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2005 results

e e e e e

e Sales increased by 6.5 percent to € 438.0million "

. Ucense'revénue‘s climbed 152 percent to € 131:6 million
« Operating result (EBIT) rose 14.9 percent to € 96.4 milkion’
» EBIT margin improves to 22.0 percent (2004 20 4 percent)
» Share price increase of 73 pement

"0Ur success is the result of our clear focus on the

Company’s core competencies: modernizing.
business-critical systems and developing integra-
tion solutions. In addition, we have closed

~ the gap between sales and R&D. Sales M/grketm'

and R&D are now Workmg together as one.

_ /

Karl-Heinz Strelblth Chiel Execuhve Ocher .

N




Key figures

Key figures for the Group

. .+ Year low

€ millions | Dec.31,2005 , Dec.31,2004  Dec.31,2003  Dec 31,2003  Dec 31,2002  Dec. 31,1001
' IFRS . IFRS IERS HGE HGB HGB
! Revenue 438.0 a11.4 . 420.0 422.1 475.0 588.5
! Licenses ) . ! 1316 - 114.2 7 1043 " 104.3 113.0 199.1
‘ Maintenance 1814 1826 191.2 1912 200.9 196.0
; Professional services ! 1227 1128 122.9 1243 159.6 190.3
Other_ 23 s 1.3 1.6 24 ) 1.5 3.1
EBITDA excl. net income/expense , o
. from investments and extraordinary
' income/expenses 1043 ! 97.0 69.8 67.4 63.7 120.6
EBLT exdl. net income/expense' . ' T . '
from investments and extracrdiriary ; .
intome /expenses 96.4 83.9 59.1 38.0 31.7 89.6
' Eamings before taxes : 1011 ! 117 13.0 0.7 $0.7 . 70.3
!+ in % of revenue . ' B 7 3 0 1 12
Net income - A 618 ! 7.2 71 -3.4 33.5 38.7
. - in % of revenve _ ; “ 19 7 -1 7 7
j : Total assets ' 599.3 510.7 505.6 445.4 440.8 404.0
i - Cash and cash equi\falents, 161.6 1194 74.2 74.2 75.4 50.2
;', B Shareholders’ equity _ 3930 | 3236 . 269.3 228.4 214.5 196.2
P in % of total assets { 6 6 53 51 1 i
1 Employees ‘ 2750' - 2,438 2,577 2,577 3,013 3,326
\ of which in Germany _ | e 7651 927 927" 1,243 1,306
i ? Full time equivalents
| |
i Key share data
}
!r 2605 | 2004 2003 2002 2001
; RS IFRS 1FRS HGB HGB
. Yeas-end closing price (XETRA) in Euro 4115 23.80 16,30 9.0 43.00
) Number of shares at year-end : 28,036,009 ' 27,266,752 27,266,752 27,266,152 27,261-,d_83-
E Market capitalization at year-end in € millions 1 1,153.7 i 648.9 444.4 245.7 1,1-5
: Dividend per share in € 080" 0.75 0.00 0.00 0.43
H Earnings per share in € 2.24 f 283 0.26 1.23 1.44
: Price/earnings ralio at year-end'in € 187 ' 8 .63 7 30
? Operating cash flow per share at year-end in € i 2.02 II 1.06 0.48 1.49 3.05
P Year high . 330 | 28.17 2019 44.10 87.00
: 2340 ! 17.30 8.38 8.41 3590

I

Frankfurt (Prime Standard/TecDAX), ISIN DE 0003304002, ticker symbel SOW

' Proposed by the Supervisory Board and the Execulive Board at the Annual Shareh_oiders’ Meeling on May 12, 2006
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Company Profile

XML (eXtensible Markup

tanguage) is the key'

technolagy for the exchange

of data and documents.

‘Al the sgme timé, it srmphﬁes
" the integration of new .

The XML Company

" Ever more information needs to be created administered, and made available.

In order to maximize the data avallabllsty, we offer our customers mtegrated data £

access in-real time. This supports businesses and organ:zatuons in achievmg their g

-fundamental goals: faster, more flexible processes, comprehenswe networking, 4:
" higher added value, increased competitive strength. .

Our products and services focUs on IT infrastructures fhat make use of service- :§

oriented architectures (S0A). Based on business processes, they integrate innovative i

appllcattons and systems while smuitaneously modernizing the IT environment. %

" We are one of the top compames in our rnarket world- Wlde and the market leader

in Europe

. . . ! " ‘
-t 1 ¥

Ihe So tware AG company culture is dlfferentlated by absolute customer onentanon

technologies and applicotions” We work in best-practice networks, driving change in an-open and transparent way.
- We focus on profttabje growth and 3 distinctive market profile. -

~in ex:snng T arch:tecrures
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Karl-Heinz Streibich, Chief Executive Officer
Engineer, Chief Executive Qfficer since 2003
Darmstadt, Germany

AN

é/oftware AG today is a technology group with a
strong customer focus, a sound financial basis
and a clear strategy. Swift and consistent strategy
implementation further adds to our strengths,/ /*




Letter to Shareholders

)}‘ Geographical expansion is one of our key growth
strategies, We therefore invest in new markets in
up-and-coming economies around the globe. K«

Dear Shareholders,

2005 was a very good year for Software AG. With a revenue increase of 6.5 percent we put the
sales decline of recent years behind us and retusned to growth. Qur new strategy, which initially
resulted in a strong increase in profitability, is now also paying off in an expansion of business
valume. Onge again, we increased our earning power in parallel wilh sales, achieving an E8IT
margin of 22 percent, the upper range of our target corsider.

Geared towards continuing growth
We also made significant operational advances in 2005, creating the basis for our ongaing
development. We intend to accelerate cur profitable growth in 2006.

Software AG's positive performance rests on three strategic pillars:

» We are further extending our porticlio based on customer requirements.

e We are expanding cur direct sales team and strengthening our cooperation with distributors.

e We are also strengthening our market access globally by expanding into up-and-coming
markets, in Eastern Europe, Latlin America, Russia, the Middle East and Asia,



Software AG has two major, complementary product areas. On Lhe one hand Adabas and Natural
are a result of our more than 36 years of experience in data base applications and in the
management of critical company data. On the other hand, our inngvative integration pioducts
are used for automating and modernizing processes - an IT concept today known as service-
oriented architecture (SOA).

Product portfolic meets core customer demands
There has been a positive market response to the new Software AG, and our customers have
confirmed that our new strategy and product portfolio has put us on the right track.

Globally, companies must adapt quickly to market changes to remain competitive. It is crucial
that their IT infrastructures do not prevent ar delay the process of change. IT infrastructures
should act as an agent of change, actively enabling and promoting any necessary adaptation.
Our focus on core competencies make Software AG a strong partner in assisting companies

in effectively bringing their IT systems and databases in line with key business processes, allowing
ther to quickly take advantage of business opportunities whenever they arise,

Dividend policy to continue

Soitware AG's success in 2005 is the result of its globally networked team. On behalf of the
entire Executive Board, | wish to thank all of our employees for their commitment. As in the
previous year, we plan to pay out a substantial portion of our profit to our shareholders. The
Executive and Supervisory Boards are recommending to the Annual Shareholders” Meeting that
a dividend of €0.80 per share be paid for fiscal 2005.

}}" Businesses must be guick to adapt to changing markets. They should
not be held back by the limitations of their existing IT infrastructure. ({



Letter to Shareholders

Integraticn business continues to drive growth

we are aiming for growth of approximately 10 percent for 2006. While our achievements in 2005
have laid the groundwork for a promising future, this does not guarantee success. We are
therefore currently increasing our efforts in all divisions to ensure a broader basis for Seftware AG's
grawth. We wili continue to focus on organic growth in 2006. We made three acquisitions

in 2005 to widen our product portfolio and gain direct access to growth markets. Qur strong
operating cash flow will allow us to make further acguisitions, offering us the opportunity

to actively benefit from the market consalidation expected during the next few years.

The integraticn business continues to be our main grawth driver, We plan to sirengthen this area
through technology partnerships that witl make our product portfoiio even mere competitive.
We want our strang earning power o remain a characieristic feature of Software AG in the
future. Accordingly, we have targeted an EBIT ratio of
21 to 23 percent of sales for 2006.

» Software AG is characterized
Software AG achieved a lot in 2005. Qur promising by its clear customer focus at
growth potential, favorable market position and all Group levels. ({
high efficiency rates give us all we need to look to
the future with optimism. We are convinced that our
company is enly at the beginning of its success story and weould be pleased 1o have you accom-
pany us along the way.

A Stk

Karl-Heinz Streibich
Chief Executive Officer
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Software AG’s global market orientation is demonstrated
by the international composition of the Executive Board
with each region having a representative. The importance
of the integration business is also highlighted by having

a dedicated Executive Board member.

Y¥ our international group of companies combines experience, ; %
knowledge and ability. We use o best-practice approach:
taking models developed for a particular country and
adapting them to benefit our global activities - for the
good of both our customers and the company. ({

Mmark Edwards, North America/Norther Europe,
Businessman. Executive Board member since 2003
Derby, Engtand

)‘) Software AG products are g significont port of the IT
systems of more than 3,000 customers in business and
administration. Qur stable custormer base is a key
asset for future growth. '

Alfred Pfaff, Central and Eastern Europe /Asia,
Engineer. Executive Board member since 2005
Darmsiadt, Germany




The Executive Board

» Our business is to make our customers successful.
We support companies in improving their performance
and increasing competitiveness. This is why our
products and services are in demand worldwide. ((

Christian Barrios Marchant, Southern and Western Europe/iatin America,
Engineer and Executive MBA. Execulive Board member since 2003
madrid, Spain

}>} Generating added-value from existing applications is at the
top of the priority list for many customers. By offering
suitable integration products, we are positioning Software AG
in @ future-oriented growth market. 4

Dr. Peter Kiirpick, Research and Development, Markeling Business Integration,
Physicist. Executive Board member since 2005
Darmstadt, Germany

- ‘—1 7 Our accounting and forecasts are transparent. This highlights
Software AG as value-oriented company and assures Software AG
of the confidence of the capital markets. <<

Arnd Zinnhardt, Finance, Controlling, M&A, 1T, Legal, Internal Audit and Administration,
Business adminisiration graduate. Executive Board member since 2002
Darmstadt, Germany '

7




Southern and Western Europe/Latin America:

.
ASE QV: BAI(ES10101d dall:

At Sant Joan de Déu Hospital in Barcelona, approximalely 4,000

patients receive medical care each day. As a result, a greal number
of documents accumulate, ranging from lab reports to x-rays.
software AG has created an IT architecture that ensures compati-
bility for all of the hospital’s systems and diverse data formats.
Patient files are now readily available and always up to date.
Advantages for the Sant Joan de Déu hospital include:

@ Improved exchange of information between the various
hospital departments thanks to a single view of electronic
patient data files;

@ Reliable data based on reviews of all hospital wards and
solution-oriented plausibility checks;

® Quick access to the contents of electronic patient data files in
all hospital departments while maintaining data protection;

@ Stability and high performance ensure absolute security and
access to data at all times.




Regional growth: Attractive markets in Latin America

Geographic expansion is an effective growth strategy. We therefore intensified our involverq'ent in

|
Latin America in 2005. The countries of this region are expected to see a significant increasé in

IT investment, from which we intend to benefit in the long term. In expanding our market presence,
we are using the close cultural and economic ties between the countries of Latin America and
Spain, the head office of our regional segment of Southern and Western Europe. The acquisition of
the APS Group has greatly expanded our market position in Latin America.




e .
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b " e T T

Product portfolio: innovation drives growth

Business success depends on satisfying core customer requirements. In response to client demands
we added innovative features Lo our products in 2005, to allow our customers to better gear their
IT systems to dynamic markets. Our rapidly expanding software licensing business proves our success

in meeting these demands. Qur maintenance business should also benefit from this growlh,




Customers & Markets 11

North America/Northern Europe:

With around 580,000 citizens, Tulsa Counly is the second largest
county by population in the State of Oklahoma. The county Ad-
ministration wanted to improve their automated processes and
user irtterfaces through a maodern IT infrastructure. Software AG's
ApplinX enabled Tulsa County to modernize and optimize
applications without having to replace the valuable mainframe-
based system.

Combining systems running on different platforms intc one
web-based portal provided realtors, banks, and county residents
with quicker and more convenient access to property records
and related legal documents. The advantages for Tulsa County
include:

Protection of current IT investments through modernization
of existing systems;

The web based system gives businesses and citizens direcl
access to properly information;

Constant data availability, simplified internal processes and
long-term cost savings;

Reduced risk to critical data through continued use of existing

applications,




Central and Eastern Europe/Asia:
ase dy: Vienna, Austria

UNIQA, an Austrian insurance group with over 4 million customers,
handles a total of 13 million insurance contracts. The company’s
11,000 employees face the challenge of managing an immense
amount of data. In order to strengthen its leading position within
the insurance industry, UNIQA sought the expertise of Software
AG. We developed industry-specific systems that help UNIQA to
optimize its business processes and expand its customer service.
The advantages for UNIQA include:

Automation and accelerated business processes and more
efficient use of communication paths;

Multi-channel systems allowing insurance policies ta be taken
out and modified online;

increased networking and higher employee mobility giving
enhanced customer service; required data can be accessed in
real time;

Integration of various applications and system platforms
guarantying a uniform view of customer data and improved
consulting services.




Distribution channels boost business exgansicn

Close custamer contact is the best way to optimize business opportunities. In addition to regjional
sales strategies that are uniquely tailored to the needs of each country, Software AG also makes sure
that there is enough room for personal contacts with clients. In 2005, we strengthened our sales
channels both by expanding our own sales team and by reinforcing our cooperation with distributors.

This allowed us to solidify our business while developing additional sales opportunities.




Additional opportunities arise in
up-and-coming markets

Software AG has customers in more thap 70 countries. We are intensifying our business activities in the countries .
of Latin America, Eastern Europe and the Middle East..Our focus is on countries with a solid infrastructure and
promising economic growth. The upward trend of these emerging markets and their increasing need for infor-
mation technology opens up added sales opportunities; which are alfeady contributing to our growth.

Expanding our market position in Latin America

with an office already in Mexico, Software AG further established itself in the Latin American

market with the establishment of a second office, in Chile. This was followed by offices in Brazil,

Colombia, Venezuela, Panama, Costa Rica and Puerto Rico. We are quickly expanding our market
. presence ytilizing the expertise of the APS Group, our long-time distributor, acquired in June

of 2005. This has ensured a sound basis for successful market development from the start.

e Puerto Rico

We supported the Department of Treasury of the Commonwealth of Puerto Rico in implementing
a project that brings tegether the data of all taxpayers nationwide. State-of-the-art income

tax processing has been integrated with methods for tax collection and payment, Qur products
Adabas, Natural, EntireX and Tamino are the mainstays cf the system architecture.

e Chile

The Chilean revenue agency benelits from the competence of Software AG in business pracess
managemeni. Building on existing systems, we designed a solution that optimizes all steps of
creating, editing and forwarding electronicatly stored documents. The innovative model is seen
as a model for administrative bodies in the entire region.

e Panama

As a government institution, the Registro Publico is respensible for registering all land, buildings,
ships and companies in Panama. The government commissioned us with madernizing the
applications of the stale regisier. Besides Adabas and Natural, EntireX Communicator is also
integrated-in this project.

» Nicaragua

In Nicaragua, taxes are collected by the Direccidén General de Ingresos, a department of the
. Finance Ministry. Software AG is implementing a comprehensive IT project for the Direccion. The

objective is to combine all data of the organization in a centra! location, to increase the efficiency

of the entire system and make online access possible via EntireX Communicator and Natural web.



Customers & Markets

Favorable outlook for Eastern Europe

The countries of Eastern Europe have instituted wide-ranging reforms and are accelerating their
integration into the global market, fueled by the strong growth of their economies. The demand
for information technotoqy that will support further progress is increasing accordingly. We ¢an
benefit directly from involvement with the new EU countries, the Balkans, Romania and Bulgaria.

e Slovenia

The Supreme Court of the Republic of Slovenia approved a case management system that stores
court and trial records in a central location. All persons involved now have direct access to
needed infarmation. The solution implemented with Software AG accelerates the workflows in
the court and serves as a reliable distribution and archiving system.

e Romania

We developed a service-oriented architecture for the Romanian Finance Court, the Court of
Accounts. This architecture integrates numerous areas of activity. As a result, the court is able
to reduce the work expense for control and monitering tasks and considerably increase its
volume of services. Al the same time, permanent documentation of the records offers greater
transparency in budgetary control.

Growth opportunities in the Middle East

The wealth of the middle Eastern countries stems from oil. In order 1o reduce their dependence
on oil exports, countries in the Middle East are increasingly using their revenues to build up
their own manuiacturing industries and new economic sectors. Using networked IT soluiions to
network all company departments is a key to this expansion. Software AG is developing a
growing customer base in Oman, Qatar, Kuwait, the United Arab Emirates and Saudi Arabia via
the representative office in Bahrain.

e Kuwait

The Public Autherity of Applied Education and Training maintains 24 colleges in Kuwait. The
public sector institution wanted a practicable solution for managing the data of alt 40,000
students and chose Natural in spring 2005, Software AG technology will replace the previous
system within three years. we will also support this project with services.

w Qatar

As part of their eGovernment services the Qatar Ministry of Civil Service and Housing has
chosen 1o standardize on XML as to exchange intra-Governmental daia. After a detailed search
for the best XML server, they choose Tamino,

15



16 Technology

Service-oriented architecture [SOR) -
IT systems suited to market demands

successful companies have one thing in cor'nmon:l Their business pf,ote_sses are geared'to the customer. The
right IT landscape helps them to remain flexible and react quickly to changes in market demands. Accordingly,
there is a high level of interest in IT solutions that help afign information technology with business requirements.

Rise in productivity and profitability

Both companies and government agencies are increasingly relying on service-oriented architecture

(SOA) in developing their iT sysiems. Software-oriented architecture uses Web-capable applica-

tions to integrate existing services with new applications. tn this way, information and software

functions are available to all users at any time, whether within their own organization or in’

cooperation with partners. This leads to significant advantages for customers:

= Existing syslem architecture has mare versatility and better performance

» Systems, processes and pracedures can be managed more effectively and with greater flexibility

= Clients can be sure their IT investments provide greater benefits and will be continuously
supported and updated

XML competence brings competitive advantage

S0A satisfies key cuslomer criteria for IT investments. As a result, demand for SOA is high.
Software AG plays a significant role in the advancement of service-oriented architecture, since
SOA can only be implemented using web services, internet standards, and, in particular, eXtensible
Markup Language (XML). XML is the key to integration and data exchange, and Scftware AG is
an internationat leader in XML technology. Moreover, the core strengths of our preducts are
integration and medernizalion. These advantages put us in a pole position to profit from rising
demand for SOA components.

Rapidly growing market

Software AG is using its strong position in the XML environment to steadily expand its product
portfolio for service-oriented architecture to accommodate the swiftly growing SOA demand.
Experts such as Gartner Group analysts anticipate that approximately 80 percent of companies
will be basing their 1T on SOA as early as 2008. Service-oriented architecture is an atiractive topic
for the future - for our customers and for Software AG.




Software AG stock

Share performance continues to improve

Software AG stock was one of the big winﬁgrs_in.._2005,_ outperforming its bgé'nc‘hmark.i'ndex, the TecDAX, as
~ well s the NASDAQ 100 with a share price increase of 73 percent. - o

17

2005 was & good year for furopean equities. While the most important Wall Street share price
indices barely gained in value, European stock markets developed positively throughout the
year. German blue chips were among the top performers: The DAX rose by 27 percent, reaching
its highest level in four years shortly before the end of 2005. Raw materials and energy stocks
made particularly high gains.

Investors were initially cautious about technology stocks, with the TecDAX showing only modest
gains in the first twa quarters. In the second half of the year, the market environment for
German technology shares imgroved steadily. The TecDAX surged, supported by high demand
for telecommunications and solar energy stocks. A significantly improved performance over
2004 was achieved with a rise of 12,5 percent at the end of the year. The index for the U.S.
technclogy sector, the NASDAQ 100, was almost unchanged compared to the end of 2004 with
a rise of 1.5 percent.

software AG shares nearly double in value

Software AG was one of the mast successful stocks in the Te¢DAX in 2005. On Decemnber 30,
2005 the stock closed at £41.15 in Xetra trading, a gain of 73 pescent compared to December
30, 2004 (£23.80). Market capitalization surpassed the historic high of €1 billion for the

first time since 2001. This places Software AG in the mid-cap range, sparking more attention
and opening up access to new investor circles, both of which support our goal of broadening
our shareholder base.
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ey stock figures Shareholder structure by countries
(percentage of free float)!

2008 2004 ) )
" High* 4330 17 W Germany _ 24%
1 Low® 33.40 3730 B United Kingddm 1%
W . A .
i B Rest of Eurape 17%
Closing price® 4115 23.80 O North America 3%
Total numbers of shares O Private investors and
’ ‘. not identified
{Dec37) 28,036,009 27,266,752 institutional investors 45%
Market capitalization -
- (Dec 31), € milllons 1,153.7 648.9
— - ¥ as of December 2005; sources: Thamson financial
Diversified holdings
(free float), % 69.9 68.4
Average dally trading ]
volume (Xetra) 97,859 111,161
* Xetra closing pelce in Eure '

Dividend continuity

In addition to price gains, our investos also benefited from a resumption of dividend payments
in 2005. Software AG paid out a total of £20.45 million (€0.75 per share) to shareholders as
resalved by the Annual Shareholders’ Meeting. This corresponds to a dividend ratio of more than
38 percent of net operating income. We expect lo maintain this dividend policy in the future,
depending on earnings and liquidity. The Executive and Supervisory Boards are recommending
to the Annual Shareholders” Meeting that dividends of €0.80 be paid for each share entitled

to dividends. Based on the share price at the end of the year 2005 (€41.15}, this represents a
dividend yield of 1.94 percent.

Appealing combination of value and growth

Qur main goal is to widen Software AG's investor circle to fusther decrease stock volatility. Our
investor relations aclivities are aimed at expanding and intensifying contaci with investors
and financial analysts. Software AG stock is followed regularly by over twenty brokerage firms,
including an increasing number of global brokerages as international interest picks up. One

of our primary aims for 2006 is to raise coverage by U.5. brokers.

Our return to growth will also shift our stock back inta the focus of growth investors, opening up
a new invesior target group. Software AG stock will alse continue to appeal to value investors
due to its dividend yield and high cash flows.

We intensified our direct contact with investors in the past year by holding approximately

50 days of road shows, primarily in Europe and America, though also for the first time in Asia.
We presented Software AG in over 300 individual discussions with potential investors and
analysts as well as 16 conferences with brokerage firms. We continue to be involved in the
investor relations community. This includes work on commitiees of the German Investor
Relations association {(DIRK), the European Council of Investor Relations, and the International
Investor Relations Federation (IRF).



Please refer to
page 99 of the

nates to the finan-

cial statements
for additional
information on
stock options.

Share price comparison (indexed values)

Software AG stock

Changes in share capital

The upward share price trend permitted employees and executives to exercise stock options
based on the programs of 1999 to 2001 during the year under review. As a consequence, the
number of outstanding shares rose by 2.8 percent to 28,036,009, An additional 81,000 options
may be exercised from the same programs by mid-2006. Furthermore, an additional 790,000
options are outstanding from an additional program, which, however, may not be exercised
during 2006,

ADR program increases access to the U.S. stock market and improves name recognition
for software AG

We initiated an ADR program in October of 2005. American Depositary Receipts (ADRs) are
deposit certificates issues by a U.S. depository bank. They document ownership of shares in
non-U.S. companies and make it possible to buy and sell non-U.S. securities in U.S. dollars.
Software AG ADRs are traded on the aver-the-counter market as part of a Sponscred Level |
ADR program and are therefore not subject to the reporting requirements of the Sarbanes-Oxley
Act. Since only existing shares are converted to ADRs, the program has not necessitated a
capital increase.

wf § 1 | @ - ol
!! - i | " > : b | i “M\p\’}!
160 [ !.] b v }i ' . I WAl Mln‘ AA DY R h v { ' 1
Tr B B b a0 VW NNV |
120 f A VAL i v |
| b ooV ; ; 5
120 | § ‘ | N l R i i |
i ; | B S s MY A
100 s I ] RS e A
. S SNl N iite hove N
80 | R T s DO O D e
[ K v ‘ | oo . 1l J
Dec30, 2004 March 1, 2005 May 1, 2005 . July 1, 2005 Sep 1, 2005 Nov 1, 2005 Dec 30, 2005
B sottware a6 I recnax ] Nasdaq 100

19



20

e e g

: E » Together with the Executive Boord, the necessary
' steps were implemented to once again comply
in full with the recommendations of the Code during
the year under review: ((

Frank F. Beelitz, Chairman of the Supervisory Board

Report of the Supervisory Board

During (iscal 2005, the Supervisory Board of Software AG oversaw the performance and activities
of management and closely monitored all key business events as well as the development of
the Company and the Group. The Supervisory 8oard met at least once per quarter for a total of
six meetings during the year under review, with full attendance at all meetings.

