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complete SOA suite

23%

Return on sales

60%

Increase in Crossvision revenues

200

Potential custorers in the Japanese market

45%

software AG stock dimbs 45% in 2004

320,000

Opeiations per second: Adabas achieves recdrd
access times, doubling the previous record

3,000

Customiers in a variety of sectors atl over the'
world have put their trust in techriology from
Software AG

12

Applications for patent reqistration fos
Crossvision
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! KEY FIGURES
' €milions __ . Dec.3%,2005 Dec.31,2004 Dec. 31, 2003
o o FRs S RS IFRS
Sevenve . T T T L TR A 380 T andl 400
licenses o 1esT e M42 1043
X L Maintenance o ' . 1873 1814 1828 191.2
! 7 L .vrv'ProiessIonal sérvlces ’ ,W,,,,mw_,: © 1262 122.7 1128 1229
f ' " other ¢ 38 23 18 16
' £8ITDA ! 11194 1043 97.0 69.8
1k ' IEER 96.4 83.9 §9.1.
‘Barningsbefore taxes i 1186 1011 1117 13.0;
in % of revenue o 146 23 17 3
‘ Netinome =~ =TT T T Oma a8 T2 3a
. in % of revenue i 1T 14 19 2
) ' !
. , Total assets , i 643.9 599.3 510.7 505.6
‘ ' Cash and cash equivalents . 184.8 161.6 119.1 74.2°
. shareholders’ equity ’ S = 4222 _ 393.0 323.6 269.3
' in % of tolal assets ) 6 66 63 =
L . { . '
tmployees . Lo_uenl | 2150 2438 251
) of which in Germarty R 774 785 927
i 1 KEY SHARE OATA

. e . T 2006 [
, P o ST lks |8

005 2004 . (2003, .

WRS T IFRS IRRST

" Year-end closing price (Xetra) In € . '“’"59 74 41.15 2380 16.30

. Yerhighine T 5990, 4330 2847 2019

! D Yetlowine g Y 43\ """" a0 730 e
‘ ' Nurrber of share?ai_\};aur‘end- ST R 28 112, ?15' B 28 035 009 2“';'226;,.]"55"'" '2i2~6-6'5'§2
| Marketcapializationatyearendln €milions b 16795 11537 6489 4dad
Dividendper sharein€ 1 T eser  oso 075 0.00

Eanings per shareln € T 260 224 283 0.26
Prloe/earnlngs ratio at yearend in € ; n 187 8 3

Operating cashflow per share alyear endlﬁzn:_ Y 1t T _2.?6' _ ) __1.66 ____j__- 0.5-8

+ Franklug (Prene Kandard /TecDAX), ISIN DE 0003304002
1} Adjusted for net Incom e/expense from Nvestments and exw20rdindry income /expeases
Z) Fulktime equidlents

3) Proposal by The Supervisory Bord and the Exscutive Board to the Ansudl shareholders’ meeting on may 11, 2007
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Adabas 2006

- Evenl Replicator

- Adabas SQL Gateway

Natural 2006

- Natural Business Services

- Natural Productivity
Package

~ Natural for Eclipse

- Natural for Ajax

Crossyision

Crossvision Suite

-~ Crossvision
Application Composer
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MISSION

We offer Software Technology to increase the value of Enterprise 1T Systems

- We are 2 global leader in misston-critical software Infrastructure solutions based
on open standards

- We are at the forefront of advanced Service-Oriented Architecture (SOA), enabling
our customiers 10 create powerful enterprise applications - espedially in heteroge-
neous IT environments

- Our products Adabas, Natural, Crossvision and Tamino help more than 3,00¢
customers uncover the full potential of thelr IT and add value to existing systems
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Software AG Anmuai Report 2000

e~ oo “Software AG achieved good results in fiscal
o . 2006, enabling us to surpass our ambitious
targets. We have made an impressive turn-
around to achieve sustainable, profitable
growth, Our strategy will ensure that the
success story of Software AG continues.”

2006 was another successiul year for Software AG.
The growth momentum experfenced in recent years
continued, and we surpassed all of our ambitious
goals. Software AG achieved excellent levels In
revenues and earnings In 2006. Total revenues rose
by 10 percent to €483 million, and operating income
(EBIT) performed even betier with an increase of
15 percent. Our growth has therefore been accom-
panied by high profitability: The EBIT margin has
reactied its highest level ever at 23 petcent.

We have our clear strateglc orlentation to thank for
this extremely encouraging trend. Four factors contrib-
ute 1o our growth:

- We continually expand our product portfolio to
Increase our customer orlentation and technologlcal
expertise.

-~ We supply the right products to rapidly expanding
mar kets, enabling us 10 continue on a growth track
through geographic expansion.

- We Invest inglobal marketing and sales activities to
increase owr visibllity in the market and strengthen
our customer refatlonships.

~ We reachadditional customer groups and new mar-
kets by expanding our partner networks,

We see cur achlevements in 2006 as conflrmation of
our strategy as well 3s an Incentive (o continue the
seccess story of Software AG,

Reacting speedily to market developments

wlth an expanded preduct portiolio

Our new Crossvislon line Is an innovative produ:t
sulte based on Service-Oriented Architectire (SOA).
Crossvision has signlficantly expanded our product
portfollo, and is setting new standards in the growlr g
market for IT integration and networking. Service-0Ori-
ented Architecture creates powerful, flexible, and eas-
ity controllable IT structures. This enables our qstom-
ers to optimlze their business processes, efficlently
Integrate heterogenous {T systems, and react faster 10
changing business demands. This architecture meets
users” demands, making S0A a market of the futurs,
international market analysts gave the Crossvisicn
Stlie 8 No. 1 rating In SOA product strateqy and SCA
portfolio.

We also expanded our product portfolio in Enterprise
Transaction Systems (ETS) In 2006. Adabas 2006
and Natural 2006 underscore our leading poslticn
in the data management segment. The new prod-
uct verslons make it possible for our customers 10
manage large volumes of business-critical data ard
develop thelr own state-of-the-art, Service-Oriented
Architectures. High global demand for increased data
management capacities has led to a renaissance for
malnframes, which benefited our business with our
exlsting customer base In 2006. Qur legacy Modern-
izatlon product area Inchudes products from @S and
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Crossvision. This Is 3 stable and rellable bridge be-
tween our valuable exlsting legacy systems and the
newest service-based platforms and technologies.

Geographic expansion and acquisition strategy

As part of our geogaphk expanslon, we cpened of-
flces in Bahrain and japan in 2006 as our fscal points In
the Middle East and Asla/Pacific reglons. we wiil also
start with direct mar keting In Brazll as of 2008.

In additlon to organic growth, we are also looking to
expand via acquisitions. Our intention Is to stiategi-
cally build up our product portfolio and Increase our
access (o International markets.

Investing in marketing and sales

We attach great importance to marketing and sales,
which as our third growth driver, makes a critlcal
contributlon to the success of our Company. We have
succeeded In increasing the efficiency of our mar-
keting projects. In addition, we have expanded our
Internal and external communications. Sin¢e January
2007, we have been Implementing a revised market-
ing strategy to make Software AG more Innovative,
to distingulsh Iself from the competltion, and react
faster to the market. This more targeted customer
approach wili increase our number of new custom-
ers. We will retaln the loyalty of our exIsting custom-
er5 by continuing to provide the accustomed product
quality and service. We see our marketing expenses
a5 an investment in the future, undersceoring our goal
of market leadership,

Partner networks increase companies’
technological expertise

Our research and development activitles are suppie-
mented by the acqulsition of strategic partners. in
this context, Software AG and Fujltsu Limited have
jointly Initiated the "Centrasite Community,” an Inl-
tlative designed to accelerate the Implementation of
SOA environments. Nearly 20 com panies have signed
onto this inltiative.

Software AG has had a wealth of experlence in part-
ner strategies. This Is another area in which we expect
software companlkes to succeed in the Internatlonai
market of the future. Strategic partrerships and soft-
ware alllances are ey strategles for malntalning our
market position In Service-Orlented Architecture,

LETTER TO SHAREHOL DERS Ed

Innovations call for innovative employees

We currently employ more than 2,600 emplayees ar 6
maintain 3 globaliesearch and development netwoi .
In 2006, we established our own Corporate Univessity,
3 state-of-the-art model to provide continuing educa-
tlon for our employees. More than 5,000 tralning davs
In 2006 for mote than 2,000 employees corroborale
the success of this concept.

Our technology Is utllized by more than 3,000 custom-
ers Ina varlety of sectors ail over the world, including
industry, commerce, loglstics, media, 1T, finance, se--
vices, banks and pubtic administration. we developed
even more Innovative solutions for our customers in
20086, some of which we would like ta share with you
In this annualreport.

Dividend increase

Qur successful business performance has enabled Ls
to stand by our attractive dividend policy. The Execu-
tive Board and Supervisory 80ard will propose {0 the
Shareholder’s Meeting that an increased dividend be
distributed.

Gur vision: To be the global markel leader

in Service-Oriented Architecture

We owe our competitive advantage to the outstanc-
ing expertise of our employees and thelr many yesais
of experlence In Integrating systems and applications.
we will continue to benefit from and Increase this ac-
vantage. We expect demand for SOA components t2
grow.

1 am firmly convinced that our integratlon solutions
business will continue to expand and that we are 01
the way to becoming the global SOA market leader.
we therefore belleve that our expectations of anothes
10-percentrise Innet income In 2007 are reallstic. wa
also anticipate that our £BIT margin will continue im-
proving toward the mid-range goal of 25 percent wit?
a iise of approximately 1 percentage point,

VA

Karl-Helnz Strelbich
chlef Executive Officer
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THE EXECUTIVE BOARD

-”Software AG Is 3 technalogy

. enterprise with.a sirong cus-
tomer focus that is also geared .
toward profitable growth and

 technology leadership:”

el .
d El
R

. Karl-Heinz Stieibich

Chief Executive Officer since 2003

Karl-Helnz Streiblch (bornin 1952) tsrespon-

" sible for te areas of Strategic Ma'rketfng,

* Professional Sarvices Managernent, Human

Resources, Bistributon Saategies and Methods,
ani forporate Cornmiusnicat ons. He f5 stso In
tharge of Spain, '

IThis year, we increased sales

- by more than 10 percent and

*profits by more than 18 percent.
- We-have enhanced our enter-

. prise value'on’a sustainable |

basis, thus creating potential
for investing In the expansion
of the Company and paying

 altractive dividends.”

Arnd Zinnhardt - ) N
Chied Finandl Officer, Executive Board member
simte 2002

AS'CFO, Amd Zinnhardt (bom i 1962) is respon-
. sibte for the areas of Finandd Accouning &
Controfiing, Gobal Purchasing, Qobal 11 /Suppurt,

(nvestor Relatians, AUdiing & Corpliane, MEA,
and Legal. : d

.

+

Software AG Anntal Report 2026

“We are steadily supplement-

- Ing our growih in traditional

sales markets with activities in

up-and-coming markets of the
\ future, The global orientation

of Software AG is therefore a

key growth driver and quaran-

tor of our sucgess.”

Wk Edwards °

Executive Board member since 2003
Mark Edwards (bur& in 1956) Is responsible far

Region 1 {USA/Canads, United Kingdorm, France,

5puth Afitca, Latin Amertza),
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The Executive Board

ihe internationat composition of the Execulive Board reflects

software AG's global markel osientalion.

“Customers in all sectors rely
on the expertise and compe-
“tence of Software AG. Based
_on our customers” needs and
* requirements, we develop
solutions that are among the
' bestrof the sector.”

, Alfred Plaff
! Execkive Board member since 2005

© " Ateed Pfaft (born in 1959) s respansible for

' Regior 2 (Germany, Austria, Switzerland,
 Netheslands, &aly, Turkey, Istael, Greece, Nordc,
Eastern Eurape, Middle Easty. ‘

-

“We focus on solutions for
service-oriented architectures

- In business-uitical areas. Our

“Crossvision. Suite will be the

~ leading product portfolie Jo -
the SOA market of the future.”

N :

Dr. Peter Kierpick- ' « 31

© Exequtive Board Membe $ince Z005 -, -

" 0. Peter Korpick (bom- I 1966) is responsible

* for the Grossyision business 1ine, where he

Gversess Produd Maketing, Product Manage-
ment, and Research and Development. He Is

asaln ¢harge of the *Belux- reglon {Bel glum
and tixembourg), ' .

i M ¥

+ 'David Broadbent -
' Executive Bna_ré member since 2067

THE EXEQUTIVE ROARD 5

. perlencing a renaissance with

annual growth of 25 percent

~ inthe licensing business. Qur~
- customers continue to Invest .

in the steady expansion of -
their systems with a refiable -

“The mainframe market Is ex- i
|
|
i
1
t
partner such as Software AG.” - E

1

David Broadbent {borr: In 19603 Is in charge of
the ET5 business line. His responsibilities alsp - '
intlude the JACA™ regign (Japan, Asla, da‘ma,
and Ausuaiaj.
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!

We continue to grow with
our customers’ successes

L ]
L

From a strategic perspeclive, 2006 was a very impoilant year for us - a turning peint in the
development of our company. We successfully completed the tuenaround started in 2003

and have now entered a new growth phase, With a new corporale intage and a new brand
stralegy, we are positioning ourselves worldwide 8 a leading provider of business-critical sofl-
ware infrastructure solutions. We are growing internationally and expanding our cooperation
network to include strategic partners. Our acquisition sirateyy includes technological additiony
to our product portielio, new types of produdls, and oplimized distribwstion channels.

Software AG is well-
positioned for the future.
Our strengths include

- A stable customer base

We have ensured that our successful turn-
around In 2004 will be sustained. In the
turnaround phase from 2003 to 2006, we
stabllized and broadened our customer
base. A(tordin§ to @ customer survey con-
cerning the use of our Enterprise Transac-
tion Systems (ETS) products Natural and
Adabas, 72 percent of our customers use
our products for business-critical applica-
tions, Service-griented architecture (SOA)
and Web Enablement represent further
outstanding opportunities for deveioping
our customer base.

- Improved margins

Growth in sales and efficiency Increases
contributed equally to the improvement
of our margin. In 2006, we achieved a re-
cord 23 percent refurn on sales. We alm
to Increase this figure 1o 25 percent. We
also succeeded In accelerating growth

with an increase In sales revenues of
10 percent. we owe our posltive image to
our technologlcal expertise. Experts from
Forrester confirm our market leadership,
which also extends 1o our new business
unit, Crossvision. Our new ¢orporate Im-
age and new marketing strategy contrib-
ute to our positive Image development,

- Enhanced strategy and portfolio

we have recognized the increasing signif-
icance of SOA Infrastructures as a globat
market trend. By expanding our portfolio
to include the first complete SOA suite,
Crossvision, we have successfully iaken
advantage of the rend and continued our
success story. Software AG sets itself apart
as a first mover In IT trends. Proof of this
can be seen In our product innovatlons
- Adabas for mainframes, Natural for PCs
and servers, £ntireX for standard business
applications, and Tamino for internet In-
frastructures.

CLEAR STRATEGY AND ENHANCEDgMCI'QRZIRE0)
SOFTWARE AG IS ON THE WAY TO GLORIAVSENF:N 13087 110 1\ IR 072

|
|
|
|
i
|



8

STRATEGY

We also clearly detined and built on our competi-
live advanlages in 2006, These include:

- International technological leadership in SOA

Qur intensive customer focus Is a major competitive
advantage for us. This focus enables us to offer In-
gdlvidual, customlized SOA structures as opposed to 8
one-size-fits-all version for all customers, In 2006, we
intenslfled our customer focus even further:

- Our Innovatlon process starts with the customer.
Research and development at Software AG acitvely
Incorporates customer needs and delivers products
consistent with dernand.

-~ we have established the International IT Leader-
ship Committee at the executive level In order {0
deepen customer contact and proximity to custom-
ers. The committee enables our top International
customers to tell us directly what type of IT they
will need tomosrow for optimal business success.

Our strategic orlentatlon Is comprised of business
with regular customers and new custom ers: Powerful
databases for business-critical applications {ETS) for
existing customers as well as modernization of bust-
ness-critical applicatlons (legacy modernization) and
service-oriented archltecture for existing and new
stomers.

Our SOA offers ¥ey customer benefits:

-~ Aglllty: To react faster to changing demands

-~ Orlentation: To bring IT closer to the operating de-
partment

-~ Reuse: To take advaniage of existing functions

-~ Technology neutrailty: To utllize services indepen-
dent of Implementation

-~ Standardization: To support open standards

~ Modernization: To provide legacy applications with
web-based Interfaces

-~ Cost savings: To implement new functions more
quickly

Softwam AG  Annual Report 20016

SOA Is our market for the future. In 2007, more than
50 percent of all business-crltical applications and
business-related processes will be based on SOA. Ar-
cording 1o industry association BITKOM, this number
wlll rise to more than 80 percent by 2010. By 2011,
80 percent of all productive applications in use today
will have been partially or compietely reengineered
and will use SOA. Moreover, an SOA-compatible ver-
ston wlil be available for 65 percent of all siandard
applications by 2011,

-~ Comprehensive staff advancement as a central 2l-
ement of our human resources stiategy

One focus of our strategy is training and continuing
education for our employees. we have underscored
this by establlshing a Corporate University. In 2006,
we Inltiated international training programs for our
employees worldwlde. Our training and continuing
education activitles focus on executive tiaining and
executive development with programs such as Gei-
the-Best, Leadership Skill Cevelopment, (areer Oe-
velopment und Job Skilt Development.

At the beginning of the new growth phase, we put
our focus on corporate identity, geographic expan-
sion, and acquisition strategy as well as strategic
partnerships.

- Positioning ourselves as the leading international
providger of software solutions

Our efforts are centered on our corporate and brand
Image. One of our goals Is {0 positlon Software AG as
8 global market leader In service-oriented architec-
ture. Qur marketing and PR campalgn Is focused on
ours Crossvision product famity and the tople of legacy
modernization. Qur extensive proguct pertfollp and
our sales strategy give Us the potential to be the
market leader.

- Increasing our international presence

our financial strength has enabled us to continue
our growth in emerging markets, By establishing our
first branches In 8ahrain and Japan, we have made
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“SOA enables our customers to open up and extend
existing IT systems to ensure more efficient and flexible
business processes. The success of Crossvision with our
customers represents another step toward global

technology leadership.”

Dr. Peter Kiirpick, Executive Board member responsible for Crossvision

the Middle East and Asia/Paclfic one of our prlority
regions. In both markets, we have a strang base of
exlsting customers, particutarly in E1S. we will con-
solidate our established customer base and broaden
it in the medlum term to Inciude more Crossvision
peoducts. In 2008, we will start aur own direct distri-
oution In 8razil - another milestone in the systematic
development of our Latin Amerkcan business.

- External growth via acquisitions

Our acquisition strategy comprises a three-past ap-
proach: We intend to expand our product pertfolio
by adding new technologles, ang we are also on
the lookout for new types of products. Moreover, we
want to optimize our disteibytlon channels in new
markets.

- Strategic partnerships create a global network
We have expanded our cooperation network. wWe
now have strategic partnerships with Fujitsy, 105
Scheer, 1LOG, SAP, and AmberPolint. 8y ensuring that
individual strengths are comblned, we pravide opti-
mal service to our customers, At the same time, we
spur Software AG's growth by concentrating on our
ore competencies.

We cooperated with Fujitsy 1o Initiate the CentrasSile
Community. This community is based on Centrasite,
which Is marketed and developed jointly by Fujitse
Limited and Software AG. Customers and parine:s
coaperate In this Interactive forum to spur the Imple-
mentation of SOA environments.

Starting in 2009, we will move to the third phase:
Our abjectlve is to achieve a globaliy leading mar-
ket posilion in service-oriented architeclure,

Our partner networks and our image will be our most
important growth drivers, Moreaver, we will continue
to expand our portfolio through acquisitions and con-
tinuously optimizlng our business processes. Qur me-
dium-range financlal targets for 2011 are an increase
in revenue to €1 billion and a disproportlonate rite
innet income.
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Softwane AG  Annual Report 2008

. Karl-Heinz Streibich, Chief Executive Officer

“Software AG customers have a competitive advan-
tage: With our solutions, our customers can put their

‘ideas into action much more quickly. The following

examples show how we achieve this.”
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Contributing to our
customers’ success

Our customers place high demands on s, and we meel these demands. Solutions
from Soliware AG aren‘Lof the “one size fils all” variely. Instead, we offes our cus-
tomers individual, flexible selutions to complex software problems. For more than
3,000 cwstomers worldwide, our Adahos, Natural, Crossvision, EntireX, and Taming
products give them the opportunity 1o be the bestin their chass.

Industries With technology from
Software AG, you can:

~ Manufactuiing

-~ Finance - Create flexible business

-~ Research /Education applications and processes

~ Health Care - Extend the value and life of
~ Retail Industry core systems

-~ Information Technology - Manage data effectively acioss
~ Media the enterprise

- Government - Control and govern your

- Pharmaceutical Service-Oriented Architecture
~ Telecommunications

- Transport/Logistics

- Insurance

-~ Uilities
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Improved management and control

of diverse IT systems

SAS is a union of Scandinavian aviation companies and one of the leading airlines in Europe.

JAS

Scandinavian Alrines

Challenge
To improve 1T management and (o
relain existing 1T components

one consequence of market consolida-

tion is that marry companies must novw

e company. For 54
individual cormnponents &
previous 1T investments i of central

significance,

Solution
{eatral coordination of varying
software systems

with the help of the Cenfrasite S04 re-
i the corporate-wide T resources
S canbe jointly coordinated, This
cathon enatles central manademéent
and adminlstration of all components of
he existing Service-Orlented Architec-

5 based
Jards and is able

0n acknowledged st2
to combine producis from waricus pro-
viders with company’s own 1T structures
at 3 central 1ocation,

Software AG  Annual Report 2004

Resuits

~ feduced costs and Increased compe-
titiveness

- Better management and rayse of
iT components

- Irnproved Cu

- Flexitle basks for reaciing to market
changes
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‘ Competltmn in the global transpert mdustry is! flerce
Innovative solutmns such as Centnaslte enable usto -
manage our sxétems effectively and to reuse our IT

components sotthat we can react swiftly to changes

in the market and provide high-quality customer
service.”

ﬁagnu_s Claving, Manager Corporate and Agent Systems, Airline IT,
‘JScandlnaV|an Aitlines
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“The ealase of-use of Software AG’s products is a key
| busme?s benefit for us. Because we work in a rapidly-
changing market, we"riitist train our staff to use tools
|
that can develop products as quickly as possible.”

1
H
.
4
'
© b - — =

_ Andy Bieﬁl General Manager of Information Services, Hactl
B " | b . .
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Greater flexibility at the world’s
largest air cargo hub

(USTOMERS & MARKETS 5

Hong Kong Air {argo Terminals Limited {Hactl} is one of the waild’s leading interna-
tional air cargo terminal operators, handling over 2.5 million tonnes of air cargo annu-
ally, while serving more than 70 international aidines and 1,000 freight forwarders.

Chailenge
Managing Growing Dala Loads

Hacil's busingss wequirements ae
dirtated oy extremety high-iolume,
Quick-twenarund and non-stop 2k (a0
service demands. Hactl has irvested
heavlly ir technology, Today, its Infra-

. stiucwre, d automatlon sys -

tems are 2 he. mos sephisiicated
In the industry. We have 1o provide
:apl-:!r;r:dgplqyable,'vaIue-added seryires

~enabling Hactl to meet customer nseds

while mariagl urmes of data
and malntalning zero-fallure retiability
in all gritical systems.

Solution
fase-of-use products as a key
business benefit

With Matural, Adabas and Crossvislon
Legacy ttegratar Hactl can acuraiely
track and move High-speed, high-vol-
ume air cango aniving from hs diverse
partner base-of internatlonat alrlines

and frelght forwarides.

Throughi theilr collabos ation with
Software Ak over ihe pasi 30 years,

they have Increased respaasiveness to
velime fluctuations and tight deadilnes,
with gz abillly o use disparate appli-
cations across legacy sysiems. They have
2l50 reduced COS(S Nroug the reuse

of tomegrown software components.

Results

= Mo application-related downtime

~Imgraved ablity 1o manage high
varlumes of cargo and rorrespondlng
infarmation

~ Increased groductivity and efficlency
in all key Gperational aspects
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Improved service: development and
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implementation of a University-wide
process management system

Penn State has grown rapidly, like many academic institutions, and has more than
16,000 full-time faculty and statf and more than 81,000 students. Until recently
Penn State still relied on systems from 20 years ago.

PENNSTATE
B

Chaillenge
Streamline processes

The University needed a Datter way
suppart growth and cnange. 15 hiwme-
growi workilow system dubbed £asy
(Eleckronls Approval System) had been
strained. Too much time was required to

process forms, especially nose that re-
quired supporting docusnentation. Penn
State needad o find a way o streamline

processes.

Solution
Autamale processes

Software AG recommended a solution,
which updated Dack-end systemns with
modern yser Inderfaces and improved
synergles by sharing processes between
Jepartments, Process aulomation saves
tire by elimingting manual steps. Data
is gathered automaticalty from back-
entl Sysiems, and staif can maoce easity
gack status during a given process.

Results

~ Feduced processing time - in ong cass,
from thize weeks to one holr

- Freed up key staff for other tasks

-~ Lowesed supply expenses, equipment
depreciotion and maitoom overhead

- Improved user interfaces far back-end
Systems
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“Software AG is helping us realize our vision for this
project: to transform the way we work by streamlining
our business processes and adding flexibility.”




18 QISTOMERS & MARKETS | APOLLO-OPTIX Softwam AG  Annwdl Peport 2004

“System te(hnology made by Software AG enables
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Greater transparency through successful
systems integration at Germany’s leading

optician

Apollo Optik is Germany’s top optical retailer with 2 wide assortment of frames and
tenses for glasses as well as contact Ienses. The company is represented in Germany with
more than 500 of its own retail stores and franchises. Since 1998, Apollo Optik has been
part of the Pearle Europe Group, which is the largest opticians chain in Europe with more

than 2,000 branches.

Arguy &

Challenge
Te increase agility by means
of a paradigm shift

The polni-of-sales (POS) system used Dy
Apollo Optlk affords the branches a high
degres of automation. This system en-
ables orders W be entered via the cash
reqister and branches to manage thels
own inventorfes, business information,
and marketing (ampaigns. However,

the character-based user Interfaces were
no langer up to date, and there were
difficuliies with integiation inte the

IT network, In some cases, this led to
redundant date management and a lack
of online integration al key points in the
business process chain.

Solution
Modernization in line with
SDA principles

The modernization project at 2pollo Op-
fil: involved cotimizing user-frlendliness
of the POS system while rztaining the
essential functions of the system with
which the users were already famlllar,
Key programs such as order entry were
also modernized step by step, with sys-
tern ¢ommunications being merged with
vser integration on the basis of simple
wieh cervices, This wiil allow apolio
Optik to react to new market challenges
even more quickly in the future.

Resuits

- Improved image and betier service
atthe retail branches
I
- Flexible basis for internationalization

~ Investments [N previous sysiem
matntalned
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Haderslev Municipality
oenmark, Seclor: Government

Challenge

inlegrate various systems in the em-
ployment offices in connection with the
recrganization of te municipality of
Hadersley

Sofulion
Sottware AG’s Applink product makess it
possible 1o pracess the necessary nfor-
mation in an efficient and user-friendly
manner

VW Financial Services
Geimany, sector: Finantial Services

Challenge

AUOMATE buginess processes acoss 5ys-
tems and locations in order W imgrove
Customer service and employ=e produc-
Livity

solution

Integration of all interfaces and estab-
lishment of a mone clearly orqanized
architecture with 1he aid of Enterprise
Legacy Integrator

Florida Community
College at Jacksonville
UsA, Sector: Education

Challenge

Rodernize more than 1,500 processes
while preszrving the valve of legacy ap-
plications and leveraging invastments in
S0A and Web serviies

Solution

Automation of paper-based forms with
the ability t0 reuse cempanents gnd
derive business intefligenie from wab
services metadata

Crédit Logement
France, Sector: Finantiasl Sesvices

Challenge

Mmodernization of 1T for French lzader

in residential lan quaranties (house or
apariment purchase without mortgage)

solution

Use of Software AG'S MPP (Hatural Fro-
ductivity Pasckage) as the first step in g
comnprenensive modernizathon process
that also encompasses Wb services
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Washington State
University
USA, seclor: Education

Challenge

Frovide quick and easy acgess g main-
frame datd W impsove productivity of
both developers and end-users

Solution

indernization of tegacy applications
1 intedrate with neweer, PC-based ap-
elicatons acss departments

Swiss Federal Roads
Authority, ASTRA

Switzerland, Public Seclor

Challenge

To establich a cantral realsier of ma-
tos vehicles and owners for the Swiss
guvernment

solution

Integrate the various mator vetficles reg-
isters of the various Swiss cantdns on the
basis of 2 centralized integratich hub
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3,000 customers have put their trust in
technology from Software AG

National Police Spain

Seclor: Government

Challenge

50 from a decentralized to a central-
ized platfoem and adapt the process for
issuing 10 cards 1o the functionalities of
eleciranic 10 cards

Solution

On the spot dedivery based on & central
system for the storage and rapid update
of blometric data In consideration of the
hignest security requirements

American Community
USA, Sedlor: lnsurance

Challenge

Replate paper-Lased underwriting pro-
(ess with a stream lined Eusiness Frogess
Management solution

Solution

Automated system for the underwrit-
ing provess incréases produdtivity and
SYSIEMS iwaration

Dubai Police
Uniled Arab of Emirates,
Sector; Government

Challenge

A5 Dubai Police i one of the most tech-
nical advanced faeces in Arab World, now
they are imglementing 1heir e-Border
project with Sulianatz of Gman

Solution

Crossvicion for the first phace of thei
e-Barder prajece with Sultanate of oman,
Gubai Police approved Sa3 Technology as
the most secure and i2ligble <olution for
this praject

Hibernian
treland, Sector: Insurance

Challenge

To better serve insurande brokers and
policy holders whiile 1edycing the time
and «ost to administar insurance policies

solution

radernize and sxtend the tranch Policy
Systemn (BP3) to the Web with an intsr-
face that leverazes and reuses existing
key functionslity

Sergas
Spain, Sector: Health Service

Challenge

Consodidation of the clinical patients’
records and medical history dispersed in
differences places and platforms

Solution

Software AG's Tamino XML Server is used
to siream line alf relevant data stxrage,
exchangs and publishing pracesses and
10 facilitate ebactronic processing

Ritzau
Oenmark, Sector: Media

Challenge
Provide better acoess to archives for
Denmark’s fargest news agency

Solution

Digital archive based on Taming Xl
platform with convenlent user interface
far effichant information searches
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Software AG stock outperforms the market

European and U.S. stock markets

surge at the end of the year

2006 was the fourth consecutive positive year for eq-
uities mar kets. German stock mar kets increased sub-
stantialty starting at the beginning of the year: the
DAX by 22 percent, the MDAX and SOAX by 28 per-
cent, and the TecDAX by 25.5 percent, German stock
markets thus once again surpassed major European
benchmark Indices and the U.S. stock markets, After
years of stagnation, U.S. markets also rose signifi-
cantly during 2006. The Dow Jones rose 17 parcent
and reached a new all-time high in October. The MSC!
showed a rise of approx. 18 percent and ended at
1,483.58 points as of December 29, 2006.

