 T ARl 7705

thange in cash funds from cash relevant transactions

Adjustment fram currency translation

_Net change in cash and cash equivalents

A

119,092

Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end.of the period

-

134,737

141103466 %




segment report fos the six months ended June 30, 2005
IFRS, unaudited

g € thousands North southern  Centraland yotal Development Total
America, and Eastern Region Central Group
. Northern Wastern Eurape/ function
. Europe Eurgpe Asia Consofidation
Licenses { 28,477 15,258 15,480 59,215 -1
Maintenance - 48,738 16,247 242 29,206 - 244
f Services 11,803 34,929 15,551 62,283 - 720
{  other 210 480 154 844 303
! Total revenue 89,228 66,914 55,406 211,548 -782
EBITA . 29,193 4,762 8,073 42,028 2,413
Interest result :
Profit before taxes , j
Vo Taxes
! Netincome
}
. Total revenue proportion per fegion ' : i 42.2 316 26.2 100.0
i _
i Preduct revenue 0t v 77,215 31,505 39,701 148,421
}. Proportion per region 520 21.2 268 100.0

segment repert for the six manths ended june 30, 2004

iFRS, unaudited

€ thoysands . T : . North ~ Southern " tentral and ‘Total, Development Tatal

T ’ ’ o '_ America, ' - and Eastern . Region Centeal Group

Naorthern . - Western  © Europe/ ' ! function - o
i ) ) . furope | Eurgpe Asia ’ . Consolidation
ticenses’ ’ R 24,629 13,469 14,618 52,716 -111
Maintenance s ' 50,095 15,250 ¢ 25,850 91,195 - 250
Services : 10,742~ 34,007 12,588 57,737 -113
Other i} : 330 215 53 598 243
Total revenue . 85,796 62,941 53,509 202,246 =271
EBITA (operating) ' B 24,523 6,541 8,803 39,867 - -517
Income from sate of SAP S . 24,539
EBITA {as reported in PEL) 24,523 6,541 8,803 39,867 24,022

Interest result .

Profit before taxes | : ; -

[

I Taxes

I " Netincome i - -

! -

1 Total revenue prapertion per region 42,4 ELA 26.5 100.0
i .

| “Product revenue 74,724 28,7119 40,468 143,911

,  Proportion per region ’ 51.9 20.0 28.1 100.0

e




Segment repost G2 2005
IFRS, unaudited

Proportion per region

€ thousands North Southern  Central and To1al  Development
America, and Eastern Region Central
Northern Western turope/ function
Europe Europe Asia Consolldation
Licenses 14,827 9,522 7.856 32,205 -73
Maintenance 24,337 8,424 12,631 45392 -118
services 5,971 18,478 8,399 32,848 ~ 462
Other 74 148 120 342 348
i Total revenve 45,209 36,572 29,006 110,787 - 305
{
EBITA 15,121 4,429 4,476 24,026 2,464
Interest result
Profit before taxes
Taxes
Net income
| .
! Total tevenue proportion per region 408 33.0° 262 100.0
Product revenue 39,164 17,946 20,487 771,597
50.5 23.1 26.4 100.0

e L

Total
Group

Segment (eporl Q2 2004

IFRS, unaudited

I ¢ thousands " North southem central and Total Oevelopment Total
] - America, . “and . Easten Region Central Group
i ‘Northern Westem .,  Europe/ function ’
! " Europe " "Fuiope Asla Consolidation
Licenses 4 - 14,339 . 7,349 7,697 29,385 -32
Mmaintenance 25,363 8026 13,496 46,885 -7
Services 5,849 17,584 5,301 MM -~ 109
Other 2056 166 21 393 117
| Total revenue 45,757 33,125 27,515 106,397 - 141
|
| 1BI1A {operating) 13,896 - -3,422 4,007 21,325 2,895
Income from sale of SAP SI - ) 24,539
EBITA {as reported in P5L). 13,896 3,422 4,007 1,325 27,434
Iverest result
[ Profit belore taxes
Vo Taxes
| Netincome } -
[ ' -
v Total sevenue proportion per region 43,0 311 5.9 100.0 '
Product revenye 39,702 15,375 21,193 74,270
Propoition per region 52.0 20.2 278 100.0

]

| O,




statemeni of changes in equity for the six months ended june 30, 2005

IFRS, unaudited

; € thousands sharés - Capitat - Retained  Consolidated Corrency Othes - Minority Total
Number Share reseqve earnings Income  translatlon reserves imerest ’

i ' ~ (apital * . differences .
I Equity as of - ) )
* January 1, 2005 27,266,752 81,800 132 . 231,157 0 -41,574 51,847 240 323,602 ’
i - Consolidated income k |
y  of the period . 27,711 7,711 |
1 Dividend payment - 20,450 -20,450 |
! cutrency translation |
V' differences 21,558 21,558

Net gains fram the fair value o
{ valuation of securities not .

tecognized In income statement e -1,356 -1,356
' Netgains from the fair value
; valuation of loans with

group mefmbers not recognized . ‘ )
l in income statement * * o N ' - 16,677 - 16,677 |
I . Equlty as of . - : ! .
! ., 'june 30, 2005 27,266,752 81,800 132 210,707 27,11 - 10,016 33,814 240 1 334,388

Statement of changes in equity for the six months ended June 30, 2004

IFRS, unaudited

; € thousands , Shares . Capltal Retained  Consolidated Currency Other Minorlty Total
2_ . Number _ Share - reserve . earnings income  translation reserves interest
| capital K differences
l Equity as of .
| January 1, 2004 27,266,752 81,800 132 156,454 i} - 32,340 63,149 126 269,321
| consclidated inceme of the period ’ 49,159 ' 49,159 |
" currency translation differences . 7,590 ] 7,990 |
! Net gains from the aic value . . .
t valuation of securities not -
recognized in income statement - -18,301 - 18,301
i Netgains from the fair value - i
valuatlon of loans with A
l group members nat recognized - ! ¢
l in income statement + * . ' -6,550" - 6,550 !
;  FEquity as of : f
I June 30, 2004 27,266,752 81,800 132 156,454 49,159 - 24,350 38,298 126 301,619 r
l -

I
|
|




Accounting Policies

Basis of Presentation

Seftware AG's consclidated financial statements are
prepared in accordance with the international
Financial Reporting Standards {IFRS) as promulgated
by the International Accounting Standards Board
{IASB). The IAS/IFRS applicable as of December 31,
2004 were abserved, as were the corresponding
interpretations of the International Financial Report-
ing Interpretations Committee (IFRIC - formerly
S10). The same accounting policies as in the 2004
financial statements were applied.

The consolidated financial statements of Software AG
are expressed in thousands of euro unless otherwise
stated.

Principles of conselidation

The separate financial statements of the companies
included in the consolidated financial statements
were prepared according to uniform accounting
paolicies in accordance with IFRS as of the balance
sheet date of the consolidated financial statements
(june 30, 2005).

Subsidiaries established by Software AG are consol-
idated at the date they were established. The date
of first inclusion in the consolidated financial state-
ments is taken as the date of consolidation for the
companies initially consolidated in 1994, i.e. Soft-
ware AG-E, Software AG-P Software AG-CH und SIH,
for the Asian subsidiarfes, for SQL and for Software
AG-IRL. The date of acquisition was selected as the
consotidation date for ail other companies included
in the consolidated financial statements.

Initial consolidation of the companies which were
first consolidated prior to December 31, 2002 was
performed on the basis of the book value method

in accordance with section 301 para. 1 no. 1 of

the German Commercial Code (HGB). Accordingly,
the acquisition and start-up costs were offset
against the Group’s investment in sharehalders’
equity. Initiat consolidation after the transition o
IFRS on fanuary 1, 2003 was in accordance with the
{FRS 3 regulations. Subsequent consolidations were
based on the initial consolidation.

Goodwill arising from business combinalicns was
offset against retained reserves for acquisitions prior
to January 31, 2001 in accordance with section 305
para. 1 HGB. Goodwill arising after January 31, 2001
was capilalized in accordance with pravisusly
3pplicable HGB accounting principles and amartized
gver 10 years, using the straight-ine method. In
accordance with the option set cut in IFRS 1,14, the
Company continues to account for business combi-
naticns and the resuiting goodwill on the date of
transition to IFRS in accordance with the HGB.

Since the transition to IFRS on January 1, 2003
(date of transition}, goodwill previously capitalized
in line with HGB is measured in accordance with
IAS 36. Thus, goadwill was frozen at the cariying
amount state¢ on the date of transition from HGB
to IFRS on january 1, 2003 and only written down
in case of actual impairments. Goodwill reported
on the baiance sheet is tested annually far impair-
ment.

Revenue, expenses and income, receivables and
payables arising between conselidated companies
have been eliminated. Intercompany earnings from
transactions within the Group are eliminated where
these were not realized from services te third
parties. Consolidated equity and net income attrib-
utable to minority interests are reported separately
from consolidated equity and net income attributable
to the parent company.




Scope of consolidation

The consolidated financial statements include
Software AG and all companies it controls. Control
is generally cansidered to exist if the Group directly
or indirectly controls the majarity of voting rights
of a company’s subscribed capital and/or is in a
pasition to determine the financial and operating
paolicies of a company.

Since December 31, 2004, the scope of consolidation
was enhanced due 10 the following events:

1.) The two companies of the Sabratec Group
acquired in the first quarter of 2005, Software AG
Israel {formerly Sabratec Ltd,, Iscael) and its
subsidiary Sabratec Technologies, Inc., USA, were
inittally consolidated on the closing date of the
purchase agreement dated February 3, 2005,
The fixed purchase price including ancillary
costs for 100 percent of the shares was €6,159
thousand. In additior, the purchase price
includes a variable portion based on future sales.
At the time of acquisition, these campanies
had a consolidated equity of €1,213 thousand
and in fiscal year 2004 generaled revenues
in the amount of €2,185 thousand.

2.) Software AG Latinoamerica S.A., which was
created on May 27, 2005 as a subsidiary of SAG
Spain with a share capital of €50 thousand,
was initially consolidated at the date the
company was established.

3.) On June 29, 2005 (closing date), the company
acquired the APS Group in Central and South
America including a total of six companies,
thereof two companies in Venezuela {(SAG
venezuela, formerly Andlisis Programacion v
Software, C.A. {"APS") and Zancani & Asociados,
C.A. (“AZA")) and in Panama (SAG Panama,

formerly Soluciones de Integracién de Negocios,
S.A. ("SINSA") and its subsidiary Soluciones de
tntegracion Movil, S.A. ("SINSA MOVIL")) as well
as one company each in Costa Rica (a further
subsidiary of SINSA, SAG Cosla Rica, farmerly
Seluciones de Integracidn Movil, S.A. ("SINSA
Costa Rica™)) and Puerto Rico {SAG PTO. RICO,
formerly XML Partners, Inc., {*XML"}). These
companies were initially consolidated on the
tlosing date. The fixed purchase price for 100
percent of the shares is dependent on 2005
revenues bt shall not exceed €4,126 thousand.
In addition, the purchase price contains a vari-
able portion based on future sales and earnings.
At the time of acquisition, these companies had
a consolidated equity of minys €422 thousand
and in fiscal year 2004 generated revenues

in the amount of USD 4,415 thousand

(€3,551 thousand).

There were ng other changes in the scope of
consolidation compared to December 31, 2004,

Use of estimates

In the preparation of the consolidated financial
stalements, estimates and assumptions were made
for certain items impacting the recognition and
measurement of assets, liabilities, income, expenses
and contingent liabilities reported. The actual
amounts may differ from these estimates.

Currency translation

Financial statements of foreign subsidisries are
translated according to the functional currency con-
cept using the modified closing rate as set out in
145 21. Since the subsidiaries operate independently
from an organizational, financial and business
standpoint, the respective local currency is identical
with the functional currency.



Income and expenses are translated at monthly
average rates; assets and fiabilities are translated
at closing rates, and the respective equity is
translated at historical rates. Currency translation
differences arising from equity are excluded from
income and reparted in a separate column in the
statement of changes in equity.

Currency lranslation differences related to the elim-
ination of receivables and liabilities are recognized
under ather cperating income and expenses on the
income statement.

In the statement of fixed assets movements, the
balances at the beginning and the end of the fiscal
year are translaled at the applicable closing rates,
and the other items are translated at average rates.
Any differences arising from exchange rate changes
are shown in a separate column under bath cost
and accumulated depseciation/amartization as
exchange rate differences.

In the local separate financial statements of the
consolidated companies, foreign currency receivables
and payables are translated ai the closing rate.
Exchange rate gains and losses not yet recognized
on the balance sheet date are included in net
income for the period, except for translation differ-
ences from non-current, intercormpany monetary
items that are part of a net investment in 3 foreign
company. These differences are excluded from
income and recorded as othes reserves in share-
holders’ equity.

Notes to the conseolidated income statement

Revenue

The revenue of Scftware AG primarily consists of
revenue from ihe granting of software licenses

of usually unlimited periods of usage, maintenance
revenue and revenue from the provision of services.
Revenue from the granting of perpetual licenses

is only recognized once a contract has been signed
wilh the customer, any rights to return have expired,
the software has been delivered in accordance
with the contract, a price has been agreed or can
be established and there is sufficient probability
that payment will be made.

Revenue from pure maintenance is recognized
ratably over the period of service provision.

Service agreements which are invoiced on Lhe
basis of hours performed are recognized in relation
to the services performed by the Software AG
companies.

Pursuant to 1AS 11 and I1AS 18, revenues and
expenses from fixed-price service contracts are
recognized according to the percentage-ol comple-
tion-method if revenues can be reliably measured,
there is sufficient probability that Software AG will
receive the economic benefits from the transactlion,
and alt costs incurred for the transaction and al
costs expected to be incutred by completion of the
service can be reliably established.

Revenues are reported net of discounts, price
rebates, customer bonuses and allowances.



Cost of sales

Cost of sales includes all production-related full
costs based on normal capacity utilization. In
particular, cost of sales includes the individual unit
costs directly allocable to the orders as welt a5
fixed and variable overheads. Barrowing costs are
nol capitalized as part of cost. No write-downs

on inventories were required during the reporting
pefiod.

Research and development costs

Research and development costs are recorded as
an expense in the income statement as they are
incurred.

The creation and development of software involves
the use of closely linked, iterative processes
between the research and development phases,
As a result, expenses incurred for research cannot
be strictly separated from thase incurred for
development. The ¢riteria for the capitalization of
development expenses defined in |AS 38.41in
conjunction with 38.42 are, therefore, not fulfilled,

Software acquired for consideration due to business
combinations was capitalized at cost.

Selling expenses

Selling expenses include costs for personnel,
materials, depreciation allocated 1o the sales ¢ost
center as well as advertising costs.

Administrative expenses

Adminisirative expenses include costs for parsonnet,
materials and depreciation allocated to the admin-
islration cosi center,

Earnings per share

The earnings per share figure was calcutated by
dividing net income for the period attributable to
shareholders by the weighted average number

of shares outstanding during the reporting period
and presented accordingly. Software AG has issued
only common shares.

Since all criteria for exercising options as sef out in
the first stack option plan for members of the
Executive Board, officers and other employees
were mel in the course of the second quarter of
2005, 2 total of 840,413 stock options from this
plan may now be exercised. Therefore, diluted
earnings per share were calculated and presented
for the reporting period. Diluted earnings per share
were calculated by dividing net incame for the
period attribulable to shareholders by the number
of shares in issue and the exercisable stock options.

Cash on hand and bank balances
This item includes cash and demand depasits as
well as cutrent cash equivalents.

The securities item includes current, highly liquid
financial investments which are readily convertible
to known ameunts of cash and which are only
subject to minor price fluctuation risks.

Securities, financial assets and derivative
hedging instruments

Generally, financial assets are initially recognized at
ost, incdluding transaction costs. The subsequent
measurement depends on the classification of the
financial assets.

Available-for-sale financial instruments are recag-
nized at their fair value al the balance sheet date
(market value). Gains or losses are excluded from
income and reported in equity as other reserves,

financial assets are included individually at their
fair values, unless they are classitied as held-to-
maturity and their fair value can be determined.
toans and receivables included in this item which
are not held for trading purposes, and financial
assets with no quoted market price on an active
market and for which the fair value cannot be
reliably determined, are measured at amortized cost.



The cariying amounts are reqularly reviewed to
determine whether there is significant objective
evidence of impairment. Impairments losses
are charged against net income for the period.

In order to hedge the risk of future fluctuations in
exchange rates, the Company enters into currency
forwatd and currency option transactions. This pro-
vides a general protection against various currency
exchange rate risks independent of the individual
underlying transaclions. Open positions in currency
forward transactions and options are measured at
their market values. The relevant amounts are
reported in the balance sheet under other assets
and current provisions. Changes in the market
value of derivative financial instruments intended
to hedge future foreign currency cash flows are
reported under other reserves until the hedged
item has to be recognized in income,

The ineffective portions of cash flow hedges as
well as changes in the value of hedging instruments
which do not meet the requitements of hedge
accounting are recognized in income in the period
in which they are incurred.

Inventories

Inventories are recognized at the lower of cost or fair
value less net realizable value. The fair value tess
net realizable value is the estimated selling price in
the ordinary course of business less the estimated
costs until completion and the estimated costs
necessary to make the sale.

Trade receivables

Receivables are carsied at the fair value applicable
at the time revenues or consideration are realized,
and they are measured at amortized cost less bad
debt provisions.

This itern alsa includes services performed under
fixed-price contracts which have not yel been
invoiced and are recognized according 19 the per-
centage-of-completion-methad.

Other current assets

The other items reflected under current assets are
measured at cost which corresponds to their
respective market prices.

Deferred expenses

Deferred expenses include advance payments made
by Software AG under license and lease agreements,
The deferred item is reversed and the expense
recorded in the period in which the services are
provided by the corresponding contracting party.

Intangible assets

Concessions, industrial property rights and similar
fights, intangible assets as well as licenses for
such rights are capitalized at cost and amortized
over the expecled usetful life of the asset using
the straight-line-method. The assets are regularly
tested for impairment.

Goodwill

The acquisition of the Software AG-USA-Group as of
February 1, 2001 resulted in goodwill of €174,591
thousand; the acquisition of the two Sabratec com-
panies in Israef and in the USA on February 3, 2005
caused goodwill of €6,944 thousand; and the
acquisition of the APS Group on June 29, 2005
brought about goodwill of €3,978 thousand.
Goodwilf related to the Software AG-USA-Group
had been subject to scheduled amortization up to
january 1, 2003.




Property, plant and equipment

Property, plant and equipment is carried at cost less
any accumulated depreciation and any accumulated
impairment losses. When items of property, plant
and equipment are sold or scrapped, the correspond-
ing cost and any accumulated depreciation are
derecognized, and any realized gain or loss from
the disposal is reccgnized in the income statement.

The cost of an item of property, plant and equipment
consists of the purchase price, including any import
duties and non-refundable purchase taxes and any
directly attributable costs required to prepare the
asset for its intended use. Subsequent expendituses,
such as service and maintenance charges arising
once the asset is put into operation, are recognized
as expenses in the period in which they are incurred.
Subsequent expenditures relating to an item of
property, plant and equipment are only added to
the carrying amount of the asset if the expenditure
improves the candition of the asset beyond ils
originally assessed standard of performance.
Financing costs are not capitalized as part of cost.

Items of property, plant and equipment are gener-
ally depreciated using the straight-line method
in accordance with their useful econemic lives.

-4 years

i _sdildings 50 years
- Improvements 1o butldings/ . o
i leasehold improvements’ * " 8-10 years
" Operating and office equipment 3213 years
7 Computer hardware and actessories ,
i

4 - .
AL . S &

The terms of the useful economic life and the
methods of depreciation are reviewed on a regular
basis to ensure that they are in accordance with
the expected economic life of the asset in question.