Each meeting involved comprehensive analysis of current business performance and the
discussion of stralegy with the Executive Board. Any transactions requiring Supervisory Board
appraval in accordance with the Articles of Incorporation or applicable legislation were
examined in detail, carefully considered, and where appropriate, approved.

The meetings covered the current status of Software AG and its subsidiaries, prospects for
individual business segments and the corresponding strategies for products, sales, and
marketing. The Chairman of the Supervisory Board also received written repofts on business
development from the Executive Beard on 3 monthly basis.

the Supervisory Board includes the following commitiees:
« The Committee for Compensation and Succession Issues
a The Audit Committee

The Commiltee for Compensation and Succession tssues met four times, and the Audit Committee
met once during the year under review.

Executive Board membership changed as follows during 2005:

Andreas Zeitler, Managing Director for the Central and Eastern Europe/Asia region, left the Exec-
utive Board effective August 22, 2005. Responsibility for this region was assumed by Alfred
Plaff, who was appointed to the Executive Board by the Supervisory Board eifective November 1,
2005.



Report of the Supervisory Board

There were no changes in the membership of the Supervisory Board of Software AG.

The Supervisory Board held detailed deliberations on the subject of corporate governance and
the German Corporate Governance Code during several meetings in 2005. Together with the
Executive Board, the necessary steps were implemented to once again comgly in full with the
recommendations of the Code during the year under review. The financial statements have
been prepared in accordance with IFRS since 2004, and remuneration for members of the
Executive and Supervisory Boards was again reparted individually in 2005.

The declaration pursuant to Section 161 of the German Stock Corposation Act (AktG) submitted
jointly with the Executive Board stated that Software AG comptied in 2005 with the recommen-
dations of the Code as amended on May 21, 2003 without exception and will continue to do so
in the future. The declaration of compliance is available to Company share-holders on the web-
sile of Soflware AG.

The new remuneration system for Executive Board members, passed by the Supervisory Board
at the end of 2004, was applied for the first time in 2005. The fixed salary component of the
Board members’ remuneration was reduced to approximately 30 percent of target salary. Two-
thirds of the variable salary component is linked to the sales and earnings targets of the
Software AG Group on a uniform basis for all Executive Board members. The remaining one-third
depends on atlainment of individual targets in the functional areas of each Executive Board
member. Approximately 30 percent of the variable remuneration actually earned in 2005 will
be paid out aver a period of three years based on a phantom share plan.

In 2005, the meetings of the Supervisory Board of Software AG focused on discussing and

adopting a growth strategy for the Company:

« The development strategy for South America was adopted at the meeting in January 2005.

» The meeting in March 2005 involved preparations for the Annual Shareholders’ Meeting,
which was held in Frankfurt on may 13, 2005, as well as the strategic pastnership with Fujitsu.

= The continuing development of the product portfolic of the Company’s twa business lines, E1S
and XmLi, was discussed at the meeting in july 2005, and the acquisition of Casabac Technolo-
gies GmbH was resolved - a slep which has provided Software AG with core technology for its
%ML portfolio,

« The long-term growth strategy of Software AG was discussed at a special session in December.

in accordance with the wishes of the Annual Shareholders’ Meeting, ihe Supervisory Board
assigned BOO Deutsche Warentreuhand Aktiengeselischaft, Frankfurt am Main, to audit the
financial statements and the consolidated financial statements of Software AG for fiscal 2005.

BDO Deutsche Warentreuhand Aktiengesellschaft examined the finandial statements and the
consolidated financial statements ior the year ended December 31, 2005, including consideration
of the accounting policies and the management report, and issued an unqualified audit opinion.
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The results of the audit were submitted to the Supervisory Board. The head of the auditing team explain2d
the results in person to the Audit Committee as well as the entire Supervisory Board and the Executive
Board. The Audit Committee and the Supervisory Board ihoroughly reviewed the audit sesults in their meezing
of march 10, 2006. The Supervisory Board declared its agreement with the results of the audit and
approved the financial statements and the consolidated financial statements. We concur with the recom-
mendation of the txecutive Board with respect to the appropriation of profits.

The Supervisory Board would like to thank the Executive Board and all employees for their comrmitment as
well as their achievenents in fiscal 2005.

Darmstadt, March 2006

The Supervisory Board
Frank F. Beelitz
Chairman

Members of the Supervisory Board:

Frank F. Beelitz (Chairman)

Karl Heinz Achinger {Deputy Chairman)

Dr. Ing. Andreas Bereczky

Justus Mische

Monika Neumann {employee representative)
Reinhard Springer (employee representative)

Please see the nates to the consolidated financial statements of Software AG for further information on the
members of the Supervisory Board.



Corporate Governance

Corporate Governance Report for 2005

The Corporate Governance Report of Software AG has been prepared ;orntly by the Executwe Board and the
Supervisory Board pursuant to Section 3. 10 of the German (orporate Governance Code, In 2005 as in pre-
vious years, Software AG took additional steps to contmue rmplementmg the stanidards for good responsrble
corporate governance, extending them and ensurrng that they are respected throughout the Company.

Due to new European and German regulations, we implemented additional organizational
measures to facilitate adherence to and monitoring of responsible conduct.

Even before the European market Abuse Directive became binding national law (Investar

. Pratection Act), we began our preparations for the entire Group: Firstly, we established which
employees internationatly have access to insider information of relevance to the capital markets.
These employees were informed of the requirements for responsible handling of insider infor-
mation and the relevant legal provisions. In addition, the managerent staff was familiarized
with the provisions of the Investment Protection Act as part of a continuing education program
and urged to inform employees of the particular significance of insider infarmation as part of
the day-to-day business. Employees, management staff and service providers were included in
a new registry of persons with access to insider information to the extent required by the
Investor Protection Act.

Software AG implements new Corporate Governance Code
On February 23, 2006, The Executive and Supervisory Boards submitted a declaration of compli-
ance pursuant to Section 161 of the German Stock Corparation Act (AktG). This declaration
states Lhat in fiscal year 2005, Software AG compiied with all recommendations of the German
Corporate Gavernance Code as amended on May 21, 2003. The amendments to the Code of
june 2, 2005 were also complied with in essence, with two formal exceptions: Firsily, earlier
declarations of compliance were not provided until the Company’s investor relations page had
been technically converted and redesigned, and secondly, the Corporate Governance Report
could not be published in the Annual Report as recommended untii the current year due o the
date of enactment of the amended Code. The Executive and Supervisory Boards also agreed
to comply with the recommendations of the Code in fiscal 2006. For the most part, Software AG
follows the suggestions of the Code. In the event specific suggestions are not adhered to, for
. example due to corporate requirements, this is explained on the Company’s website.
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See page 41 of
the Management
Report for the
risk factors.

Shareholder-friendly organization of Annual Shareholders’ Meeting

Significant changes have been made with regard to the Shareholders’ Meeting. In the future,
the meetings will be transmitted in their entirety via the Internet. in the past, only the opening
address and the report of the Executive Board were made public in consideration of the privacy
rights of the participants. However, we are of the opinion that broadcasting the meeting to the
public will not only improve transparency, but will alse ead 1o a responsible and efficient use of
the right to address the meeting and is thus in the interest of the majarity of the shareholders.
The necessary amendment to the Company’s Artictes of Incorporation will be presented to the
2006 Annual Shareholders’ Meeting for approval.

Shareholders who do not wish to attend the Shareholders’ Meeting in person may authorize
a member of the Company o exercise their voting rights by proxy in accordance with the
instructions of the shareholder. All proxies must be executed in writing.

The invitation to the Annual Shareholders’ Meeting and related decuments and information
such as the agenda, the financial staterments, the Articles of Incorporation, and explanations of
dralt resolutions are published on the Company website on the date of the invitation. In addition,
sharehelders may also view ihe resolutions adopted by previous sharehelders’ meetings as well
the quarterly financial statements for the preceding financial year and earlier financial years.

The new Law on Corporate Integrity and mModernization of the Right of Avoidance ("UMAG”)
went into effect on Novemnber 1, 2005. This law requires changes in registration and legitimization
procedures. With regard to the Aanual Shareholders’ Meeting of Software AG on May 12, 2006,
the record date will be changed to the 21st day pricr to the Shareholders’ Meeting. Furthermore,
the UMAG will enable the meeting chair to conduct the Shareholders’ Meeting more efficiently.
For instance, the chairperson will be able to cut short speakers who stray from the topic at hand
and 1o refer to information already published in the case of extensive answers.

Executive Board and Supervisory Board

The Executive Board makes regular, prompt and comprehensive reports to the Supervisory
Board regarding all relevant issues of corporate planning and strateqic development as well as
the course of business and the situation of the Group, including the risk situation. For instance,
in the meeting of December 15, 2005, the Supervisory Board adopted the long-term strateqic
plan for Software AG until 2012.

Any significant business transactions must be approved by the Supervisory Board pursuant to
the rules of procedure of the Executive Board. In fiscal year 2005, the Supervisory Board
approved three acquisitions to promote expansion of the product portiolio and the Company’s
market presence in Latin America. The Company has taken out 0&0Q insurance with a deductible
of €5,100 for board members and management staff of the Company.



Corporate Governance

Composition of the Supervisory Board and the committees

The Supervisory Board elections have already complied with the new recommendations of the
Corporate Governance Code: Supervisory Board members were elected individually and at
different times. if Supervisory 8oard members left the board prior to expiration of their terms
of office, their successors were appointed untit the next Shareholders” Meeting only. This
procedure will continue to be practiced and will be set down in the rules of procedure of the
Supervisofry Board.

Good corporate governance requires the chairpersen of the audit committee 1o have special
knowledge of, and experience with, the application of accounting principles and internal review
procedures. Software AG also complies with this recommendation in full: Karl Heinz Achinger
holds a university degree in business administration (Diplom-Kaufmann) and is a self-employed
management consultant. He has accumulated extensive knowledge and experience in his
approximately 30 years of entrepreneurial activity in the international IT market. He was the
founder of Debis Systemhaus, for example, which he ran until shorlly before it was taken over
by Deutsche Telekomn. During this time, he spert several years as @ member of the international
management team of Cap Gemini. Mr. Achinger has been a member of the Supervisory Board
of Software AG since January 1, 2002. From December 2002 to October 2003, he managed
Software AG on an interim basis until a successor — Karl-Heinz Streibich -— was appointed to
replace the departing Executive 8oard chairman. Mr. Achinger acquired in-depth knowledge

of the business processes and key financial parameters of Software AG during this period. His
involvement with supervisory beards of other companies gave him an insight into various internal
control procedures, enabling him to help Software AG select the best practice on the market.

Software AG maintains no direct or indirect business relationships with Supervisory Board
members. In particular, no consulting agreements or other contracts for work or services have
been entered into. The employee representatives on the Supervisory Board are all employees
of the Company.

Remuneration of Supervisory Board members for fiscal 2005 is composed as follows:

in EUR . S Fixed variable ~ Remuneration for
: ' remuneration remuneration-- committee activities

Frank F. Beelitz™ -~ . ‘ R .
* (Chairman) 20,00000 40,009:00 11,500.00

Karl Heinz Achinger L g

{Deputy Chairman) - *15,000.00 30,00000 7 8,500.00
. Justos Mische ™ - s 000000 © .. 2000000 7,500.00

Dr. Andreas Bgré_ciky N f " '_A_‘H‘I_D:‘OOD".@)O‘ S 20,000.00 I .00

Monika Neumain * S 000000 20,000.00 £000.00

Reinhard Springer : 000000 . 2000000 1,500.00
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Total remuneration for members of the Supervisory Board amounted to €260 thousand in the
year under review,

Remuneration of the Supervisory Board members is made up of fixed and variable components.
The variable components are linked to the success of the Company, measured by the ratio of
earnings before taxes as a percentage of sales (EBT margin). Membeis receive separate remu-
neration for work on the personnel committee (Commitiee for Compensation and Succession
Issues} and the audit commiltee. The basis of assessment was determined by the Shareholders’
Meeting on April 29, 2003,

Open and transparent communication

Qur iavestor relations communications policy is to offer a level playing field to all current and
potential investors. This is why we provide the same information to all target groups at the
same time. We have adopted comprehensive writlen instructions on a corporate-wide basis
{"Disctosure Policy”) to ensure globally uniferm handling of information of relevance to
investors. The Disclosure Policy includes rules for the publication of financial results and significant
events as well as internal processes for evaluating the relevance of information. Accordingly,
the Executive Board immediately publishes all information that directly affects the Company,
unless exempt from the publication requirement in specific cases. In addition, in accordance
with legal stipulations, our Disclosure Policy ensures that lists are kept specifying any persons
with access to insider information, also guaranteeing that such persons are required to maintain
confidentiality.

Shareholders, analysts and journalists are dealt with in accordance with uniform criteria in a
manner that is transparent for all capital market participants. All ad koc announcements and
press releases as well as présentations from press or analysts’ conferences and investor road
shows are published immediately on the website of Software AG. Our disclosure policy is also
published on the Company website.

The purchase or sale of shares in the Company or related financial instrurments, particularly
derivatives, by members of the Executive and Supervisary Boards of the Company as well as
certain other related parties are published on the Company website as soan as Software AG
acquires knowledge of any such transactions. In fiscal 2005, the following transactions subject
to reporting requirements were disclosed: the acquisition of shares in Software AG by
Karl-Heinz Streibich (Chairman of the Executive Board) on November 28, 2005. The (oial of the
shareholdings known to the Company are not subject to the reporting requirements of Section
6.6 of the German Corporate Governance Code (reporting is required if the Executive Board and
Supervisory Board jointly hold more than 1 percent of the stock issued by the Company).
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Corporate Governance

Stock option plans

Software AG has two different stock option plans for Executive Board members, management
staff and employees of the Group. In fiscal 2005, these stock option plans resulted in personnel
expenses totaling €1.054 million.

The first stock option plan was established at the time of the IPG in 1999. Most of the resulting
subscription rights were exercised by December 31, 2005 (approximately 1.95 miilion). This
led ta an increase in the number of shares in issue from 26.09 million (¢ approx. 28.04 million.
Another 82,183 options may be exercised no later than July 31, 2008 by employees and
management staff at a price of €28.12, provided the share price exceeds €30.00 at the time
of exercise,

In cannection with 1he second stock option plan (established in 2001), as of December 31, 2005
125,875 subscription rights had been issued to Executive Board members and 663,300 to man-
agement staff. None of the opticns from this plan, which is geared loward long-term incentives
and will run until the end of 2011, have beer exercised to date. No new options have been
issued under this plan since January 1, 2005. In order to exercise the options, net income of the
Group must have increased at least 10 percent from the previous year, and profit from ordinary
activities must have amounted to at least 10 percent of sales. Accordingly, aptions fram this
plan may nol be excised untit 2007 at the earliest, provided the aforementioned targets are met.
The average exercise price is currently €16.93 {calculated from the weighted average share
price at the time of issue of the options).

Auditor

The Annual Shareholders’ Meeting of Software AG appointed BOO Deutsche Warentreuhand
Aktiengesellschaft, Frankfurt am Main, as Company auditor. No business, financial, personal or
other relationships existed at any time between the audit company and its corporate bodies
and audit managers on the one hand and Software AG and the members of its corporate bodies
on the other which could establish any doubt as to the independence of the audit firm. BDO
also advised Software AG in tax matters and will continue to do so in fiscal 2006.

Based on the appointment of the auditor by the Annuat Shareholders” Meeting, the Supervisory
Board of Software AG has assigned BDO to audit the Company’s financial statements and has
agreed upon a fee for services. In connection with the audit engagement, the Supervisory Board
has also agreed with the auditor to comply with the reporting duties pursuant to the German
Corporate Governance Code.

The auditor participates in Supervisory Board meetings concerning the financial statements and
tonsolidated financial statements and report on key audit findings.
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'On a profitable grou.lth path u.uth rlsmg sal.es

Software AG's growth galned momentum in 2005 Driven by the Ilcensmg busmess sales rose by 6.5 percent.
Increases in earnings, a stronger market presence and a wider product portfolio assure that the Company will
continue to develop positively. ’

Economic trends i e ' - .
Global economy shows strong performance "

In 2005, the world economy expanded by 4.3 percent, agarn reflectmg growth exceeding the

average of recent years. The United States and Asia provided the greatest stimuli to this |

expansion. According to QECD calculations, the real gross domestic product rose in the US. by

3.6 percent. Adverse economrc effects from the hurricanes were compensated by high

domestic demand and a monetary policy designed to stimulate the economy.

A similar upward trend was witnessed in Asia, where the emerging ecenomies propelled the
continuing growth in the region. China was in first place with an increase of 93 percent. The
"Japanese economy proved onexpectedly $table, profiting primarily from corporate investment.
Revival in Latin America

The South American economy revived considerably due to high demand for raw materials and
agricultural products, Chile was among,the countries showing higher than average economic o C
growth, with a fise in GD? of 6.0 percent.‘ln Latin America, growth exceeded 4 percent for the
second consecutive year, Panama and Venezuela both achieved extraordinary increases of

6 percent and 9 percent respectively According to the United Nations’ Economic Commission for
Latin America and the Caribbean (CEPAL), corporate investment surged in particular in Latin
America, where capital spending now accounts for 22 percent of the gross domesuc product
Differing trends in Europe -

The flourishing global economy aiso bolstered the European economy. The new EU countries, .

which grew by 4 percent on average, perforrned better than the established member states of

the European Union. Above all the Eastern European economies gained significantly in strength,
with the Russian economy surging by 5.5 percent. - . -



~ systems, that are speofrcally desagned for change

While the eurozone countnes benefited from sIrghtIy improved exchange rate parities, the rise .
" in GOP still fell short of the previous year The growth rate of 1.4 percent reflects.the weak
domestic market and the influence of higher export figures. German econcmic output fose by
approximately 1 percent during 2005 in response o strong export growth. In the second half -
of the year, the German economy benefited from a renewed fise in capital spending.

Market climate in the IT sector

1T market outpaces general economy

According to calculations of the Edropean information Technology Observatory {EITO), the global
market volume for information technology and telecommunications {ITC) grew during 2005

by 4.2 percent. Etirope and the U, S. are the most important regmns in this global market, each

‘generatlng one- thrrd of the total volume S ‘

Within the technology sector, information technology has evidenced especially high growih
rates. According to ‘Gartner Research, the IT market inreased by 5.5 percent in North Amefica L

~and by 2.5 percent in Europe. Elto Ras estimated an increase of 3. 7 percent to €290 billion

for the European Union. The new £y member states of Central and Eastern Europe exhibited
extraordmary growth rates, some in double drgats EITO attributes a 3. 3 percent rise to the
German rnarket :

o .
L

It spendin’g focused primarily on soffware purchases. According to EITO analyses, the European

software market expanded by 4.8 percent while the German IT industry association, Bitkom, is
projecting as percent increase t0 €16.1 billion for the German software market.

"

. »
* : v .

Emphasrs on lntegrauon S -
Today, more than ever, companies are facing the chatlenge of rapidly changing demands. In
order to respond quickly to changing markets and requirements, companies need flexible IT

Companres use T systems to improve the efhoency of their busrness processes. That is why
* customers are increasingly turnrng to software products that are capable of networking

and integrating existing applrcatrons as talks with customers in all 'of our sales regions reveal.
In response to this challenge, there i Is a clear trend towards service- onented architectures.
Accordrng to a recent study by Gartner, the IT integration market grew by 8 percent in 2005.



Return on IT investment is a key factor
Despite the high level of interest in rnodernrzrng ¥ structures, companies continue to exercise
restraint in their IT budgets. |nvestments are linked with specific business processes and
.contracts awarded on a modutar basis. Companies that are cutrently mvestmg Inm tend to
i expect a short-term return on thelr rnvestmenl

sales trends

‘Group sales mcrease significantly '

Within the general economic and specific market conditions described above, Software AG
increased its Group sales to €438.0 million (prior year: €411.4 million). The marked improvements
in earning power dunng previous years wefe again followed in 2005 by a srgnmcant increase
" B msales
I

I

F

As 51 percem of total Group sales is generated outside of the eurozone, the sales figures are °
, o impacted by currency ratios. The most important forergn currencies for the Company include the
.' ) - US. dollar, which rose 12 percent agamst the Euro, as well as the British Pound, the South
g - Afncan Rarid and the Canadran Dollar Total Group sales rose by 6.5 percent currency adjusled
AU C Group sales. clrrnbed 5, 8 percenr

- Impact of exchange rates on the presentation of sales ligures
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Slgnlflcant increase in'licensing busmess : :
The licensing business was again a key giowth driver. Total licensing revenues climbed 15 per-
cent to €131.6 miillion (pricr year: €114.2 m:liron) accelerated by an optimized portfolio and
intensified marketing efforts. ticensing revenue accounted for 30 pércent of group sales and at
a high margin. This is a promising sign- for the future, as sefvice and maintenance revenues
tend to follow in the wake of Itcenslng sales.

]
‘ ' -V Average fuo exchange rate diferences based on monthty avesages of the exchange rates weighted according te comesponding menthly sales
|
|

We consider our ficensing busrness 10 be of strategic rmportance for the Group. It focuses on
two business lines:

- . .- . - - L T - - e = -
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. I.icensing revenue by product line
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» Products for modern data management and for the development of apphcatlons on
mainframes (Enterprrse Transaction Systems, ETS)
. Products for the rntegranon of drfferent corporate applications (XML Busrness integration).

Both business Iine's contribu’ted"to the significant increase in the Iicensing business, attesting 10
the successful sharpening of Software AG's focus on its true strengths and its figorous customer
ofientation. '

. Modernization requrrements dnve €75 sales *

Licensing sales-of products desrgned Tor mainframe systems rose o €96.0 million (prior year:
€85.9 million). We selectively-developed the portfoiro in order to benefit from the high demand

" for modernization solutions from our Enterpiise Transaction Systems business line. Software AG's

strang position in the mainframe market is a distinct advantage in this area: Adabas and Natus-

al, our data management products, are still considered among the most stable and reliable
nframe “products on the g!obal market. Both products are established woridwide as essential

components.of IT architecture, an advantage that transiates into a stable customer base that

* has generated new pro;ects in addmon to expansion and replacement investment in the year

under review,

t -

_Strong growth in XML Busmesslntegratron e S N

The products in our rntegratron suite facrhtate the modernrzatron integration and automation of
existing systems and provide Software AG with a high proirle in the promising rntegratron market.

~ In fiscal 2005, licensing sales from the XML Business integration line rose by 16 percent 1o
- €30.3 million: The core of this growth a3réa is our rntegratron portfolio, that primarily includes in-
" house development but is comptemented by compenents acquired through partnerships and

acquisitions. In addition, we also bse several external products - primarily for content manage-
ment solutions - whiich are currently being phased out. This impacted growth in licensing sales
in the year under review, but was more than offset by high growth rates in internally deve!oped
products. in the year as a whole 86 percent (prior year: 76 percent) of licensing sales resulted
from in-house’ software and strategrc components from partners.




. Sales by product segment
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Product sales marked by hlgher Ilcensmg revenves’ . ' .
Proguct sales, encompassing the llcensmg and rnamtenance segments rose to €313.0 million
{prior year €296.8 ﬂ’lllhOﬂ) The increase of €16. 2 mittion is solely due to the licensing business.
Revenues from maintenance amoumed to. €181, 4 mllhon (prior year: 182.6 millign), Just undér
the level of the previous year. Rei:able contnbuuons to sales are a characteristic feature of the
maintenance business, where we.service 3 broad and global customer base. This is a significant
asset for Softwa_re AG, since the market for mamframe maintenance not only has high entry
barriers, but also opens up possibilities for $a|_es-of'reiatéd products and services.

'

" Professional services rebound . -

The demand for professional sesvices was on the rebound in 2005, gathering rnomentum ovef

. the course of the year. Sales chmbed 9 percent o €122.7 million {prior year: €112.8 mllhon)

with Northern Europe/North America as well 3s Cenlral and Eastern Europe/Asia posting double-
dsgll growth rates.

I €milions , 2005 {'. - 2004 " " Change |
: B " {in pertent)
Licensing S : 1316 - 1142 - 15,
Mainlenance c 181.4 © 8L T
Professional services - ' ‘ 122.7 . 128 - vy
Other ' o 23 | 18 +28
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jl Mam!enance . a1 '
i [ | Ucensmg o R 1 ‘ E -
i O Professional services e W% ) . ©o ¢

O other -‘._ R 1%
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Sales growth in al} leglons
Software AG generates most of its’ Sales in.the reglonal segment of North America/Northern
Europe. In 2005, this region, which includes the United States, Canada, United Kingdorn, ‘
. Scandinavia and South Africa, contributed more than 40 percent, or €179.9 million (prior yeas:
€171.4 million) fo total Group sales. Licensing revenues in the region rose to €58.4 million,
while professional services revenues climbed to €23.4 million.

