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TO OUR SHAREHOLDERS

Brian E. Dearing
Chairman and Chief
Executive Officer

Each year, my letter to you includes a bit of
a report card on our growth strategy and
the progress we made in executing on it.
While we accomplished many of our
objectives for fiscal 2007, there are still
some areas that need improvement.

In this letter, I'll reflect on what went right,
and how we can leverage that success in
the future, as well as on what went wrong,
and what we've done to address the issues
going forward.

Successfully Executing on
Three of Our Four Growth
Initiatives

Our fundamental strategy is very simple
and has not changed. Our goal is to sell
more products to our large base of dealers,
distributors and manufacturers, Last year,
I told you 1 thought we had the right
strategy and that we needed to improve
our execution — and we did. In fiscal
2007, we made very good progress on
three of our four initiatives.

1. Maintain and enhance our
leadership in the electronic parts
catalog business.

2. Develop and extend our new
marketing services business,

3. Estabiish a dealer-direct business
model for Europe.

4. Pursue selected synergistic
acquisitions.

We maintained our core catalog business —
in fact, the U.S. catalog subscription
business increased by 2%.

The marketing services business
quadrupled, driven by both organic growth
and the acquisition of OC-Net, a California-
based website company that was acquired
in the second quarter. Our ability to sell
OC-Net’s enhanced website development,
hosting and eCommerce software to our
base of dealer customers has generated the
increased sales that made this acquisition
so attractive from the beginning.

Our success on initiatives 1, 2 and 4 —
increased catalog sales, the growing
marketing services business, and the
OC-Net acquisition — all contributed to the
increase in revenues.

While we showed good growth on the top
line, our net income was down significantly
from the prior year. This was due to a
number of factors. There were additional
expenses in sales and marketing and
business development, from which we
expect to reap rewards next year. There
were also two problem areas: (1)
difficulties in the field with the new version
of PartSmart®, and (2) the shortfall in our
European cperation.

PartSmart Version 8.0:
Challenges Overcome
The PartSmart product currently generates

about three-quarters of our revenue,
Dealers use it to look up original equipment




parts needed by customers whose lawn
mower or motorcycle is being repaired.

In response to the changes in the Windows-
PC environment and the desire to be able to
take advantage of the new capabilities
offered by contemporary hardware and
software, we re-platformed the product.
partSmart 8.0 was the result.

Although the early reviews were positive,
once the product began to be deployed at a
large number of dealerships, problems with
its installation and operation began to
emerge. A PartSmart SWAT team met daily
to address the situation. We supplemented
our help-desk staff with contract labor and
put the software on a crash get-well course.
The culmination of this process is PartSmart
8.4, which has addressed the primary
issues and is receiving positive reviews
from dealers.

The bad news: this cost a lot of money.
The good news: we believe we are out of
the woods. QOur customers are once again
enthusiastic about PartSmart. We can now
turn our attention to adding new
functionality that our customers want to
have.

European Operation:
Turning Potential into
Performance

Europe still represents a significant
opportunity for your company, but we have
been unable to fully capitalize on it for the
past two years.

I say it is an opportunity because the
European economy is collectively about the
size of that of the United States, and the
service and distribution channels for
manufactured equipment are akin to those
in North America. Dealers, distributors and
manufacturers experience similar problems
and opportunities, which our software and
services squarely address. Furthermore,
our U.S. manufacturers expect that we will
be able to support their dealers in Europe.

We need to turn this potential into
performance. To make this happen, we
have changed the management and the
entire sales team, downsizing in the
process. Our new VP of Global Sales and
Marketing has direct oversight of the unit,
and the telesales team is under the same
management as the U.S. telesales team,
Our new team of two telesales
representatives who joined in September
have already outsold last year’s entire team
of five for the month of October, and we
have added an outside sales representative
to call on manufacturers and distributors.

While the early positive returns from these
changes are encouraging, we will continue
to monitor the progress of this operation
very closely during each quarter of fiscal
2008. Making this business financially
successful remains a priority for all of us.

Moving Ahead to a
Better Fiscal 2008

In spite of the positive results for fiscal
2007 in many areas of our business, the
fact remains that our profits were down. 1
believe this is reflected in our stock price,
which is 25% lower than it was when 1
wrote to you at this time last year. Tam a
significant shareholder of ARI, and like you,
I’'m not happy about this situation. 1 know
we can do better.

The expenses for the PartSmart
redeployment, along with consulting fees
for an acquisition that was not completed
and severance payments amounted to
approximately $1 million in fiscal 2007.
These are expenses that we do not expect
to incur again next year.

In addition to growing revenues and
resolving issues, a major focus for us in
fiscal 2007 was to continue strengthening
the balance sheet. We did very well in this
area and in fact, come February 1, 2008
our total debt will be down to
approximately $600,000. This debt is
entirely from the OC-Net acquisition. All of
our other previous debt obligations will
have been paid.




In fiscal 2007, we generated cash from Together, all of these things set the stage
operations of $1.1 million and used it and for a better fiscal 2008,

our beginning cash balance to repay debt,
fund the OC-Net acquisition and invest in
additional hardware and software for our
business. We expect to benefit from these
actions in the year ahead.

As always, I thank you for your continued
support and interest in our success.

Our primary objectives for fiscal 2008 are
to continue to increase revenues and to
improve operating income from the fiscal
2007 levels. QOur catalog business remains
solid and our marketing services business -

now almost a quarter of our revenues - is Brian E. Dearing

growing nicely. We are also looking for Chairman of the Board of Directors
sales growth from the investments we and Chief Executive Officer

made in fiscal 2007, and we are continuing November 12, 2007

to pursue our acquisition program.

Statements in this letter include "forward-looking statements” within the meaning of the Private Securities Litigation Reform Act. The forward-looking
statements can generally be identified by words such as "believes," “anticipates," "expecis” or words of similar meaning. Forward-looking statements also
include statements relating to the Company's future performance, such as future prospects, revenues, profits and cash flows. The forward-looking statements
are subject to risks and uncertainties, which may cause actual results to be materially different from any future performance suggested in the forward-looking
statements. Such risks and uncertainties include those factors described under "Forward Looking Statements Disclosure™ jn Exhibit 99.1 of the Company’s
annuat report on Form 10-KSB for fiscal year ended July 31, 2006 filed with the Securities and Exchange Commission. Readers are cantioned net to place
undue reliance on these forward-looking statements. The forward-looking statements zre made only as of the date hereof, and the Company undertakes no
obligation to publicty release (he result of any revisions to these forward-looking statements. For more information, please refer to the Company’s filings with
the Securities and Exchange Commission.
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FINANCIAL HIGHLIGHTS

{Dollars in thousands except per share items)

2007 2006 2005 2004 2003
Earning Information
Revenues $ 15,435 $ 14,002 $ 13,661 $ 13,439 $ 13,863
Operating Income 165 2,069 2,146 1,286 (341)
Net income (l0ss) 101 3,210 2,815 1,055 (1,348)
Fully diluted net income (loss) per share $ 0.02 $ 0.49 $ 0.42 $ 0.17 $ (0.21)
Cash Flow Information
Net cash provided by {used in) operating
activities before changes in working capital $ 1,717 $ 2,979 $ 2,781 $ 2,652 $ 1,584
Net cash provided by (used in) investing
activities {2,174) 1,29 1,50 818 687
Net cash provided by (used in) operating and
investing activities before changes in working
capital $ (457) $ 1,680 $ 1,278 $ 1,834 $ B97
EBITDA 1,689 3,231 2,994 2,976 1,626
Year End Cash Balance ¢ 1,050 ¢ 3,584 $ 3,651 $ 3,357 $ 2,120
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U.S. SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-KSB

(X) ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year cnded July 31, 2007

() TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 000-19608
ARI Network Services, Inc.
(Name of small business issuer in its charier)

WISCONSIN
39- 1388360
(State or other jurisdiction of (IRS Employer Identification No.)
incorporation or organization)
11425 W. Lake Park Drive, Milwaukee, Wisconsin 53224 7 /f C
(Address of principal executive office) p <
Issuer's telephone number (414) 973-4300 L
Securities registered under Section 12({b) of the Exchange Act: None / . 0
RN
. . ) Y, - C
Securities registered under Section 12(g) of the Exchange Act: ‘-‘-\.-’;;;,\ e
Common Stock, par value $0.001 per share \‘j:y AN
(Title of Class) T A oy
Check whether the tssuer is not required to file reports pursuant 1o Section 13 or 15(d} of the Exchange Act[ ] N

i Note — Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Exchange Act from their
dl obligations under those sections.

3 Check whether the issuer (1) filed all reports required 1o be filed by Section 13 or 15(d) of the Exchange Act during the past twelve months {or for

such shorter period that the registrant was required to file such reports). and (2) has been subject to such filing requirements for the past ninety days.
YES ¥ NO

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation $-B contained in this form, and no disclosure will be

contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part [I[ of this Form 10-

K5B or any amendment to this Form 10-KSB.[¥]

Indicate by check mark whether the registrant is a sheil company (as defined in Rule 12b-2 of the Exchange Act).
YES NO v

Issuer’s revenues for the most recent fiscal year. $15,435,000

3As of October 21, 2007, the aggregate market value of the Common Stock held by non-affiliates (based on the closing price on the NASDAQ bullctin
Jboard) was approximately $7.6 million,

s of October 21, 2007, there were 6,647,153 shares of the registrant’s shares outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

ortions of the Definitive Proxy Statement, to be filed with the Securities and Exchange Commission no later than 120 days after July 31, 2007, for
he 2007 Annual Meeting of Sharcholders are incorporated by reference in Part 111 hereof.

ransitional Swmall Business Disclosure Format (check one).
YES NO ¥
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Item 1. Description of Business
Business Overview

ARI Network Services, Inc. ("we”, the “"Company”
or "ARI") is a leading provider of electronic parts
catalogs, marketing services and related
technology and services designed to increase
sales and profits for dealers, distributors and
manufacturers in the manufactured equipment
markets. We focus our sales and marketing on
the North American and European manufactured
equipment industry (the “Equipment Industry”),
providing direct sales and service in North
America and operating through a combination of
direct sales and service and value-added sales
and service agents elsewhere. Sales in these
markets are driven by dealers’ and other
servicing agents’ need for technical parts and
service information needed to perform repair,
warranty, and maintenance services, as well as
to increase sales and reduce operating costs.
The Equipment Industry is made up of separate
sub-markets in which the manufacturers often
share common distributors, retail dealers and/or
service points. These sub-markets include:
outdoor power, power sports, motorcycles,
agricultural equipment, marine recreation
vehicles, floor maintenance, auto and truck parts
aftermarket, construction, and others. By
“Equipment”, we mean capital goods which are
repaired rather than discarded when broken and
for which sales and service are generaily
performed by a distributed network of
independent dealers and/or repair shops. The
Equipment Industry has been a growing
percentage of our revenue over the past three

B years, representing 97% of fiscal 2007 revenue.
We expect the Equipment Industry to continue to
be the Company’s largest Industry in fiscal 2008,
and expect to expand into other sub-markets
within the Equipment Industry which have similar
fl business needs.

Our products and services enable Equipment
Industry dealers and distributors to automate
business communications with the manufacturers
and distributors whose products they sell and
service, and to market to new customers and
prospects. We supply three types of software
and services; (i) robust Web and CD-ROM
electronic parts catalogs, (ii) marketing services,
including a website creation service and
technology-enabled direct mail and (iii)
eCommerce services. The electronic cataloging
products and services enable partners in a

service and distribution network to look up
electronically technical reference information
such as illustrated parts lists, service bulletins,
price files, repair instructions and other technical
information regarding the products of multiple
manufacturers. Marketing services help a dealer
increase revenue. For example, the website
creation service makes it easy for a dealer to
create a professional web presence and optionally
to conduct electronic business with its customers.
The eCommerce services allow the dealers to
exchange electronic business documents such as
purchase orders, invoices, warranty claims, and
status inquiries with the manufacturers and
distributors who supply them. Our products and
services use the Internet for data transport and a
combination of the World-Wide Web and CD-ROM
technology for user interfaces and data
presentation. At this time, the primary product
line is electronic catalogs. We expect that
marketing services will represent a larger
percentage of revenues over time, as
management attention is focused in this area.