Assets under construction are recorded s such and
are recognized at cost. Depreciation on these
itens begins only after they have been completed
and put into operation.

Impairment of intangible assets and property,
plant and equipment

As spon as there are indications that an intangible
asset or an itemn of property, plant and equipment
is impaired, the carrying amount of the asset is
reduced to its recoverable amount and an impair-
ment loss is recognized in income. The recoverable
amount is the higher of the asset’s fair value less
costs to sell and its value in use. The value in use
is the present value of estimated future cash flows
expected 10 arise from the continued use of the
asset and from its disposal at the end of its useful
life.

Impairments losses are reporled under costs of the
relevant functional area or under other operating
expensas.

Leases

Fixed assets include assets provided under lease
conlracts, Software AG teases cemputer equipment
as well as other operating and office equipment.
The lease centracts are classified in accordance with
IAS 17 under which the lease agreement is evalu-
ated on the basis of the risks and rewards, with the
leased asset being allocated to the lessee (finance
leases) or the lessor {operating leases).

Finance leases

Leased objects are recegnized on the balance sheet
as both assets and lease obligations in equal
amounts. They are carried at the lower of the fair
value of the leased object at the beginning of

the lease and the present vaiue of the mtnimum
lease payments. The capitalized leased objects are
depreciated according to the straight-line method
over the useful economic fives of the asset or, if
shorter, the lease term. The payment obligations
resulting from future lease payments are recognized
as financial liabiltties.



Operating leases

The lease payments under operating lease contracts
are recognized as an expense over the term of the
lease,

Deferred taxes

Deferred taxes are recognized according to the
balance sheet liability method for all temporary
differences between the carrying amounts of the
1ax base and the consolidated balance sheet,
Deferred tax assets on tax loss carryforwards are
also recognized.

Deferred tax assets and liabilities are recognized
for temporary differences between the carrying
amounts of the tax base and the consolidaled bal-
ance sheet as well as with respect to consolidation
measures with an impact on income. The deferred
tax assets also include claims for tax reductions
resulting from [he anticipated use of tax loss carry-
forwards in subsequent vears, the realization of
which is deemed reasonably certain.

Deferred taxes are calculated on the basis of tax

rales which are anticipated to apply in the relevant
countries according to the legal situation prevailing
at the time of realization (reversal of tax deferrals).

Deferred tax assets and liabilities are not discounted.
The carrying amounts of the recognized assets

and liabilities are reqularly examined and adjusted
if necessary.

Liabilities
Current liabilities are reported at their repayment of
settlement amount,

Non-current liabitities are recorded at amortized
cost. Amortized cost is determined using the
effective interest rale method by discounting the
repayment amount.

Provisions

Provisions are reported if the Company has a current
legal or constructive obligation owards a third
party due 10 a past event, which is likely to result
in a future outflow and for which the arnount of
the obligation can be reliably estimated. Estimates
are reqularly reviewed and adjusted.

If the interest rate impact is significant, the present
value of expenditures expecied te be required to
perform the obligation is reported.

Provisions for pensions

There are both defined benefit plans and defined
contribution plans for pensions. The pension provi-
sions are calculated using actuarial principles in
accordance with the projected unit credit method
sed oul in tAS 19. This approach takes into account
anticipated future increases in pensions and
salaries in addition to the pensions known at the
balance sheet date.

Provisions for pensions are measurement in accor-
dance with the amendment to 1AS 19, issued in
December 2004. Accordingly, they are reporied at
the full present value of the defined obligation,
adjusted for the present value of the reinsurance
cover taken out for defined benefit obligations,

or, respectively, the present value of the plan assets
accumulated to ensure pension payments. The
changes in the actuarial gains/losses compared to
the previous year are excluded from income and
allocated directly to retained earmings.

German pension obligations are calculated on the
basis of the biometric calculations in the 1998
mortality tables of Prof. Dr. Klaus Heuback.

Since employees do not receive illness-related
allowances either domeslically or abroad, calculation
of costs related to health care plans is not required.



Far the defined contribution plans, Software AG
does not incur any obligations other than the
payment of contributions to special-purpose furds.
The contribution payments are recorded against
current income.

Deferred income

Deferred income consists of advance payments
received from customers relating to maintenance
revenue, The deferred item is reversed and the
income recegnized in the pefiod in which
Software AG provides the services.

Equity

The development of equily is shown in the state-
ment of changes in equily preceding the notes o
the consolidated financial statements.

1. Canditional capital
The following conditionai ¢apital existed as of
June 30, 2005:

1.) Up to €3,357 thousand divided into up to
1,118,962 bearer shares to provide for
subscription rights under the first stock option
plan {Management Incentive Plan I, MIP 1} for
members of the Executive Board and officers
in the Group. The requirements of this program,
Lhe status of allocations and exercising aptions
are presented under other disclosures/stock-
based compensation programs.

2.) Up to €3,000,000 divided into a maximum of
1,000,000 bearer shares to provide for subscrip-
tion rights under the second stock option plan
(Management Incentive Plan 1I, MIP 1) for
members of the Executive Board members and
officers of the Sofiware AG Group. The require-
ments of this program, the status of allocations
and exercising options are presented under
other disclosures/stock-based compensation
programs.

3.) Up to €33,000,000 divided into a maximum of
11,000,000 bearer shares, each with a propor-
tional share in the capital stock of €3, in order
to grant oplien rights and to agree opticn
obligations from bonds with warrants or, to
bearers of convertible bends, conversion rights
and conversion obligations in a total nominal
amount of up to €500,000,000 and a term not
exceeding 15 years according to the terms
and conditicns of the bonds, as resotved at the
Annual Shareholders’ Meeting on May 13, 2005,
Purstsant to this autherization, the Executive
Board may, with the consent of the Supervisory
Board, resolve until May 12, 2010 that the
rights presented may be issued by Software AG
of a directly or indirectly held whaolly-owned
affiliate of Software AG.

In this respect, the shareholders are to be granted
subscription rights with the exception of the
foliowing cases:

» The Executive Board is authorized to exclude
fractional amaunts from the shareholders’
subscription rights.

e Subject to the consent af the Supervisory
Board, the Executive Board is authorized to
exclude the shareholders’ subscription rights
in full provided that, after having conducted
a review in accordance with its professional
duties, it has come to the conclusion that the
issue price of the bonds with warrants or
convertible bonds is not significantly lower
than its hypothetical market vatue arrived at
by using accepted methads, in particuiar
financial calculation methods. However, this
authorization related to the exclusion o
the subscription rights only applies te bonds
with warrants and convertible bonds with
option or conversion rights or with option or
conversion obiigations in relation to shares




at the lower of a proportional amount of the
registered share capital of up to a totat of
£€8,180 thousand ar of 10 percent of the reg-
istered share capital in existence at the

time the authorization is acted upon.

The Executive Board had not made use of this
authorization prior to Jure 30, 2005.

2. Authorized capital

As of June 30, 2005, the Executive Board is also
authorized, with the consent of the Supervisory
Board, 10 increase the Company's registered share
capital on one or mare g¢casions on of before
April 27, 2006 by up to a total of €37,989 thousand
by issuing up 0 12,663,036 new bearer shares
against cash contributions and/or contributions in
kind {authorized capital}. In this respect, the
shareholders are to be granted subscription righls
with the exception of the following cases:

» The Executive Board is authorized to exclude
fractional amounts from the shareholders’
subscription rights,

# Subject to the cansent of the Supervisory Board,
the Executive Board is further authorized to
exclude subscription rights for capital increases
against contributions in kind for purpeses of
acquiring equity investments or companies in
part or in whole.

a Subject to the consent of the Supervisory Board,
the Executive Board is also authorized to exclude
subscriplion rights for capital increases against
cash contributions if the capital increases resalved
on the basis of this authorization do not, in total,
exceed 10 percent of the registered share capital
at the time the authorization is first acted vpon
and if the issue price is not significantly lower than
the stock market price.

» Finally, the Executive Board is authorized, with
the consent of the Supervisory Board, (o exclude
subscription ¢ights for a nominal amaunt not
exceeding €5,503 thousand in total for the purpese
of offering the new shares to the emplcyees
of the Company and its affiliated companies as
defined in section 15 et seq. of the German Stock
Corporation Act (AktG) as part of an employee
stock ownership plan, The new shares can afso
be transferred to a bank, provided that they will
exclusively be held for the acquisition by entitled
empleyees in accordance with the Company's
instructions.

The Executive Board had not made use of its
authorization to increase the registered share
capital pricr to June 30, 2005.

3. Acquisition of own shares

Pursuant to the resolution adopted at the Annual
Shareholders’ Meeting on May 13, 2045, Lhe
Company is autherized to purchase on or before
November 12, 2006 Company shares having a
proportional interest in the registered share capital
of up to a total of €8,180 thousand.

The Company shares may be purchased on the
stock market or through public purchase offer
directed to all shareholders of the Company. If the
shares are purchased on the stock market, then

the consiceration for the purchase of a share may
rot exceed by more than 10 percent or fall short
by more than 10 percent of the average listed price
at the Frankfurt Stock Exchange over the five
trading days prior to the purchase. Y the shares are
purchased on the basis of a public purchase offer,
then the consideration for the purchase of a share
rmay exceed by up 1o 20 percent or fall shori by

up tc 20 percent of the average listed price at the
Frankfurt Stock Exchange on the fifth to rinth trading
days priof to publication of the offer. The offer rmay
stipulate a preferential acceptance of a smaller
number of shares of up to 100 units per shareholder,




The Executive Board is authorized, subject to the
Supervisory Board’s consent, 10 take the following
actions in relation to the acquired own shares:

e The Executive Board may sell own shares in a
manner other than via the stock market or by
means of a public offer to all shareholders,

This authorization is limited to shares with a
proportional interest in the registered share
capital not exceeding a total of €8,180 thousand.

» The Executive Board is further authorized, subject
to the exclusion of the shareholders’ subscription
rights, to sell the shares to third parties, provided
such sale takes place for the purpose of companies
in part or in whale and/or equity investments.

» The Executive Board may offer the shares to
members of the Executive Board and officers of
the Company and affiliated companies as part
of the second stock option plan for members of
the Executive Board and officers of the Company.

» In compliance with the terms and conditions of
the bands, the Executive Board may deliver the
shares to the holders of warrants ar convertible
bonds issued by the Company or by a wholly-
owned direct or indirect subsidiary of the Company.

« In the event of a sale of acquired own shares by
way of an offering (o all shareholders, the Execu-
tive Board will be authorized to grant the holders
of the warrants and convertible bonds issued
by the Company or by a wholly-owned direct o
indirect subsidiary of the Company a subscription
right on the shares equivalent to that te which
they would be entitlec after exercising the option
or conversion fights or after the performance of
the aption ar conversion cbligation,

e The Executive Board may redeem the acquired
own shares without any additional resolution by
the Annual Shareholders” Meeting in whole or
in part.

The authorization to purchase or use the Company’s
own shares may be exercised either in whole or

in part (and in the latter case, more than once).
The Company's own shares may be purchased for
one or more of the aforementioned purpases.

The Executive Board had not made use of its
autherization to acquire own shares prior to
june 30, 2005,

4. Dividend payment

Pursuant to the proposal of the Executive Board
and the Supervisory Board, the Annual Shareholders’
Meeting resolved on May 13, 2005 that from the
2004 accumuiated profit of €62,955 thousand of
the Group controliing company, Software AG, a
dividend of €20,450 thousand be distributed and
£42,505 thousand be carried forward. This
correspands to a dividend of €0.75 per share,

5. Other reserves

Other reserves include differences resulting from
the currency translation of the financial statements
of economically independent foreign subsidiaries
into the reporting currency. The effects from the
measurement of financial instruments not recognized
in income are also included in this item. Transtation
differences from monetary items primarily consisting
of net investments in an economically independent
foreign entity are also recorded under this item.
The amounts are recognized on an after-tax basis.



Other disclosures

Seasonal influences

Revenues and pre-tax earnings adjusted for one-
time effects were distributed over the previous
year's quarlers as follows:

. Q1 2004 Q2 2004 032004 Q42004 2004 f
Revenue in € thousands 95,720 106,256 ’ 96,635 112,760 411,371
4 in % of annual revenue 233 . 258 . 235 27.4 100.0
| Operating earnings before tax in € thousands ~ 15,782 25,069 - . 21,878 24,462 | 87,191
in % of net Income for the year 181 - © 288 251 280 | 100.0

A structurally similar annual distribution of revenues  Stock option plans

has also been observed in previous years and Software AG has different stock option plans for

resulted primarily from the purchasing behavior of members of the Executive Board, officers and other
. our customers. Restructuring measures during the Group employees, which have not been recorded

first quarter 2004 ‘ed 1o considerable cost savings in the balance sheel and profit and loss staternent

and to a correspanding increase in pre-tax earnings.  due 1o the transition regulations as set out in IFRS 2

The sale of SAP-SI shares during the second quarter  and due to measurement.

of 2004 resulted in additional €24,539 thousand

of extraordinary income not included in operating 1. Stock option plan for members of the

earnings before tax. 1t is not likely thal similar Executive Board, officers and other employees

extraordinary income will be realized in the future. As of June 30, 2005, & total of 145,846 subscription
rights had been issued to Executive Board members,

Contingent liabilities and 69,069 subscription rights had been issued to
As of jJune 30, 2005, no provisions were recognized  officers; these subscription rights may, however, be
for the following contingent liabilities, expressed exercised only after June 30, 2005. Therefore, the
at nominal value, because it appeared unlikely that  number of subscription rights granted to Executive
claims would be asserted: Board members and officers as of June 30, 2005

remained unchanged compared to December 31,

— 2004. In addition, 622,320 subscription rights were
granted to the other employees of the Software AG

| € thousands { .
T T Group as of June 30, 2005. The number of subscrip
T oter 1393 | tionrights of the other employees as of jJune 30,

[ P4 8,476 2005 decreased by 335,416 compared 19 Decem-

i

I

ber 31, 2004 due to employee fluctuation.

SR

No subscription rights could be exercised in the

period under review. The options have a term of
. seven years as from the time they were granted.

They may only be exercised during their term,



starting with a 24-maonth wailing period after the
Company’s 1PG, on a quarterly basis, after the
publication of the annual results, the semi-annual
results and the quarterly results.

The subscription price per shafe upan exercise of
the option corresponds to the issue price less a
discount of 20 percent, but must be at least €28.12
(DEM 55.00). Since the issue price amounted to
€30, the minimum price was applied.

in order for the options to be exercised, the
following three conditicns must be mat:

(1} The Group's profit from ordinary activities as
reported under the German Commercial Code
(HGB) must have increased by a total of
30 percent in the years 1997 to 1999,

{(2) The Group's profi from ordinary activities is
equivalent to at least 10 percent of sales in
the year priof to the exercise of the option,

(3) The share price exceeds the minimum price
at the time the option is exercised.

The first condition was fulfilled due to the results
achieved in the years 1997 to 1999. Since the
return on sales achieved in fiscal 2004 amounted
to 27 percent and due to the extremely good
performance of Software AG's shares, the second
and third criteria of the first stock option plan were
aiso fulfilled in the second quarter of 2005. As a
result, 840,413 stack options will be exercisable in
the third quarter af 2005.

2. Stock option plan for Executive Board
members and officers

As of June 30, 2005, a total of 163,375 subscription
rights had been issued to Executive Board members,
and 694,800 subscription rights had been issued

1o officers; these subscription rights may, however,
be exercised only after June 30, 2005. In the first
half of 2005, a total of 128,775 subscription rights

were issued ta cfficers. 8ased on the new compen-

sation model for Executive Board members, which
became effective on January 1, 2005, no further
subsceiption rights were issued.

The subscription price per share upon exercise of
the option corresponds (o the average price in the
XETRA closing auction over the last five lrading
days at the Frankfurt Stock Exchange prior to the
date of the offer to grant the subscription rights

in order far the options to be exercised, the
following two conditions muyst be met:

(1) In the fiscal year preceding the exercise of
the options, the Group’s sales must have
increased by at least 10 percent compared
to the previaus year.

(2} The Group’s profit from ordinary activities
must be equivalent to at least 10 percent of
the sales in the year prior to exercise of the
option.

Terms, waiting periods and exercise intervals
correspond to the conditions of the first stock
option plan.

NG siock options could be exercised in the first half
of 2005 due to the fact that the criteria for the
second stock option plan were not met. It is also
untikely that options under this stock option plan
will be exercisable in future.

Other financial commitments

The Company has rent and lease agreements for
buildings, land, computer and telephone equipment
as well as vehicles. The obligations under these
contracts for the remaining nen-cancelable terms
up to the end of fiscal year 2005 amounit to
€8,608 thousand. Obligations in the amount of
€36,452 thousand exist for the periad up to the
end of fiscal year 2010 and in the amount of
€15,830 thousand for the time after fiscal year
2010. The lease agreements are operating leases
as defined under AS 17.



Nates on significant business events
1. Payments related to restructuring
A lotal of €3,300 thousand was paid oui for

restructuring measures during the first half of 2005.
This amount was included in the restructuring
provisions of €30,682 thousand recagnized for this
purpose in fiscal year 2003.

2. Software AG Inc. and Software AG./

U.s. Software Company

Software AG Inc. and Software AG filed a comnplaint
against a U.S. software company in July 2003
seeking damages and a permanent injunction for a
viglation of a patent granted o Software AG in

the year 1994 after out-of-court negotiations had
failed. In Novernber 2004, the defendant company
in turn filed a complaint alleging a patent violation
before the U.S. District Court of Alexandria. The case
was settled in April 2005. The claims of both parties

under the alleged patent infringements were offset
against each other. This settlement did not result
in any additional burden on income for Sofiware AG.

3. Acquisition of Sabratec Ltd. israel
Composition of purchase price: Software AG
acquired 100 percent of the shares in Software AG
tsrael (formerly Sabratec Lid., Israel) and its sub-
sidiary Sabratec Technologies, Inc., USA, effective
as of February 3, 2005. The fixed purchase price
including ancitlary costs for 100 percent of the
shares was €6,159 thousand. in addition, the pur-
chase price includes a variable portion based on
future sales. In initial consolidation, this variable
oortion is estimated at €3,097 thousand. Ancillary
costs reflected fees paid for tegal and tax advice
as well as auditing fees. The first fix purchase price
payment in the amount of €5,720 thousand was
made at the time of acquisition. A further installment
amounting to €245 thousand was made on June 2,
2005. Based on a preliminary calculation revised
in the second quarter, the purchase price was paid
for the balance of the following assets/liabilities:

assetsLiabilities l

€ thousands Market value Carrying amount
. befare acquisition

Liquid funds 5 342 342

Trade receivables and other cuirent assets 1,120 1,120

intangible assets -software C 029 0

intangible assets - customer base 533 0

Goodwill . 6,500 .0
[ Property, plant and equipment 92 92
i Financal assets 3 3
! Deferred tax assets 519 519

Trade payables and other current ligbilities -182 -182

Non-curient liabilities - 616 -616

Deferred tax liabifities ~1,023 0
! peferred income - 48 - 48

Diffesence from turrency translation ~13 ’ =13 !

Purchase price (fixed portion) | * 6,159

Purchase price .

{estimated variable portlon based an futyre sales) 3,097

Total purchase price 6,256

Careylng amount of the assets acqulred 1,217




Goodwill: As this company has an excellent
reputation in the market for integration technology
and it was possible 1o retain its excellent sofiware
developer team following the acquisition, it became
necessary lo recognize goodwill. There were no
other apparent factors contributing to goodwill,

Contribution to income since the date of
acquisition, February 3, 2005: Since the date of
acguisition, the acquired company, Software AG
Isrgel, has contributed €261 thousand to the net
income for the first half of 2005 of the Software AG
Group.