_The regional segment of Southern and Western Europe, which also includes our activities in
Latin America, increased its sales.by 9 percent 1o €1417 million (prior year: €129.7 million),

“with hcensmg revenues fising strongly by 16 peicent to €37.5 millicn. In contrast o the
remaining regions, maintenance revenues in Southern and Western Europe also improved.

In the Central and Eastern Eurobe/Asia segment, sales rose to €117.9 million (prior year:

€111.4 millien) in response to ‘strong demand for professional services and htgher licensing

“sales. Professional sérvices improved primarily in Germany,

Sales by regicnal segment (prior to consolidation)

in € millions

Noith Amenca/Nnrthern Eumpe

Southern and Western Euwpe/
talin Amenca .

" o - ‘ 7;_
Centrat and Eastern Europe/Asla” -

AT S PR

Regional sales 2005 by produci segment {prios to consolidation)
L in€milions i S North America/ Southeinand &, v R
Coe +" % Northern Europe”.

"Wsslern urope/

“central and "
Eastem Eumpe/ "

@ : B 5 "L Latin Ambdda . ¥ L Asia
j Licensing‘ T . ) o 258.4 P : 1’57.‘5 sy
t maintenance 1. 977 7 TR 500

- 6917 320

Professional services - - A0 234-

Considerable increase in growth markets -
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ngher than average sales growth in the emerging counmes confirm the success of our strategic
decision to expand into these fegmns In_Software AG's target markets in Latin America, Eastern
Europe, the Near East and Asia, sales umped 71 percent to £€37.9 million (prior year: €22.1 mil-

lion).



Position in the market further strengthened

Software AG s[rengthéned and expanded its international market position in 2005. In industry
comparisons, Software AG is the second-largest German-software firm and among the largest
European soflwareprovi.ders: Our Company is the largest European provider in the infrastiucture
software market and a,global leader in XML technology. ,

In the busmess line of Enterpﬂse Transaction Systems, we are dealing W|th clients who frequently
have worked with Software AG products for 20 or 30 years. Due to the high level of customer
satisfaction and the fact that customers are equipped with our constantly updated products, we
are operating in a Iess compelmve segment in this area.

In the integration business, on the other hand, the market is ektremeiy fragmented and marked
by intense competition. The market advantages of Software AG are based on high levels of

: competence in XML and the unique selhng proposmons of our portfolio. In this environment, the

SAG Group benefits pnrnanly from its strong position i the mainframe environment, as main-
frames frequently have to be mcorpmated into web- capabie automated processes. As 3 iesult
of its size and long-term experience, the Company is also in a good position to take on complex
and/or highly international projects, which are unsuitable to smaller competitors.

Earnings position

Operatmg margin rises again : -

Greater sales volumes, particularly in the h|gh margin Ilcensmg business, have enhanced our
earnings. Furthermore, expansion of our product range and consistent cost management have
also coniributed to income. With growth of 4 percent to €143.5 mitlion {prior year: €137.4 million),
praduction ¢osts have risen more slowiy than revenues. The Group’s operating income (EBIT)
improved by 15 percent 1o £96.4 million-(prior year: €83.9 million after adjustment for the sale
of the stake in SAP SI). The operating EBIT margin rose to 22 percenl {prior year 20 percent).

Net income for fiscal 2005 amounted to €61.8 m|II|on as.compared to £€77.2 ml”EOﬁ a year
earlier, when income from dlsposals had 5|gn|f|camly contributed lo earnings, Adjusted for this
extraordmary income, net income in 2005 -exceeded the prior year's figure by 16 percent.

Earnings per share

Eamings per share reschied €2. 24 based on the wetghted average number of shares outstand-
ing. This number rose from 27.3 millioh to 27 5 milfion shares as the result of the exercise of
options under two stock option programs for employees and management due to expire in the
summer of 2008. Compared to the previous year's EPS figure of €1.95, earnings per share rose
14.9 percent after adjustment for ‘extraordinary i income, from the sale of the SAP SI-shafes in
2004, : :



] Key earnings indicators
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" exthuding proceeds from the sale of'invairoénts in 2004 (sale of $AP 5l shares) )
North America contioues as the most profitable region
, EBITA from the North America/Nosthern Europe regian rose by 11 percent to €54.2 million,
prrman[y due to the strong hcensmg business. An operating EBITA margin of aimost one<third _
can be calculated from these frgures This favorable refationship also serves to posmon
Software AG's major saies market as the most proﬁtable region.

in JSouthern and Westen 'Eu’ro‘pe/Létin Américé' EBITA declined by €3.0 million despite the rise

insales. Among other factors, edinings were impacted by plannéd start-up costs associated
W|th the penetratton of the Latin American market However EBITA of the Central and Eastern
Eurooe/A5|a region grew t0 =€20 2 m|II|on TR

fa

A

’ * [

.Software AG's broader geographrc positioning contrrbuted drrectly 0 the increase in income.
At€7.5 million (prior year: 3.5 million), EBITA in our expansion markets of Latm Amerrca Eastern
Europe, the Near East and Asig rnore than doubled

Operaling EBITA by region
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Cash flow almost doubled _

_Group cash flow from operating activities improved to €55.7 million, almost doubling the

" previous year's ﬁgure of 28.9 millien. Operatrng cash tlow was approxrmately 13 percent of .
total sales

Capital expendrture benefrts both busrness Irnes

- Up to 14 percent of our product sales are aIIocated to research and development, We employ

these funds evenly.to develop our rntegrarron portfoiro as well as Adabas and Natural. The .
acquisitions of Sabratec and Casabac dusing 2005 should be seen In this context. As targeted
technology acqursrtrons,we regard them as part of our R&D investments.

o

© -Further improvements in cash position and equity

Sustained high cash flow levels served to-further improve the Group’s sticng balance sheet in
2005. As of December 37, Software AG's cash and cash equivalents had surged 36 percentto
£161.6 miltion (prior year: €119.1 mrlhon) despite a total dividend payment of €20.5 million in -
frscal 2004. Equity rose to €393 mrllron {prior year. €323.6 million}, resulting in an equity-to-
assets ratio of 66 percent (prior year: 63 percerit) despite’a significant i increase in total assets to
£599.3 mlllron As m the past, the Company holds no bank debt

]

_ Earnings of the parent ‘company, Scrftw'aré AG (separate HGB financial statements)
" She parent's revenues of €110 million primarily include royalty incorme from subsidiaries.

income of €10.2 mitlion was due to profit transfers and €0.4 million reflected income from
investments. Net mcome of the parent company amounted 10 €18 million.

v

Strateqic progress

- Consistent wnplementatron of growth strategy

We intend to accelerate Software AG's profitable growth and position it on an mcreasrngly
broad base. we focused en three srrategrc areas during 2005:

& Continued development of the producr portfol:o

= Expansion of our partner network ) , ,
w £xtension of our market presence worldwide.
he Company’s financial strength allows. investment in business expansion. This creates favorable
conditions for |mplementmg our growth strategy and cestainty in achrevrng our Iong term

" corporate goals



' Market oriented enhancement of product porlfolro

Both of our bysiness lines ~ Enterprise Transaction Systems and XML Business Integration - have )
Iaunched infiovative products with an emphasison new products and, functional expansions 10 )
‘modernize existing systems, integrate business ‘applications, accelerate business processes and
adapt IT systems to corporate work flows. Solutions that help customers in building service-
ariented architecture {SOA) form the core of our product portfolic. SOA provides higher produc-
tivity and economy for users, thus. futfilling key criteria for 17 investrent. As a future-oriented
and highly marketable subject, SOA affects both our integration Products and the modernization
of Adabas and Natural environments.

Cer

“significant innovations in the ETS area include Adabas 2006 and Natural 2006. These new vef-

sions of proven products are distinguished by a series of additional functions developed on the

* basis of customer requirements. We are therefore expecting a very posrtrve market reception. In

the business domain of XML Business Integration, hrghhghts included the new Composrle Apoli-
cation integrator and the launch of the £nterprise Informatron Integration package. The market
introduction of the BPM range expanded our mtegratron busrness by addmg prodocts for process
control. - ' :

Sofiware AG also rehes on acqursrtrons for the raprd and efficient expansion of splution compe-

- tence. The focus here is on the acqurs ition of technologres that will allow us to advance our range
- of rntegratron and modernrzarron products 1mmed1are|y For this reason, Software AG acquired
_Sabratec L, israel, a specialist in mtegratron software for host systems, at the beginning of

2005, The ApplinX technology garned by this acquisition has now been incorporated into our
oorrfoho Another company, Casabac Technologles GmbH, Germany, was acquired effective
August 1. This company’s Java- based technoldgy allows efficierit development of sophisticated
lnternet applications utilizing reusable components.

Our preduct certification underlines the fact that our producis conform to the most stringent
norms. Certification allows us to broaden both our cooperation with the certifying companies
and to enhance Software AG's footprint amongst their customers. In 2005, for instance, Tamino,

- Software AG's global leader in XML sérvers, was awarded the YES certification by Novell. SAP

provided our X! adapter to link mainframes with the new SAP platform Netweaver with the
distinction_of the Xl certificate.

Partnershrps promote fast mnovat!on cycles

Alliances can consolidate strengihs and allow for significant progress wrthrn short periods of
time. In the integration business in partrcular this approach enables highly efficient and
marketable salutions. Software AG is therefore involved in a‘global network of renowned pariners.
In order to enhance thrs sirategic network we forrned several alliances durlng the year under

© review, These mclude

.
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. Fuptsu {Japan): Developrng and markeung compenents for the rmplementatron of BPM
“solutions and SOA _

» IDS Scheer (Germany) Supplementmg our business process management solotron with
design and monitofing functronalrty

» Danet Group {Geimany): Creating a new industiy solution for the telecommonrcatrons lndustry

. {\ctrve Endpomts, In'c., {USA): lnr_rovatrons geareo to _1he SOA and web’services market

Sales channels extended for the tong term C

This enhanced. partner network also serves to extend our sales channels. The aIIrance with Fujitsu,
for instance, includes the sale of wo of Soflware AG's integration products via the jJapanese .
company. Sofiware AG's market strength in Europe and Fujitsu’s strength in Asia are utilized in
tandem. As part of our.cooperation with SAP we offer integration services and now also act as
software and service partners for SAP Germany.

Presence in global markets
The three regional segments of Software AG service more than 70 countries through our own
branches or sales partners. Growth in-our traditional markets is increasingly being supplemented

-by activities in emerging markets We percewe promising potentlal in particular in Latin America,
-Eastern Europe (rnc!udrng Russra) as weil as in the Middle East and Asia.

+ - . . +

. In order to'develop new w sales areas In Central América and the Caribbean, we acquired APS _
'.Venezueia in 2005, mcludmg its affiliates in Panama and Puerto Rico and additional subs:drarres‘-

in Costa Ric and Panama In terms of organization, the group of ' companies reports to the newly
established Software AG Latrnoaménca S.L. headquartered in Spain. In order to further develop -

this expandrng busrness area we have opened addltionai offices, mcludrng offrces in Chrie and ot
Brazil, - :

a
o

Research and Development':'-

"Market proxumty assures CUSlDlTlEf‘OI'lel'ltEd rnnovataon

We have finked our research and development closely to the demand profiles of our customers.
Networking the market with the sales, research and development functions enables companies
to quickly respond to changing customer demands and offer appropriate producis. In the
innovative integration business, this is 3 key advantage. Software AG's R&D sites are distributed
through five countries. As 3 result, we exploit the specrfrc innovative potential and cost
advantages of the drfferent countiies.

In the area of marnframe modem:zatron our portfoho covers all key client requirements. In
expanding our integration.ling, we focus on innovations that address our clients” major integration
problems. Software AG builds on proven competence in ai! those technologies that are of
significance for servrce orrented architecture. Comprehenswe utilization of available solution
elements ano standardlzed components facrlrtales the rapid and effrcrent launch of new products



CentraSrte sets new standards for SOA

Our strategic alliance with Fujitsu is partrcu]arly important in this context In 2005, we jointly

'developed CentraSite, a product that manages integrated business processes in a service- -oriented

architecture. The product avarlable since October, combrnes metadata from both partners’

integration products; thereby fulfiling the elementary prerequisites for successful SOA-imple-

mentation. Centrasite will be marketed and developed further by bath companies.

Industry awards furnish proof of the nigh standard of our RED activities and the resulting products.
During the year under review, one of the distinctions received by Sofiware AG was for the .

“Best Enterprise Solu'tto_n”. This prestigious award is conferred every year by America’s top system
integrators, value-added resellers and oroviders of corporate applications and internet services.

:lSales and Marketing

. Global rnrtlatrves fosterexceliencern sales - _ B

Customer proximity is 3 key characteristic of our sales and marketrng activities, which are

- allocated to country managers for organrzatronal purposes. In strengthening direct sales, we

apply measures that standardize our sales activities rnternatrona!ly and support them with

- high cémpetence levels. Active customer management and an exchange of best practrce models

are significant parts of this process

Cornerstones of our‘ go-to-market model have been accumulated in our Corporate Business

-Excellence Center (CBEC) since 2005.The objective of the center is to promote prefitable business-

arowth for Software AG in all regions by hrgher degrees of customer satisfaction and rntensrfred

sales activities. individual initiatives can be effectively coordinated under one roof and quickly

implemented. Core elements of the CBEC include:

= High Performance Sales Cufture Project: The program. encompasses all regions'and aims at
enhancing the effectiveness of the sales division, stimulating the exchange of information .
between countries. .

s Customer Briefing Center: The contact hub for international key accounts. In 2005, the center
installed a community platform for our user groups worldwide.

" Executive Customer Visits: A program that optimizes global customer contacts through

management visits.
e The Customer Knowledge Base For worldwrde rnformatron expenence and best- practrce
transfers



Executive Board and Supervisory Boérd

‘ Addrtronal area of responsrbrlrty in the Executrve Board

Dr. Peter Kirpick has been a member of the Executive Board since April 1, 2005. He is responsible
for'the new department of XML Business Iolegrataon and consequently Software AG's integration
business. Andreas Zertler left the Executive Beard in may. Alfred Pfaff, previousty director of the
German SAG Systemhaus GmbH, was appointed as successor for the sales region Central and
Eastern Europe/Asia in Ottober. There were no changes to the Supervisory Board.

Personnel .

4

Numberofemployeesontherrse B - o

_As of December 31, 2005, Software AG had 2,750 fult -time equwalents throughout the world,

up 13 percent from 2,438 persons a year earlier. Headcount increased primarily in the Southern

and Western Europe/Latin.America region, in respense to the expansion of our activities in Lo
South and Central Ame_rica'and the aco‘uisit'ion of the APS Group. The new hirings- focused on .

the following activity areas: Research and Development, Professional Sesvices, Sales and

Pre-Sales. Given the strong international orrentataon of Software AG, aporoxrmately 72 percent

of staff works outside Germany .‘* .

Headcount by function {full-time positions)
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Above and beyond our darms 10 technologrcal teadership, we want to further knowledge and
performance we lherefore seek to promoie and support our empioyees in numeraus ways.

A central element of this approach is our Corporate Unwersrty,_whrch was instituted in 2005 and
coordinates internal training requiremerrts worldwide. Given Software AG's rigorous market

.orientatior, ihe’ fields of: Tethnology, Sales and Marketing are the main focus of training. The

sy[labus encompasses global management development, customer-first seminars, technical
training weeks as well as an evening academy.
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“Ri‘sk report ) > B

Rtsk pollcy centered on a high. degree of secunty : :

Profitable ‘growth is Software AG's primary goat. We follow a stiategy that is geared to secunty
and to sustarnabiy increasing corporate value The combination of established and consistent
_business activities with a future- oriented. involvément in promrsrng market segments and
reg|on5 are. charactenstrc of thrs strategy. ©

We piace high value on a balanced risk~opportunity ratio in all of our ventures. As a result, we
_only take on risk in the event that the related apportunities have a high probability of enhancing
~ the value of the Company. A prefequisite in this respect is that the rrsks appear manageable
and controllable on close examrnatlon AR "

f 1

Rrsk management system |mplemented throughout the Group _
Software AG's risk management system is desrgned 10 identify discernible nsks early on, to

assess them accurately and to either avoid thern entrrely of limit them to the greatest extent
- possible. Continuous risk observat:on rdentu‘res possrb|e threats, promotes the systematrc and
timely assessment of the probable overall status and appropnately supports the effectiveness

: of countermeasures

Operational risks as well as financial, economic and market threats are ail included in our risk
observatron RisK areas that have been rdentrfred are mon:tored on an ongorng basis. One of our
tools is a ba!anced scorecard system " S

t L. ' A‘l | '!., ) - “.
. The Executrve Board is kept contmuously rnformed of all concewable current and future risks’ as
well as the averall Tisk structure via estabhshed communication channels in-order 16 prevent
and reduce threats, specrtrcatrons exist that.are applicabie throughout the Group; these specifi-

"cations are constantly updated and compirance is nonitored regularly.

Control system with central responsibility
Software AG's fisk management—systemencompasses our headquarters and our regions. Risk
prevention througiout the Group is managed and controlled centrally at corporate headquarters.
this is where risk reports are prepared, development of the risk management systern initiated
and gurdelmes for the entire Group that serve to mitigate risk elaborated. The areas mentioned
‘are also, requrred to review that risk management as wel1 as risk reporting to the Executwe
Board are- both functlonal and relrable

* N . S
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Operatlonal risks

Software AG has operatronahzed business fisk by way of mterna[ gurdelrnes on business polrcy
and practrce as well as via ‘components of the Internal Control System (ICS): Durmg fiscal 2005
all existing. internal quidelines were comprehensively revised based on the criteria of effectiveness

. -and control. Guidelings {Policies) are part and parcel of the. interna control system; they are

classified in accordance with the various’ domains, (General, ‘Professional Services, Financial Powers
and Financial Markets) The policies defined regulate internal processes at 3 globat and local
level and assist in manitoring Software AG Graup's operating business risks as well as providing

- @ service to management. in order to'enhance transparency, these policies are administered

and published centraily..
Another component of risk management is the transfer of operatmg risks to insurance carriers.

The General Services department in corporate headquaners coordinates this function worldwide.

Market risks
The growing global presence of Software AG increases our independence from individual

‘ regronal submarkets. By building up our mtegratron business we are, moreover, decreasrng our.
reliance on developments in the mainframe market. Technical innovations and the expanding

rniegratron range increase satisfaction on the part of ETS customers, thereby assurlng a broad-

" customer. base fos Software AG.

Product rlsks

Software AG's Research and Development uses constant feedback vis-a-vis customer require-
ments. This ensures market driven and also hrghly marketable products. Nevertheless, s in all
T companies, the challenge of optrmal allocatron of our R&D resources persists. We reduce

~ this risk by implementing the functional trrang!e {Sales ~ Marketmg R&D) and by close contact
with customers in all industries. and ountries.,

Performance risks

_Inthe area of professional services, orders are frequently generated based on price. In order
. 10 counteract the resulting margin reductions; we are currently mpiementmg a process

approach that centralizes and- consrderabiy trghtens the approval process for service contracts.

Sales rlsks ; ‘ ' -

The complexity of our products requrres 3 hrgh Ievel of experience and expernse ont the part of
our sales farce. In order to assure rhese requirements, also with respect to indirect sales via our
partners, we offer lntenswe trarnrng "and favor long-term partnershlps
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) ngatron risks 3 . :
As case law on patent rights contrnues to develop in. the U.S. and the European Union, software
is increasingly covered by patent protection. Consequent legal proceedings with regard to
patents may also impact Software AG. Furthérmore, the risk of being invalved in litigation in
connection with sales disputes also exists. A setilement was made in a lawsuit with a U.S.
software company in April 2005. The related risks can therefore be regarded as eliminated.

Risks arising from b.5. export regulations

One of our focations in the U.S. is part of Software AG's R&D network. Development that occurs
there is subject to U.S. export regulations. Restrictions exist against exports to countries under
U.S. embargo or to companies that are on the US. black list. United States export reguiations also
apply to products in which the provenance of component parts greater than a certain minimum
can be traced back to development undertaken in the United States. Failure to respect these
export regutatrons may result in sanctions frord the'U.S. administration. Software AG, with cus-
tomers in‘over 70 countries around the globe has elrmmated this rrsk by mplementmg an
mternal monltorlng system T -

, Safeguardlng acqursrtrons .
. Software AG is expanding its technologrca! product range by means of selective corporate

acquisitions. In order to successtully intégrate the companies that have been acquired, we have
defined safeguardmg processes for the time pnor to and after acqursrtron

i
4

o Pre- acqbisttion phase 'Prior to a takeover, an intensive review is conducted to ascertain
whether the techno|ogy of the cornpany in question effectively expands Software AG's product
partfolio. Every acqursrtron is preceded by a precise analysis of the financial condition of the:
target company. Moreover, the questron of whether its corporate culture is compatible with
ours is explored.

e Post-acquisition phase: Control mechanisms are used in order to identify possible problem
areas as quickly as possible. They alfect key',_areas of the acquired company, including Finance,
Legal Affairs, Research and Development, Sales, Marketing and Internal Communication.

Personnel risks
Software AG is a technological Ieader in the business areas in which it operates As a result,
those with expertise in this area are also in demand at other software companies. In order to
prevent our employees § from being enticed to join other employers, we bind them closely. lo
our company by means of profit:sharing, opportunities rn continuing education, and non- com-
petmon agreements. Statf turnover in Software AG both at the Group level and at corporate
headquarters, is low.

e
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. Due to Software AG’s diversified markets and custorer structure, no cluster risks exist. Default

Exchange rate sisks - S o o . , S
. As an international company, the Software AG Group operates-in a variety of currencies and is _
therefore subjeci to exchange rate risk. Based on internal quidelines, we utilize derivative finandial
instruments in order to fessen the impact of exchange rate changes. In addition to hedging
existing foreign currency receivables and payables, we also use hedging instruments to protect
planned payment streams “and income of rndrvrdua[ Group companies against changes in valug-
due to exchange rate quctuatsons AII exchange (até fisks are monitored centrally,

Other financial risks

risks are marginal as a result of the generally hrgh level of credit-worthiness on the part of our

- Customers. — S R

No ma;or |mpact risks .

This overview indicates that risks in the Software AG Group are limited and manageable No
fisks have been |dent|fred that are hkely 0 jeopardrze the contrnued existence of the Company
now or rn the future ) . :

Ouflo'ok

Economic forecasts continue positive o ‘ _
Accordrng to initial talculations, the global eccnomy wrll again grow by more than 4 percent rn : . .
2006. A rise in key interest rates or fusther i mcreases in oil prices may slow, this growth. Less -
influence; ‘however, is attrrbuted to energy: prrces than in‘the previous year, since in 2005the
globa! economy proved to offer greater resrstance to rhrs influence factor than antrcrpated

High growth rates on the American continent' ,‘ . E . ) ;
Despite rising interest rates, 3 production increase of 3.4 percent is expected for the United , -
States, Software AG's most mportant regional rnarkét'rhis again shows 'the significant role

of the U S. in driving the woild-eccnomy. In South Amerrca rising domestic demand and a.

supportive monetary policy have stimulated growth. Chile may be in the lead; CEPAL, the UN ~

research institute, anticipates an expansion rate of 5.5 percent. Economic development in the

countries of Latin America will also progress, with a forecasted increase of 3.7 percent.

In Asia, the Chinese economy shows early indications of coaling. This is expected to be
expressed in a flatter upward trend in emerging East Asian countries. With its rise of 9 percent
in terms of gross domestic product, however, China remains the world’s most rapidly growing
economy for the time being. ' '
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Accelerated economic growth in Europe * -
The Eurpean Commission is forecastrng econornrc growth of 15 percent for the EU countries.
It is expected that after a long hiatus; _prrvate consumption will once again contribute to economic

" revival in 2006, in addition o export and higher capital expenditures. This is particufarly true
. for Germany, where the gross domestrc product at 1,7 pércent may grow more significantly

according'tg predictions made by the' institut fiir Wirtschaftsforschung (Institute for Economic
Research) Eastérn Europe is expandrng faster than the Western European countries.

IT market is benefiting from h'igher budgets
Global 1T growth is picking up in 2006. Growth in the U.5. market may be above average, with
Gartner Research assuming a potential rise of 5.5 percent. The market for information technology

may also evidence higher growth rates in Europe. Increases in IT budgets amounting to 3 percent

are estimated for Western’ European countyies. EITO estimates a market growth rate of 4.2 percent
for the European Union, This upswing includes the German market, for which ETTO forecasts an
increase of 3.6 percent. 1DC even consrders growth of 4.5 percent to 73 biifion dollars within the
realm of possibility.