In fiscal 2007, electronic parts catalog and
marketing services represented 81% and 14% of
revenue, respectively.

Our sales and marketing activities are focused on
dealers, distributors and/or service points directly
and on Equipment Industry manufacturers and
distributors that sponsor our products and
services within the service and distribution
network. Using direct sales, we sell additional
dealers as weil as additional databases and
additional products (such as WebsiteSmart Pro™)
to existing dealer customers. These products
are used by dealers to save time and money, as
well as to increase revenues. We also sell
directly to distributors and manufacturers, We
beiieve that the implementation of our products
can reduce internal costs for manufacturers and
distributors and increase loyalty and productivity
in the service and distribution network as well as
end-customer satisfaction. In addition to
software licenses and support services, a typical
implementation for a given manufacturer or
distributor will involve professional services for
project management, software customization and
continuing catalog updates.

An important aspect of our business is the
relationships we have developed with over 85
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dealer business management system providers
through our COMPASS Partners™ program. A
dealer business management system is used by a
dealer to manage inventory, maintain accounting
records, bill customers and focus marketing
efforts. Our software’s ability to interface with
these systems provides the dealer with a more
robust, informative, and cost-effective solution.
It also differentiates us from competitors.

The Company recently began a small new
operation to offer insurance and financing

The following table sets forth certain Catalog,

services to dealers in the Powersports industry.
This operation may or may not continue in its
present form, depending on results.

As part of our historical business practice, we
continue to provide eCommerce services to the
North American agribusiness industry, which
accounted for 3% of our total revenue in fiscal
2007.

No single customer directly accounted for 10% or
more of our revenues in fiscal 2007.

Customer and Subscription information by region derived

from the Company’s financial and customer databases. The number of distinct distributors and dealers is

estimated because some subscriptions are distributed by third parti

es (including manufacturers), which

may or may not inform ARI of the distributors and/or dealers to which the subscription is distributed and
therefore, comparisons to prior periods may or may not be indicative of business trends. Furthermore, at

the present time we do not have an

may understate our market position. The drop in
primarily to a large OEM customer changing to an

accurate method of counting dealers and subscriptions when a catalog
is delivered via the website of a manufacturer or distributor who is our cu

stomer, so the information below
subscriptions between fiscal 2006 and 2007 is due
in-house solution.

Catalog, Customer and Subscription Information by Region
Distinct Distinct
Distinct Distributors Dealers
Catalogs Manufacturers Subscriptions {Estimated) (Estimated)
As of July 31, 2007:
North America 90 66 64,330 89 20,212
Non-North American 53 7 6,325 62 3,384
Included in both Regions {43) _0 0 0 0
Total 100 73 70,655 151 23,596
As of July 31, 2006:
North America 86 62 71,375 104 22,833
Non-North American 58 9 9,134 50 5,701
Included in both Regions {48} _ 0 0 0 0
Total 96 71 80,509 154 28,534
Variance:
North America 4 4 (7,045} (15) (2,621)
Non-North American (5) (2) (2,809} 12 (2,317)
Included in both Regions _5 _0 0 _0 0
Total 4 P (9,854) (3 (4,938)
“Catalog” = A separately sold and/or distributed parts catalog. A manufacturer may have more than one
catalog. More than one nrand or distinct product line may be included in a catalog.
*Distinct Manufacturer” = A single independent manufacturer, not owned by another manufacturer, served by ARI.
Distinct manufacturers are included in the region they most serve even if they have catalogs
in both regions.
*Subscription” = A single catalog subscribed to by a single dealer or distributor. A dealer or distributor may
have more than one subscription.
“Distinct Distributor” = A single independent distributor, not owned by another distributor, served by ARL. A
distributor generally buys from manufacturers and sells to dealers.
~Distinct Dealer” = A single independent servicing dealer, not owned by another dealer, served by ARL.
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Our executive offices are located at 11425
West Lake Park Drive, Milwaukee, Wisconsin
53224-3025 and our telephone number at that
focation is (414) 973-4300. ARI is a Wisconsin
corporation, incorporated in 1981. We
maintain a website at http://www.arinet.com,
which is not part of this report.

Mission and Strategy

Our mission is to be the leading provider of
electronic parts catalogs, marketing services
and related technology and service to increase
sales and profits for dealers in selected
manufacturing industry segments, primarily
those with shared distribution channels and
service networks. Qur vision is that whenever
a dealer in one of our target markets accesses
technical parts and service information
electronically from a manufacturer or
distributor or markets its products and services
to its customers, it will use at least some of our
products and services to do so. To achieve this
vision, our strategy is to concentrate on a few
vertical markets, and to be the leading provider
of electronic catatog products and services in
those markets. After establishing a position in
a market, we will then bring other products and
services to bear - including marketing services
- in order to expand our presence and solidify
our competitive position. Qur goal is to provide
a complete array of high-quality electronic
catalog, marketing, and eventually, other
services that industry participants will adopt
and use effectively.

During fiscal 2008, the Company is focused on
four growth initiatives, which are the same
ones pursued in fiscal 2007: (i) maintaining
and enhancing the current base of catalog
business; (ii) growing the marketing services
business; (iii) expanding our dealer-direct
business model in Europe; and (iv) making
selected synergistic acquisitions.

To maintain and enhance the current base of
catalog business, we are seeking to maintain a
renewal rate of approximately 85% on dealer
catalog subscriptions and to sell new catalogs
and dealers at a rate sufficient to replace the
revenue from non-renewing subscriptions, or to
increase it slightly. Catalog subscription
revenue grew by 2% in fiscal 2007 and our
renewal rate maintained at approximately
85%. We believe that we are highly
penetrated in our two primary markets

(Qutdoar Power and Power Sports) both in
terms of dealers and catalog titles, but there
are opportunities for sorme additional growth in
related markets (such as Agricultural
Equipment).

Our primary new product initiative in North
America is marketing services, which includes
WebsiteSmart Pro™, ARI MailSmart™, and
additional add-on products, including
EMailSmart™ and our automated website
content management services. These products
respond directly to our customers’ desire for
assistance from a trusted partner like ARI in
marketing and selling to their customers and
prospects. We are investing in additional sales
and marketing resources as well as in product
development to support this initiative, Qur
marketing services business grew
approximately 354% in fiscal 2007, inclusive of
the OC-Net acquisition.

In Europe, our focus has shifted from a
historical business model in which we soid only
indirectly to dealers through manufacturers,
distributors, or value-added resellers to a
business model in which we sell and support
dealers directly in their native languages.
During the second half of fiscal 2005, we
opened an office in Alphen aan den Rijn, The
Netherlands, and staffed it with approximately
10 employees. Through a combination of
direct selling and unbundling our current
indirect business relationships, we have
established a direct-to-dealer business model.
We believe that this will enable us to reverse
the decline in European revenues and position
ourselves for growth in the future by
introducing additional products — including
marketing services - to European dealers. In
fiscal 2005, we invested in sales and marketing
staff in Europe as well as product development
in support of this initiative. Due to the
disappointing results, we have replaced and
downsized the European sales staff during
fiscal 2007,

Finalty, we continue to seek acquisitions that
will solidify or accelerate our market position in
both the catalog and marketing services
markets. During fiscal 2007, we acquired OC-
Net, a provider of websites to dealers and
manufacturers,
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Products and Services equipment, (ii) marketing services, including
website creation services which allow a dealer
to create and maintain a website and {iii)
eCommerce services for exchanging documents
such as purchase orders, invoices, and
warranty claims.

We offer three basic kinds of services to our
customers in the Equipment Industry: (i)
electronic catalogs for publishing and viewing
technical reference information about the

The following table shows the products and services that we offer, a brief description of them and the
industries where they are currently in use.

ELECTRONIC CATALOG PRODUCTS AND SERVICES
Product or Service Description Primary Industry/Market

PartSmart® Classic™ | Electronic parts catalog for equipment dealers, | Equipment- all sub-markets except RV
formerly PartSmart Version 6.

PartSmart® 8™ Electronic parts catalog for equipment dealers | Equipment- all sub-markets except RV
PartSmart® Web™ Web based electronic parts catalog, formerly Equipment - all sub-markets
’ EMPARTweb.
Lookupparts.com PartSmart Web-based lookup service offered Equipment - all sub-markets except RV
to dealers on a subscription basis
pPartSmart® Web™ Electronic parts catalog viewing software Equipment - all sub-markets
ASP offered as a hosted service for individual
distributors and manufacturers, formerly
EMPARTweb ASP,
PartSmart® Cart™ Add-on product to PartSmart Web that Equipment - all sub-markets
facilitates order taking from the catalog
PartSmart® Data Electronic parts catalog creation software used | Equipment - afl sub-markets
Manager™ to produce catalogs for viewing on PartSmart
Classic, PartSmart 8, and PartSmart Web.
PartSmart® Data Add-on product to PartSmart Data Manager Equipment - all sub-markets
Publisher™ that facilitates the creation of a file of parts

and related information for use in PartSmart
PDF Catalog Composer Module

PartSmart® PDF Add-on product to PartSmart Data Manager Equipment - all sub-markets
Catalog Composer™ that facilitates the creation of a parts manual,
Module price sheet or other parts-related publications

in the Adobe Acrobat format for printing,
electronic distribution or online display
Electronic publishing Project management, data conversion, Equipment - all sub-markets
services editing, production, and distribution services
for manufacturers who wish to outsource
catalog production operations
EMPARTviewer™ Electronic parts catalog viewing software Equipment - RV

Professional services | Project management, software customization, | Equipment - all sub-markets
back-end system integration, roll-out
management, and help desk support services




MARKETING SERVICES

Product or Service

Description

Primary Industry/Market

WebsiteSmart Pro™

Software to create customized websites and
conduct business electronically, including
optional shopping cart, superseding
WebsiteSmart.

Equipment - outdoor power, power
sports

WebsiteSmart™

Software to create customized websites and
conduct business electronically, including
optional shopping cart

Equipment - outdoor power, power
sports

Professional Services

Large-scale website creation, hosting and
maintenance services

Equipment - all sub-markets

ARI MailSmart™

Direct mail solution that enables users to cost-
effectively and efficiently reach customers and
prospects with customized messages

Equipment - all sub-markets

eMailSmart™

Email solution that enables users to stay in
touch with customers through special offers
and a quarterly newsletter

Equipment - all sub-markets

Content Management
Services

Add-on solution to WebsiteSmart and Website-
Smait Pro that automatically updates a
website with Weather Alerts, promotions
based on customer seasonality and supplier
promotions

Equipment — all sub-markets

eCOMMERCE PRODUCTS AND SERVICES

Product or Service

Description

Primary Industry/Market

processing system that enables dealers,
distributors and manufacturers to streamline
product registration and warranty claim
submission and processing, as well as check
claim status online.

TradeRoute® Document handling and communications for Equipment - Qutdoar power and RV
product ordering, warranty claims and other
business documents

WarrantySmart™ Web-based end-to-end warranty claims Equipment - all sub-markets

; As part of our historical business practice, we
fjlcontinue to provide electronic transaction
lservices to the North American agribusiness
flindustry, representing approximately 3% of our

Mlfiscal 2007 revenue,

development program aimed at identifying,
evaluating and closing acquisitions which
augment and strengthen our market position,
product offerings, and personnel resources.
Since the program’s inception, six completed
business acquisitions, as well as one software
product acquisition, have resulted.