In the spring of 2008, the DAX experlenced a correc-
tion phase lasting approximately four weeks, and fell
by approximately 1,000 points. A modest recovery in
the European and U.S. stock markets ensued in the
second quarter. The stock markets were Influenced
by 2 variety of factors In the second half of the year.
Corporate profits avershot expectatlons, the economy
surpassed forecasts both domestically and abroad,
and there was speculation on several takeover pos-
sibilities. in most countries, stock markets picked up
sharply toward the end of the year, Unusually large
gains were evidenced on stock exchanges in both the
.S, and Europe 3t the end of the year,

The TexDAX recovered after the tow at the beginning
of the third quarter, bolstered by a high level of In-
terest in both telecornmunications and solar indust-y
stacks, and closed at 596 paints as of December 29,
2006, an Increase of 25.5 percent over the previous
year,

Software AG shares outperform benchmark

Indices with a rise of 45 percent

Software AG shares performed significantly better
than the benchmark Indices, the TecDAX and the
Nasdag 100. The stock closed the year on December
29, 2008, at €59.74 In Xetra trading {previous yeur:
€41.15). This marked the highest price in five years.
A total of 30 million Software AG shares were trad-
ed during fiscal 2006, corresponding 10 an average
volume of €5.57 million per trading day. Qur sharzs
are thus among the 100 maost liquid stocks listed in
Germany and meet the Category A llquicity <riteria
for the German stock exchange (Xetra liquldity mea-
sure).

The graphs in this section contain additional details
on price growih,
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Market capitalization grew significantly compared to
the prior year, rising by €537 million to €1.68 bll-
tion. Software AG attracted increased attention In the
mid-cap fleld and appealed to new investor groups.
These factors contrlbuted to an expansion of the
shareholder base.

MARKET CAPITALIZATION OF SOFTWARE AG
In € millien

04
05
06

Software AG stock moved up agaln in the TecDAX
ranking of Deutsche BOise AG: Measured in terms
of market capltallzation, It reached 6 place (2005:
7™ place) and in terms of trading votume, the stock
moved up to 8™ place (2005: 10* place).
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Dividend for 2006 also higher

In addition to share price gains, our Investors also
profited from higher dividend payments in 2006,
Software AG paid out a totat of approx. €22.4 million
{€0.80 per share) to shareholders as resolved by the
Annual shareholders” Meeting. This corresponds tc a
dividend ratio of over 40 percent of the average of ret
operating earnings and free cash fiow. We expect to
maintzln this dividend policy In the future, depending
on earnings and lquidity. The Executive and Superl-
sory Boards are recommending to the Annual Share-
holders” Meeting that dividends of €0.90 be pald ‘or
each share entitled to dividends for fiscal 2006. Bas2d
on the share price at the end of 2006 (€59.74), this
represents 3 dividend yield of 1.5 percent.

SHARE PRICE DEVELOPMENT {indexed)

150

Dec. 33, 2005
BSoftware AG MNASDAQ W TeDax WG

March 31, 2006 june 30, 2006

59.74

784

51
1,757

Sept. 30, 2006 Deq. 29, 2006
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TOTAL OIVIDEND PAYMENT AND OIYIDEND PER SHARE
in € million

o

05 2243
06 25.30

Our steady corporate growth and our dlvidend return
combine with our high cash flow to make Software AG
stock attractive 10 both growth and value investors.,

Investor Relations: credibllity,

transparency and timeliness

Software AG continues to strengthien Its contacts with
investors and financial analysts by means of active
investor relations work. The Company is 350 working
to expand exlsting contacts. Entarging our Investor
group anda decreasing the voiatillty of Software AG
stock are among our key objectives. Mare than 25
national and internatlonal brokerage firms monltor
our stock regu lar by, We enhanced coverage by US-ori-
ented brokers In particulas during 2006.

Intensive investor communi¢ation

We continued to expand selected contacts with Inves-
tors this past year wiih over 30 days of road shows
In Europe, Amerlca and Asia. We Introduced Saftware
AG at nearty 20 investor conferences and In over 300
Inglvidual discussions with Institutional investors and
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analysts. Analysts and investors have awarded us top
marks for our work (Thomson Extel Surveys Best IR In
Germany: number 1 on the TecDAX; (apltal IR Prize:
number 2 on the TecDAX). Qur commitment extends
Lo active participation on committees of the Deutschie
Investor Relations Verband (DIRK - German Investar
Relations Association) and the International Invest o
Refations Federatlon (IIRF),

Changes in share capltal

The upward trend in share price enabled employess
and management to exerclse their stock optlons in
the year under review, As 3 consequence, the num-
ber of outstanding shares rose by 7¢,706 shares to
28,112,715, An addltlonal 669,268 options have
been issued through stock option plans; of these, up
10 457,580 may be exercised during 2007.

SHAREHOLDER STRUCTURE BY REGION
{PERCENTAGE OFf FREE FLOAT)*

Institutional Investors

@ Germany

WUK

W Rest of Europe

T North America

Retall investors and undls-
dosed ingitutional
investors

W World wide

“ As of December 2006, soyrce: Thomson Finandal
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“Free cash flow increased 23 percent over 2005. This is
evidence of the intrinsic value of our business and has also

contributed to a very sound balance sheet.”

Arnd Zinnhardt, CFO

ADR program should allow further

penetration of the U.S. stock market

We continue to pursue our objective of enhancing the
degree of recognition and the appeal of our share in the
U.S. by means of our ADR program started In 2005,

The deposit certlficates issued by a depositary bank
{American Depositary Recelpts: ADRS) document
ownership of shares [n non-U.S. companies. They of-
fer the oppoartunity of buying and selling non-Amerl-
¢an securitles int U.S. dollars. The ADRs of Software AG
are traded under a Sponsored Level | ADR program
in the aver-the-counter market, Four ADRS are the
equivaient of 1 common share. Since onty existing
shares are converted to ADRS, the program has not
negessitated a ¢apital increase.

KEY SHARE OATA

Hgh* ’ 59.89 4330
Lowt ' o 140
Oesing psce” 59.74 4115

Total number of shares {Dec. 31)

Market capttalization (Dec. 31)
in € millicas

28,112,715 28,036,009

16795 1,187

Free floatin % 7 89 69
Average daily trading volume
eta) . 112,635 97859

* Xetra dosing rate In €

1SIN

WKN

Symbol

Reuters
Bloomberg
Stock exchange
Market segment
I.ndex '

IPQ

Otfering price

Total number of
shares outstanding

TICKER SYMBOL AND BASIC DATA

DE 0003304002
330400

Sow

S0Wan.F

SOW GY

Brse Frankfurt
Prime Standard
TecDAX ‘
Aprit 26, 1999
€0

28,112,715
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Corporate Governance Report for 2006

Soflware AG

~ Complies with the German Corporale Governance Code
- Supporis standards for sound and responsible corporate management
- Promulgates an active and Wransparenl information policy

Anchoring and developlng standards for

sound and responsible corporale management
thoughout the Company

For Software AG, corporate governance Involves re-
sponsible and transparent corporate management
and control gimed at sustalnably increasing enter-
prise value. Corporate governance Is implemented via
standards for sound and responsible corporate man-
agement. For our Executive and Supervisory Boards,
good corporate management focuses on values such
35 sustalnability, tansparency, and value-based
financlal controlling. The Corporate Governance Re-
port of Software AG has been prepared jointly by the
Executive Board and the Supervisory Board pursuant
to Section 3.10 of the German Corporate Governance
Code. It describes the principles of the Company’s
management and control structure and the funda-
mental rights of Software AG shareholders.

Management and control structure

Software AG is subject to German stock corporation
law. The Company applies a two-tiered system of cor-
porate management 2nd control, with the Executive
Board being charged with corporate management
under the control of the Supervisory 8oard. Separa-
tlon of funcilons forms the basis of responsible cor-
porate management.

Executlve Board

The Executive Board bears full respensibiity for the
management of Software AG. The Board s bound
by corporate Interests and has an obligation to In-
cregse corporate value over the long term. The Exeqy'-
tive Board is currently composed of six members, It
makes requiar, prompt, and comprehensive reposis
1o the Supervisory Board regarding all relevant issues
of corporate planning and strateglc development s
well as the course of business and the situatlon of the
Group, including the rlsk situation.

Supervisory Board

The Supervisory Board, which consists of six mem.-
bers, advises and monltors the Exective 8oacd In
its corporate management functlon. The two bodies
jolntly declde on corporate strategy and the imple-
mentation thereof, Election to the Supervisory Board
of Software AG corresponds with the recommendz-
tlons of the Corporate Governance Code. All Supe-
visory Board members are appolnted Individualby.
Our Rules of Procedure stipulate that if a Supervisory
Board member leaves the Board prior to explatiod
of his or her term of office, the successor’s appolnt-
ment Is valld only until the next Annual shareholders”
Meeting.
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The Supervisory Board discusses the quarterly reports
and reviews and approves the financlal statements
and consolldated flnancial statements of Software
AG. Key Executive Board declisions, such as flnancing
measures and acqulisitions, are subject to approval
by the Supervisory Board, as are decisions reqard-
ing the appointment or dismissal of Executive 8oard
members.

Efficient commitiee work

The Rutes of Protedure of the Supervisory 8oard
stipulate the formation of two commitiees: the Com-
mittee for Remuneration and Successlon issues and
the Audit Committee. The Committee for Remunera-
tion and Succession Issues met twice, and the Audlt
Committee met once during the year under review.
The tasks of the Supervisory Board and Its accom-
plishments in the year under review are described on
page 34 et seq. The Executive 8oard and the Supervl-
sory Board and its commlttees work closely together,
which serves to further Software AG’s long-term en-
terprise value.

software AG'S good coiporate governance Is reflected
in the special knowledge and expertlse of the Chair-
man of the Audlit Committee in applylng accounting
principles and Internal review procedures. Karl Helnz
Achinger is Chaliman of the Audit Commlttee. Mr.
Achinger, who holds a degree in business adminlsta-
tion and Is an independent management consultant,
has been on the Supervisory Board of Software AG
since january 1, 2002. He has acqumulated extensive
knowledge and experience In his approximately 30
vears of entrepreneurlal activity In the International
IT market. Mr. Achinger was the founder of debis
Systemhaus, which he ran untll shortly before It was
taken over by Deutsche Telekom. During this peried,
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he also spent several years as d member of the man-
agement of Capgemini. From December 2002 unill
October 2003, he managed Software AG on an in-
terim basls, acquiring in-depth knowledge of tre
Lompany’s business processes and key financiat ra-
tios. His invotvement with the supervisory boards of
other companies afforded him inslght Into a variety
of internai contiot procedures, enabling him {o help
Software AG follow the best market practices.

Software AG maintains no direct or Indirect business
refationships with Supervisory Board members. n
particuler, no consulting agreements or other con-
tracts for work or services have been entered into.
Both employee representatives on the Supervisory
goard are employees of the Company.

Authorized capitat and share repurchase

Software AG has authorized capital pursuant to Se:-
tlon 5 (5) of the Company’s Articles of Incorporation.
The Exequtive Board is authorlzed, with the consent
of the Supervisory Board, 1o Increase the (ompany’s
share capltal on one or more 0ccasions on or before
May 12, 2011 up to a total of €42 mHlion by Issuingup
to 14 mllllon new bearer shares agalnst cash contribu-
tlons or contributions in kind (Authorlzed Capital). In
the event of a capital increase against contrlbutions in
kind that occurs in connection with an acquisition, the
Executive Board has restricted any exclyslon of sub-
scription rights to 8 maximum of 5.6 million shares,

The Company is also authorized to acquire treasury
shares with a share In the Issued share apital not to
exceed €8,410,800 on or before November 11, 2007.
Treasury shiares may be purchased on the stock mas-
ket or through a public purchase offer directed to all
shareholders of the Company.
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Significant shareholders

The Software AG Stiftung, with registered offices
In Darmstadt, holds approximately 3¢ percent
of the outstanding shares In Software AG. The
Software AG Stiftung Is an independent, non-profit
legal entity dedicated to therapeutic pedagogy, so-
cial therapy, pedagogy, work with youths, assistance
1o senlors, environmental protection, and research.
No shareholders other than the Software AG stiftung
held more than 10 percent of the share capital of
software AG,

Annual sharehoiders’ Meeting

All shareholders are invited to participate In the An-
nual Shareholders” Meeting. The Annyal Sharehold-
ers’ Meeting resolves on approval of the actions of
the Executive and Supervisory Boards, appoiniment
of the external auditors, amendments to the Artictes
of Incorporation, and capita! increases. In the Inter-
ests of good corporate governance, German legisla-
tion requires any capital Increases to be approved
by all Comparty shareholders. we inform our share-
holders of business developments and the financial
perfarmance and financial position of the Company
four times per year as scheduled In the flnancial cal-
enacar.

Pursuant to the recommendatlons of the Corporate
Gavernance Code, we conduct the Annual Sharehold-
&5’ Meeting in an expedient manner within a time
frame of 4 hours, To facilitate participation, we trans-
mit the Annual Sharehalders” Meeting vla the Inter-
net. This ensures responsible and efficlent use of the
right to address the Meeting and Is thus in the inter-
ests of the majority of the shareholders. The amend-
ment to the Asticles of Incorporation required in this
respect was presented for voting at the 2006 Annual
shareholders” Meeting and passed by a 99.9 percent
majorlty. Shareholders who do not wish to attend
the shareholders” Meeting in person may authorize
a member of the Company to exercise their voting
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rights by proxy in accordance with the instructions of
the shareholder. All proxles must be executed In writ-
Ing. The invitatlon to the Annuai Shareholders’” Meet-
ing and related documents and information such as
the agenda, the financial statements, the Articles of
Incorporation, and explanations of draft resclutions
are published on the Company website along wih
the date of the Meeting. In addition, shareholders
may view the resolutions adopted by previous sharz-
holders” meetings as well as the quarterty financial
statements for the preceding financlal year and eer-
ller fisca! years.

In accordance with the new Law on Corporate In-
tegrity and Modernization of the Right of Avoldanre
{UMAG) of November 1, 2005, we have changed our
registration and legltimization procedures: Starting
with the 2006 Annual Shareholders” Meeting of May
12, 2006, the relevant date for participation In the
Meeting was changed 1o the record date as set forh
In the Law on Corporate Integrity and Modernization
of the Right of Avoldance. Accordingly, holders «f
bearer shares need only to present wrltten conflrm 3-
tion of thelr sharehaldings from the deposltory bank,
This confirmation must refate to the 21st day pridr
to the Annual Shareholders’ Meeting (“record date*),
The aforementioned law also ensures that our An-
nuai shareholders’ Meeting is conducted efficlenty.
it allows the chaliperson to cut short speakers who
steay from the topic at hand and to refer to detailed
information already published on the website.

Open and Wansparent communication

Our comprehensive, corporate-wide written 0lscho-
sure Policy ensures that Information of relevance o
investors Is dealt with uniformly ali over the world,
The Olsclosure Policy governs the publication of -
nancizl results and significant events as well as
interna) processes for evaluating the relevance of
information. Accordingly, the Executive Board immiz-
diately publishes all information that directly affects
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the Company, unless exempt from the publication
requirement In speciflc ¢ases. In addition, in accor-
dance with legal stipulations, lists are kept of any
persons having access to Inslder information, and
such persons are instructed to maintain confldent(al-
ity. when providing information, Software AG deals
with shareholders, analysts, and journalists In accor-
dance with uniform criterla and In @ manner that Is
transparent for all capital market participants. All ad
hec announcements and press releases as well as
presentations given at press or analysts’ conferences
and investor road shows are published immedlatety
on the website of Software AG.

The purchase or sale of shares in the Company of re-
fated flnanclal Instruments, particularly derivatives,
by members of the Executive and Supervisory Boards
of the Company as well as certain other related par-
ties are published on the Company website as soon as
Software AG acquires knowledge of any such transac-
tlans. No notlfiable securities transactions took place
in flscal 2006,

Pursuant to the new law to Implement transparency
guldelines, effective January 20, 2007, any share-
holders withmoie than 3 percent of the voting rights
ina listed company must notHy the company of thelr
shareholdings. This represents a drop from the previ-
ous threshold. The law also stlpulates that companies
must make such notifications availzble Eturope-wide.
Software AG uses suitable service providers for such
purpose. Moreover, Software AG publishes all infor-
mation on the Company In German and in English.

The shares held by Company management of which
the Company is aware are not subject to reporting
requirements under Section 6.6 of the German Cor-
porate Governance Code, as the comblned shares of
the Executive and Supervisory Boards do not exceed
1 percent of the shares Issued by the Company.
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We present gur 115k management concept in the “RIsk
Report” on page 60 et seqq. Information on Grovp
accounting can be found on page 70 of the Notes,

2006 Dedaration of Compliance pursuant

10 section 161 of the German Stock Corporation
Act (AKIG)

0n February 22, 2007, the Executive and supervisory
8oards submitted an unqualifled declaration of com-
pllance stating that the Company has followed ¢l
recommendatlons of the Commlsslon of the German
Corporate Governance (ode as amended on June 12,
2006. Software AG has also agreed to comply with
ihe recommendations of the Code in flscal 2007,

software AG Implements the recommendations of
the German Corporate Governance Code. However,
separate preparatlon of Supervisory Board meetings
by shareholder or em playee representatives does not
take place In a formal sense. Due to the small num-
ber of representatives (4 and 2, respectively), info-
mal coordinatlon Is easily achleved.

Please see (e Investor Relations section of our wet-
site at www.softwareag.com for additlonal detals
on this and corporate governance at Software AG in
general.

The current verslon of the German (orporate Gov-
ernance {ode pubdlished by the Commission of thz
German Corporate Governance (ode ¢an be found &t
WWW.COrporate- governance-code.de,
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Auditor

The Annual Shareholders’ Meeting of Software AG
appointed BOC Oeutsche warentreuhand Aktieng-
esellschaft, frankfurt am maln, as Company auditor.
No bustness, financial, personal, or other relatlon-
ships that could cast doubt on the independence of
the audlt fim have existed at any time between the
audlt company and 15 corporate bodles and audit
managers on the one hand and Software AG and the
members of Its corporate bodies on the other. 800
has advised Software AG on tax issues as weli since
1997.

Based on the appointment of the auditor by the An-
nual Shareholders” Meeting, the Supervisory Board
of software AG has asslgned BDO to audlt the Com-
pany’s financial statemenits and has agreed upon a
fee for these services. tn connection with the audit
engagement, the Supervisory Board has also agreed
with the audlitor to compty with the reporting duties
pursuant to the German Corporate Governance Code.

The auditor participates in Supervisory Board meel-
ings concerning the financial statements and consoli-
dated financlal statements and reports on key audlt
findings.
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Remuneration report

This remuneration report provides detalls on remtl-
neration amounts and the structure of the remu-
neration system for the Executive and Supervisory
Boards. Remuneration of board members 15 reported
as total amounts. The proportlons of the individual
components are indicated, and the total flgure Is bro-
ken down into fixed payments, performance-related
components, and long-term incentive components.

section 5.4.7 of the German Corporate Governance
Code advlses taking into account elements related 1o
long-term corporate profits In performance-related
remuneration for the Supervisory Board. Softwaie
AG has adjusted its previous remuneration system 1o
take this recommendation into account, which it hes
been following since January 1, 2006.

Executlve Board remuneration

In line with our objective of lastingly Increasing enter-
prise value, Executive Board remuneration has been
more closely geared towards corparate profits since
2005, At least two-thirds of the remuneratlon is linked
1o sales, earnings, and other corporate targets.

remunesation of active Executive Board members for
fiscal 2006 k composed as follows:*

fixed Variable

remuneration remunera-
tion/bonuses
€ €

Karl-Heinz Streibich
(Chief Executive Officer) 382,500.00 1,265.683.80

Christian Barrlos Marchant  231,999.96  414,923.43

Mark Edwards 234,890.02  825,082.04
Dr. Peter Kirplck 200,000.04  507859.93
Afied pfatf 249,999.96  395,333.33
And Innnardt  231,999.96  811,427.88

Long-term Pension Other re- Phantom
components expenses  munesation shares
Ompo-
nents**
€ € € Number
860,192,239  288,6346.00 16,589.64 12,471
304,135.40 17,948.04 £2,006.29 0
728,021.43 3,570.50  262,8046.88 10,795
447890.00 73,476.00 26,387.52 £33
304,259.69 76,207.00 26,004.53 5114
711,790.93 70,257.00 22,498.01 10,768

* Based on Reeommendation 23 of the Corporate Govemance Code and R
varance with the provisions of the German commerdal Code, we have in-
duded pensian expenses in this portrayal of Exeostive 83ard MU BUHA

“* bther remunertion compenents of mark Edwards include €217 thousand
in employer's share 10 5002l secunty,
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Total remuneration for members of the Executive Board
amounted 10 €10,256 thousand In the fiscal year.

A total of 46,061 phantom shares were granted to
Executive Board members.

Rermuneration for former Executive Board members to-
taled €169 thousand.

Pension provisions for former Executive Board mem-
bers amounted to €,470 thousand,

Variable remuneration/bonuses

Individua| Executive Board members are paid a bo-
nus based on sales and earnings performance of
the Group. in additlon, a varlety of quantitative and
qualltative targets have been agreed on depending
on area of responsibility. The bonuses are ¢alculated
based on the extent to which targets are reached.

Long-term remuneratlon components

a) Stock oplion plan The stock option plan has been
In exIstence since 2001. No new optlons have
been issued In conjunctlon with this program
since January 1, 2005. As of December 31, 2006,
136,875 subscription rights had been issued to
Executive Board members. The plan will continue
untll the end of 2011. Fiscal 2006 was the flrst
year In which all conditlons for exercising the op-
tions were futfilled. Net Income rose by more than
10 percent over the previous year, ang proflt from
ordinary activities surpassed 10 percent of reve-
nue. The exerclse price averages €18.08 for all
persons eliglble to exercise options. Personnel ex-
penses of €165 thousand were Incurred for mem-
bers of the Executive Board during fiscal 2006.
These expenses are reflected in the “long-term
components” cotumn above.

b) Phantom share plan A portion of the varlable re-
muneratlon Is paid as a long-term component on
the basls of a phantom share plan. As in the previ-
ous year, the portlon accrulng for fiscal 2006 15 con-

CORPORATE GOVERNANCE .11

verted into virtual (phantom) shares on the basls
of the average share price of Software AG stock in
February 2007 less 10 percent. The resulting num-
ber of shares will become due In three identica!
tranches with terms of one, two, and three years.
Cn the due dates in March 2008, 2009, and 2019,
the number of phantom shares s multiplled with
the then applicable average share price for Febry-
ary of the relevant year. Thls amount Is adjusted
10 reflect the amount (measured n percent) by
which the shares outperform or underperform the
TecDAX30 index and Is then pald to the members
of the fxecutive Board. The members of the Ex-
ecutive Soard receive an amount per phantom
share equal to the dividends pald to Software AG
shareholders prior to payment of a phaniom shaie
ranche. Personnel expenses of €3,191 thousard
were Incurred under this program durlng fis-
cat 2006. These expenses are reflected in under
“long-term components” In the table above.

Other remuneration omponents

shouid the price of Company shares Increase followr-
Ing a takeover bld resulting in a8 change In share-
holder structure, each member of the Executive Board
will recefve a3 bonus in the amount of 0.5 percent of
the Increase In the Comparny’s market capltallzation.
If the Increase in market capltalization Is less than 2
percent, no bonus is paid.

In the event of lliness, the five members of the E¢
ecutive Board will recetve full pay based on the an-
nual target remunesation for a period of slx months.
After slx monihs, the varlable remuneration compo-
nent will be reduced by 1/12 for every month that
follows. salary payments wlll cease at the end of the
term of the contract in any event, Any health Insu--
ance beneflts received by the Board member mu:t
be credited agalnst such payments. in the event of
lliness, Executive Board members will continue to be
pald 90 percent of thelr average after-tax annual re-
muneration for the preceding three vears for a perfod
of slx rmonths,
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In case of permanent disabliity, the employment
contract of the Executive Board member concerned
wlll terminate at the end of the month In which the
permanent disabllity was determined or at the end
of the month in which the Executive Board member
has been incapacitated for work for an uninterrupted
period of twelve months. In such case, severance pay
wlll be provided for one Executlve Board member
In the amount of €158 thousand, plus an addlsional
severance payment equat to the total of the mem-
ber's fixed salary for the remalnder of the contract
for a perlod not to exceed six months. The remaining
Executive Board members will recefve no severance
pay i such case. from the time of thelr departure
until completion of thelr 65th year of age, the Ger-
man members of the Executive Board will recelve a
disablily pension of €11,000 per month, and the CE0
wlll recelve €15,000 per month. 8rltlsh members of
the Executive Board are subject to the provislons of
the Permanent Healih tnsurance plan applicable in
the Unlted Kingdom. Under this plan, British mem-
bers of the Executlve Board will recelve 90 percent of
thelr average annual after-tax remuneration for the
preceding three years untll they reach the pension-
able age of 60 years. This entltiement wlll be ad-
justed to reflect inflatlon In years In which the Infla-
tion rate is less than 5 percent. If the Inflation rate
exceeds 5 percent, the entlilement wifl be adjusted
by S percent annually.

The Company malnialns life insurance pollicies for all
Executive Board members. For five Executive Board
members, the insured amount equals €500 thousand
in the event of death and €1,000 thousand In the
event of disability, For one Executive Board member,
the Insured amount equals four times his fixed an-
nual remuneration.

Five members of the Executive Board will receive
penstons of £11,000 per month for life after complet-
ing their 65th year of age, regardless of thelr number
of years at the Company. The CEQ's penslon amounts
to €15,000. This penslon commitment also comprlses
3 wldow’s annuity of €6,000 per month, with €9.000
per month for the widow of the CED. In the event an
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Executive Board member leaves the Company prior
to the age of &5, such Executive Board member will
still be entitled o pension beneflts, but they will te
reduced on @ pro rata temporis basls, The benefi-
ciary wlll not be entitled to clzim an adjustment or
indexatlon of the entitlement. One member of the
Executive Board will recetve an annual pension for
life after completing his 60th year in the amount of
1.66 percent of the average fixed remuneratlon for
the preceding three years multiptied by the mem-
ber’s number of service years. This entitiement w i
be adjusted to reflect Inflatlon In years n which the
Inflation rate Is tess than 5 percent. i the Inflation
iate exceeds 5 percent, the entitlement wlll be ad-
justed by 5 percent annwally,

In additlon, all members of the Executive Board aie
entitled to be provided with a suitable company ca.

No additional commitments have been made regarcl-
Ing severance pay In the event an employment ¢on-
ract is not extended or a change in shareholder oc-
curs, nor regarding bridging payments, continuation
of salary payments In the event of early termination
of employment, or interest on severance payments,
There are als0 no entitlements to payments based 01
customary practice.

Supervisory Board remuneration

Remuneration for Supervisory Bozrd members Is
made up of flxed and pesformance-related compc-
nents. Members recelve separate remuneration for
thelr work on the Commiitee for Compensation an3
Successlon Issues and the Audit Committee.

Effectlve January 1, 2006, 3 long-term performance-
related component was added to the previous remu-
neration system for Supervisory Board members by
the Annual! Shareholders’ Meeting of May 12, 2006.

In addition to reimbursement of thelr expenses,
members of the Supervisory Board recelve 3 fixed
annual remuneration In the amount of €25,000 as
well a5 annual performance-related remuneration cf
€2,000 for each percentage point or fractlon thereof
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in excess of 5 percent by which the growth of cur-
rency-adjusted net indome has exceeded the previ-
aus year's figure. (Varlable Remuneration 1).

fhe figures reported in the consolidated financial
statements in accordance with International Finan-
cial Reporting Standards (IFRS) for the relevant fiscal
year or flscal years are utlllzed for calculating perfor-
mance-related remuneration,

Furthermore, Supervisory Board members recelve
annual compensatlon based on feng-term <orporate
profits in the amount of €200 for each percentage
polnt or fraction thereof by which the growth invalue
of Software AG stock exceeds the growth of value
of the TecOAX30 index for the same period {Variable
Remuneration 1Y). The growth i value of the stock
will be assessed on the basls of a 3-year comparison
of the XETRA closing rates starting In flscal 2008, and
the growth In value of the TecDAX30 will be assessed
on the basis of a 3-year comparlson of the Index.

Remuneratlon Is payable one week after approval of
the financial statements for the year by the Super-
visory Board or, if applicable, the Annual Sharehold-
s Meeting. Members of the Supervisory Board who
were on the Board for ontya part of the flscal year will
receive one-twelfth of the applicable remuneration
for each month or fractlon thereof of thelr tenure.

Remuneration of Supervisory Board members for fis-
cal 2008 1s composed as follows:
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Total remuneration for members of the Supervisory
8oard amounted to €378 thousand in the year under
review.

Remuneratien of the Chalman/0eputy Chairman
The Chalrman of the Supervisory 8oardreceives twlre
the remuneration stated, and the Deputy Chairmzn
one and one-half times such amount.

Other arrangements

In addition, members of the Supervisory Board re-
ceive 3n attendance fee of €1,500 each time they
particlpate in person In 3 meeting of one of thels
committees. Attendance fees are pald only once for
multiple committee sesslons occurring on the same
day or for a session that takes piace on consecutive
days. The attendance fee Is €2,500 for the commIttee
chairmen,

€ Fixed
remuneration
Frank F. Beelliz 50,000.00
Chairman
Karl Heinz Achinger 37.500,00
Deputy Chairman )
Dr. Andreas Bereky 25,000.00
Justus Mische 25,000.00
Monika Neumnana 25,000.00
Relnhard Springer 25,000.00

Varlable Varable Remuneration form
remunesation | remuneration Il cemmittee worl,
28,000.00 18,400.00 5,000.00
24,000,00 13,800,00 4,000.00
14,000.00 $,200.00 0,00
14,000.00 $,200.00 3,000.00
14,000.00 $,200.00 3,000.00
14,000,00 9,200,00 1,500.00
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Report of the Supervisory Board

review.,”

Ouring fiscal 2006, the Supervisory Board of Software
AG supervised the Executive 8oard and, In conslder-
ation of all significant business events, also closely
monitored the development of the Company and the
Group, 8s required by the German Corporate Gover-
nance Code. The Supervisory Board met five times
during the year under review, with at least one ses-
slon taking place each quarter. All members of the
Supervisory Board took part In all sesslons.

Ouring these sessions, the Supervisory Board ana-
lyzed the ongoing business development and strate-
gic directlon in detail with the Executive Board. Any
transactlons requlring Supervisory Board approval In
accordance with the Articles of Incorporation or ap-
plicable feglslation were reviewed and, where appro-
priate, approved.

Consuitations covered the flnancial status of Software
AG and its subsidiaries, as well the as current and
longer-term development of hdividual business seg-
ments and the corresponding strategies for products,
saies and marketing. The Chairman of the Supervisory
Board also recelved written reports on business devel-
opment from the Executive Board on a monthly basls.

"Together with the Executive Board, the
necessary steps were implemented to
once again comply in full with the recom-
mendations of the German Corporate
Governance Code during the year under

Frank F. Beelflz, Chalrman of the Supervisory Board

The Supervisory Board includes the following com-

mittees:

-~ The Committee for Compensation and Succession
Issues

-~ The Audit Commlttee.