Preliminary initial consolidation pursuant to
IFRS 3.62: As a result of the close proximily in time
between the date of acquisition {February 3, 2005)
and the balance sheet date of the quarterly financial
staterments (March 31, 2005), it was nol possible
to complete the necessary measurements for initial
consolidation. Therefaore, the initial consalidation

of Software AG israel was performed on the basis of
preliminarily determined carrying amounts. tn the
second quarler, the amounts so determined were
revised resulting in deviations from the amounts
stated in the report for the fiest quarter of 2005.

The following items were subject to deviations:

i € thousands Previpusly reportgd Revised Duviation
i . Larrying amounts casrying amounts

| lems -

! Goodwill 3,250 £,500 3,250
| Software 1,900 . 2,029 129
I Customer base 500 - ) 533 13
| Deferred tax liabilities’ ~958 -1,023 - 65
| purchase price 5,909 9,256 3,347
L

The deviations were primarily a result of the sales
with products of the acquired company which
exceeded initial expectations. Therefore, the carrying
amounts for the sales-dependent portion of the
purchase price were increased.

Contribution to sales and earnings in initial
consolidation on January 1, 2005: Software AG
Group revenues arising from sales of Sabratec
products are primarily reported in the financial state-
ments of sales companies. The relevant share of
these sales reported by the subsidiary Software AG
tsrael (previously Sabratec Lid,, Israel) amounted

to €415 thousand in the first half of 2005. In the
same period, Scftware AG Israel achieved pre-lax
earnings of €236 thousand.




Expenses in connection with the acquisition of
Software AG Israel: The software products ApplinX
and Guidance which were capitalized in connection
with the acquisition of Software AG 1srael are amor-
tized over a period of five years, causing amortiza-
tion expenses of €169 thousand in the first half of
2005. Expenses resulting from the amortization of
the acquired customer base over 3 period of five
years came to €44 thousand in the first half of 2005.
The deferred tax liabilities refated to the accounting
treatment of the software and the customer base
will be reversed corresponding to the amortization
period over five years; this resulted in deferred tax
income of €85 thousand in the first half of 2005.
Other income and expenses resulting from the
consalidation beyond those described were not
incurred and are not anticipated in the future.

4, Acquisition of APS Group

0n June 29, 2005 {closing date), the Company
acquired the APS Group in Central and South America
including a total of six companies, thereof two
companies in Venezuela (SAG Venezuela, formerly
Andlisis Programacion y Software, C.A. (“APS™) and

Zancani & Asociados, CA. ("AZA")) and in Panama
(SAG Panama, formerly Soluciones de integracion
de Negocios, S.A. {"SINSA") and its subsidiary Solu-
ciones de Integracién Movil, S.A. ("SINSA MOVIL"Y)
and one company each in Costa Rica (a further
subsidiary of SINSA, SAG Cosla Rica, formerly Solu-
ciones de Integracidn movi, S.A. {"SINSA Costa
Rica™)) and Puerto Rico (SAG PTO. RICO, formerly
XML Partners, Inc. (“XML")).

Composition of purchase price:

The fixed purchase price including ancillary costs for
100 percent of the shares is dependent on 2005
revenues but shall not exceed €4,126 thousand. tn
addition, the purchase price contains a variable
partion based on future sales and earnings. in intial
consolidation, these are estimated at €500 thousand.
The first purchase price payment in the amount ¢f
€2,187 thousand was made at the time of acquisi-
tion.

Based on a preliminary investigation, the purchase
price was paid for the balance of the following
assets/fiabilities:

Assets/Liabilities ’

‘ € thousands market value Carrylng amount

L before acquisition

| uquid funds - 829 829

| other securities : 19 119

! Trade receivables and other short-term assets 1,707 1,707

I imangible assets - customer base 1,780 . 0

+  Goodwill 3,978 a

| Property, plant and equipment 343 343

| Deferred tax assets ) 2 . 1

| Trade payables and other current-term liabilities - -3,176 - 3,176 ;
Financial liabilities ' -147 =147 !
Deferred tax liabilities - 710 o !

{  Deferred income . - 60 -60 '

i Difference from currency translation ~41 -4
Purchase price (fixed portion) - 4,126 :
Purchase price (estimated variable portion based on future sales and earnings) ' 500 f
Total purchase price 4,626 !

Carrying amount of the assets acquired

o ety g [ 4




Goodwill: Due to the good market position of
these companies and the possibility to penetrate
new market segments with these companies, it
was necessary to recognize goadwill.

Customer base: As these established sales compa-
nies have distributed Software AG's products in
South and Central America for more than 25 years
and have more than 50 key accounts in the financial
sefvices, production, oil and mining industries as
well as in the public sector, it was necessary to rec-
ognize the customer base within the scope of initial
consolidation.

Contribution to income since the acquisition on
june 29, 2005: Since the date of acquisition, the
acquired companies of the APS Group have contrib-
uted €1,725 thousand to Software AG Group’s net
income far the second quarter and the first half of
2005.

Preliminary initial consolidation pursuant to
IFRS 3.62: As a result of the close proximity in time
between the dale of acquisition (June 29, 2005)
and the balance sheet date of the quarterly financial
statements (June 30, 2005), it was not possible

te complete the necessary measurements of the
itemns for the initial consolidation of the APS Group.
Therefore, the initial consolidation was performed
on the basis of preliminarily determined carrying
amounts.

Contribution to sales and earnings in initial
tonsolidation on January 1, 2005: If the APS Group
had been part of the Software AG Group since the
beginning of the first half of 2005 (January 1, 2005),
it would have contributed approx. €3.2 million 1o
Group revenue and approx. €1 - 2 millien to the
Group’s net income for the first half of 2005.

Expenses in connection with the acquisition of
the APS Group: The custormner base capitalized in
connection with the acquisition of the APS Group
will be amortized over a period of five years. Since
the companies were included in the Software AG
Group only for two days in the second quarter 2005
{June 29 and 30), expenses related to the amorti-
zation of the customer base in the second quarter
2005 amounted 1o €2,000. The deferred tax liabilities
resulting from the accounting treatment of the
cuslomer base are reversed corresponding to the
amortization period over five years. This led to
deferred 1ax assets of €1,000 in the second quarter
2005. Other income and expenses resulting from
the consolidation beyond those described were not
incurred and are not anticipated in the future.



Employees

As of june 30, 2005, the effective number of
employees {i.e. part time employees are taken into
account on a pro-rata basis only) amounted to
2,578 {June 30, 2004: 2,435), of which 70.4 percent
{previous year: 67.9 percent) were employed
abroad. The average number of absolute employees
{i.e. part-time employees are recorded in full} of
the Software AG Group in the secend quarter 2005
was 2,630 (previous year: 2,538). As of the balance
sheal date of the quarter ending June 30, 2005,

an absolute number of 2,676 employees (previous
year: 2,467) were employed in the Group.

Executive Board and Supervisory Board

On April 1, 2005, Peter Kirpick, formerly Vice
President NetWeaver Foundation, SAP AG, joined
the Company. He is responsible for the business
line XMLi.

In May 2005, Executive Board member Andreas
Zeitler, responsible tar the region of Central and
Eastern Europe/Asia, has left the company.

There have been no changes in the Supervisory
Board since December 31, 2004.

Events after the balance sheet date

with effect from August 1, 2005, Software AG
acquired the company Casabac Fechnologies GmbH
in Bammetal near Heidelberg, Germany including
its U.S. subsidiary Casabac Technglogies, Inc.
Casabac, founded in 2001, specializes in solftware
for designing interactive, web-based interfaces.
The Casabac GU! Server is used by appreximately
100 organizations as a core technology for develop-
ing web-enabled enterprise applications.

The purchase price is compased of a fixed portion
of €1,500 thousand and three variable portions
based on sales, the variable pertions are to be patd
frorn 2007 to 2009 and shall not exceed a total of
€1,998 thousand.

As the purchase price had not been allocated by
the time this quartarly report was approved for
publication, the amounts recognized for each asset
class could not yet be presented. The company is
to be initially consclidated on August 1, 2005,

i.e. in the third quarter. Income from the company
acquired is therefore not reflected in the rasult in
the second quarter results of Software AG.
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' Q3/05 - Key Figures

Key Figures
IFRS, unaudited

| €millions ‘ { september 30, 2005 |september 30, 2004 Q3 2005 -3 2004
|* Revenue O . : L 345 |- 298.6 103.7 " 96.6
i Products - o] ma |- L2146 | 75.0 L ona
of which ! B ' ' 7
licensing : ' 883 | 777 92 | . 251
'Maintgnancg . T Zt _' . 1348 T o 1369 458 | . 46.0
- Professional sérvices . . 900 [} 823 | 285 ' 252
other . T ) 14 § 12 | 02 03
EgIr* 67.5 60.4 23.3 210
35 % of revenue . ) 3l - 20 2 22 -
Invesiments " ' 245 |
i Net Income adjusted T, ) : 43.0 : 379 15.2 o127
lr Netincome, , e e, 430 | 619 15.2 - o127
as%ofrevenve - . .- ) : , T 7 | 15 13
’ Earnings per share (Euro) basic 157 |. 2.27 0.55 0.47
| Earmings per share (curo} dituted ' 156 | - 2.27 0.55 0.47
b ootal assets ' . . §71.3 . 510.9
. i Cash and cash equivalents ‘ . 153.3 110.2
{_ Shareholders” equ'iry‘. s oL . . 3Tos 3128
|” aswofwmlages -0 TN T 65 o &1
l Employees . h ’ R 2664 | - - 2,445 '
§. of whithin Germany : o 770 T
; * Pre Income from Investments (sales of SAP-ST shares in Q2,/2004).

Stock: key liguras

i ’ _ | september 30, 2005 |september 30, 2004 ‘

| vear's dosing price (XETRA) in € ‘ ] 38.80 2651

| Total number of shares - _ Y 27,933,357 27,266,752
Market capltalizafion in € millions ' ) ] 1,084 723
Yeat high/year Taw -~ T | 39.00/7180 | 28.17/15.30 !
thwaré AG shares are listed at the Frankiurt Stack Exchange, Germany (Prime Standard, Index TeeDAX). ISIN DE 0003304002, Symbeol sow.f




Profile

The XML Company

tver more information needs to be created, admin- XML (eXtensible Markup
istered, and made available. In order to maximize Language) is the key
availability, we offer our customers integrated data technology for the exchonge
access in real time. This supperts businesses and of datg and documents.
organizations in achieving their fundamental geals: At the some time, it simplifies
faster overall processes, comprehensive network- the integration of new

ing, higher added value, increased competitive technologies and applications
strength. in existing IT architectures.

Our products and salutions enable the integration
of innovative applications and systemns while
simultaneousty modernizing the IT environment.
We are one of the top companies in our market
world-wide, and the market leader in Europe.

The Software AG company culture is ditferentiated
by absolute customer orientation. We work in best-
practice netwarks, driving ¢hange in an open and
transparertt way. We focus on profitable growth and
a distinclive market profile.
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Foreworil by the Executive Board

Korl-Heinz Streibich
Chief Executive Officer
Darmstadt/Germany

. Dear Ladies and Gentlemen,

Software AG's favorable performance in the third quarter has confirmed our farecasts far the
current fiscal year. The 16 percent increase in ficensing revenues shows that we are on course
for leveraging the potential of our business fines, Enterprise Transaction Systems and our
high-growth XML Business Integration. Operating earnings also made goed progress, increasing
12 percent to €67.5 million in the first nine months of the year. The aperating margin fose 10
over 21 percent.

To further drive growth, we invested in new products and new markets. We alsa expanded our
network of partners and our sales ang markeling aclivities.

Process innovation as a key to corporate success

Our customers appreciate our strong commitment to IT-supported process innovation. This is
what | am frequently told during my travels around the globe to discuss projects with key
custorners.

With our help, clients can derive more benefits from their IT investments, making them an
integrai part of their corporate success. We help our custormers to improve the productivity and
afficiency of their exisling IT systems using service-oriented architectures (SOA).

SOA: the answer to major IT challenges

Qur 50A-based producis allow us to reliably modernize, integrate and aulomate business

processes in order 1o help our clients save costs and increase competitiveness. Accerding to
. a study recently published in Denmark, the growth rates of companies with integrased

processes and IT systerns exceed thase of companies without them by 12 percent on average.



Foreword by the Executive Board

Alliance of leading seftware firms focusing on standards

Software AG is in a pole positicn in the growth market of service-oriented architecture for
inngvative processes. We strengthen our position further through continued systematic develop-
ment activities and the integration of the besi-practice solulions of our technology partners.

The individual development steps are principally geared towards standards so that customers
are not restricted to proprietary platforms from specific providers. As a European company, we
are famitiar with the issues of Europe’s fragmented markets such as cultural and language
barriers and differing legislation.

The ability to offer specific solutions for individual customers opens up major opportunity in the
. European market for service-oriented architecture. Qur market ailiance with leading software

corpanies such as Fujitsy, SAP, 105 Scheer, and Novell is intended 1o realize the potential in the

European SOA market and will also serve lo strengthen the pasitions of individual members.

Catering to the CentraSite community together with Fujitsu

Together with our strategic partner, Fujitsu, we started delivery in_the third quarter of
CentraSite, a joint offer for the management of integraled processes within an SOA. CentraSite
was designed from the start to be open and to support real standards.

Another step in expanding our range of S0A products was the acquisition of Casabac Technalogies,
a German company whose Composite Application Integrator assists clients in developing rich
Internet applications.

Solid base for profit growth

Software AG will continue to support income and earnings growth through disciplined imple-
mentation of our fong-term strategy for success. We anticipate an increase in net income of
4 ~ 6 percent on a currency-adjusted basis for 2005 as a whale. We expect to achieve an EBIT
ratio at the upper end of the target corridor of 20 - 22 percent set for 2005. By the end of
2006, we plan to have increased revenue to 10 percent and the EBIT ratio to 21 - 23 percent.

LA Sudt

Karl-Heinz Streibich
Chief Executive Officer



Growing share price lead to
profit taking

Technology stocks continued to improve in a market plagued by sising oil prices, natural disasters
and affected by the new elections in Germany. The Nasdag 100 rese 7 percent in the third
quarter of 2005, and the TecBAX increased more (han 11 percent. The share price performance
of Software AG contributed to the upward trend of the TecDAX. Our good fesults again de-
monstrated to the capital markets that our new strategic crientation is paying off: The price of
Software AG shares continued to rise in the third quarter, increasing more than 13 percent
. and reaching a high af £39.00. Software AG siock closed at €38.80 on September 30, 2005 in
Xetra trading.

Investor sentiment changed, however, at the start of October 2005. Persistently high energy
prices as well as interest rate fears had a marked impact on the equity markets, rapidly dimin-
ishing the optimism of internationat investors, who resorted 1o profit-taking to safeguard their
annual gains. Qur stock also showed signs of profit-taking after the excellent performance of the
past two quarters, closing at €37.88 on Oclober 31, 2005.

Management and employee stock options exercised

On August 19, 2005, we announced that 666,605 options had been exercised from employee
stock option plans for the years from 1999 to 2001, No active Executive Board members took
part in these transactions, The favorable share price performance made it possible for the first
time in three years to exercise options: Software AG stock significantly outperformed the
TecDAX benchmark index both in fiscal year 2004 and in the first half of 2005. The number of
outstanding shares increased to 27,933,357 upon exescise of the stock options. Software AG
received proceeds in the amount of €18.7 million from this transaction. Approximately 184,000
options can still be exercised under this program up until summer 2008. For more informatian,
please refer to the notes to this quarterly report.



ADR program results in new investors

We presented our company at six road shows and twa conlerences in Europe in the third quarter.
We would now like to further increase visibility of our stack and win new investors, especially
in the United States. For this reason, we have made preparations with Qeutsche Bank for trading
Software AG shares on the U.S. market as American Depository Receipts ("ADR™). The ADR pro-
gram began on October 27, 2005. American Depositary Receipts are negotiable U.S. certificates
representing shares held in a non-U.S. company. ADRs enable U.S. investors to buy and sell
foreign securities in U.S. dollars. At Software AG, ADRs are traded in the over-the-counter {QTC)
market under a "sponsored levet § ADR program.” When a U.S. investor purchases foreign

stock, the shares are converted to ADRS. When the stock is sold, the ADRs are converted back
to shares. Issuers offering ADRs under a level | program are not subject to reporting require-
ments as defined in the Sarbanes-Oxley Act.
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Favorable performance in the third quarter
Revenue and earnings exceed targets

Software AG continued an its profitable growth course in the third quarter, with revenue increasing more than 7 percent
and EBIT up 10 percent. The Company’s favorable performance over the past nine months means that Software AG will
most likely close the year at the upper end of the target corridor set for 2005. The prospects for 2006 are likewise positive
due to our successful implementation of corporate strategy.

In the third quarter, revenues of Software AG
increased by €7.1 million over the prior-year period
to €103.7 million. Third-quarter growth outpaced
grawth in the two preceding quarters.

Dynamic growth in licensing business

The high-yield licensing business once again made
above-average gains. Revenue from new software
licenses increased 16 percent to €29.2 million from
€25.1 a year earlier. Sales of Entesprise Transaction
products for state-of-the-art data management rose
9 percent to €19.7 miflion from €18.1 million a
year earlier.

In the XML Business Integration division, sales

of proprietary products climbed 22 percent io

€5.5 million. As planned, sales of third party products
decreased €1.6 million to €0.5 million based an

our decision to phase out the business with products
from outside suppliers. We now generate 92 per-
cent of licensing revenues in the iniegration business
with our own software products, compared to

74 percent a year earlier.

in the first nine months of the current fiscal year,
licensing revenues increased 14 percent to

€88.3 million from €77.7 a year earlier. Both XML
Business Integration and Enlerprise Transaction
Systems (ETS) contributed 1o this increase, again
demonstrating the pulling power of our strategy
of offering both integration products and solutions
for the modernization of fegacy systems. The
combination of these two product lines allows us
{0 take advantage of the potential offered by the
rapidly growing integration market while benefiting
from the stability of our established mainframe
basis.

Professional Services still in high demand

As in the first six ronths of the year, revenues
from Professional services continued to increase,
rising 13 percent to €28.5 million, Mainlenance
revenyes remained stable in comparison with the
priar-year period, reaching €45.8 million in the
third quarter.

Revenye

Licensing revenue by product line | - emiltions Q3 2005 I Q3 2004 I +f- | }
titensing ' 92 ( 25| 6w | |
b € millions ] e32005 | q3z004 | - | Maintenance asg | 460 | com | |
Software AG XML products 5.5 4.5 E +22% i f Professional Services 285 L 25.2 { +13% |
Third party XML products 05 16 | i v ) }
| s ! 197 Wi sem | - )




Higher margin brings leap in earnings

On the earnings side, Software AG benefited from
higher revenue volumes. Consistent cost manage-
ment, an expanded range of products and a
profitable licensing business also contributed to the
margin increase. Operating incorne (EBIT) for the
Group as a whole rose 10 percent to £€23.1 million.
The EB! ratio increased to 22.3 percent from

21.7 percent a year earlier. Net income grew even
mofre than EBIT, reaching €15.2 million. This signifi-
cant increase of approx. 20 percent is attributable
to the considerable growth in net interest income
to €1.5 miilion from €£0.8 million a year earlier. The
slight decrease in the tax rate over the previous
year also had a beneficial eflect.

Key performance indicators

i €millions | q32005 } 032004
€8I S ! R

1 Interest result S 15 | +0.8

| income before taxes” 246 219

[ Netincome ' : 152 127

| . Earnings per share in €) 0.55 0.47

i average number of shares .
outstanding {in milkions) . 276 273

|

I € millions

. 'North America/Northern Eerope

Central and Eastérn Lurope/Asia

southern and Westem Eusope/Latin Amerlca | "

L -

sharp increase in earnings per share

Earnings per share increased 17 percent to €0.55
from the prior-year period. This rise reflects the
increase in the number of weighted average shares
outstanding to 27.6 million from 27.3 million a
year earlier as a result of the exercise of options
from two employee and management slock option
plans that will expire in the summer of 2008.
Software AG received proceeds of €18.7 million
from the stock purchases.