Integration is driving'the software market .

Companies’ intentions to modernize, network'and update IT systems will gather force in 2005.
A survey conducted by‘ the consulting firm AMR Research among 300 U:S. companies revealed
that 71 percent of i managers place software invesiment at the top of their lists. According to
IDC, key customer interests are in the fields of business process outsourcing, open source and

"SOA. This dovetails wrth the results ofa Capgemrnr survey, “according to which 82 percent of -

European and American firms are focused on SOA.

Gartner has already rewsed its prognosis for our market upwards and now expects an average
rise of 2.5 percent frorn TIOW until 2009 for the Application Integration and Middleware (AIM)
market it Europe. The European market velume for integration solutions would then be at a

’ leve of 2.33 billion dollars, Until now, analysts had assumed an increase of 0.8 percent a year

untll 2008. With respect to the global market, Gartner is forecastrng an annual increase of
2.7 percent untit 2009 0 a total of 7.13 billion dollars » :

Software AG contrnues on growth course

Software AG's emphasrs is on profrtab!e growth. we are assuming a fise in Group sales by

10 percent and an' EBIT margin of between 21 and 23 percent for 2006. For the medium term,
we anticipate sales rises appsoaching 1C percent. Our aperating margins are likely to be.
between 20 and-25 percent. In'expanding our business, we are fowsrng 0N 0rganic growth
Further technologrcat acqursruons are also possible.




‘ growth partrcularly in the BPM drvrsron

The licensing business will increase significantly in future. We expect sales growth of 18 to
20 percent in 2006. The maintenance business will continue to be stable for the time being;
revenues from servrces are likely to be 12 to 15 pescent higher from our current perspectrve
than in the year under revrew

Both business divisions evrdence further growth potentral for 2006. Total ETS revenues should
increase by 510 7 percent We are expecting a sales suige of 20 10 30 percent for the XML
Business Line. These high rates of increase highlight the integration business as an important. -
contributor ko growth for Saftware AG. OQur competence in integrating systems and applications
places us in a promising position in this market, which is growing at breakneck speed.

Rising demand for SOA components will further extend our market opportunities. Against this
backdsop, we anticipate being able o expand our"integratioh solutions business further. In order
to effectively exploit our potential, we aspire to enter into future partnerships with other com- .
panies in the integration business. ‘We expect stable sales at the current high level for our main-
frame modernization products..Here, too, however portfolro expansrons ay lead to further

Strategic focus in 2006

In order to broaden the base.of our profitaBle growth, we will continue our expansion into
emerging markets. The focus will continue te be on countries that have a bafanced risk-
opportunity prafile. In addition, we will contmue 10 add to our strategic aIIrances thereby
rntensrtyrng the posrtrve effects from our netwaork of rengwned software companies.

" we will push. fo'rward with cornple_tion of our integration suite in the area of XML Business

Inteqgration. Key priorities in the ETS area are continued supplementatian of our portfalic and
initiatives 1o attract new customers and enhance customes loyalty.

Initiatives started in the year under review with 3 view to further develoging o'rrr internal
potential will move into a central focus: : '

@ Human Resources: The ernphasis in this area is on the selective advancement of employees
engaged in the fields of Marketing, Saies and Professronal Services. Development programs -
for management will also piay a part. Programs desrgned for global implementaticn will
ensure that competence standards.are maintained in al areas of Software AG.

@ Business Excellence: Within our Global Networked Company we continue to work on improved
concepts, processes and work flows. A key starting point is the global implementation of -
proven processes and methiods.
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Events after the balance she‘et date

on February 23, Softwafe AG estabhshed anew sub5|diary in Japan, Soitware AG Ltd with 3
share capnal'of £72, 000.

in order {0 strengthen our market position in the SOA area, Software AG introduced a new
integration suite on February 28, 2006. The announcement went hand in hand with a re-
brandmg of the XMLi busmess line and ali aSSOCIated products under the name crossvision.

-
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€ thousands . 2005 2004~
Licensing ) N 131,629 TUH4214 0
i Maintenance ; ‘. v 181,428 182,565
V- Professional sefvices s e EE 122,738 112,828
1 Other 2,238 1,764 .
i Total revenue ; 3
" Cost of seles ~143,501
i Gross profit R )
1 . D
' Research and development costs -43193 [ ¢ .- A9604..
1. selling expenses - 109,093 - 89,045
' " Genessl and administrative expenses - 48,334 . .- = 45258
" Opesating result
+ Income from sale of SAP Sh-shares ; . 0 {. 24,579
I Other operating income i ™~ 13,477 13,557 -
+  Other aperating expenses o . 17 - 10,984 -183°0
[ Earnings before interest, taxes and goodwill amortization. - LT i
¥ Goodwill amortization i coale
Earnings before interest and taxes Tl - R
B . i ] P G
Nel interest income . N R
Earnings before taxes - S
i Incofne taxes o & . 9] - 37,768 - 33,049
Other taxes RN . AL ~1,607 L -1,442
Net income for the year s o R R N}
{‘ B : - ) P e o o o o
I~ of which: attributable ta Software AG sharehalders .. -* s 61,625 AR
of which: attributable 1o minority interests. - 7. T = .. B “{11] 141 8
\ - o e S
)y Earnings per share (basit) S . " [12) 2.24 753
. Earnings per share (dituted) PR <[z} 2.3 233
; : ' e ——
i Average number of shares outstanding (basic) = - c 27,529,560 27,266,752
« Average number of shares outstanding {diluted) ..~ -.¥ 7 - K 27,610,743 27,265,7;-2:
i F : : ; T g

e e i s




Consolidated balance sheet

Equily and Liabilities

Assels
| fthousands ' : T December 31, 2005 | December 31, 2004 - i
i Current assets T ; - :
1" (ash on hand and bank balances L 151,767 89,397 i
P securities 9,811 29,695 b
i Inventories 335 TS { '
I Trade receivables 138,494 109,674 .
© QOther receivables and ather assels 4,766 4,015 H
. i  Prepaid expenses’ . - 18] 4,549 5,261 i
i - . - - v !
. i MNoncurrenl assets } T Coe e T LT RS . .
' ' Intangible assets - N - T R A P 6093 |- o 1516 . % 7
Goodwill ' ) i i Yo, 18] 188102 | . - - 1745% . |
, ) Property, plant and equipment I L . ) 46,324 L aame . ‘
| Fisancial assets . . L N . T 2,233 Covo1se ! Cd
) 4 Trade receivables ' 11,780 14,648 - E I
t - Deferred taxes 35,083 35,677
I

+, €1housands - ., o December 31, 2005 | December 31, 2004
{  Current liabilities : oo o
1 Financial liabilities ; : 2,654 " 3,349
' Trade payables 22,760 21,192
. Other liabilities . 27,711 22,279
+ - Other provisions ) 25,437 33,257
| Tax provisions 15,711 14,291 .
" Deferred income | 58,579 s . 47,245
i
i Non-current liabilities +
.\  Financial liabilities 1,698 3,490 -
| Other liabilities 4,201 299
+  Provision for pensions 25,108 22,149
1 Other pravisions 2,544 206
1 Deferred taxes - 15,502 12,443
' Deferred income e 4,444 6,183 .
1 1
i sharéholders’ equity
! Share capital 84,108 1,800
* (Capital feserves 20,428 132
¥ Refained earmings L N 208,143 - 154,632
~ Netincome attributable to shareholders of Sofiware 61,625 (77325
[ Currency translation differences i ' - 15,203 Z 15T
', Other reserves . R 33,506 51,847
" Minorlty interest - : 381 240 1
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Consolidated statement of cash flows

January 1, 2005 to Decerber 31, 2005

i . Net cash provided by {used in) financing activities ~ ~ =~ '* Cer oV

Change in tash 2nd cash equivalents from cash relevaat transactions

i T

Effect of foreign exchange rate changes on cash and cash equivalents

R e

Net change In'cash and cash’equivalents L

€ thousands < 2005 2004
i : 2] R
Net income for the year : , : 61,766 77,230
Income taxes - ' Co B 17,768 33,044 -
Net interest income - 4,736 - 3,253
. Amortization/depreciation of nen-current assels 7,937 11,152 -
i Result from sale of SAP Sl-shares : 0 -24,539
i Result from sale of other assets - ) 146 281
| Operating result before changes in working capital - R a
{. Changes in inventories, receivables K
. and other assels - ‘ . ) -23936 3,753 -
" Changes if payables and ather liabilities O 5,395 - 48507
3 Income taxes paid L Cote e - 33,681 - 22920
“y Interest paid \ . ‘ - : - - 4,54 - = 2,360
I Interest received e --3 - 9,207 5,353
. Net cash provided by operating activities R B e |
i . i . E
' Proceeds fom the sale of property, - RN ‘ -
«  plant andequipmeﬂlﬂnlangiblg. assels o CoTe e i 203 166
; Investments in praperty, ‘ ' -
plant and equipment/intangible assats S - - 9,559 26,031
Proceeds from the sale of financial assets - oo 3,430 27311
investments in financial assets - 4,128 - 826
Investments in affilisted companies - o - 8,989 ¢
Net cash (used in) provided by investing activities ST - B E
. . ‘ ' a0 ] . ) ‘ .
. Proceeds from the issuance of share capital ’ - 22,604 i
' Dividends pald . : : R : - 20,450 .
y  Repayments of current acquisition-related liabilities : Sl .
I and repayments of financial liabilities R - 1,959 -3,

Cash and cash equivalents at beginning of period e

! cash and cash equivalents at end of period o

i+ pr o p—————— + gy —— —— o & —— b -
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Consolidated statement of recognized income and expense I

- R

. - €thousands . ST T 2005 e 2004
» Currency translation drﬂerences 26,371 S =913
Net foss from fair value measurement S . o T
‘of fifiancial instruments not recognized in income -.° -1,250 LT -17,345

" Net gairi/toss from fair value measirement . -
of net investments in foreign cperations ] ' p
_not recognized in income R : x

Net loss from the measuremem
" of pension cbligations not recognized in income ¥
Total income and expense directly recogmzed
in equity

Net intome for the year ~ N ¥l
Total recognized income and expense” .~ L

e Ert. s et et kel
+

.- - General

Basis of presentatron

——— . mm — e ——— [P | —_— _——— —_——e——

Software AG's consoludated frnanual slatements are* prepared in accordance wrth the lntematlonal

Financial Reporting Standards (IFRS) as promulgated by the International Accounting Standards

Board (1ASB). The |AS/IFRSs applicable as of December 31, 2005 were observed as were the
corresponding mterpretalrons of the lnternatronai Financial Reporting Interpretations Committee
. (FRIC - formerly SICY. The'same accoun{mg polrcres have been applied in these interim financial

staternents as in the 2004 financial statements

Darmstadt. The Company is the parent company of a Group which is active in the fields of
software development software hcensmg software mamtenance and IT services.

'r » ' Software AG is @ registered stock corporation under German law with registered offices in
I

ihe consolrdated frnancral statements of Software AG are expressed in thousands of euros

“ unless otherwise stated.

Principles of consolldation

The separate financiat statements of the companres inciuded in the consolrdated financial
statements were prepared in accordance with uniform aecountmg policies pursuant to IFRS 3s

of the balance:sheet date of the consolidated flnancrai statements (December. 31, 2005). Al

! . - " annual financial statements of lhe subsrdranss were audited by mdependent audrtors who

‘e

. . . issued unquahfred audit opinions in each case. - -




[N

with regard to companies founded by Software AG itself, ‘the initial consolidation method
applied to business combinations was based on the respective date of foundation. The date of
first inctusion in the consolidated financial staternents is taken as thé date of consolidation for
the companles mmally consolidated in 1994, i.e. SAG-E, SAG-F, SAG-CH and SiH for the Asian
subsidiaries, forSQL and for SAG- IRL, The date of acqu;smon was selected as the consolidation
date for all other companies included in the consolidated financial statements.

The initial consolidation of the companies which were first consclidated prior to December 31,
2002 was performed on the basis.of the book value method in accordance with Section 301
(1) Sentence 1 cf the German Commercial Code (HGB) “accordingly, the acquisition and start- up
costs were offset against the Group_s share in equity of the consolidated subsidiaries. initial
consolidation after the transition to IFRS on January 1, 2003 was performed in accordance with

IFRS 3 requlations. Subsequent corisotidat’ions were derived from the relevant initial consolidation.

Goodwil arising from business combmahons was offset against retalned earmngs for acqmsutaons
prior to January 31, 2001 in accordance with Section 309 (1) of the Commescial Code. Goodwill
arising after January 31, 2001 was capitalized in accordance with previously applicable HGB

~ accounting principles and amortized over 10 years, using the straight-line method. in accordance

with the option set.outin IFRS 1.14, the Company continues to account.for business combina-
tions and the resultmg goodwxll on the date of transmon to IFRS in accordance with the German
{ommercial Code. .

Since the transition {0 IFRS on January 1, 2003 (date of transition), goodwil pfevicmsly capitalized

. in line with the Commercial Code is measured in accordance with 1AS 36. Thus goodwill was

frozen at the tarrying amount stated on, the dale of transition’ frorn HGB to IFRS on January 1, 2003
and only written down in case of actual impairments. Goodwill reported on the balance sheet

s lested annually for impairment.

" Revenue, expenses and income, receivables and payables arising between consolidated companies

have been eliminated. Intercompany earmngs are eliminated whefe these were not realized
from services to third parties. Group equny and net income attributable to minority interests are
reported separately from equity and net income attributable to the parent company.

scope of consoltdatlon .

The consohdated financial statements include Software AG and all of the companies it controls.
Contsol i i generally consndered to emst if Software AG directly or lndlrectly controls the majority
of voting rlghts of a company's subscnbed caputa! and/or is in a position to determine the
financial and operating pohc[_es of a company.

+

Y



Software GmbH Ma‘kellng, Daimstadl
| SAG East GmbH = A-Software Company, Darmstad! 100 | SAGME
. sqL Datenbanksysteme GmbH, Bedin™ . . " - - '--r-. PP 100 | -5Q~
* SAG Systemhaus GmbH, Darmstadt 3 -. - T 1 100 | SAG-D

Share in %

with Iis subSIdlary ‘:-‘.

] Software AG Be[glum SA. Brussels/Belglum o 76
| _in which Software AG also has a, dlrectstake £ 24
. . I Software AG France SAS, Gentllly/Fance <o 2, 5 F ol e 100
i Software AG llalia 5.1.4, Cassina de'Pecthi (Mi)/ita!y 2 100
"+ - Software AG Nederland BV, NieuWégéfn/Nethéﬂénds 100
' Software AG Nordic A/S, Taastrup/Denmark DR FY 100
. Lo ' with its subsidiariess ~ *74 iae LT .
: . ) -1 - Software AG Norge A/S; OsIo/Norway i S 100
i . . , Software AG Noidic AB, Kista/Sweden ="+, L 100
: . QY Software AG Finland; Helsihki/Finléhd_u N 100
! t  Software AG Osterreich, Vienna/Avsida™ = - - ' 100
a 1 Softwale AG Polska 5p. 7 0.0, Warsaw,/Paland _ 100
- + * Software AG s.1.0., Praque/Czech Republic, - - . 100
‘ ! Software AG Bilgi Sistemleri Ticaret A.S., Istanbul /Turkey,” 100 -
| , 1 Softinterest Holding AG, Zug/Switzedand ) 100 | SH
i with its subsidiary  * R T -
; SAG Software Systems AG, Dleltkon/Swntzerland ‘ 100 | SAG-(H
! Software AG Espafia SA., Umpersonal Tres (antos (Madnd)/Spam 100 } SAGE-
' ! with Its subsidiaries . = - . o
: Software AG Es?aﬁa Sys!emhaus S L., Umpersonal [ e B
i Tres Cantos {Madiid)/Spain .~ & - - . 100 | SAG-ESYS..
: Software AG Portugal Allg Fedr ologla Inforrnaihca Lda e
i { lisboa/portugal L T T Cr e 100 | sAGP
i Soflware AG Factaria S.A., Samiago/chﬂe - T 100 |. SAG-CHILE
. 3 Soltware AG Latinoamdéqica, 5.1, Tres (antos {Madnd)/Spam 100 | SAGAATAM
’ 1 and an indirect stake in .7, . - N
i Software AG amsui lnforméuca e enngos Ltria, B T
! 580 Paulo/Braul L 100 | SAG- BRAS
; Saftware AG-de Puerlo Rico, Inc; San Juan/Puer!o Rico - 100 |- SAG-PUER -
| Software AG Venezuiela, C.A., Chacao Caracas/Veneruela 100 | “SAG-VEN .
! 100 | Aza

A. Tancani & Asodiados, C.A; Chatao Careas/Veneruela -~

Software AG de Panami, S. PP 100
- and an indirect stake'in* -
Sinsa Movil, S.&, clavlon/Panama, u! S 100

100

_Soluciones dalntegradﬁn de Negmups, SN, San José/tusta Rl‘ca

~.-:
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b) Foreign companics

sharein%  Company code

! “software AG, Inc., Resten, VA/USA < - T 7] SAG-USA
C i withits subsidiaries Lt e Rt : L o
} Soilware AG, 11C, Reston, VA/USA S RN 100 SAG-LIC - i f
' and an indirect stake in* "_-- R B Co
i Software AG Austsalia (Holdlngs) Pty Ltd e k 1
i Nosth Sydney/Adstralia- 3+ W el 100 | SAG-AUS (Holding) |
! with its subsidiary P S AL - !
. Sottware AG Australia Pty Ltd., North Sydney/Australia 100 | SAG-AUS !
i Software AG Funding Corporation, Reston, VA/USA * & . 100 | SAG-FUN ‘
i Software AG International, Inc., Reston, YA/USA ", = 100 [. SAG-INT “
! Software AG (Canada) Inc., Ontario/Canada = v 100 | SAG-CAN :
' Software AG, 5.A. de C.V. {(Mexico), Mexico DF/Mexlco 100 | SAG-MEX ‘ t
4 SGML Technolagies Limited, Deeby/United Kingdom' -~ .0 100 | SGML |
} software AG RED Ireland, Ltd., Wicklow-Town/reland . - 5 " % 100 | SAG-IRL !
| software AG (Hong Xong) Limited, Hong Kong/PR of China > * - - 100 | SAG-HK i
' software AS (Singapere) Ple Lid, Slngapo{e/Smgapore s 100 | SAG:SIN {
i " with its subsidlary - T noE o i
? ) Software AG (Asla Padific) Support Cen'tr.e Pte Ltd, L . :
Smgapore/Slngapore - T ‘ 100 | SAG-AP- - i
J_ Software AG {M) 5dn. Bhd., Kuata Lurnpur/MaIaysna 100 | SAG-MAL ~ o, ¢ t
£ software AG (Philippines}; Inc;, Pasig City/Philippines " 100 | #SAG-PHI ~ Yy
. software AG South Africa (Pty} Ltd, Bryaiston/Sauth Africa -~ .~ 100 | SAGIAC )
. Software AG {India) Private Lifnited, PUne/india . %= 51 | SAG-IN
v - Software AG {Shenzhen).Co'Ltd, Shenzhen/PR of chm’ , 100 | SAG-CHINA >~ =
T Sofiware A.G. (Isrel) Lid, Or-Yehuda/israel St 100 | SAG-KR
| and an indirect stake in~ - - o ‘ ' c
' .. Sabratec Technologies, Inc., New York, USA T X 100 | SAG-SRUS - . E
.~ SAG Systems RUS L|m|ted Llablllly Cnmpany, Moscow/Russm - 100 | SAG-RUS - i
e e e mmam— e e e ma am ._,,_.-_m,___—_' S |

Changes in consolidated grof;p
The following changes in the consolidated group have occurred since December 31, 2004:

The following companies were established in fiscal year 2005:
s Effective as of January 6, 2005, Software AG Facioria S.A., Santiago, Chile, with a share cap'ital
of €8 thousand, wholly owned by its parent company, SAG Espaiia.

s Effective as of May 27, 2005, Software AG Latinpamérica, S.L., Tres Cantos (Madrid), Spain,

-with a share capital of €50 thousand, wholly owned by its parent company, SAG £spafia.

» Effective as of July 25, 2005, Software AG (Shenzhen) Co. Ltd,, Shenzhen, People’s Republic
of China, with a 5hare capiial of €200 thousand wholly owned by its parent, company
Software AG.

= Effective as of August 3, 2005, SAG Systems RUS Limited Liability' Company, Moscow, Russna
with a share capital of €50 thousand, wholly owned by its parent company, Scftware AG.




‘. Effectrve as of August 11, 2005, Software AG Brasn Informatica e Servigos LTDA Séo Paulo,
Brezil, with a share caprtal of €421 thcusand wholly owned by its parent company, -
Software AG Latrnoamérrca

+

- In‘addition, the following cornbanies were acqrriréd in fiscal year 2005:

] _ o Effective as of February 3, 2005, Software AG acquired two companies of the Sabratec Group,
- : ~ Software AG Israel-(formerly Sabrafec ltd., Israel) and its subsidiary Sabratec Technologies,
’ ’ Inc., USA. -

+
1

These companies were mma!ty consolidated-as of the closing date. The fixed purchase price
including ancillary costs for 7100 percent of the shares was €6,159 thousand. in addition, the
purchase price includes a variable portion based on future sales. At the time of their dcquisi-
tion, these companies contributed equitrf of €1,213 thousand to the consolidated accounts.
In fiscal 2004, these acquisitions generared revenues in the amount of €2,185 thousand.

o Effective as of June 29, 2005,-thé Company acquired the six companies of the APS Group in

‘ . B ~ Central and South Amefica. Two of these companies are located in Venezuela (SAG Venezuela,

formerly Andlisis Programacréﬂ y Software, C.A. (APS) and A. Zancani & Asociados, C.A.
(AZA ), twe in Panama (5AG Panama, formerly Soluciones de Integracién de Negocros S.A.
(SINSA) and its subsidiary, Soluciones dé integracion Movil, S.A. (SINSA MOVILY), and one

-, company each in Costa Rica (another subsidiary of SINSA, SAG Costa Rica, formerly Sotuciones
de Integracién Movil, S.A. (SlNSA Costa Rica)) and in Puerto cho {SAG PTO. RICO, formerly
XML Partners, Inc. (XML))

These companies. were mmally consolidated as of the closrng date. The fixed purchase price
including ancillary costs for 100 percent of the shares was €4,102 thousand. In addition, the
‘purchase price contains a. variable portion based on future sales and earnings. At the time of
acquisition, these compames diminished the Group’s equity by €—415 thousand. They generaled
revenues of €3,551 thousand i in frscal year 2004.

. With 'effect from August 1, 2005, Software AG acquired Casabac Technologies GmbH in
Bammental near Heidelberg, Germany, including its U.5. subsidiary, (asabac Technologies, Inc:
These companies were'initially consolidated as of the dlosing daie (August 1, 2005). Casabac
Technologies GmbH was merged with Software AG, retrospectively effective as of August 1,
2005, as-stipulated in the contract dated November 7, 2005. As of December 31, 2005, the
company was not yet registered in the commercial register.

The fixed purchase prrce including ancrllary costs for 100 percent of the shares was

. £1,531 thousand. [n addition, the purchase price includes a variable portion based on- future

sales. At the time of their acquisition, these companies contributed equity of €75 thousand
to the consolidated accounts. tn fiscal year 2004, these acquisitions generated revenues in the
amount of €270 thousand.

4 e mie A e - S e P [P At wa =




. Effectwe as of December 21, 2005, SAG Management Services B.V, Netherlands

The following cdrnpanies wefe wound up in fiscal year 2005:

o Effective as of January 31, 2005, SAG Taiwan, Taiwan
a Effective as of December 8, 2005, IC Group B.Y, Netherlands

There were no other changes in the consolidated group comﬁared to December 31, 2004,

with the approval of the relevant shareholders’ meetings, SAG Systemhaus GmbH, Darmstadt;

SAG East GmbH - A Sofiware .Company, Darmstadt; and SQL Datenbanksysteme GmbH, Berlin,
which are included in the consohdated financial statements of Software AG, are exempt from
the duty to prepare and pubhsh annual financial statements in compliance with provisions
apphcable to corporations in accordance with Section 264 (3) Sentence 4 of the German
Commercial Code’ :

Use of estimates

In the preparation of the consolidated financial statements, estimates and assumptions were

made for certain itens which have an impact on the recognition and measurement of assets,
liabilities, income, expenses and contmgent fiabilities reported. The actual amounts may differ

) from these estlrnates

I3

(urrency translation
Financial statemenis of foreign sub5|d|anes are translated in accordance with the fUﬂCthﬂa|

'currency concept using the mgdlfued closing rate as set out in JAS 21. Since the subsidiaries

operate independently from an organization'al, financial and business siandpoint, the respective
local currency is identical with the functional currency. '
Income and expenses are translated at the relevant monthly average rate; assets and liabilities
are translated at the closing rate, and the respeciive equity of the subsidiaries is translated at
historical rates.