The Committee for Compensation and Succession Is-
sues met four times, and the Avdit Commlitee met
once during the year under review.

The Supervisory Board continued to hold detailed
deliberations on the subject of corporate governante
and the German Corporate Governance Code In the
course of several meetlngs in fiscal 2008, The Su-
pervisory and Executlve Boards have taken the nec-
essary steps to continue to comply in full with the
recommendatlons of the Code during the year under
review, Since fiscal 2004, the accounting has been
performed In accordance with International Financlal
Reporting Standards (IFRS). Remuneration of Execy-
tive and Supervisory Board members Is agaln report-
ed Individually In fiscal 2006 (refer 10 the Remunera-
tlon Report on p. 30 et seqq. and p. 107 et seqq.).
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The declaratlon pursuant to Section 161 of the Ger-
man Stack Corporation Act {AKIG), Issued jointly with
the Executive Board, states that In 2008, Software
AG complled with the recommendations of the Code
in the version dated June 2, 2005, as well as the
most recent verslon of June 12, 2008, without ex-
ceptlon and will continue to do so In the future. This
declaration of compilance has been made public on
the Company’s website www.softwareag.com,

Software AG's Supervisory Board focused malnly on

expanding and solidifying the Group’s growth rate.

- Topics of the session that met in March 2006 In-
tluded preparation fo the Annual Shareholders
Meeting, which took place In Frankfurt on May 12,
2006, as well as the establishment of a develop-
ment company in Bulgaria.

- he foundation for development In the growth
mai kets of the Middle East was lald in the session
of May, 2006, In which It was decided to establish
a subsidiary in Saudi Arabla and Bahrain.

- Discussions took place in the July 2006 sesslon on
the restructuring and re-orfentation of Software
AG's global Professlonal Services business.

- The October 2006 session dealt with Software AG'S
acquisition strategy.

In accordance with the direction of the Annual share-
holders” Meeting, the Supervisory Board appointed
800 Deutsche Warentreuhand Aktiengesellschaft,
Frankfurt am Maln, to audit the financial statements
and the consolldated financial statements of Soft-
ware AG for fiscal 2006,

800 Deutsche warenteuhand Aktlengesellschaft
examlned the financlal statements, consolidated fl-
nanclal statements and management report for the
year ended December 31, 2006, including the ac-
counting books and records. The auditors Issued an
unquallfied audit opinion.
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The audit reports were presented to the Supervisory
Board, and the head of the audlt team explained the
results In person o the Audit Commilitee, as well
as the entlre Supervisory Board and the Executive
Board. The Audit Committee and the Supervisory
Board thoroughtly reviewed the audit results In thelr
meeting of March 9, 2007. The Supervisory Boasd
concurs with the results of the audlt and approves
the financlal statements and consolidated financlal
statements, This constituies formal approval and
acceptance of the annual financlal statements. vie
concur with the recommendation of the Executive
Board with respect to the approprlation of profits.

The foltowing changes took place In the member-
ship of the Executive Board as the result of reorgani-
zation. As of January 8, 2007, David Broadbent Is the
Executlve Board member responsible for product
management angd product marketing, as well asz-
search and development, In the Enterprise Transac-
tlon Systems (ETS) business line. The former £xecJ-
tive Board member Christian 8arrlos Marchant left
the Company under mutyal agreement.

There were no changes in membershlp of Software
AG's Supervisory Board during fiscal 2008,

The Supervisory 8oard would like to thank the Execu-
thve Board and all employees for thelr commitment,

as well as thelr achlevements, during flscal 2008.

Darmstadt, March 2007

Q__,_/ fi

The Supervisory Board
Frank f, Beelliz
Chairman

Please refer to page 112 of the Notes for additional information on the
members of the Supervsory Boan.
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€483 million

€111.2 million

EBITA

€73.2 million

bt profit

€2.60

Earnings per share

€184.8 million

Cash and cash equivalenis
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Group Management Report Software AG

The Soltware AG Group is managed globally by the psient company, Software AG, acling as an operal-
ing holding company. As the financial position of the parenl company is shaped by the Group’s financial
position, the Execulive Boaid has decided to incorporale the management reports of the Group and the
parenl company inlo a combined management reporl.

1. Overview of the Fiscal Year 2. The Company
- Group revenue grew by 10.3 percent to 2.1 Business activities
. €483.0 milllon Software AG develops software Infrastiucture solu-
: - Earnings per share rose 10 €2.60 tlons for the management of business-critical deta
- = Licensing revenues jumped' 26 percent to angd processes. we offer our customers high-perfor-
“€165.7 mllllon : mance enterprise applications based on Service-Ori- !
~ Maintenance revenues reached €187.3 million ented Architectures (SOA) and open standards, above o
- Geographic expansion contributed to growth all in heterogeneoys and constantly changing infox-
~ New Crossvislon product portfolio excepted matlon technology (IT) environments. :
positively by the market . ’ '
- Operating result (EBIT) Improved by 15 percent _ we optimize IT systems for over 3,000 customers 1
to £111.2 mlllion T around the world with our Adabas, Natural, EntireX, v
‘ - EBIT margin reached 23 percent of total sales and Tamino product lines and the products of e i
= Profit Increased 18 percent to €73.2 million " Crossvision SOA Suite. I'
|
Software AG technology: .‘
-~ enables flexible business applications and '
processes

-~ extends the vaiue and lifetime of business-crltlci
application systems

- creates effective date management

- controls and manages Service-0riented ;
Archltectures
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Software AG has more than 37 years of experlence
in the global 1T market, with over 2,600 employ-
ees servlcing customers in more than 70 countries.
Headquartered In Germany, the Company Is quoted
on the Frankfurt stock exchange, Our software can
be regarded as an enabling technology as It supports
the business processes of customers In all industries,
These include financial service providers as well as
clients in public administration, travel and loglstics,
media and telecommunications, and manufaciuring
angd commerce.

we facus on Service-Orlented Architectures (SOA).
service-Oriented Aschitectures represent a paradigm
shift In information technology and are currently the
most effective option for flexibly integrating hetero-
geneous IT systems. SCA forms an overarching soft-
ware Infrastructyre for exlsting i systems and en-
ables access 1o diverse appilcations and systems. S0A
aims to protect and optimize existing 1T Investments
by opening previously closed, application structures.
This technology facititates flekibllity In business pra-
cesses and assists companles In improvlng telr com-
petitive edge.

software AG's Enterprlse Transaction System (ETS)
business line enables customers to achieve maxi-
mum rewsn on their existing If assets in the con-
text of an extremely competitive and rapldly evoly-
ing technology landscape. £1S supports 8 three-part
approach to delivering high-performance and high-
quality technology to the market. Qur Adabas 2006
product line facilltates large-scale data management
that focuses on openness and intercperability by ap-
plying standards such as Web Services and SQL. Our
Natural 2006 product line brings customers into the
realm of service-oriented development of applica-
tions through the implementation of web services
and other standards-based technologles. Our {ross-
vision Legacy Modernizatlon portfollo encom passes
products from the £15 and Crossvision business lines
to create a secure and reflable bridge between our
astemers’ valuable enterprise systems and today’s
modern environm ents.
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The Crossvislon business line features an innovative
S0A product suite that is setting new standards In the
growth market of Integrailng and networking of IT
systemns, Crossvislon offers uniform real-time access
10 relevant business informatlon by integrating app b
catlons and systems while modernizing the existing
IT environment. The modular Crossvision approach
can be adapted to indtvidual customer requirem ents.
This enables customers to respond more quickly “o
changing business demands and to provide thelr own
customers with services and products more fapldly
and effectively and with enhanced customer servicz.

2.2 Oiganization

In January 2007, Software AG restructured its exequ-
thve areas of responsiltity for the purpose of further
promoting profitable growth.

Efs, the waditional database business, has been vp-
graded o a division headed by David 8roadbent wro

s respbnsible for product management and mar ket-

s

Ing as well a5 research and development within the
ETS business tine, He has also assumed responsidllity
for the Asla/Paclfic reglon.

The upgrade of ETS to a separate division is a sign of

. recognitlon of the signiflcance and upward business

trend of the traditional database business. E15 Is the
second business line after Crossvision that Is repre-
sented directly In the boardroom. Starting In 2007,
Software AG will report financial figures for the two
business lines £TS and Crossvision,

Christlan Barios Marchant left the Executive Board
effective January 8, 2007. He was responsible for the
reglons of Southern and Western Europe/Latin Amer-
Ica. This market has been allocated to two separate
sales regions as part of the reorganization of Exert -
tive Board areas of responsiblities,

1he International composition of top management .s
a reflection of Software AG’s global orfentation. Qur
new organlzationai structure as of January 2007 Is
lllustrated below:
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K.-H. Steeibich A, Zinnhardt M. Edwards A. Plaff Dr. P Kiinpick 0. Broadbert
(EO (FO Reqion 1 Region 2 Crossyision s
Strategic finance & USA/Canads Reglon DACH: product Product
Marketing Controlling ~ Germany management management
~ Ausira
- Switzerland _
Professtonal Global UK Netherlands product Product
Services Purchastng marketing marketing
‘Management : B e
Human Global 1T/Support  France Italy Research & Reseaich &
_Reseurees Development Development
e Tuckey - B - _
Israel
Greece
Distribution Cormpliance South Africa Nordic Reglon Befix: Value Sates
Stiategies and & Audlting -~ Denmark -~ Belglum Management
methods ~ Sweden -~ luxembourg
- Norway
~Finland/
) o . Baltics o )
Press & Investor Relations  Latin Amedlc Eastern Europe Reglon JACA;
Public relatlons ~Japan
~Asl3
~ China
- Australia

san _ MEA_ .
Legal
. JThe new"ExenuiWe‘ Board shuciure sirengthens
. . Software AG's capabilities to develop Innovatlve
products and solutions for cur customers.”
* software AG's segment reporting Is prepared In ac-
cordance with 1AS 14 (Segment Reparting).

In fiscal 2008, Software AG was organized along re-

glonal lines In accordance with the Group’s internad

- contrel and reporting System. The geographical seg-
ments of Software AG ware composed a3 follows as
of December 31, 2006:

North America/Northem Europe segment with the
following countrles and regions USA, Canada, the
UK, Scandinavia, South Africa, france, 1taly

Southern and Western Europe/Lalin America seg-
ment with the following countries and regions
Spain, Latin America, Middle East Including lsraet and
the regional sales partner SPi-Istael, and Middle East-
ern countrles such as Bahraln, Kuwait, Saudl Arabia
and the United Arab Emlrates

. Moadle Fast

Central and Eastein tusope/Asia segment with the
following countries Germany, Austa, 5witze:lahd,
the Netherlands, Poland, the Czech Republic, Russiz,
Australia, China, Hong Kong, Japan and Singapore.

The business lines of Software AG consist of Enterprice
Transaction Systems and Crossvision, A distinction is
made wlithin these business lines between revenue
from license fees, maintenance business, and Profes-
slonal Services.

The corporate structure of Software AG Includes ¢7
subsiglarles {please refer to the Notes). As a wholby-
owned Software AG subsldiary, SAG Systemhaus
GmbH Is responsible for all sales, marketing, and ser-
vice activities of software AG in Germany. The com-
pany currently has 250 employees and maintains
seven business centers In Germany. the Professional
Services line was transferred from SAG Systemhaus
GMbH to SAG Consulting Service GmbH {previousty
SQL Datenbanksysteme GmbH) In flscal 2006. In ad-
ditlon, software AG has key subsidiaries in the Usa,
the UK, and spain.
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2.3 Market position

In 2006, we reinforced and expanded our interna-
tional market position. Our leading posltion in tradl-
tional data management maintained for 37 years has
now been supplemented by technological leadership
in Service-Orlented Architectures (SOA). SOA s 3
global trend In the software Industry and represents
the market of the future. Software AG 15 also 3 leader
in the field of legacy modernization. This area deals
with the Integration of existing applications based on
mainframe systems withint a Service-Orlented Archi-
tecture. We have a clear competitive advaniage here
based on our competence and long-term experience
In Integrating systems and applicatlons.

Software AG s Europe’s largest provider of system

software and the sixth largest software company In
‘ Europe. It Is the second largest software company In
| Germany.

. petitive advantages: .

~We focus on customers by offering individual
software solutfons Software AG offers Individual
 software Infrastructure solutions In order to gear
" our products towards our customers’ requirements.
Modular IT solutions, open standards, and integrat-
able Interfaces optimally support companies’ busl-
ness frocesses and 7 applications. Qur customers
are able to design thelr IT systems to meet thelr
business demands and to give them a competitive
advantage.

~We have many years of experience and a broad
customer base WIh 37 years of experience in the
management of business-critical data for more than
3,000 customers around the world, Software AG
has become a frustworty pariner for Its custom-
ers. Many renowned companies have been work-
ing with Software AG products for more than two

" Our market position s based on the following com- .

GROUP MANAGEMENT REPORT 1

decades. The high levels of customer satlsfacticn
and the constantly updated product portfolio trans-
late Into high entry barrlers in the business ares.
Ous exlsting customer base Is an excellent point for
launching our new Crossvislon product portfolio.

-+ We are a first mover and technological leader Soit-
ware AG's history has been shaped by belng the first
to develop and market new IT solutlons. Software 46
has been an Innovative mover from the first com-
mercial databases, fourth-generation programming
languages, integration software, and XMt technol-
ogy Up to Service-Oriented Architecture technol-
ogy. Software AG remalns the technologica! leadar
In data management systems and Xml-based data
Integration. On top of this, Software AG delvers
high performance, security, and 24/7 operations on
mainframes and many platforms as well as expertize
In web services and gpen standards.

~ Our Crossvision Suite Is a leading product line
for building SOA-based IT infrastructures for the
second tUme in less than a year, Forrester Researh
has named Software AG a leading company in a
segment that focuses on integration and SOa.
Crossvision Is the flrst complete product portfo io
to enable companfes to bulld new 1T infrastruc-
tures based on Service-Orlented Aschitecture and
to manage SOA. As an instrument for management
and control, CentraSite is the first SOA product that
offers companles orientation for the implementa-
tion of the new SOA trend.

2.4 Sliategy and objeclives
Software AG's upward business trend Is based on feur
growth drivers:
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FOUR GROWTH DRIVERS
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Portfolio Enhancement

r
!
|
! Geographi¢ Expansion

Product launches In 2006:
- Adabas 2006 Q1 (high-performance transacllon database)
- Natural 2006 Q1 (efficlent development system for business applications)

|~ Ceossvision In Q2 (innovalive SOA Sulte)

~ New markets (Lalln Amerlca, Middle East, Eastern Europe, Asla)
~ Start direct sales In Japanin Q4
- Start direct sates in Brazil (Q1,/2008)

Sales &"h;a'ﬁ(etlng T
Push

N

I partner Networking

PR SR IR R

=~ Increased marketng investment
-~ Sales force skill development (increased efficlency)
-~ New giobaf branding and image {Q1 /2007)_

-~ System Integrators, .q. Alos Orlaln, Bearing Polnt

All four growth drivers support the fulfltiment of our
medlum to fong-term goals,

we have substantially strengthened our product port-
follo with the successful introductlon of Adabas 2006,
Natural 2006 and Crossvislon. The company now fo-
aJses on selling Its own preducts phasing out third-
party components. ' :
we are also continuing to grow the Company trough
geographical expanslon, With this In mind, we are
increasing our presence in new markets with high
" growth potential: Asia, the MIddieEast, Eastern Eu-
. 1ope, and Latin Amerlca.

© We are making continuous Investments in marketing
and sales activities. This inclsdes specific activitles to
promote employee development In these areas. As
part of our strategle repositioning, we have devel-
oped a new corporate image and brand strategy.

we continue to steadlly expand our network of stra-
teglc partners. We regard the strategic integration of
dlverse systems as an efficient path to offerlng our
astomers the best possible service,

we will also make acquisitions in the future as part of
the process of strengthening our portfollo, expanding
geographically, and increasing sales.

-~ Technology partners, e.q. Fuiltsy, 105 Scheer, SAP, ILOG
- CentraSite Community (approx. 20 software vendors)

This strategy wikl allow us to pursue our goals of ma -
ket leadership In legacy modernizatlon and SOA.

Our medium-term financial goals up to 2011 Include:

- An average of at least 10 percent growth per yeas
at Group level

- Single-digit growth In the ETS line

-~ Double-diglt growth in Crossvision sales

-~ Addltlonal sales by developing new markets and
partners

- EBIT margin of over 25 percent

Proactive M&A strategy

- Increase mar ket presence

-~ Extend technology leadership
-~ Galn additionai market share

Qur financlal goals for 2007 are stated In the “Fore-
ast”.

2.5 value-oriented control system

Software AG's internatl contro! system Is geared to-
wards long-term Increases in profitabllty and improy-
ing the Group’s financlal strength. The focal points
are sales, operating resuls (EBIT), the EBIi margir,
and cash flow.
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Ongoing sales monitoring and forecasting as a basis
for solid profitability growth Our sales development
managerm ent with respect to licensing, maintenance,

and Professional Services provides the essential foun- -

datlon for long-term profiiabliity growih. License
sales are the key growth drivers for maintenance
and Professional Services revenues. License sales
are therefore subject to continuous monitoring at afl
management levels, from the Initial customer contact
to conclusion of the licensing agreement.

Management of malntenance revenues focuses pri-
rnarily:on preserving customer relations over the long
term by offering sﬁpport services and reqular soft-
ware u pﬂates.

Management of Professional Services revenues cov-
ers the entire process from the acquisition phase and
prepardtion of offe(sﬂto project finallzation. Profes-
slonal Services revenues are consclidates and con-
trotled based on region and business line.

EBIT margin as key indicator for operating SUC-
cess The operating margin (EBIT margin) Is the most

- slgnificant Indicator of the operating sutcess of the

Group. The operating margin is monitored on an on-

- going basis In @ muitidimenslonal matrix strucre.

Marglns are analyzed and optimlzed on the basis of
our business stucture. They take Into account geo-
graphical segmentation by country and reglon, which
previously was the only segmentation undertaken.
Software AG now also reports segment information
by business segment (ETS and Crossvision) and by
revenue type (licenses, maintenance, and Profes-
slonal services). ‘

In addition, we constantly monitor the operating ra-
tios of our Professlonal Services business at the pio-
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iect level from the time of offer preparation toproject
finalization, Our focus Hles especlally on maximizir g
sales efficlency by Improving the quality of our per-
sonnel and Increasing project slze, while at the sare
time reducing the duration of sales cycles.

Optimized cost management using a dynamic bud-
getmodel All cost iterns are subject tastringent bud-
get control. Monitoring occurs on a monthly basis and
Involves revliewing historical agherence and forecast-
ing cost development. A dynamic budget madel s
used for budget monitoring. This atlows us to ensuie
that the cost budget remains flexible in relation o
sales growth for ail key components. The cost budget
s adjusted In the course of the year to allow proflt
targets to be achieved or exceeded.

Focused research and development expenditures
Our research and development activities reflect G
strategic priorities. To this end, we calculate the profit
contribution of our products on an ongolng basis. we
optimize our use of résources by comblning techno-
logical acquisitions with in-house development, pri-
marlly in Germany, though also In the U.5., the UK,
Bulgarla and Indla.

Cash flow enhanced by recelvables managemerst
and central cash management Recelvables man-
agement and central ¢ash management centribuie
significantly to cash flow optimization. Local recef-

ables management Is subject to a varlety of internai ‘ ]

control processes based on strict rules concerning bed
debt allowances. Cash management is based on @
globally standardized cash pooling system. This sup-
ports an optimized Investment strategy while at t+e
same time limiting any investment risk.

Our key financlal indicators performed as follows:

in € thousands 2005 Changein %
_ Tofal revenue o S 4830 4330 103
Licensing revenue 7 o 165.7 1316 259
_ Malntenancerevenue T 1873 1g14 33
 Professioral services revenue ) - 1262 227 29
BT . N W2 _ %4 54
BT margn _ . B 2% +1pp
Operating cash flow §1.4 55.7 102

e o t——— s, e b 4 o o o o ot s i e et 107 b o ol et e, e e e

o —————— . —— ——
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2.6 Information on Software AG's share capital
Subscribed capitat and voling rights Sofiware AG's
share capltal totals €84,338,145 and s divided Into
28,112,715 bearer shares. tach share represents
€3.00 of the Issued share capltal and entltles the
holder 1o one vote. Shareholders can exercise their
rights at the Annuai Shareholders Meeting, when
they exercise thelr voting rights In accordance with
legal stiputations and the Company’s Articles of tn-
corporation,

Authorized capital and share repurchase Software
AG has authorized caplital of €41,804 thousand. The
Executive Board is authorized, with the consent of
the Supervisory Board, to Increase the Company’s
share capital on one or more occaslons on or before
May 12, 2011 by Issuing up 1o 13,934,544 new bear-
er shares agalnst cash contributions or conlributions
Inkind.

in the event of 3 capltal Increase against contriby-
tions In kind that occurs in connectlon with an ac-
quisition, the Executive Board has restricted any ex-
clusion of subscription rights to 8 maximum of 5.6
mition shares.

" The Company is also authorized to acquire treasury

shares having a share In the Issued share capital not
10 exceed €8,411 thousand on or before November

© 11, 2007. However, the theoretical Interest In the

shares acquired under this avthorlzation, together
with 2ny other comnpany shares already actquired and
still held by the Company, may at no time exceed 10
percent of share capital,

Please refer to the Notes for addltional Informatlon
“on the authorlzed capiial ang the acquisition of trea-
sury stock.

Significant sharehoiders The Software AG foundation,
with registered offlces in Darmstadt, holds approxi-
mately 30 percent of the shares in Sofiware AG.
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Appointment/dismissal of Execulive Board mem:-
bers and changes in the Ariicles of Ingorporation
Executive Board members are appointed and dis-
missed In accordance with Section 84 et seq. of the
German Stock Corperation Act.

Any changes In the Artlcles of Incorporation are re-
solved by the Annual Shareholders” Meeting by a
major ity of at least three-fourths of the share capltal
iepresented at the time of the resolution In accer-
cance with Section 179 of the German Stock Corpora-
tlon Act. Changes In the wording of the Articles of
Incorporation fn connectlon with the utilization of
condltlonal and authorized ¢apital were resolved by
the Supervisory Board in accordance with resolutlons
of the Annual Shareholders’ Meetings of Septem-
ber 21, 1998 (Section 5, Paragraphs 1 and 2 of the
Artlcles of Incorparation); Aprlt 27, 2001 {Section 5,
Paragraphs 1 and 3 of the Articles of Incorporatior);
May 13, 2005 (Sectlon S, Paragraphs 1 and 4 of the
Artictes of Incorporatlon); and May 12, 2008 (Section
5, Paragraphs 1 and 5 of the Articles of Incorpora-
tion).

2.7 Remuneralion sysiem

Remuneratlon of the Executive 8oard is made up of
a baslc remuneration plus varlable components. At
least two-thirds of the remuneration Is performanc2-
related and Is based on sales, earnings and other Cox-
porate targets. A portion of the varlable remunera-
tlon Is paid as a long-term component on the basls
of 3 phantom share pian. furthermore, Software AG
offers 3 stock optlon plan to Executive Board mern-
bers and offlcers.

Members of the Supervisory 8oard recetve both fixad
and performance-related remuneratlon. The variatle
components are linked to the success of the Company,
measured by the ratlo of earnings before taxes as a
percentage of sales (EBT margin). On January 1, 20¢6,
8 long-term performance-related component was
added to the remuneration of the Supervisory Board,

Detalls onremuneration for the Executive and Supr-
visory 803rds are portrayed In the C(orporaie Govir-
nance rReport and the Notes.
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3. Underlying Economic Conditions

3.1 Overall economic situation

In 2006, global economlc growth was above the av-
esage of previous years with a rlse of 5.1 percent. The
upswing In the global economy Is thus contlnuing
and Is even stronger than antlcipated a year ago. The
declsive impetus has come from the newty industrl-
alized countries. Rapldly developing regions such as
Asla, Latln America and Central and Eastern Europe
were among the growth centers In 2006. Growth In
the 15. evidenced a miid downswing.

(losing rate {€1)
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Performance of significant curendes Key forelgn
currencies that affect Software AG's business Include
the U.S. dollar, the British pound, the South Afrlcan
rand, and the Canadlan doliar. The average exchange
tate of the furo to the U.S. dotlar remained stable,

The exchange rates used for the transiation of tha

most important curcencies have changed as follows
compared to the previous year:

WM Rl Dec, 31,2005 Exchange rate
change in %

JUsdollr e 13184 14833 -4
_Poundsteding . . 06716 06874 +23
Swiss franc 1.6077 1.5556 -33
South African rand 9.2300 7.4900 -232

Ausiralian dollar

1.64698 1.6150 - 34

Average rate (€1) 2005 Exchange rate

. dngein %
U.S. dollar 1.2557 1.2449 -0.9
Pound sterling 0.6818 0.6840 +0.3
Swiss franc 1.5720 1.5482 -1.6
South Afitcan rand 8.5143 7.9065 -7.7
Australlan doltar

Source: Com merzbank AG, Frankfunt

1.6663 1.6311 -22
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USA The economy in the US. cooled slightly dur-
ing the course of the year, According to OECD cal-
allatlons, the real gross domestlc product rose 3.3
percent, During the third quarter, the U.S. economy
expanded more slowly than in the past three years.
There was, however, a modest recovery in December
with above-average growih. On the whole, higher
interest rates, rising gasoline prices, and weaknesses
in the real estate sector had 2 negative Impact on
consumer spending.

turope Europe’s economy profited from the flour-
ishing global economy and evidenced a ¢lear recov-
ery. The econom ic growth amountad o a total of 2.6
percent, The Russlan economy, with a production
increase of 6.5 percent, continued to show strong
growth.

The eurozone countries benefited from slightly im-
proved exchange rate parlties, The rlse In the gross

, domestlc product of 2.6 percent exceeded that of the
previous year. The German economy also expanded,:

growlng by 2.6 percent as the result of Increasing
domestlc demand. Growth impetus was provided by
Investments in equipment and, once again, from the
export sector, in the second half of the year, the Ger-
man ecoriomy beneflted from a renewed rise in capl-
tal spending. Private consumption showed a more
negligible Increase.

Asia The dynamlc upswing continued In Aslan coun-
trles in 2006. the Chinese economy expanded at a
rate of 10.5 percent. Exports and sharpty higher capl-
tal expenditure spurred growth, Economles in the oth-
er emerging natlons of Southeast Asla also achleved
high growth rates. The Japanese economy remalned
stable thanis to higher domestic demand.

Latin Amerlca The South American economy revived
conslderably due to high demand for raw materials
and agricultural products, Chile was among the coun-
trles showing higher than average economic growth,
with a rise In GOP of 5.2 percent. In Latin America,
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growth exceeded S percent for the third consecutive
year. Venezuelad achleved unusually high growth of
7.5 percent,

3.2 Sector rend
Infermation and communication technology (ICT)
market grows dynamically

ICT market As a pravider of systems software and

software Infrastruciure, Software AG Is active In the
software market segment of the ICT Industry, Accord-
ing to calculatlons of the European Information Tech-
nolegy Observatory (ENO), the global market volume
for informatlon and communlcations iechnology (ICT)
grew by 4 percent to €2,026 blilion during 2006, Ey-
rope and the USA are among the most important rz-
glons in the global ICT market, each with a share of
one-third In total volume. The ICY market rose by 3.1
percent to €644 biltion In the European Union where

.Germany remains the largest single market.

IT market within the technology sector, information
technology has evldenced especially high growih
rates. The {T market has grown by 4.9 percent In
Norttt America and by 4.4 percent in Europe according
to ENO. EI0 has estimated an Increase of 3.8 percent
to €305 blllion for the European Union. An increase of
3.8 percent to €67.7 tllllon is attributed to the Ger-
man market,

Software market IT spending focused primarlly on
software purchases. The software fleld showed the
greatestmomentum within the ICT sector during 20C6.
The Euwiopean software market grew by 6.3 percent
according to expert forecasts. The German softwzre
market expanded by 5.5 percent to €17 bllllon.

Software has become the greatest driver of innova-
tion In the economy. It forms the basis for productiv-
ity and Innovation In all other indust:ies. Nowadays,
no company, organizatton, or public agmlinistralor
can function efficiently without software. Competl-
tive pressures call for increasingly customized ap-
plicatlons In order to satisfy the varlety of customer
requirements.
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fompanles need special IT systems that can respond
qulckly and with flexibility to changing market and
corporate conditions. This Is advancing the trend so-
ward Service-Orlented Architectures. A global market
volume of approx. €38 billien is forecast by 2010 for
software technology relevant to business appilca-
tions. In 2008, this flgure was €2 billion. Giowth rates
are In the triple dlgits.

Experts anticlpate that expenditures for I In general
will continue to climb, which will have a positive im-
pact on infrastruciure software,

ETS market The market for Enterprise Transaction
Systems (ETS) is composed of iwo sectors: pre-rela-
tlonal database systems and development tools for
enterprise applications.

In the area of prerelational database systems, which
includes Adabas, @ growth rate of 4 percent was cal-
culated for 2006 according to expert estimates.

In the case of development tools for enterprise ap-
~ plications (Software AG’s Natural belongs to this mar-
ket), growth rates have been at a constant level of &
1o 7 percent annually slnce 2005,

Marie! for SOA integration preducts The market for
SOA Integration products is showing a strong growth
trend due to the introductlon of new standards. Ex-
perts forecast growth of 75 percent between 2005
and 2009,

3.3 Changesin legal requirements

ouring fiscal 2006, there were no changes in legal
requirements having a signlficant Impact on our
business.
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4. Business Trend and Economic Situation

4,1 summary of the business trend

2006 was an extremely successful year for Software
AG, We achieved double-digit growth rates in both
revenue and earnings. The licensing business conirb-
uted primarlly to this success with growth exceeding
that of the other business segments. Software AG'S
own high-margin products now represent nearly 160
percent of licensing revenue and one-third of total
fevenue. We Increased revenue by 11 percent over
the previous year, surpassing our target for 2006 of
a rise in total revenue of 10 percent on a eurrency-
adjusted basis. software AG raksed its operating mar-
gin (EBIT) to 3 tecord high of 23 percent; thls repre-
sents 2 gain of 1 percentage polnt over the pievious
year. Profit was 18 percent above last year's fiquie at
£73.2 mlliion.

Growth through geographlc expansion Sales In Swe-
den, Finland, Australla, Asta, Latin Amerlca, Eastern
Europe, and the Middle East rose by more than one-
fifth and contributed 12 percent ta Graup revenues.
The Software AG Group now earns 86 percent of s
revenues outslge of Germany.

Product revenues (licenses and maintenance) ac-
celerates growth Product sales (licenses and mainte-
nance) developed Into a growth driver In 2006. Rev-
enuesrose by 13 percent and contrlbuted 73 percent
of total revenues. This reinforces our high-earnings
sales structure.

Licensing revenue conlinues to expand sharply n
both business lines The lucrative software lcens-
ing business showed the greatest increase of all sales
segments with a jump of 2¢ percent. the proportlon
of licensing revenue to Group revenue rose to ovar
34 percent.
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TARGETS ACHIEVED IN 20067

- Liceg;es

- Malnienance

_ - professional Services

EBIT margin

Reverwes

~ ET5

- (rossvislen (not Induding licensing revenues from
non-proprietary products)

* 3t onsANt aurrency
** (2005 Fer @3 Oct. 2004 2n¢ Annual Report 2045)

Mainlenance revenues up again The licensing busl-
ness, which has been giowlng for three years, forms
the basls for cur maintenance revenues, Maintenance
revenues amounted 1o €187.3 m1!iion, up 3 percent
from the previous year’s figure.