Growth in all regicns

Software AG made both revenue and earnings
progress in all regions. Revenues from the Central
and Eastern Europe/Asia region saw particulatly
high growth, increasing 13 percent over the prior-
year period to €30.6 million. In addition to the

core countries of Germany, Austria and Switzerland,
this region comprises of the Eastern Eurcpean coun-
tries, including Russia, the APEC member countries
and the Middle East. Growth was driven mainly

by the strang Professional Services business, which
increased 26 percent, EBITA improved by nearly

25 percent to €6.2 million,

In the Southern and Weslern European regions,
in¢luding tatin America, we generated revenues of
€30.3 million in the reparting period. EBITA in-
creased significantly to €1.6 million in spite of our
investmenis in entering the South American market
and the acquisition of APS Venezuela along with its
affiliates in Panama, Costa Rica and Puerto Rico.

Revenue and earnings trend by region !

Revenve - - EBITA ' !
3 2005 Q3 2004 Q3 2005 . (3 200




High earnings power in North America/
Northern Europe

The North American/Northern Europe region
accounts for 42 percent of Software AG's revenue,
smore than any olher geographic area. Income
from this region increased to €43.4 miilion from
£47.4 million a year earlier. The licensing business
experienced particularly high growth of €2.2 million
to €13.0 million. Revenues from Professional
services reached €5.5 as of the reporting date from
€4.9 million a year earlier. £BITA rose 17 percent

to €14.1 million, again proving the capacity of this
region to generate high margins.

Key performance indicators improve again

the Group’s operaling cash flow rose to €5.7 mil-
lion, more than three times higher than a year
earlier. Software AG's balance sheet continued 1o
improve, not least due 1o the sustained high cash
flow. As of the Seplernber 30 reporting date, cash
and cash equivalents had increased 39 percent
over the prior-year period to €153.3 million. The
equity capital of €370.5 million corresponds to
nearly two-thirds of 1otal assets.

New hirings, mainly in sales

As of September 30, 2005, Soltware AG employed
people o the equivalent of 2,664 full-time pasitions
- 219 more than a year earlier. The Company also
had 485 lemporary project employees. The number
of employees increased primarily in the Southern
and Western Europe region, including Latin America,
where business was impacted by the expansion of
our aclivities in South America and the acquisition
of the APS Group. In terms of areas of activity, the
number of emnployees increased in sales in partic-
ular. We expanded oui sales team by 16 percent, re-
flecting our intensive market orientation and empha-
sis an customer acquisitions. More than 71 percent
of our employees work outside of Germany.,

thange in headcount by {unction
(full-time equivalents)

.- ' Sept. 30,05 'Sept.30,04 o
“Sales and Pre-Sales |, 8 ] e ] 16% |
Marketing . . 86 [ B4 +2% {

_ RaD 374 | euw |
* "support, administration )

and other personnet 776 m + 1%
Professionat Services 1,060 939 +13% l
* Temporary project staff 485 519 -7%

_ Total 2,664 2,445 £ |
- .

New opportunities in SOA environment through
innovation

A major part of Soltware AG's growth is driven Dy
innovative new products and functional expansions.
We considered these aspects in advancing the
portfolios of the twa business lines. The additions
focused on software products that integrate business
applications, accelerate business pracesses, and
support changes in corporate structures, In practice,
these basic market requirements can be met pri-
marily by using solutions based on service-oriented
architectures (SOA). SOA combines existing services
and networks available application building blocks,
resulting in improved productivity and cost benefits
for existing systems. Since SOA fulfills crucial
customer criteria for IT investments, this area offers
particular market opportunities.

New product generation makes ETS product
portfolio more attractive

In the third quarter we announced major enhance-
ments in our product line for mainframe systems:
The data management platiorm Adabas 2006 uses
additional components and functions to optimize
access to information administered in the database
system. Natural 2006, the development and
implementation environment, provides enhance-
ments for integrating Natural applications as well
as comprehensive support for service-otiented
architectures.



These innovations are in response to high customer
demand for modernization solutions with which
legacy systems can be easily adapted to new busi-
ness requirements at low cost, Parts of the new
producl generation are already on the market, in-
cluding the Event Replicator™ for Adabas. We have
generated revenue of €1.5 million in the third
quarter with this product, which has been available
worldwide since July. Additional versions of the
Replicator, which is curtently available for IBM main-
frames, are planned for the start of 2006.

ApplinX enhances position in legacy
modernization

As planned, ApplinX technolegy - acquired from
the takeover of Sabratec Ltd,, tsrael, a1 the start of
the year - increased its market share. The first up-
grades to ApplinX were made after integration into
aur portfolio. ApplinX is now particularly suited for
use in additional legacy systems. ApplinX has further
expanded Software AG's significant pesition in the
market for modernizing mainframe applications
and integrating legacy applications into Web services
or SOA environments.

Casabac Technologies improves integration
competency

Software AG believes in organic growth but also
makes use of acquisitions to expand its regicnal
presence of to gain additional technological capabil-
ities. With this in mind, Soitware AG acquired
Casabac Technologies GmbH as of August 1, 2005.
This company’s Java-based technology is currently
being integrated into our XML Business Integratian
product line. The core research and development
team from Casabac has been assigned to the XML
Business Integration unil to ensuse close and effi-
cient cooperation. At the start of October, the first
joint develepment was introduced - the Composite
Application Integrator (CAt). The CAl acts as a link
between the IT environment and end users in
service-oriented architectures.

Fujitsu and Software AG: joint SOA integration
project

Under the global cooperation with Fujitsu, we
announced the joint project Centrasite in the third
quarter, an offering far managing integrated
business processes in a service-otienled architeclure
(SOA). CentraSite is a pawerful, open and stan-
dards-based SOA repasitary of the next generation,
supporting the entire life cycle and management
of integration components, Web services and other
application components. Intuitive reporting tools
simplify communication between corporate functions
and [T, which is the basis for successfully imple-
menting and operating 50A-based solutions,
CentraSite is available as of October 2005.

SOA integration offers cfucial advantages in practice,
such as lower costs and shorter implementation
phases for integration projects as well as improve-
ments in internal and intef-company coopecation.
In addition, business risks diminish since the effects
of changes can be identified guickly. These advan-
tages make CentraSite an extremely atiractive sofu-
tion.

Partnership with Fujitsu forges ahead

Fujitsu and Software AG will continue to combine
innovative and marketing forces in the future,
CentraSite will be marketed and updated by both
companies, The strategic alliance formed for this
purpose invalves Fujitsu distributing two of
Software AG's integration products: the Enterprise
Service Integrator and the Enterprise Information
Integrator. In return, we will market Fujitsu’s Inter-
stage Business Process Manager (Interstage).




Good prospects for the rest of 2005 and 2006
We are still anticipating net income to increase

4 - 6 percent on a currency-adjusted basis for 2005
as a whole. The licensing business will outperform
sales growth, reaching the upper end of our target
corcidor of 10 - 12 percent. Our maintenance reve-
nues will most likely remain stabile, while Pro-
{essional Services are expected to exceed the prior-
year's revenue by 8 - 10 percent. We anticipate

an operating EBIT margin of 20 - 22 percent. From
a current perspective, this figure should lie at the
upper end of this targel corridor.

Projected sales growth for the Group as a whole

€ mitlions

2004 20605 2006 2007 2008

XML Busingss Integration

B 15 enterprse Transaction Systems

For the coming year, Software AG fs aiming for
revenue growth of 10 percent and an EBIT ratio of
21 - 23 pefcent. XML integration solutions will
continue to drive growth, while new customer
acquisitions promise additional growth potential in
response to increased direct marketing activities,
Software AG will alse benefit from geographical
expansion in emerging markets as well as from the
glabal alliances entered inte this year with partners
such as Fujitsy and SAP

Events after the balance sheet date: Changes in
the Executive Board

Al the end of Cctober, Alfred Pfaff was appainted
to the Executive Board of Software AG. He is
responsible for the Centrat and Eastern Europe/Asia
regien, which CEQ Karl-Heinz Streibich had directed
on a provisional basis. Alfred Plaff joined the
Company on January 1, 2005 and has since then
been in charge of Software AG's German business
as Managing Director of SAG Sysiemhaus GmbH.
Mr. Pfafl previously held the post of Chief Repre-
sentative of 1IBM Dewtschland.

In October, Software AG entered into a strategic
partnership with the danet Group, Weiterstadt,
Germany. The partnership aims to combine danet's
existing solutions and system integration expertise
with Software AG’s comprehensive interface tools
10 form new solutions.



Consolidated income statement for the nine months ended Septembes 30, 2005

IFRS, unaudited

€ thousands }Septembel 30, 2005 |September 30, 2004 Q32005 | - Q3 2004
Licensing 88,256 77,663 29,163 . 25,057
Maintenance 134,786 . 136,900 45,824 45,995
Professional Services 90,027 82,846 28,463 25,222
Other 243 ]

Total revenye

ELNE

Total cost of sales

Gross profit

-33,606

LI HY

! Research and development - 32,460 - 36,948 ~ 10,934 ~ 11,353
1y Sales, marketing and distribution - 75730 - 65414 -25,256 -22,346
T administrative costs | - 33,410 -33,488 | -1,200 | -11,321
{_ operating result W X - —

Income from sale of SAP-S1 shares

| ]

Other income

| 10,509

8,544 |

Other expenses

- 10,898

Earnings before interest,
1axes and amortization

"Amertization

Earnings before interest and taxes

Interest result

Earnings before taxes

ncame taxes,

- 24,145

Other taxes

-1

Consclidated Income

[ Earnings per share (Eure, basic) 1.57 2.27 0.55 0.47
| Earnings per share (Euro, diluted) 1.56 2.27 0.55 0.47
| weighted average shaies cutstanding (basic) i 27,377,853 27,266,752 ] 27,600,055 | 27,266,752
| weighted average shares outstanding (diluted) - 1} 27,561,688 27,266,752 | 27,783,890 | 27,266,752
L .




Consolidated balance sheet as of September 30, 2005

{FRS, unaudited

Assels
! €thoysands . o ) September 30, 2005 | December 31, 2004 " September 30, 2004 }
{  Ccurrent assets i T ) . )
! Cashonhand and bank balantes- .. - - } . iy 136,318 . 89,357 88,145
| Securities. . o B - 16,982 29,695- -« ' 12,102
| Inventories T - 399 | © M5 356
Trade receivables N ) 125,993 | - 109,674 112,400
Other receivables and other assets i - ) 6075 |. 4,015 7043 °
|- Deferred expense ) ) IR 6,059 6,214

5,261
16357, BL261 5

- . Nom current assets | L f o
Intangible assets Lt . | 6,234 | 1,516 . 1308
b Goodwitl ) ! L 187,274 174,591 T 176472 . "
Property, plant and equipment ‘ ‘s ) . 45,628 44274 44,853
1. Financial assets L A o 1 2,343 3,592 1,774 -
.. TrRde receivables ) y ) - 7,881 14,648 13,720 4
. - Deferred taxes . » - v, 1 30,080 36,465
-t

AR

i €thousands e

Equty and tabiies I

September 30, 2005

Decembef 31, 2004 - September 30, 2004

+ Current liabilitles T T . R M .
- Current financial fiabifities .~ - . R 2,586 . 3,349 3,7'57,"
|- Trede payabies I . 21,263 792 0 17,508
b, Other coment liabilities * _ . 29,853 751 I 18291 .t
! Curent provisions S . i : - i 25,295 . - 33,257 <, 33,269
s Tax provisions - S i .. 18,566 | * 14291 12,366
Deferred-income oo T e - 58,389
Non-current Hlabilities L. v . . .- -
}  Non-current finandial liabilities- ~ A - 2,336 © 3,490 3,887
i.  Trade payables * A I 84 0 ; v 0
[ Other non-current Habilities ot g 580 299 . 396 .
provisionfarpenston ~ _ . ¢ - S . " s 22,624 . 22,149 20,748
1 .Non-corrent provisions.* " K o 828 906 co g5
| . Deferred taxes - | - S - - 13376 1. - 12,443 11,944
|~ Deferred income R A 5012 | 6,830
- 2 - e SRS A
| Equity - - , e 1 .
" Share capital * . P . 83,800 | - 81,800 81,800
_ Capital reserve ! ey . 16,946 . 32, a3
Retained earnings = ; - & - N . 10,707 1 154032 - . 156,454
consolidated income o tetae T 42,959 77,125 ~ 61,90
{  currency translation différendes .~ o, R -19,07% - 41,574 -26,870
| * Otherréserves - L - v -] 14,897 - 51,847 ¢ 39,328
}  Minority interest B L sl I i . 2400 - . 126




Statement of cash flews for the nine months ended September 30, 2005

ITRS, unaudited

€thousands September 30, 2005 |September 30, 2004 Q3 2005 Q3 2004
Incorne after 1axes . 42,559 61,901 } 15,248 © 12,741
Income 1axes ) | 27,340 24,146, 8,980 8,778
Interess result . o . T - 4,079 ) ~2,345 -1,544 — 845
Depreciation . ‘ 5670 | . 6,784 1,686 2,253
Income from sale of SAP Si-shares. - . 0 L -24538 0 . 0
Income from sale of assets A | 63 ]

Cash generated from operations

Changes in inventories, receivables .
and other Current assets - 9,624 ' -1,073 -9,353 11,770
I . Changes in payables and other liabilitie$ -1,562 -34,012 2,305 -22,317
! Income taxes paid ‘ N . -16,776 - 17,637 -9,078 -10,861
1 Interest paid h - 1,673 - 693 -116 -174
Interest received ; 5523 1,608

Net cash used In/provided by operating activities

Cash received from the sale of tangible/Intangible assets i 162 72
Investments in tangible fintangible assets § - 6,566 -3,480
Cash received from the sale of financial assets i 3,350 26,273
Investments in financial assets - 4,138 =346
+  Investments in consalidated companies o - 8,897 0
' Net cash used in/provided by investing activities Y, 22019
Cash proceeds frem ssuing shares ] 18,814 | 0 ) 18,814 | 0
1. ’ : . .
i - Dividend payments R - 20,450 2 ] o] 0
_Repayment of loans from acquisitions ) i
{. and other finance liabitities T -1,397 ~2,308 | -572 - 811

Net tash osed in/provided by financing activities i

3

o, 10

thange in cash funds from cash relevant transactions

AdJustment from currency translation *

Net change in cash and cash equivalents

SRR 2,308

Cash and tash equivalents at the beginning of the period

| 119,052

128,835 |

tash and cash equivalents at the beginning of the péricd




Segment repodt for the nine manths ended September 30, 2005

IFRS, unaudited
i €thousands ! North . Southern  Central and Total Development ' Total |
America, and Eastern Reglon Central Group
Horthern Western Europe/ function l
' Europe Europe Asia Consalidation
Licenses H 41,490 22,041 24,890 88,421 - 165
Maintenance . o 73,545 24,388 3T 135,146 - 360 I
. Professional Services o 17,333 50,241 23,724 91,258 - 1,271
Other i . 292 512 181 985 405
Total revenue | 132,661 97,182 86,007 315,850 -1,3Nn
i EBITA C 43,327 6,397 14,312 64,036 3,492

Interest sesylt
Profit before taxes

Taxes .
i Netincome
{ .
i Total revenue proportion per region in % - 42.0 30.8 27.2 100.0
| .
| Produdt revenve i 1 115,036 46,429 62,102 223,567
Praportion per region in % ’ | 51.4 20.8 27.8 100.0

. .1 _—_—— .. — e —— e e e e . ————————————— e et o

segment report {or the rine menths ended September 30, 2004

IFRS, unaudited

" [ €thousands = . : North Southern * Central and Total Development - .  Total
' R ) ’ . America, and Eastern Region “central . Group
i ) : e ~ ~ Nosthern’ western Europe/ " function o
v < Lo, N Europe Furope Asia Consolidation i
| Licenses - I - 35,398 19,761 - 22,673 . 71,332 -169 TR
i Maintenance - | ) : "L 75817 23,097 - 38462 137,176
. Professional Services T ) 15,644 47,977 19,502 83,123
f Other N 3n 365 110 346
i Total revenue ' - 127,230 91,200 " 80,747 299,177
] - _

EBITA {operating) . R 36,668 - 6,138 13,805 56,511

Income from safe of SAP 31° ' T . : ' 24,539

EBITA (as reported in P&L) . 36,668 6,138 13,805 56,511 28,311

interest result C B

Profit befose taxes

Taxes

Net income +
] . .
}  Total revenue proportion per region in % 42.5 30.5 270 100.0

Product revenue 111,215 42,858 61,135 215,208

Propotiion per region in % . 51.7 19.9 284 1000

. L_ _ ' .



Segment report §3 2005
IFRS, unaudited

. €thousands Nerth Southern  central and Tatal  Development
america, and, Eastern Region Central
| Northern Western Euiope/ function
! Europé Europe Asla Consolidation
| ticenses 13,013 6,783 9,411 29,207 - 44
| maintenance 24,808 8,141 12,992 45,941 - 117
Professional Services 5,530 15,313 8,172 29,015 - 552
Other | 83 32 27 142 101
Total revenue | 43,434 30,269 30,602 104,305 - 612
|
EBITA 14,133 1,636 6,238 22,607 1,080
interest result
i profit before taxes
Taxes
Net income
i ) — .
{  Total revenue proportion per fegion in % | 41.6 25.0 29.4 100.0
P . }
Product revenue | 37,821 14,924 22,403 75,148
L 50.3 1599 29.8 100.0

Propartion per region in S

i
.

Segmen report Q3 2004
IFRS, unaudited

100.0

€ thousands North Southern  Central and Total Development -
' Ameiica, and “Eastern Region Central

* Northefn Western 'tﬁropé/ f_unctlon"
. Furope " Europe ° Asia consolidation

licenses 10770, 6292 8,056 25,118 - 61

Maintenance 25,722 7,847 12,611 46180 -185

Prafessional Services " 4,501 © 13,969 6,514 25384 ~-162

Other ) 40 150 57 247 114

Total revenue 41,433 . 28,258 - 27,238 96,929 ~294

EBITA 12,146 - 403 5,002 16,745 4,288

interest resuli

Profit before taxes

| taxes

Net income

Total revenue propartion per region in % 427 29.2 28.1 100.0

Product revenue 36,452 14,139 20,667 71.298

Proportion per region In % 51.2 19.8 29.0




statement of changes in equity for the nine months ended $eptember 30, 2005
1FRS, unaudited

370,474

27,933,357

4.