Acquisitions
Since December 1995, ARI has had a business
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The following table shows selected information regarding these acquisitions:

Acquired
Acquisition Date
Location

Company/Product and

Description of Acquired Business or Product Rights

November 4, 1996 cd\*.IMG, Inc. (“"CDI")

New Berlin, WI

CDI developed the Plus'® electronic parts catalog which
featured parts information from over 20 manufacturers
in the outdoor power, marine, motorcycle and power
sports industries and was replaced with the Partsmart
electronic catalog.

September 30, 1997 Empart Technologies,
Inc. ("EMPART")

Foster City, CA

EMPART provided us with the EMPARTpublisher and
EMPARTviewer software.

POWERCOM-2000
{"POWERCOM"), a
subsidiary of Briggs &
Stratton Corporation
Colorado Springs, CO

September 15, 1998

POWERCOM provided electronic catalog and
communication services to a number of manufacturers
in North America, Europe, and Australia in the outdoor
power, power tools, and power sports industries.

May 13, 1999 Network Dynamics
Incorporated ("NDI")

williamsburg, VA

NDI provided us with the partSmart electronic catalog
which was used by over 10,000 dealers to view catalogs
from SO different manufacturers in 6 sectors of the
Equipment Industry.

October 27, 2003 VertX Commerce
Corporation (*VertX”)

San Diego, CA

vertX provided us with the WebsiteSmart™ software to
create customized dealer websites.

September 30, 2004 Co-ownership rights to
software products of
Service Management
Group, Inc.

Hattiesberg, MS

Software code upon which Warranty Smart is based, as
well as miscellaneous related (but undeptoyed) products.

January 26, 2007 OC-Net, Inc. ("OC-Net")

Cypress, CA

OC-Net developed WebsiteSmart Pro, which has
replaced WebsiteSmart. OC-Net also develops and hosts
large-scale websites including Yamaha'’s US dealer
services site.

Competition

Competition for ARI's products and services in
the Equipment Industry varies by product and
by sub-market. No single competitor today
competes with us on every product in each of
our targeted vertical Equipment Industry sub-
markets, In electronic catalog software and
services, the largest direct competitor is Snap-
on Business Solutions, which offers electronic
service catalogs in the motorcycle, marine,
outdoor power and auto markets. In addition,
there are a variety of small companies focused
on specific industries. Many of the smaller
companies may also represent acquisition
targets for us. There are also other companies
that provide more general catalog services such
as Stibo, Pindar and IHS that may in the future
directly compete with us in our target markets.
In addition, there are also a number of larger
caompanies which have targeted Web-based

catalogs for procurement, such as Ariba, and
i2 Technologies, Inc., which could expand their
offerings to address the needs of our markets
and become competitors in the future.
WwebSiteSmart Pro™ has many competitors,
including Dominion Enterprises, 50 Below, and
many internet service providers. In the
eCommerce part of our business, the primary
competition comes from in-house information
technology groups who may prefer to build
their own Web-based proprietary systems,
rather than use our industry-commaon
solutions. Snap-on Business Solutions also
offers a communication solution. There are
also large, general market eCommerce
companies like AT&T Communications, Inc.,
which offer products and services which could
address some of our customers’ needs. These
general eCommerce companies do not
typically compete with us directly, but they
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could decide to do so in the future. These
companies may also represent alliance partner
opportunities for us. In addition, as in the
catalog side of our business, there are a variety
of small companies focused on specific
industries which compete with us and which
may also represent acquisition targets. Another
potential source of competition in the future is
the group of companies attempting to build so-
called “net communities,” such as VerticalNet,
which could expand their offerings to target our
served markets. In addition, companies
focused on asset management or post-szles
services, such as Servigistics, could expand
their offerings and enter our markets; these
companies may also represent alliance partner
candidates. Finally, given the current pace of
technological change, it is possibie that as yet
unidentified well-capitalized competitors couid
emerge, that existing competitors could merge
and/or obtain additional capital thereby making
them more formidable, or that new technologies
could come on-stream that could threaten our
position.

ARI's primary competitive advantages are (i)
our focus on our target markets and the
industry knowledge and customer relationships
we have developed in those target markets, (ii)
our robust electronic parts catalog software
products, (iii) the e-commerce contribututions
of our WebsiteSmart Pro product, and (iv) our
relationships with over 85 dealer business
management system providers. We believe
that our competitive advantages wiil enable us
to compete effectively and sustainably in these
markets.

Employees

As of October 14, 2007, we had 103 fuil-time
equivalent employees. Of these, 12 are
engaged in maintaining or developing software
and providing software customization services,
34 are in sales and marketing, 13 are engaged
in catalog creation and maintenance or
database management, 36 are involved in
customer implementation and support and 8 are
involved in administration and finance, None of
these employees is represented by a union.

Item 2. Description of Properties

ARI occupies approximately 17,000 square
feet in an office building in Milwaukee,
Wisconsin, under a lease expiring June 30,
2009. This facility houses our headquarters
and one of our computer server recoms. In
Colorado Springs, Colorado, we occupy
approximately 5,200 square feet of office
space under a lease expiring March 31, 2011.
In Williamsburg, Virginia we occupy
approximately 5,100 square feet of office
space under a lease that expires October 1,
2009. In Cypress, California, we occupy
approximately 5,000 square feet of office
space under a lease expiring August 31, 2011.
This facility houses our second computer
server room. In Nashville, Tennessee, we
occupy approximately 1,500 square feet of
office space which is subleased on a month to
month basis.

Item 3. Legal Proceedings

We are not currently a party to any material
legal proceedings.

Item 4. Submission of Matters to a
Vote of Security Holders

None.

Executive Officers of the Registrant

The table below sets forth the names of ARI's
executive officers as of October 14, 2007. The
officers serve at the discretion of the Board.

Name Age Capacities in which
they serve

Brian E. Dearing 52 Chairman of the Board,

CEQ and President

John C. Bray 50 Vice President of
Business Development
and Strategy

Roy W. Olivier 48 Vice President of

Global Sales and
Marketing
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Brian E. Dearing. Mr. Dearing has been Chief Internet Sales and Consulting at GE Information
Executive Officer and President and a director Services in Rockville, Maryland. Before joining
since 1995, Chairman of the Board of Directors GE, Mr. Bray had a six year sales career at AT&T,
since 1997 and is currently acting as secretary culminating in his appointment as Regional Vice
and Chief Financial Officer. Prior to joining ARI, President of Sales for AT&T’s EasyLink Services,
Mr. Dearing held a series of electronic commerce marketing electronic commerce services. He
executive positions at Sterling Software, Inc. in holds a BA in marketing from the University of
the U.S. and in Europe. Prior to joining Sterling lowa.

in 1990, Mr. Dearing held a number of marketing
management positions in the EDI business of
General Electric Information Services from 1986.
Mr. Dearing holds a Masters Degree in Industrial
Administration from Krannert School of
Management at Purdue University and a BA in
Political Science from Union College.

Roy W. Olivier. Mr. Olivier joined ARI in
September 2006 as Vice President of Global Sales
and Marketing. Before joining ARI, Mr. QOlivier
was a consultant to start-up, small and medium-
sized businesses. Prior to that, he was Vice
President of Sales & Marketing for ProQuest
Media Solutions, a business he founded in 1993
and sold to ProQuest in 2000, Prior to that, Mr.
Olivier held various sales and marketing
executive and managerial positions with several
other companies in the telecommunications and
computer industries, including Multicom
Publishing Inc., BusinessLand and PacTel.

John C. Bray. Mr. Bray was appointed Vice
President of Sales in September 1996, then
became Vice President of New Market
Development in March 2002, then Vice President
of Business Development in June 2003, adding
Vice President of Strategy in January 2006. Prior
to joining ARL, Mr. Bray was Manager of Global

PART I1

Item 5. Market for Common Equity, Related Stockholder Matters and Small
Business Issuer Purchases of Equity Securities

ARI’s common stock is currently quoted on the NASDAQ Over the Counter Bulletin Board ("OTCBB") under
the symbol ARIS. The following table sets forth the high and low sales price for the periods indicated.
OTCBB quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and may
not necessarily reflect actual transactions.

Fiscal Quarter Ended High Low
October 31, 2005 $2.800 $2.200
January 31, 2006 $2.500 $1.530
April 30, 2006 $2.500 $1.900
July 31, 2006 $2.420 $2.050
October 31, 2006 $2.250 $1.900
January 31, 2007 $2.180 $1.800
April 30, 2007 $2.280 $1.850
| July 31, 2007 $2.000 $1.350

As of October 18, 2007, there were approximately 205 holders of record of the Company’s common stock.
The Company has not paid cash dividends to date and has no present intention to pay cash dividends.

During the quarter ended July 31, 2007, the Company did not sell any eguity securities which were not
registered under the Securities Act or repurchase any of its equity securities.
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Item 6. Management’s Dijscussion and

Ivsi p fO & 2007 and 2006 and for each of the years in
Analysis or Plan of Operation the period ended July 31, 2007 and 2006,
The following table sets forth certain financial and the reports, thereon, of Wipfli LLP are
information with respect to the Company as of included elsewhere in this Report. The
and for each of the five years in the period ended selected financial data should be read in-
July 31, 2007, which was derived from audited conjunction with "Management’s Discussion
Financial Statements and Notes thereto of ARI and Analysis or Plan of Operation” and the
Network Services, Inc. Audited Financial Financial Statements and Notes thereto
Statements and Notes as of July 31, included elsewhere herein.
Statement of Operations Data: \
(In thousands, except per share data)
Year Ended July 31
2007 2006 2005 2004 2003
Subscriptions, support and other services revenues $11,290 $10,320 ¢ 9,913 $ 9,291 $ 8,217
Software license and renewal revenues 2,187 2,036 2,248 2,378 2,332
Professional services revenues 1,958 1,646 1,500 1,770 2,068
Total Revenue 15,435 14,002 13,661 13,439 12,617
N | Cost of subscriptions, support and other services sold 1,188 990 877 514 603
|
fll | Cost of software licenses and renewals sold (1) 956 681 626 1,564 1,768 |
W | Cost of professional services sold 575 330 455 760 819 ;
L Total cost of products and services sold 2,719 2,001 1,958 2,838 3,150 i
L Gross Margin 12,716 12,001 11,703 10,601 9,427
B | Cperating expenses:
‘ Depreciation and amortization (exclusive of
| amortization of software products included in cost of
W | sales) 631 382 263 156 212
| Customer operations and support, 1,131 1,141 1,030 1,104 1,190
‘1 Selling, general and administrative 9,110 7,185 7.141 7,004 7.273
il Software development and technical support 1,679 1,224 1,123 1,051 1,093
|
} Net operating expenses 12,551 9,932 9,557 9,315 9,768
i, Operating income (loss) 165 2,065 2,146 1,286 (341}
\ ll Other expense {60} {59) {184} (169) (1,007) .
] 1ncome ttoss) before provision for income taxes 105 2,010 1,962 1,117 (1,348) ‘
Income tax benefit (expense) (4) 1,200 853 (62) - ‘
II Net income {loss) $ 101 $ 3,210 $ 2,815 $ 1,055 $(1,348)
, | Average common shares outstanding:
} i Basic 6,378 6,130 5,992 5,840 6,499
Wl Diluted 6,550 6,510 6,653 6,143 6,499
\ ’ Net income (loss) per share:
W Basic $ 002 $ 052 $ 047 $ 0.18 $ (0.21)
l  Diluted $ 002 $ 049 $ 042 $ 017 $ (0.21)

§1)  Includes amortization of software products of $800, $648, $570, $1,512 and $1,726.

i
i
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Selected Balance Sheet Data:
{In thousands)
Year Ended July 31
2007 2006 2005 2004 2003

Working capital (deficit) $(5,221)  $(3,357) $(3,911)  $(4,062) $(4,813)
Capitalized software development (net) 1,606 1,468 1,486 970 1,881
Total assets 9,927 5,436 7,933 6,151 5,650
Current portion of long-term debt and capital lease

obligations 1,031 1,400 1,204 1,010 420
Total long-term debt and capital lease obligations 484 580 2,037 3,309 3,785
Total shareholders' equity (deficit) 718 (312) {3,609) (6,551} (6,830)

Summary

The Company produced net income of $101,000
for the fiscal year ended July 31, 2007 compared
to $3,210,000 for the fiscal year ended July 31,
2006. The decrease in earnings was primarily
due to an increase in sales staff, the recognition
of stock option expense and professional fees
related to the OC-Net acquisition and other
potential acquisitions in fiscal 2007 and
recognition of deferred tax assets in fiscal 2006.
Total revenue increased 10% during fiscal 2007
compared to fiscal 2006, as the Company’s
marketing services business more than tripled.
The increase in total revenue was primarily due
to increased marketing services and catalog
subscriptions in the United States. Management
expects revenues and operating income to
increase in fiscal 2008 as the Company sees the
results of its growth initiatives.