Protessional Service revenues grow despite the fo-

cus on pioprielary products Revenues from profes-

sional Services stowed due to the strategic detlsion
to toncentrate on the implementation of our own
products. As the result of the restructuring of Profes-
slonal Services and the elimination of non-strateglc
projects, sales show subdued growth of 3 percent to
€126.2 mHllon.

4.2 Overall statement on financial position

The dispropartionate rlse in the licensing buslness
can be traced primarlly to our clear strateqy and con-
slstent customes orientation.

Moreover, in the past fiscal year, Software AG has
continued to improve the Company’s cost structure
by means of active cost management and optimiza-
tion of internal company processes. Software AG'S
qood overail results for 2006 helped the Company
reach its ambitious targets.
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FIOEIPDDEY Forecast 2006°*

+11%  Growth: 10%
+28% Growth: 2510 27%

+ 40 Growth: 4 10 5%

+ 3% Growth: 2 10 4%

t1pp  Gowlh: 010 1p.p
(22 1o 23%)

+ 8% Growth: 5 1o 7%

+23%  Growth: 20 to 30%

Software AG generated operating cash flows of €61.4
mitlon during 2006. This represents an Increase of
10 percent over the previous year, Cash flow there-
fore rose in proportion 1o revenues. The cash flow
margin is again high at 13 percent. This Is a sign of
the Intrinslc value of the business and enables If-
vestment In growth as well as payment of attractive
dividends.

ash and cash equivalents rose from €161.6 miflion
to €184.8 mllllon in the past fiscal year,

5. Financial Performance

5.1 Revenue trends

Group revenue increase significantly Revenue of th2
Saftware AG Group cose to €483 0 mitlion duting 2005
{prior year: €438.0 mlllion). Successful geographical
expansion was one of the major growth factors (sez
“reventtes by segment”).

The Impact of exchange rates in the first nine months

was neutral, Only In the fourth quarter dig exchangz
fates have a stightly negative effect on revenue, The
forelgn currency impact amounted to minus 1 per-
cent for the year as a whole, with only the U.5. dollar
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having 3 perceptible effect on the Group. Revenue
climbed by 11 percent on a currency-adjusted basls.
Since Software AG not only generates revenues in U.S.
dollars, but alse Incurs significant costs (n this cur-
iency, the Company Is able o offset the Influence of
u.5. doliar fluctuatlons on earnings to a great extent,

Exchange rates® Revenue share in

variaticn foreign currency

2006 2006

USD T3S %
B L% I B
RAND it . .}
CAD 4% 3%

* average change of € wrrenty e forfull year 2004 based oo monthly
average exchange raxes weighted o the adu2l monthly total revenves.

Changes in the scope of consolidation, which amount-
ed.to €3.5 mlillon, have contributed only negligibly
to sales (see “Changes in the scope of consolidation”
in the Notes).

5.1.1 Revenues by geographical segment

* Northern Europe/North America registers the siron-

gest sales The Northern Europe/North Amerlca re-
glon, which includes the U.S, Canada, the UK, Scan-
dinavia, France, Italy and South Africa, achieved the
highest revenues for Software AG. Over 47 percent
of our total revenue was generated from this market
during 2006. Sales revenues In the Northern Europe/
North Amerlca reglon Increased by 11.6 percent to
€231.5 mlltion (prior year: €207.4 million), or by 13
percent on a currency-adiusted basis. License revenues
for this region rose 38.4 percent to €87.7 millien In
2008. Reverwes from Professional Services decreased
moderately Dy 4.7 percent to €34.5 million.

Usa/Canada remained our primary market with a
share of 26 percent of total reverue, as in the prevl-
ous year, Revenues inthis market grew by 13 percent,
from €113.0 mlilllon to €127.6 million. The growth
stemmed from the strong licensing business in both
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business lines. In the U.S,, rising ficensing revenues
more than offset the weaker Professional Servkis
business brought about by the recrganization.

Inthe UK, we achleved an enormous leap inrevenuss
of 29 percent to €37.0 miltion, This mads the UK the
strongest growth market In the reglon.

Southern and Western Europe/Latin America regls-
ters double-digit growth In the Professional Services
business The Southern ang western Europe regleon,
which also Includes activities In Latin Amerlca, digre
revenues up by 7 percent to €125.3 miltlon (prior yeinr:
€117.1 mlillon). No net forelgn exchange Impact was
experienced on reverwes in this reglon, Malntenarice
revenues were slightly higher at €27.3 miltlon. Rev-
enues from Professional Services, however, Increased
significantly by 11.7 percent to €63.1 million,

Spain Is our second largest maiket with a share of
17 percent of total revenues (prior year: 18 percent),
Revenues In Spain Increased by 7 percent, from £€77.8
milllon to €83.6 miltion. Spain showed steady growth
with 3 high share of Professional Services revenues
(62 percent).

Central and Eastesn Europe /Asla shows stiong rev-
enue increase in licensing buslness sales revenuzs
Increased to €127.8 mlilion In the Central and East-
ern Europe/Asla region (prior year: €115.0 mllllon).
Currency-adjusted revenues grew by 11 peicent. The
licensing business expanded in particular wlith sales
Up by 29.2 percent (o €45.1 million,

I Germany, the rise [n product revenues of 20 prx-
cent was able to partlallty offset the reduction In Pro-
fessional Services revenues of 9 percent, Germany
contrlbuted 14 percent to total revenue (pricr yesr:
15 percent), with revenue growth of 4 percent frem
€66.7 milllon to €6%.7 mliillon.
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The new markets In the various reglons also con-
rlbuted to oui growth: latin America, the Middle
fast, fastern Europe, Asla and Australia now have a
12 percent share In total revenue. these growth mar-
kets generated revenues of €57.5 million In 2008,
representing an increase of 21 percent over the pre-
vlous year.

5.1.2 Revenues by business segment

ETS revenues rise due to engoing modernization re-
quirements Llcensing revenues from the TS business
line rose by 27 percent to €121.7 million {prior year:
€96.0 milllon). Growth totaled 29 percent when ad-
justed for currency. The strategic Importance of main-
frames for our customers 18 resulting in the steady ex-
pansion of systems and closer customer tles. A total
of 85.6 percent of sales stem from tapacity expansion
and 14.4 percent from extended licenses.

]

Remarkable growth rates for Crossvision The Crass-
vision business fine grew exceptionally well, Licens-

Ing revenues from our own products cllmbed'from.

€26.0 million to €41.6 milllon. This represents a leap
of 60 percent {currency-adjusted: 63 percent).

As planned, we focused on our own products and
tontinued phasing out non-Software AG products,
which led to a drop In sales of these products at the
Group level from €4.3 milllon to €1.8 million.

SALES BY REVENUE TYPE
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5.1.3 5ales by revenue type

Substantial increases in licensing business The
high-margin software licensing business reglstered
the highest rise of all sales segments with growth of
26 percent (currency-adjysted: 28 percent) and ger-
erated revenues of £165.7 million (prior year: €131.6
million). The proportion of licensing revenues 10
Group revenue rose 10 over 34 percent (prior year: 30
percent). Sofiware AG will benefit from this positive
trend In the future, as maintenance revenues and, 10
a certain extent, service revenues generally fallow
sales of licenses. Both business lines contrlbuted 1o
the strong growth In the licensing business.

Stable proceeds from the malntenance busine:s
Malntenance revenuesrose to €187.3 million In 2003,
up 3 percent (currency-adjusied: 4 percent) from the
previous years figure of €181.4 milllon. We service a
broad, global qustomer base wlith our malntenance
business, ensuring reliable revenue contributions, A
totat of 95 percent of maintenance revenues recur
annualty.

Professlonal Services focus on Software AG producis
Revenues from Professional Services showed a moid-
est rise of 3 percent to €126.2 mlllion {prlor yezr:
€122.7 million) due 1o the strateglc focus an our own
products. In addition, our Crossvision Suite enables
higher productivity when Implementing integration
soluttons and therefore requires fewer service hours.

Fisca! year 2006 2005 (hangein%  (hangeints
in € million at constarit
) currency
Proguct 313.0 +13 +14
LIcenses 131.6 +26 +28
_Malntenance 181.4 +3 +4
sede T po T s T TG
Other ) 3.8 23 i
Total + 483.0 4380 + 10% +114%
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5.2 Earnings performance

Operating ratio reaches a record high of 23 percent
The gross proflt of Software AG rose even more than
sales, increasing by 13 percent to €333.5 million. The
gross margin also Increased, rising by &% percent In
2006 after a rate of 67 percent In 2005. This steady
improvemnent Is the result of our strategic focus on
our awn products as well as the disproportionate rise
in the profitable licensing business, This has enabled
us to achieve a sales structure with higher margins.

Software AG has continued to improve Its cost struc-
ture by means of active cost management and opti-
mizatlon of internal company processes this past fis-
cal year, The Company made addltional Investments
In distributlon activitles, penewated new markets,
and ralsed EBIT by 15 percent to €i11.2 million. This
jed to an increase in the EBIT ratlo from 22 to 23
percent.

Positive trend in Northem Europe /North America
High licensing revenues-prompted an Improvement in

EBIT for this region to €72.7 million (prlor year: €52.8
million).

GROUP MANAGEMENT REPORT 1

Investmeni spending on market presence depresses
resulls in Southern and Western Europe and in Latin
America E8IT for the Southernand Western Europere-
glon (Inctuding 1atin Amerlca) amounted to EUR -7 3
milllon (prlor year: €13.1 million). The high share of
Professional Services In the sales mix of this reglcn
led to below-average eamnings growth. Addition3|
pressures on eanings arose from Investments mace
10 expand our market presence In Latln America ard
the Mlddle East as well as from non-recurring write-
offs of recelvables in the amount of €5.4 mlllion.

Licensing and maintenance business expanded in
Central and Eastern Europe/Asia EBIT increased 1o
€20.0 mllllon in the reglon (prlor year: €17.0 million],

EGITA BY REGION

In € thousands 2005
Northern Ewrope /Noith Amertca 72,684 52,814
‘Southern/Western Europe -7273 13,129
Central and Eastern Eurcpe/Asia 20,021 16,99"

Total | Bsa3z| 82,934
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5.3 Cost structure

In € million Q4 2005
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b Fiscal yoar Fisc! year O
2006 2005

Softwar e AG started an Inlttative to optimlze margins
In 2003. The Initiative aims to steadlly increase the
E817 ratio until It reaches 25 percent in 2008. Key
components of this inltiative consist of a program to
enhance customer loyalty and sales efficlency and to
optimize costs in the areas of support, IT, procure-
ment and administration. Qur optimization measures
showed further success In 2006 with an ovesall re-

_duction in the cost ratlo. All cost items with the ex-

ception of the stratealcally Important marketing and
sales expenses have increased 2t a lower rate than

revenues,

Cost of sales amounted to €149.5 millilen. This in-

(rease of 4 percent was considerably less than the

In¢rease In sales, and was primarily thanks to the
modifled sates structure. The cost of sates is lower for
product sates, where revenue hasrisen very rapldly,
than for professional service sales, which has regls-
tered lower sales growth,

Cur research and development osts also grew at
@ lower rate than sales, Increasing by 4 percent to
£44.9 mlllion despite the fact that the number of em-
ployees In this area rose by 8 percent as of December
31, 2006. One cost factor In 2006 was the creation of
a tesearch and development department in Bulgaria.
in terms of product sales, our research and develop-
ment costs decreased from 13.8 percent In 2005 to
12.7 percent In 2008. ’

Totalrevenue 134.4 123.6 +9 4830 4380 0 +10
Costof sales -42.8 -38.4 + 11 -149.5 - 1435 4
Gross profly 9M.& 85.0 +8 1335 2945 154
_marginin% 68.2 68.2 £9.0 672 _
RED -11.5 -10.7 +7 ~44.9 - 432 +
Sales & Marketing -333 -33.4 0 ~127.2 -10%9.1 17

Management &

Administration -14.4 -14.9 -3 -513 ~ 483 + B

Other incorme/

expense +2.0 +29 + 2.1 + 2.5

ERIT 34.4 28.9 +19 111.2 984 +1h
maigin In b 25,6 23.4 23.0 220

We contineed to push expanslon of our marketing
and sales activltles during 2006. Marketing and sales
expenses therefore grew at a higher rate than sales,
Increasing 17 percent to €127.2 million. The propo-
tlon of these expenses to total sales was 26.3 percent
{prlor year: 24.9 percent).

Our administrative costs of €52.3 million reflect the
run-up costs for geographical expanslon In Japan and
Brazil as well as higher expenses for performance-
related compensation Incurred during the course of
fiscal 2006, when compared to the prioi-vear figures,
however, adminlstrative costs nevertheless showed a
dlsproportionately low rlse of 8 percent.

Net Interest Income rose by more than 55 percent o
€7.3milifon due to higher net liquidity and increasir g
Interest rates. Pre-tax earnings rose by 17 percent 1o
€118.6 mllllon or 24.5 percent of sales (prlor yeer:
23.1 percent).

5.4 Net income, dividends

Increase in net inceme Net income Improved by 18.4
percent to €73.2 milllon in the year under review (prior
year: €61.8 milllon). This significant inaease resufted
from above-average growth of the lugative ficensing
business. Ongoing organizational Improvements and
continued cost discinline also contributed to the in-
Crease In net income.



Software AG  Annudl Report 2006

Que to local tax effects, the effective tax rate was 50
basis points below the previous year’s figure,

Earnings per share amounted to €.60 for flscal
2006 {prior year: €2.24) based on a share volume of
28,084,763 (prior year: 27,529,560). The Increase in
shares outstanding resulted from exercie of the stock
optlon plan (MIP1). 869,268 options are still oulstand-
ing under existing programs. A tatal of 457580 of these
may be exercised by the end of 2007. Dlluted earnings
per share in 2006 amounted to €2.55,

Appropriation of profits, dividend proposal Given
the posltive developments in eamings from oper-
ating actlvities and the encouraglng cash flow fig-
ures, Software AG intends to recommend another
dividend Increase to €0.90 per share to the Annual
shareholders’ Meetlng (prior year: €0.80). This Is
equivalent to total dividends of €253 milllon and
a dividend ratio of approx. 40 percent. The basls for
calculating the dividend ratlo Is after-tax earnings
and free cash-flow.

£47.6 milllon of consolldated income will be taken
- o other retained earnings.

* 5.5 Software AG financial statements

The financial statements of Software AG (parent com-
pany of the Group) were prepared In accordance with
the German Commercial Code (HGB), The revenues
of the parent company amounting to €140.6 mlilion
resulted primartly from royalty Income and manage-
ment fees from subsldiarles. Income of €8.2 million
was due to profit ransfers and €11.8 milion from
dividends from afflliated companies. Net income of
the parent campany amounted to €39.0 mllilon {prlor
year: €18 milllon).
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é. Financial Position

6.1 Principles and goals of financial management
A fundamental goal of financial management Is to
conirol the llquidity of the Group's companles. Intra-
group finance transactions ensure that all operating
companles remaln soivent at all times. Due to our
healthy liquidity sitvation, another focus is en finar-
clal investmentts. These Invesiments are essentially
orlented toward e short term with defeult rlsk
minimized by careful selection of transactlon par-
ners and broadly dispersed investments. The focus
on short-term investments means that Group funcs
are Invested at near money-market rates. Exchange
1isks are monltored for all of the Gioup’s companles
in the central treasury department and hedged using
dertvatives in accordance with Internal guldelines.
Only existing balance sheet items or anticipated ¢as
flows are hedged.

6.2 Liquidity management and financing

Liquidity and shareholders” equity agaln higher
Cash and cash equivalents increased thanks to sus-
tained strong cash flow. Software AG's cash and ¢as
equivalents amounted to €184.8 mllllon (prlor yezr
€161.6 mlllion) as of December 31. Shareholders’
equlty rose from €393.0 milllon to €422.2 million,
The equlty-to-assets ratlo remained unchanged frar
2005 at 66 percent. As In the past, the Company
malntalns no bank debt.

This solid equity base gives Software AG more oppar-
tunities to implement the Company’s growth stral-
egy by guaranteeing expansion of our internatlonz|
market position and affording us flexibllity in pos-
sible acquisitlons.

6.3 Consolidated statement of cash flows

The free cash-flow of Software AG Increased by 23
percent to €56.2 mifllon during 2006 {prior year:
€45.6 million). This represents a share of 11.6 per-

. cent In total revenues. In terms of Individual shares,

free ¢ash flow Increased from €1.66 to €2.00.
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in € miltion Qd
2006

Operating cash flow 23.4
less CapEx* -1.6
eeqshilow T ng’
swofreenie T 162
free cas-ﬁ flow per share(in€) 07e
Average nurnber of shares (in million) 231

* cash flaw from Lavesting actvities except aoquisions

Salld operating cash flow Net cash from operating
activitles amounted to €61.4 million {prlor year: €55.7
milllon). This represents an Increase of 10 percent
- equal to the Increase In sales - and is a sign of the
intrinsic value of the business.

Cash flow from investing activities Improved from EUR
- 19 milllon to EUR - 5.8 million in 2006. This s the
result of three acqulsitlons, as well as of retocating our
subsidiary’s headquarters in the U.S. during 2005,

Cash flow from financing activitles decreased from
tUR 0.2 million io EUR - 23.7 milllon. This was due
to the fact that additions to equity capital from the
exercise of stock options were €20.4 milllon fess than
in the previous year.

The ne{ cnéngé In cash and cash equivalents amount-
ed to €23.2 mlillon {prior year: €42.5 i'nllllon). This
ensued from an increase in cash and cash equivalents
from €1561.6 milllon to €584.8 milllon in the past fiscal
year. The net change incash and cash equivalents was
infiuenced by cash proceeds from issuing shares In the
amount of €22.6 milllon in 2005.

6.4 Balance sheet structure
The Group's total assets rose 7.4 percent over the
previous year to €643.9 million,

Changes on the assets slde of the consolidated bal-
ance sheet are attributable primarily to higher cut-
rent assets, Cash on hand and bank balances grew to
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Q4 Fiscol year Fiscal year (hange
2005 2006 2005 in %

7.5 61.4 557 +10

3.0 -52 -10.1 + 49
TTas s62 456 +23
T 53 ne s
0 200 166 +20
28.0 281 275 +2

€163.2 mllllon compared to the previous year's fig-
ure of €151.8 mlillon. Securities rose from €3.8 mil-
lion to €21.6 mllllon. Current trade recelvables stood
at €172.4 miltion at the end of the year, €33.9 mil-
llon above the previous year's level. The Increase In
trade recelvables resulted from higher sales volumes,
a greater share of fixed-price projects, and higher Ii-
censing revenues as of the end of the quartey.

Non-current assets fell by €4 million to €£238.7 mil-
llon due to depreciation and a decrease In capitai ex-
penditure compared 1o the previous year. Goodwill
stayed constant,

On the flabllitles side, Group equity amounted to
€422.2 milllon {prlos year: €393.0 miilion). Higher
retained earnings and a steady rise In Group eain-
Ings were primarily responsible for this increase. The
equity-to-assets ratio remained a constant é6 per-
cent.

Current and non-current liabllitles were slightly above
the previous year's levels, On the balance sheet date,
current liabliltles amounted to €167.9 mitiion (pricr
year: €152.9 mllilon); non-current liabiilties rose only
modestly compared 1o the previous year to €53.2
million. Trade payables remained nearly unchange
3t €22.9 mlltion. Other current liabllities rose by 4.4
percent to €28.9 milfion. This figure Includes tax |-
abilities of €9.4 milllon, salarles of €7.9 million, and
€3.6 mlllion for acquisitions in 2005,
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7. Net Assets

7.1 Capitat expenditure

Capltal expenditure for property, plant and equip-
ment plays a minor role at Software AG. These Invest-
ments totaled €5.4 mililon In fiscal 2008 {prlor year:
€9.6 million), and primarlly comprlised operating and
office equipment In the sales branches and at the
adminlstrative headquarters in Darmstadt.

7.2 Assets

We ralsed our total assets from €599.3 million to
€643.9 mitllon. The rise in current assets contrlb-
uted greatly to this Increase. Non-current assets de-
cteased, however,

Current assets Increased by €63.4 milllon to €373.1
mlillon as of the end of the year, up from €309.7
mRlien in 2005.

Our non-cuirent assels amounted to €270.8 million at
the end of the year, €18.8 million below the previous
year's level, All non-current asset accounts contrib-
uted equally to this result with moderate decreases.
Our Intanglble assets, property, plant and equipment,
financlzl investments and non-current trade recelv-
ables are all lower, Deferred taxes were conslderably
diminished, from €35.1 million to €22.0 million,

Off-balance sheet assets and financing insiruments
In addltion to the assets reported in the consolldat-
ed balance sheet, software AG also has off-balance
sheet assets. These relate primarlly to office space,
comparty cars, and hardware. Relevant detalls can be
found in the Notes.
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off-balance sheet assets also include the Sofiware A3
brand name, which is one of the Group”s most slgnifi-
cant lmahglble assets, The brand Image was devel-
oped in the year under review.

For agditlonat information, please refer to the Notes.
8. Additional £arnings-Related Factors

8.1 Research and development

ouring 2006, we undertook a series of measures n
the research and development area and reinforced
our Innovative product portfolio. I the Crossvisicn
gdivision, we submitted 12 patent applications. We
view our reqular patent reglstrations as confirmaticn
of our Innovatlon management.

We Invest a total of 13 percent of product revenues in
research and development. We employ these funds
evenly 1o develop Adabas and Natural as well as oJr
Crossvision Integration portfollo.

Global idea management In 2008, our Innovation
management focused on an exchange of Ideas and
contributions from our employees along with cross-
departmental cooperation within Software AG. lo
this end, a project group developed a model to al-
low all employees to present and discuss their ideas.
The model includes a special Incentive system 1o at-
tract new ideas. The target group Is the entire staff
of Software AG. Global introduction of the model is
planned for the third quarter of 2007. This will opan
up additional optimization opportunities within cur
Company.
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Global network for the research and development
department We have a global network made up of
seven REO sltes In Germany, the U.S, Indla, Israel,
the UK, Buigarla and Canada. we utilize our specific
innovation potentlal and the cost agvantages of the
individual countrles optimally within this network. In
addition, the areas of markets and customes, sales
and professional Services, and research and devel-
opment are closely networked. We have developed
3 circular flow model that actively incorgporates our
customers’ requirements. In this model, our innova-
tlon process begins at the customer level. We recelve
continuous feedback on our products and changing
market requirements. Our indlvidual research and
development teams respond directly to current cus-
tomer demands and prepare suitable offers without
delay. we check each of the Individual Innovative so-
lutions we have developed for Its relevance 1o the
market on the whote. The Crossvision business line
enefits in particular from the strategic or lentatlon to
customers and delivers Innovatlons In high demand
to a large market.

suceessful partnerships In technology Software AG

has entered Into strategic technology partnerships

with Fujitsu Limlted, 105 Scheer AG, 1LOG, SAP AG, and
Amberpolnt,

Fujitsu Limited and Software AG have jointly initlated
the Centraslite Communliy, an initiative to propel the
implementation of S0A environments. This community
Is based on Centrasite, which is marketed and devel-
oped by Fujltsu Limlted and Software AG together,

IDS Scheer AG and ILOG complete Software AG's range
of sotutlons in the areas of business process design and
coritrof as well as rule-based business flows,
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As 2 certified SAP AG partner, Software AG provides
2 comprehensive palette of adapters to enable SAP
customers 10 easity integrate their legacy systems uUs-
ing the open Integration and application platiorm SAP
NetWeaver™,

AmberPoint and Software AG support companies b the
management and governance of SOA envirorenents.
Both companles offer carefully coordinated SOA solu-
tions that cover allrequirements from the inltial deslgn
to runtime management.

Gevelopment results and successful innovation in
Ihe market Qur special achievernents In 2006 ir-
cluded the Centrasite Community, Crossvision Ap-
plication Composer, and cross-industiy iT-supported
LifeCycle Management.

Centrasite promotescross-industry cooperation with
customers and partners Qur research and develop-
ment activities focused on developing and acquirlng
strategic customers In 2006. To this end, Fujltse and
Software AG jolntly initiated the CentraSite Commy:-
nity - an initiative In which customers and partners
wark together In order to advance implementation of
S0A envlronments. This community Is based on Cer -
traSlte, which is marketed and developed by Fujlts)
and Software AG together.

The CentraSite Community promotes the abllity
adapt to constantly changing entrepreneurlal condi-
tions by allowlng companies to beneflt from success-
ful conceptualizatlon, implementation, administra-
tion, control, and optimization of the pre-integrates]
SOA assets of thelr partners.

The Community tonslsts of mare than 25 renowne:d
companles and organizations, Including Novell,
IL0G, AmberPoint, MEGA, 105 Scheer, and the Hasso
Plattner-institute.
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Cross-industry IT-supported LifeCyde Management
with the launch of Natural for Eclipse, Software AG
offers the oppartunity to open existing applications
ina company and to Integrate them within Service-
Orlented Architectures. This has allowed us to open
standard products for SOA environments,

TransWare

2EFTWALE IBLETIABS

Award received Software AG won the Editors’ Cholce
Award for “Companles to Watch In Business Process

Management” bestowed by the magazine “Intelll-

gent Enterprise” for its cooperation with Fujitsy. The
two companies have created a joint vision of a Ser-
vice-Orlented Architecture that responds to customer
requiremenis on a global level,

e wm m mm — — ———
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~ 8.2 Customers and sales aclivities

Global market presence We have branches In 42
countrles and customners In over 70 countries, Ac-
tivities in emerging markets supplement growth in
traditlonat regions on an ongolng basls. we percelve
promising potential In particular In Latin Amerlca,
Eastern Europe (including Russia) as well as in the
Mlddle East and on the Asian continent. The expan-
slon into new sales areas in Central America and the
Caribbean Is proceeding as planned. Software AG has
aiso ldentifled Japan as an additlonal grewih mar-
ket and taken over direct distribution In this country.
Sales and marketing activitles are the direct respon-
sibllity of our country managess and are controlled
in accordance with the principle of ,global processes,
locz execution.”

Higher sales efficiency with Global Sales Operations
Manégemem {Gsom) Since 2005, the global sales
process and worldwide sales methods have been de-
fined and Implemented by the recently established
GSOM unit. This approach contrlbuses to profitable
business ‘growth by increasing customer satisfaction
and Improving sales efficlency in all reglons. 1t in-
cludes: '

- The High performance Sales Culture Project: This
program, which encompasses all reglons, aims (o
enhance the effectiveness of the sales dlvision,
stimutating the exchiange of information between
countrles. The consolidation of three CRM systems
into one worldwide system supports the launch of
globat sales processes and allows global sales key
performanice indicators to be utilized.
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- Customer Briefing Center: A professional demon-
stration center for key International customers hias
developed Into an effective sales tool. Corporate
vIsits generate very high satisfaction ratings.

-~ Executive Customer Visits: This program promotes
and systematically arranges visits at the top man-
agement level,

-~ The Coliabosative Platform: for worldwlde Informi-
tion, experlence and best-practice exchanges.

-~ New Customer Engagernent Process: tdentifies new
customers and structures coopetation between the
marketlng and sales functions by means of clear
key performance indicators.

- International IT Leadership Meeting: A world-wice
custemer network at the C-level cuiminates In &n
annual meeting with the Executive Board,

Additional sales channels via the parner netwoik
Software AG’s enhanced partner networ k has created
addltional sales channels. The Japanese fiem Fujltey
sells two of our Integration products in a copperathve
venture. Software AG’s market strength In Europe
and Fujltsu’s strength In Asia are utllized in tandem.

As part of our cooperation with SAP we offer Inte-
gratlon services as a recognized software and service
partner of SAP Germany.

Attracting well-known customers Marketing anc
sales activities proved successful and resulted in a
number of new cystomers during 2006.
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8.3 Employees

Number of employees Software AG had 2,621 em-
ployees workdwlde as of December 31, 2006 versus
2,750 In the grevious year, In Germany the number of
employees amounted to 761 (prior year: 774). In line
with Software AG's stong international orlentation,
71 percent of employees are engaged abroad.

Capital expenditure for research and development
We have hired new employees in research and de-
velopment. The number of R&0 employees rose by 8
percent, from 371 employees In 2005 to 401 employ-
ees in 2006, However, our emphasis on core areas
and efficiency increases In the divistons of marketing
and sales, maintenance and Professional Services,
and management and administration have led to an
overall drop In the number of employees, Efficiency
per employee rose by 6 percent compared to 2005,

Employee survey findings implemented in the year
under review, we assessed the results of our 2005
globat employee survey and successfully implement-
ed the recommended measures. One of these was to
strengtfien our corporate culture, We jedefined the
mission, vision, and values of Software AG to create
* @ comprehensive corporate model. The new model
was officially Intoduced in January 2007. Now all

HEAOCOUNT BY FUNCTIONAL AREAS®
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employees contribute to its active implementation.
In addltion, we have expanded our internal commu-
nications system.

We seek to promote and support our employees n
numercus ways, as evidenced in the establishment
of aur Corporate University. The Corparate Universiy
is geared towards all employees around the world.
More than 2,100 of Software AG's 2,600 employees
have taken advantage of our comprehensive tai-
ing programs and tontinuing educatlon offers, The
program has a satisfaction rate of 87 percent. Given
Software AG's strong market orientation, the fields of
technology, sales, and marketing are the main focu s
of tralning. The training program of owr In-house uni-
verslty comprlises global management development,
customer-flrst seminars, technical training weeks,
ang an evening academy.

In addltion, the Corporate Unlverslty inltlated a cor -
prehensive, internatlonal tralnlng program  lasting
18 months during 2008 based on the results of the
employee survey. The program Is geared toward Sof =
ware AG employees In all divislons and having all
kinds of career goals: management, new executives
and management trainees, architects, project mar-
agers, seqietaries, and other (3rget groups.

Dec. 31, wnge
i 2006 2005 in %
_Sales & Marketing 56 &3 -7
Malntenance & Service wise 1296 -E
Research & Development _ _ S — o1 B
Management & Administration 440 450 -2
Total { 2,621] 2,250 -5

* According 10 P41 @31 Stucture




60

GROUP MANAGEMENT REPORT

8.4 Corporale responsibility

At Software AG, we see a connectlon between prof-
itable growth and social responsibility. The founda-
tlon of Software AG's business success is the Innava-
tive power of the Company. Software AG therefore
relies on Intensive training, continuing education
and knowledge management In our own Company
while providing optimum conditions for educatlon
and research worldwlide. As part of our cooperation
with Instltutes of higher learning, we provide grants
In countrles such as Russia. In Chile, we support a
university chalr for administrative modernizatlon and
participation. we plan to expand our commitment to
instltutes of higher learning into @ global program In
2007.

Software AG's Exequtive Board is personally dedicat-
ed to ensuring future opportunities for Germany and
Europe as a high-tech production location. In order 1o
promote growth and Innovatlon in Germany and the
rest of Evrope, Software AG favors closer cooperation
between European software firms in order to ensure
the future perspectives and competitive position of
the, furopean software Industry. Software AG's con-
cept for a software alliance has resulted In a high
level of publlc attention. The Chaliman of the Board
dealt closely with this subject during 2006 through
his membership on the Presiding Commiitee of the
German Industry association BITXOM as well as his
positlon as Deputy Chalrman of the non-profit inltia-
tive 021 e.V. The Chairman of the Board Is, moreover,
a member of the Board of Trustees of the University
of Applied Sclences in Darmstadt.