“Currency translation differences arising from business combinations are offset against equity

and reported in a separate column in the statement of changes in equity.

Currency translation differences related to the elimination of intragroup balances are recogrized
under other operating income and expenses on the income statement.

In the fixed assets sche'dule the balances at the beginning and the end of the fiscal year are
translated at the applicable closing rates, and the other items are translated at average rates.
Any differences arising from exchange rate changes are shown in a separate column under both
cost and accumulated depreuatmn/amortizatuon as exchange rate differences.



In the local separate financial statements of the consolidated companies, foreign curréncv receiv-
ables and payables are translated at the closing fate. Exchange rate gains and losses not yet real-
ized on the balance sheet date are included in profit or loss for the period, except for translation
differences fram long-term, inter-company manetary items that are part of a net investment in a
fareign company, These differen&esarg 're'cognized directly in equity as other reserves.

The exchange rates used for the translation of the most important currencies have changed as
follows compared to the previous year:

! Cosing rate (€1) * Dec. 31, 2005 Dec: 31, 2004° Exchange | |
o RS rate change ‘
| - . R in % i
US dollar' ; 11833 13640 13.25
| Pound sterling 0.6874 07063 2.68
Swiss frane 15556 T 15435 ~0.78
' south African rand 7.4900 _¥e 76700 235 |
;. - " L) - : i
I Australian dolias - o 16150 - 17510 277 '
- - , |
! A - i

. Averagerate (€1} -

P OO SO Y

LT, 2004

2

Exchange
rate change

! ] R in %
usdollar . . . ] 1.2449 T 12432 -0.14
' Pound sterling 06840 | 5,7 . 0.6785 - 0.80
| Swiss fran _ 15482 . .. " 15440 -027 |
» . South African rand - Sk 2 7.9065 N 80126 132 | -
© Australian doflar - A iR T4 1,6894. 3.45 E

[ S
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Accounting policies

. Revenue . :
The revenue of Software AG primarily consists of revenue from granting software licenses - |
_ which usually have unlimited time usage, maintenance revenue and revenue from the provision
, of services. Revenue from granting perpetua! licenses is only recognized once a contract has
! A - been signed with the customes, any rights to return have expired, the software has beeri delivered
' . in accordance with the contract, a price has been agreed or can be established, and there is
: sufficient probability that payment will be made.

Revenue from maintenance business is recognized proportionally over the period of service
pravision. ‘ < ' ’ o _ :

Service agreements which are invoiced on the basis of hours performed are recognized in ‘ ' _ ‘
L ) : . relation to the services perfermed by the SAG companies. '

- . Pursuant to iAS 11 and 1AS 18, revenues and expenses from fixed-price service contracts are

! . S fecognized"in accordance with the percentage-of-completion method if the revenues can be . "
X ‘ reliably measured, there is sufficient probability that Softwase AG will receive the economic '

L : beneflts from the transaction, and all costs incurred for the transaction and all costs expected to

ir' R . be mcurred by’ cornpletlon of the sefvice can be reliably estabhshed - o S
't

1

Revenués are repo_rted nethof discounts; price rebates, customer bonuses and allowances, -

Cost of sales .

" Cost of sales includes all production- related full costs based on normal capadty utilization, In _ ‘ .
particular, the cost of sales includes the individual unit costs directly allocable to the ordess - o
as well as fixed'and variable overheads. Borrowmg costs are not capitalized as part of cost. No o
write- downs on inventofies were required durmg the reporting period.

|

i i Research and development costs A : '
i Research and development costs are recognlzed as an expense in the income- statement as: '
! they are incurred. ‘ : '

The creation and development of software involves the use of closely linked, iterative processes

between the research and development phases. As a resuit, expenses incurred for research

cannot be strictly separated from those incurred for development. The criteria for the capttattzanon

of development expenses defined in 1AS 38.57 in conjunction with 38.53 (revised-in 2004)

are therefore not fulfilled. Software acquired for a con5|detat|on in connection wuth business
. combinations is capttallzed at cost.



Selling expenses ‘ - .
Selling expenses include costs for personnel, materials, depreciation allocated to the sales cost
center as well as advertising costs. .

Admlnlstratwe expenses
Administrative expenses include. costs for personnel materrals and deprecratron allocated to the

.administraticn cost center. g - .

Borrowing costs -

in accordance with the provisions tontained in 1AS 23, interest expenses are recognized in
income in the period in which they are incurred.

! ' Cash on hand and bank balances

. ' Software AG classifies cash on hand, bank balances and term deposrts with a maturity of up to
3 months as well as current securities as cash and cash equivalents. The securities item includes
only current, highly liquid financial instruments which aie readily convertible to known amounts
of cash and ‘which are only subject to an insignificant risk of changes in value.

. ) : _The Company classifies all cursent securities as assets held for trading. The securities are initially
) recognized at cost on the settlement date. As of the balance sheet date, they are measured at |,
| . . their fair value, with fair value changes being recognized in income.

i e Inventories :

; inventories are recognized at the lower of cost or et rezlizable value, The net realizable value
o ’ T s the estimated.selling price, in the ordinary colrse of business less the estimated ¢osts untit
ompletron and the estimated costs necessary to make the sale.

Trade accounts receivable :
Receivables are carried at the fair value applicable at the time gr{e revenues or the consideration
given are realized. They are measured at amortized cost less any altowances for bad debt.
; ' Receivables from granting software licenses are récognized only if a contract has been signed -
- with the customer, any rights of return have exprred angd the software has been delivered in

o accosdance with the contract. :
Trade receivables are carried at their nominal value unless specific valuation allowances were
necessary to account for cred|t risks. Longer maturmes (rnore than 1 year) are taken into
account by means of market discount rates.



St

This item also includes services performed under fixed -price contracts which have not yet been
invoiced and whlch are recognlzed in accordance with the percentage-of- completlon methad.

i

-Otherrecewables and other assets " ‘ S

Other tecelvables and other assets are measured at cost written down to the relevant market
price.

Prepald expenses '
Prepaid expenses are recogmzed for prepayments of expenses relating 1o future penods

Intangible assets

Intangible assets for which a usefu% I|fe can be established are measured at cost less any

accumulated amertization and any accumulated impairment losses. Intanglble assets with an

'mdeflmte useful In‘e are measured at cost less any accumulated impairment losses,

Goodwill oo s
in accordance with IFRS 3 goodwuil is not amoruzed but tested for 1mpa|fment on an annual
basis and written down to its fair value in case of impairment.

Property, plant and eqmpment

Praperty, plant and equipment is carried at cost less any accumuiated depreclatlon and any
accumulated impaisment losses. When items of property, plant and equipment are sold or
scrapped, the corresponding cost and any accumulated depreciation are derecognized, and any
tealized gain or loss from the disposal is recognized in the consolidated income statement.

The cost of items of property, plant and equipment consisis of the purchase price, including any
import duties and non-refundable purchase taxes and any directly attributable costs required
to prepare the asset for its intended use. Any subsequent expenditures, such as service and
maintenarce _charges arising once the asset is put into operation, are recognized as expenses in
the period in which they are incurred.-Subsequent expenditures felating to an item of property,
plant and equipment are only added to 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 (apitalized as part of the cost.

ltems of property, plant and equipment are generally depreciated using the straight-line
method in accordance with their useful economic lives.

Buildings i LTI Awlw ’ 50 years !
Improvements to buﬂdmgs/leasehold lmprovements - B-10years "
Operating and office equipment-- - -~~~ .. . © L. - "7 3uU3years T

Computer hardware and accessoties | T Tr4 years
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- its disposal at the énd 6f its useful life.

the terms of the useful economic life and the methods of depreciation are reviewed on a
reqular basis to ensure that they are in accordance W|th ‘the expected -economic fife of the asset
in questton

Assets under construction are reéorde_d as such and are recognized at cost. Depreciation on
these iterns begins only after they have been completed and put into operaticn.

Impairment of intangible assets and ptoperty, plant-and equipment

As soon as there aré indications that an intangibie asset or an item of proper'ty, olant and
equipment is impaired, the carrying amount of the asset is reduced to its recoverable amount
and an impairment loss is fecognized in income.jhe recoverable amount is the higher of the
asset's fair value less costs to sell and its value in use. The value in use is the present value of
estimated future cash flows expected to arise from the continued use of the asset and from

|

.Impairments losses are reported under costs of the relevant functional area or under other

operating expenses.

Deprecuat:on amortization and tmpaument of non- current assets amounted to €7 5317 thousand‘
in flscal year 2005. "

Ftnanual assets

' Investrnent securities relate to shares in secunues funds created 1o cover the value of employee

lime accounts in case of insolvency and amount to €187 thousand.

Leases

- Non-current assets also mclude assets provided under Iease contracts. Software AG Ieases

computer equipment as well as operating and offlce equipment. The lease contracts are
classified in accordance with IAS 17, under which the lease agreement is evaluated on the
basis of the risks and rewards, with the leased asset being allocated to the lessee (finance
leases) or the lessor (ope‘ratirig leases).

w Finance' Ieases
Leased assets are recognized on thé balance sheet as both assets and Iease obligations in
equal amounts. They ate carried at the lower of the fair value of the leased asset at the
.inception of the lease and the present value of the minimum lease payments. The capitalized
teased assets are depreciated in accordance with the straight-line method over the useful

" economic lives of the asset or, if shortes, the lease term. The payment obI:gatlons resulting

from. future lease paymems are recogmzed as fmanclal I|abnlmes




. Operanng leases
‘Thé lease payments under operating Ieases are recogmzed as an expense over the term of
the lease.

Financial assets and derwatwe hedging instruments
Generally, hnanual assets are initialy recognized at cost, including transaction costs. Subsequent

measurement depends on the classification of the financial asséts.

Available-for-sale financial instrumenis are recognized at their fair value on the balance sheet
date (market value) Galns or losses resulting from thanges in the market price are recognized
directly in equity as other reserves. : : .

iterns of financial assets are recognized individually at their-fair values if they can be reliably
determined. toans and receivables included in this item that are not held for trading purposes,
and financial assets with no published price quotation on an active market and for which the
fair value cannot be reliably determined are measured at amortized cost. The carrying amounts
are reqularly reviewed to determine whether there is significant objective evidence of impair-
ment. lmpairmems losses are charged against ﬁrof_it or loss for the period. -

Deferred taxes : .

Deferred tax ‘assets and Ilablhtles are recognized for temporary differences between the carrying
amounts of the tax base and the consolidated balance sheet as well as with respect to business
combinations with an impact on income. The deferred tax assets aiso include claims for tax
reductions resulting from the anticipated use of tax loss carryforwards in subsequent years, the
realization of which is deemed reasonably certain.

Deferred ta'xes are calculated on the basis of tax fates which are anticipated to apply in the
relevant countries in accordance with the legal s:tuatlon prevailing at the time of reahzatmn
(reversal of tax deferrals). _

Deferred tax assets and liabifities are not dtscounted The carrymg amounts of the recognized
assets and habnlmes are regularly examined and adjusted if necessary.

" Liabilities

Current liabilities are recognized at their repayment of settlement amount.

Non-current liabilities are recorded at amortized cost. Amortized cost is determined using the
effective interest rate method by discounting the repayment amount.
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Provrsrons' 3 '
Provrsrons are reported |f the Company has a.current Iegal or constructtve oblsgatlon towards
a third party duefoa past event which s likely. to result in a future outflow and for whith the
amount of the oblrgatron can be reliably, estrmated Estrrnates are ‘regularly revrewed and

[

‘adjusted. . " B - -

PO

oo . . . . . .
4 b

if the |nterest rate |rnpact is srgnrfrcant ‘the present va]ue of expenditures expected to be

requrred to perform the obligatron is reported : '

]

’ Provisions for pensions and srmrlar obllgatrons
- Detrned benefrt plans and defmed contribution plans exist with respect o pensrons The pension

provrsrons are calculated using actuarial principles in accordance with the projected unit credit ‘
method set out in 1AS 19. This approach takes into account anticipated future increases in .
pensronsand salaries in addition 1o the pensrons “known at the balance sheet date.

" Provisions for pensrons are measured in accordance with the amendment to 1AS 19 issued in -

December 2004 Accordingly, they : are reported at the full present value of the defined obligation,

- adjusted lor the present. value of the remsurance cover taken out-for defined benefit oblrgatrons

“and reduced bv the present value ol the plan assets accumulated to ensure pension payments.

2

The, changes in the actuarral garns/losses compared to thé previous year are excluded from
"incorme and aIIocated directly to retarned eatnlngs '

. =

[l
4

i German p_ension obligations are’ca_lculated'on thie basis of the' biornetric calculations in the

20056 mortality tables of _Prof.‘ Dr. Klavs,Heubeck_.. -

. : : -

Srnce employees do.not re¢eive rllness-related allowances ei ther in Germany or abroad

calculatron of-costs related to health care plans is not requrred - B

Software AG does not incur any obirgatrons for detrned contnbutron plans other than premium

. payments to life" rnsurancerpolrcres and contnbutrons to specral puipose funds. These payments _

are recogn:zed in proftt or Ioss for. the perrod - .

Deferred income’
Deferred income consists of advance payments received from custormers felatrng to mainterance

- revenue. The deferred item is reversed and the mcome is recagnized in the period in which

Software AG. provrdes the servrces




Notes to the consolidated income statement

(1) Revenue
License and rnamlenance revenues can be bioken down by business line as follows

2

Product sales’

€ thousands ~ XML T LS S other- T L S - Total, - !
- 2005 . -2004 2005 2004 2005 ST 2004 2005 2004 B

Licensing - 30,272 - 26,080.. 96,025 85,907 5331 2,27 131,629 114,214 I
Maintenance - - ) 22,852 i 155,123 "4, 181,428 : }
; ) |

Service revenues

Service revenues include sales of €15,315 thousand, recognized in accordance with the percent-

age-of-completion methed. The individua! revenue and expense components of this item can

_be breken down as fqliows:

" € thousands =

. : : Joetidsy ¥
: ey ey e e - ’ | ReRE 45

i

i

1 -

) :

i

i

{

{

J

2005

; A . ! ’ (mum vear) and natyetmvmced\ . 21,801 ) 12,868
- o o . Expensesrecognizedin 2005, i 14625 |- . 1. 211,943
- . ’ ‘ Advaricepaymentsreceivedﬁ:'ﬁ—~ R 1,357 iy 753
! ; : b Recogmzed p(ofnls ,}‘5 e e 690 2,587
- ! ] 15,315 {'%. o -14,530
|- ; , - I S

'fRetentlons A ';’-‘:_ i

.28

(2) Cost of sales

. ' _ purchased services-in the service busmess

(3) Research and development expensés

e i lIE B R e . Bty e i o e e s i

T L e

The research and developrnent expenses of €43,193 thousand (2004: £45,004 thousand)
mainly contain personnei expenses for product development and the related IT expeﬂses

Cost of sales amounted 10 €143, 501 thousand (2004 €137,402 thousand) and primarily consist
of personnel experses of the custorner support and professaonal services pusiness as well as




(4) Sellmg expenses -
Selling expenses amounted to €109,093 thousand (2004: €89,095 thousand) in addition to the
personnel expenses refating to the sales division, these costs mainly include marketing expenses.
The large increase compared to the pnor year resulted mamly from the expansion of marketing

activities.

(5) General and administrative expenses

* General and administrative expenses amounted to €48,334 thousand (2004: €45,298 thousand)
They include administrative expenses which are attiibutable neither tc cost of-sales nor to sales

aC[IVEtIES

" (6) Other Operating Income
Other operating income includes the foilowmg :tems

€ thousands .- &

V' Foreign exchange gains - .

5589

. 5,653
' Income from the reversal of provisions - 3,370 7,087
} Rentalincome:-i- - L) - ey 2,659 .~ 2,868
{  Otherincome * "% "L ¥, L w0 Ege 1,795 S 3,013
] . . N N -

{7) Other operating expenses

Other operating expenses result from the followmg jtems:

! ¢€thousands. . ~ - . 2005 2004 .
! Foreign exchange Iosses . 5,740 3912 |
' Legal costs . 1,371 11,080 . i
i Costs refated o vacant premises = - [] 2130
" Dther expenses . - . o 3,873 ST 4,188 I
‘ . R

f — - —— 1

e e el
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The legal costs of €_‘I,37‘| thousand relate to eipenses for litigation settled in 2004,

Legal costs are generally shown under general and admmnstratwe expenses, except for legal
proceedmgs whach are likely to incur high costs. Such costs’ afe reclassified as other operatmg

EXDEI’]SES
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- (8) Net interest income .
Due to a further increase of the net cash position and increasing market interest rates, higher
net interest income of €4,736 thousand was generated compared to the previous year.

Net interest income consists of:

“€thousands ~- 50T KT
InterestIncome = - . 0,7
i Interest expense, .~ -

(9) Income Taxes
Taxes on income can be broken down as follows:

" € thousands R A » 2005 B
"~ Cument domestic taxes. . . L. -w o8 {° T -aEm-
I Cument foreign taxes RN -24,70 1 -21575 -
{ P T NI s e oLy T
: T

-3602 |, - - -9,800
253 [\ v 000 -

Deferred domestic-taxes
Deferred forelgn taxes 7, "=

;)“{r;f R L TRT et SUE:

Defeired taxes are calculated on the basis of tax rates which have been enacted or substantively
enacted in accordance with tax laws in the’ relevant countries at the expected date of realization.
In Germany, the uruform corporate income tax rate is 25 pereent. Taking into account an aver-
age mynicipal trade tax collection rate and a solidarity suscharge of 5.5 pescent on corporate tax,
the income tax rate for domestic companies is 39.9 percent (2004: 39.9 percent). Tax rates
abroad range between 4.3 percent and 38 percent {previous year: between 4.3 percent and

37 percent). - T

As in the previous year, there were no material gains from claiming tax loss carrybacks in 2005.

No material changes-occurred a5 a result of the change in the respective local tax rates. The
introductiqn of new local taxes did not have an impact on deferred taxes.

In addition, the consment appllcatlon of the Company's accountmg pohues did not result in any
addmonal tax expenses of tax cred B
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' Yhe income tax expense of €-37,768 thousand reported in fiscal year 2005 {2004: €-33,049 thou-

sand) is €-1,946 thousand less than the expected income tax-expense of €-39,714 thousand
{2004: €~ 44,005 thousand) which would result from applying the domestic tax rate of 39.9 per-
cent (2004: 39 9 percent) at Group level. The difference between the expected and current tax
expense can be attributed to the followmg

" € thousands 7 S 2005
f Earnings belorelncome tax - U
il Expected income tax (39.9%;'39. 9%) -39,714
vy Tax rate-related adjustments e 37
Tax back payment "« .y he vél ey - 4,588
Tax decreases (-] ) /tax increases (+)
© duoe to tax-exempt i mcome or . s
! non-tox deductible expenses . -7 - LT 16
Other adjustments - e 3,246

V' Reported Income tax expense ¢ . . - L e : cod

| S, & s D ocem e e o e e e s e e ot e i e

Other adJustments prrrnarrly mclude changes due 10 remeasurement of deferred tax assets
related to tax loss carryforwards of £4,385 thousand {2004: €-737 thousand). in the: previous
year, other adrustments included €-1,166 thousand for resoived dividend payments of
subsrdranes for the subsequent year. ’

(10) Other taxes ;
Othef taxes mainly 'mclude property taxes, vehrcle tax and non- deducubie value added tax.
(11) Minority interests - o

Minarity interests relate to the 49 pércent stake in the joint venture Software AG (India) Pvt.,
Pune, India (SAG-IN), which was established together with iGate Sofution Limited in 2003,

{12) Earnlngs per share T . Coo

Earnings per share were caIcuIated by dwrdrng net income for ‘the period attnbutable to
Software AG's shareholders by the weighted average number of shares outstanding during the
reporting period and have been presented accordingly. Software AG has only issued cormon
shares. In the fourth quarter af 2005, the weighted average number of shares amounted to -
27,984,683. In.fiscal year 2005, the weighted average number of shares amounted t¢ 27,529,560.
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since all three criteria for exercising options as set out in thé first stock option plan for members

- of the Executive Board, officers and other: employees were met in the course of 2005, 666,605

stock options were exercised during the thirg quarter and 102,652 stock options during the
fourth quarter. Thus a total of 769,257 stock options was exercised in 2005, The exerising criteria

¥ for another 81,183 options were also met. These options may therefore be exercised until

2008, provided the share price at the time of exercised is at least €30. Therefore, diluted earnings

-~ per share were calculated for these potential shares using the treasury stock method and

presented for the reporting period. Diluted earnings per share were calculated by dividing net

income for the period attributable to Softwase AG shareholders by the number of shares in

issue and the exercisable stock options.

Notes to the balance sheet .

(13) Cash on hand and bank balances, securities

. Cash and cash equivalents cdnsist of cash on hand and bank balances as well as current securities.

In 2005, cash and cash equivalents increased by €42,486 thousand to €161,578 thousand. This
incregse mainly resulted from the positive cash flow from operating activities amounting to
€SS_,702 thousand, reduced by the negative cash flow from investing activities of €19.043 thou-
sand. The Company received additional cash inflows of €22,604 thousand in the form of a
capital increase resulting from the exercise of employee stock options. Dividends amounting to

£20,450 thousand were paid to shareholders.

(14) Trade receivables

Trade receivables contained:

U gthausands- o0 4 M pu LT Y e Dec. 31,2005 |:77 ¢ Déc. 31,2004 ¢ - |
! Trade receivables w:thamatunty of less than 1 year..s . 2w . 129,768 |- = . .i703,2820 )
{- Umnvmced services - . L el B0 ] 8726 |+ . v 6392 E
} Trade recewables with a matunty of more than1 year | 11,780 F .~ .- - 14,648 :

LeE s

{15) Other receivables and other assets
Other receivables and other assets mainly consist of recewables due from tax authorities based
on input taxes as well as rent deposns
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(16) Prepaid expenses

Prepaid expenses primarily mdude advance payments made by Software AG under license and
lease agreements. This item is reversed and the expense recorded in the period in which the
services are provnded by the correspondmg contractmg party.

' Non-current assets - ' .
Fixed asset schedule in fiscal year 2005
- o — — ‘ : Ta g e - Operati , Financial - :
. - L . }
€ thousands ‘

- Cost

Balance as of Jan. 1, 2005

. Currency translation differences

321

Additions from consolidated group

11404 <4978 TL T34

17,078

Additigns

15,628

Disposals

Balance as of Dec. 31, 2005

CT2146. -~ 31,195 olfe 3,439
’ C=11,522

-175

- 13,573

Accumulated degpreciation/amortization

- Balanceas of jan. 1, 2005 -

Currency translation differences

Tl =160 7

L -1,515, "

L 448

n

- 613

Additions from consolidated group
Additions :

RO B TR, |
LTy w302 LY 2,069

- 4,566

- 7937

Disposals

Balanceas of Dec. 31, 2005

Net book value as of jan. 1, 2005

Net book value as of Dec. 31, 2005

O U S ) NS

acquisitions.

(7 Inta'ngible assets _
This item mainly includes software licenses and customer bases gained in connection with

(18) Goodwill )
As of De‘ce'mber 31, 2005, goodwill of €174,591 thousand had resulted from the acquisition

_ of the Software AG USA Group as of February 1, 2001 as well as the acquisition of the two
- Sabratec companies in Isfael and in the USA on February 3, 2005 resulting in goodwiil of

€5,723 thousand, the acquisition of the APS Group in South America on June 29, 2005 resulting
in goodwill of €4,642 thousand, and the acquisition of Casabac Technologies GmbH, Bammental
near Heidelberg, includit ing its U.S. subsidiary, resulting in goodwill of €2,146 thousand. Goodwill
related to the Software AG USA Graup had been fully amortized over ten years by December
31, 2002 in accordance with the HGB accounting regulatiohs applicable at that time.

‘
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(19) Land and buildings ‘ \
Land and buildings are exclusively reported in the non-current assets of the parent company as ‘

well as the Spamsh subsidiary. In both cases, this refers to the central admlmstratwe buildings

of these companies. o _ - ‘ S

(apital expendature of €3,473 thousand primarily refates to expenses for leasehold mprovements _

in connectaon with the relocation of the U.S. subsidiary to new office buitdings.