During fiscal year 2008, the Company plans to
continue its focus on four growth initiatives: (1)
maintaining and enhancing the current base of
catalog business; (2) growing the marketing
services business; (3) stabilizing its dealer-direct
business model in Europe; and (4) making
selected synergistic acquisitions. We refer to
initiatives 1-3 as “organic”, in that we intend
them to be accomplished without recourse to an
acquisition, though we intend to use acquisitions
as a way to accelerate these initiatives as well.
We anticipate that the expenses and investments
associated with these growth initiatives (primarily
numbers 2 and 3) will be at a level that will result
in a slight increase in operating income for fiscal
2008, and that the revenues generated by these
initiatives will result in healthy growth on the
bottom line in subsequent years. This is because

our revenues for new business are recognized
ratably over the period of the service or
subscription delivery period, while certain
expenses, by contrast, are recognized as they are
incurred. We do not anticipate a need for
additional capital or financing in order to execute
our plans with regard to these growth initiatives,
except in the case of a large acquisition not
primarily financed by issuing equity to the seller
and/or by seller-financed debt.

Critical Accounting Policies and Estimates
General

The Company’s discussion and analysis of its
financial condition and results of operations are
based upon its financial statements, which have
been prepared in accordance with accounting
principles generally accepted in the United
States. The preparation of these financial
statements requires the Company to make
estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent
assets and liabilities. On an on-going basis, the
Company evaluates its estimates, including,
among others, those related to customer
contracts, intangible assets, bad debts,
capitalized software product costs, financing
instruments, revenue recognition and other
accrued expenses. The Company bases its
estimates on historical experience and on various
other assumptions

that are believed to be reasanable under the
circumstances, the results of which form the
hasis for making judgments about the carrying
values of assets and liabilities that are not readil




apparent from other sources. Actual results may
differ from these estimates under different
assumptions or conditions.

The Company believes the following critical
accounting policies affect its more significant
judgments and estimates used in the preparation
of its financial statements.

Revenue Recognition

Revenue for use of the network {(including
transaction fees) and for information services is
recognized in the period such services are
utilized. Revenue from annual or periodic
maintenance fees, hosting fees, license and
license renewal fees and catalog subscription fees
is recognized ratably over the period the service
is provided. Revenue under arrangements that
include acceptance terms beyond the Company’s
standard terms is not recognized until acceptance
has occurred. If collectibility is not considered
probable, revenue is recognized when the fee is
j collected. Arrangements that include
professional services are evaluated to determine
whether those services are essential to the
functionality of other elements of the
| arrangement. When professional services are not
considered essential, the revenue allocable to the
! professional services is recognized as the
services are performed. When professional
sarvices are considered essential, revenue under
the arrangement is recognized pursuant to
contract accounting using the percentage-of-
fcompletion method with progress-to-completion
measured based upon labor hours incurred,
When the current estimates of total contract
revenue and contract cost indicate a loss, a
provision for the entire loss on the contract is
made. Revenue under arrangements with
Customers who are not the ultimate users
(resellers) is deferred if there is any contingency
on the ability and intent of the reseller to sell
Euch software to a third party. Amounts invoiced
0 customers prior to recognition as revenue as
iscussed above are reflected in the
icCcompanying balance sheets as deferred
evenue,

i

Bad Debts

he Company maintains an allowance for
Houbtful accounts for estimated losses resulting
grom the inability of its customers to make
equired payments. The Company currently
eserves for most amounts due over 90 days,

@
unless there is reasonable assurance of

collectibility, If the financial condition of the
Company's customers were to deteriorate,
resulting in an impairment of their ability to make
payments, additional allowances may be
required.

Use of Estimates

The preparation of the Company’s financial
statements in conformity with accounting
principles generally accepted in the United States
requires management to make estimates and
assumptions about accrued expenses that affect
the amounts reported in the financial statements
and accompanying notes. Actual results could
differ from those estimates, which are subject to
change in the near term.

Legal Provisions

The Company is periodically involved in legal
proceedings arising from contracts, patents or
other matters in the normal course of business,
The Company reserves for any material
estimated losses if the outcome is reasanably
certain, in accordance with the provisions of
SFAS No. 5 “Accounting for Contingencies”.

Impairment of Long-Lived Assets

Equipment and leasehold improvements,
capitalized software product costs, goodwill,
Customer lists, and other identifiable intangible
assets are reviewed for impairment whenever
events or changes in circumstances indicate that
the carrying amount may not be recoverable, If
the sum of the expected undiscounted cash flows
is less than the carrying value of the related
asset or group of assets, a loss is recognized for
the difference between the fair value and
carrying value of the asset or group of assets,

Cash and Cash Equivalents

The Company’'s investment policy, as approved
by the Board of Directors, is designed to provide
preservation of capital, adequate liquidity to meet
projected cash requirements, optimum vyields in
relationship to risk, market conditions and tax
considerations and minimum risk of principal loss
through diversified short and medium term
investments. Eligible investments include direct
obligations of the U.S. Treasury, obligations
issued or guaranteed by the U.S. government,
certain time deposits, certificates of deposits




issued by commercial banks, money market
mutual funds, asset backed securities and
municipal bonds. The Company's current
investments include money market funds.

Debt Instruments

The Company valued debt discounts for Common
Stock Warrants granted in consideration for
Notes Payable using the Black-Scholes valuation
method. Non-cash interest expense is recorded
for the amortization of the debt discount over the
term of the debt.

Deferred Tax Assets

The tax effect of the temporary differences
between the book and tax bases of assets and
liabilities and the estimated tax benefit from tax
net operating losses are reported as deferred tax
assets and liabilities in the balance sheet. An
assessment of the likelihood that net deferred tax
assets will be realized from future taxable income
is performed. Because the ultimate realizability of
deferred tax assets is highly subject to the
outcome of future events, the amount
established as valuation allowances is considered
to be a significant estimate that is subject to
change in the near term. To the extent a
valuation allowance is established or there is a
change in the allowance during a period, the
change is reflected with a corresponding increase
or decrease in the tax provision in the statement
of operations.

Stock-Based Compensation

On August 1, 2006, the Company adopted
SFAS No. 123(R) (revised 2004)

(SFAS No. 123(R)}), "Share-Based Payment”, to
account for its stock option plans, which is a
revision of SFAS No. 123, and SFAS No. 95

“gratement of Cash Flows”. SFAS No. 123{R)
permits public companies to adopt its
reguirements using one of two methods: (1) a
“modified prospective” method in which
compensation cost is recognized beginning with
the effective date (a) based on the requirements
of SFAS No. 123(R) for all-share based payments
granted after the effective date and (b) based on
the requirements of SFAS No. 123 for all awards
granted to employees prior to the effective date
of SFAS No. 123(R) that remain unvested on the
effective date; or (2) a “modified retrospective”
method which includes the requirements of the
modified prospective method described above,
but also permits entities to restate based on the
amounts previously recognized under

SFAS No. 123 for purposes of pro forma
disclosures either (a) all prior periods presented
or (b) prior interim periods of the year of
adoption. The Company adopted SFAS 123(R)
using the modified prospective approach. Under
this transition method, compensation cost
recognized for the year ended July 31, 2007
includes the cost for all stock options granted
prior to, but not yet vested as of August 1, 2006.
This cost was based on the grant-date fair value
estimated in accordance with the original
provisions of SFAS No. 123. The cost for all
share-based awards granted subsequent to

July 31, 2006, represents the grant-date fair
value that was estimated in accordance with the
provisions of SFAS No. 123(R). Results for prior
periods have not been restated. Compensation
cost for options will be recognized in earnings,
net of estimated forfeitures, on a straight-line
basis over the requisite service period. There
were no capitalized stock-based compensation
costs at July 31, 2007.




Revenues

Management reviews the Company’s revenue in
the aggregate, by geography and by product

focus is electronic cataiog

The following tables set forth, for the
Company’s financial statements:

category within region. The Company’s strategic

and marketing services in the Equipment
Industry, which represented approximately 96%
of the Company’s total revenue in fiscal 2007.

periods indicated, certain revenue information derived from the

Revenue by Location and Service
(In Thousands)
Year ended
July 31 Percent
2007 2006 Change
North America
Catalog subscriptions $ 10,265 $ 10,176 1%
Catalog professional services 1,207 1,514 (20%)
Marketing services 1,595 485 229%
Marketing professional services 606 - 100%
Dealer & distributor communications 678 882 (23%)
Subtotal 14,351 13,057 10%
Rest of the World
Catalog subscriptions 936 788 19%
Catalog professional services 148 157 (6%)
Subtotal 1,084 945 15%
Tota] Revenue
Catalog subscriptions 11,201 10,964 2%
Catalog professional services 1,355 1,671 (19%)
Marketing services 1,595 485 229%
Marketing professional services 606 - 100%
Dealer & distributor communications 678 882 (23%)
Total 3 15,435 3 14,002 105

orth America

atalog Subscriptions

orth American catalog subscription revenues are
erived from software license fees, license
enewal fees, software maintenance and support
es, catalog subscription fees, and other
iscellaneous subscription fees charged to
ealers, distributors and manufacturers for the

se of the Company’s catalog products in the
nited States and Canada. Catalog subscription
venues increased slightly in fiscal 2007,

compared to the same period last year, primarily
due to increased subscriptions to the Company's
web-based catalog products. Catalog
subscription renewals from the Company’s North
American customers were approximately 85% for
fiscal 2007. Management expects revenues from
catalog subscriptions in North America to remain
relatively the same in fiscal 2008.

Catalog Professional Services

Revenues from North American cataiog
professional services are derived from software
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customization labor, data conversion labor, data
conversion replication fees, travel and shipping
fees primarily charged to manufacturers and
distributors in the United States and Canada.
Revenues from catalog professional services in
North America decreased in fiscal 2007,
compared to the same period last year, primarily
due to lower customization labor charged for the
deployment of new web-based manufacturer
databases. Management expects revenues from
catalog professional services in North America to
remain relatively the same in fiscal 2008.