We would also like to mention the special cheum-
stances surrounding the existence of the Software AG
foundatlon headquartered [n Oarmstadi. In the
1990s, the Company founder, Or, Peter M. Shnell,
ransferred all Software AG shares 1o this founda-
{ion, which today Is among the largest charltable
institutlons In Germany with annual grants totaling
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approximately €20 mllllon. it is devoted to educs-
tlon, thesapeutlc pedagogy, assistance to youth and
senlor citizens as well 35 the environment and re-
search In the area of ecologicat agriculture and alte:-
native medicine. The foundation’s share of Software
AG slock was approximately 30 percent durlng 2005,
The software AG foundation recetved dividends In
the amount of £6.8 miHion In flscat 2005.

9. Risk Report

9.1 Risk and opportunity management system

al Software AG

All of our activities focus on ensuring the success of
the Company Software AG's primary goal Is io grow
profitably without jeopardizing the existence of the
Company. It is Important to us to increase enterprise
value on a3 sustainable basis. We therefore combire
established, stable business activities with a future-
orlented involvement in promising market segmen's
and reglons. Focusing on a balanced risk-opportunity
relationship, we only take on rlsk If the related op-
portunities have a high probabllity of enhancing the
value of the Company. An ongoing prerequisite In this
respect Is that the risks appear manageabie and con-
trollable on close examination.

Risk and opporiunity management sysiem throughe-
out the Group Software AG's professional risk and op-
portunity management system is designed to Identify
potentlal risks, to assess them and to elther avoid
them entlrely or limit them to the greatest extent
possible, Continuous risk monitoring is accompanied
by systematic and prompt evaluation of the overzll
status and assists in assessing the effectiveness of
appropriate countermeasures, Operational risks zs
well as financlal, economlc, and market threats are
all Included In our risk monitoring. Since opportunk
tles and rlsks In principle represent the two faces of
entrepreneurfal activitles, opportunities are generally
tongruent to the operational and functlonai rlsk struc-
tuse In alisIsk areas.
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One of our fools for ongolng monltoring of the risk
areas Identifled Is 3 balanced scorecard system, The
Executlve Board Is kept constantty Informed of all cur-
rent and future risks and opportunities as well as the
overall risk and opportunity structure via established
communication channels. Software AG updates and
monltors the applicable specifications for preventing
and reducing threats on an ongolng basis throughout
the Group.

Control system with cented responsibility RIsks and
opportunities throughout the Group are managed
and controfled at corporate headquarters for both
the main offices and the reglons. This is where rlsk
and opportunity reports are prepared, development
of the risk management system initlated, and guide-
lines for the entire Group that serve to mitlgate risk
elaborated. The Executive Board constantly reviews
the functioning and reliabllity of risk and opportunity
managem ent and rlsk and opportunity reporting.

The Internal control system of Software AG has op-
erationalized business risks by way of Internal guide-
lines ("Policies™) on buslness policies and practices.
Software AG classifies these policles by field (general,
Professional Services, financlal powers and financlal
markets). The policles defined regulate internal proce-
dures at the global and local levels. They are deslgned
to provide information for management and to moni-
tor the operating business rlsks of the Software AG
Group. In order to enhance transparency, these poll-
Cies are administered and published centrally.

Another component of risk and oppor tunity manage-
ment s the transfer of operating rlsks to Insurance
carrlers, The General Services department at corpo-
rate headquarters coordinates this function globally.
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9.2 Presentation of key Individual risks

we explore key risk areas and Individual risks dis-
cerned from the totallty of risks Identlfled throu gh
the risk and opportunity management system. The
related opportunitles are detailed in the Forecast and
in the descrlptions of the specific corporate divisions
In the Management Repori.

9.3 Environment and sector risks

Market risks Oue our Increasing global presence,
software AG Is not particylarly dependent on Indi-
vidual reglonal markets. We have also decreased our
rellance on developments in the mainframe market
thanks to the strong integration business we have
bullt up. we take advantage of our technical innova-
tlons and arowlng range of Integration products to
foster satlsfaction of our ETS customers and to secu-e
our broad customer base.

9.4 Corporale strategy risks

Product risks Close Interaction between our sales
force, which has in-depth knowledge of customer
preferences, and the research and development
team supports the launch of market-driven and thus
highly marketable products. As Is customary In tre
software Industry, one of our greatest challenges Is 10
optimally allocate our R&D resources. Development
of the (rossvision business line Is particularly suscep-
tible to being impeded by new competitor products.
Wwe reduce this risk by Impiementing our functionat
triangle (5ales - Marketing - R&D) and by close corn-
tact with customers in all industrles and countrles,
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Performance risks Price is often a key factor in ob-
taining orders in the area of Professional Services. A
special process approach streamlines our approval
processes for Professienal Services and places em-
phasis on adequate profit margins.

Ensuring produciive acquishilons Software AG Is ex-

panding Its technological product range through se-

lective Corporate acqulsitions. To ensure successful In-
tegration, we have deflned processes to be employed
in the periods before and aftes the acqulsltlon.

-~ Pre-acquisition phase: Prior to 8 takeover, an inten-
sive review Is conducted to ascertaln whether the
technology of the company In questlon effectively
expands software AG's product portfolio. Every ac-
qulsition is preceded by a precise analysls of the
financial condition of the target company. More-
over, the question of wheiher lis corporate culture
Is compatible with ours is explored.

- Post-atqulisition phase: we Identify potentlai prob-

-lem. areas as qulckly a5 possible using specific

" control mechanisms. we look at key areas of the
acquired company, Including finance, legal affairs,
research and development, sales, marketing, and
internal communication. t._

9.5 Product distiibution rsks

Sales risks The complexity of our products requires a
high level of experlence and expertise on the part of
our sales force, we offer Intensive training and favor
fong-term partnerships In order to assure that these
requirements are met, also with respect to Indirect
sales vla our partners.

Distribution partner risks Oue to the complexity of

. oUr products, undertaking sales via partnerships Is a

challenge.

9.6 Financial risks

Exchange rale risks The Group is exposed to various
exchange rate rIsks due to its International operat-
Ing environment. We utillze financial derlvatives to
mitigate the effécts of exchange rate cfianges. Our
hedging instruments are used to tever exlsting for-
elgn currency receivables and payables and antlci-
pated payment streams. Incom e generated in foreign
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currencies from Individual Group companies Is also
hedged against changes In valve due to exchange
rate fluctuations. All exchange rate sisks are monl-
tored centrally.

Other financial risks Due to Software AG's diversi-
fled markets and customer structure, no cluster risks
exist, Default risks are marginal as a resuit of the
generally high leve! of creditworthiness on the pa‘t
of our customers.

9.7 Leqal risks

Litigation risks As case 12w on patent rights contir-
ues o develop In the U.S. and the European Union,
software Is increasingly covered by patent protection.
Consequent legal proceedings with regard to paten:s
may also impact Software AG. Furthermore, the risk
of being Imvolved In litigation in connection with
sales dlsputes also exlsts,

Risks arising from U.S, export regulations Software
AG's IS, locations are subject to U.S. export requla-
tlons. This includes, for Instance, one locatlon in our
R&D network. Restrictions exIst against exports of
the developmenis achleved at this location to courn-
tries under U.S. embargo or to companies on the 1.5,
bfack llst. United States export regulations also apply
to products in which the provenance of component
parts greater than a certaln minimum can be traced
back 10 developmentundertaken In the United States.
Fallure to respect these export reguiations may result
In sanctions from the U.S. administration. Software
AG, with customers in over 70 countrles around the
globe, has eliminated this risk by implementing an
Internal monitoring system.

9.8 Dther risks

Personnel risks Oue to our position as technologi-
¢al leader In the business areas we operate In, our
employees are valuable expests In their fields and in
demand by other software companies. We have been
successful In preventing employee poaching by tylng
our employees closely to the Company by means of
proflt-sharing, continulng education opportunitles,
and non-competlitlon agreements. $taff turnover .5
low, both at the Group level and at corporate heac-
quarters.
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9.9 General statement on the Group's 1isk situation
No major risks with significant impact An overall
view indicates that risks In the Software AG Group are
limlied and manageable. No risks have been Identl-
fied that are likely to jeopardize the continued exls-
tence of the Company now or in the future,

10. Events Alter the Balance Sheet Date

Software AG restructured the Execytive Board areas
of responsibllity as of january 8, 2007. The traditional
database business, ETS, now forms Its own division
headed by David Broadbent. Moreaver, the market
has been diviged into two sales reglons.

Executive Board member Christlan 8arrios Marchant,
previousty responsible for the Southern and West-
ern Europe/Latin America region, left the Company
effective January 8, 2007

On february 13, 2007, members of the Executive
Board and senior management exercised a total of

327,067 stock options. As @ result, the Group’s share

capital increased by €981 thausand, and the capltal
reserve by €4,441 thousand.,

11. Forecast

11.7 Gutlook for the business and the .
general economy

Anticipated developments in the underlying
egonomic siwatlon

Economic forecasts continue to be positive In Ger-
many, continued fevorable Investment conditions
and the postive international environment will en-
sure the continuing strength of the economic recov-
ery according to Ifo economic forecasts. Initlally, the
increase in the value added tax will stow growth in
demand for domestic consumer goods on the whole.
There are, however, no Indications of declining growth
In domestic capital goods or export demand. Higher
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government revenues have a tendency 1o provide
greater leeway for federal, state and municipal pub-
lic Investment, in particular with respect o modem-

" lzing public administration by means of information

technology.

Inthe U.S., the gross domestic productis expected rlse
siowly Initially, but pick up speed during the course
of the year. Desplte contradictory economic indica-
tors, experts are predicting a robust rlse in consump-
tion. One consequence of the weakness in expansicn
prospects, coupled with the high U.S. current accout
deflclt, s uncertalnty In the cuirency markets. This
has already led to depreclation of the dollar against
the euro. If the U.S. economy were to experlence a
major cool-down along with 3 significant deprecis-
tion of the dollar, internatlonal conditions would de-
teriorate for the German economy.

The German economy IS currently less dependent
ot the global economy 1o approximately the same
extent that export risks have grown. Major Impe-
tus is coming from the domestic sector at the mo-
ment, which Is lessening suscepticllity to problems
from abroad. the gross domestlc product Is expected
1o rlse considerably in the eurozone. Consumpticn
should plck up at a lively pace given the Improved
job market. investment Is expected to expand more
slowly, but perceptioly nevertheless.

For Japan, experts forecast that the increase In pro-
ductlon will continue, albeit ai a slower pace. Tre
gross domestic product of China is forecasted to et
pand at an accelerated pace. In the ather counteles of
East Asla, and Latin America, the economy Is expect-
ed to remaln sound, but to slow somewhat. Economic
development will continue to boom in the emergirg
economies.
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11.2 Positive sector environment :

IT market is benefiling from higher budgets Global
IT growth Is expected to contlnue in 2007. Growth in
the U.5. market coutd be above average, with EITO
forecasting a potentlal rise of 4.7 percent. In furope,

the market for Information technology Is also likety

to show highe} growth rates. Increases In T budgets
amounting to 2.4 percent are projected for Weste:n
Evropean countries. EITO is predicting market growth
of 4.4 percent for the Eurepean Union. This upswing
includes the German market, for which EITO forecasts
an increase of 3.4 percent. 10€ even conslders growth
of 4.7 percent annually to 38.4 billion doflars by 2010
wlthin the realm of possibility.

nlegration is driving the software market Compa-
nles’ plans to modernize, network and update I sys-
tems will gather force In2007. A survey conducted by
the AMR Research consulting flrm of 300 b.5. compa-
nles revealed that 71 percent of IT managers place
software investment at the top of their Hsts. Accord-

~Ing to 10, key customer interests are In the flelds of
* business process outsourclng, open source, and SOA.
. This dovetalls with the results of a Cap Geminl sur-
" vey, according to which 82 percent of Eurepean and
) American firms are focused on SOA. The Introduction

of new standards opens the way to strong growth
trends In the market for SOA integration products. Ex-
perts forecast average growth of 75 percent per year
between 2004 and 2009.

A

German government champlons the ICT industry’

The German federal government adopted a 12-point
piogram at the 2006 IT summit In order to better
position Germany as an ICT location In the context
of international competltion. The goveinment has
promised 1o invest €1.2 billlon In research and de-
velopment for the ICT industry In the next three years
until 2009, The government's high-tech strategy fo-

tuses on’ Improving legal and technlcal ctonditions

far the ICT industry as well as expanding Innovative
potenual and promoting Investment. Moreover, 3
greater commitment to e-government Is intended to
proclatm Germany as an attractive IT location.
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11.3 Prospects for Software AG in 2007

Software AG will continue on growth course $oft-
ware AG is alming for an increase ln crrency-adjusted
Group revernue of approximately 10 percent in fiscal
2007, we also expect the EBIT ratlo to Improve by ap-
proximately 1 percentage point 1o 24 percent, headed
toward the medium-term goal of 25 percent. Thls
prediction hlghlight's Software AG's profitable grbwth
course. '

For 2007, Software AG anticipates that the ETS busi-
ness line wiit achleve crrency-adjusted growth of 5
to 7 percent and the Crossvision business fine an in-
crease of 20 to 3@ percent.

Wwe expect an even geater rise In net eamings of 12
to 19 percent. This results In prognosls for earnings
per share of €2.90 to 3.10.

Increased presence in Japan and Brazil we will fo-
s both on organle growth and acquisltlens In ex-
panding our business during 2007. Emphasls will als:
be placed on japan and, starting Ir 2008, Brazll. Both
of these markets have been serviced by distrlbutors
for many years. Since October of 2006, Software AG
has conducted It own operations In japan and I3
dlrectly active In the market. We have a strong es-
tablished customer base In Japan consisting of soms
200 enterprises, primarily In the area of ET5. We plan
to Increase business with this customer base and to
expand introductlon of our Crossvision products In
the medlum term. We anticlpate arnual revenue po-
tential of approximately €10 to 15 mithon In Japar,
and expect the £81T ratlo here to reach Group level:,
in Brazil, we estimate a possible business velume of
50 to 100 millien dotlars per year In the long term,

. We are currently preparing to enter this market and

wili begin direct distrlbution of our products in 2008,

Proactive M&A strateqy Software AG will pursue
8 proactive MgA strategy In 2007/2008 with ac-

_quisitions being scheduled for 2007. These acqulsi-

tions serve to extend marke! presence, enhance the
Group’s technology leadershlp and gain additional
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mar ket share. The Company has at its disposal up 10.

€700 milllon |n own ang forelgn funds. Software AG
Intends to be a drlving force In the consolldation of
the fragmented market for Integration I1. The key crl-
terion for each acquisitlon will be the potential of the
company (o add to the Group™s éarnlngs per share.

The licensing business will also increase sharply
In 2007, we anticipate currency-adjusted growth of
between 20 and 25 percent from our licensing bust-
ness. We are anticipating stable sales from our main-
tenance and Professional Services businesses; sales
from both lines are expected to be 3 to 5 percent
higher than In the year under review In accordance
with the current outlook.

Both business lines on a growlh course: stable
growth for ETS and high rates of increase lor the
legacy modernization and Gossvision integration

* businesses show that we are ready for the future

-The $0A Sulte Crossvision Is curfently the top product

~

Our competence In integrating systems and appli-
cations based on Service-Orlented Architecture pro-
vides the foundatlon for this optimlstic assessment.

offering In the SCA area and affords Software AG 2

- -competitive head start In this rapldly growing mar-

ket. we expect to succeed in‘exploiting market op-

. portunitles and . condinuing to expand our business
- Wit Integration solutions on this basls. In order to

effectively utllize our potentlal, we aim to enter into
partnerships with other companies in the Integra-
tlon business In the future. We expect revenues to
remain stable at the current high level for the E1S
products for operating and modernizlng malnframes.
TRIs business line Is benefiting from a “malnframe
renalssance” brought about by the high demand for
database capaclty Increases, which should continue
over the next few years, '

Continued allractive dividend policy We plan to
malntain our dividend policy tnthe future as well and
to pay out 40 percent of the average of net Income
and free cash flow for each share,
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11.4 Direction of the Group

Strategic points of focus We Intend to make orga-
nlzational changes in 2007. The upgrade of E7S 1o a
separate divislon Is a sign of recognition of the sign §-
lcance and upward business trend of the traditional
database business. ET1S Is the second business line
after Crossvision that is represented directly In the
boardroom. The market has been divided into twio
sales regions as part of the reorganization (please
see Sectlon 2.2, “Drganizatlon™.

Following the successful turnaround in 2004, we have
been in a growth phase since 2005, Implementation
of our new toiporate Image and brand strategy Is
one of the first steps, including a comprehensive cor-
porate model. Qur goal Is to cement our corporate
cuiture and the market's perception of Software AG.

Our acquisition approach involves looking for tec-
nologles to supplement our product portfolio along
with new types of products and new markets to opti-
mize our sales strategy. '

we will contiaue to expand our strateglé alliancas
and intensify the positive effects from our network of
renowned software companies,

Software AG Is continuing to expand in emerging
markets In order to wlden the Company’s base for
profitable growth. The focus will continue to be on
countries that have a balanced risk-opportunity pra-
flte.

Our third phase will start in 2009, We are striving for
worldwide market [eadership, Our partner networks
and our image will serve to further accelerate owr
growth. we will also further expand our portfolio via
acguisitions, while continuousty optimizing processzs
within the Company.
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CONSOLIDATED INCOME STATEMENT JANUARY 1, 2006 TO OECEMBER 31, 2006

€ thousands . Note 2006 2008
Ueenses . s 13162
Mglvrnn‘enap_a_e_ e . . 187278 ~ 1_81,&2!:
P:dgs_iona_l sevlees 12614 122,738
Othes 3,733 2,238
Total revenue 11! 482,967 ; 438,032
Costofsales T ) -149512  -143,50%
Gross profit : 333,455 194,537
Research and development expenses [3] - 44,858 - 43,193::.
Selling expenses [4] - 127246 - 109,095
General and adrninlsirative expenses [5] - 52,337 - 48,334
Operating result [ 109,014 93,917
otheropentngincome T T T TR aaa0 T 1iary
Other operating expenses 7N - 18,087 -10,984
Earnings before interest and taxes | 1 ],31_7_] 96,405
Netlnterestincome T 7 77y 7339 4736
tamings before taxes l 118,556 10114
ncometaxes T T T T -eas -
Qther taxes [10] ~ 2,105 - 1,607
Net income tor the year } 13176 61,766
_ii'l'e?e_of;?t_r-lﬁab—léTo_;H};eFJders of Software AG 72,920 T _6—1,6—2_‘__
thereol attributable 1o minority Interest (1) 256 '- 141
_Earnings per share (basic) In € [12) 260 22
Earnings per share (diluited) In € {121 2.55 2,25
Average npnt-er of shares outstanding (basl_c) i o 28,084,763 27,529,56(1-
Average number of sharei _om_standl_ng (dilu_led) 28,542,343 27,610,745
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CONSCLIDATED BALANCE SHEET FOR THE FISCAL YEAR ENDED DECEMBER 31, 2004
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ASSETS B
€ thousands Note JRTTREREICNS Dec. 31, 2005
Curent assets [
Cash on hand and bank balances _ [13]) 163199 151,767
Sewrles - 3 2,575 9EN
_Inventories —— 3y 13
_Trade receivables ~ L) 172,440 13B,49¢
Other recefvables and other assels o [15] 10877 4766
Prepald expenses [16] 4,654 4,54%
- * (o] som
Non-current assets R _
Intangible assets [17] 4,694 6,093
Goodwilt [18) 187947 188,102
property, plani ang equlpment [19] 44,403 48,324
finandal assets [20] 1,699 2,231
Trade recelvables [14] 10,039 11,78¢C
Deferred taxes ' 121] 22,011 35,082
: | 270,793 | 289,615
L 643,877 ] 599,337

EQUITY AND LIARILITIES

€ thousands

TR Dec. 34, 2005

current liabilitles * _ R
fnandal liabilites . [2] e 2,854,
Trade payadles . . 3 msm | mee
Other liabtlties - [24] 28937 21711
Other provisions . [2s] 386 25437
Tax provisions [27}‘ 14,726 15,711
Deferred inmme (28} 62,231 58,575
167,862 152,852
Non-current Ifabili des R
Finandal llabllities (22] 26 1498
Trade payables [23]:_ . 33 0
‘Other abilites [24] " 2,765 4,201
Pension provisions - T Re] 24,609 25308
Other provisions R SRS s01s 2,54
Deferrad taxes ': _ o i _ —_ _[3_1]" 18,174 15,5623
Deferred income [28]" 2,102 4,444
;_v 53,]'8_44 53,497
Shareholders’ equity f29]1, o
Share capitat B 84338 8408
Gptamers T T T T T T g e
Reinedeartings . 447 __ 28143
Net Income attributable 1o shareholders of software A6 72920 61,825
[Currency lranslatlon differences . #4133 -15203
Omerveseves 34446 33,506
Minorlty Interest 637 381
422,731 392,988
] 643,877 599,337

T
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CONSOLIOATED STATEMENT OF CASH FLOWS JANUARY 1, 2006 TO DECEMBER 31, 2006
€ thousands Note 2006 2005
o ) L NEY) - _
Net income for theyear . L 13176 61,76¢.
Income taxes ) 83075 3TE
Net nierest Income _ - -733 473
_Amortiza uon/depredallo_n of non-current assets - 8215 7931
Other non-cash income/expense - §,889 14¢
Operating result before changes in working caplital ! 108,438 102,881
_Changes In Inventories, receivables and other assets. L L -4073t -2393¢
Changes In payables and other llabillties 14,812 5,39%
_Income 1axes pald ~ 28474 -33451
Interest pald B -4379 -41%¢
intesest recaived 11,724 9,207
Net cash provided by operating actlvitles . 61,21_)_} $5,702
Proceeds from the sale of property, plant and equipment and intan-
gible assets L . 947 202
Investrnents in property, plant and equipmem and Inlanglble assets L . - 6,090 - 9,55¢
Proceeds from the sale of finandal assets - 198 3,430
Investmems in iinaqglal assets -265  -4128
nvestrments in offiliated companies B -597  -898s
Nel cash ‘used In investing activities ) } * - 57871 - 19,043
_Cash proceeds from the Issuance of share capltal N T2157 _ 22,604
_Oividends pald o o ~32429  -20,45C
ﬁ:gm{:sents of short-term loans for acqulsltlons s and other finanda) - 3457 -1,958
Net cash used in/provided by financing activities | -13,729! 195
thange in cash and cash equivalents from cash relevant transactions } 31,874/ 36,854
EHect of 1oreign exchange rate changes on cash and cash equivalents ! - g,678' 5,632
Net change In cash and cash equivalents . 23,196} 42,486
Cash and cash equivalents at beginning of period 161,578 119,092
Cash and cash equivalents a1 end of period ’ 14,774 161,578
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CONSOUDATED STATEMENT OF RECOGNIIED INCOME AND EXPENSE

€ thousands 2006 2005

Cumrengy translatlon differences ‘ -25930 26371
Net gain/loss from fair value measurement of finandal Instruments
not recognlzed in Income 130 -1,250
Net gain/loss from falr value measurement of net investments In foretgn operations
Jfotrecognizedinincome 810 _-1on
Net gain/toss from the measurernent of pension obligations not recognized in income 108 -2,5¢4
Total income and expense recognized directly in equity { : -24,8821 5466
‘Netincome for theyear T 73476 61,766
Total recognized income and expense - 8,294 67,232
Notes
General

Basls of presentation

Software AG's consalldaied financlal statements are prepared In accordance with the International Financial
Reporting Standards (IFRS) as promuigated by the International Accounting Standards Board (IASE). The IAS/
IFRSs applicable as of December 31, 2008, were observed, as were the corresponding interpretations of the
International Financial Reporting Interpretations Committee {IFRIC - formerly SIC). The same accounting policles
have been applied as in the 2005 financisl statements.

Software AG is a reglstered stock corporation under German |aw with reglstered offices in Darmstadt. The
{ompany Is the parent company of 8 Group which s active In the flelds of development, licensing, and mairi-
tenance of software as well as IT services.

The consolidated financlal statements of Software AG are expressed In thousands of euros unless otherwise
stated.

Principles of consolidation

The separate financial statements of the companles included In the consolidated financial statements were
prepared in accordance with unlform accounting policies pursuant to IFRS as of the balance sheet date of the
consolidated financial statements (December 31, 2006). All annual financial statements of the subsidiaries
were audited by independent auditors who Issued unquallfled audit opinlons Ineach case.

The initlal consolldation method applied o business combinations was based on the respective date of founde -
tion In the case of companles founded by Software AG. For acquired companies, the date of acquisition was
taken as the consolidation date.

The Initiat consolidation of the companles that were first consolldated prior to December 31, 2002 was per-
formed on the basls of the book value method In accordance with Sectlon 301 (1) Sentence 1 of the German
{ommaerctal Code { HGB). Accordingly, the acqulsition and start-up costs were offset against the Group’s shiare In
equity of the consolldated subsidlaries. Inltlat consolidation after the transition to IFRS on January 1, 2003 was
performed In accordance with IFRS 3 regulations. Subsequent consolidations were derlved from the relevart
Inltlal consolidation.
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Goodwlll arlsing from business comblnations was offset against retained earnings for acquisitions prlor to
January 31, 2001 in accordance with Section 309 (1) of the Commercial Code. Goodwill arising after january
31, 2001 was caplialized in accordance with previously applicable HGB (German Commercial Code) accounting
principles and amortized over 10 years using the straight-line method, In accorgance with the optlon set out In
(FRS 1.14, the Company continues to account for business combinations and the resulting goodwill on the date
of transltion to IFRS in accordance with the German Commercial Code.

Since the transition to IFRS on januaty 1, 2003 {date of transition), goodwill previously capitalized In line with
the Commerclal Code has been measured in accardance with 1AS 36. Thus goadwill was frozen at the carrying
amount stated on the date of transitlon from HGB to IFRS on January 1, 2003 and onty wrltten down In the case
of actual impalrments. Goodwill reported on the baiance sheet is tested annuaily for impairment.

Revenue, expenses and income, and recelvables and payables arising between consolidated companies have

been eliminated. Intercomparny earnings are eliminated where they have not arlsen from services to third pa-
" tles. Group equity and net Income attributable to minorlty Interests are reported separately from equlty and
net income attributable 1o the shareholders in the parent company,

Scope of consolidation

The consolidated financial statements Include Software AG and all of the companies it contsols. Control Is gene--
alty consldered to exlst If Software AG dlrectly or indlrectty controls the majority of voting 11ghts of @ company s
subscribed capltal and/or Is in a position to determine the financial and operating policles of a company.

The follbwlng afflliated companles are part of the Group of Software AG (parent company):

“3) Domestic (omparlies : . HETWLNTE  Abbreviations
. in 0

. Software GmbH Marketing, Darmstadt _ _  _  _  __ . ____ 100 SAG-MK
_SAGEast GMOH - A Software Company, Darmstadt 100 SAGWE
~_SAG Systemhaus GmbH, Darmstadt e 100 SAGD
SAG Consuiting Services GmbH, Darmstadt
(formerty SQL Datenbanksystere GmbH, Berlin) 100 SAGFS

Casabac Technotogies GmbH, Barnimental,
merged with Softwere AG as of March 30,2006 _ . _
(asabac Technologies, Inc., Mesa, Arfzona UsA 190 Casabic

b) Foreign companies WETRILITE  Abbreviations
in %

Software AG (UK) Limited, Derby/United Kingdom 100 SAG-LK

and ifs subsidlary Software AG Belgium S.A., Brussels /Belgium, 76 SAGE

in which Sofiware AG also has a direct stake 24 _
Soltware AG Devefopment Center Bulgarla EQOD, Sofia/Bulgarla - ©100  SAG'BULG
~ Software AG (Guif SPC), Manama /Kingdom of Bahrain R L 100 SAG-GUIF
Software AG France 5.A.S, Gentlly France 100 SAGF

_Software AG Italia S.p.A, Cassina de'Pecchl (M) taly 100 sagl
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b) Forelgn cornpanies

_ Software AG Nederland B.V, Nleuwegetn/Netherlands
_ Software AG NordiC A/S, Taastrup/Oenmark.
and Its subsldlaries
Software AG Norge A/S Osio/Norway
Software AG Nordic AR, Kista/Sweden
0Y Software AG Nordic, Helsinki/Finland
Software AG Osterreich, Vienna/Austiia
Software AG Polska Sp. I 0.0, Warszawa /Poland
Softwaie AG s.r.0, Praha/Czech Republic
Scftware AG Bilgi Sistemler] Ticarel A.S., istanbul/Turkey
Soﬂlmeresl Holding AG, Zug/SwIlzerland
and its subsidiary
SAG Software S\rstems AG, Dleukon/Swltzedand
Seftware AG Espana, 5.A. Unipersonal, Tres Cantos, (Madrld)/Spaln
and Its subsidlaries _ B o
. Software AG Espafia, Systermhaus, 5L S L. Unlperson al, Tres Cantos (Madrid)/SpaIn

Sottware AG Portugal, Alta’ Tea]_g[oglg informatica, Lda,, Lisboa/Portugal
Software AG Factoria 5.A., Valpanise/Chlle

Software AG | lalinoamérlca S, Tres Cantos (Madrid)/Spaln

“and its subsidiarles

~ Software AG Brasi| Inform3tica e Servicos Lida, 530 Paulo/srazll
Software AG Chile S.A., Santlago de Chlle/chlle
* Software AG de Puerto Rico, Ing,, S2n Juan/ Puerto Rico
Software AG Venezuela, (.A., (hacao Caracas/Venezuela
A Iancani & Asodados, C.A., Chaceo (aracas/ Venezuela
Software AG de Panama, 5.A., Clayton/Panama
and Its subsidiarles
Sinsa mMovll, S.A, Clayton/Panama
Solucienes de Iniegraddn de Negodaos, S.A., San José/Costa Rica
Software AG, Inc., Reston, VA/USA
and its subsidiarles
Software AG, LLC, Reston, VA/USA
and lis sd:sndlary )
software AG Australia (Holdlngs) Pty Ltd., North Sydney/AustraHa

and lts subsidiary i _
software AG Australia Piy LId,, N°T_“1_S_V_dlew ASTIR e

Eoitware AG Funding Corporalion, Reston, VA/USA

Software AG Internationa), Inc., Reston, VA/USA . - o
: Soltware AG (Canada) Inc., Ontario/Canada
__ Software AG, S.A. de (V. (Mexico), Mexico, Distrito Federal /Mexico
___ Software AG, Lid., Tokyo/japan
SGML Technologies Limited, Derby/Unted Kingdom
Software AG R&D Ireland, Lid., widdow-Townreland
Software AG (Hong Kong) Limited, Hong Kong/PR of China
Software AG (Slngapore) Ple Ltd, Singapore/Singapore
and its subsidlary

Software AG (M) Sdn. Bhd., Kualal.urrpur/Malaysia

_ Sofiware AG (Phtlippines), Inc, Pasig (Hy/PhIIIpplpes
Software AG South Africa (Ply) Lid, Bryanston/South A

Sharehelding
in %
0
100

100
100
100
100
100
100
100

Softwamr A6 Annual Peport 2008

Abbreviations

SAGL_

_saGEK

SAG-N

SAG'S

SAG'SF

SAGA_
SAGHL_

_ SAG(Z

100

100
100

100
100
100

100f4

100

100
100
100
100

100

100
100
100

100

SAG-IR
SIH

SAG-CH
SAG €

. SAGESYS

3AGP
SAG |

SAG LATAM _

SAGBRAS_

SAGCLSA
 SAG-PUER
__ SAGVEN

AIA_
SAG-PAN

A

SAG-CR
SAGUSA

SAG-LLC

100 SAG-AUS (holding
company)

100

" SAGAUS

100

100

00
100
100

100
100
100
100

100
100
100
106

SAG-AP_

SAG-FUN
SAGIMT
SAG-C (AN

| SAGMEX
_SAGIP.