.
N i

; € thousands _Shares Capital Retained  Consclidated Currency Other Minority Total
! Numbes Share reserve earmings income translation reserves interest
{ capital ‘ differences
[ Equity a5 of
January 01, 2005 27,266,752 1,800 132 231,157 0 -41,574 51,847 240 373,602
Cash proceeds from
isswing shares 666,605 2,000 16,664 18,664
Personnel expenses . . .-
Stack Options (IFRS 2) ) - 150 - - 150
Consolidated income ’ o .
! of the period o B . 42,959 42,959
| Dividend payment . . . -20,450 - 20,450
| Currency translation ) .. .
' gifferences ’ 22,499 2499 1|
| Netgains from the fair value
. wvaluation of securities not ? ¢
recognized in tncome statement -1,207 -0
! Net gains from the fair value !
| valuation of loans with ] 1
* group members not recognized i
! inincome statement -15,743 -15,743 | |
l Equity as of o
| Seplember 30,2005 83,800 16,946 210,707 42,959 - 19,075 34,897 240
l - -

statement of changes in equity for the nine menths ended September 39, 2004

IFRS, unaudited

Capital
reserve

Shares
Number Share
. rapital

€ thousands

Retained
earnings

Other
reserves

Consolidated
inome

Currency
translation
differences

Minerity
interest

Total

Equity as of

January 01, 2004 27,266,752 1,800 Y

0  ~-3234a0 63,149

126

269,321

Consolidated income
of the period

156,454

61,501

61,901

Currency translation
differences

5,470 |

Net galns from the fair value -
valuation of securities nat '
recegnized in intome $taterment

5,470 S

-18,112

-18112 )

Net gains from the falr value B .
valuation of loans with

group members not recognized

in income statement

- 5,709

- 5,709

Equity as of

September 30, 2004 27,266,752 81,800 132

156,454

61,901 - 26,870 39,328

126

312,871 t

—d




Accounting Policies

Basis of presentation

Software AG’s consolidated financial statements are
prepared in accordance with the International
Financial Reperting Standards (IFRS) as promulgated
by the International Accounting Standards Board
{IASB). The IAS/IFRSs applicable as of December 31,
2004 were observed, as were the corresponding
interpretations of the International Financial Report-
ing Interpretations Committee (IFRIC - formerly SIC).
The same accounting policies have been applied

in these interim financial statements as in the 2004
financial statements. Therefare, the accounting
policies are not explained in detail in these quarterly
financial stalements. These quarterly financial
staterments have been prepared in accordance with
IAS 34, Interim Financial Statements,

The consolidaled financial statements of Software AG
are expressed in thousands of euros unless other-
wise stated.

Changes in Consolidated Group
The lollowing changes in the consolidated group
have accutred since December 31, 2004:

1.) The two campanies of the Sabratec Group
acquired in the first quarter of 2005, Software AG
Israel (formeriy Sabratec Lid., Israel) and its
subsidiary, Sabratec Technologies, inc., USA, were
initially consolidated as of the closing date of
the purchase agreement (February 3, 2005).
The fixed purchase price including ancillary costs
for 100 percent of the shares was €6,159 thou-
sand. In addition, the purchase price includes
a variable portion based on future sales. At the
time of acquisition, these companies had a
consolidated equity of €1,213 thousand, and
in fiscal year 2004 generated revenues of
€2,185 thousand.

2.} Software AG Latingamerica 5.A., which was cre-
ated on May 27, 2005 as a subsidiary of SAG
Spain with a share capital of £50 thousand, was
initially consolidated as of the date of founda-
tion of the company.

3.) On June 29, 2005 {closing date), the Company
acguired the six companies of the APS Group in
Central and South America, Two of these com-
panies are located in Venezuela (SAG Venezuela,
formerly Analisis Programacién y Software, LA,
{(APS) and A. Zancani & Asociados, C.A. (AZA}),
two in Panama (SAG Panama, formerly Solu-
ciones de Integracidn de Negocios, S.A. (SINSA))
and its subsidiary, Soluciones de Inlegracion
Movil, S.A. (SINSA MOVIL), and one company
each in Costa Rica (another subsidiary of SINSA:
SAG Costa Rica, formerly Soluciones de Inte-
gracidn Movil, 5.A. (SINSA Costa Rica)} and in
Puerto Rica (SAG PTO. RICO, formerly XML Part-
ners, Inc. {XML}). These companies were initially
consolidated as of the closing date. The fixed
purchase price including ancillary costs fos 10¢
percent of the shares will amount to a maxi-
mum of €4,126 thousand, depending on 2005
revenues. In addition, the purchase price contains
a variable portion based on future sates and
earnings. At the time of acguisition, Lhese com-
panies had a censolidated equity of minys
€422 thousand and in fiscal year 2004 generated
revenues of USD 4,415 thousand (€3,551 thou-
sand).

4.) With effect from August 1, 2005, Software AG
acquired Casabac Technologies GmbH in
Bammental near Heidelberg, Germany, includ-
ing its U.S. subsidiary, Casabac Technologies,

Inc. These companies were initially consolidated
3s of the closing date {August 1, 2005).

The fixed purchase price including ancillary costs
for 100 percent of the shares was €1,531 thou-
sand. In addition, the purchase price includes

a variable porlion based on future sales. At the




time of acquisition, these companies had a
consolidated equity of €104.5 thousand and
in fiscal year 2004 generated revenues of
€270 thousand,

A new Russian subsidiary was established as of
Auqust 3, 2005 with capital of €50 thousand.
Software AG - as the parent company - holds
100 percent of the shares in this subsidiary.

There were no other changes in the consolidated
group compared to December 37, 2004.

Earnings per share

Earnings per share were calculated by dividing net
income for the pericd attributable g shareholders
by the weighted average number of shares out-
standing during the reporting pericd and have been
presented accordingly. Software AG has only issued
comman shares. In the third quarter, the weighted
average number of shares ameounted to 27,600,055.
In the first nine months of 2005, the weighted
average number of shares amounted to 27,377,853.

Since atl three criteria for exercising options as set
out in the first stock option plan for members of
the Executive Board, officers and other employees
were met in the course of the second quarter 2005,
666,605 stock options were exercised during the
third quarter. The exeircising criteria for another
183,835 options were also met. These options may
therefore be exercised in the fourth quarter of
2005 and in the first half of 2006, provided the share
price at the time the cptions are exercised is at
least €30 and the return on sales for fiscal 2005
reaches at least 10 percent. The diluted earnings
per share were caiculated for these potential shares
using the treasury stock method and presented for
the reporting period. Diluted earnings per share
waerte talculated by dividing net income for the
period attributable to shareholders by the number
of shares in issue and the exercisable stock options.

Financial Position

Goodwil|

The acquisition of the Software AG USA Group as of
February 1, 2001 resulled in geodwill of £174,591
thousand; the acquisition of the two Sabratec
companies in Israel and in the USA on February 3,
2005 resulted in goodwill of €6,589 thousand;

the acquisition of the APS Group o june 29, 2005
resulted in goodwill of €3,578 thousand; and the
acquisition of Casabac Technologies GmbH, Bam-
mental near Heidelberg, including its U.S. subsidiary
resulted in goodwill of €2,116 thousand. Goodwill
related to the Scftware AG USA Group had been
tully amorlized over len years by December 31,
2002 in accordance with the HGB accounting regu-
lations applicable at that time.

Shareholders’ equity

The change in shareholder’s equiiy is shown in the
Staternent of Changes in Equity as of Seplember 30,
2005.

1. Conditional capital
The following conditional capital existed as of
September 30, 2005:

1.) Up to €2,785 thousand divided into a maximum
of 928,288 bearer shares, reserved to caver
subscription rights under the first stock option
plan (Management (ncentive Plan | (MIP 1)}
for members of the Executive Board and officers
in the Group. The requirements of this program
and the status of allocations and exercising
options are presented under olher disclosures/
stock-based compensation programs.

On August 18, 2005, as a result of the options
being exercised by officers and former members
of the Executive Board during the third quasier
2005, the Executive Board partiaily made use of
the authorization to service the options granted
under the first stock option plan in the amount
of €572 thousand divided inta 190,674 bearer
shares.




2.} Up lo €3,000,000 divided into a maximum of
1,000,000 bearer shares to provide for subscrip-
tion rights under the seccnd stock option plan
(Management Incentive Plan II, MiP 11) for mem-
bers of the Executive Board and officers of the
Software AG Group. The requirernents of this
program and the status of allocations and exer-
cising options are presented under other disclo-
sures/stock-based compensation pragrams,

The Executive Board did not made use of the
authorization to service the options granted
under the second stock optien plan prior to
September 30, 2005.

3.} Up to £33,000,000 divided into a maximum of
11,000,000 bearer shares, each with a propor-
tional share in the capital stock of €3, for the
purpose of granting option rights and agreeing
on option obligations arising from bonds with
walrants of granting conversion rights and
agreeing on conversion abligations to bearers
of convertible bonds in a total nominal amount
of up o €500,000,000 and a term not exceed-
ing 15 years in accordance with the terms and
conditions of the bonds, as resolved at the
Annual Shareholders’ Meeting on May 13, 2005.
Pursuant to this authorization, the Executive
Board may, with the consent of the Supervisary
Board, resolve until May 12, 2010 that the
rights presented may be issued by Software AG
or a directly or indirectly held wholly-gwned
affiliate of Software AG.

in this respect, the shareholders are to be granted
subscription rights except in the foltowing cases:

e The Executive Board is authorized to exclude
fractional amounts from the shareholders’
subscription rights.

a Subject to the consent of the Supervisory
Boara, the Executive Board is authorized to
exclude the shareholders’ subscription rights
in full provided it has come to the conclusion
that the issue price of the bonds with war-

rants or convertible bonds is not significantly
lower than their hypothetical market value
arrived at by using accepted metheds, in par-
ticular financial calculation methods, after
having conducted a review in accordance with
its professionat duties. However, this authori-
zation ta exclude subscription rights only
applies to bonds with warrants and convert-
ible bonds with option or conversion rights
or with share-related option or cenversicn
obligations at a proportienal amount of the
registered share capital nol lo exceed

€8,180 thousand, or 10 percent of the regis-
tered share capital in existence at the time
the authorization is acted upcn.

The Executive Board did not make use of this
authorization prior to September 30, 2005,

2. Authorized capital

As of September 30, 2005, the Executive Board is
also authorized, with the consent of the Supervisory
8oard, to increase the Company’s registered share
capital on one or more occasions on or before April
27, 2006 by up to a total of €36,561 thousand by
issuing up to 12,187,105 new bearer shares against
cash centributions and/or contributions in kind
{authorized capital). in this respect, the shareholders
are 10 be granted subscription rights except in the
following cases:

a The Executive Board is authorized 10 exclude
fractionat amcunts from the shareholders’
subscription rights.

a Subject to 1he consent of the Supervisory Board,
the Executive Board is further authorized to
exclude subscription rights for capital increases
against contributions in kind for the purpose
of acquiring equity investments ar companies
in part or in whole.

« Subject to the consent af the Supervisory Board,
the Executive Board is also autharized to exclude
subscription rights for capital in¢creasas against
cash contributions if the capital in¢reases



resolved on the basis of this authorization do
net, in total, exceed 10 percent of the registered
share capital at the time the authorization is
first acted upon and if the issue price is not sig-
nificantly lower than the stock market price.

a Finally, the Executive Board is authorized,
with the consent of the Supervisory Board, to
exclude subscription rights for a nominal
amaunt not to exceed €5,076 thousand in total
for the purpose of offering the new shares to
the employees of the Company and its affiliated
companies as defined in §% 15 et seq. of the
German Stock Corporation Act (AKIG) as part of
an employee stock ownership plan. The new
shares may also be transferred to a bank, pro-
vided they will be held exclusively for the
purpose of acquisition by entitled employees
in accordance with the Company’s instructions.

As a resutl of the options being exercised by em-
playees of the Company during the third quarter
2005, the Executive Board on August 18, 2005 made
partial use of such authorization in the amount of
£1,428 thousand divided inlo 475,931 bearer shares.

3. Acquisition of own shares

Pursuant to the resolution adopted at the Aanual
Shareholders’ Meeting on May 13, 2005, the
Company is authorized to purchase on or before
November 12, 2006 Company shares having a
proportional interest in the registered share capital
of up to a total of €8,180 thousand. The Company
shares may be purchased on the stock market

or through a public purchase offer directed to all
shareholders of the Company. If the shares are
purchased on the stock market, the consideration
for puschase of the shares may not be more than
10 percent higher or lower than the average listed
price on lhe Frankiurt Stock Exchange over the
five trading days prior lo the purchase. If the shares
are purchased via a public purchase oifer, the
consideration for the purchases of the shares may
be more than 20 percent higher of lower than

the average listed price on the Frankfurt Stock
Exchange from the fifth {o ninth trading day prior
to publication of the offer. The offer may stipufate

a preferential acceptance of a smaller number
of shares of up to 100 units per shareholder.

The Executive Board is authorized, subject to the
Supervisory Board's consent, to take the following
action in relation to the own shares acquired:

e The Executive Board may sell the Company’s
own shares in 3 manner other than via the
stock market or by means of a public offer to
all shareholders. This autharization is limited
10 shares with a proportional interest in the
registerad share capital not exceeding a total
of €8,180 thousand.

» The Executive Board is further authorized, subject
to the exclusion of the shareholders’ subscription
rights, io sell the shares io third parties, provided
such sale takes place for the purpose of acquir-
ing companies in part of in whole and/or equity
investments.

» The Executive Board may offer the <haces for
purchase by the members of the Executive
Board and officers of the Company and affiliated
companies as part of the second stock option
plan for members of the Executive Board and
officers of the Company.

w» In compliance with the terms and conditiens
of the bonds, the Executive Board may deliver
the shares to the holders of wariants ar con-
vertible bonds issued by the Company or by a
wholly-owned direct or indirect subsidiary of
the Company.

a |0 the event of a sale of acquired own shares
by way of an offering to all shareholders, the
Executive Board will be authorized to grant the
helders of the warrants and converlible bonds
issued by the Company or by a wholiy-owned
direct or indirect subsidiary of the Company
a subscription right to the shares equivalent to
that 1o which the warrant or bondholders
would be entitled after exercising the option
or conversion rights or after the performance
of the aption or conversion obligation.



e The Executive Board may redeem the own
shares acquired in whole or in part without any

additional reselution by the Annual Shareholders
Meeting.

The authorization 1o purchase or use the Company’s
own shares may be exercised either in whaole or in
part (and in the latter case, more than once). The
Company’s own shares may be purchased for one
or more of the aforementioned purposes.

The Executive Board did not made use of its author-
ization to acquire own shares prior to September 30,
2005,

4, Dividend payment

Pursuant to the proposa! of the Executive Board
and the Supervisory Board, the Annual Shareholders’
Meeting resolved on May 13, 2005 to appropriate
€20,450 thousand of the ynappropriated profit

of €62,955 thousand for 2004 of Scftware AG, the
parent company of the group, for the payment of
dividends - corresponding 1o a dividend of €0.75
per share - and to carry forward €42,505 thousand
of such amount.

Other disclosures

Seasonal influences

Revenues and pre-tax earnings adjusted for one-
time effects were distributed over the previous
year's quarters as follows:

. Q12004 G2 2004 Q3 2004 Q42004 | 2004 |

Revenue In € thousands 95,720 106,256 96,635 112,760 | 411,371 | I
) in % of annual revenue " 233 25.8 23.5 274 | 1000 |
Operating earnings befare tax in € thousands 15,782 " 25,608 21,878 24,462 1 87,191 |
- in % of net income for the year 18.1 28.8 . 25.1 286 | 100.0 |

The distribution of revenues was similarly structured
in previous years, primarily due to the purchasing
behavior of our customers. The first Lhree quarters
2005 were characterized by a similar trend as in
the previous year. Restructuring measures during
the first quarter 2004 led to considerable cost sav-
ings and to a correspending increase in pre-tax
earnings. Pre-tax earnings for the second quarter of
2004 included €24,539 thousand of extraordinary
incorne resulting from the sale of SAP Sl shares
which were not included in operating earnings
before tax. It is not likely that similar extraordinary
income will be realized in the future.



Contingent liabilities

As of September 30, 2005, no provisions were
recognized for the following contingent liabilities,
expressed at nominal values, since it appeared
uniikely that claims would be asserted:

- - o "€ thousands ..~
" Guarantees 729"
" Gther ] S
Total s

Stock option plans

Software AG has different siock option plans for
members of the Executive Board, officers and other
Group employees. This resulted in personnel
expenses of €150 thousand in the third quarter 2005
due to the transition regulations set out in IFRS 2.

1. Stock option plan for members of the
Executive Board, officers and other employees
As of September 30, 2005, a total of 30,323 sub-
seription rights had been issued to officers. The
current members of the Executive Board did not hold
any options from his program. The number of
options decreased by 190,674 compared to Decem-
ber 31, 2004 as a resuli of the options exercised

by officers and former members of the Executive
Board during the third quarter 2005.

in addition, 153,512 subscription rights were granted
to the other employees of the Software AG Group
as of September 30, 2005. Compared to December
31, 2004, the number of subscription rights of

the other employees as of Seplember 30, 2005
decreased by 328,293 due to employee {luctuation
and by 475,931 due to the options exercised during
lhe third quarter 2005.

The optians have a term of seven years from the
time of issue. They may be exercised on a quartesly
basis afler publication of the annual results, the
semi-annual results of the quarterly results. In addi-
tion, the options may only be exercised during

their term, which commences after a 24-month
waiting period foltowing the Company’s IPO.

When exercising an cpticn, the subscription price
per share is €28.12. In order for the options to be
exercised, the following three conditions must be
met:

(1) The Group's profit from ordinary activities as
reported under the German Cormercial Code
{HGB) must have increased by a total of 30 per-
cent in the years from 1997 to 19%99.

{2) The Group's profit frem ordinary activities
muyst be equivalent to at least 10 percent of
revenue in the year prior 1o exercise of the
oplion.

(3) The share price myst exceed the minimum
price of €30 per share at the time the option
is exercised.

The first condition was fulfilled based on the results
achieved in the years from 1997 to 1999, The
return on sales of 27 percent in fiscal 2004 fulfilled
the second crieteria. The third condition was also
met based on the excellent performance of
Software AG's shares in fiscal year 2005.

As a result, 850,440 stock options were exercisable
in the third quarter 2005, 666,605 of which were
exercised at an average share price of €37.00. The
femaining 183,853 options may be exeicised until
July 31, 2008.

This stock eption program led to personnel expenses
of €150 thousand in the third quarter of 2005. The
150,267 stock options granted aiter Novermnber 7,
2002 were measured in accordance with the transi-
tion regulations set out in IFRS 2.53, recognized as
perscnnel expenses of €150 thousand and taken to
the capilal reserve. The remaining 700,173 slock
options were issued prior lo November 7, 2002 and
were not measured in accordance with IFRS 2.53.

The underlying average market value of the options
was determined to be €3.28 per stock option
calculated on Lhe basis of the Black-Scholes model.



The calculation was based on the following param-
eters:

‘ Expected avesage terms until i
exercise of the opticns (in years)’ S 28

| Risk-free interest rate in % ) B
Expected volatility for three years. '

! 3s of the valuation date % T 50

| Expected dividend yleld inw  * . C 3

weighted average share price
upon exeicise in €
Exercise price in €

1684
2812

for the purpose of calculating the average term
until the exercise of the aptions, it has been
assumed that the options might be exercised early
based on experience with previousty exercised
options. This calculation takes into account the
previous average holding periods of the employee
options after the date as of which they could be
exercised as well as expected future share price
development.

The expected volatility was calculated as the average
three-year volalility of Software AG's shares as of
the dates the cptions were granted.

No additional parameters were used for the calcu-
lation of fair value other than the market conditions
described abave.

2. Stock option plan for Executive Board
members and officers

As of September 30, 2005, a total of 163,375 sub-
scription rights had been issued to Execulive Board
members, and 684,800 subscription rights had been
issued to officers; these subscription rights may
not, however, be exercised prior to September 30,
2005. In the first three quarters of 2005, a total of
140,775 subscription rights were issued 1a officers.
A total of 22,000 stock options were withdrawn
during the first three quarters 2005 (10,000 thereof
in the third quarter 2005). Based on the new com-
pensation rmodel, which took effect on January 1,
2005, no further subscription rights were issued.

The subscription price per share upon exercise of
the option corresponds to the average price in the
XETRA closing auction over the last five trading
days on the Frankfurt Stock Exchange prior to the
date of the offer to grant the subscription rights,

in order for the cptions to be exercised, the follow-
ing two conditions must be met:

(1) In the fiscal year preceding exercise of the
options, the Group's revenue must have
increased by at least 10 percent over the
previous year.