Marketing Services

Revenues from the Company’s North American
marketing service subscriptions are derived from
start-up, hosting and access fees charged to
dealers for Website Smart™ and Website Smart
Pro™, commissions on on-line sales through
Website Smart Pro™ and set-up and postage fees
for ARI MailSmart™ in the United States and
Canada. Revenues from marketing services in
North America increased in fiscal 2007, compared
to the same period last year, primarily due to
sales of Website Smart™, MailSmart™ and the
Company’s recently acquired Website Smart
Pro™. The sales increases are a result of the
Company’s investments in sales and marketing
for the marketing services business. Revenues
from Website Smart Pro™ are included in
Marketing services beginning January 27, 2007.
Management expects revenues from marketing
services in North America to continue to increase
in fiscal 2008, compared to the prior year, due to
revenue from the OC-Net acquisition and new
sales as the Company continues to focus its
resources in this market.

Marketing Professional Services

Revenues from the Company's North American
marketing professional services are derived from
website customization labor primarily charged to
manufacturers, distributors and other customers
in the United States. Revenues from marketing
services in North America resulted from
customization of websites related to contracts
acquired with OC-Net.

Dealer and Distributor Communications

Revenues from dealer and distributor
communications are derived from license renewal
fees, software maintenance, customization labor
and other communication fees charged for

dealers and distributors to communicate with
manufacturers in the manufactured equipment
industry and the agricultural inputs industry.
Dealer and distributor communication revenues
decreased in 2007, compared to the same period
last year, primarily due to a decline in the base of
customers as the Company focused the business
primarily on its catalog and marketing services
products. Management expects revenues from
dealer and distributor communication products
will be a declining percentage of total revenue in
fiscal 2008, compared to the prior year.

Rest of the World
Catalog Subscriptions

Catalog subscription revenues from the rest of
the world are derived from software license fees,
license renewal fees, software maintenance and
support fees, catalog subscription fees, and other
miscellaneous subscription fees charged to
dealers, distributors and manufacturers outside
of North America for the use of the Company’s
catalog products. Catalog subscription revenues
for the rest of the world increased in 2007,
compared to the same period last year, primarily
due to the amortization of revenue from a large
Harley Davidson deal closed in the fourth quarter
of fiscal 2006 and a large sale to a Korean
manufacturer in the first quarter of fiscal 2007.
The increase in Rest of World revenues in fiscal
2007 should not be interpreted as an indicator
that our challenges in the European market are
behind us. The number of new subscriptions
purchased directly by dealers has declined,
compared to the same period last year.
Management expects catalog subscription
revenues from the rest of the world to increase
slightly in fiscal 2008, compared to the prior
year, due to new manufacturer titles generated
by the Company’s recent addition of an
international sales manager.

Catalog Professional Services

Revenues from the Company’s rest of the world
catalog professional services are derived from
software customization labor, data conversion
labor, data conversion replication fees, travel an
shipping fees primarily charged to manufacturers
that do not reside in North America. Revenues
from catalog professional services in the rest of
the world decreased slightly in fiscal 2007,
compared to the same period last year, primaril
due to less revenue from labor charged for
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updates to existing manufacturer databases. year, due to new sales generated by the
Management expects catalog professional Company’s recent addition of an international
services revenues from the rest of the world to sales manager.

increase in fiscal 2008, compared to the prior

Cost of Products and Services Sold

The following table sets forth, for the periods indicated, certain revenue and cost of products and services
sold information derived from the Company's financial statements.

Cost of Products and Services Sold as a Percent of Revenue by Revenue Type
(In thousands)
Year ended July 31
2007 2006 Percent Change
Catalog subscriptions
Revenue $ 11,201 $ 10,964 2%
Cost of revenue 1,264 1,090 16%
Cost of revenue as a percent of revenue 11% 10%
Catalog professional services
Revenue 1,355 1,671 (19%)
Cost of revenue 518 543 (5%)
Cost of revenue as a percent of revenue 38% 32%
Marketing services
Revenue 1,595 485 229%
Cost of revenue 678 236 187%
Cost of revenue as a percent of revenue 43% 49%
Marketing professional services
Revenue 606 - 100%
Cost of revenue 183 - 100%
Cost of revenue as a percent of revenue 30% -
Dealer and distributor communications
Revenue 678 882 (23%)
Cost of revenue 76 132 (43%)
Cost of revenue as a percent of revenue 11% 15%
Total
Revenue $ 15,435 $ 14,002 10%
Cost of revenue 2,719 2,001 36%
Cost of revenue as a percent of revenue 18% 14%
ost of catalog subscriptions consists primarily of period last year, primarily due to software
eseller fees, software amortization costs, catalog amortization and distribution costs associated
eplication and distribution costs. Cost of catalog with a major new release of the Company’s
ubscriptions as a percentage of revenue catalog product. Management expects gross
ncreased in fiscal 2007, compared to the same margins, as a percent of revenue from catalog
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subscriptions, to vary slightly from year to year
due to the timing of data shipments and
variations in the recognition of revenue which
does not directly correlate to software
amortization expense, which is generally on a
straight-line basis.

Cost of catalog professional services consists of
customization and catalog production labor. Cost
of professional services as a percentage of
revenue increased in fiscal 2007, compared to
the same period last year, primarily due to

to an increase in non-billable professional
services and costs for customizations done by a
third party for software sold to a Korean
customer. Management expects cost of catalog
professional services to fluctuate from year to
year depending on the mix of services sold, the
portion of customizations which are billable and
on the Company’s performance towards the
contracted amount for customization projects.

Cost of revenue for marketing service
subscriptions consists primarily of website setup
labor, software amortization costs, postcards,
printing and distribution costs.

Cost of marketing services as a percentage of
revenue decreased for fiscal 2007, compared to
the same period last year, primarily due to
increased sales from the Company’s Website

Operating Expenses

products, which have a higher margin than
MailSmart™. Management expects gross
margins, as @ percent of revenue from marketing
services, to fluctuate from year to year
depending on the mix of products and services
sold.

Cost of revenues for marketing professional
services consists of website customization labor
associated primarily with new contracts acquired
with OC-Net in January 2007. Management
expects cost of marketing professional services to
fluctuate from year to year depending on the
Company’s performance towards the contracted
amount for customization projects and the actual
labor rates negotiated in customer contracts.

Cost of dealer and distributor communications
revenue consists primarily of telecommunication
costs, royalties and software customization labor.
Cost of dealer and distributor communications as
a percentage of revenue decreased for the fiscal
year ended July 31, 2007, compared to the same
period last year, primarily due to a decrease in
telecommunication costs and software
customization labor. Management expects gross
margins, as a percent of revenue from dealer and
distributor communications, to remain relatively
the same as the previous year in fiscal 2008.

The following table sets forth, for the periods indicated, certain operating expense information derived

from the Company’s financial statements:

Operating Expenses
{In thousands)

Customer operations and support
Selling, general and administrative

Depreciation and amortization (exclusive of
in cost of products and services sold)

Net operating expenses

Software development and technical support

amortization of software products included

Year Ended July 31
Percent
2007 2006 Change
1,131 1,141 (1%)
9,110 7,185 27%
1,679 1,224 37%
631 382 55%
$12,551 $9,932 26%

Net operating expenses increased in fiscal 2007,
compared to the prior year, primarily due to
increased selling and administrative expenses
related to marketing services, expenses related

to the acquisition and integration of OC-Net, and
the recognition of stock option expense beginnin
August 2006. Management expects net operating
expenses to continue to be higher in fiscal 2008,
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compared to the previous year, due to the
addition of the California operation. See “Other
Items” for a discussion of the portion of operating
expenses that may not recur in fiscal 2008.

Customer operations and support consists
primarily of server room operations, software
maintenance agreements for the Company’s core
network and customer support costs. Customer
operations and support costs remained relatively
the same in fiscal 2007, compared to the same
period last year. Management expects customer
operations and support costs to continue at the
same level in fiscal 2008.

Selling, general and administrative expenses
("SG&A") increased in fiscal 2007, compared to
the same period last year, as the Company
invested in continued sales and marketing
initiatives in the North American market,
acquisition integration costs associated with OC-
Net, continuing operating costs for the new
California location which provides website
customization and support for the Company’s
new WebsiteSmart Pro™ and costs related to the
SFAS123R expensing of stock options. SG&A, as
a percentage of revenue, increased from 51% in
fiscal 2006 to 59% in fiscal 2007. Management
expects SGRA costs to continue to be higher for
the first half of fiscal 2008, compared to the
previous year, due to the addition of the
California operation, and to decrease in the
second half of fiscal 2008 as the OC-Net
acquisition is fully integrated.

The Company’s technical staff (in-house and
contracted) performs software development,
technical support, software customization and
data conversion services for customer

B applications, Management expects fluctuations
from year to year, as the mix of development
and customization activities wil) change based on
customer requirements even if the total technical
staff cost remains relatively constant. Software
development and technical support costs
increased in fiscal 2007, compared to the same
period last year, primarily due to expenses
related to the depioyment of the new catalog
software released in the first quarter of fiscal
2007 and operating costs associated with the
hew California location. Management expects
Eoftware development, technical support costs to
f ontinue to be higher for the first half of fiscal
008, compared to the previous year due to the
hddition of the California aperation, and to
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decrease in the second half of fiscal 2008 as the
OC-Net acquisition is fully integrated.

Depreciation and amortization expense increased
in fiscal 2007, compared to the same period last
year primarily due to the amortization of new
software and equipment and the amortization of
intangible assets as-associated with the OC-Net
acquisition. Man-agement expects depreciation
and other amortization to continue to be higher
for the first half of fiscal 2008, compared to the
pre- vious year, due to the addition amortization
of the OC-Net fixed and intangible assets, and to
stabilize in the second half of fiscal 2008 as the
OC-Net acquisition is fully integrated.

Other Items

Interest expense includes both cash and non-
cash interest. Interest paid decreased in fiscal
2007, compared to the prior year, due to the
reduction in debt principal as the Company pays
off its notes. In addition, excess debt principal,
debt discount and deferred financing costs were
amortized to offset interest expense by
approximately $18,000 in fiscal 2007 and
$53,000 in fiscal 2006. In the absence of a
major acquisition that is financed in whole orin
part with additional debt, management expects
interest expense to decrease in fiscal 2008,
compared to the prior year, as the Company
continues to pay down its debt, although these
amounts are also dependent on fluctuations in
the prime rate of interest. See “Liquidity and
Capital Resources”.

The Company had net income of $101,000 in
fiscal 2007, compared to $3,210,000 in fiscal
2006. The decrease in earnings is primarily due
to the increases in SG8&A, the recognition of stock
option expense, acquisition-related expenses and
the income from the recognition of deferred tax
assets in fiscal 2006. There were several one-
time expenses paid in fiscal 2007 which include
distribution, development, and support costs
associated with fixing a major new release of the
Company’s catalog product of approximately
$100,000, salary and severance for management
that was not replaced of approximately
$550,000, costs related to an acquisition project
that did not materialize of approximately
$100,000, and other miscellaneous overhead
costs of approximately $100,000. Over
$250,000 of these expenses were recorded in the
fourth quarter. Management has undertaken a
number of actions to enhance gross margins and
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reduce operating expenses. These actions include
selective price increases and initiatives to reduce
third party expenses along with consolidating
similar functions across the company.

Liquidity and Capital Resources

Management expects to see the results of these
initiatives, the OC-Net acquisition and continued
growth in the Company's marketing products to
improve earnings in fiscal 2008.

The following table sets forth, for the periods indicated, certain cash flow information derived from the

Company's financial statements:

Cash Flow Information
(In thousands)

Net income

Adjustments to reconcile net income

to cash provided by operating activities:
Amortization of software products
Amortization of debt discount and other
Depreciation and other amortization
Stock based compensation
Deferred income taxes
Stock issued to 401(k) plan
Net change in working capital

Net cash provided by operating activities

Net cash used in investing activities

Net cash used in financing activities

cash
Net change in cash

Effect of foreign currency exchange rate changes on

Year ended July 31 Percent
2007 2006 Change

$ 101 $ 3,210 (97%)

800 648 23%
(15) (53) 72%
631 382 65%
159 - 100%
{(1,229) 100%

41 21 98%
{573) (604) 5%
1,144 2,375 (52%)
(2,174) (1,299) (67%)
{1,491) {1,143) {30%)
(13) - {100%)

$ (2,534) $ _ (67) (3,682%)

Net cash provided by operating activities
decreased in fiscal 2007, compared to the prior
year, primarily due to the decrease in operating
income. Management expects to improve cash
from operating activities in fiscal 2008.