SGML_
SAG-IFL
SAGHK
SAG-SIN

SAG-MAL

_ SAGPHI

SAG-1A
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b) Foreign companies ML Abbreviations
in %

_Software AG (India) Private Limited, pune/lndi S1_ . _SAGIN
_ Software AG (Shenthen) Co Lid, Shenzhen /PR of China - 100 SAGCHINA
_Seftware AG, (1srael) Utd, Orvehwdafisrael 00 SAGIR
and its subsldiary e
sabratec Technologies, Inc., New York, USA S 100 SAG-ISRUS
SAG Systerns RUS Limited Liability Company, Mos cow /Russla T 100 SAG-RUS
" Soltware AG Saudi Arablg, L1C, Rlyadh/Saudi Arabla ’ 95 SAG-SA
In which SAG East GmbH also has a direct stake S

Changes in the consolidated group
The number of consolidated companles was increased from the level as of December 31, 2005 due to the
formation of the following companles:

Software AG Chlle SA,, Chlle, was founded on February 1, 2006, This company was provided with capital of €8
thousand (CLP S million), wlith share capital divided Into 999 shares held by Software AG Latinoamérlca, S.L.,
Spain and 1 share held by Software AG Spain.

~ Hfective February 23, 2006, Software AG, Ltd. Japan was established with a share capltal of €72 thousand (JPY

10 milllen). The compary’s shares are wholly owned by its parent company, Software AG, Inc.,, USA.

Effective June 30, 2006, Software AG Development Center Bulgarla EQOD, Bulgarla, was established with a
share ¢apital of €3 thousand (BGN 5 thousand). The company's shares are wholly owned by Its parent com-
pany, Software AG.

‘Effective December 6,' 20086, Software AG Saudkarabla |1 .C, Saudi Arabia was established with share capital af

€05 thousand (SAR 1.4 mlillon). A total of 95% of its shares are held by Software AG and 5% by SAG EAST GmbH,
Furthermore, Software AG (Gulf) W.1.1., Bahraln, was under formation as of becember 31, 2006. This company
was provided with share capltal of €300 thousand (BHD 144 thousand). The company’s shares are wholly
owned by its parent compaiy, Software AG.

There were no other changes In the consolldated group compared to December 31, 2005,

Effective November 15, 2008, SQL Datenbanksysteme GmbH, Berlin, was renamed SAG (onsulting Services -

GmbH wilth reglstered offices In Darmstadt.

with the approval of the relevant shareholders’ meetings, SAG Systemhaus GmbH, Darmstadt, SAG £ast GMbH
- A Software Company, Darmstadt, and SAG Consulting Services GmbH, Darmstaat, which are Inciuded in the
censolidated financlal statements of Software AG, have been exempted from the duty to prepare and publish
anrwal financial statements In compliance wlth provisions applicable to corporatlons In accordance wish Sectlon
264 (3) Sentence 4 of the German Commerclal Code.

Use of estimates

In the preparation of the consolidated financial statements, estimates and assumptions have been made for
certain ltems that have an Impact on the recognition and measurement of the assets, liabllitles, Income, ex-
penses, and contingent liabllitles reported. Actual amounts may differ from these estimates.
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Currency translation

Financial statements of foreign subsidiarles are translated in accordance with the functional currency concept
using the modified closing rate as set out in LAS 21. Since the subsldiarles operate Independently from an
organizational, financlal and business standpoint, the respective local currency Is identical with the functionil
Qurrency.

income and expenses are translated at the refevant monthly average rate, assets and liabilliies are translated
at the closing rate, and the respective equity of the subsidlarles is ranstated at historical rates.

Currency transtatlon differences arising from business combinations are offset against equity andieparted in 2
sepaiate column In the statement of ¢hanges In equlty.

Currency translation differences related to the elimination of intragioup balances are recognized under other
operating Income and expenses on the lncome statement.

In the fixed assets schedule, the balances at the beginning and the end of the fiscal year are translated at the
applicable closing rates, and other items are translated at average rates, Any differences arising from exchance
rate changes are shown as exchange rate differences In a separate column under both ¢ost and accumulated

depreclation/amortlzation,

In the separate financlal statements of the consolldated companies, foreign currency receivables and payables
are transtated at the closing rate. Exchange rate gains and losses not yet realized on the balance sheet date are
Included In profit or loss for the perlod, except for transtation differences from tong-term, intercompany mor-
etary (tems that are part of 3 net Investment in a foreign company. These differences are recognized directly

In equity under other reserves.

“The exchange rates used for the translatlon of the most Important currencles have changed as foltows com-
pared to the prevlous year:

Closing rate {€1) . Dec. 31,2005  Exchange rate
. change in %

us. dollar i 13184 1.1833 -11.4
Poundsteding 0 T T 04716 | 0874 423
Jwisstene T T 16077 18556 -33
_SwthMdenend - 92300  7.4%0 =232
- Australlan dollar o L 14698 16150 o -34
Avesage rate (€1) 2005  Exchange rale

) ) change in %

us. dollar 1.2557 1.2449 -0.8
Pound sterling 0.6818 0,6840 +0.3
Swiss franc 1.5730 1.5482 -1.4
South Afrlcan rand 85143 7.9065 -7.7

Australlan doliar 1.6663 1.6311 -22
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Accounting policies

Total revenue

software AG sales revenues primarity consist of revenue from granting software licenses - usually of Indefinlte
duration - malntenance revenue, and revenue from Professional Services. Revenue from granting pespetusl
flcenses is onty recognized once a contract has been signed with the customer, any rights to return have ex-
olred, the software has been delivered in accordance with the contract, 3 price has been agreed o can be
established, and there Is sufficlent probabillty that payment wlil be made.

Revenue from maintenance business is recognized proportionately over the period of service proviston.

" Revenues under agreements for Professlonal Services, which are Invelced on the basls of hours performed, are

recognized In the period In which the services are rendered by the SAG companies.

Pursuant to 1AS 11 and LAS 18, revenues and expenses from fixed-price service contracts are recognized In
accordance with the percentage-of-completion method if the revenues an be rellably measured, there s
wufficient probabllity that Software AG wlll recelve the economlc benefits from the transaction, and all costs
Incurred for the transactlon and all costs expected to be Incuired 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-elated futl costs based on normal capacity utlllzation. In partlcutar, the
" cost of sales In¢ludes the individual unlt costs that can be directly allocated to the orders as well as flxed and

variable overheads. Borrowling costs are not capitallzed as part of cost. No wrlte-downs on inventorles were
required dusing the reporting period.

Research and development expenses
Research and development expenses are recognized In the Income statement 35 they are Incurred.

The creation and development of software involves the use of closely linked, lterative processes between the
research and development phases. As 3 result, expenses incurred for research cannot be strictly separated
from those Incurred for development. The criterfa for the capltalization of development expenses defined in
145 38.57 In conjunction with 38.53 (revised In 2004) are therefore not fuifilled. Software acqulred for a cor.-
sideratlon in connection with business combinations Is capltalized at market value,

Selling expenses

selling expenses intlude costs for pessonnel, materials, depreciation aliocated io the sales cost centes, and
advertlsing costs.

Administrative expenses
Administrative expenses include costs for personnel, materlals, and depreciation ailocated to the administre-
tion ost center.

f e ———— —— e



76

CONSOLIDATED FINANQAL STATEMENTS Software AG  Annual Report 2004

Borrowing cosls
In accordance with the provislons contalned in AS 23, interest expenses are recognized In Income In the perlod
In which they are incurred.

Cash on hand and bank balances

software AG classifies cash on hand, bank balances and term deposits with 3 maturlty of up to 3 months is
well as current secyritles as ¢ash and cash equivalents. The securlties item includes only current, highly liquld
financial instruments that are readily convertible to known amounts of cash and are only subject to negligitle
risk of changes In value,

The Company classifies all current securitles as assets held for trading. These securities are Inltially recognized
3t cost s of the settlement date. They are measured at their falr value as of the balance sheet date. Any
changes In the fair value are recognized in Income.

Inventories

Inventories are recognized at the lower of cost or net realizable value, The net realizable value is the estimated
selling price in the ordinary course of business less estimated costs to completion and estimated costs neces-
sary 1o make the sale.

Trade receivables
Recetvables are carrled at the falr value applicable at the time the revenues or the consideratlon pald are rez|-
lzed. They are measured at amortized cost less any allowances for bad debt,

Receivables from granting software licenses are recognized only If a contract has been signed with the custom-
a1, any rights of return have explred, and the software has been dellvered in accordance with the contract.

" Trade recelvables are carrled at thelr principal amounts unless speclfic valuation allowances were required in

order to account for ¢redit risks. Longer maturltles (more than one year) are taken into account by means of
mar ket discount  ates,

This item also includes services perfoimed under flxed-prlce contracts that have not yet been Involced and that
are recognlzed in accordance with the percentage-of-completion-method.

Other receivables and other assets
Other recetvables and other assets are measured at cost and written down to the relevant market price, if ap-
plicable.

Prepald expenses
Prepald expenses are recognized for prepayments of expenses relating to future periods.

intanglble assets

Intangtble assets for which a useful life can be established are measured at cost less any accumulated amor-
tlzatlon and Impairment losses. Amortizatlon is applled In accordance with the stralght-line method over the
estimated useful life of the asset. Intanglble asseis with 2n indefinite useful life are measured at cost less any
accumulated impairment losses,
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Goodwill
In accordance with IFRS 3, goodwill Is not amortized, but tested for impalrment on an annual basis and written
down to its falr value in case of impalrment,

Properly, plant and egquipment

Property, plant and equipment are carried at cost less any accumulated depreclation and Impalment losses,
when Items of property, plant and equipment are sold or scrapped, the coiresponging cost and any accumis-
lated depreciation are derecegnized, and any gains or losses from disposal are recognized in the consolidated
income statement,

~ The cost of items of property, ptant and equipment consists of the purchase price, including any import duties
and non-refundable purchase taxes and any directly attributable costs requireg to prepare the asset for Its
intended use. Any subsequent expenditure, such as service and malntenance charges arising once the asset Is
put Into operation, is recognized as an expense in the perlod In which it Is incurred. Subsequent expenditures
relating to an item of property, plant and equipment are only added tw the carrying amount of the asset if
the expenditure improves the condition of the asset beyond Its originally assessed standard of performance.
Financing costs are not capitalized as part of cost.

tems of property, plant and equipment are generally depreciated using the stralght-line method in accordance

with their useful economic lives.

“

+ Buildngs L e 50 years
. . Improvements to bulldings/leasehold Improvemeats B~ 10 years
._Operating and office equipment o 3- 13 years

. 1= dyears

3

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

Assets under construction are recorded as such and are recognized at cost. Depreciation on these items beglns
only after they have been completed and put inte operation.

Impatrment of intangible assels and property, plant and eguipment
As soon as there are Indications that an intangible asset ar an item of propesty, plant and equlpment is Iry-
paired, the carrylng amount of the asset is reduced to Its recoverable amount and an impakment loss isreco3-

nized in income. The recaverable amount fs the higher of the asset’s falr value less selling costs and its value in

use, The value in use Is the present value of estimated future cash flows expected o arise from the continued
wse of the asset and from its disposal at the end of Its useful life.

Impalrments osses are reported under costs of the relevant functional area or under other operating ex-
penses.

S S S
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Leases

Fixed assets also Include assets provided under lease contracts. Software AG feases computer equipment as
well as operating and office equipment. Lease agreements are classifled In accordance with 1AS 17, undsr
which the lease agreement Is evaluated on the basis of risks and returns, with the leased asset being attribyted
to the lessee (finance leases) or the lessor (operating leases).

-~ Flnance leases
Leased assets are recognized on the balance sheet as both assets and lease obilgations In equal amounts.
They are carried at the lower of the fair value of the leased asset at the Inception of the lease and the pres-
ent value of the minimum lease payments. (apltalized leased assets are depreciated in accordance with
the straight-line method over the useful economlc life of the asset or, If shorter, the lease term. Payment
obligations resulting from future lease payments are recognized as financial llabilities.

- Operating |eases
Lease payments under operating leases are recognlzed as an expense over the term of the lease.

Financial assets and derivative hedging Instruments

Generally, financlal assets are Initlalty recognized at fair value pius transaction costs. Subsequent measurement
depends on the classification of the flnanclal assets.

Available-for-sale financial Instruments are recognized at their falr value on the balance sheet date (market
value). Galns or losses resulting from changes In the market price are recognized directly in equity under other
reserves, items of financlal assets are recognized Indivigually at their falr vatues, provided these can be reliably

. determined.

Loans and recelvables Included In this ftem that are not held for wading purposes, and flnancial assets with
no published price quotation on an active mar ket and for which the fair value cannot be reliably determined,
are measured at amortized cost. The carrylng amounts are reqularly reviewed t¢ determine whether there is

substantiat objective evidence of impalrment. Impairments losses are charged agalnst profit o loss for the
perlod.

Deferred taxes

Deferred tax assets and liabllitles are recognized for temporary differences between the carrying amounts of
the tax brase and the consolldated balance sheet as well as in connection with business combinatlons that ir -
pact income. Deferred tax assets also Include claims for tax reductions resulting from the anticipated use of tax
loss carryforwards In subsequent years, the realization of which is deem ed reasonably certain.

Deferied taxes are calculated on the basis of tax rates anticipated to apply In the relevant countrles in accor-
dance with the legal situation prevalling at the time of realtzatlon (reversal of tax deferrals},

Oeferred tax assets and llabilities are not discounted. The carrying amounts of the recognized assets and -
abliltles are regularty examIned and adjusted if necessary.
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¥

Liabillties
Current liabilitles are recognized at thek repayment or settlement amount.

Non-current llabllldles are recorded at amortized cost. Amortlzed cost Is determined using the effective interest
rate method by discounting the repayment amount.

Provisions

Provisions are reported In the event the Company has a current legal or constructive obligatlon towards a tilrg
party due 10 3 past event that s llkely to resuit in a future outflow and for which the amount of the obligaticn
can berellably estimated. Estimates are reqularly revlewed and adjusted.

if the Interest rate Impact Is significant, the present value of expenditures expected to be required to perform
the obligation Is reported.

- Provisions for pensions and similar obligations

Defined benefit plans and defined contr bution plans exist with respect to company pensions. The pension provi-
sions are calculated using actuarial principles in accordance with the projected unit credit method set out fn 125
19, This approach takes into account antlcpated future increases In pensions and salarles i additlon to the pen-

_sions known &s of the balance sheet date.

Provisions for pensions are measured In accordance with the amendment to 1AS 19 issued on December 14,

' ~ 2004. Accordingly, they 3re reported at the full present value of the defined obligation, adjusted for the present

vaiue of the reinsurance cover taken out for defined benefit obligations, and reduced by the present value of the
plan assets accumulated to ensure penslon payments, The changes In the actuarial galns/losses compared to the
previous year are excluded from income and aliocated directly ta retained earnings.

German penslon obllgations are determined on the basls of the biometric calculations in the 20056 mortality
tables of Prof, Or. Kiaus Heubeck.

Since employees do not recelve iliness-related allowances elther In Germany o abroad, cakulation of costs 1e-
lated to health care plans is not required.

Software AG does not Incur any obligations for defined contribytion plans ether than premium payments on Iife
insurance pollcies and contributlons to special-puipose funds. These payments are recognized in profit or loss for
the period.

Oeferred income

Deferred Income conslsts of advance payments received from customers refating to malntenance services to
be rendered In future perlods. The deferred Item Is reversed and taken to income In the period In which the
service Is rendered,

¢
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Notes to the consolidated income statement

[1] Revenue
License and maintenance revenues can be broken down by business segment as follows:

Crossviston Other Total

s
€ thousands 2006 2005 2005 2006 2005 2006 2035

licensing 43398 30272 120,706 96,026 §38 5331 165742 131,829
Maintenance 25393 22852 160281 156123 1,604 2,453 187278 181,428
Product sales | 68791] 53,1241 281,987 252,149 .2,242]  7,784| 353,020] 313,057

Revenues from Professional Services

pProfessional service revenues Include sales of €14,765 thousand, recognized in accordance with the percen:-
age-of-completion method. The individual revenue and expense components of this item can be broken down
as follows:

€ thousands 2006 2005

. Expensesrecognizedin2006 13,615 4825

_ Costs accumuldted over the term of a {multi-year) project and notyetinvoiced 9,604 21,801

_Advence payments received __ _ _ _ ______ e 135
Remgnized profits 1,150 £50
Revenue recognized under the POC method In 2006 14765 15315

" [2] cost of sales

Cost of sates amounted to €149,512 thousand (2005: £€143,501 thousand) and primarlty consists of personnel

. expenses Incurred by the customer support and Professional Services businesses as well as purchased services

inthe service business.
[3] Research and development expenses

The research and development expenses of €44,858 thousand (2005: €43,193 thousand) mainly contaln pe:-
sonnel expenses for product development and related IT expenses.

[4] selling expenses

Selling expenses amounted to €127,246 thousand (2005: €10%,093 thousand). In addition to personnel ex-
penses relating to the sales division, these costs mainly Include mar keting expenses. The significant increas2
over the prevlous year Is primarity the result of the strategic expanslon of mar keting activities.

[5] General and administralive expenses
General and administative expenses amounted to €52,337 thousand (2005: €48,334 thousand). They Includz
administrative expenses which are attributable nelther to cost of sales nor to sales activities.
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f6] other operating income
Other operating Income Includes the following items:

CONSOLIDATED FINANGAL STATEMENTS  £1

€ thousands 2005
__ Foretgn exchange gains L o } 16253 5653
_Renalincome o ) 1515 2,649
_Income from the reversal of provisions L 86 3300

Other Income 2,236 1,795

L 20,290, 13,417

[7] Other opersiing expenses”

Other operatlng expenses consist of the following items:

€ thousands 2005

Forelgn exchange losses 7,589 5,740

Res ructuring expenses 5,740 E
Recelvables wille-offs 3,752 o
Legal costs (O = vy I
Other expenses 1,006 3,873

: ! ' 18,087] 10,984

"+ Restructuring costs and recelvables write-offs are generally shown under functional costs. Only particularly hich -

hdlvidual amounts are reclassified as other operating expenses.

[8] Netinterest income

Due to the continved rlse In net llquldity in 2006 and higher market interest rates, net interest income in-

creased to €7,339 thousand as of the reporting date.

‘Net Interest income consists of:

€ thousands m 2005
Interest income 11,799 B9
Interest expense - 4,460 ~ 4,143
| 7,339 4,736
[9] Income Taxes
Taxes on income can be broken down as follows:
€thousands : 2005
_Cumentdomesictaxes -3453  _ -91i8
Current {oreign taxes -24,734 -24,701
' - 28,187] -34,419
_Deferred domestic laxes -17524 O -3602
Deferred {oreign taxes 2,438 253
' t -1s088) -3,349
- -a3,75] -37,7¢8
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peferred taxes are calculated on the basls of tax rates which have been enacted or substantively enacted n
accordance with tax laws In the relevant countrles at the expected date of realizatlon. In Germany, the unlforin
corporate income tax tate I 25 percent, Taking into account an average municpal trade tax collection rate ar @

a solidarity surcharge of 5.5 percent on corporate tax, the income tax rate for domestic companies equals 39.9

percent (2005 39.9 percent). Forelgn tax rates range between 15 percent and 39 percent {2005: 4.3 percent

* 1038 percent).

No mater lal changes occurred as a resylt of the change in the respective local 1ax rates. The Introduction of ne'w
local taxes did not have an impact on deferred taxes.

Moreover, consistent application of the Company’s accounting policles did not resu't in any additional tax e¢-
penses or tax credIts.

The Income tax expense of € - 43,275 thousand reported In flscal 2006 (2005: € - 37,768 thousand) is €3,169
thousand less than the expected income tax expense of € - 48,464 thousand (2005: € - 39,714 thousand) that
would result from applying the domestic tax rate of 39.% percent (2005: 39.9 percent) at Group level. The dif-
ference between the expected and current tax expense can be attributed to the following:

€ thousands : - T 2006 2005
Earnings before income tax ’ T I 116,451] 99,554

_ Expectedincome tax (39.9%; 39.9%) N TAs 484 T3 TH
_ Taxrate-related adjustments o ﬁﬁw:w:m _____ _ ’ ’ LS 3272
Taxrefunds (+)back taxpayments () 4287 -458
Tax decreases {+)/1ax Increases (-) due 1o tax-exempl income of
non-tax deductible expenses 1,687 s
Other adjustments - 4,540 3,246
Reported income tax expense ) i Z43,275 - 37,768

COther adjustments primarily include changes due to remeasurement of defessed tax assets related to tax loss -

- carryforwards of € - 4,297 thousand (2005: €4,385 thousand).

{10] Other taxes
Other taxes mainly include property taxes, vehicle taxes, and non-deductible value added tax.

f11] Minority interest
Minority interests refate to the 49 percent stake in the joint venture, Software AG (india) Pvt., Pune, india (SAG-
IN), which was established tegether with iGate Solution Limited in 2003.

[12] Ezrnings per share

Farnings per share are caiculated by dividing net income for the period attributable to Software AG's sharehold-
ers by the weighted average number of shares issued during the perlod under review. Software AG has only
issued common shares. In the fourth quarter of 2006, the weighted average number of shares amounted o
28,112,715 For fiscal 2006, the welghted average number of shares totaled 28,084,763,

[ —
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Since ali three critesla for exercising options as set out in the first stock optlon plan for members of the Exect -
thve Board, offlcers, and other employees were met in the course of 2006, 3,250 siock options were exercised
during the first quarter and 73,456 stock optlons In the second quarter. A total of 76,706 stock options were
exerclsed in 2006. The exercise criterfa for another 6,750 options were also met, These options may therefore
be exercised through 2008, provided the share price at the time of exerclse is at least €30,

The two criterla for exercising stoc koptions under the second program were met In fiscat 2008 with an increase
in sates over the previoys year of more than 10 percent as well as an earnings ratlo (EBT) of 23 percent, As 3
result 450,829 stock options may be exerclsed in fiscal 2007,

This means that a total of up to 457,579 options may be exerclsed through 2008. Dluted earnings per share
were therefore calculated for these potentlat shares using the treasury stock methed and reported for the
perlod under review. The calculation was made by dlviding net Income for the perlod attributable to Software
AG’s shareholders by the number of shares in issue and the exercisable stock optlons.

Notes to the consolidated balance sheet

_[13] Cash on hand and bank balances, sectirities
Cash and cash equivalents consist of cash on hand and bank balances as well as short-term securities. In 2006,
cash and cash equivalents Increased by €23, 196 thousand to €184,774 thousand. This increase mainly resulied
from the positive cash flow from operating activities amounting to €61,390 thousand less the negative cash
flow from Investing activities of € - 5,787 thousand. The Company recelved addltional cash inflows of €2,157
- thousand in the form of a capital increase resulting from the exerclse of employee stock options. Bividencs
' amounting to €22,429 thousand were pald to shareholders.

. [14] Trade recelvables
" Trade recelvables inclyde:

€ thousands i . NIy Ay Dec, 31, 2005
Trade receivables with maturities of less than 1 year 152,060 129,768
Uninvoiced services (<1 year) 20,380 8,726
L. 172420 133404
Trade recelvables with maturities of more than 1 year oL 8,862 11,780
Uninvoiced services (>1 year) 1,177 0

i 182,479 | 150,274

[15] Other receivables and other assels
Other recetvables and other assets mainly conslst of receivables due from tax authorities based on Input taxes
as well as rent deposits.

[16] Prepald expenses
Prepald expenses primarily include advance payments made by Software AG under license and lease agree-
ments.
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Fixed assets

FIXED ASSET SCHEOULE AS OF DECEMBER 31, 2005

Software A6 Annual Report 2006

Assets  Finandal Totsl

€ thousands Goodwill Intangible tand and Operating
assets buildings and office - under assets
equip- on-
ment  struction
Cost
Balance as of Jan. 1, 2004 31,756 36015 52152 44,992 0 6994 | 37,909
Currency translation differences - 621 - 383 - 53¢ - 1,081 -8 -1 -2,680
additlons 593 459 656 4,580 149 265 4702
Disposals -127 =200 -1,020 - 6,043 0 -198 - 7,548
8alance 35 of Dec. 31,2006 731,601 35891 51,252 42,448 141 7,060 | 3683¢3 !
~ Accumulated depredation/ o
amor tization
_ Balance as of Jan. 1, 2006 ~43,654 19912 -16948 - 33872 0 -4,761 [-129,157 |
Currency translation ditferences 0 167 149 808 0 0 1,144
e o chws T Taas o ey e
Disposals S0 204 502 5,872 0 0 5,578
Balance as of Dec, 31, 2006 -43,654 -31,197 -17,981 - 31,457 0 -5361 J-129,650 ¢
. Netbook vatue as of Jan. 1, 2006 188,102 6,093 35204 1,120 0 2,233 L}g,ﬂg_?
Netbock value as of Dec, 31, 2006 187,947 4,694 33,271 10,991 141 1,699 | 238,243 |

[17] Intangible assets
This ltem malnly Includes software licenses and customer bases obtalned In connection with acqulsitions.

[18] Goodwilt

As of December 31, 2006, goodwill of €174,591 thousand had orlginated from the acquisition of the Software
AG USA Group effective February 1, 2001; €6,586 thousand from the acquisition of the two Sabratec companies
in Israel and in the USA effective February 3, 2005; €4,736 thousand from the acquisition of the APS Group ef-
fective June 29, 2005; and €2,034 thousand from the acquisition of Casabac Technologles GmbH, 8ammental

- near Heldelberg, Incliding its U.5. subsidiary. Goadwill related to the Software AG USA Group had been fully

amortized over ten years by December 31, 2002 In accordance with the HGB accounting regulations applicable
at that time. Additlons and disposals during the fiscal year reflect subsequent changes In acquisition cost of
goodwill refated to the Sabratec companies, the APS Group, and (asabac acquired In 2005,

[19] Property, plant and equipment
Property, ptant and equipment are reported as fixed assets of the parent company and the Spanish subsidiary
only. In both cases, amounts pertain to the central administrative bulldings of these companles.

The capltal expendiwre of €656 thousand primarily relates to expenses for leasehold Improvements at the (.5,
and Australian subsldlarles ang expansion of the Japanese subsldiary.

e tem e i e m i ——— i =i onm e . o
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[19] Opesating and office equipment
Operating and office equipment mainly Includes offlce furniture and IT equipment acqulred under finance
leases.

{apital expenditure of €4,580 thousand resulted priimarlly from the acquisition of computer equipment after
termination of the finance lease. These capital expenditures are also related to the recent establishment of
subsldiarles In South America and Japan as well as continuing renovation work on the central adminlst:atlon
obuildings (n Darmstact and the United Kingdom.

[20] Financial assets
Flnancial assets chiefly relate to securlties pald as part of long-term project contracts as well as rent deposis
and assets held to cover the value of long-term empioyee time accounts.

{21] Deferred taxes
Deferred taxes were composed of the following as of the balance sheet date:

Deferred tax assets Deferred ta, liabilities
€ thousands . Dec. 31, 2005 [ETRIEL T Dec. 31, 2005
_Secoltles . 6 33 138 335
.. Lumentasses 1,643 3147 4,855 o83
_ Goodwill 5,441 6,157 0 0
- . Intanglble assets ¢ “—*__—0 892 1,@?_
_Property, plant and equipment 14 1,873 4084 3438
y _Tax loss carryforwards 11,981 20,501 0 _ _ 0
' ' Cumrent Ifabillties 3,595 3,926 6,614 827
; Non-curcent liabilities g4 e 14,443 16,119
" Business combinations ' - 5,569 - 6,157 -12,852 -14,825
’ 3 - ‘ L__ _za0m1, - 370m| 18174 15,502
Write-downs - 2,000 -2,000 Q 0

{ 22,011/ 35,083 | 18,174 15,502

Deferred tax assets on tax loss carryforwards decreased over the prior year by €8,920 thousand (2005: €5,120
thousand). This mainly resulted fiom continued utilization of loss cairyforwards, especially at the German
companles.

Wi lte-downs on deferred tax assets are made whenever uncertainty exists as to thelr recoverabifity. To caleL -
late these wiite-downs, all posltive and negative factors that might Impact future taxable proflt are taken Into
consideration. The related estimates may be subject 1o changes depending on future developments. In 2005
and 2006, write-downs related only to tax loss camyforwards of the parent company.

The tax loss carryforwards In the Group totaled €49,478 thausand as of December 31, 2006 (2005: €74,808
thousand). Generally speaking, these items may be carried forward Indefinitely with the exception of €16,758
thousand (2005 €8,634 thousand).
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No deferred tax labilitles for retained proflts at subsldiaries were recognlzed. The retalned profits are avallable
to the subsidlaries for planned capital expenditures.

In flscal 2006, deferred tax llabllities totaling €118 thousand (2005: €1,168 thousand) were recognized directly
in equity. These tax llabllitles malnly resulted from actuarial galns/losses recognized directly In equity based
on changes In the measurement of penslon obtigations as well as from financial Instruments also recognized
directly Inequity,

[22] Finandial {iabilities
Financial liabilities can be broken down as follows:

€ thousands (ISR RpOITS  Dec. 31, 2005
Curent finandial liabilitles _
Liabllities from finance leases 258 2,082
Bllls payable 1,596 £:2
1,8511 2,654
Non-current flnanclal liabllities —
Liabllitles from tinanice leases 26 1,698
! . 18! 1,648

- As of December 31, 200, financlal liabllitles resulting from finance eases consisted of:

€ thousands s Up to 1 year 15years  more than 5 yeors [TTTEER
_Contractually agreed payments . 261 26 0 287
Clnterestrecelved T 0 -6
Presentvalue of feasepayments 2S00
"[23] Trade payables’
Trade payables can be broken down as follows:
€ thousands [y ap{ily  Dec. 31, 2005
Current liabllities o
Payables to suppliers 21932 983
Payments recelved on account of orders 999 87
! 22931} 22,760
Non-current liabllities
CPayablestosupphiers T T T o % 0
Advance payments recelved T 4 0
Y o

P e e e~
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[24] Other liabiilies

Other liabllities relate to the following items: i
€ thousands Dezc. 31, 2006 EEISCA N0 '
Oihercurrentliabililes o _ ... .. .
_JToxliabllitles 9,422 _ 84 .
_ Liabilllles due to employees 7868 8,57
Outstanding purchase price payments {acquisitions} 6160 8846
Uabilltles for sodal secuity - 3302 354 '
" Remaining ligbiles 7 2,185 495
_ L 28,937 ) 27,71 i
_ Other non-current fizbdlties e e ‘
_ Outstanding purchase pice payments (acquisitions) 2540 3472 !
_ Llabllitles due to employees _ o 23 363 !
Tax labilitles 43 v3
Remaining Nabilitles 59 -y ;
! 2,765 | 420
[25] Other provisions )
€thousands . o Other provisions Restructuring Miscellaneous Total other
for pessonnel provisions  other provistons proviaiors |
. L expenses
- Balance as of jan. 1,2006 15,196 1,544 11,241 27,991 .
_Cumency translation - 390 -23 =75 - 438 |
Additions 17,911 5,097 14,432 37,440
Utllizatlons - 12,001 - 1,012 - 6,033 - 19,044
; Reversals - 868 -25 -1,733 -2,624 '
' galance as of Dec. 31,2006 19,848 T o55E 17,832 | 43,241

of which with a remaining term

of more.than 1 year e Am 0 apwe 0TS l

Miscellaneous other provisions

Miscellaneous other provisions Include:

€ thousands , Ded. 31, 2006 S-Sy 1Y ‘
JBonwses B 0271 5209, ;

Rental payrnent obligations } 1,753 1,014

Impending losses for PS projects ] 1,483 1‘2_5. !