{2) The Group's profit from ordinary activities
must be equivalent o at least 10 percent of
the revenue in the year prior to exeicise of
the option.

Terms, waiting periods and exeicise intervals corre-
spond to the conditions of the fitst stock option
olan.

No stock options could be exercised in the first
three quarters of 2005 given that the critesia for the
second stock cption plan were not met. [t is also
unlikely that options under this stock option pfan
will be exercisable in the near future. Therefore,
the options were measured at €0.00 per option in
accordance with IFRS 2.

Other financial commitments

The Company has rent and lease agreements for
buildings, land, computer and telephone equipment
as well as vehicles. The obligatians under these
contracts for the remaining non-cancelable terms
up to the end of fiscal year 2005 amount to

£€3,976 thousand. Obligations of €35,828 thousand
exist for the period up to the end of fiscal year
2010 and obligations of €15,526 thousand for the
period after fiscal year 2010, The lease agreements
are operating leases as defined under 1AS 17.



Notes on significant business events

1. Payments related to restructuring

A total of €3,300 thousand was paid out for restrug-
turing measures in the first three quarters of 2005,
£0 of which related to the third quarier. This amount
was included in the restructuring provisions of
€30,682 thousand recognized for this purpose in
fiscal year 2003.

2. Software AG Inc. and Software AG./

U.S. software company

Software AG Inc. and Software AG filed a complaint
against a U.S. software company in July 2003
seeking damages and a permanent injunction for

a violation of a patent granted to Software AG in
1994 after out-of-court nagotiations had failed. In
November 2004, the defendant cormnpany in turn
filed a complaint alleging a patent viclation before
the U.S. District Court of Alexandria. The ase was
settled in April 2005. The claims of both parties
under the alleged patent infringements were offset
against each other. This settlement did not adversely
impact income of Seftware AG.

3. ticensing of non-exciusive source code rights
In the third quarter of 2005, Software AG granted a
customer a noa-exclusive source code right related
to one of its products, The Company generates
licensing revenue of €3.3 million on the basis of
this agreement.

4. Acquisition of Sabratec Ltd. Israel
Components of purchase price: Software AG
acquired 100 percent cf the shares in Soflware AG
Israel {fosmerly Sabratec Ltd,, 1srael} and its sub-
sidiary Sabratec Technologies, inc., USA, effective
as of February 3, 2005, The fixed purchase price
including ancillary costs for 100 percent of the
shares was €6,159 thousand. In addition, the pur-
chase price includes a variable portion based on
future sales. In initial consolidation, this variable
portion was estimated at €2,803 thousand. Ancillary
costs reflected fees paid for legal and tax advice

as well as auditing fees. The first fix purchase price
payment in the amount of €5,720 thousand was
made at the time of acquisition. A furthes instaliment
amounting to €245 thousand was made on June 2,
2005. Based on a preliminary calculation revised

in the third quarter, the purchase price was paid for
the balance of the following assets/liabilities:

Assels/tiabilities

€ thousands, , Market value Carrying amount *
Y v . before acquisition
] 7 Uquid funds . . . 4342 342
| Trade receivables and other current.assets < 1,120 1,120
intangible assets - software ’ . . o ¢ 2,029 [
intangible assets - customer base ’ o E ‘ : 533 0
Gopdwill - R - i 6,209 0
Property, plant and equipment ) 1 52 52
Financial assets i} } - 3 3
Deferred tax assets * o oL 519 519
Trade payables and other curren! liabilities - 182 -182
.. Non-current fiabilities . : . - 616 - 616
| .Deferved tax libilities ) i ~1,022 0
| Deferred income : - - R : Yot -48 -48 " -
| “Difference from.currency translation . N C -7 -17 .
| . "Purchase price (fixed portion) . R 6,159 '
Purchase price (estimated variable poition based an future sales) 2,803
_Total purchase price ’ B ) 8,962 - .
Carrying amount of the assets acquired 1,213+ .
l - . 17, +




Goodwill; Since Sabratec has an excellent reputation
in the market for integration technology and it was
possible to retain the company's excellent software
development team following the acquisition, it was
necessary o recognize goodwill. There was no
evidence of other factors contributing to goodwill.

Contribution to earnings since the date of
acquisition (February 3, 2005): Since the date
of acquisition, the acquire¢ company, Software AG
Israel, has contributed €217 thousand to the
Software AG Group's earnings for the first three
quarters of 2005.

Preliminary initial consolidation pursuant to
IFRS 3.62: As a result of the close proxirnity in lime
between the date of acquisition (February 3, 2005)
and the balance sheet date of the quarterly financial
statements {March 31, 2005), it was not possible
to complete the necessary measurements for initial
consalidation. Therefore, the initial consolidation

of Software AG Israel was performed on the basis
of preliminarily determined carrying amaunts. n
the third quarter of 2005, the amounts so deter-
mined were revised, resulting in deviations from
the amounts stated in the report for the first quarter
of 2005.

The fallowing items were subject o deviation:

€thousands - . . o Previously reported Revised : . Deviatign *E
A .. famrying amounts _€arrying amounts )

f-» Hems i ) : - B -

1 Goodwilt . i o 3,250 6,209 oL 2,959
Software . R LT . 190, , ° 2,029 o129
Customerbase” . . - 1 ¢ ‘500 533 33
Deferred tax fiabilities> - *' ©-958 . -1023 - 65
Purchase price 5509 - T 8,962 3,053
. - * B - -

The deviations resulted primarily from sales of
producis of the acquired company which exceeded
initial expectations. Therefore, the carrying
amounts for the sales-dependent portion of the
purchase price were increased.

Contribution to sates and earnings in initial
consolidation on January 1, 2005: Software AG
Group revenues afising from sales of Sabratec
products are prirnarily reported in the financial
statements of the sales companies. The relevant
share of these sales reported by Software AG
Istael {previously Sabratec Ltd., Israel} amounted
to €746 thousand in the first three quarters of
2005. In the same period, Software AG Istael
achieved pre-lax earnings of €217 thousand.




Expenses in connection with the atquisition of
Software AG tsrael: The software products ApplinX
and Guidance, which were capitalized in connection
with the acquisition of Software AG Israel, are
amortized over a period of five years, leading to
amortization expenses of €271 thousand in the first
three quarters 2005. Expenses resulting from the
amaortization of the acquired customer base over a
period of five years came to €71 thousand in the
first three quarters 2005. The deferred tax liabilities
relaled to the accounting treatment of the software
and the customer base are being reversed in line
with the amortization petiod of five years. This has
resulted in deferred tax assets of €136 thousand
for the first three quarters 2045. No income or
expense from the consolidation other than that
described was incurred, nor is any such income

or expense anticipated for the future.

5. Acquisition of the APS Group

On June 29, 2005 (closing date), the Company
acquired the six companies of the APS Group in Cen-
tral and South America. Two of these companies
are lacaled in Venezuela (SAG Venezuela, formerly

An3lisis Programacién y Soitware, C.A. (APS) and
A, Zancani & Asociados, CA. {(AZA)), two in Panama
{SAG Panama, formerly Soluciones de integracién
de Negocios, S.A. (SINSA) and its subsidiary, Solu-
ciones de Integracion Movil, S.A. (SINSA MOVIL}},
and one company each in Costa Rica (another sub-
sidiary of SINSA, SAG Costa Rica, formerly Soluciones
de Integracion Movil, S.A. {SINSA Costa Rica)} and
in Puerte Rico (SAG PTO.RICO, formerly XML Partners,
Inc, {(XMLY).

Compenents of purchase price: The fixed puichase
price including ancillary costs for 100 percent of the
shares will amount to 3 maximum of €4,126 thou-
sand, depending on 2005 revenues. In addition, the
purchase price contains a variable portion based on
future sales and earnings. In initial consohdation, this
portion was estimated at €500 thousand. The first
purchase price paymernt in the amount of €2,187
thousand was made at the time of acquisition.

Based on a preliminary calculation, the purchase
price was paid for the balance of the following
assets/liabilities:

Assels/iabilities ,

€ thousands’ Market value Carrying amount |
: before acquisition
Liquid funds §29 829
Other securities 119 119
Trade receivables and other current assets 1,707 1,707
Intangible assets - customer base - - 1,780 0
{  Goodwill 3,978 0
[ Propeny, plant and equipment 343 343
Deferred tax assets ' 4 C 4
_ Trade payables and other current liabilities T «3,176 -3,176
{  Financial liabilities - 147 -147
Deferred tax liabilities -no ]
Deferred income - 50 ~60 !
Difference from currency trznslation - 41 - 41 |
i Purchase price {fixed portion} , 4,126 :
Purchase price (estimated variable portion based on future sales and eamings) 500
Total purchase price 4,626 '
Carrying amoeunt of the assets acquired -422
i




Goodwilk: It was necessary to recognize goodwill
due to the good market positions of these compa-
nies and the possibility of leveraging these positions
to penetrate new market segrnents.

Customer base: It was necessary to recognize the
customer base in initial consolidation since these
established sales companies have distributed
Software AG's products in South and Central America
for more than 25 years and have mare than 50 key
accounts in the financial services, production, oil
and mining industries as well as in the public sector.

Contribution to earnings since the date of
acquisition (june 29, 2005): The companies
acquired by the APS Group have contributed €2,437
thousand to Software AG Group’s earnings since
the date of acquisition.

Preliminary initial consalidation pursuant to
IFRS 3.62: As a result of the close proximity in time
between the date of acquisitien {June 29, 2005)
and the balance sheet date of the quarterly financial
statements (September 30, 2005), it was not
possible to complele the necessary measurements
of the items for the initia! consolidation of the

APS Group. Therefore, the initial consolidation was
performed on the basis of preliminarily determined
carrying amounts,

Cantribution to sales and earnings in initial
consolidation on January 1, 2005: If the APS
Group had been part of the Software AG Group
since January 1, 2005, it would have contributed
€7,365 thousand to Group sales and €3,937 thou-
sand to the Group's net income for the first three
quarters 2005,

Expenses in connection with the acquisition of
the APS Group: The customer base capilalized

in connection with the acguisition of the APS Group
will be amartized over a period of five years. In
the third quarter of 2005, expenses relaled to the
amortization of the customer base came to €89
thousand. The deferred tax liabilities resulting from
the accounting treatment of the customer base
are being reversed in line with the amortization
periad of five years. This has resulted in deferred
tax assets of €36 thousand for the first three
quarters 2005. No other income or expense from
the consolidation was incurred, nor is any such
income or expense anticipated for the future.

6. Acquisition of Casabac Technologies GmbH
and its subsidiaries

with effect from August 1, 2005, Software AG
acquired all the shares of Casabac Technologies
GmbH in Bammental near Heidelberg, Germany,
including its U.S. subsidiary, Casabac Technologies,
Inc. Founded in 2001, Casabac specializes in software
for designing interactive, Web-based interfaces.
The Casabac GUI Server is used by approximately
100 organizations as 3 core technology o devel-
oping web-enabled enterprise applicaticns.

Components of purchase price: The fixed purchase
price including ancillary costs far 100 percent of the
shares was €1,531 thousand. in addition, the pur-
chase price contains three variable porticns based
on sales. These variabte portions are to be paid
from 2007 to 2009 and shall not exceed a totat of
€1.131 thousand. The first purchase price payment
was made on August 1, 2005,



Based on a preliminary calculation, the purchase
price was calculated on the basis of the balance of
the following assets/liabilities:

Assets /liabilities l

, € thousands

Carrying amount !

Market value ‘

Carrying amount of the assets acquired

{ before acquisition

T Udquid funds © 53 53

{  TJrade receivables and ather current assets 79 7%

t  Intangible assels - customer base 46 o

{  Intangible assets - saftware 688 0
Goodwill 2,116 .0
Property, plant and equipment 1 1
Trade payables and other current liabilities - 28 - 28
Deferred tax liabitities -293 0
Fixed purchase price Indl. ancillary costs 1,531

| Purchase price {estimated vasiable portion based on future sales and earnings) 1,131

{  Total purchase price 2,662

v 105 .

L

Goodwill: This technology-related acquisition
represents a further step in the expansion of gur
Integration and Business Process Management
business. Casabac’s Java-based technology will
further expand the application possibilities and
increase the attractiveness of Software AG's inte-
gration solutions. Furthermore, the product range
of the XML Business Integration line will be
expanded. As a result, it was necessary to recognize
goodwill.

Customer base: The Casabac GUI Server is used by
more than 100 organizations as a core technology
for developing web-enabled enterprise applications.
Software AG and Casabac have been cooperating
since mid-2004. For these reasons, it was necessary
to recognize the customer base in initial consolida-
tion.

Contribution to earnings since the date of
acquisition (August 1, 2005): The employees of
Casabac were taken over by Software AG as of
August 1, 2005, Casabac has discontinued its oper-
ating activities since its products are now direcily
marketed by Software AG companies. As a resull, the
company will no longer contribute to Group earn-
ings. The remaining shell company will be merged
with Software AG during the fourth quarter, effective
retrospectively as of August 1, 2005.

Preliminary initial consolidation pussuant to
IFRS 3.62: As a result of the close proximity in time
between the date of acquisition (August 1, 2005)
and the balance sheet date of the quarterly financial
statements (September 30, 2005), it was not
possible to complete the necessary measurements
of the items for the initiat consolidation of Casabac.
Therefore, the initial consolidation was performed
on the basis of preliminarily determined carrying
amounts.



Contribution to sales and earnings in initial
consolidation on fanuary 1, 2005: If Casabac had
been part of the Software AG Group since January
1, 2005, it would have contributed €237 thousand
to Group sales and €81 thousand to the Group's net
income for the first three quarters of 2005.

Expenses in connection with the acquisition of
Casabac: The software producls capitalized in ¢on-
“nection with the acquisition of Casabac will be
amortized over a period of five years, This resulled
in amortization expenses ol €23 thousand in the
third quarter 2005. Amortization resulting from the
acquired customer base over a period of five years
led to amortization expenses of €2 thousand. The
deferred tax liabilities related to the accounting
treatment of the software and the customer base
are being reversed in line with the amortization
period of five years. This has resulted in deferreqd
tax assels of €10 thousand for the third quarter
2005.

Employees

As of September 30, 2005, the effective number of
employees (i.e, part time employees are laken
into account on a pro-rata basis only) amounted to
2,664 {(September 30, 2004: 2,445), 71.09 percent
(previaus year: 68.26 percent) of whom were
employed abroad. The average absolute number of
employees {i. e, part-lime employees are recorded
in fully of the Software AG Group in the first three
quarters 2005 was 2,678 {previous year: 2,515). In
absolute terms, the Group employed 2,774 people
(previous year: 2,468) at the end of the third quarter.

Executive Board and Supervisory Board

On April 1, 2005, Peter Korpick, formerly Vice Presi-
dent of NetWeaver Foundation, SAP AG, joined the
Company's Executive Board. He is responsible for
the XMLi product line.

Executive Board member Andreas Zeitler, responsible
for the region Central and Eastern Europe/Asia,

left the Company in May 2005 and retired from the
Executive Board effective as of August 22, 2005.

There have been no changes in the Supervisory
Board since December 31, 2004,

Events after the balance sheet date

Effective an November 1, 2005, Alfred Plaff was
appointed to Software AG's Executive Board, He is
responsible for the Central and Eastern Europe/Asia
reqion.

As of October 5, 2005, a new subsidiary was
established in China with capital of €200 thousand.
Software AG - as the parent company - holds

100 percent of the shares in this subsidiary.

Software AG Taiwan Ltd., Taipeh/Taiwan, was
dissclved effective as of October 5, 2005.



Financial Calendar®

November 01-02 - Roadshow New York, USA - CFO

—i
oo
. | . November03 - Roadshow Milan, taly - CEO f
~ November08  Roadshow London, UK - CFO ‘
November 1 Roadshow Frankfurt, Germany - Country' Manager . |
o November“_m Commerzbank Conference, !
L . Frankfurt, Germany - CFQ _ !
. : — o
- -&-November 16.- Roadshow Madrid, Spain - Executive Board Member - :
© :“'Novémber17 . Morgan Stanley 5th Annua! Technology,
T ey ‘Media & Telecoms Conference,
o _. .+ Barcelong, Spain - Country Manager
Im P ressum L -No#’_e'mb'er 22 ' Germén Equity Forumn, Deutsche Borse AG,
. SR o Frankfurt, Germany - CEQ
’ - November 25 « Roadshow Munich, Germany - IR
Software AG - .
- November 29 Roadshow Paris, France - CFO
Corporate Headquarters - :
Uhlandstrale 12 - December05-09 ° Roadshow USA/Canada - IR )
64297 Daimstadt, Germany - Januéry 16- 18,2006 CA Cheuvreux German Corporate Conference, : i
e Kronberg, Germany - CFQ i
Susanne Eysich May 12, 2006 . Annua! General Shareholders’ Meeting,

VP Corporate Communications Frankfurt, Germany

4 Status: October 2005
Tel. +49 61 51-92-12 01

Fax +49 61 51-92-14 44
E-Mail: press@softwareag.com

. www.softwareag.com

- Further details concerning investor Relations Events can be found on our home-page:
+ wwwisoftwareag.com/investor. - :
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Letter to Shareholders

Karl-Helnz Streibich, Chiet Executive Officer
Engineer. Chief Executive Officer since 2003
Darmstadt, Germany

Dear Ladies and Gentlemen,

Software AG has made a successful start to the new year. This is primarily attributable to three
factors: portfolio expansion in the two business areas of Enterprise Transaction Systems (ETS)
and crossvision (formerly “XML Business Integration”), geographic expansion and gearing our
global organization to growth. Both business areas - ETS and crossvision - contributed with
significant growth rates to the almost 14 percent increase in revenue in the first quarter. We are
proceeding on our growth track according te plan, in particular with the expansion of the high-
margin licensing business. This also applies lo our geographic expansion, with the result that in
the first three months of the fiscal year, more than one-third of our revenue increase originated
in the growth markets of Lalin America, Asia and the Near East. In addition to higher total sales,
earnings also showed a good performance, with operating profit up by almost 20 percent in the
first quarter.

Priority on process innovation

Qur business success is the result of activilies which systematically focus on our custormers.
Al of Software AG’s product developments are targeted at fulfilling specific customer require-
ments. As market analyses by Gartner Research show, the IT departments of large companies
increasingly prefer a process-oriented approach for solving problems critical to their business.
| have been able to confirm this through numerous persanal visits to customers within and
outside of Germany. As a consequence, Software AG has been working for some time with its
partnars to make process innovation a top pricrity. Seamlessly integrated processes and IT
systems protect previous capital investments, save costs and increase competiliveness. They
are therefore increasingly important for companies and organizations.
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Letter to Shareholders

Making existing IT more productive

With Business Process Management (BPM), we support our customers in optimizing processes
and increasing productivity. Qur BPM products and our expertise from successfully implemented
integratian sclutions create sirategic competitive advanlages. For companies, this results in 3
robust structure that makes it possible to implement good business ideas [aster.

In order to be able o reliably modernize, integrate and automate enterprise-wide business
processes, our products suppart service-oriented architectures (SOA). SOAs increase the
productivity of existing IT systems, widen their usage and create more efficiency.

Optimized workflows through 5CA and crossvision™

By the end of May 2006, the complete spectrum of our crossvision suite will be available for
the planning and implementation of service-oriented architectures. Software AG supports
companies in implementing their SOA strategies using the components of ils new product suite
for integration solutions. crossvision links the existing IT infrastructure with the business strategy
and creates the basis for optimized processes. Campanies benefit from greater transparency and
improved monitoring for a rapid implementation of their business objectives.

A core component of crossvision is CentraSile, for the management of integrated processes
within service-oriented architectures. The software product is a result of our strategic partnership
with Fujitsu and it ensures both system openness and the suppart of standards. The cooperation
on CentraSite is exemplary of cooperative ventures between Software AG and its sirategic
partners. The aim of these partnerships is to further strengthen the leading integration compe-
tence in Europe on the process, information and data level.