Net cash used in investing activities decreased in
fiscal 2007, compared to the prior year, primarily
due to the purchase of OC-Net. Management
expects cash used in investing activities to
fluctuate from year to year, depending on the
level of software development and the timing of
acquisitions.

Net cash used in financing activities increased in
fiscal 2007, compared to the prior year, due to
an increase in the amount of debt principal paid
per the terms of the notes and the

payment of notes related to the OC-Net
acquisition. The final payments of all debt
principat except OC-Net will be made by the end
of the second quarter which will significantly
reduce fiscal 2008 cash requirements.

At July 31, 2007, the Company had cash and
cash equivalents of approximately $1,050,000
compared to approximately $3,584,000 at July
31, 2006. Although cash from operations was
positive at $1.1 million, the decrease in total cash
from fiscal 2006 was primarily due to investment
in software development and other capital
expenditures of $997,000, the OC-Net acquisition
of $1.2 million and debt repayment of $1.5
million.




Ari

The following table sets forth, for the periods indicated, certain information related to the Company’s debt
derived from the Company’s audited financial statements.

Debt Schedule
{In thousands)
July 31 July 31 Net
2007 2006 Change
Note payable to WITECH:
Current portion of note payable 50 200 (150)
Long term portion of note payable - S0 (50)
Total note payable to WITECH 50 250 {200)
Notes payable to New Holders:
Current portion of notes payable 500 1,200 (700)
Long term portion of notes payable - 500 {500)
Total face value of notes payable to New Holders 500 1,700 (1,200)
Carrying value in excess of face value of notes payable 4 42 {38)
Debt discount (common stock warrants and options) (3} (12) 9
Total carrying value of notes payable to New Holders 501 1,730 (1,229}
Debt related to acquisition of OC-Net:
Current portion of notes payable 233 - 233
Long term portion of notes payable 350 - 350
Total notes payable 583 - 583
Current cash earnout 250 - 250
Long term cash holdback 150 - 150
Imputed interest on cash earnout/holdback (32) - (32)
Total debt related to acquisition of OC-Net 951 - 951
Total Debt $ 1,502 $ 1,980 $ (478)

On April 24, 2003, the Company restructured its
debt. In exchange for previously outstanding
debt and securities, the Company issued to the
new holders, in aggregate, $500,000 in cash,
new notes in the amount of $3.9 million and new
{ warrants for 250,000 common shares,
exercisable at $1.00 per share. The interest rate
on the new notes is prime plus 2%, adjusted
quarterly (effective rate of 10.25% as of July 31,
2007). The new notes are payable in $200,000

B quarterly installments commencing March 31,
2004 through December 31, 2005 and $300,000
quarterly installments commencing March 31,
2006 until paid in full. The new notes do not
contain any financial covenants, but the
Company is restricted from permitting certain
liens on its assets. In addition, in the event of
payment default that is not cured within ninety
(90) days, Taglich Brothers, Inc., one of the New
Holders, has the right to appoint one designee to
the Company’s Board of Directors. The new
jwarrants were estimated to have a value of

$36,000, of which the unamortized amount
reduces the carrying amount of the debt.

On August 7, 2003, the Company repurchased
from WITECH Corporation 1,025,308 shares of
Common Stock, a warrant to purchase 30,000
shares of Common Stock at $.24 per share, and
20,350 shares of Series A Preferred Stock with an
approximate face value plus accrued and
undeclared dividends of $3.5 million. The
Company paid $200,000 in cash and issued a
four-year note for $800,000, payable quarterly
and bearing interest at prime plus 2%, adjusted
quarterly (effective rate of 10.25% as of July 31,
2007). The note does not contain any financial
covenants,

On January 26, 2007, the Company purchased all
of the outstanding stock of OC-Net., Consideration
for the acquisition included $700,000 in
unsecured debt to the sellers. The notes to the
sellers are payable quarterly and bear interest at
prime plus 2%, adjusted quarterily (effective rate
of 10.25% as of July 31, 2007). The notes do
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not contain any financial covenants. . The
Company also has non-interest bearing debt of
$250,000 due January 27, 2008, contingent on
the level of sales to a specific customer and
$150,000 due January 27, 2009, for purposes of
paying (if necessary) the indemnification
obligations of the seller. Interest was imputed at
the prime rate of interest plus 2% (effective rate
of 10.25% as of July 31, 2007) and is being
amortized to interest expense over the life of the
debt.

On July 9, 2004, the Company entered into a line
of credit with JPMorgan Chase, N.A. which
permits the Company to borrow an amount equal
to 80% of the book value of all eligible accounts
receivable plus 45% of the value of all eligible
open renewal orders (provided the renewal rate
is at least 85%) minus $75,000, up to
$1,000,000, and bears interest at prime rate.
Eligible accounts include certain non-foreign
accounts receivable which are less than 90 days
from the invoice date. The line of credit
terminates July 9, 2008, and is secured by
substantially all of the Company’s assets. The
line of credit limits repurchases of common stock,
the payment of dividends, liens on assets and
new indebtedness. As of July 31, 2007, there
were no borrowings on the line of credit.

Management believes that funds generated from
operations will be adequate to fund the
Company’s operations, investments and debt
payments for the foreseeable future, although
additional financing may be necessary if the
Company were to complete a material acquisition
or to make a large investment in its business.

Acquisitions

Since December 1995, the Company has had a
formal business development program aimed at
identifying, evaluating and closing acquisitions

that augment and strengthen the Company's
market position, product offerings, and personnel
resources. Since the program’s inception, six
business acquisitions and one software asset
acquisition have been completed, five of which
were fully integrated into the Company’s
operations prior to fiscal year 2006.

On January 26, 2007, the Company purchased all
of the outstanding stock of OC-Net, Inc. ("oC-
Net”). OC-Net, a privately held corporation in
Cypress, CA, provided website development and
hosting services to the Power Sports market
{which includes motorcycles, All Terrain Vehicles,
snowmobiles and personal watercraft), as well as
certain customers outside the Power Sports
market. Consideration for the acquisition
included approximately $1.1 million in cash,
350,000 shares of the Company's common stock,
$700,000 in debt to the sellers and future
contingent payments totaling up to $400,000.

The business development program is still an
important component of the Company’s long-
term growth strategy and the Company expects
to continue to pursue it aggressively.

Forward Looking Statements

Certain statements contained in this Form 10-
KSB are forward looking statements including
revenue growth, future cash flows and cash
generation and sources of liquidity. Expressions
such as “believes,” “anticipates,” “expects,” and
similar expressions are intended to identify such
forward looking statements. Several important
factors can cause actual results to materially
differ from those stated or implied in the forward
looking statements. Such factors include, but are
not limited to the factors listed on exhibit 99.1 of
the Company's annual report on Form 10-KSB for
the year ended July 31, 2007, which is
incorporated herein by reference.




ARI

Quarterly Financial Data

The following table sets forth the unaudited operations data for each of the eight quarterly periods ended
July 31, 2007, prepared on a basis consistent with the audited financial statements, reflecting all normal
recurring adjustments that are considered necessary. The quarterly information is as follows (in
thousands, except per share data):

Quarterly Financial Data :
(Unaudited}
Ist 2nd 3rd 4th
2007 2006 2007 2006 2007 2006 2007 2006
Net revenues $ 3503 % 3491 § 3691 & 3522 % 4,100 0§ 3553 0§ 4140 § 3436
(ross margin 2,957 3,041 3,107 3,067 3,270 3,039 3,382 2,854
Net income (loss) 225 498 248 524 (205) 1,465 (167} 723
Basic EPS £0.04 $0.08 £0.04 $0.09 (30.03) $0.24 ($0.03) 50.11
Diluted EPS $0.03 $0.07 $0.04 $0.08 (30.03) $0.22 ($0.02) $0.11

Off-Balance Sheet Arrangements

ARI has no significant off-balance sheet arrangements that have or are reasonably likely to have a
material current or future effect on its financial condition, revenues or expenses, results of operations,
liquidity, capital expenditures or capital resources.

Item 7. Consolidated Financial Statements

ARI's Consolidated Financial Statements and related notes for the fiscal years ended July 31, 2007 and
2006 together with the report thereon of ARI's independent auditor, Wipfli LLP, are attached hereto as

| Exhibit A-1.

| 1tem 8. Changes In and Disagreements With Accountants on Accounting and Financial

Disclosure
None.

Item BA. Controls and Procedures.

ARI maintains a set of disclosure controls and procedures that are designed to ensure that information
required to be disclosed by it in the reports filed by it under the Securities Exchange Act of 1934, as
amended (“Exchange Act”} is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and forms. ARI carried out an evaluation, under the supervision and with the
participation of its management, including its Chief Executive and acting Financial Officer, of the
effectiveness of the design and operation of its disclosure controls and procedures pursuant to Rule 13a-
15 of the Exchange Act. Based on that evaluation, ARI's Chief Executive and acting Financial Officer Chief
Financial concluded that ARI's disclosure controls and procedures are effective as of July 31, 2007.

There have been no changes in ARI's internal control over financial reporting identified in connection with
the evaluation discussed above that occurred during the quarter and year ended July 31, 2007 that have
| materially affected, or are reasonably likely to materially affect, ARI's internal control over financial
reporting.




Item 8B. Other Information
None.

PART 111

Item 9. Directors, Executive Officers, promoters and Control Persons; Compliance
with Section 16(a) of the Exchange Act

Information regarding the directors of ARI, the Company’s Code of Ethics and compliance with Section
16(a) of the Exchange Act is included in ARI's definitive 2007 Annual Meeting Proxy Statement, and is
incorporated herein by reference. See “Election of Directors”, “Section 16(a) Beneficial Ownership
Reporting Compliance” and “Code of Ethics.” Information with respect to ARI’'s executive officers is shown
at the end of Part I of this Form 10-KSB.

Item 10. Executive Compensation

Information regarding Executive Compensation, Employment Agreements, Compensation of Directors,
Employee Stock Options and other compensation plans is included in ARI’s definitive 2007 Annual Meeting
Proxy Statement, and is incorporated herein by reference. See “Executive Compensation” and “Election of
Directors”.

Item 11. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

Information regarding beneficial ownership of ARI’'s common stock and common stock authorized for
issuance under equity compensation plans is included in ARI's definitive 2007 Annual Meeting Proxy
Statement and is incorporated herein by reference. See “Security Ownership of Certain Beneficial
Owners” and “Equity Compensation Plan Information”.

Item 12. Certain Relationships and Related Transactions

Information related to Certain Relationships and Related Transactions is included in ARI's definitive 2007
Annual Meeting Proxy Statement, and is incorporated herein by reference. See “Certain Transactions”.

Item 13. Exhibits:

Exhibit
Number Description
2.1 Stock Purchase Agreement dated January 26, 2007, by and among OC-Net, Inc., the

stockholders of OC-Net, Inc. and the Company, incorporated by reference to the
Company's Current Report on Form 8-K filed on January 29, 2007.

3.1 Articles of Incorporation of the Company, as amended, incorporated herein by
reference to Exhibit 3.1 of the Company’s Quarterly Report on Form 10-Q for the
fiscal quarter ended April 30, 1999.

3.2 Articles of Amendment of the Company, incorporated herein by reference to Exhibit
3.2 of Form 8-K filed on August 18, 2003.