Asset retirement obligations 73 _z{s: ¢

Other taxes 479 551

Auditing fees am 530

Litigation risks 313 1,478 |

_Guarantee obligalions for PS projects ) ) 247 . 344 '

Remaining miscelaneous other provisions 1,972 1,199

i 17,8321 1,24
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~ [26] Pension provisions

€ thousands . 2006 2005

_Babneeasotppovayt 25008 22,149
_ Currency vansiption 346 9
_ Addwons 194 357
utillzations T -1,039 -8¢7
galance as of 0 ecember 31 . i 24,609 § 25,168
€ thousands Dec_ 31, 2005
pension provisions {foretgn) 14,098 14,750
pension provisions {domestic) 10,511 10,318

i 24,609 25,108

Pension comm liments in Germany conskt of fixed commitments te a select group of people.

" These commlitments are partlally covered by life insurance poficies. The remaining defined beneflt obligatiors
outside of Germany are covered to a farge extent by externai funds.

Actuarial assumptions - ' German plans® Non-German plans

n% . : 2005 o . 20
_ Actgrial interestrate . 4.0 C 40 48 48
Fuwresdary naesses T S0 00 43 40
~ Fulure pension Ingreases L ﬁ"_““ ’ 1.7 1.7 0 27
' txpeded relurn onplanassets ' .7 > 45 &9 . &5

*weighted averape for mdividual plans

since flxed penslon commitments granted under German plans do not take inte account salary levels, salary
Increases are assumed to be 0.Q percant.

Pension commitments outside of Gesmany are calculated in accordance with country-specific accounting prir-
clples and parameters.

bue to the fact that pension comm itments In Germany are exclusively Invested In life-Insurance policies, the
expected return on plan assets corresponds to the minimum retumn stated by the insurance company.

The expected return on plan assets for non-German plans was calculated as an expected welghted average of
the individual asset classes. The expected returnis on such asset classes were determined on the basls of the
relevant local capital market conditions.
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The computatlon of the penslon expenses is based on planned service cost and the expected return on plan

assets. The changes In the deflned benef|

i obligations and plan assets are as follows:

Chamges in defined benefit obligations (DBO) German plans Non-Gestnan plans
€ thousands 2005 2006 2005
DBO as of January 1 LH...._,_UJ 79 9,464 L‘A 3’8,15_8_[ 31,263
Service cost 215 160 Mmoo 1,402
Testsemcecont | o T T o o T o
ineresteense " T N N S V")
_Acterlal gains (<) Aosses(+) 250 1,517 1,044 4,262
~ Penslon payments L -433 =433 -2,16% -310
Exchange differences 0 0 905 -81
DBO 35 of December 31 ' 11,649 1 1nA79__ 41,519} 38,158
hanges in plan assets German plans Non-German plans

€ thousands 2006 2005 2006 2005
Fair value of ptan assets as of january 1 L sa 632 _213.3¢8§ 17,948

. Return on plan assets 43 EYS 1,579 1,254
" employe ot T wsT T Tz
CEmployee ontilbutbons T o 0 o 7
_"Actuarial galns (+)/10sses (=) L ¥ 3 1394 1E%
' _Pensionpayments o0 269 -t
exchange differences 0 0 557 269
-Fair value of plan assets as of December 31 l 1,1_33_} g6t : 27,_4;_2_1_1' 23,368
"« Ppension provisions [ 10511 103187 14,008! 14,190

The differences between the expected values of the defined benefit obligations of the plan assets and pension
provislons and thelr actual values are as follows:

€ thousands Dec. 31, Dec. 31, Dec. 31,
2007 2006 2005 2004
080 L s ae3y 4077
(EXpected DBO 5I319 52,534 485¢6 40,305
Difference _ -6 - 791 )
_ Difference in % A -2 -6 02
_ Planassets o 28,559 24,229 18,578
Expected plan assets 13382 25912 24675 19,440
Ditference 2647 -d46  -1062
“ofwenceind T ey T T
_Penslonprovisions 24,609 25108 22,149
_Dwecedpensionprovisions | 23937 26622 _ 23BN 20165
Ofference 2013 _ =123 o984
_ Difference in % .82 -4

Y

Det. 31, Dec. 31,
2003 2002
35,006 32,642
35,949 33,750

943 1,118
27 4

15340 13238
16,218 17621

_ 878 T443

T AN 1)

CJses6 19434
L1831 15089
L85 3385
03 -3
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with regard to penslon provisions, the differences between expected and actual figures have only exceeded 5
percent twice in the past five years: first, In fiscal 2002, when the expected amount of plan assets could not be
achleved due to the weakness of the capltal mar kets. Fiscal 2006 presented another exception when unexpec -
edly high returns on plan assets were achleved due to strong performance of equities markets.

The defined benefit obligations by type of funding are as follows:

€ thousands Dec.31,  Dew.31,  Det.3, jan. 1,

ol 2005 2004 2003 2003
DBO fully funded o 41,519 38158 30,657 24954 23379
080 partialty funded T 9,747 9335 7704 7863 7,574
D80 unfunded 1,902 1,844 2,366 2,189 1,689

| 53,168 | 49337 40,727 35,006 32,642

The pian assets used to fund the penslon provisicns can be broken down as folows:

€ thousands Dec.31,  Dec.31,  Dec.3, Jan. 1,
2006 2005 2004 2003 2003
" Equitles 22,294 17,760 9,544 7,518 4872
Bonds 4,407 5,141 5,328 6,220 5,380
\ife insurance policies 1,138 861 §2 m 186
Other 718 467 3,072 1,331 2,760
, R | 28559 | 24229 18,578 15,340 13,208

In totat, the pensions provislons have changed as follows since the date of transition (January 1, 2003):

€ thousands ‘ Dec 31,  Det.31,  Dec.3l, Jan. 4,

' } 2006 2005 2004 2003 2003

_ ggi_ined benefit obligation (D8O} 53,1468 49,337 40,727 35,008 32,642
Present value of plan assels - T -28559  -24229  -18578  -15340  -13,203

Pension provisions , L 28,609 ] 25108 22,049 19,666 19,431

The reallzed gains on plan assets changed as follows:

€ thousands 2005 2004 2003 2002
Realized galns 1,622 1,286 1,149 818 824

Since reallzed gains on plan assets deviated only slightly (3.7 percent) from planned galns In 2006, fo analysis
of planned and actual data has been made.

Contributlons from the Software AG Group to plan assets for fiscal year 2007 are expected to amount te €2,030
thousand.
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Taking into accoun! deferred taxes, actuarlal gains and losses have changed as fotlows since the date of ransi-

tion (January 1, 2003):

- gthotsands acumu- 2005 2004 2003
lated
_Actwarlal gains , 825 v _ o 1der e | no
actariallosses 1917 89 3,891 2,701 434
Net actwarial gains fosses | - 5,092 [ 108} -2,564 - 2,422 -214
of which Induded in retalned earnings -4,878 108 -2,564  -2,42 0
_ of which recognized a5 an expense -214 0 o0 -4

Expenses related to penslon obligations recognized in Income ¢an be broken down as follows:

€ thousands
Service cost

2008

Past service cost

Interest cost less return on plan assets

1,926 1,562
0 7
£86 740

This expense was recognized in the Income statement as follows:

| 2,6121 2,379

€ thousands., 2005
_Cost o sales 548 o4
" Research and developmant expenses T 2 e
CSeimgepees " ~— s T

. _ General and administrative expgnsgs— - e 3 34

Net Interest Income T 486 740

L i 2,612/ 2379

[27] Tax p?ovislans

€ thousonds 2005

Balance as of January 1 15,711 14,251

Currency translation -586 185

Additions 9,623 10363
Uihzations T T T T T T s o913 " -oms
TReversals T T T - 109 0

Balance as of December 31

[28] Detetred income

i 14,726 15,711

Deferred income consists of advance payments received from customers relating to revenue from maintenance
contracts. The deferred Item is reversed and the income is recegnlzed in the period In which Software AG pro-

vides the services,
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[29] Shareholders” equity
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The change in shareholders” equity Is shown in the followlng statement of changes in equity as of December

31, 2008.

CONSOUOCATED STATEMENTS OF CHANGES tM EQUITY AS OF DECEMBER 31, 2005

€ thousands Common shares
Number  Share (apital Retained Net Cumrery  Other Minority Iotlal
Gpital reserve earnings  mcome  trans- re- Imerest
attribut-  lation  serves
ableto  dlffer-
share-  ences
holders of
Software
AG
Equity as of
January 1, 2005 27,266,751 81800 132 231,157 0 - 481,574 51,847 240 [323,602
New shares Issued 769,257 2,308 19,242 21,530
Stock options (IFRS 2) 1,054 T1034
Eamings after taxes 61,625 141 61,758
__Dividend payment o i _ 20,450 L - 20450
Currency translation
- differences, ) o 26371 L wxn
Net galn from falr value
. measurement of financial
Instruments not recognized
* Ininome _ L __-hR250 0 -12580
. Net galn from falr value
measurement of net Invest-
ments in forelgn operations
. Notrecognized In Income o _ o -0 - 17071
Net galn from thé measure-
ment of penston obllgations
not recognized in Income - 2,564 - 2,564

Equity as of
December 31, 2005

28,036,009 84,108 20,428 208,143

381 "392,355_;_

61,625 - 15,203 33,506

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY AS OF OECEMBER 31, 2004

fquity as of )

January 1, 2006 28,036,009 84,108 20,428 269,768 0 -15,203 33,506 331 {397,988
New shares |ssued 76,706 230 1,927 2157
Stock opitons {IFRS 2) 1,221 1221
tamings after taxes 72,920 256 73178
Dividend payment L 2
Currency transiation-

. differences e -25,930 ~25530

Net galn from fair value
measurernent of financial
Instruments not recognized

nincome e ) 130 . 130
Net galn from falr value
measurement of net Invest-
ments |n forelgn operations

_not recognized In income L ~ i 810 ) 210
Net gain from the measure-
ment of pension obligations
not recognlzed In income 108

108

Equity as of
December 31, 2006

28,112,715 84,338 23,576 247,447

b
72,920 - 41,133 34,446 637 m,ga_ﬂ
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Condltional capital
The following conditlonal capital existed as of December 31, 2006:

1)

Up to €2,732 thousand divided into up to 910,616 bearer shares to provide for subscription rlghts undee
the flrst stock option plan (Management Incentive Plan 1, or MIP 1) for members of the Executive Boaid
and Group offlcers. The requirements of this plan and the status of allocatlons and exercise options aie
presented under other disclosures/stock-based com pensation programs.

Based on the options exercised during 2006 by officers and former members of the Executive Board, tre
Executive Board made partial use of this author lzatlon for a condltional capital Increase in the amount of
€34 thousand, divided into 11,250 bearer shases.

Up to €3,000 thousand divided Into @ maximum of 1,000,000 bearer shares to provide for subscripticn
tlghts under the second stock optlon plan (Management (ncentive Plan It, or MIP 1) for members of tre
Executlve Board and officers of the Software AG Group. The requirements of this program and the staturs
of allocations and exercise options are presented under other disclosures/stock-based compensation pro-
grams.

As of December 31, 2006, the Executlve Board had not made use of thls authorization,

Up to €33,000,000 divided into a maximum of 11,000,000 bearer shares, each with a notional share in tre
share capltal of €3.00, for the purpese of granting optlon rights and agreeing on optlon obligatlons arisirg
from bonds with warrants or granting conver sionrights and agreelng on conversion obligattons to bearers of
convertible bonds In an aggregate principal amount of up to €500,000 thousand and a term not o exceed
15 years Inaccordance with the terms and conditlons of the bonds, as resolved by the Annual Shareholders’
Megting 0N May 13, 2005. Pursuant to this authorlzation, the Executive Board may, subject to the consent

“ofthe Supervisory Board, resolve on or before May 12, 2010 that therights descr ibed be issued by Software

AGor a directly or Indirectly held wholly-owned afflllate of Software AG.
In this respect, the shareholders are o be granted subscription rights except In the following cases:
The Executive Board Is authorlzed to exclude fractlonal amounts from shareholders’ subscription rights.

Subject to the consent of the Supervisory Board, the Executive Board Is authorlzed to exclude the sharehold-
ers’” subscription sights in full, provided it has come to the conclusion that the Issue price of the bonds with
warrants or convertible bonds is not significantly lower than thelr hiypothetical market value arrived at ty
using accepted methods, In particelar financial calculation methods, after having conducted a review In ar-
cordance wihif its professional dutles. However, this authorlzation to exclude subscription rights only applles
1o bonds wth warrants and convertible bonds with option or conversien rights or with share based opticn
or conversion obligatlons with a notlonal share in the Issued share capltat not to exceed €8,180 thousand,
or 10% of the issued share capltal In exlstence at the time the authorlzatlon Is acted upon.

As of December 31, 2006, the Execulive Board had not made use of this authorlzation,




94

CONSOLIDATED FINANCAL STATEMENTS Software AG  Annusl Report 2005

Authorized capital

As of December 31, 2006, the Executive Board is also authorlzed, subject to the consent of the Supervisory
Board, to increase the Company’s share capltal on one or more occasions on or before May 12, 2011 by up to
a total of €41,804 thousand by Issulng up to 13,934,544 new bearer shares against ¢ash contributlons and/or
contributions In kInd (authorlzed capital). In this respect, the shareholders are to be granted subscr Iptlon rights
except in the followlng cases:

J

The Executive 8oard s authorlzed to exclude fractlonal emounts from shareholders’ subscription rights.

~ The Executive Board Is authorized, subject to the consent of the Supervisory Board, to exclude subscription
rlghts Inan amount not ta exceed €8¢ thousand of the par value of the new shares Issued In order 10 atlow
the Company to offer new shares to the employees of the Company and lts affillated companles as deflned
In sectlons 15 et seq, of the German Stock Corporation Act (AKtG) as part of an employee stock ownership
plan. The new shares may also be wransferred to a bank, provided they will be held exclusively for the
purpose of acquisltion by entitled employees in accordance with the Company’s instructions.

- Subject to the consent of the Supervisory Board, the Executive Board Is authorized to exclude subscripticn
rlghts in the event of capital increases agalnst contributlons in kind, provided the contribution In kind [s for
the purpose of acquirlng companles, parts of companies, or equlty Interests In companies.

- Subject to the consent of the Supervisory Board, the Executive Board Is authorized to exclude subscripticn
rights in the event of capital Increases agalnst cash contributlons, provided the capital Increases resotved
on the basis of this avtherization do not, In total, exceed 10% of the issued share capital at the time tre
-authorization is first acted upon and provided the Issue price is not significantly lower than the stock market
price. The upper limit of 10% of e Issued share capital will be reduced by the par value of the Issued share
capltal attrbutable to those treasury shates of the Company that are sold during the term of the authorlzed

" ¢apltal, subject to exclusion of shareholders” subscription rights pursuant to Section 71 (1) No. 8, Sentence
5 and Section 186 {3) Sentence 4 of the German Stock Corporatlon Act. Furthermore, the upper limit willte
reduced by the par value of the Issued share capital attributable to those shares Issued 10 service warrants
and corvertible bonds with option or converslon rights or conversion obllgatlons, provided the bonds were
Issued during the term of the authorized capital subject to the excluslon of subscription rights as set forth :n
Section 186 (3) Sentence 4 of the German Stock Corporation Act.

Based on the exerclse of optlons by employees during 2006, the Executive Board made partlal use of this
author (zation for an approved capital Increase In the amount of €196 thousand, divided into §5,456 bearer
shares.

Acquisition of treasury shares
Pursuant to the Annual Shareholders” Meeting resolutlon dated May 12, 2006, the Company Is authorized 1o
purchase on or before November 11, 2007:

a) Treasury shares having a notional Interest In the Issued share capltal of up to €8,411 thousand.

b) Treasury shares may be purchased on the stock market or through a public purchase offer diiected to &l
shareholders of the Company.
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If the shares are purchased via the stock exchange, the consideratlon pald for the shiares (not Including trans-
action costs) may be up to 10% higher or lower than the average listed price - the unwelghted average of
the closing rates in Xetra trading on the Frankfurt stock exchange or 3 successor system - during the five days
preceding the purchase or comm [tment to purchase. If the shares are purchased vla a public offer, the conside--
ation pald for the shares {not Including transaction costs) may be up to 20% higher or lower than the average
listed price - the unweighted average of the closing rates in Xetra trading on the Frankfurt stock exchange «r
a successor system - on the fifth to ninth trading days prler to publication of the offer. The offer may stiputale
preferential acceptance of a smaller number of shares of up to 100 units per shareholder.

Q)

€)

the Executive Board Is authorlzed, subject to the consent of the Supervisory Board and the exclusion of
shareholders’ subscription tights, to sell the treasury shares purchased in @ manner other than via the
stock exchange of via publlc offer, provided the shares are sold for cash at a price that is not significantiy
lower than the listed prices of Company shares that have the same terms and features at the time of
the sale, This authorization Is limlted to shares with a notional Interest In the issued share capltal not to
exceed a total of €8,411 thousand. The upper limit will be reduced by the par value of the Isswed shaie
capital attr Ibutable to those shares issued during the term of this authorization as part of a capital increase
subject ta the exciusion of subscription rights pursuant to Section 186 (3), Sentenice 4 of the German Stock
Corporation Act. Furthermore, the upper limit will be reduced by the pa: value of the Issued share ¢aplta
attrlbutable to those shares Issued to service warrants and convertible bonds with option or conversion
rights or conversion obligations, provided the bonds were issued during the term of the authorized capltal
subject to the excluslon of subscription rights as set forth in Sectlon 186 (3) Sentence 4 of the German
Stock Corporation Act. The average llsted price of the Company shares - the unweighted average closing
price In Xetra trading on the Frankfurt stock exchange or 3 successor system - during the five trading days

. preceding the sale will be considered the applicabie fisted price within the meaning of this paragraph,

_The Executive Board Is also authorlzed, subject to the consent of the Supervisory Board and the exclusion

of shareholders’ subscriptlon rights, to dispose of the treasury shares as follows:

(i) To sell the shares to third parties, provided such sale Is for the purpose of acquiring companies, parts
of companies, or equlty Interests In companles;

(i) To offer the shares to the Executive Board or officers of the Company and its afflilated companies
under the Company’s stack optlon plan for Executive Board members and officers of the Company
{Resolution on Agenda Item 8b of the Annual Shareholders’ Meeting of Aprll 27, 2001); or

(i1 In com pliance with the terms and conditlons of the bonds, the Executive Board may deliver the shares
to the haldess of warranis or convertlble bonds issued by the Company of by a wholly-ownied direct
or indlrect subsidiary of the Company.

in the event of a sale of treasury shares via an offer to all sharehoiders, the Executive Board Is furthermore
authorized, subject to the consent of the supervisory Board, 1o grant subscription rights to the helders of
warrants or convertlble bonds Issued by the Company or by a wholly-owned direct or indirect subsidlary
of the Company equivalent to that to which the wasrant or bondholders would be entitled upon exescising
their optlon or conversion rights or fuifilting thelr optlon or conversion cbligations.
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) The Executive Board is also authorlzed, subject 1o the consent of the Supervisory Board, to recall 2l or part
of the treasury shares Incne or several steps wlithout any additlonal authorization from the annual Share-
holders” Meeting.

g) The authorization to purchase or use the Company’s treasury shares may be exerclsed elther in whole or in
part, and in the iatter case on more than one occasion. Treasury shares may be purchased for one or more
of the aforementloned purposes.

h) The aushorlzatlon to purchase treasury shares on or before November 12, 2006 35 resolved by the Annual
Shareholders’ Meeting of May 13, 2005, Agenda Item 7 (“authorization to acquire treasury shares”) has
been rescinded.

As of December 31, 2006, the Executive Board had not made use of its authorization to acquire treasury

. Shares,

Oividend payment

Pursuant to the propasal of the Executive Board and the Supervisory Beard, the Annuat Shareholders’ Meeting
resolved on May 12, 7006 to approprlate €22,42% thousand of the unapproprlated profit of €80,465 thousand
for 2005 of Software AG, the parent company of the Graup, for the payment of dividends - corresponding to a
dividend of €0.80 per share -and to carry forward €38,036 thousand of such amaount.

The Executive Board and the Supervisory Board propose to the Annual Shareholders’ Meeting to appropriae
€25,30% thousand of the net retalned proflts of €77,080 thousand for 2006 of Software AG, the controlling
Group company, for the payment of dividends - corresponding to a dividend of €0.90 per share -and to cany
farward €51,779 thousand of such amount.

[30] Others reserves
Other reserves In¢lude differences resulting from the currency transiation of the financial statements of eco-

nomically independent foreign subsidiaries Iinto the reporting currency. The effects from the measurement of

financiat Instruments not recognized in profit or loss are also Incuded In this item. Translation differences from
monetary ltems primarity consisting of net Investments in an econom|cally independent forelgn entity are also
recorded under this Item. The armounts are recognized on an after-tax basls.

" €7,912 thousand of unrealized minority interests recorded in other reserves as of Oecember 31, 2005, was
recognlzed in income during flscal 2008.

[31] Minority Interest
Minority interests retate to the 49 percent stake in @ joint venture, Software AG (Indla) Pvt,, Pune, India (SAG-IN),
which was established together with IGate Giobal Solistlons Limited in 2003.

—_— i — ——
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[32] Notes to the statement of cash flows

Cash and cash equivalents of €184,774 thousand are composed of the balance sheet Items “cash on hand ar d
bank balances™ (€163,199 thousand) and “securitles” (€21,575 thousand). The securities include predomi-
nantly short-term, highty liquld flnancial Instuments subject only to insignificant risk of changes In value.

Net cash from operating activities Includes interest payments In the amount of €4,379 thousand as well as
interest recelpts of €11,724 thousand. Cash outflows for investments In property, ptant and equipment and
Intanglble assets are primarlly due to the acquisition of hardware and software as well as office and operating
equipment.

In 2008, the Company made acqulsitions under finance leases totaling €8 thousand. These non-cash transac-
tlons are not Included In the statement of ¢ash flows,

In fiscal 2006, the ltems “repayments of current acquisition-related ilabilitles” and “repayments of financlal
liabllltles™ totaling €3,457 thousand related exclusively to the repayment of liabliitles under finance leases.

Changes In the value of cash and cash equivalents resulting from an increase in key exchange rates are r:2-
ported separately under “effect of forelgn exchange rate changes on cash and cash equivalents” (€- 8,678
thousand).

Software AG defines free cash flow as cash flow from operating activities less cash flow from jnvesting activi-
tles excluding Invesiments In conselldated companles.

€ thousands ' [ 2006 2005
Net cash provided by operating activitles o 61,390 ) 55,702
less net cash used In Investing activittes _ o o -5787  -19,043
plus investments in consolldated coﬁ'lpenles . + 597 + 8,#39

Free cash flow - : 56,200} 45,613
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€ thousands Nosthern Southern  Central and Total Centralized QEA(:INA Gl
Europe, USA  and Westemn tastern regions  functions, i
Furope Europe Asia RED and
elimination
Licenses 87676 33,011 45,083 165,770 -28 165,7¢2
Maintenance 108,171 27,334 51,947 187,452 -174 187278
Professional Services 34,571 63,080 30,579 128,170 -1,956 128,214
Tother 13t 1Bee 157 315 517 3,733
Total revenue 231,489 125,293 127,766 484,548 - 1,581 | 482,9¢7 |
oOperating result {(EBITA) 72,684 -1,213 20,021 85,432 25,785 | 113,217 4
Net tnterest income 7339
Eamnings before taxes | 118556 |
Taxes - 45,380
Netincome [ 131718
minority interest -2%6
Netincome attributable to !
Software AG shareholders | 72,970
Depredation and amortization 1,602 2,888 737 5227 2,988 8215
Segment assets 291,254 104,152 36,252 431,658 212,219 £43,877
- _Equity investments 0 238 0 238 0 2:8
CSeqentliabikties 96787 29958 25479 1S4 694 2218¢6
Segmentinvestments 125 1418 BS® 358 _ 2909 443
_Nen-@shincome - _ABES a8 351536 124md 13,020
_Non-¢ash expenses o271 94n 12,31§ _4883% 22,390 71,229
Employees LSS ee o an mss  T6 e
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€ thousands ‘Notthern  Southen  Centraf and otal  Centralized NG
Europe, USA and Western Eastern regions fundtions, 7
Europe Europe, Asia R&M and
elimination
Licenses 63,330 33,374 34,894 131,598 3 131,429
_ Maintenance o 107,358 26,347 48079 181,784 -356 181,478
Professional Services 36,196 56,451 31,810 124 457 -1,719 122,728
Qther 553 917 194 1,664 574 2,228
Tota! revenue 204,437 117,089 114,977 439,503 -1,470 1 433,033 |
Operating result (EBITA) 52,814 13,129 16,991 82,934 13,471 | 96,405 |
et interest income 4,756
Earnings before taxes I 101,141
Taxes -39.375
Net Incorne L 6466 )
Minorlty interest - 147
Netincome attributable to . '
Software AG shareholders 181,65
T T T T W N R B M T
_Segmentassets 277385 101,757 24710 404052 195285  599,3%
_EQuitylnvestments 0o 724 040 724
_ Segment llablities 98,501 23,442 18498 140441 45908 206,319
Segment invesiments 4,550 17,756 500 21,306 5,834 28,640
) . Non-cash Income 2,536 1222 1,097 4,855 6,011 10,856
A Nan- @sh expenses 21,039 9,616 £,993 37648 26,796 64,444
Employees 647 972 447 2,068 684 2,750

+
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Segment reporting Is prepared In accordance with LAS 14 (Segment Reporting). Segmentation is defined along
Internal control and reporting lines in the Group. To optimize the management of the Group, as of January
2006 several sales territorles have been realigned. Since the parent company, Software AG, the research and
development comparties, SAG-IN and SAG-ISR, and the non-operational sub-holding, SIH, as well as the nor -
operational companies, SAG-MK, SAG-BULG, SAG-PS and SAG-IRL, almost excluslvely report intercompary sales,
these companles were included under “central functions, R&0 and elimination” in the segment report,

Regions 2005

(1) The Nerthern Europe /USA segment indudes the SAG-
USA Group {excluding revenues from sales partrers In
Israel, Japan and the Latin Amencan division), SAG-CAN,
SAG-UK, SAG-I, SAG-F, SAG-DK, SAG-N, SAG-S, SAG-SF,
SAGZA as well as revenues from the sales partner In
South Africa.

{2) The Southern and Western £rope segment indudes the
companles SAG-E and its subsidlaries, SAG-P, SAG-CL and
SAG-ESYS, SAG-B, SAG-TR, SAG-MEX, SAG-ME, SAG-SA,
SAG-GULF, SAG-1SR and its subsidiary, SAG-ISRUS, SAG-
LATAM and Its subsidiaries, SAG-CLSA, SAG-VEN, AZA,
SAG-BRA and SAG-PUER, and SAG-PAN and its subsidiar-
les, SINSA and SAG-(R.

‘

(3) The Central and Eastern Europe/Asla segment consists  (3) The Central and Eastern Europe/Asia segment Includes

of SAG-D, SAG-M., SAG-PL, SAG-(S, SAG-A, SAG-CH, SAG-
AUS (holding company), SAG-AUS, SAG-PHI, SAG-EK,
SAGSIN, SAG-AP, SAG-JAR, SAG-CHINA, SAG-RUS, SAG-
MAL and revenues from sales partners In Israel

and Japan of the SAG-USA Group.

.

* (1) The Northern Europe/USA segment indudes the SAG-

USA Group {exduding revenues from sales partners [n
Israd, Japan and the Latin Armerican division), SAG-CAN,
SAG-UK, SAG-OK, SAG-N, SAG-S, SAG-SF, SAG-IA as well
as revenues [rom the sales partner In South Afrlca.

f'z—)?h?z Southern and Western E—uFopé -s-egrr-lem Indudes

SAG-E and its subsldiaries, SAG-P, SAG-CL and SAG-ESYS,
SAG-F, SAG-l, SAG-B, SAG-NL, SAG-TR, SAG-MEX as well
a5 1he Greece division of the company, SAG-ME, and
the 13tln American division of the SAG-USA Group.
sta2rting In the second half of 2005, the Lalln American
division was replaced by a newly established company,
SAG-LATAM and Its subsidiaries, SAG-VEN, AZA, SAG-8RA
and SAG-PUER, a5 well as SAG-PAN and Its subsidiades,
SINSA and SAG-(R.

$AG-D, SAG-ME (excluding revenues from the Greece
division), SAG-PL, SAG-(S, SAG-A, SAG-CH, SAG-AUS
(hotding cornpany), SAG-AUS, SAG-PHI, SAG-HK,
SAG-SIN, SAG-AP, SAG-CHINA, SAG-RUS, SAG-MAL and
revenues from sales pariners in Israel and Japan of the
SAG-USA Group. Starling In the second quarter of 2005,
this segment also Induded SAG-ISR and its subsidiary,
SAG-ISRUS.

ontent of the individual items reported:

- External sales iepresent sales of the reglons outside the Group. Since there are no significant Intersegmentz|
relatlonships, internal and external sales have not been reported separately.

-~ The key performance indlcator for segments is “operating EBITA,™ which represents the net Income for thz
perlod before Interest, taxes, extraordinary Items, and goodwill amortization,

- Segment assels are comprised of non-current assets (Intangible assets, property, plant and equipment, in-
vestments in assocfated companies) and current assets (excluding cash on hand, bank balances, and securi-
ties as well as intragroup recelvables and income tax recelvables). Goodwill is 3 llocated to the segments,
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- Segment liabilities refate to non-interest-bearing llablilties (excluding financiat fiabllitles, income tax llabill-
tles and Intragroup liabflities).

-~ Segment investments refate to tanglble and intangible assets as well as equity Investments.
- Depreciation and amortizatlon relate to segment assets allocated to the individual business segments.
Other disclosures

Markel risk and the use of derivative financial Instruments

" As an international company, Software AG operates In a varlety of currency zones and Is therefore subject 7o
exchange rate risks. Management continuously monitors these risks, Derivative flnancial Instruments are used
in accordance with Internal guidelines in order to reduce risks arlsing from changes In interest rates, exchange
rates, or the value of financlal investments. Hedging transactions using derivatives are entered into to cover
exlIsting risk positions and highly probable forecast transactions.

a) Interest rate risks
The Company is subject to Interest rate fluctuations. Since there are no loan llabilitles, interest rate rlsks oniy
apply to cash and cash equivalents held by the Group.