Prospects of higher dividends

The initial quasterly results paint to strong growth and create a good foundation for achieving
our goals for 2006 as a whale: a 10 percent increase in revenue and an EBIT fatio of 21 to
23 percent,

The prospects for our shareholders are also encouraging. In the Annual Shareholders” Meeting
to be held on May 12, the Executive and Supervisory Boards will recommend that the dividend
for fiscal year 2005 be increased once again to €0.80 per share.

LA Studd

Karl-Heinz Streibich
Chief Executive Officer



software AG stock

Software AG stock continues on growth track

The European stock markets started 2006 on a positive note, the most impertant stimulus being
the extremely high M&A activities. In February and March, these reached a historic high of

USD 376 billion, exceeding the previous records set in Qctaber and November 1999. German
blue chips were ameng the top performers in the European equity market. The DAX ¢limbed
9.5 percent and closed the first quarter at 5,970. The TecDax was up an entire 21.¢ pescent to
727 points as of March 371, 2006. The decisive stimulus for the TecDax was the excellent
pesrformance of solar stocks.

In cantrast, US stock indices hardly grew at all. The technology index NASDAQ 100 was only
able to post a 3.6 percent gain and closed the first quarier at 1,704, The reason was growing
interest rate fears, higher energy costs and the anticipated cooling of the US real estate market.

Software AG stock continues on upward trend

Our stock performed parallel to the DAX in the first quarter and gained more than 9 percent by
the end of March 2006. Alter a fow of €41.58 in late january 2006, the stock peaked at the end
of February at mare than €49 and ¢losed at €46.05 in Xelra trading on March 31, 2006. At the
end of the first quarter, the market capitalization of Software AG was €1.29 billion, reflecling a
gain of €113.5 million. We also increased the trading volume of our stock. The average daily
trading volume was €4.1 million {previous year: €2.4 million). We attained &th place in market
capitalization by the end of March 2006 and 10th place in trading volume in the TecDAX ranking
of Deutsche Borse AG (the German Stock Exchange).

Analyst coverage expanded

Financial analysts took the perfarmance of Lhe fiscal year 2005 figures as an indication that
Saftware AG would be able te achieve its mid-range growth and profit 1argets. Announcement
of our annual targets for 2008, the good performance of our stock and our sound business
maodel led to increased target prices and upgrades by financial analysts. The total coverage now
cemprises 20 global and regional analyst firms in Germany, the UK and france. In the first
quarter of 2006, Dresdner Kleinwort Wasserstein in the UK and Bryan Garnier & Co in France
initiated coverage ef our company.



Software AG stock

Investor relations activities strengthens US presence

Qur rapidly growing market capHalizalion, which exceeded USD 1.5 billion in the first quarter,
brought our stack to the attention of mid-cap and large-cap investors, particularly in the US. That
is where our investor relations activities will be focused in 2006. After a break of four years,

we were again on a roadshow in Dublin in March to access additional capital markets. Moreover,
we visited inveslors in Frankfurt, London, Zurich, New York and Edinburgh. Software AG was
also represented at two investor conferences in Frankfurt and London in the first quarter of 2006
and introduced the rew crossvision product line at an investor conference at {eBIT in Hanover.
The experiences of users with our products have a great impact on financial analysts’ ratings

of Software AG. In April, we crganized a workshop for analysts in London fer the first time, in
which customers from various industries presented concrete examples of how to use our software
successfully. The response of the financial analysts was wholly positive. Through events like

this and participaticn in investor conferences and roadshows, we intend o further incsease direct
contact with our investors and analysts.

share price comparisen {indexed values)
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Software AG continues on growth course

The first quarter of 2006 was consistently positive for Software AG. Total Group revenue increased 13.5 percent,
and EBIT climbed by just under 20 percent. Attractive product portfolio enhancements and the new branding
of the crossvision business line simultaneously expanded the base for further growth.

In the first three months, total Group sales amounted to €113.8 million (previous year: €100.3
million). This significant increase of aimost 14 percent (currency-adjusted almost 10 percent)
exceeded expectations. Growth was again driven mainly by licensing. There was additional
growth in Professional Services and once again in maintenance.

High licensing revenues drive growth
Incame from software licensing intreased by 23.7 percent to €33.4 million. As in the previous
months, licensing was a key growth driver for Software AG.

In the crossvision business line (formerly “XML Business Iniegration™), licensing revenues
increased by 28 percent to €6.4 million {previous year: €5.0 million). crossvision was launched
in February of this year and is the conclusion of the development of a series of individual
products into one seamless suite. crossvision denotes both the complete product package, its
individual components and the business line itself,

The products of the Enterprise Transaction Systems (ET5) business line generated licensing
revenues of €26.5 million (previous year: €19.9 million) in the reparting period. The 33 percent
increase underscores the high potential of this business area, which promises reliable growth
rates due to its broad, stable customer base. Sofiware AG's mainframe competence brings addi-
tional impelus 1o he integration business, in particular in the modernization of mainframe
applications, a companent of our product line in the area of service-oriented architectures (SOA).

Licensing revenue by produtt line
€ millions
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Increasing contribution by Professional Services
Our inceme from Professional Services increased of 10 percent to €32.2 million (previous year:
€29.2 million) continuing the upward trend of 2005,

Maintenance returns to growth

Our maintenance business has shown growth for the first time in several years. The large increase
10 €47.5 million {previous year: €43.7 million) is partly atiributable to the stronger US dollar and
to a large one-time deal; however, the trend shows that the increased licensing sales of 2005
will positively impact maintenance revenue,

Sales by segment
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Double-digit income growth ence again

Despite considerable investment in sales and marketing, operaling income {EBIT) increased by
nearly one-fifth to €21.5 million. The EBIT margin rose from 18 to 19 percent. The marked
increases in income resulted primarily from the above-average growth of the licensing business,
an improved sales mix and sustained cost control.

Net income once improved again. Al €14.4 million, this exceeded the comparable value for 2005
by 23 percent. Despite approx. 700,000 additional shares in circulation, earnings per share (EPS)
rose to €0.51 (previous year: €0.43),

Key earmings indicators

- €mithaps 7 4 Coe 12008 |7
B ] s |
Tintedestresult C e e 2.1
" Eanings before taxes™ <, | e’ 26 |0 L
*" Net income - RRCEIRR - 144 1200y
" Eamings per sh_:afe (in ehrb)‘ o B 0.51

(G £l N ~ -
Y R . . - A - . .

beoo N . P .




REERH T D 6o Al AT e [ HEHOV e AV ISaA

Robust leap in earnings in Southern and Western Europe/Latin America

All regions contributed to the increased revenue, but the strongest growth was recorded in the
Southern and Western Europe/Latin America region, where revenue rose by 30 percent to
€30.6 million. The region’s share in Group sales increased from 23 1o 27 percent due to the
rebust expansion of business.

The ficensing business showed very dynamic development in these markets, with revenues
doubling {rom €4.3 million to €8.6 million. The high-margin licensing business stimulated earnings.
EBITA increased significantly to €1.6 million {previous year: €0.1 million).

North America/Northern Europe is most profitable region

In the region of North America and Northern Europe, we increased revenue by 10 percent to
€56.1 million. With an 18 percent gain to €17.6 million, the licensing business was also the
strongest growth driver in this region. Approximately 31 percent of the revenue generated orig-
inated from licensing sales. At €17.2 million, EBITA exceeded the comparable value for 2005

by 21 percenl. We generated half of the Group-wide total revenue and 8¢ percent of the Group
EBITA in the markets of North America and Northern Europe. This is 3 ratio thal clearly shows
the positive effects of the highly profitable product business.

Central and Eastern Europe/Asia

In the Centrat and Eastern éurope/Asia ragion, sales rose to €27.3 million (previous year: €26.2
million). Inv this region, our Professional Services business grew rapidly, gaining 11 percent. At
£2.2 million {previous year: €3.4 million), this region’s EBITA in the first quarter fell short of the
previous year's figure. The decline in earnings is due to the weakness of a sales region within
Germany. We expect lo remedy his as the year proceeds.

Revenue and earnings trend by regicn ‘

Emilions T 7 Revenue S EBITA

) ’ ) -, Q12006 Q12005 | © Q12006 Q12005
North America/Northeen Europe : ;6.1 . 51.1 S 172 142
 entral and Eastern Europe /Asia S Lo 213 26.2 ’ 22 34
Southern and Western Europe/Latin America  30.6 235 | ¢ s 0.1

Geographic expansion brings clear success

Software AG's increasing international presence, in particular in fast growing emerging eccnomies,
is showing 3 positive impact on sales. In the countries of Latin America, Eastern Europe and the
Middle East/Asia, we increased sales revenue in the firsl quarter by 59 percent te €14.0 million
(previous year: €8.8 million). Accardingly, these emerging markets contributed 12 percent
(previous year: 9 percent) to total sales. They contributed more than one-third to the Group's
increase in revenue in the first quarter.

Regarding our established core markets, the United Kingdom reported the largest sales increase
including an extraordinary one-off deal: 48 percent to €10.2 million. In North America, the
most important regional market with a 25 percent share of Group revenue, sales increased by
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11 percent to €28.4 million, Sales in Spain grew by 7 percent to €18.8 million. These growing
regions compensated for the weakness of the German market, where sales in the first quarter
declined to £13.5 million (previous year: €14.9 million),

shate of Group sales in significant regional markets

S AL St :
W usa/Canade S 1
- B 5pain - ' D (-1
W Gemany - L 12%
‘B Emerging markets 2%
» 7O united Kingdom L ‘:9%
O Others T e

Operating cash flow significantly higher

The Group’s aperating cash flow increased to €26.1 million (previous year: €21.8 million).
Compared to a year earlier, this represents 3 19.7 percent growth rate. Free cash flow increased
{0 €24.2 million, representing 21.3 percent of sales generated, or €0.86 per share. However, it
should be noted that due 1o the high maintenance payments received in the first quarter, cash
. flow in the subsequent quatiers regularly remains below the level of the first quarter.

Equity accounts for almost two-thirds of total assets

On March 31, 2006, the cash and cash equivalents of Software AG came to €183.2 million
{previous year: €134.7 millign). Shareholders” equity amounted to €404.8 million, an increase
of €67.9 million or 20.2 percent from a year earlier. in line with the increase in tolal assets o
€622.5 million, the equity-to-assets ratio rose once again to 65 percent (previous year: 62 per-
cent).

Additional patential from portfolio expansion

Our goal is to grow in both business lines: Enterprise Transaction Systers (ETS) and crossvision.
We regard the ¢rossvision product portfolio as a particular growth driver. In the related business
areas of integration and legacy modernization {linkage of mainframes to IT infrastructures),

we are striving 10 have a significant position in the global market. With this intention, we worked
toward expanding, supplementing and rounding oul our product portfolio. We furthermore
expanded the global network of strateqic partners and strengthened our position in the market
for service-ortented architectures.

crassvision addresses SOA

Integration solutions are a core competence and a particular strength of Software AG. We use
this to expand our markel position in the SOA environment. SOA makes il possible to have flexible
I7 landscapes that adapt quickly to changes and thus support agile business processes. Analysts
expect the market to show sustained high demand and increasing growth rates. To be betler
able to iake advantage of this potential, we have placed the entire integration expertise of the
. Company in the crossvision business line.
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The maodular suite includes new components but also updated versions of the proven integration
products of Soltware AG. It supports companies and organizations in all phases, from planning
through implementation and to the management of the SOA architectures. The focus of the six
current crossvision components is CentraSite, technically the leading SOA repasitory on the
markel, jointly developed with Fujitsu.

Complete package for al! phases

The unique advantage of the crossvision suite is that it integrates products from business process
management {8PM} and legacy modernization. This process-oriented approach also makes it
possible 10 integrate the SOA theme considerably more effectively in corporate contexts. Both
of these capabilities fulfill important custorner dernands and assure that the suite will have high
market attractiveness.

A new flexible licensing model facilitates migration to the crossvision suite. The model operates
on a modular systern, the customer choosing specific components when needed and wilt
theretore substantially increase the average size of our business transactions. The newly initiated
SOA Competence Center of Software AG supports our customers in making the transition from
IT infrastructures to a service-oriented architecture. The focus is on consultation on organizational
and technical prerequisites for successful SOA projects.

Strategic alliance for SOA solutions

To expand qur netwaork of international cooperation, we agreed en a strategic alliance with ILOG,
an internationatly leading producer of business rule management systems (BRMS). Software AG
is including ILOG’s “JRules” product in its range of products for BPM and SOA solutions. In
addition, bath partners cooperate in marketing.

New generation of Adabas and Natural

in addition to the expansicn of the crossvision suite, the weli-known core products of Adabas
and Natural are significant highlights of our portfelio. This year will bring numerous innovations
to the market for both products.

As @ management system for high-performance databases, Adabas 2006 is able to precess any
data type and volume in any order of magnitude. for closer networking of the mainframe and
SOA warids, we intreduced in the first quarter the SOA Gateway for Adabas 2006. This integrates
business-criticat systems into SOA architectures rapidly, reliably and cost-effectively.

Natural 2006, a development platform, was also maore strongly aligned with SOA. Natural Business
Services, which was launched at the beginning of the year, allows service-oriented applications
that use the proven strengths of the mainframe. it is the sole environment on the market that
operales on several legacy platforms as well as facilitating the interaction of mainframe and
service-specialized developers.
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Number of employees continues to rise

Our headcount increased, slightly, again in the first quarter. As of March 31, 2008, Software AG
employed 2,771 full-time equivalents - 21 more than at the beginning of the year. Compared
to a year earlier, 256 full-time equivalents were added, nearly half of thern in the regicn of
Southern and Western Europe/Latin Amefica, in response io the expansion of our activities in
Latin America. Consistent with the geographic expansion, 72 percent {previous year: 70 percent)
of the employees of Software AG worked outside Germany as of the reporting date.

Headcount by region {full-time equivalents)y

€ millions L Q12006 " oi20s * thange
< S - IR in %

© North America/Northern Europe . s3 [ 7 . es e -3

. Central and Eastern Europe/Asia. : as1 ] - o R A
Sauthern and Westerh Euiape/ -
Latin America - 994 . 163 +30
Headquanters including RED,” . :
central division . ! 687 N 637 +8
|
Outlook

crossvision as well as Adabas 2006 and Natural 2006 create important foundations for powerful ‘
IT infrastructures, In addition to expanding our portfolio {additional products in the crossvision ‘
product line will be available in the second half of the year), we will continue the geographic .
expansion in Latin America, in Eastern Europe and the Near East. With this in mind, we are |
confirming our expectations of being able to increase our currency-adjusted Group saltes by

10 percent for the year as a whole,

We expect this growth to be primarily based an the ingrease in ficensing revenue. The crossvision
business line will accelerate growth as additional producls become available; this line is expecied
{0 grow by 20 10 30 percent. For the established ETS business area, we anticipate sales growth
in the 5 1o 7 percent range. Maintenance revenues should remain stable. For professional services,
we expect revenue growth of between 12 and 15 percent.

wilh regard to Group income, we continue to anticipale an EBIT ratio of 21 - 23 percent.



tonsolidated income statement for the three months ended March 31, 2006

IFRS, unaudited

€ thousands March 31, 2006 March 31, 2005
Licensing 33,378 26,962
Maintenance 47,454 " 43,688
Professional services ‘ ‘ ) 32,226 C W78
Qther N 737 . ' 456

Tolal revenue

-

Total cests of sales 1 - 36,647 ] o 734808
Gross profit - - ) e L Wk
Research and development ) - 11,200 < =11,101
Sales, marketing and distibltion : .« P T PR -30,969 | - 7 -24,050
** Administrative costs - N ) -12346 | .. -11,145
Operating result
Otherincome . Lo 2606 | 12,043
Other expenses . v -3,709 v =3,272

earnings before Interest and taxes

Interest result

Earnings before taxes

Income taxes , :

Other taxes R

consolidated income oL L o 5
Thereof for shareholders of Software AG - - - -

Thereof for minority inferest * . . .

Earnings per share (euro, basic) e T R 0.51 . 0.43
Earnings per share (ewro, diluted) 0 ‘ 0.5% . * p.43
A P T
welghted average shares outstanding (basic} 28,037,634 27,266,752
weighted average shates outstanding (¢llutedy 28,146,020 ' . 27,266,752
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Consolidated balance sheet as of March 31, 2006
IFRS, unaudited

Assatls
€thousands  © - : . - s March 31, 2006 ] December 31,2005 © March 31,2005,
Current assets . ’ S e I ] - e
Cash on hand and bank balances : . s 160,450 | ) 151,767 - 122,706
Segurities - . . B 22,726 ‘ . 9,811 12,031
Inventories . ) - 358 335 . a7
Trade receivables L ) . I - 140,813 . 138,454 121,988 ..
0ther recelvables and other assets ) , . ' 6,378 4,766 : 4,740
Defetred expense - 7 - - NN 6,419 Co 4549 "7 s 16595
NoR current assets B B - ] . i
Intangible assels . . : 5,688 6,093 3,674
Goodwill o : s 187,805 | 188,102 . 177,841
Property, plant and equipment- = o I 46,476 46324 - 44,425
Financial assets o o 2,205 | 2,233 - .+ 1,485
Trade receivables . .. e m,183 | 1,780 oL St 11,691
Deferred taxes - . .o PR 31,992 c. 735083 T 34,298 ¢

I A

€thousands . . - .- ¢ . R March 31, 2006 | December.}1, 2005 1~ March 31, 2005,
Current labilides™- 7% < T e Y e e T

" furcent financial liabilities o D o 3,166 I 2,654 - T 2,809
Trade payables S . s A 18,228 S 22,760 " 18,500 -
Other current liabilities j ) e 32,782 2. - 24,811
Cusrent provisions 19,486 25437 24,900
Tax piovisions T - L 12,078 15,711 17,895

| Deferred income . . b o 81,850 N 58,579 C T 70,990

) . ) ' o Fot i RRdls

Non-turrent liabilities . . ] . .
Non-current finandat Habilities ! . : , 1,231 1,698 T 3083
Other non-current liabilities ) s ] 3379 i 4,201, L 417
Pigvision for pension . . ’ ’ 1 24,831 25008 ¢ 22586
Non-cusrent provisions : ) : e 2,411 2,544 B854
Deferred taxes L . X , . 13,68% AN 15,502 12,296 ,
Deferrad incama e - T 4568 | 0 .. 7 4444 .t 578% - -
Equity ) . .

- Share capltal R 84,118 84,108 . 81,800
Capital reserve ) . . : 20,839 W 2048 o132
Relzined earnings : : - 169,768 C. 208,143 . 231,157
consolidated income e B oo L 14,416 ' 61,625 . T,735.

. Currency ransiation differences  * oL T e - 20,62% o -15203 - -33,584°
OQberreserves « '~ 0o o TReo o T 35,861 § ... L 33,806 - ¢ o -i_ 45321
Minority interest o T TR 381 . 381 o . - - 240 -



IFRS, unaudited
* €thousands- .

comsolidated statement of cash flows for the thiee months ended March 31, 2005

March 31, 2006

"+ Maich 31,2005

Income after taxes-

14,416

C L1735

‘tncome taxes

8,741

6,915

Interest resylt: -~ <7

- 2,072

= 1,204 -

* Depreciation”

1,894

RS

Non-Cash Incomefexpense v -7 UG g 338 .