3.3 By-laws of the Company incorporated herein by reference to Exhibit 3.1 of the
Company's Registration Statement on Form S-1 (Reg. No. 33-43148).

4.1 Form of Promissory Note of the Company (issued under Exchange Agreement listed

as Exhibit 10.4), incorporated herein by reference to Exhibit 4.1 of the Company’s
Form 10-Q for the quarter ended April 30, 2003.
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4.2 Promissory Note dated August 7, 2003 payable to WITECH Corporation, incorporated
herein by reference to Exhibit 4.1 of the Company’s Form 8-K filed on August 8,
2003.

4.3 The Company agrees to furnish to the Commission upon request copies of any

agreements with respect to tong term debt not exceeding 10% of the Company's
consolidated assets.

10.1* 1991 Stock Option Plan, as amended, incorporated herein by reference to Exhibit
10.2 of the Company’s Form 10-Q for the quarter ended January 31, 1999.

10.2* 1993 Director Stock Option Plan, as amended, incorporated herein by reference to
Exhibit 10.3 of the Company’s Form 10-Q for the quarter ended January 31, 1999,

10.3* 2000 Stock Option Plan, incorporated herein by reference to Exhibit (d){1) of the
Company’s Schedule TO filed on October 22, 2003.

10.4 Exchange Agreement dated April 24, 2003 between ARI Network Services, Inc., ARI

Network Services Partners, LP, Dolphin Offshore Partners, LP and SDS Merchant
Fund, LP, including form of Common Stock Purchase Warrant (Exhibit B),
incorporated herein by reference to Exhibit 10,1 of the Company’s Form 10-Q for the
quarter ended April 30, 2003.

10.5 Rights Agreement dated as of August 7, 2003, between the Company and American
Stock Transfer & Trust Company, as Rights Agent, incorporated herein by reference
to Exhibit 10.1 of Form 8-K filed on August 18, 2003.
10.6* Form of Change of Control Agreement between the Company and each of Brian E.
: Dearing, John C. Bray and Roy W. Olivier, incorporated herein by reference to
Exhibit 10.25 of the Company’s Form 10-K for the fiscal year ended July 31, 1999.

10.7%* Summary of Executive Bonus Arrangements (Fiscal 2006), incorporated herein by
reference to Exhibit 10.7 of the Company’s Form 10-KSB for the fiscal year ended
July 31, 2005.

10.8* Summary of Executive Bonus Arrangements (Fiscal 2007), incorporated herein by
reference to Exhibit 10.8 of the Company’s Form 10-KSB for the fiscal year ended
July 31, 2006,

10.9%* Summary of Executive Bonus Arrangements (Fiscal 2008).

10.10%* Summary of Non-employee Director Compensation, incorporated herein by

reference to Exhibit 10.8 of the Company’s Form 10-KSB for the fiscal year ended
July 31, 2005.

10.11 Letter agreement dated June 25, 2003 between the Company and Ascent Partners,
Inc. incorporated herein by reference to Exhibit 10.1 of the Company’'s Form 10-
QSB for the quarter ended January 31, 2004.

10.12 Credit Agreement dated July 9, 2004 between the Company and Bank One, NA,
incorporated by reference to exhibit 10.14 of the Company’s Form 10-KSB for the
year ended July 31,2004.

10.13 Amendment to Credit Agreement dated February 15, 2005, between the Company
and JPMorgan Chase Bank, NA, successor by merger ta Bank One, NA. ,
incorporated herein by reference to Exhibit 10.14 of the Company’s Form 10-KSB

: for the fiscal year ended July 31, 2005.

4 10.14 Continuing Security Agreement dated July 9, 2004, between the Company and

: JPMorgan Chase Bank, NA, successor by merger to Bank One, NA., incorporated by
\ reference to Exhibit 10.15 of the Company’s Form 10-KSB for the year ended July
31, 2004.

§ 10.15 Line of credit note dated July 9, 2004 by the Company for $500,000, incorporated
by reference to exhibit 10.16 of the Company’s Form 10-KSB for the year ended

‘ July 31, 2005.
[
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10.16 Note Modification Agreement dated February 15, 2005 to the Line of Credit Note
dated July 9, 2004 by the Company for $500,000, incorporated herein by reference
to Exhibit 10.17 of the Company’s Form 10-KSB for the fiscal year ended July 31,
2005.

10.17 Note Modification Agreement dated October 26, 2006, to the Line of Credit Note
dated July 9, 2004 by the Company for $1,000,000, incorporated herein by
reference to Exhibit 10.1 of the Company's Form 8-K filed on October 31, 2006.

10.18 Note Modification Agreement dated April 25, 2006 to the Line of Credit Note dated
July 9, 2004 by the Company for $500,000, incorporated herein by reference to
Exhibit 10.16 of the Company’s Form 10-KSB for the fiscal year ended July 31,
2006.

10.19 Consulting Agreement dated January 3, 2005 between the Company and Ascent
Partners, Inc., incorporated by reference to Exhibit 10.1 of Form 8-K filed on
January 4, 2005.

10.20 First Amendment to Rights Agreement dated November 10, 2005, between the
Company and American Stock Transfer & Trust Company, as Rights Agent,
incorporated by reference to Exhibit 10.1 of Form 8-K filed on November 14, 2005.

10.21 Severance Agreement dated January 9, 2006 between the Company and Mr.
Michael McGurk, incorporated by reference to Exhibit 10.1 of Form 8-K filed on
January 18, 2006.

10.22 Separation Agreement dated August 1, 2006 between the Company and Mr. Jeffrey
B. Horn, incorporated by reference to Exhibit 10.1 of Form 8-K filed on August 7,
2006.

10.23* Summary of Non-Employee Director Compensation, incorporated by reference to
Exhibit 10.1 of the Company’s Form 10-QS8B for the quarter ended October 31,
2006.

10.24 Amendment to Credit Agreement dated May 10, 2007, between the Company and
JP Morgan Chase Bank, NA, successor by merger to Bank One, NA, incorporated by
reference to the Company’s Form 10-QSB for the quarter ended April 30, 2007.

10.25 Note Modification Agreement dated May 10, 2007, between the Company and JP
Morgan Chase Bank, NA, successor by merger to Bank One, NA, incorporated by
reference to the Company’s Form 10-QSB for the quarter ended April 30, 2007.

10.26 Severance Agreement dated June 15, 2007 between the Company and Mr. Fred
Tiliman, incorporated by reference to Exhibit 10.1 of Form 8-K filed on June 21,
2007.

21.1 Subsidiaries of the Company.

231 Consent of Wipfli LLP.

24.1 Powers of Attorney appear on the signature page hereof.

31.1 Section 302 Certification of Chief Executive Officer and Acting Chief Financial Officer.

32.1 Section 906 Certification of Chief Executive Officer and Acting Chief Financial Officer.

99.1 Forward-Looking Statements Disclosure.

* Management Contract or Compensatory Plan.
Item 14. Principal Accountant Fees and Services

Information related to Principal Accountant Fees and Services is included in ARI's definitive 2007 Annual
Meeting Proxy Statement, and is incorporated herein by reference. See “Auditor's Fees.”
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant has caused this report to be
signed on its behalf by the undersigned, thereunte duly authorized, on this 29th day of October 2007,

ARI NETWQORK SERVICES, INC,
By: /s/ Brian E. Dearing

Brian E. Dearing,
Chairman, President, CEQ and acting CFO

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and
appoints Brian E. Dearing, his true and lawful attorney-in-fact and agent with fuil power of substitution
and resubstitution, for him and his name, place and stead, in any and all capacities, to sign any and all
amendments to this report and to file the same with all exhibits thereto, and other documents in
connection therewith, with the Commission, granting unto said attorney-in-fact and agent full power and
authority to do and perform each act and thing requisite and necessary to be done, as fully to all intents
and purposes as he might or could do in person, hereby ratifying and confirming all that said attorney-in-
fact and agent, or his substitute or substitutes, may lawfuily do or cause to be done by virtue hereof.

In accordance with the Exchange Act, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

Chairman, President, CEO & acting CFO
/s/ Brian E, Dearing (Principal Executive Officer) October 29, 2007
Brian E. Dearing

/s/ Gordon ). Bridge Director October 29, 2007
Gordon ). Bridge

/s/ Ted C. Feierstein Director October 29, 2007
Ted C. Feierstein

s/ William C. Mortimore Director October 29, 2007
William C. Mortimore

/s/ Richard W. Weening Director October 29, 2007
Richard W. Weening
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Report of Wipfli LLP,
Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
ARI Network Services, Inc.

We have audited the accompanying consolidated balance sheets of ARI Network Services, Inc. and
Subsidiaries (the Company) as of July 31, 2007 and 2006 and the related consolidated statements of
operations, shareholders’ equity (deficit) and cash flows for the years then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an

opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We beliave that
our audits provide a reasonable basis for our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Company as of July 31, 2007 and 2006 and the resuits of its operations and its
cash flows for the years then ended, in conformity with accounting principles generally accepted in the
United States.

Wipfli LLP
Milwaukee, Wisconsin
October 24, 2007
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Consolidated Financial Statements

ARI Network Services, Inc.
Years ended July 31, 2007 and 2006
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ARI Network Services, Inc.
Consolidated Balance Sheets
(Dollars in Thousands, Except Per Share Data)

July 31
2007 2006
Assets
Current assets:
Cash $ 1,050 $ 3,584
Trade receivables, less allowance for doubtful accounts of $148 1,302 885

in 2007 and $103 in 2006
Work in process
Prepaid expenses and other
Deferred income taxes
Total current assets

Equipment and leasehold improvements:
Computer equipment
Leasehold improvements
Furniture and equipment

Less accumulated depreciation and amortization
Net equipment and leasehold improvements

Deferred income taxes
Goodwill
Other intangible assets

Capitalized software product costs:

Amounts capitalized for software product costs
Less accumulated amortization

Net capitalized software product costs

Total assets
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July 31
2007 2006
Liabilities and shareholders’ equity (deficit)
Current liabilities:
Current portion of notes payable {Note 3) $ 1,023 $ 1,400
Accounts payable 703 500
Deferred revenue 5,619 5,616
Accrued payroll and related liabilities 962 1,006
Accrued sales, use and income taxes 28 38
Accrued vendor specific liabilities 175 104
Other accrued liabilities 124 254
Current portion of capital lease obligations 8 -
Total current liabilities 8,642 8,918
Non-current liabilities:
Notes payable {net of discount) 479 580
Long-term portion of accrued bonus 55 202
Other long-term liabilities 28 48
Capital lease obligations 5 ~
Total non-current liabilities 567 830
Commitments and contingencies
Total liabilities 9,209 9,748
Shareholders’ equity (deficit):
Cumulative preferred stock, par value $.001 per share,
1,000,000 shares authorized; 0 shares issued and
outstanding in 2007 and 2006, respectively - -
Junior preferred stock, par value $.001 per share, 100,000
shares authorized; 0 shares issued and outstanding in - -
2007 and 2006, respectively
Commen stock, par value $.001 per share, 25,000,000
shares authorized; 6,623,605 and 6,202,529 shares issued
and outstanding in 2007 and 2006, respectively 7 6
Commaon stock warrants 195 36
Additional paid-in capital 94,627 93,838
Accumulated deficit (54,091) {94,192}
Other accumulated comprehensive income (loss) (20) -
Total shareholders’ equity (deficit) 718 {312)
Total liabilities and shareholders” equity (deficit) $ 9,927 $ 9,436

See accompanying notes




ARI Network Services, Inc.
Consolidated Statements of Operations
(Dollars in Thousands, Except Per Share Data)

Year ended July 31

2007 2006
Net revenues:
Subscriptions, support and other services fees $ 11,290 $ 10,320
Software licenses and renewals 2,187 2,036
Professional services 1,958 1,646
Total net revenues 15,435 14,002
Cost of products and services sold:
Subscriptions, support and other services fees 1,188 990
Software licenses and renewals 956 681
Professional services 575 330
Total cost of products and services sold 2,719 2,001
Gross Margin 12,716 12,001
Operating expenses:
Depreciation and amortization (exclusive of amortization of software 631 382
products included in cost of products and services sold)
Customer operations and support 1,131 1,141

Selling, general and administrative
Software development and technical support

Net operating expenses

Qperating income

Other income (expense):
Interest expense
Other, net

Total other expense

Income before provision for income taxes
Income tax benefit (expense)

Net income

Basic and diluted net income per commen share:
Basic

Diluted

See accompanying notes
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ARI Network Services, Inc.