(hanges in the market interest rates result In changes in net Interest Income due to the foces on financial in-
vestments with short-term maturities and Investments with little fluctuation In value. In order ta mitigate this
dependency, interest rate derfvatives, primarily forward rate agreements or swaps, are used to an extremely
limited degree. These are measured at their market value, with changes recognlized In proflt os loss.

b} Exchange rate risks
" In order to hedge the risk of future fluctuatlons tn exchange rates, the Company enters into currency forwards
and currency option transactions. In adaition to simple euro calt options, combinations of eyro ¢all options
purchased and euro put options sold are also utilized. The premium payments generally offset each other. For-
elgn currency receivables and Hlabllities are offset if possible, and only the remaining net exposure Is hedged.
Expected cash flows are also hedged in accordance with Internal guidelines.

Hedglng transactions are measured at thelr market valve. The amounts are reported In the batance sheet under
other assets or current llabllitles. Changes in the mar ket value of derivative financial Instruments deslgnated o
hedge future forelgn currency cash flows are reported under other reserves untll the hedged Item Is required
© to be recognized In income. The ineffective portions of cash flow hedges as well as changes in the vale of
hedging instruments that do not meet the requirements of hedge accounting are recognized immediately in
profit or loss for the year in which they are incurred.

C) Risk of changes in value
In line with the Group’s pollcy, assets are controlled in terms of maturity, interest type, and rating such that the
Company does not expect any significant fluctuations in value.

e e m rr s T R S T R IR A A it A it SAmimmats R A e apmn = — e e
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d) tredit risk

Software AG Is exposed to default risk if contracting parties fall to meet thelr obligations. All financlal instru-
faents are entered into with banks having very good credltratings. We consider the default risk of our business
partners 1o be extremely low.

Volume and measurement of dertvative finandal instruments

The tables below show the transaction volumes and market values of derivative financial instruments as of
December 31, 2008, and December 31, 2005, The market value of the flnancial Instruments Is based on the flg-
ures supplled by the respeciive banks and is equivalent to the replacement cost as of the balance sheet date.,

Effects on income/expense resulting from the market valuation of financial instruments:

FINANCIAL INSTRUMENTS (FAIR VALUE REOGES)

Currency Transaction volume positive market value Negative market value

€ thousands . 2005 2006 2005 2006 2005
_Forward currendy contracts  GBP. 0370 ¢ 0 4 0
o uD 1577 2.458 5 0 0 50
" Cumrency oplions 3 3189 2497 136 21 i 0
nterestrate swaps ER 500 0 6 0 2 0
_Stodk options____ WR___ 238 0 _ 65 0 o o

The financial [nstuments presented In the table above are designated to hedge the falr value of recognize:d
assets or liabllitles (falr value hedges). Changes in the falr value are recognized In proflt or loss,

in order to hedge the cash flow rlsks arlsing from the phantom share program, the Company has acqulred de-
rivative financial Instruments on Software AG stock from banks. The resutting changes in mar ket vatue redure
the fluctuations in value of the phantom share plan commitments In refation to the performance of Softwa e
AG stock. The posltive market value of these financial Instruments Is offset against the negative market valie
of commitments arising from the phantom share plan and reported as personnel expenses.

in addition, the Company has entered Into cash flow hedges for foretast transactions. thanges in the falr value
of such flnancial nstruments are reported under other reserves. As soon as the forecast hedged transaction
oceurs, the changes In the falr values reported under other reserves are reclassifled and recognlzed in profit

o loss.

Effects on other reserves resufting from the market valuation of financial instruments:

FINANCIAL INSTRUMENTS (CASH FLOW HED GES)

Cusrency Transaction volume positive market value Negative market value
€ thousands . 2006 2005 2006 2005 2006 2005
Forward currency contracts  USD 39200 9,885 139 9 0 184

The maximum defauli risk from exlsting hedge transactions Is equivalent to the market values recognized in
the balance sheet.
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The financial instuments for hedging Interest rate and currency risks have remaining maturities of less than
one year. Stock optlons for hedging commitments from the phantom share plan have maturitles extending na
later than February 2009,

Oerlvative financial instruments are used only to hedge existing or expected Interest rate rlsks, currency rlsks,
* or other market rlsks,

Financial investment policy

Software AG takes a very conservative approach with regard to Its financial Investments, The Company Invests
primarily in time deposits and short-term fixed-income securlties with a credit rating of at least “investmenit
grade.” The average return on capital Invested was approximately 4.3% in fiscal 2008,

Gperating leases
Rental agreements or operating leases in the Group relate chlefly to offlce space, vehicles, and T equipment,
Lease payments ynder operating leases are recognized as an expense over the term of the lease.

€thousands Upto 1year 15years  More thon S vears |G
. (onractually agreedpayments 97 4760 8776 46,257
_Expected Incorme from subleases 818 1,760 o 2578

(ontingent liabilities
As of Decemnber 31, 2006, no provislons were recognized for the following contingent flabilitles, expressed &t
nominal value, since It appeared unlikely that claims would be assested:

€ thousands 3 : 2005

GJarantees 1,723 o BM3
- Other 5,243 1,317
: 16,966, 9,430

_ Seasonal influences
Revenues and pre-tax earnings were distributed over fiscal 2006 as follows:

€ thousands Q1 2006 Q22006 Q3 2006 Q4 2006 2006
Total revenue 113,795 121,031 113,762 134,379 482,967
in % of annual revenue 23,6 251 23,5 278 100
Farnings before taxes 23,602 11,822 27,794 35,338 118,555
In % of net income for the year 19.9 268 235 29.8 100

The distributlon of revenues was similarly structured Iin previous years, primarily due to the purchasing behav-
ior of our custamers. As a resuli, the Company expects the revenue and earnings trend to remaln similar 17
the futyre.
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Notes on significant business events
The pProfesslonal Service Margin Improvement Project and other organizationa! adaptatlon projects gave rise io

restructuring costs In the amount of €5,740 thousand.

furthermore, trade receivables in the amount of €6,770 thousand due from customers with good credit stand-
ings were written down due to considerable delays In payment. Bad debt allowances have averaged €3,455
thousand over the past four years,

Oue to the repayment planned In the near future of an intercompany loan resuiting from a net Investment in
a forelgn business operation, It was no longer possible to recognize the exchange rate differences In other re-
serves In accordance with 1S 21.32 In conjunctlon with 1AS 21.15. Consequently, other operating income from
exchange rate galns in the amount of €9,955 thousand arose at the time of reclassiflcation.

Employees
As of December 31, 2006, the effective number of employees (i.e, part-time employees are taken Inte account
on 8 pro-rata basis only) by employee qualification was as follows:

€thousands | ) . IR0 Dec. 31, 2005
Mantenanceandservice _ ' 190 2%
Satesandmarketng 590 61
CMmisvaton T T a0 4
research and developrment 401 n

L zenl 2,750

in absolute terms, the Group employed 2,694 people (2005: 2,836) as of the balance sheet date of Decer)-

" ber 31, 2006.

" The average absolute numbes of employees (e, parttime employees are recarded In full) of the Software 4G

Group In 2006 was 2,780 (2005: 2,717).

Personnel expenses
personnel expenses in fiscal years 2006 and 2005 were as fallows:

€ thousands 2005

_Wages and salarles L 192,917 178,140
Social security contributions 30,470 29,942
penslons 6,272 5,457

. 229,859} 213,539

Stock option plans

Software AG has different stock optlon plans for members of the Executive 8oard, officers, and ather GroJp
employees. This resulted in personnel expenses of €1,221 thousand [n 2006 due to the transition regulations
setoutIn IFRS 2.

—— —
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1. Stock option plan for Execulive Board members, officers, and employees

As of December 31, 2006, a total of 6,750 subscription rights had been Issued to officers and employees.
Members of the Executive Board do not hold any options under this program. The number of options has been
reduced by 78,706 since December 31, 2005 due to exercise of the options.

Options have a term of seven years from the tme of issue. They may be exercised on a quarterty basis onty
after publication of the annual results, the half-year results, or the quarterly results. In addition, options may
only be exercised during thelr term, which commences after a 24-month waiting period foliowIng the date th2
options are granted.

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

{1) The Group’s profit from ordinary activitles as reported under the German Commercial Code (HGB) must
have Increased by a total of 30 percent between 1997 and 1999.

(2) The Group’s profit from ordinary activitles must be equivalent to at least 10 percent of revenue In th2
year prior to exercise of the option.

{3} The share price must exceed the minimum price of €30 per share at the time the optlon is exercised.
The first condition was fulfilied based on the results achleved In the years from 1997 to 1999, The retuin 01
sales of 220% in fiscat 2005 fulfilled the second criterlon. Since the price of Software AG shares did not fall below
€30 In 2006, the third condltlon for exercise under this stock option pian has also been met.

" Asaresult, 3,250 options were exercised in the ficst quarter of 2006. The share price was €46.50 at that time:.
. During the second quarter, 8,000 stock options were exercised at a prlce of €40.84 per share and another
65,456 stock optlons at 3 price of €3%.03. The remalning ,750 options may be exercised on or before fuly 3-,
2008.

The stock option plan led (o personnel expenses of €98 thousand in fiscal year 2006.

The undertylng average market value of the options was determined to be €3.28 per stock option on the basis
of the Black-Scholes model,

The calculation was based on the followlng parameters:

Parametes
_ Expected average term until exgrds.e_oi the options {inyearsy 2B
_ Risk-free Interest ;e 2.81%
Expected volatillty for three years as of the valuation date _.50%%

Expecled dividend yleld _ 3%

Weighted average share price upon exerdse

Exerdse price oo T _asn
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The caleulation of the average term untli exercise of the optlons was based on experience with previously exer-
¢Ised options. This calculatlon took into account the previous average holding perlods of the employee optioris
as well 35 expected future share price performance,

The expected volatility was calculated as the average three-year volatllity of Software AG'S shares as of the
dates the optlons were granted.

No additional parameters were used for the calculation of fair value other than the market conditions descr ibed
above,

2, Stock option plan for Executive Board members and officess

As of December 31, 2006, a total of 138,875 subscription rights had been Issued to Executive Board members
and 516,442 to officers; these subscription rights could not, however, be exercised prior to December 31, 2008,
Oue to employee turnover, a totat of 146,258 of officers” stock optlons were withdrawn. Based on the new
compensation moded, which took effect on January 1, 2005, no further subscription rights were Issued in 20C6
to members of the Executive Board. Stock options have also not been Issued to officers since January 1, 2005,

The subscriptlon price per share upon exercise of the option corresponds to the average price in the XETRA
closing auctlon over the last five trading days on the Frankfurt Stock Exchange prlor to the date of the offer ro
grant the subscr Iption rights,

In order for the options to be exercised, the following two conditions must be met:

(1) Inthe flscal year preceding exercise of the optlons, the Group's reventue myst have increased by at least
10 percent over the previous year.
{2)  The Group's profit from ordinary activitles must be equivalent to at least 10 percent of the revenue in
- the year prlor to exercise of the optlon,

Terms, walting perlods, and exercise intervals correspond to the condltions of the first stack option plan.

No stock optlans could be exercised in fiscal year 2006 given that the criterla for the second stock option plan
were not met. Of the 53,317 stock options Issued In total, It Is expected that 450,829 options will be atle
to be exercised on or before December 31, 2007, Of these stock optlons, 48,096 stock optlons have not been
measured due to the expectation that some eligble employees will leave the Company.

Afurther 59,300 stock optlons had been issued prior to November 7, 2002 and were not measured In accor-
dance with the fransition regulations set out In {FRS 2.53. Since the exercise condltlons have been met based
on the financial statements for 2006, the optlons of the second stock option plan may be exercised on or before
December 31, 2011.

The stock optlon program led to personnel expenses of €1,123 thousand in flscal 2006. This amount was taken
to the capital reserve,

This expense Is based on an underlying average market value per option of €7.29 calculated using the Black-
Scholes model.

C o ————
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The measurement was based on the followlng parameters:

Parameter

Expecied average lemm until exerdse of the options (Inyears)  ~ __ A £/
Riskdeetnterestiate . ... . 3.59%
. Expected volatltity for four years a5 of the valuation date L o 50tk
_ Expected di_vldend yield - T T o M
_ Welghted average share price upon exerdse T i %aB08
_brerdseprce L €18.08

The calculation of the average term until exercise of the optlons was based on experience wlith previously exer-
clsed options. This calculation took into account the previous average holging perlods of the employee optiors
as well as expected future share price performance.

The expected volatllity was calcuiated as the average four-year volatility of Software AG's shares as of the dates
the options were granted.

No addltlonz| parameters were used for the caitulation of falr value other than the market conditions described
above,

Remuneration report

This remuneration report provides details on remuneration amounts and the stuctre of the remuneration sys-
tem for the Executive and Supervisory Boards. Remuneration of board members is reported as total amounts,
The propartions of the Individual components are indicated, and the total figure is broken down Into flxed pay-
ments, performance{elated components, and long-term Incentive components.

Section 5.4.7 of the German Corporate Governance Code advises taking Into account elements related to long-
term corporate profits In performance-selated remuneration for the Supervisory Board. Software AG has ad-
justed its previous remuneration system to take this recommendation Into account, which It has been following
since January 1, 2006.

Executive Board remuneration In accordance with Section 314 (1), No. éa of the

German Commerdial Code {HGB)

in fine with our objective of lastingly increasing enterprise value, Executive Board remuneration has been more
closely geared towards corporate profits since 2005. At least two-thirds of the remuneration is linked to sales,
earnings, and other corporate targets.
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Remuneration of active Executlve Board members for flsca! 2006 Is composed as follows:

Fixed ~  Variable Long term Other re- hantorn
remuneration remunenation/ (omponeﬂts muneration shares
bonuses . components

. in€ in€ in€ . in € Number
Karl-Helnz Streibich

(Chief Executive Officer) 382,500.00  1,265,683.80 860,192.29 16,589.64 12,471

hristian Barrlos Marchant | 231,099.9¢ 61492343 30413540 63,00629 0

Makedwards 9002  825082.04 71802163 4594799 10795

_DuPetkipid 20000004 SUT850.93 44789000 263752 £913

Wfedpaft o 249,999.96 39533333 30425949 2600453 5114

AndTnnhardt  231,9999¢  811,427.88 71179093 22,498.01 10,768

Total remuneration for members of the Executive Board amounted to €9,509 thossand in the fiscal year,
A total of 46,061 phantom shares were granted to Executive Board members,

Expenses of €530 thousand were recorded for pension commitments for the Executive Board In fiscal 2006.
Expenses of €217 thousand accrued for one Executive Board member based on employer contributions to socla
security, These two items were not Included in the figure for total remuneration of Executive Board members
pursuant to Section 214 (1), No. éa of the German Commerclal Code.

" Remuneratlon for former Executive Board members tosaled €169 thousand,
Pension provisions for formes Executive Board members amounted to €2,470 thousand.

 Variable remuneration/bonuses
Individual Executive Board members are paid a bonus based on sales and earnings performance of the Group.
In agdition, a varlety of quantitative and qualltative targets have been agreed on depending on area of respori-
sibitity, The bonuses are calcutated based on the extent to which targets are reached,

Long-term remuneration com ponents

a) Stock option plan

The stock optlon plan has been In existence since 2001, No new optlons have been Issued 1N conjunction
wlih this program since january 1, 2005. As of December 31, 2006, 136,875 subscriptlon rights had been
lssued to Exeautive Board members. The plan will continwe untll the end of 2011. fiscal 2006 was the
first year In which all conditions for exerclsing the optlons werse fulfilled. Net income rose by more than
10 percent over the prevlous year, and profit from ordinary activities surpassed 10 percent of revenue.
The exercise price averages €18.08 for all persons eligible to exercise options. Personnel expenses of
€165 thousand were Incurred for members of the Executlve Board during fiscal 2006. These expenses are
reflected In the “long-term components” column above,

e —m i — —re— e ——— e
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b} Phantom share plan

A portion of the varlable remuneration Is paid as a long-term component on the basis of a phantom share
plan. As In the prevlous year, the portion accruing for flscal 2006 Is converted Into virtual (phantom) shares
on the basis of the average share price of Software AG stock In February 2007 less 10 percent. The resul -
ing number of shares wlll become due in three Identical ranches with terms of one, two, and three years.
On the due dates In March 2008, 2009, and 2010, the number of phantom shares Is multiplied with the
then applicable average share price for February of the relevant year. This amount Is adjusted to reflect
the amount (measured in percent) by which the shares outperform or underperform the TecDAX30 index
and is then paid to the members of the Executive Board, The members of the Executive Board receive 2n
amount per phantom share equal to the dividends paid to Software AG shareholders prior to payment of 3
phantom share tranche. Personnel expenses of €3,191 thousand were incurred under this program during
flscal 2006. These expenses are reflected In under “long-term components” In the table above.

Other remuneration components

should the price of Company shares Increase following a takeaver bld resulting in a change In shareholdzr
structure, each member of the Executive 8oard wiil recelve a banus in the amount of 0.5 percent of the increase
In the Company’s market capitallzation. If the Increase In market capitalization is less than 2 percent, no bonks
Is pald.

In the event of lliness, the five members of the Executive Board will receive full pay based on the annual
target remuneration for a period of six months, After six months, the variable remuneration component wlll
be reduced by 1/172 for every month that follows. Salary payments will cease at the end of the term of the
contract in any event. Any healih Insurance beneflts recelved by the Board member must be credited agalnist
such payments. In the event of lliness, one member of the Executive Board will contlnue to be pald 90 percent
of Its average after-tax annual remyneration for the preceding three years for a perlod of slx months.

In case of permanent disability, the employment contract of the Executive Board member concerned will
tesminate at the end of the month in which the permanent disabllity was determined or at the end of the
month In which the Executive Board member has been Incapacitated for work for an uninterrupted perlod of
twelve months. In such ¢ase, severance pay will be provided for one txecutive Board member in the amount
of €158 thousand, plus an additional severance payment equal ta the total of the member‘s fixed salary for the
remalnder of the contract for a perlod not to exceed six months. The remalning Executive 8oard members will
recelve no severance pay in such case. from the time of thelr departure untll completion of their 65th year of
age, the German members of the Executive Board wilf recelve 3 disability pension of €11 thousand per month,
and the CEO wlll receive €15 thousand per month. British members of the Executive Board are subject to the
provisions of the Permanent Health itsurance Plan applicable In the Unlted Kingdom. Under this plan, British
members of the Executive Board will recelve 90 percent of their average annua! after-tax remuneration for the
preceding three years until they reach the penslonable age of 60 years. This entltlement will be adjusted to
reflect inflation in years in which the inflatlon rate s less than S percent. If the inflation rate exceeds 5 percent,
the entitlement will be adjusted by 5 percent annually.

" The Company maintains lfe Insurance policies for all Executive 8oard members, For five Exequtive Board mem-

bers, the insured am ount equals €500 thousand in the event of death and €1,000 thousand In the event of dis-
abllity. For one Executive 8oard member, the Insured amount equals four times his fixed annual remuneration,
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Five members of the Executive Board witl recelve penslons of €11 thousand per month for life after complet-
Ing thelr 85th year of age, regardless of thelr numGer of years at the Company. The C£0’s pension amounts to
€15 thousand. This pension comm Itment also comprises @ widow's annuity of €6 thousand per month, with €9
thousand per month for the widow of the CEQ. n the event an Executive Board member leaves the Company
prior to the age of 65, such Executive Board member will stlil be entltled to pension benefits, but they will be
reduced on a prorata temporis basis. The beneficiary will not e entitied to ctaim an adjustment or indexation
of the entltlement. One member of the Executive Board will receive a pension for tife after completing his s0th
year in the amount of 1.66 percent of the average remuneration for the preceding three y2ars muitiplied by
the member’s number of service years. This entitlement wili be adjusted to reflect Inflation In years in which
the iflation rate s less than S percent. If the inflation rate exceeds S percent, the entitlement wili be adjusted
by 5 percent annually.

In addition, all members of the Executive Board are entitled to be provided with a suitable company car.

No additional commitments have been made regarding severance pay In the event an employment contact is
nat extended or a change In shareholder occurs, nor regarding bridging payments, continuation of salary pay-
ments in the event of ear Iy' terminatlon of employment, or interest on severance payments. There are also no
entltlements to payments based on customary practice.

Supervisory Board remuneration
Remuneration for Supervisory Board members Is made up of fixed and performance-related component:.
Members recelve separate remuneration for thelr work on the Committee for Compensation and Succession

. lssues and the Audit Committee,

Effective January 1, 2006, a tong-term pesformance refated component was added ‘o the previous remunera-
tion system for Supervisory Board members by the Annuzl Shareholders” Meeting of May 12, 2008,

in addition to reimbursement of thelr expenses, members of the Supervisory Board receive a fixed annuz|
remuneration in the amount of €25 thousand as wel! as annuat performance-related remuneration of €2
thousand for each percentage point or fractlon thereof In excess of 5 percent by which the growth of currency-
adjusted net Income has exceeded the previous year's figure. (Variable Remuneration I).

The figures reported In the consolidated financial statements in accordance with International Financial Report-
ing Standards (IFRS) for the relevant fiscal year or fiscal years are utlllzed for calculating performance-relates
remuneration.

Furthermore, Supervisory Board members receive annual compensation based on long-term corporate profits
in the amount of €200 for each percentage point or fraction thereof by which the growth In value of Softwara
AG stock exceeds the growth of value of the TecOAX30 Index for the same period (Varlable Remuneration II}.
he growth In value of the stack will be assessed on the basis of 8 3-year comparison of the XETRA closing
rates startlng infiscal 2008, and the grawth In value of the TecBAX 30 will be assessed on the basls of a 3-year
comparison of the Index.

Remuneration Is payable one week after approval of the financlal statements for the year by the Supervisory
Board or, If applicable, the Annual shareholders Meeting. Members of the Supervisory Board who were on the
Board for only a part of the fiscal year wilireceive one-twelfth of the applicable remuneration for each month
or fraction thereof of thelr terwre,

i i i o oy Y . e e P—— i A i .
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Remuneration of Supervisory Board members for flscal 2006 is composed as follows:

tn € Fixed Varlable Variable Remuneration
remunesation remuneration | remuneration Il for

ommittee wolk

Frank F Beelilz (Chairman) 50,000.00 28.000,00 18,400.00 5,000.(0

Kar! Heinz Achinger

(Deputy Chalrman) 37,500.00 21.009,00 13,800.00 4,000.00
Or Andreas Berectky 72500000 14.000,00 920000 0,60
JustusMische 2500000 1400000 920000 3,000,060
MoniaNeumann T 2500000 1400000 920000 300000
. Relnthard springer 2500000 1400000 920000 150000

Total remuneration for members of the Supervisory Board amounted to €378 thousand in the year undar
review.

Remuneration of the Chairman /0eputy Chalrman
The Chalrman of the Supervisory Board recelves twice the remuneration stated, and the Deputy Chalrman one and
one-half times such amount.

Other arrangements

In addition, members of the Supervisory Board recelve an attendandce fee of €1,500 each time they participate
in person in @ meeting of one of their committees. Attendance fees are pald only once for multiple commlitee
sesslons occurring on the same day or for 3 sesslon that takes place on consecutive days. the attendance fee
Is €2,500 for the commttee chairmen.

Auditors’ fees

General and administrative expenses include auditors’ fees for 800 Deutsche Warentreuhand AG totaling €233
thousand. €260 thousand of this amount relates 10 the audit of the domestlc companles and the Group’s finen-
cial statements, and €33 thousand to tax advisory services.

Events after the balance sheet date

Software AG restructured the Executive Board’s areas of responsibillty as of January 8, 20607. The tradlitional da-
tabase business, ETS, now farms Its own division headed by Davld Broadbent. Moreover, the mar ket has been
divided into two sales regions. Executive Board member Christian Barrios Marchant, previously responsible for
the Southern and western Europe/Latin Amerlca reglon, left the Company effective fanuary 8, 2007.

0On February 13, 2007, members of the Executive Board and officers exercised a total of 327,067 stock optlons,
This resulted In an increase In the share capitai of €981 thousand and an increase in capital reserves of €4,441
thousand.

Declaration of compliance with the German Corporate Governance Code
The Company published the declaration of compllance on February 22, 2007 In accordance with the Genm an
Corporate Governance Code and Section 161 of the German Stock Corporation Act.

Date and authorization for issue
software AG's Executive Board approved the consolldated financial statements on February 28, 2007.
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Members of the Supervisory Board:

Frank F. Beelitz

Chalrman

independent Investment banker (8eelitz & Cle, frankfurt/Maln)
resident of: Bad Homburg v.d.H.

Supervisory Board seats:

Member of Supervisory Board Syntec Capital AG, Munich
Member of Supervisory Board SUdwestbank AG, Stuttgart

Karl Heinz Achinger

Oeputy Chairman

Graduate In business administration

Independent management consuliant

resident of: Seefeld

Supervisory Board seats:

Chalrman of the Supesvisory 8oard Magix AG, Berlin

Member of the Supervisory Board Euro-Product-Services AG, Munich-Unterfdnring

Member of the Supervisory Board RWE Systems AG, Dortmund

Member of the Supervisory Board T0S Infomationstechnologle AG, Neckarsulm

Member of the Supervisory Board tefeson AG, Munich

Or. Andreas Bereczky

Director of Production 20F Malnz
resldent of: Eschweiler
Supervisory Board seats:

Member of the Supervisory Board gedas operational services GmbH & €0, KG, Frankfurt/Main (until Dec. 14, 200¢)
“Member of the Supervisory Board Alfabet AG, Berlin (since Juby 13, 2008)

Justus Mische
Graduate in business adminlstration
resident of: Kelkhelm /Ts.

. Supervisory Board seats:

Chalrman of the Supervisory 8oard Altana AG, Bad Homburg v.0.H.
Chalrman of the Supervisory 8oard 8. Braun Melsungen AG, Melsungen

Monika Neumann

Employee representative

resident of: schilersee

fmployee of SAG Systemhaus GmbH, Chalrman of the General Wor ks Council
supervisory Board seats: none

reinhard spsinger

Employee representative

resident of: Frankisch-Crumbach

Employee of Software AG Global Information Services
Supervisory Board seats: none
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Members of the Executive Board:
Karl-Helnz Streiblch

Chief Executive Offlcer

Graduate In communications engineering
resldent of: Radolfzell

Supervisory Board seats: none

Christian 8arrios Marchant

CONSOLIDATED FINAN QAL STATEMENTS

1

Member of the Executive 8oard, Reglon Southern and western Europe/iatin America (until fanuary 8, 2007)

Executive MBA

resident of: La Moraleja, Alcobengas, Madrld, Spaln

Supervisory Board seats:

Member of Boaid of Directors Visual Century $.A., Barcelona, Spain (untlt Octeber 2, 2008)

David Broadbent

Member of the Executive Board, ETS (from January 8, 2007)
BusInessman

resident of: Newtown,Newbury, Berkshlre, UK

Supervisory Board seats: none

Mark Edwards

Member of the Executive Board, Reglon North America/Northern Europe
Businessman

resldent of: Buckhurst Hill, Essex, UK

Supervisory Board seats: none

Dr. Peter KOrpick

Member of the Executive Board, Crossvision
Physiclst

resldent of: Frankfurt am Main

Supervisory Board seats: none

Alfred pfaff

Member of the Executive 8oard, Reglon Central and Eastern Europe fAsia
Graduate In electrical engineering

resldent of: Bodenheim

Supervisory Board seats: none

Arnd zinnhardt

Chief Financial officer

Graduate In business admlinistratlon
resldent of: Kelkhelm /Ts.
Supervisory Board seats: none

Darmstadt, February 28, 2007
Software AG

K.-H. Strelblch 0. Broagbent M. Edwards
Or. P, Kirplek A, Pfaff A. Zinnhardt
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Auditor’s Report

we have audited the consolidated financial statements prepared by Software Aktiengesellschaft conslsting of
balance sheet, income statement, the presentation of recorded income and expenses, cash flow statement and
notes to the consolidated financlal statements of Software Aktiengesellschaft, Darmstadt, as well as the repoit
on the Group’s position and the positlon of Software Aktiengesellschiaft for the financlal year from 1 January
2006 to 31 December 2006. The prepasation of the consolldated financial statements and the report on the
Group's position and the poslition of Software Aktlengesellschaft in accordance with IFRS as approved by the EU
and the supplementary provisions defined in Sectlon 315a (1) HGB are the responsibility of the Company’s Mari-
agement. Our responsibility Is to express an opinlon on the consolldated financial statemenis and the report on
the Group’s positlon and the position of Software Aktlengeselischaft on the basis of the audit performed by us,

we conducted our audit of the consolidated financial statements In accordance with Section 317 HGB and
generally accepted standards for the audit of flnancial statements promulgated by the Instiwt der Wirtschafts-
prlfer (1OW). These standards require that we plan and perform the audlt to provide reasonable assurance of
detecting any misstatements materlally affecting the presentation of net assets, financial position and results
of operations in the consotidated flnanclal statements in accordance with German accounting principles ard
the report on the Group’s positlon and the position of Software Aktlengeselischaft. Knowledge of the business
activities and the economic and legal environment of the Group and evaluations of possible misstatements
are taken Into account in the determinatlon of audlt procedures. The effectiveness of the accounting-related
Internal controt system and the evidence supporting the disclosures In the books and records, the consolldated
financial statements and the eport on the Group’s position and the position of Software Aktlengeselischaft
are examined primarily ort a test basis within the framework of the audit. The audlt includes assessing ire
annual financlal statements of companles Included in the consofidated financlal statements, the definiticn
of the consolidated group, the accounting and consolidation principles used and signlficant estimates made
by Management, as well as evaluating the overall presentation of the consolldated financlal statements and
the report on the Group's position and the position of Software Aktlengesellschaft. we belleve that our audlit
provides a reasonable basls for our opinion.

Our audli has not led to any resesvatlons.

Our evaluation based on Informatlon arising from our audit Indicates that the consolldated financlal statemenits
were prepared In accordance with IFRS as applled In the Eu, and in compllance with the supplementary provi-
slons of Section 315a (1) HGB, The consolidated financlal statements present a true and falr view of the net
assets, flnancial posltion and results of the Group. The report on tte position of the Group and the position af
Software Aktlengesellschaft Is consistent with the consolldated financial statements. As a whole, It providas
3 suitable understanding of the Group™s position and suitably presents the opportunities and risks of future
development.

Frankfurt am Main, 28 February 2007
800 Deutsche Warentreuhand
Aktlengesellschaft

wrtschafisprofungsgesel Ischaft

5qd. Schumacher $gd. Or. Rosien
Wirtschaftsprifes Wirtschaftsprofer
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2007
April 24 Q1 2007 ftnandal figures {IFRS, Unaudited) e
May 11 . Annual Shareholders’ Meeting, Frankfurt, Germany o
July 24 Q2/H1 2007 financal figures (tFRS, unaudlied)
October 24 Q3 2007 finandal figures (IFRS, unaudited)

2008
January 23 Q4/FY 2007 financial fiqures (IFRS, undaudited)
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