Cash generated from operations . ~ ..° ST e

o

1

-10,508 . -

‘Changes in inventosies, receivables. | - - ST e T e
and other cusrent assets R B : ' - 5,337

Changes In payables and ather liabilities - .. T, : S 14,479 T M2346

* Income taxes paid ' S o ST e ANESONIS "8.425 o T

. - 1,217 -1,430

Interest paid .
~ Interest received 3,239 - 2,895

" Net cash used In/provided by operating activities L - R

Cash received from the sale of tangible/ -

intanglble assets - . I S . nbo s
mnvestments in tangible/ - T . I
intangible assets - 1,909

Cash received from the sale of financial assets L

snvestinents in financial assets ) - .

Investments in consolidated companies -

Net cash ysed in/provided by investing activitles - -~ . - .= ©
i . . AT \\ TR

Cash proceeds from issuing shares

Dividend payments

Repayment of loans from acquisitions ., . . !

and“cther finance liabifities ) L S L

Net cash used in/provided by financing activities

e t [

thange in cash funds from cash relevant transactions .-~ a7 2L aen o e

' Adjustment from currency translation” - . ¢ &

B

e N T

.- Net change in cash and cash equivalénts - e o T T

- Cash and cash equivalents at the beginning of the period ~- - -

v

Cash and cash equivalents at the end of the period
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Consolidated statement of recognized income and expense posted directly to equity* for the three months ended March 31, 2006

1FRS, unaudited

€thoysands 1. o+ Y ' O March 31,2006 | “March 31,2005
Cuseency translation differences ’ o, o " ‘ -5,426 8040 -
Net gain/loss from fair value measurement of : oo ' . C

financial instruments not recognized in income 101 -8 .
Net gain/loss from fair vatue measurement of ot . L :

net investments ir fareign operations : : R e .

not recognized In income S PR . Sy T 2,254 T Lsgss o
Total income and expense directly recognized inequity . . - o s

Net income for the perfod (from PEL) D R o] 14,416 S SM,735
Total recognized income and expense . ¥~ - - LT v

* rhese valualion impacts are posied directly to equity and are therefore rot recognized as a pant of the P&L statement.



Segment repoit for the thiee months ended March 31, 2006

IFRS, snaudited

.€thoysands - Nofthern i 'centraland T % lotal  Development
: o Emlopé,' Coooand T ;_Ea;stem' Region  Cental Group
P o oo ~ HNarth Westefn h Etjmpe; ‘ B - function
L. ‘ o Ametica. fope” T Asla. - Consolidation -
. lienses - ‘ . S 17,606 8,564 7,233 33,403 -25 '
Maintenance ] ) s 29,066 6,383 12,158 47,607 -153
Services . K . - . 9,218 15,467 7921 32,606 -380
Other * - . . L 245 224 7 506 231
Total revenwe © - N _ 56,135 30,638 27,349 114,122 -3
EBITA L : - . : 17,199 1,553 2,199 20,951 57%
Interest resplt - : T
Profit before taxes ' - K
Taxes
Net income .
Total revenue propartion per region in % ) 49.2 6.8 240 00,0
Product revenue S R 46,672 14,947 19,391 81,010
Pronortion per region in % . 52.6 185 239 100.0

segment repedt for the three months ended March 31, 2005

IFRS, unaudited

€ thousands i " Northern ;. “Cenitral and- - “Dévelopment " Trotal
K L T ireper :« Easie'{n 5 B fe:n‘:'ral ‘ Goup
o " . “Nofth . Westem?: " Furope, ' . - finction. © . - )

C . . P America - Europe - .. Asla” © Consolldation T
licerses B . D ©.14929 . 4257 - ... 7,825 C2R01 - ip- 49 :
Maintenance - .- B e - 26881 . -7 5751 Y 11,182 0. 43814, - - -126°
Services : I 8,953 13,357 7,124 25,4347 -256
Other . - 346 s 500 -44
Total revenue, R 151,109 23,490 - 26,160.- 10,759 . -475
EBITA . ‘ . " 14,218 64 3,412 - 17,694 257 .

. Interest result” . e e e - ’ : - i
Profit before taxes . - A R i '
Taxes N ’

Net income
Total revenue propartion per region in % ) : 07 .. 233 26,0 100,0

. . i .. L N N 7 ] " I ] " .\‘ 3
Product revenue ' B ¥ - 10,008 19,007 - 70,825
Proportion per regionin% ' 56,0 141 -~ 269 100,0

To optkmize the management of the qroup, as of january 2006 severak distibution areas have been dilferentty assigned to the reglons. The regions have changed a3 follaws:

- the region “North Eurzope/sorth Amernkca® took ever the respansibifity for the distribution areas of France and italy Irom the region “South”.

- Fhe region “South” 190k over the responsibility lor the disinbuticn areas of Middle £ast including Israel and Lhe distrbution panner SPL-Israet rom Ihe regian *Central Europe/Asia”,
- The region *Central Europe,/Asla” 1bok over the fesponsibility lor the distithution area of Netheriands Jrom the region *South”,

A festated Segrnent Report for the yea 2005 under the new regional structure can be found on our homepage at lvestor Retations,/Financial reports and presentations

{www softwareaq com/{oiporate sinvestorRelations /reparts fdefaul asp).



Accounting Policies

Basis of presentation

Software AG's consolidated financial statements are prepared in accordance with the Intemational
Financial Reporting Standards ([FRS} as promulgated by the International Accounting Standards
Board (IASB). The IAS/IFRSs applicable as of December 31, 2005 were observed, as were the
corresponding interpretations of the International Financial Reporting Interpretations Committee
{IFRIC - farmerly 5IC}). The same accounting policies have been applied in these interim financial
statements as in the 2005 financial statements. Therefore, the accounting policies are not
explained in detail in these quarterly financial statemenis. These quarterly financial statements
have been prepared in accordance with 1AS 34, Interim Financial Statements.

The consolidated financial statements of Software AG are expressed in thoausands of euros
unless otherwise stated.

Changes in consolidated group
The following changes in the consolidated group have occurred since December 31, 2005:

Software AG, Ltd., Japan, which was established on February 23, 2006 as a subsidiary of
Software AG, USA with a share capital of €72 thousand {JPY 10 million), was initially consclidated
as of the date of foundation of the company.

There were no other changes in the consolidated group compared to December 31, 2005.

Earnings per share

Earnings per share were calculated by dividing net income for the period attributable to
Software AG’s shareholders by the weighied average number of shares outstanding during the
reporting periad and have been presented accordingly. Software AG has only issued comman
shares. In the first quarter of 2006, the weighted average number of shares amounted 10
28,037,634

All three criteria for exercising options as set out in the first stock oplion pian for members of
the Executive Board, officers and other employees were also met in the first quarter of 2006.
A total of 3,250 of the outstanding options under this stock option plan were exercised during
the first quarter. The remaining 108,386 options under this plan may be exercised until 2008,
provided the share price is at least €30 at the time the options are exercised. The diluted earn-
ings per share were calcutated for these potential shares using the treasury stock method and
presented for the reporling period. Diluted earnings per share were calculated by dividing net
incomne for the period atiributable to Software AG's shareholders by the number of shares in
issue and the exercisable stock options,
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Financial Position

Goodwill
The decline in goodwill of €297 thousand compared to Oecember 31, 2005 resulted from
differences related to currency transtation,

Shareholders’ equity
The change in sharehotder's equity is shown in the foflowing Statement of Changes in Equity as
of March 31, 2006.

Statement of changes in equity for the three months ended March 31, 2006

IFRS, unaudited

€ thousands ~ - - . shares .+« Rétained. . Accumulated -+ ‘Curremcy . Other.. - Mindrity |
" number 7 share v ‘reserve - eamings C . profits - translation reservess . interest
o . ) Ccapital . o U7UTL ditferences - - o
Equity a5 of S L A ooy .
January 1,-2006 - 28,036,008 ' 84,108 0428 dgvges . . 0 -15203 33,506 - 331 392,988
Cash proceeds from | I T T R o ‘
issulng shares - 3,250 10 oom R ‘ 9
Stock Options, i .33 . P . o 330
Consolidated intome of the period - . Bt . ) ' 14,416
Currency translation ditferences . ] ) R - 5,426 ' - 5,426
. Net result from the fair value: - o - R ’ B )
valuation of securities not ‘ I B N ‘ ) ‘
tecognized in income statement ' .“ ‘ T ' 101 101
Net result from the fair value
valuation of net investments
in foreign aperations:hot . o ; L
recognized in incorne statement T ' v 2,2521’ 2,254
Equity as of . FEE o .
March 31, 2006 . 28,039,259 84,118 . . 20,839 - - 269,768 144167 -20,629 . 35,861 131 404,754

Statement of changes in equity for the three months ended March 31, 2005

IFRS, unaudited

"€ thousands - C L Cshares ! sy Ri:"hj‘é’d * Actamiiatéd : M;qq‘_rity_‘: Total
- . " Numiber . " sharg " - ) t Interest *
‘ capital “o - differences l
Equity as of C ) TR ' )
january 1, 2005 © 7 27,266,752 °  B1,300 - 132 231,157 Top Y ca1,574 0 51,847 240 323,602
Consolidated income . ) ) * - T - ‘ ] e X
of the period o e Tla e Tnmst e 11,735
Currency translation differences - E e e T . B040 A B,040
Net result from the fair value ‘ ’ - ’
_ valuation of securities net ) T Lo : L . ¢ b
recognized in income statement B - -8 e -8
Net result fidm the falr value O B o ' N
valuation of_de't'lhvestmenté T T : ce
i foreign opeiations ol ‘ i .
recognized in income statement ) K . oo, . S -5655 . - 5,655
Equity as of : ‘ Lo T o : R
. March 31, 2005 . 27,066752 . 81,800, 132 233,357 1,735 -33,534 45321 240 336,851
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The composition of the individual accounts of shareholders’ equity did not change compared 1o
December 31, 2005. The exercise of stock options from the first stock option plan increased the
number of bearer shares by 3,250 to 28,039,259 shares. This increased the Company’s share
capital by €10 thousand and the capital reserve by €81 thousand.

Dividend payment

The Executive Board and the Supervisory Board will propose Lo the Annual Shareholders’ meeting
on May 12, 2006 {o approptiate €22,429 thousand of the unappropriated profit of €60,465 thouy-
sand tor 2005 of Software AG, the controlling Group company, for the payment of dividends -
correspanding to a dividend of €0.80 per share - and to carry forward €38,036 thousand of such
amount.

Other disclosures

Seasonal influences
Revenues and pre-iax earnings were distributed over fiscal year 2005 as follows:

. Toegr2005 " .. Q22005 . - Q32005 04 2005 _ 2005

Total tevenue in € thousands R 100,284 . 110,482 - . 103,693 © . 123,574 438,033
in % of annual revenue . 29 ' 25.2 237 8.2 100.0
Earnings before taxes in € thousands oL 19,156 L8 - c 24,6307 29,534 101,141
_inopof netincome fortheryear - 1 -+ 389" I T 100.0

the distribution of revenues was similarly structured in previous years, primarily due to the
purchasing behavigr of our customers. As a result, the Company expects that the revenue and
earnings development will have a similar structure in the future,

Contingent liabilities
As of march 37, 2006, no provisions were recognized for the following contingent tiabilities,
expressed at nominal values, since it appeared unlikely that claims would be asserted:

€ thousands = . . o B
Guarantees o : . " 9,554
‘Other . - a0 1,125
) ‘ 2 L
. | i - s “ B ‘r "; - ] g EEES ’1-—;‘.-},.‘.’ I




Stock option plans

Software AG has two different stack option plans for members of the Executive Board, officers
and employees. This resulted in personnel expenses of €330 thousand in the first quarter of
2006 due to the transition requiations set out in IFRS 2. In the first quarter of 2006, employees
of the Company exercised 3,250 stock options. As of March 31, 2006, a tatal of 864,611 stock
eplions (December 31, 2005: 870,358 stock options) had been issued to members of the Executive
Board, officers and employees, Please refer to the 2005 Annual Report for further disclosures
on the option plans.

Other financial commitments

The Company has rent and lease agreements for buildings, land, computer and telephone
equipment as well as vehicles. The obligations under these contracts for the remaining non-
cancelable terms up to the end of fiscal year 2006 amount to €8,257 thousand. Obligations
of €29,029 thousand exist for the period up to the end of fiscal year 2011, and obligations of
€11,891 thousand for the period after fiscal year 2011. The lease agreements are operating
leases as defined in 1AS 17.

Notes on significant business events
In the first quarter of 2006, there were no special business events having a significant impact
on the finangial performance and the financial position of the Software AG Group,

Employees

As of March 31, 2006, the effective number of employees (i.e., part time employees are taken
into account on 3 pro-rata basis only) amounted to 2,771 (March 31, 2005: 2,515), 72.0 percent
of whom were employed abroad (previous year: 69.8 percent). The average absolute number
of employees (i.e., part-time employees are recorded in full regardless of their average numbes
of working houts) of the Software AG Group in the first quarter of 2006 was 2,847 (previous
year: 2,583). In absolute terms, the Group employed 2,847 people (previous year: 2,583) at the
end of the first quarter on March 31, 2006.

Executive Board and Supervisory Board
There have been no changes in the Executive and Supervisory Boards since December 31, 2005.

Events after the balance sheet date
There have been na events of special significance since March 31, 2006.



Financial Calendar®

May 12

Annual General Meeting,
Frankfurt/Main, Germany

May 17

UBS Northern European Confeience 2006,
London, UK

May 22

34th Annuat JPMorgan Technology Conlerence,
San Francisco, USA

May 31

9lh German Corporate Conference, Deutsche Bank AG,
Franklurt, Germany

June 1

Credit Svisse Eutopean Technology Conlerence,
Barcelona, Spain

June &

9th Pan-European Technolegy, Media and Telecommunications
Conference, Merrill Lynch, Londen, UK

June 7

European Small & MidCap Conlerence,
Crédit agricole Cheuvreux S.A., London, UK

July 28

Q2/H1 2006 Financial Figures

August 30

2nd EuroTech Conference,
Merrill Lynch, $an Francisco, USA

September 27 - 28

HVB German Invesiment Conference,
Munich, Germany

October 27

Q3 2006 Financial Figures

November 15 - 17

6lh Annual Technology, Media & Telecoms Conlerence,
Margan Stanley, Barcelona, Spain

November 27 - 29

German Equily Forum, Deutsche Borse AG,
Frankfurt, Germany

Siats. May 2006

tor lurther delails concerming invesior Relations Cvents please visit our homepage www.soflwireagq.com,/investor

Software AG

Corpbiate Headquariers

Uhiandstralle 12

64297 Darmsladt, Germany

Tel. +49 61 51-92-0

Fax +4% 61 51-92-1191
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Key Figures

Key Figuies

IFRS, unaudited

| €millions June 30, 2006 June 39, 2005 022006 | 02 2005
| revenue : "o 2348 2108 20 | 110.5
| products . . 1688 . 1481 87.9 77.4.
| of which ' ’ 3
+ Licenses Comre s a3 | 321
Maintenance 941 89.0 466 | 45.3
] Professianal services 7 643 616 27 324
~ other 11 : 11 04 | 0.7
£BITDA . 55.0 48.4 316 | 8.6
as % of revénue . . oo .o, .8 3 S 26
Vom0 R .. 29.7 265
I a5 % of revenue T T 2 .0 e 25 4,
. [ income before taxes * ST s _ 410 38 | T2
| astbofrevenve - . 24 ‘ 1 % | L
i Intome alter taxes : 33.8 7.7 19.4 15.0
} as % of revenue : AL .13 16 14
. Eamings per share (euro} . 1.20 ‘ 1.02 0.69 l ] 0.59
[ votal assets - 6035 ' 5343
| cashandcashequivalents 1559 1. 1288
, Shareholders’ equity L 3970 . 3344
a5 % of tolal assets - 66 ) 63
Employees 2,735 2,578
of which in Germany 783 763

Stock: key ligures

f ' B June 30, 2006 | June 30, 2005

1 Year's dosing price (XETRA) in € . 2068 | 34.25

{  Total number of shares oo ) 28,112,715 27,266,752

Market capitalization in € milfions ’ o 1,144 934

. Year high/year low ' ’ . 49.20/33.86 34.5/21.80
Software AG shares are listed-on the Franidurt Stock Exchange, Germany (Prime Standard, index TecDAX). SIN DE 0003304002, Symbol SOW.
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Company profile

Ever more information needs to be ¢reated, administered, and made available.
In order to maximize the data availability, we offer our customers integrated data
access in real time. This supports businesses and organizations in achieving their
fundamental goals: faster, more flexible processes, comprehensive netwaorking,
higher added value, increased competitive strength.

Our products and services focus on IT infrastructures that make use of service-
oriented architectures {SOA). Based on business processes, they integrate innovative
applications and systems while simultaneously modernizing the 1T environment.
We are one of the top companies in our market world-wide, and the market leader

in Europe,

The Software AG company culture is differentiated by absolute customer orteniation.
We work in best-practice networks, driving change in an open and transparent way.
we focus on profitable growth and a distinctive market profile.
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Letter to Shareholders

Karl-Heinz Streibich, Chiel Executive Officer
Engineer, Chief Executive Officer since 2003
Darmstadt, Germany

Dear Ladies and Gentlemen,

Software AG continued on its growth path in the second quarter of 2006. The increases in sales
and earnings emphazise the Company’s focus on sustained growth. Qur strategy is showing a
rising eftect, above all in aur licensing business. Both of our business lines - Enterprise Transaction
Systems (ETS) and crossvision - generated impressive growth rates during the second quarter
as well as in the entire first half of 2006.

A good start for crossvision

The past few manths have been characierized by the particularly positive response ta crossvision,
an SOA suite which we introduced in February. The broad market interest in this new product

i5 evidence of the clear focus Saftware AG places on customer requirements when developing
praducts. Companies and institutions prefer options that allow them to open, connect and
modernize existing applications rather than having to replace them. The aim is for !T landscapes
ta lose their monolithic structures and adapt flexibly to new process workflows. This is exactly
where crossvision comes into play. Our innovative madel for service-oriented architecture {(SOA)
allows companies to better align their IT systems with their business strategies providing them
with competitive advantages.

SOA suite acknowledged by customers and analysts

In addition (o the positive response from our customers, crossvision has also enabled Software AG
to gain recognition amaong industry analysts. For the first time, Forrester Research, a renowned
independent research institute for the iT market, has named Software AG a world leader in the
cateqory of Enterprise Service Bus (ESB), an essential component of S04 solutions, [n the category
of product strateqgy, Software AG achieved the number one sanking. This award proves that we
are on a promising path with our SOA products and that we are not merely pursuing the right
vision, bul also the best.
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Letter to Shareholders

Strong starting position for further growth

Modernization, integration and management of business processes are key factors of S0A.
Software AG has specific expertise in alt three of these fields. For SOA, however, mainframe
expertise as well as XML competence is required - a combination that can onty be found at
Software AG.

Qur aim is to become a leader in the global SOA marketl. SOA is not simply a fleeting trend,

but represents 3 paradigm shift in information technology: $0A is regarded as the most efficient
possibility for integrating heterogeneous IT systems. The significance of service-oriented
architectures is also documented in a survey conducled by Capgemini, a management and

IT consultancy firm, according to which SOA was named a top priority for 2006 by one in five
companies, Soliware AG has already secured a number of large projects since the launch of the
crossvision suite in mid-May. For the second half of 2006, we expect accelerated growth for

this business line based on full availability of alt products and an increasing average contiact size.

Licensing revenues in our Enterprise Transaction Systems business line have grown substantially.
This underscotes our excellent market position and demonstrates the significance of mainframe
applications for customers, A major part of all corporate applications and business data is stored
on mainframe computers, which are and will remain a fundamentat part of information technclogy
due to innovative technologies and impioved performance. We suppaort our customers in further
exploiting these valuable resources by providing powerful technologies for modernization and
integration.

Alliances

Collaboration and open alliances promote progress. Software AG's network has gained a scientific
component through the cooperation with Hasso-Plattner-Institut agreed upon in the second
quarter, 