(19) Operatlng and office equipment
Operating and office equipment mainly includes ofhce furmture and IT equipment acguired .
under finance leases. -

The capital expenditure of €5,438 thousand primarily relates to expenses for the relocation of ,
the U.S. subsidiary as well as ongoing rencvation measures al the main administrative bmldmg C
in DarmstadL. . 7 ;

(20) Frnanual assets
Financial assets mainly, reflect assets held to cover the value of long-term employee time
accounts in case of insolvency. ‘

(21) Deferred tax assets and habllltles
Deferred tax assets and liabilities, WhICh were determined for the mdlwdua] balance sheet
items using the liability method, are as follows:

5 peferted lax liabilities "

", Delerred tax ‘assets”

€ thousands

1 T S 2005 2005 T
i Securities s 313 335 | .

- Cufrent assets e T 3,147 - 333 | oo !
. Goodwill . R - 6,157 0 i '
. intangible assets - LR - 0" <. 0 1,81
+ Property, plans and equlpment N 1873 | . 0 1514 3,438

‘Tax loss carryforwards : . i 20901 |- 2 21001 0

- Current liabilities e 3926 | .. - - 5,667 8,27

- Nan-current liabilities o ‘ 6,923 L ITT46 16,119

Business combinations .o ) -6157 | - % . -5482 - 14,825 :
Write-downs

- 2,000 e

Deferred tax assets on tax loss carryforwards decreased over the prlbr year by €6,120 thousand
{2004: €2,762 thousand). This rnamly resulted ffom the continued utilization of loss carryforwards, ' -
especially at Software AG. T
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Write-downs on deferred tax assets are made when some uncertainty exists as to their recover-
ability. To determine these wiite-downs, all positive and negative factors that might impact'
the future taxable profit ae taken into consideration. The refated estimates may be subject to ~
changes depending on future developments. In 2005 and 2004, write-downs exclusively
-telated to tax loss carryforwards of the parent company, which were reversed in 2005 in the
amount of €4,600 thousand since the negative influencing factors ceased to exist.

The tax loss carryforwards in the Group totaled £74,608 thousand as of December 31, 2005
(2004: €87,386 thousand). Generally, these items may be carried forward to future periods
without limit of time, except for a partial amount-of €8,634 thousand (2004: €6,269 thousand). .

Deferred taxes on retamed profits at foreign sub5|diaz|es have not been taken into account since
itis planned to use these prafits to masntam the comparues vaiue and to expand their business

" volumes.

Tax provisions of €1,166 thousand were recognized as of December 31, 2004 for tax liabilities
resﬂlting from resolved dividend payments of foreign subsidiaries in fiscal year 2005.

" In fiscal year 2005,-deferred tax liabilities totéling £1,168 thousand were recognized directly

in equity. These tax liabilities mamly resulted from actuarial gains/losses recognized directly in
equity based an changes in the present value of defined benefit obligations as well as from
financia! instruments also recognized directly in equity.

(22) Fmanaal liabilities L

Financial liabilities can be broken down ‘as follows

. gthpusands - % .- 77

! Dec. 31, 2005
. Current financial labHifies

7 Ded 31,2004 17

¢ - Liabilities froni finance |eases
t _.;Balls payable

g T

2,032
622

Non-current financial liabilities <
» . Uabilities from finance leases - -

1698 | niid . 03,490 %
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R N B T Upto T years Maie than's years Total
{ Contractually agreed payments . . .. - - R - ) 4,001
1 Interest received - ;- TS ' : -204 - 5 - 270
' Present value of lease payments o R T 032 T T L T 1,698 0 3,730
S L S-S

(23) Trade Payables _
Trade payables can be broken down as follows:

] €thousandg =Y -, v e T Dec. 31,2005 | Dec. 31‘2004""
i Payables'to Suppliérs B R 21,933 19,787 -
v { Paymems recewed on account of crderf T e Y 8§27
" : . - e o
+ . T . o
e e et e e e e e e e et e e

(24) other liabilities- ! )
Other liabilities include the following items:
. €thousands” - . . . Vo 0t 0T Dec. 31,2005 | ' Déc.31, 2004 ;
i Other current liabilities : o T s :
. Liabilities due to employees * - - 8,547 . 6671 ¢
I Taxliabilities <. " & -0 0 0 07 . 8459 | T .TEM |
Liabilities for social security . -~ T 3584 |7 %L . 2,746 5 1
Remammg liabilities - ’ T : 7a61 | 7 5248 o f
! . N L LY é
" Other non—currem I|ab|IJl|§:s e ) . j
Tax liabilities: © S 93 126
! Liabifities due lo employees R S 363 .76 |
P Outstandinig purchase price payments (acquusmnns) 3,672 Ta e 0 o
;  Remaining liabilities . . . - . " SR 73 ¥, Ti97 . }
| T |
S D S e -

e
1,405 s
i

]



€ thousands -~ - , o
1 Balance onjJan. 1, 2005, . -
b Currency ramslation o w T T L e

Total
other ‘
provisions {- ]

f

1,375

i . Changes in'scope of consolidation”  ° L I N . AT 7

! Additions ] ] o T 2,906 21,867 |.
o Utilizations 0 L. SO e e 0,068 -0 |
Y Reversalsc - . .~ S - I - 9,116 i
I Balance on Dec. 31, 2005 - .
o
| of which with a remaining term of more than 1 year :
] S - :

1

L S, .v...h.'.-,.__,,_...;__..,'..u-g.,_. U L W AR
Miscellaneous other provisions
Miscellaneous other provisions include:
1 €thousands ¢ T Lot Bec. 31,2005 . Dec.31,2004 . ° !
T Banuses | w it L 5229 570 610
! Litigationrisks - g 1,478 4,673 0 "4
' - Rental payment obligations ©© . . 1,014 e 4,857 ) !
. V- _Guamntee obligations for ©S projects « . 38 1. a1 |
*1- Impending losses for PS projects . . e N 125 L 466 |
- | 7. Asset retirement obligations - <. 0T LT 765 G460 - 1
T Audiing fees ¢ % .t o] 530 a2 '
, " Othertaxes -~ . . .- o o AR 557 | . T 566 F
! Miscellaneous - . Cel 1,199 | & K 368 f
- . 3 o~ - N N . R "a}-. . '
e e e s i = e, ﬁ_.._-’\...-,.u—,-»- B sma gy 4
t * .




Actuarial assumptions

(26) Provisions forpénsiqns

i €thousands -7, e ot ol e Dec. 31, 2005 5 Dec. 31,2004 - {
P galante onjanwary 1° .. o - 22149 | 70 19,666 :
. Curency translation ™. . o o 319 | L -ase
U additons . . 3527 |- w2048
t  utilizations . a7t . -887 [ - .-, -. <385 . '
I Reversals T T o | . s
i Balance on December 31 ) : o ’ i
i e B e DLl -
. €thousands- | & e Dec. 31,2008 1.7 Dec. 31,2004 7 -

Provisions for pensions (abroad) . I 14790 {7 13317 ¢ i

Provisions for pensions (domestic) .. - . - - . < | 10,318 C U883
T ~ S g
i : ; - R . N . {
S AN AT ST S U VU S A

Pension commitments in Germany consist of fixed commitments to a selected group of people.

These commitments are partly covered by life-insurance policies. The remaining defined benefit
abligations abread are covered to a large extent by external funds.

.

;T in% L. Non-Germanplans} e
o - Y 2005 {7 fF 22004 [
| piscount rate A ag § = 7 as 48 52 l
\ . Future salary increases ¢ P e d 08 | i L 000 4.0 . ROEL l
! ° Futuere pension increases - ’ T R w2 - 07 e 27 T 27 |
{" Expected return on plan assets N 4.5 Ty o0 A3 6.5 =L o, 68

! N ; - — — — = - - ; e .

*) weighted avetage fof individua plans

Smce fixed pension commitments mdependent of individual salaries are granted in the case of
German plans, salary mcreases are assumed tobe 0.0 percent.

.
'

Pension commitments. ouwde of Germany are cakuiated accordmg to country-specific accounting
prmupies and parameters S




~ Due 10.the fact that pension commitments in Germany are exclusively invested in life-insurance
policies, the expected retyen on plan assets coccesponds to the minimum return stated by the
insurance company. .

The expected return on p!an assets for non-German plans was calculated as an expected
weighted average of the individual asset classes. The expected returns on such asset classes
was determined on the basis of the refevant local capital market condtions.

r

The computation of the pension expenses is based on planned service cost and the expected
return on plan assets. The changes in the defmed benefit obhgauons and plan assets are as

follows:

Changes in defined benefit obligations (DBO}

I " 00T A - German planst T e LY " Non-Gefman plans Dos !
. €thousands - - ] 2005 [~ ¢ & . 2004 | 2005 § - 2004
! -pBO on january 1 : . .
| -Service cost - ‘ ‘ ) . Co 160 | .+ T 165 1,402 1386 -
i Past service cost T EEERENY 0 0 0 g
| .Interesi expense - . B R ' 394 {0 S0 394 1,632 1,455 |
© Actuarial gains (-)/losses (+) i 1,517 Lot e 37 4,262 2,998 i
" Ppension payments - - : R - 433 o, -39 -320 -2 '
| Exchangedifferences -~ .. | 1 el. o 0 | v kg 0 -81 .. -273 :t

P B ]

B0 on December 31 -

thanges in plan assets

b oo e 0T L yomder PR T German plang el Jenaat T LI NontGerman plans L Y
! €thousands - et ] 2005 [ ten 2004 2005 | - © 2004 !
" Tair value of plan assets as of |anuary1 T S
¢ Return on plan assets - ST 32 B 20, 1,254 i i
* tEmployer contributions . o T 194 Foodist 194 1,996 " 1,708 |
v Employee contributions ) 0 L0 127 0 ‘

Compensation for pension entitlements. 0 0 0 |

Actuarial gains (-)/losses (+) L 3 pErien 1.896 . 225 1(

Pension payments o 0 . -320 Ce =102 |
©  pxchange differences 0 B 469 -83 i
| Fair value of plan assels as of Decembef 31 |

Provisions for pensions

- vmvie e Tmmrmim o mak am
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The differences between. the expected defined benefit obligations, plan assets and pension
provisions, and the actual valies are as follows:

b e = = e o ——— -

€ thousands ' DT Y pec. 31, 2006 Dec. 31, 2005 "t fec, 3172004 - - - Dec’37.2003 . . Dét.’31, 200
. DBO- i R 49,337 oo s 35006 - L0 Lt 364
i Expected DBO! pE 48,546 35949 .- 33,760 .
[ Difference between expected . . e AN
I DBO and actwal DBO in € thousands -791 11
. Difference between expected _ T
B 080 and actual DRO in %’ -1.6
© Plan assels 24,229
t' Expected plan assets - : 24,675
1 Difference between expected pian e
E assets and actal plan assets T '_"ﬁ,
' in € thousands - 446 - 878 ] ~ 4,481
¢« Difference between expected plan : o - :
i assets and actual plan assets in % -18 -5 ~57 -334
{ Provisions for pensions . 25,108 . 12,149 19,666 . 19,434 -
! Expected provisions for pensions v 26,622 23,871 - 21,165 "19,737 - 16,064 -
3 Difference between expected - ' ¢ :
]i provisions and actual provisions R i . -
. in € thoysands s -1,237 ’ - 65 - -3,365
[ Difference between expected e s i e
L provisions and actual provisions in %' T e s -4.9 .- 03 ST
Il,._,-._,‘_ﬁ S, e e o e S e S = - i e ST
with regard 10 provnsmns for pensmns the dlfferences between expected and actual ﬁgures
were always below 5 percent with the exception of fiscal year 2002 where the expected: ‘
amount of plan’ assets couid not be achieved due to the weakness of the capital markets
The defined benefit 6b|igations by type‘of funding are as follows:
1 €thousands R Dec. 31, 2005 ‘Dec.31, 2004 " 'Dec. 31,2003 - * Jan,1, 2003 ..
., DBO fully funded 18,158 . 30,657 24,954 23,379
T 080 partly funded 9,335 7704 7863 7574
I pBO without funding 1,844 2,366 2,189 - 1,689
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-
L

.. €thousands | Pe. oo T Tl e eled Dec. 31, 2005 Dec31; 20037 1 fan. 1, 2003
i Shares - oA 17,760 I ETSW T T L ARTY !
‘. Bonds - L - R 5,141 ; S 5380 . ¢
! Llfemsurancepollcles L e 861 B l
1 Other I 467 f
Ia J S A i .-M--A.L;‘ y _.,_'_‘.;-‘fii_,_% :

In total, the pensions provisions have changed as foflows since the date of transition (January 1,
2003):

€ thousands : R Dec. 31,2005 |4 "< pec, 31, 200452 .., Dec/31,2003 . 0 Jan, 1, 2003

{  Defined benefltobllgatlon (DBO) o . 49,337 § VL0 4077 T mI35006 o 32,641
| Present value of plan assets - - . -24229 |- CU.--18578". . .7, 235340 0 C L -13,208 .
I Provisions for pensmns , ’ : !
B T, - , Lmoa o, - s I
L e e e e o e e I e e e i i A e et et

The realized gains on plan assets changed as follows:

i €thousands - - s 2005
{ -~ Realized gaTns R e 1,286
l--«_- S SR A S T -—Imﬁ-n;hﬂi-—\—-—‘;-n‘“—v——h PR R G L S

Slnce the realized gains on plan assets dtffer only insignificantly from the planned gains, an
analysis of pianned and actual data is not presénted here.

Expected comnbunons from the Software AG Group to plan assets for fiscal year 2006 amounted
to €1,704 thousand. ’



€ thousands:

Actuarial gains and losses, taking into account deferred taxes, changed as follows since the date

of transition (January 1, 2003)

Accumulated

04

Aclyarial gains

1,826

79

Actuarial Josses

7,026

Net actuarial loss

of which included in retained earnings ~-

LM

of which recognized as an expense

+ '€ thousands o T 2005 2004*
. Service cost R 1,562 1,551
Past service cost : o : 77 0
Interest ¢ost less income fetyrn on plan assets |- 740 700
e —- - ———— ‘.._—-.-—-'—f__._-_-:__.; i — - —
*)} Prios-year liquies have been adjusted by the returns on plan assets.
This expense was recognized in the. income statement as follows:
€thousands ¥ . ¢ TR 2005 2004*
1 Costofsales - .- RS i 416 644
! Research and devetopment costs ~ 108 235
v Selling expenses - . U 791 597
- General and administrative expenses ) 324 775
Net interest income . 740 .0
i' >
L A
I B
U SR P ST S A PP ___._-_,i__‘___‘.__._j

*) Prior-year figures have been adpusted by the retwrns on plan assets.

i

-
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- @) Taxpiovisions ‘

i €thousands .. i ;. T
 Balance on Janvasy 1, - o0 - T L LE 3 )
. I turrency translation . R L 185 foor oo 28 !
i T addiions  LoE EE o 10363 |- . 8415, |
j . Utilizations - -0 -9328 |- ---5140 ° )
. V' Reversals et e G0k [ R i
. .1 Balance on December 31- .
i , = — T ¥ \ "
| : Loa s aem - iy f [ R a'--;-a-_.. e —— j
B
oo R (28) Deferred i income B
: ‘ Deferred income consists of advance payments received from customers relating to revenue
from maintenance contracts. The deferred item is reversed and the income recognized in the -
' period in which Software AG provides the services.
| . . ‘ , R
. ‘l . ‘ (29) Sharcholders’ equity ' -
B A o , The change in shareholders” equity is Shown in the 5tatement of changes in equity as of
| . : ,
. . December 31, 2005, as follows.

Consolidated statement of changes in equily in fiscal year 2004

- €thousands- Drdlnaryshares 4T (apital TURe
o e ’ ‘ " Number © - Share . reserve:
|- : . © capital R

W other - T Minority
" uanslation . ‘reserves  inlerest
dlfferences s

Total

«.° Equity as of - S TR

126

169,311

. Jan. 1, 2004 - - 27,266,752 . .- §1,800., .- ¢
“Netincome - ) - I

77,239

*© turrency translation dliferences

- 9,234

Net Ioss Emm fair value
a measurement of financial
- msiruments not recognized
"in income

- 17,345

LTI L
+" measurement of net investments .
“in foreign pperations
" nok recagnized in income

. Net gains from fair value ~

6,043

" Net Jass from fair value

’ f‘ measutement of pension

L ph!lgano.nslt_to,t ‘recogized -
“inincome ]

-2,422

oo ) r s i (o i = s e — g

. Equity as of

323,602

.gac.n,'zooa B 272667527 T U81,800 1327 1540327 | TIN5 - G w41,574 7 C51847 0 240

1




€thousands - . - Ordrnaryshares - Minority

ae e

o NumI‘)er,}';; I Share " interest
i Equityasof - S S .
boranv2008 0 L . amaesdsz o3 . 240 323,602
" Issuance of new shares' ~ .. -~ 7 769,257 - , 21,550
. Stock options (IFRS 2} .. e . 1,054
{  Netincome for the year - .~ 141 61,766
V- Dividend payment ¥« . - . . . -20,450
'™ currency translation differences - T 0 T T 26,371
" Netfoss from fair valug . 7 R
:r measuremen: of finanial | g ‘
'-'; rnstruments not recognrzed : -
" i income ' L o ’ -1,250
- Net loss from fair value . .
measurement of fet investments | . o
in foreign operations not
recognized in incorne . -17,091
Net loss from the measuremnent
o pension obligations not
recognized in income B . , ! 2,564
Equityasof - . LT A Ay ,,!5'\;,_‘_4_”: N n .
Dec. 31, 2005 Co 00 28,036,009 84,108 .. - 20,428 - 208, : 381 392,988 |
e e e e i i S S __._-_
4 i
Condrtronal capital Cr

the foltowing condrtrona] caprtal exrsted as of December 31, 2005:

1) Up to '€2,766,000 'divided into up to $21,866 bearer shares to provide for subscription rights
under the first stock option plan. (Management Incentive Plan I, or MIP 1) for members of
the Executive Board and officers in the Group. The requirements of this program and the

' * status of allocations and exercising optrons ae presented under athes drsclosures/stock based
compensanon programs.

.
.

As 3 result of the options being exercised by Company officers and former members of the
Executive Board during 2005, the Executive Board made partial use of this authorization for a
conditional capital increase in the amount of €591 thnusand; divided into 197,096 bearar shares.

2 } Up t0-£3,000,000 into 3 maximum of 1 ,000,000 bearer shares to provide for subscription

- rights ynder the second stock option plan {Management Incentive Plan II, or MIP Ii) for
“members of the Executive Board and officers of the Software AG Group. The requirements
of this program and the status of allocations and exercising options are presented under
other drsclosures/stock -based compensatron programs '

The Executive Board did not make use of the authonzatron to service the options granted
under MIP It pnor 1o December 31, 2005.

- - - - - . - P, .-t .= - » [ . m— [ - -
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3.) Up to €33,000,000 divided into @ maximum of. 11,000,000 bearer shares, each with a

proportional sharein the share capital of €3, for the purpese of granting option rights and
agreeing on option obligations arising from bonds with warrants or granting conversion
rights and agreeing on.canversion obligations to bearers of convetible bonds in a total
nominal amounit of up to €500,000,000 and a term not exceeding 15 years in accordance
with the terms and condmons of the bonds, a3 resolved at the Annual Shareholders” Meeting

-an May'13, 2005, Pursuant to this authorization, the Executive Board may, with the consent

of the Supervisory Board, resolve until May 12, 2010 that the fights presenied may be
issued by Software AG or a directly or indirectly held wholly-owned affiliate of Software AG.

In this respect, the shareholders are to be granted subscﬁption rights except in the foltowing
cases: ‘

The Executive Board is authonzed to exclude fract:onal amounts from the shareholders’ B
subscrlptmn nghts - : o | !

Subject to the consent of the Supervisory Board, the Executive Board is authorized to

- exclude the shareholders subscription rights in full provided it has come to the conclusion
that the issue price of the bonds with warrants or convertible bonds is not significantly

lower than their hypothetical market value arrived at by using accepted methods, in particular
financial calculation methods, after having conducted a réview in accordance with its pro-
fessional duties. However, this-authorization to exclude subscription rights only applies to
bonds with warrants and convertible bonds with option or conversion rights or with share-
based option or tonve'rsidn obligations at 3 proportiona! amount of the registered share
capital not to exceed €8,180 thousand, ot 10 percent of the registesed share capital in exis-
tence at the time the authorization is. acted upon.

The Executive Board did not make use of this authorization prior to December 31, 2005.

Authorized capital

As of December 31, 2005, the Executive Board is also authorized, with the consent of the
Supervisory Board, to incredse the Company’s registered share capital on one or more occasions
on or before April 27,2006 by up to 3 total of €36,273 thousand by issuing up to 12,090,875 -
new bearer shares agamst cash contributions and/or contributions in kind (authorized capital).
In this respect, the shareholders are to be granted subscnptlon rights except in-the following
cases:

e The Execuytive Boa’;d is authorized to exclude fractional amounts from the shareholders’
subscription rights. |

& Subject 1o the consent of the Supervisory Board, the Executive Boaid is further authorized
to exclude subscnptnon nghts for capital increases agamst contributions in kind for purposes
of acquiring eqmty investments or companies in part.6 in whole.

r
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« Subject to the consent of the Supervisory Board, the Executive Board is also authorized to
exclude subscription rights for capital increases against cash contributions if the capital

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

‘e Finally, the Executive Board is authokized, with the consent of the Supervisory Board, 1o
exclude subscription rights for a nominal amount not exceeding €4,787 thousand in total
for the purpose of offering the new shares to the employees of the Company and its
offiliated companies as defined in Sections 15 et seq. of the German Stock Corporation Act
(AktG) as part of an employee stock ownership plan. The new shares may also be trans-
{erred to a bank, prov:ded lhey will be held excluswe[y for the purpose of being acquired
by entitled’ employees in accordance with the Ccompany's instructions.

As a result of the options being exercised by employees during 2005, the Executive Board
made parttal use of this authonzanon for a conditionat capital increase in the amount of

L€1,716 thousand, divided into 572 161 bearer shares,

' - -

A

Acquisition of Company shares .

_ Pursuant'to the resolution adopted at the Anfual shareholders’ Meeting on May 13, 2005 the

Company is authorized to puschase on or before Navember 12, 2006 Company.shares having
a ptoportional interest in'the registered share Eapi}a% of up to a total of €8,180 thousand. The
Company shares may be purchased on the stock market or phrough a public' purchase offer

"directed to all shareholders of the Company. If the shares are purchased on the stack market,

the consideration for the purchase of the shares may not be more than 10 percent higher or
lower than the average listed price on thie Frankfurt Stock Exchange over the five trading days
prior.to the pUrc_h_ase. If the shares are purchased via a public purchase offer, the consideration
for the purchase of the shares may be up to 20 percent higher or lower than the average listed
price on the Frankfurt Stack Exchange on the fifth to ninth trading days prior to publication of
the offer. The offer may stipulate a preferenual ‘acceptance of a smaller number of shares of up
to 100 units per shareholder. © :

The Executive Board is ad;hdrized,‘sutgject to the Supervisory Board’s consent, to take the
following action in relation to Company shares acquired: '

» It may sell Company shares in a manner other than via the stock market or by means of
© a public offer to all shareholders, if the shares are sold at a price that is not significantly
_ lower than the stock market price of Company shares which have the same terms and
features as of the date of sale. This authorization'is limited to shares with a proportional

interest in the registered-share capital not exceeding a total of €8,180 thousand.

.




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

« The Executive Board may offer the shares for purchase by the members of the Executive
Board and officers of the Company and affiliated companies as part of the second stock
option plan for members of the Executive Board and officers of the Cpmpany. |

» In compliance with thie terms and conditions of the bonds, the Executive Board may deliver
the shares to the holders of watrants or convertible bonds issued by the COmpany orbya
whally-owned direct or indirect subsidiary of the Company.

o In the event of a sale of Company shares acquired by way of an offering to all shareholders,
the Executive Board will be authorized to grant the holders of the warrants and convertible
. bonds issued by the Company or by a wholly- -owned direct or indirect subsidiary of the
Company a subscrupuon right to the shares equivalent to that to which the warrant or
-bondholders would be entitled after exercising the option or conversion rights or after the
perfofmance of the option or conversmn obligation.

aThe Executwe Board may redeem {ompany shares acqunred in whole orin part without
any additional resofution- by the Annual Shareholders Meeting.

e The aythorization to purchase or use the Company’s-own shares may be exercised either
in whole or jn part (and in the latter case, more than once). Company shares may be-
purchased for one or more of the aforementioned purposes.

The Executive Board had not made use of its ‘authorization. to acquire Company shares prior to
December 31, 2005. '
Dividend payment ' .

Pursuani to the proposal of the Executive Board and the Supervisory Board, the Annual ]
Shareholders’ Meeting resolved on May 13, 2005 to appropriate €20,450 thousand of the net
retained profits of €62,955 thousand for 2004 of Software AG, the parent company of the
Group, for the payment of dividends, corresponding to a dividend of £€0.75 per share, and to
carry forward €42,505 thousand of such amount.

Executive Board and the Supervisory Board propose to the Annual Sharehclders’ Meeting to
appropriate €22,429 thousand of the net retained profits of €60,465 thousand for 2005 of

~ Software AG, the-controlling Group company, for the payment of dividends, corresponding to

a dividend of €0.80 per share, and to carry forward €38,036 thousand of such amount.

v



(30) Other reserves

Qther reserves include differences resulting from the currency translation of the financial state-
ments of economically mdependent foreign subsidiaries into the reporting cureency. The effects
from the measurement of financial instruments not recognized in profit or loss are also included
in this item. Translation differences from monetary items primarily consisting of net invesiments
in an economically independent foréign entity are also recorded under this item, The amounts
are recognized on-an after-tax basis.

€1,157 thousand of the unrealized minority interests recognized in other reserves as of
December 31, 2004 were recognized in income in the year under review.

{31) Minority interest
Minority interests relate to the 49 percent stake in a joint venture, Software AG {India) Pvt., Pune,
India (SAG-tN), which was established together with iGate Global Solutions Limited in 2003.

(32) Notes to the statement of cash flows

Cash and cash equivalents of €161,578 thousand are composed of the balance sheet items
“Cash-on hand and bank balances” (€151,767 thousand) and the item “Securities” (€9,811 thou-
sand). The securities item includes predominantly current, highly fiquid financial instruments
which ‘are clnly subject to an i_rmsignificant_risk'of changes in value.

+ Cash flow from operaiing activities includes payments for restructuring totaling €3,604 thousand,

as well as interest paid (£4,194 thousand) and interest received (€9,207 thousand). Cash out-
flows.for investments in property, plant and equiprhent and intangible assets primarily result
from reconstruction measures in the main administrative building and the building of SAG-USA,
the purchase of operating and office equipment as well as hardware and software.

Changes of financial assets mainly result from regular adjustments of securities funds used to
cover the value of existing employee time accounts in case of insolvency.

I 2005, the Company made acquisitions under finance leases in a volume of €32 thousand.

These non-cash transactions are not included in the statement of cash flows.
In fiscal year 2005, the items “Repayments of cur'rent acquisition-related liabilities” and
“Repayments of financial liabilities” totaling €1,959 thousand exclusively refate to the repayment

-of liabilities under finance leases.

Changes in the value of cash and cash equivalents resulting from the increase of key exchange
raies are reponed separately in the item “Effect of forelgn exchange rate changes on cash and
cash equwalents" (€5,632 thousand)




7 € thousands

Software AG defines free cash flow as cash flow from operating activities less payments fo far
propetty, plant and eguipment. Organic cash flow results from eliminating special effects in
accordance with the following table:

L €!housands 2005 ) - 2004 :
! 55,702 -, 28,855 :
: SR
. |ntanglble assets | - 5,559 T~ 6,031 ¢
Y Investments in financial assets- - 698 =846 ‘
v Freecashflow. = o T e T i .
1 +Repaymentof factoring 2.0 +2,808 AL TR
. I 7+ payments related to restructuling -«r‘_, ’ + 3,604 « T+23,429 4
j -~ Tax refunds for prior penods e e 0 ~1,930 0 4
'+ Tax backpayments for prior penods B +3,292 N S
| Organic cashtlow - . - !
S — _'L_."__,_. e e ]

Segment report as of December 371, 2005

L
-

*‘elimination

Licensing 58,360 35,715 131,599 30
. Maintenance 97,679 34,093 50,013 181,785 -357
Professional services 23,378 59,114 31,964 124,456 -1,n8
Other 515 949 200 1,664 574
i Total revenue 179,932 141,680 117,892 439,504 -1,471
i Operating result (EBITA) 54,180 9,864 20,157 84,201 12,104
| Netinterestincome . ] C ]
| . €arnings before taxes '
I Taxes
! "Netincome :
" Minarity interest . . -
h Nel income. attnbutable to Software AG shaleholders' -
o Depreciasion and arnortizatio,n 1,883 1,744 92 4,599 3,338
segment assets 267,724 100,184 36,144 404,052 195,285
: Equity investments 0 724 0 724 0
' segment liabilities 88,524 33,741 18,176 140,441 65,908
! _ Segment investments . B 4,257 8,248 10,301 22,806 5834
i Noo-cashincome . - T 2,537 158 2,160 4,855 5,011
1 Non-cash expenses G 17,541 13,111 6,986 37,648 26,796
] - R
! Employees . 489 1,135 442 2,066 684
L el e e iy e el T N S S -}

L m- —— -—'—-—'.. ——-‘AJ
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Segment report as of December 31, 2004

' €thousands S thern othern an entral and;" - - .7 w; S tentral |7 Group '
; g © - Europe, T Westem . Eastem . regions . functions, totzl E
\ © UsA.“Euope - .-Euope, . "7 R&Dand i
L P oL asia . i+ elimination ,
Licensing C 49,720 - 32,290 - 32,560 114,570 = ~356 3‘
Maintenance M Joe 00,252 - -0..31,378 .. 0 51,547 183,177 5 - - ~612 ) |
! Professional services . Lo -el e 209720 7t 654B6Y. 0 26990 . 1133880 v -560° o
| Other N R T R T |
U Total revenue : T e 17360 T 129,657 0 T 11,359 . 0 4323760 - 1,005 ‘
© Qperating result (EBITA) T s T omUMnT 48996 - 12876 el 19,412 0 812840 . 4,535 '
- income from the sale of equity invesimenls CLA T, COTR ST 245397 -
f EBITA as reported in the income stalement ' cesow e 48,996 ;0 o~ 12L,B76 TLU19,412 . CB1284 . 29,074 :
' Goodwill amortization . R S VT T B ;
©EBIT s T e T L 88,9960 1 10,9957 Sk 19452 -0 (79,403 :
{  Netinierest income - Lo el R R A v
: Earnings before taxes s - - Pe e R TE ' '
Taxes G- m, - . '
; Net income e " 1
P Minority interest S o ‘ R
1 Net income attributable to Saftware AG shareholders. RS N d
! I S A AU P b .o N
|.  Depreciation and amortization . - P S P 014,101 :
' Segment assels ' 4 726,350 A, 04T 154,498 ‘,
,  Equity investments < w0y cuinm P o '
| Segment liabitities ST - 3037 -t ¢ 17974 125,468 - 61,615 '
! Segment investments SR . TR L. . 452 2978 3341 - ,
y  Non-cash income 219 .4 e7T3T L L8 3410 T - 4319 '
© Non-tash expenses R T AN 12561100 27,8947 .. 10,369 !
. Employees R - SRR . i 06 - a7ey. L - a9 | !
Lo R i

Notes dn segment reporting

Segment reporting is prepared in accordance with 1AS 14 (Segment Reporting). Segmentation is
defined along internal control and reperting tines in the Group. Since the parent company, Soft-
ware AG, the research and devélopment combahies; SAG-IN and SAG:ISR, and the non-opera-
tional sub-holding, SiH, as well as the non-operational companies, SAG-MK, SQL and SAG-IRL,
almost exclusively report inter-company sales, these corhpanies‘were included in the column
“Central functions, R&D and elimination.”
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Regions 2005:

(1) The Northern Europe/USA segment includes the SAG-USA Group {excluding revenues from
sates partners in tsrael, Japan and the Latin American division), SAG-CAN, SAG-UK, SAG-DK,
SAG-N, SAG-S, SAG-SF, SAG-ZA as well as revenues from the sales partner in South Africa.

(2) The Southern and Western Europe segment includes SAG-E and its subsidiaries, SAG-P and
SAG-ESYS, SAG-F SAG-I, SAG-B, SAG-NL, SAG-TR, SAG-MEX as weli as the Greece division of
the company, SAG-ME, and the Latin American division of the SAG-USA Group. Starting in
the second half of 2005, the Latin American division was replaced by a newly established
company, SAG-LATAM and its subsidiaries, SAG-VEN, AZA, SAG-BRA, SAG-PUER as well as
SAG-PAN and its subsidiaries, SINSA and SAG-CR.

(3) The Central and Eastern Europe/Asia segment includes SAG-D, SAG-ME (excluding revenues
from the Greece division), SAG-PL, SAG-CS, SAG-A, SAG-CH, SAG-AUS (hoiding company),
SAG-AUS, SAG-PHI, SAG-HK, SAG-SIN, SAG-AP SAG-MAL and revenues from sales partners in
israel and Japan of the SAG-USA Group, Starting in the second quarier of 2005, this segment
also included SAG-ISR and its subsidiary, SAG-ISRUS.

Content of the individual items reported:

e External sales represent sales of the regions outside the Group. Since there are no significant
inter-segmental refationships, internal and external sales have not been reported separately.

e The kéy performance indicator for segments is “operating EBITA”, which represents the net
incorne for the period before interest, taxes, extraordinary items and geodwill amortization. -

e Segment assets are comprised of non-current assets {intangible assets, property, plant and
equipment, investments in associated companies) and current assets (excluding cash on-
hand, bank balances and current securities as well as intra-group receivables and income tax
receivables). Goodwill is allocated to the segments.

o Segment liabilities relate to non-interest-bearing liabilities (excluding financial liabilities,
income tax fiabilities and intra-group liabilities).

» Seqgment investments relate to tangible and intangible assets as well as equity investments.

o Depreciation and amgortization relate to segment assets allocated to the individual business
areas.



other disclosures
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Market risk and the use of derivative financial instruments
As an ioternationaily operating company, Software AG is active in a variety of. cusrency zones .
and therefore subject te exchange rate risks. Management continuously monitors these fisks.
Derivative financial instruments, are used according to internal guidelines in order to reduce risks
arising from changes in imereet rates, exchange rates or the value of financial investments.
‘ . Hedging transactions using derivatives are only entered into to cover existing risk positions or - _ |
' business events that are highly likely to materialize. '

a) Interest rate risks
: . The Company is subject to mterest rate fluctuatsons Since.there ase no loan liabilities, interest
j © rate risks only apply-to cash and cash equwalents held by the Group. : {

- — g~ -

) Changes in the market interest rates result in changes in net interest income due to the focus
o ' ' on finandial investments with. short-term maturities and investments. In order to mitigate this
o 7 dependency, interest rate defivatives, primarily forward rate agreements, are used to 3 limited
: . degree. These are measured at their market value, with changes being recognized in profit or
loss. x : '

1)} Exchange rate rlsks

In order to hedge the risk of future fluctuations in exchange rates, the Company enters into
currency forward and currency option transacnons Forelgn currency receivables and liabilities
; C ' are offset if possible, and only the remaining net exposure Is hedged. Expected cash flows are
' ' also hedged in accordance with internal gmdehnes

.

Hedging transactions atre measured at their market value. The amounts are reported in the .
balance sheet under other assets/current liabilities. Changes in the market value of derivative
financial instruments designated to hedge future foreign currency cash flows are reported under
other reserves until the hedged item has to be recognized in income. The ineftective portions
of cash flow hedges as well as changes in the value of hedging instrumients which do not meet |
the requirements of hedge accounting are recognized in profit or loss for the year in which |
they are incurred. : ' _
\
\
\
|
\
|

- ¢} Risk of changes in value . ' A |
I line with the Group's pohcy, assets are controlled in terms of maturity, interest type and ‘
rating such that the Company does not expect any significant fluctoations in value.
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~ d) Credit risk
Software AG is exposed to defau1t sk if contracting parties fail to meet their obligations. All
financial instruments are entered into with banks with very good credit ratings. The Company
considers the default risk of our business pariners 1o be extremely fow.

volume and measurement of derivative financial instruments

The following tables show the transaction volumes as well as the market values of the deriva-
" tives as of December 31, 2005 and 2004. The market values of these financial instruments are

determined on the basis of the values provided by the relevant banks and correspond to the

replacement costs as of the balance sheet date.

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

Financial instruments (fair value hedges)

! €thoysands ., - T " *° tufrency  _ Transaction valume .° . Positive market value " * - ‘Negatlve market value - !
i i - ] 2005 [ - 2004 2005 | .- 2004 2005 2604
t  Forward currency contracts., R 2,458 | ¢ 1,668 0. - 107 i 0.
\ Cucrency options * .~ . R ' 2492 | . -0 | 0 0.
t . forward rate agreements - - . EWR 0 [ - 10000 0 ] 0 |

e T T e T T T o ]

The financial instruments presented in the table above are designated as hedges of the fair
" value of recognized assets or liabilities. Changes in the fair value are recognized in profit or loss. .

in addition, the Company has entered into hedges for- forecast transactions (cash flow hedges).
_The changes in the fair value of suth financial instruments are feported under-other reserves.
As soon as the expected hedged itemn has been realized, the changes in the fair values reported
under pther reserves are reclassified and recognized.in profit or loss. -

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

Financial instruments (cash flow hedges)

i - €thousands L. T “ Cutiency-3 -5 2~ Transaction Velurme® £ & ¥ %" =27 Negative 'market value " ;-7 - °

v : P et o w2004 2005 ‘.'f2004.‘ 2005 |- 2004 j

I Forward currency contracts - ] GBP- e - 500 0| - s 0 Y i
S .

usp’ 9885 | - .13,186. 9 .7 1,196 . 164 0

EY
- T Z B L A I - . Lo
v e - — S e e Sl L T - - —_—

Currency opuons exclusweiy consist of unslructured EURQ put options, so-called "plain vanilla
options.”




The maximum default risk from existing hedgmg transactlons is equwalent 1o the market values
recognized in the balance sheet. '

All financiat‘instr_umehts have a-remainin’g_term. of less than one year.
Derivative financial instruments are excluswely used 0 hedge existing or expected interest rate,
cusrency or other market nsks

Financial investment policy

Software AG follows a conservative approach with regard to Its financiat investments. The Com-
pany primarily acquires time deposits and short-term fixed-income securities with a credit rating
of at least “investment grade”. The average return on capltal invested was approx. 3.5 percent

in fiscal year 2005.

Legal proceedings
The following fegat proceedings were pending in 2005:

1) Israeli software company vs. Software AG

Software AG tack over global product distribution for an Israeli software company in 1988.
The relevant sales agreement ended in 1991. The parties negotiated a subsequent agreement
rynning over a longer period of time, However, the agreement was not concluded. Product
distribution was continued during this period under mutual agreement until 1996, when the
business relationship was finally terminated.

After termination of the business relationship, the Israeli company claimed payment of license
fees and damages due to the failure to complete the successor agreement and the atleged
improper termination of the business relationship. The plaintiff brought the case before the
International Court of Arbitration and.sued for millions. The legal dispute was settled in January
2005. The amount to be pard in settlernent was recognized in its full amount in the 2004
financial statements.

2.) Software AG In¢. and Software AG vs. a U.S. software company

Software AG Inc. and Software AG filed a complaint against a U.S. software company.in July
2003 seeking damages and a permanent injunction for a violation of a patent granted to
Software AG in 1994 after out-of-court negetiations had failed. In November 2004, the defendant
company in turn filed a complaint alleging a patent violation before the U.S. District Court of -
Alexandria. The case was settled in Aprit 2005. The claims of both parties under the alleged
patent infringements were offset against each other. This settlement did not adversely impact
income of Software AG. -




Operating leases

Rental agreements or operating leases in the Group primarily relate 10 office space, vehicles
and IT equipment. The fease payments under operating lease contracts are recagnized as an
expense over the term of the lease.

“Up to1year. .-
L ILIB L

€thousands .~ - o
* {ontractually agreed payments
| : ) Expecled income from subleases

4. 17,815,

e s e e e = b e = . e = et [P U LI 1 R U S

. Contingent liabilities . | v
B : As of December 31, 2005, no provisions were recognized for the following contingent liabilities,

expressed at nominal value, bécause it appeared unlikely that claims would be asserted:

! gthousands -~ . 4L = Y2004 ¢ ‘ .
| . Guarantees I S o S 4, g )
I other - - R R . ‘
! ! _ - L]
1 * Lol L S A ‘.‘:_- ., . e - . : .
: - seasonal influences o ' : :
i ~ Revenues and pre-tax earnings were distributed over fiscal year 2005 as follows: = - U
I —
| ] T T e n g dg0s et SRy ATV QRao0s T T T gatgs v LA o H g4 2005 | 2005 ‘
I T Towlrevenve- - . .. 100284 Y0482 X T 123,574 38,033 |
! *in % of annuat revenue L 229 i, 282 100.0 !
. Earnings before taxes : T 19,156 29,534 101,141
' In % of net income for theyear ~ - . .. 1897 LT 292 100.0 E
i- .. o g N PR ' T -
) b i b e e
i

, ' The distributipn of revenues was similarty structured in previous years, primarily due to the
‘ . purchasing behavior of our customers. As a result, the Company expects that the revenue and
earnings development will have a similar structure in the future.
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Notes on significant business events

1. Payments related to restructuring

In 2005, a total of €3,604 thousand was paid for restructuring measures. This amount was

included in the restrucwrlng provisions of €30,682 thousand recognized for this purpose in fiscal
_year 2003

2. Licensing of non-exclusive source code rights .

in the third quarter of 2005, Software AG grantéd a customer a non-exclusive source code right
related to one of its products. The Company generates Itcensnng revenue of €3.3 million on the
basis of this agreement.

3. Acquisition of Sabratec Ltd. Israel

Compaonents of purchase price: Software AG acquired ‘100 percent of the shares in Software
AG Israel (formerly Sabratec Ltd., israel) and its subsidiary, Sabratec Technologies, Inc., USA,
effective as of February 3, 2005. The fixed purchase price including ancillary costs for 100 per-
cent of the shares .was} £€6,159 thousand. In addition, the purchase price includes a variable
portion based on future sales. in initial consolidation, this variable portion was estimated at
€2,803 thousand. Ancillary costs reflected fees paid for legal and tax advice as well as auditing

" fees. The first fix purchase price payment in the amount of £€5,720 thousand was made at the
. time of acquisition. A further installment amounting to €245 thousand was made on june 2, 2005.

" €thousands

The purchase price was I'p_aid‘for the balance of the following assets and liabilities:

~as

¥

before acquisizion

Cash and cash equivalents . o 342 . M2
Trade receivabies and other current assets .- : S1,120% - B 1,120
1 Intangible assets - soltware - S Tt 1800 029 19 0 '
. Intangible assets - customer base . - ' . T ed - T D500 ‘533 . G V33 - e
| Goodwilt .~ i 3 G .~3,250 ", ;' 2,959 0
. Property, plant and equipment TN 292 s : T91
1. Non-cuitent financial assets . -’ A Lo <30
Deferred taxassets * -~ * . i Y stog19
Trade payables and othes current ilabllitles -182""
| Non-current liabilities- - : PR 616
| Delerred tax liabilities ) YT 0
‘. .Deferredincome - e iy
, * Cumency translation differences -7
i Purchase price {fixed portion} - . 0.
Purchase price (estimated variable o
" portion based on futuse sales) Lo 0
Total purchase price 3,053 . 0
4 Carrying amount of the assets acquired -

- . m mi s e mmem e mth m v same s m rme = we won mFe e e -




- i e n

g &

tnitiat consolidation pursuant to IFRS 3.62: As a result of the close proximity in time between
the date of acquisition (February 3, 2005) and the balance sheet date of the quarterly financiat
statements (March 31, 2005), initial cansalidation of Software AG Israel was made on the basis
of prefiminary carrying amounts. In the third quarter of 2005, the amounts so determined were
revised, resulting in.deviations from the ameunts stated in the report for the first quarter of.
2005 These final carrylng amounts were also used in the, finannal statements as of Decembef 31,
2005.

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

_Goodwill: Since Sabratec has an excellent reputation in the market for integration technclogy

and mainframe modernization and since it was possible to retain the company’s excellent

_ software develepment team following the acquisition, it was necessary o recognize goodwm

There was no evidence of other factors contributing to goodwill.

Contribution to earnings since the date of acquisition (February 3, 2005): Since the date
of acquisition, the acquired company, Software AG Israel, has contributed €277 thousand to

- Software AG Group’s earnings fof fiscal year 2005. .-

Contribution to safes and earnings in initial consolidation on January 1, 2005: Software AG
Group revenues arising from-sales of Sabratec products are primarily reported in the financial
staternents of the sales companies. The felevant share of these ‘sales reported by Software AG
israel (previously Sabratec Ltd., Isiael} amounted to €903 thousand in fiscal year 2005. If this
company had been part of the Software AG Group since January 1, 2005, it would have contributed
€277 thousand to the Group’s net income. -

Expenses in connection with the acquisition of Software AG Israel: The software products
ApplinX and Guidance capitalized in connéction with the acquisition of Software AG Israel will
be amortized aover 3 period of five years. This resulied in amortization expenses of €399 thousand
in 2005. Expenses resulling from the amortization of the acquired customer base over a period
of five years came to €105 thousand in fiscal year 2005.

The deferred tax liabilities related to the accounting treatment of the softwaie and the customer
base are being reversed in line with the amortization period of five years. This has resulted

in deferred tax assets of €201 thousand for fiscal year 2005. No other income or expense from
the consolidation was incurred, nor is any such income or expense anticipate_ﬁ for the future.




4. Acquisition of the APS Group -
On June 29, 2005 {closing date), the Company acquired the six corpanies of the APS Group in
Central and South America. Two of these companies are located in Venezuela (SAG Venezuels,
formerly Andlisis Prograrnacidn y Software, C.A. (APS) and A. Zancani & Asociados, C.A. (AZA)),
two in Panama (SAG Panama, formerly Soluciones de Integracién de Negocios, SA. (SINSA)
and its subsidiary, Soluciones de Integracidn Mavil, S.A. (SINSA MOVIL)), and one company each
in Costa Rica {another subsidiary of SINSA, SAG Costa Rica, formerly Soluciones de Integracion
Movil, S.A. (SINSA Costa Rica)) and in Puerto Rico (SAG PTO.RICO, formerly XML Partners, Inc.
(XML)).

Components of purchase price: The fixed purchase price including anc;ttary costs for 100 per-

cent of the shares was €4,102 thousand. In addition, the purchase price contains a variable

portion baseg on future sales and earnings. in initial consolidation, this portion was estimated at

£1,065 thousand. The first purchase price payment in the amount of €2,187 thousand was

made at the time of acquisition- A further installment amounting to €78 thousand was made on
- Auqgust 16, 2005.

The purchase price was paid for.the balance of the following asséts_ and liabilities:

ST e "'“Dewauon - Carmngamo.mt:.a =
€thousands " -, ¢

before acquisition o
- Cash and cash equwalents : - 306 ’
- Other securities ‘ : P06 5L
Trade receivables and olher current assets * 001,422 :“7 .
i lntang|ble assets - Cuslomer base 7 o o_-.{
T googwill ¢ Lo w7 o7
! Property, plant and equwmem S e
* Deferred tax assels ] - B

. Trade payables and other cusrem |Iabl|ltIES

Financial liabitities

Deferred tax Nabilities

- Deferred income

_ Currency translation differences : Lo

- Purchase price (fixed portion) : -~ >« -

Purchase price (estimaled variable portion L
based on future sales and earnings} .

Total purchase price

. s N
b . e ———— e e m e e e

Carrying amount of the assets acquired - -
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Initial consolidation pursuant to IFRS 3.62: As 3 result of the close proximity in time between -

the date of acquisition (Juhé 29, 2005} and thé Balance sheet date of the quarterly financial

statements (June 30, 2005), initial consolidation of the APS Group was made on the basis of
preliminary carrying amounts..The final figures were recognized in the annual financial statements.

Goodwill: It was necessary to.recognize goodwill due ta the good market positions of these _
companies and the possibility of leveraging these positions to penetsate new matket segments.

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

Contribution to earnings since the date of acquisition (June 29, 2005): The companies
acquired by the APS Group have contributed €791 thousand io Software AG Group's earnings
since the date of acquisition.

Contribution to sales and earnings in initial cqﬁsolidation on January 1, 2005: If the APS
Group had been part.of the. Software AG Group since january 1, 205, it would have contiibuted
€5,861 thousand to Group sales and €2,291 thousand to the Group’s net income for fiscal year
2005. ‘

Expenses in connection with the acquisition of the APS Group: The customer base capitalized
in connection with the acquisition of the APS Group will be amortized over a period of five
years. In the year under review, expenses related to the amortization of the custémer. base came
to €187.thousand. The deferred tax fiabilities resulting from the accounting treatment of the
customer base are being reversed in line with the amoartization period of five years. This has
resulied in deferred tax assets of €75 thousand for fiscal year 2005. No other income or
expense from the consolidation was incurred, nor is any such income or expense anticipated for
the future. '

5. Acquisition of Casabac Technoiogies GmbH and its subsidiary

with effect from August 1, 2005, Software AG acquired all the shares of Casabac Technologies
GmbH in Bammental near Heidelberg, Germany, including its U.S. subsidiary, Casabac Technologies,
inc. Founded in 2001, Casabac specializes in software for designing interactive, web-based
interfaces. The Casabac GUI Server Is used by aparoximétely 100 organizations as & core tech-
nology for developing web-enabled enterprise applications.

- - R - = . - = T -



" €thousands - -

¢

Components of purchase price: The fixed purchase price including ancillary costs for 100 percent
of the shares was €1,531 thausand..In addition, the purchase price contains three variabie
portions based on sales. These variable portions are 1o be paid from 2007 to 2009 and shall not
exceed a total of €1.131 thousand on a discounted basis. The first purchase price payment was
made on August 1, 2005.

The purchase price was determined for the balance of the tollowing assets aid fiabilities:

Carrying amoant 7

: [
. _ i "+ befare acquisition : I
i Cash and cash equivalents © "~ -~ v . -0 © 53 % ‘
I Trade receivables and ather current assets . : _n - t
" Intangible assets - software S e 0t
! Intangible assets - custémer base . R o ! .
Googdwil| . ‘ .. 0
Property, plant and equipment - 1
Trade payables and other current liabilities -39 !
Deferred tax liabilities- 0
Fixed purchase price ind, ancillary costs . 0

Purchase price (esﬁm_aied variable portion
based en futyre sales and earnings)

Tatal purchase price -

Lol

Careying amount of the assets acquired . -

—_— e — e s -

_tnitial consolidation pursuant te IFRS 3.62: As a result of the close proximity in time between !

- the date of acquisition {August 1, 2005) and the balance sheet date of the quarterly financial :

statements (September 30, 2005), initial consalidation of Casabac Technologies GmbH and its K
subsidiaries was made on the basis of preliminary carrying amounts. The final figures were
recognized in the annual financial statements.

Goodwill: This technology-related acquisition represents a further step in the expansion of our

tntegration and Business Process Management business. Casabac's Java-based technology will

further expand the application possibilities and increase the attractiveness of Software AG's
integration solutions. Furthermore, the produci range of the XML Business Integration line will
be expanded. As a result, it was necessary to recognize goodwill, o

Customer base: The Casabac GUI Server is used by more than 100 organizations as a core

technology for developing web-enabled enterprise applications. Software AG and Casabac have

‘been cooperating since mid-2004. For these reasons, it was necessary to recognize the . "

custorner base in initiat consolidation.

L



‘Employees

. taken into account on'a pro-fata basis only) by employee qualifi catron was as follows:

T e e e
i

Tdate. v oS e B .

¢

Contnbutron to earnings since the date-of acqursmon (August 1, 2005): The employees of
(asabac were ‘taken over by Software AG'as of August 1, 2005. Casabac has discontinued its
operaung activities since its products are now drrectly marketed by Software AG cornpanres As. T
a result, the company wrll no longer contnbute to Group-earnings. The” remarnrng shell- company
was rnerged in the fourth quarter wrth Soltware AG, retrospecuvely effective as of August 1 2005

1

Contribution' to sales and earnings in initiél consolidation on ]anuary 1, 2005: i Casabac

.had been part of the Software AG Group since January 1, 2005, it would have contributed -

€295 thousand to Group sales and €45 thousand to the Group s net income for fiscal year 2005
Expenses in connect:on with the acqursrtron .of Casabac The software products capitalized

in connection with the acqursrtron of Casabac will be amortized over a period of five years. This
resulted in amortization expenses of €57 thousand in 2005. Amortization resulting from the
acquired custorrier base qver a period of five-years [ed to amartization expenses of €4 thousand

" in 2005, The deferreq tax: |labl|IIIES related to the accountlng treatment of the software and

the customer base are berng reversed i in line with'the amortlzatron period of flve years. Thls
has resulted in deferred tax assets of €24 thousand for fiscal year 2005. .

a N : . - . b

As of December 31, 2005 the effectrve nurnber of employees (i.e. part- trme employees are

~ &thousands 5. we I = Dec. 31, 2005
Professional services < T 7Y ‘ 1,106
" administration and other e 580

CSales o™ 379
1+ * Research'and development 377
* 7 Customer.servite 132
- Marketing . - 34

_ Executive staff .

e -

,The average absolute nurnber of employees {r e, part trme employees are recorded in full) of -
the Software AG Group in 2005 was 2,717 (2004 2 512) ’

[
v

In absolute terms, the Group employed 2, 836 people {2004: 2 505) as of the balance sheet




Personnelexpenses S R L
_ Personnel expenses in fiscal years 2005 and 2{)04 were as follows -

_ "
.

i

i €thousands . " i Dec. 31, 2005 “i-Dec. 31,2004+

* Wages and salaries .- ¢ X 178,140 163,616 ! -
b Sodal security contrrbutrons 79942 | -0 . 27535 i

] Pensrons : 5,457 r{;@&w_ 5195~ x

- = -

]
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" Stock option plans

Software AG has drfferent stock optron plans for members of the Executive Board, officeis- and
other Group empioyees This. resulted in personnel expenses of £1,054 thousand-in 2005 due to
~ the tranisition regolatrons set out inIFRS 2. '

1. Stock opnon plan for Executave Board members offrcers and empioyees

_As of December 31,2005, a total of 23,901 subscription rights had been issued to officers. Mem-
.. bers of the Executrve 8oard_do not hold any-eptions from this psogram. The number of options:
decreased by 197 096 comparéd to Decembér 31,2004 as a resuit of the options exercrsed by

ofﬂcers and former members of the Executnre Board durrng the thrrd and fourth quarter 2005..

In addi tion, 57,282 subscrrptzon rrghts were: granted to the other employees of the Software AG
Group as of December 31, 2005 Compared t0 December 31, 2004, the number of subscripticn
“Tights of the othet employees as of Decernber 31, 2(}05 decreased by 328, 393 due to employee
fluctuatron and by 572 161 due to the optrons exercrsed dunng the thtrd and fourth quarter 2005.
The optrons have 3 term of seven years from the: time of issue. They may be exercised on a

- quarterly basis after publrcatron of the annual results the semi-annual results or the quarterly
results. In addition, the optrons may only be exercrsed during their term; which commences

- ) after a, 24 month wartrng penod followrng the date of granting the optrons

P

When exercrsrng an optron the subscrrptron price per share is €28. 12, in order for the opttons 0

be exercrsed the followrng three cond:uons must- e met

() The Group’s profitfrom ordinary'activities as re_ported under the German Commercial Code
(HGB} must h‘ave' increased by 3 totalof‘_ 30 percent in the years 1997 10 1999.

() The Group s protrt from ord inary activities must be equrvalent 10 at least 10 percent of
fevenue in the year pnor to exerdise of the optlon

(3) The share pnce must exceed the mrnrmum prlce of £30 per share at the tlme the aption js
exercised, ‘

T
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The first condition was fulfilled based on the results achieved in the years fram 1997 to 1999.
The return on sales of 27 percent in fiscal 2004 fulfilled the second riterta. The third condition
was met based on the excellent performance of Software AG's shares in fiscal year 2005. -

As a result, 850.440 stock options were exescisable in the third quarter 2005, 666.605 of which
were exercised at an average share price €37.02. A further 102,652 stock options were
exercised in the fourth quarter. The market price of the shares exercised during the fourth quarter
averaged €40.03. The remaining 81,183 options may be exercised until July 31, 2008.

The stock option program led to personnel expenses of €195 thousand in fiscal year 2005. The
150,267 stock options granted after November 7, 2002 were measured In accordance with the
transition requlations set out in IFRS 2.53, recognized as personnel expenses of €195 thousand
and taken to the capital reserve. The remaining 760,173 stock options had been issued prior to
November 7, 2002-and were not measured in accordance with iFRS 2.53.

The underlying average market value of the options was determsned to be €3.28 per stock
option on the ba5|s of the Black-Scholes model.

The calculation was based on the following parameters:

b Expected average term until exercise of the uptwns (in years) 280 7 -0
.+ Risk-free interest rate - : $ 281 %,

{  Expected volatility for three years as of the valuatmn date "~ T T 50 % :
¥ Expected dividend yield N - ) !
»  Weighted average share pnce upon exerdse | Coe el Rt 16.84-Euro '[
! Exestiseprice v - oo Lo ey, L 2 Ee
i . G ' . - B N .
i.__'.._._._.._....-h..._..,_..._ S

The calculation of the average term untit the exercise of the options was based on experience
with previously exercised options. This calculation took into account the previous average
holding periods of the employee options as well as expected future share price development.

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

No additional parameters were used far the calculation of fair value other than the market
condmons descnbed above
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2. Stock option plan for Executive Boord membefs and officers
As of December 31, 2005, a total of 125,875 subscription rights had been issued to Executive

_ Board members, and 663,300 subscription rights had been issued to officers; these subscription

rights could not, however, be exercised prior to December 31, 2005. In fiscal year 2005, 37,500
stock options (37,500 of which in the fourth quarter) issued to members of the Executive Board

-were withdrawn since they left the Company, 140,775 subscription rights were issued to officers.

43,500 stock ootions {21,500 of which in the fourth quarter 2005) were withdrawn due to

employee tumover. Based on the new compensation model, which took effect on January 1, 2005,

o further subscription rights were issued in 2005.

The subscription price per share upon exercise-of the optien corresponds to the average price in

. the XETRA closing auction over the last five trading days on the Frankfurt Stock Exchange prior

to the date of the offer to grant the subscription rights.

In order for the options te be exercised, the following two conditions must be met:

(1) In the fiscat year preceding execise of the options, the Group’s revenue must have

increased by at least 10 percent over the previous year.

(2) The Grouo's profit from ordinary activities must be equivalent te at least 10 percent of the

revenue in the year priof to exeréise of the option.

Terrns wamng oenods and exercuse mlervais correspond 10 the COHdllIOI‘IS of the hrs: stock

optlon plan.

Na stock options could be exercised in fiscal year 2005 given that the criteria for the second -
stock option plan were not met. If the.COmpanj'mqnages to fulfill the criteria of the second

stock option plan, 456,660 stock options of 3 total of 789,175 stock options issued are expected

to be exercised by Decernber 31, 2007. Of the femaining stock options, 269,715 stock options
have not been measured due to expectations of eligible employees Ieaving.:the Company. ’
A further 62,800 stock optlons thad been issued prior to Noverber 7, 2002 and were not
measured in accordance with the transition requlations set out in IFRS 2.53. The remaining
options of the second stock option plan may be exercised by December 31, 2011.

The stock option program led to personnel expenses of €859 thousand In fiscal year 2005. This
amount was taken to the capital reserve.

The underlying average market value per option determmed on the basis of the Black-Scholes
modei was €6.80.



The measuremeni was based on the following parameters:

1 Expected average term until exercise of the options (In years) 3, o
| Risk-free interest rate o : D358 % X
. Expected volatility for four years as of the vatuation date . 0% .
' fxpected dividend yvigld ™ 7 oy R AL i
' weighted average share price ipon ederdise s, - ..o . . -. to 1705 Furo - -
' Exertiseprice .. ' R o VUE 1893 et
S R O U

The calculation of the average term until the exercise of the options was based on experience
with previously exercised options. This calcutation took into account the previous average
_holding perficds of the employee options as weli as expected future share price development.

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

No additional parameters were used for the calculation of fair value ather than the market
conditions described above. ' -

Remuneration of Executive Board and Supervisory Board members
Starting in fiscal 2005, Executive Board remuneration was restructured and is now geared even
more closely to Company profits. '

Since January 1, 2005, two-thirds of the remuneration has been directly linked to revenue,
earnings and other Company targets. A portion of the variable remuneration is paid as a long-
term component on the basis of a phantom share plan. Under this program, the portion accruing
for the fiscal year 2005 is converted into virtual (phantom) shares using the average share price
for Software AG stock in February 2006 less 10 percent. The resulting number of shares will ’
become due ir three identical tranches with terms of one, two and three years.

“As of the due dates in March 2007, 2008 and 2009 the number of phantom shares is multiplied
with the then applicable average share price for Febrhgry of the relevant year. This amount is
adjusted in accordance with the amount {measured in percent) by which the shares outperform

or underperform the TecDAX30 index and will be paid to the members of the Executive Board.

The members of the Executive Board will receive an amount per phantom share equal to the
dividends paid to Software AG shareholders until payment of a phantom share tranche.

The stock option plan previously in effect will not_be'continued.

The remuneration of former Executive Board members totaled €2,091 thousand.
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Pension provisions for former Executive Board members amounted to €2,888 thousand.
Remuneration of active Executivé Board members for fiscal 2005 is composed as follows

) o o Long term  * "o oOther [
' ‘ " components " remuneration |
e : ] compom-_n_g }
i " Kail-Heinz Streibich - - . Doty ST

* (chief Executive ficery "532729592 Y. “ 2580062 i
| Christian Barrios Marchant - " 319,612.60 S 21830054
1 Mark Edwards +eT.372,965.84; ' " L1 65,557.58 ';-'".
i Dr. Peter Kirpick!® T 334560660 7 - - 1213072 -
T Alfred plaff? tB181379- . . . 39767.23. . 7 289034 A‘.
T andreas Taters . - ;7300000000 T U000 -0t o 14,066.24 o
1+ Amd Zinnhardt S B B L0, 652,257.18 .0 1.0 460,481.83 . - - 216184
o - Vsinee April 1,2005  ° ®sincé November 1, 2005 3uniil August 22, 2005 ° i NIt TR e T T R

. Total remuneration for members of the Executwe Board amounted to €7,255 thousand in the
year under review. ) -
Remuneration of Supervisory Board members for fiscat 2005 is composed as follows:

: - . SN el \Remunerauon i
i : ’ . o remuneratlon -3 lfo(rcommnte ‘
i in€ ST activities -
I Frank £ Beelltz o T
{ " (Chafrman) - fA0,000.00 - T 1150000 o
. Xarl Heinz Achinger S I .
t* (Deputy Chairman) L ¥5,000.00- - 27 30,000.00 - - |
«~'.Dr, Andreas Bereczky ..10,000.00- C120,000.00 7 17000,
I ¢ Justus Mische ~10,000.000 7120,000.00 % 7,500.00 .

Monika Neumann .. “10,000.00 2%, 720,000.00 S 600000 -
1 Reinhard Springer ©0-10,000.00 - 0 20,000.00 0 - 0 1,50(,00
e e e

Totai remuneration for mernbers of the Superwsory Board amounted to €260 thousand in the
year under review,

Auditors’ fees

General and administrative expenses include audntor s fees for BDO Deutsche Warentreuhand .
AG totaling €351 thousand. €246 thousand of this amount relate to the audit of the domestic -
companies’ and the Group’s financial statements; €105 thousand to tax advisory services.

+




Events after the balance sheet date - S : o . -
Eifective as of February 23, 2006 the new subsidiary Software AG Ltd. Japan was established
with a share capital of €72 thousand.

on 'February 28, 2006, the new crossvision integration Suite was presented to the public. This
eniails a rebranding of XMLi business line and all related crossvision products.

Declaration of compliance with the German. Corporate Governance Code ‘

Thee Company published the declaration of compliance in accordance with the German Corporate
Governance Code and Section 161 of the German Stock Corporation Act on February 23, 2006.
Date and authorization forissue -~ = .

Software AG's Executive Board approved the consolidated finandial statements on February 28,
2006. L - '

Members of the Supervisory :Boar'di

Frank F. Beelitz _ o " Independent investment banker

Chairman o ©ot .. (Beelitz & Cie, Frankfurt am Main)
: - resident of Bad Homburg v.dH. - _
Supervisory Board seats: - e Member of the Supervisary Board '

Syntec Capital AG, Munich
» Member of the Supervisory Board .
; : Siidwestbank AG, Stuttgart
- = Member of the Board of Directors
Eon Labs. 1nc., New York, N.Y., USA
" {until june 30, 2005) :
Karl Heinz Achinger .
Graduate in business administration independent management consultant
Debuty Chairman - o ’resi;jent of Seefeld
Supervisory Board seats: " e Member of the Supervisory Board
' Magix AG, Munich
" @ Member of the Supervisory Board .
Dosch & An‘iand Systems AG, Munich-
Unterfhring (until February 1, 2005)
e Member of the Supervisory Board
Euro-Product-Services AG, Munich-
Unterfahring (since August 12, 2005)
= Member of the Supervisory 8oard o :
RWE Systems AG, Dortmund ‘
e Member of the Supervisary Board ST _ ;
T0S Informationsiechnralogie AG, "
Neckarsulm '



Dr. Andreas Bereczky

Justus Mische

* . Supervisory Board seats:

Supervisory Board seats:

_Monika Netmann
'Employee representative

Supervisory Board seats:

Reinhard Springer

Employee representative .-

Supervisory Board seats:

b

Members of the Executive Board:

Karl-Heinz Streibich
Chief Executive Officer

Supervisory Board seats:

Christian Barrios Marchant ™~

»
N

Member of the Executive Board:

Supervisory Board seats:

» Member of the Supervisory Board
teleson AG, Munich

e Chairman of the Supervisory Board
Tiscon AG, Neu-Ulm (until june 29, 2005)

Director of Production ZDF, Mainz
resident of Eschweiler

‘ Member of the Supervisory Board

gedas aperational services GmbH & Co.
KG, Frankfust am Main (since July 1, 2005)

_ Graduate in business administration
- resident of: Xelkheim /Ts.

s Member of the Supervisory Board
Altana AG, Bad Homburg v.d.H.

» Chairman of the Supervisory Board
B. Braun Melsungen AG, Melsungen

tmployee of SAG Systemhaus GmbH
Chairman of the General Warks Council
resident of Schliersee

none

1' Employee of SOftwaré AG
* Global Information Services Department

resident of Frankisch-Crumbach
none o ’

Graduate engineer in communications engineering
resident of Radolfzell

aone |

' Executive MBA

resident of La Moralejs, Alcobendas, Madrid,
Spain . -

_ = Member of the Board of Directors

Visual Century S.A., Barcelona, Spain

e ————— 1



-

Mark Edwards c-
member of the Executive Board.

‘Supervisory Board seats:

Dr. Peter Kiirpick

Member of the Executive Board
{since April 1, 2005)

Supervisory Board seats:

Alfred Pfaff

member of the Executive Board '_

(since November 1, 2005) -
Supervisory Board seats:

Andreas Zeitler o
tember of the Executive Board
(until August 22, 2005) '

‘Supervisory Board seats:

Arnd Zinnhardt - o
Member of the Executive Boafd;

Supervisory Board seats: N

Darmstadt, February 28, 2006
Software AG

K.-H. Streibich

M. Edwards

A. Zinnhardt

Businessman

resident of Buckhurst Hill, Essex, UK
e Member of the Board of Directors

(Company Secretary)

Claremont Consulting Ltd., London, UK

(until jure 15, 2005)

Physicist
resident of Frankfurt am Main
none

Degree in electrical engineering
resident of Bodenheim
none

Businessman

“resident of Kelkheim/Ts.
none

" Graduate in business administration

resident of Kelkheim/Ts.
none "

(. Barrios Marchant
A. Plaff

Dr. P Karpick
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Auditors’ report

We have audrted the consolrdated financial statements prepared by § Software Aktrengesellschaft and consrstrng of the
balance sheet the income statement, the presentation of recorded income and expenses, the cash flow statement and

the notes to the consolidated fmancral statements of Software Aktiengesellschatt, Darmstadt as welf as the report on

the Group 5 positiof and the posrtron of Software Akttengesellschaft for the frnancral year from 1 January 200510 31 De- -

cember 2005 The preparatton of the consolrdated financial statements and the report on the Group’s position and the
pasition of Software Aktiengesellschaft in accordance with IFRS as approved by thie EU and the supplementary provisions -
defined in Section 315a (1) HGB are the responsibility of the Company's management Qur responsibility is to express an
apinion on the consolidated financlal statements and the report-on the Group's posrtron and the position of Software
Aktrengesellschaft on the basrs of the audit performed by us.
We conducted our audit of the consolidated financial statements in accordance with Section 317 HGB and the generally
accepted standards for the audit of frnancaal statements promulgated: by the Institut der Wirtschaftsprfer {IDW). These

German audrt standards requrre that we plan and perform the audit so ‘that misstatements materially affecttng the pres- 3

entation of net assets findncial posrtron and resofts of operattons in'the consolidated financial statements'in accordance )
with German accountrng prlncrples and the report on the Group's position and the position of Softwhre Aktiengesellschaft -
“are detected with reasonable assufance. Knowledge of the busrness activities and the economic and legat environment
of the Group and evaluatrons of possivle misstatements are taken into account in the determination of audit pracedures. The
effectiveness of the accounting-related infernal control system and the evidenice supporting the disclosures in the books
and records, the consolrdated financial statements and the report on the Group s position and the pasition of Software
Aktrengeselfschaft are examined prrmarrly on-a test basis within the framework of the audit. The audit includes assessing
 the annual ‘financial statements of. companres inclided in the consolrdated financial staternents, the_ defmrtron of the con-
 solidated group, the accounting and consotldatron pnncrples used and significant estimates.made by management as -

* well as evaluatrng the overall presentation of the consolidated financial statements and the report on the Group s posrtron

and the posrtron of Software Aktrengesellschaft we belreve that olr audrt provrdes a reasonable basis for our opinion.
“Our audit has not led o any reservatrons I

‘Our evaluatron based on mformatron arising from our audit rndrcates that the. consolrdated fmancraf statements were *
prepared in accordance with IFRS as applied i in the EU, and in compfrance with the supplementary provisions of Section
315a {1) HGB. The consolidated financial statements present 3 true and fair view of the net assets, financial position and
results of the Group. The report on the position of the Group and the posrtron of Software Aktiengeseilschaft is consistent
with the consolidated financial statements As a whole, rt provides 3 suitable understand ing of the Group’s position and
surtably presents the opportunities and r sks of future devefopments '

: Frankfurt am Main, 28 Febfuary 2006
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. At a glance

ApplinX L
For the modernization of mainframe and other
IT environments. w 77, 37, 94

R O

Auditor’s report @ 707
Balance sheet ® 35, 50, 69
BPM - Business Progress Management

For continuous increase in process efficiency along
the full fength of the value chain.m 37, 46 .

. . Cash flow » 57, 69, 85

Corporate governance @ 21, 23, 104

. ' ) Customers ® 8, 17, 12, 14

¥

o o Development of inco_me_-34, 49, 65
P Dividend @ 78, 84 - '
Earnings per share » 34, 69
Employees ® 40, 43, 99

Events after the balance sheet date @ 47

Executive Board ® 2, 6, 20, 23, 102 105

Financial calendar @ 770

Fixed Assets Movement » 70
Group stiucture ® 54

Income after taxes ® 36, 49, 52, 86
Income statement & 49, 65

Investor relations e 18

Market development @ 16, 25, 45 -

Marketing » 39

Market position w 34

Outlook & 44

Portfolip .37

Regions ®» 33, 35, 86, 88 -
Research and Developmént -3;8

Risks » 47, 89



Salesw 34

Sales trend » 30, 33, 45, 49

' Segment report = 33, 86 -

Shareholders’ equity » 35, 50, 80

SOA - Service Oriented Architecture,

- AnIT.systems architecture for linking system

components based on business criteria. -

information and functionality can be then used

by different applications.
w4, 16, 37,39, 45

statement of cash flows e 57, 85

-

Stock ® 17 |

Strategy » 2(5, 36, 41

- Supervisory Board ® 20, 23, 40, 102, 104

valuation principles ® 59

XML - eXtensible Markup fanguage
Universal language for describing data.

- XML enables independent online transfer
of business and other data. ® 76, 31, 34, 37, 46
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Financial Calendar®

March 13

Corporate Conlerence — CeBIT 2006,
Small and MidCap Day, Hanover, Germany

March 14

UBS Glohal Scftware & IT Services Conference,
Loncon, UK

April 28

Q1 2006 Financial Figures

May 12

Annual General Meeting,
Franklurl/Main, Germany

May 31

gth German Corporate Conference, Deutsche Bank AG,
Frankfurt, Germany

june 06

9th Pan-Euiopean Technology, Media and Telecommunications
Conference, Merrill Lynch, London, UK

June 07

European Small & MidCap Conlerence,
(rédit Agricole Cheuvreux S.A., London, UK

July 28

Q2/H1 2006 Finandial Fiqures

September 27 - 28

HVB German Investment Conference,
Munich, Germany

October 27

Q3 2006 Financial Figuses

November 15-17

6th Annual Technology, Media & Telecoms Conlerence,
Morgan Stanley, Barcelona, Spain

Novemnber 27 - 29

German £quily Forum, Deulsche Barse AG,
Frankfurl, Gerrmany

Status: March 2006

For luriher detals concerning Investor Relations Tvents please visil our hamepage: www.soltwareag.com/investar

Software AG

Corporale Headquarters

UhlandstralRe 12

64297 Darmstadt, Germany

Tel, +49 61 51-92-0

Fax +49 61 51-92-1191

www.soflwareag.com