Consolidated Statements of Shareholders’ Equity (Deficit)
(Dollars in Thousands)

Balance July 31, 2005

Issuance of common stock under stock
purchase plan

Issuance of common stock as contribution to
401({k) plan

Issuance of common stock from exercise of
stock options

Tax benefit of stock options exercised

Net income

Balance July 31, 2006

Issuance of common stock under stock
purchase plan

Issuance of common stock as contribution to
401(k) plan

Issuance of common stock from exercise of
stock options

Issuance of comman stock related to
acquisitions

Stock based compensation

Net income

Foreign currency translation adjustments
Comprehensive income

Balance July 31, 2007

Number of Shares
Issued and Outstanding

Par Value

Preferred

Stock

Common
Stock

Preferred
Stock

Common
Stock

1

6,064,534

7,763
8,800

121,432

6,202,529

13,394
18,556
39,126

350,000

6,623,605

See accompanyin
notes




RI

Common Other Total
Stock Paid in Accumulated Accumulated
Warrants & Capita! Deficit Comprehensive
Options Income

$ 36 $ 93,751 % (97,402) $ - $ (3,609

- 15 - - 15

- 21 - - 21

- 46 - - 46

- 5 - - 5

- - 3,210 - 3,210

$ 36 % 93,838 $ (94,192) - $ (312)

- 23 - - 23

- 41 - - 41

- 19 - - 19

- 706 - - 707

159 - - - 159

- - 101 - 101

- - - (20) (20}

- - - - 81

$ 195 ¢ 94,627 $ ({94,091) $ (20) $ 718
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ARI Network Services, Inc
Consolidated Statements of Cash Flows
(In Thousands}
Year ended July 31
2007 2006

Operating activities
Net income $ 101 $ 3,210
Adjustments to reconcile net income to net cash

provided by operating activities:

Amortization of software products 800 648
Amortization of deferred financing costs, debt discount and

excess carrying value over face amount of notes payable (15) {53)
Depreciation and other amortization 631 382
Deferred income taxes - (1,229)
Stock based compensation related to stock options 159 -
Stock issued as contribution to 401(k) plan 41 21
Net change in receivables, prepaid expenses and other

current assets (414) (72)
Net change in accounts payable, deferred revenue, accrued

liabilities and lang term liabilities (159) (532)

Net cash provided by operating activities 1,144 2,375

Investing activities

purchase of equipment, software and leasehold improvements {639) (669)
Cash paid for goodwill and intangible assets related to acquisitions (462) -
Cash paid for other net assets related to acquisitions (715) -
Software product costs capitalized (358) {630)
Net cash used in investing activities (2,174) (1,299)

Financing activities

Payments under notes payable (1,517) {1,200)
Payments of capital lease obligations (16) (4)
Proceeds from issuance of common stock 42 61

Net cash used in financing activities (1,491) (1,143)
Effect of foreign currency exchange rate changes on cash {(13) -

Net change in cash (2,534) (67)
Cash at beginning of period 3,584 3,651
Cash at end of period % 1,050 % 3,584
Cash paid for interest $ 183 $ 246
Cash paid for income taxes % 18 $ 3

Noncash investing and financing activities
Redemption of common stock in connection with the exercise
of stock options $
Issuance of common stock in connection with acquisitions
Debt issued in connection with acquisitions
Debt assumed in connection with acquisitions

See accompanying notes
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1. Description of Business and Significant
Accounting Policies

Description of Business

ARl Network Services, Inc. {the Company) operates
primarily in two business segments, US operations and
the Netherlands operation, that provide technoiogy-
enabled business solutions that connect manufacturers
in selected industries with their service and distribution
networks. Segmented operating information is
provided to the chief operating decision maker of the
Company. The Company focuses sales from hoth of its
operating segments on the North American and
European manufactured equipment industry. The
Company provides electronic catalog, dealer marketing
services and eCommerce services, enabling partners in
a service and distribution network to electronically look
up parts, service bulletins and other technical
reference information, to market to their customers
and prospects and to exchange electronic business
documents such as purchase orders, invoices,
warranty claims and status inquiries. The Company
recently began a new operation which offers insurance
and financing servies to dealers in the Powersports
industry. The Company’s customers are located
primarily in the United States, Europe, Canada and
Australia.

Principles of Consolidation

The financial statements include the accounts of ARI
Network Services, Inc. and its wholly owned
subsidiaries, ARI Europe B.V. and ARI Qutsourced F&I
Center, LLC. All intercompany transactions and
balances have been eliminated.

The functional currency of the Company’s subsidiary in
the Netherlands is the Euro; accordingly, monetary
assets and liabilities are translated into United States
dollars at the rate of exchange existing at the end of
the period, and non-monetary assets and liabilities are
translated into United States dollars at historical
exchange rates. Income and expense amounts, except
for those related to assets translated at histerical
rates, are translated at the average exchange rates
during the period. Adjustments resulting from

the re-measurement of the financial statements into
the functional currency are charged or credited to
comprehensive income.

ash and Cash Equivalents

or purposes of the statements of cash flows, the
ompany considers al! highiy liquid debt instruments
urchased with an ariginal maturity of three months or
ess to be cash equivalents.

he Company's investment policy, as approved by the
oard of Directors, is designed to provide preservation
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of capital, adequate liquidity to meet projected cash
requirements, optimum yields in relationship to risk,
market conditions and tax considerations and
minimum risk of principal loss through diversified short
and medium term investments. Eligible investments
include direct obligations of the U.5. Treasury,
obligations issued or guaranteed by the U.S.
government, certain time deposits, certificates of
deposits issued by commercial banks, money market
mutual funds, asset backed securities and municipal
bonds. The Company’s current investments include
commercial paper and money market mutual funds
with terms not exceeding ninety days.

Trade Receivables and Credit Policy

Trade receivables are uncollateralized customer
obligations due on normal trade terms, most of which
require payment within 30 days from the invoice date.
Payments of trade receivables are allocated to the
specific invoices identified on the customer’s
remittance advice or, if unspecified, are applied to the
earliest unpaid invoices.

The carrying amount of trade receivables is reduced by
an allowance that reflects management’s best estimate
of the amounts that will not be collected. Management
individually reviews all receivable balances that exceed
60 days from the invoice date and based on an
assessment of current creditworthiness, estimates the
portion, if any, of the balance that will not be collected.
The allowance for potential credit losses is reflected as
an offset to trade receivables in the accompanying
balance sheets.

Work in Process

Work in process consists of billable professional
services performed by the Company, for which revenue
was recognized pursuant to contract accounting using
the percentage-of-completion method with progress-
to-completion measured based upon labor hours
incurred, which have not been invoiced as of the end
of the reporting period.

Revenue Recognition

Revenue for use of the network and for information
services is recognized on a straight-line basis in the
period such services are utilized.

Revenue from annual or periodic maintenance fees is
recognized ratably over the period the maintenance is
provided. Revenue from catalog subscriptions is
recognized on a straight-line basis over the
subscription term.

Revenue from software licenses in multiple element
arrangements is recognized ratably over the
contractual term of the arrangement. The Company
considers all arrangements with payment terms
extending beyond 12 months not to be fixed or




determinable and evaluates other arrangements with
payment terms longer than normal to determine
whether the arrangement is fixed or determinable. If
the fee is not fixed or determinable, revenue is
recognized as payments become due from the
customer. Arrangements that include acceptance terms
beyond the Company’s standard terms are not
recognized until acceptance has occurred. If
collectibility is not considered probable, revenue is
recognized when the fee is collected.

Arrangements that include professional services are
evaluated to determine whether those services are
essential to the functionality of other elements of the
arrangement. Types of services that are considered
essential include customizing complex features and
functionality in the products’ base software code or
developing complex interfaces within a customer’s
environment. When professional services are not
considered essential, the revenue allocable to the
professianal services is recognized as the services are
performed. When professional services are considered
essential, revenue under the arrangement is
recognized pursuant to contract accounting using the
percentage—of—completion method with progress-to-
completion measured based upon labor hours incurred.
When the current estimates of total contract revenue
and contract cost indicate a loss, & provision for the
entire loss on the contract is made in the period the
amount is determined.

Revenue on arrangements with customers who are not
the ultimate users (resellers) is deferred if there is any
uncertainty regarding the ability and intent of the
reselier to sell such software independent of their
payment to the Company.

Amounts invoiced to customers prior to recognition as
revenue as discussed above are reflected in the
accompanying balance sheets as deferred revenue.

Use of Estimates

The preparation of the Company's financial statements
in conformity with accounting principles generally
accepted in the United States requires management to
make estimates and assumptions that affect the
amounts reported in the financial statements and
accompanying notes. Actual results could differ from
those estimates. The Company considers capitalization
and amortization of software product costs,
realizability and valuation of intangible assets, accruais
for anticipated losses on projects, sales tax liabilities,
and various contract arrangements, and deferred tax
valuation allowances to be significant estimates that
are subject to change in the near term.

Equipment and Leasehold Improvements

Equipment and leasehold improvements are stated at
cost. Depreciation and amortization are computed
under the straight-line method for financial reporting
purposes and accelerated methods for income tax

purposes. Depreciation and amortization have been
provided over the estimated useful lives of the assets
as follows:

Years
Computer equipment 3-5
Leasehold improvements 7
Furniture and equipment 3-5

Leasehold improvements are amortized over the useful
lives of the assets or the term of the related lease
agreement, whichever is shorter.

Capitalized Software Product Costs

Certain software development costs are capitalized
when incurred. Capitalization of these costs begins
upon the establishment of technalogical feasibility. The
establishment of technological feasibility and the
ongoing assessment of recoverability of software costs
require considerable judgment by management with
respect to certain external factors, including, but not
limited to, technological feasibility, anticipated future
gross revenues, estimated economic life and changes
in software and hardware technologies.

The annua! amortization of software products is the
greater of the amount computed using: () the ratio
that current gross revenues for the network or a
software product bear to the total of current and
anticipated future gross revenues for the network or a
software product, or (b) the straight-line method over
the estimated economic life of the product which
currently runs from three to five years. Amortization
starts when the product is available for general release
to customers. All other software development and
support expenditures are charged to expense in the
period incurred.

Impairment of Long-Lived Assets

In accardance with Statement of Financial Accounting
Standards ("SFAS") No. 144, *pAccounting for the
Impairment or Disposal of Long-Lived Assets”,
equipment and leasehold improvements and
capitalized software product costs are reviewed for
impairment whenever events or changes in
circumstances indicate that the carrying amount may
not be recoverable. If the sum of the expected
undiscounted cash flows is less than the carrying value
of the related asset or group of assets, a loss is
recognized for the difference between the fair value
and carrying value of the asset or group of assets.
Such analyses necessarily involve judgment. The
Company evaluated the ongoing value of its long-lived
assets as of July 31, 2007 and 2006. The Company
incurred $13,000 of impairment charges related to its
ServiceSmart™ product during fiscal 2006 and
443,000 related to its partSmart™ product in fiscal
2007.




Deferred Financing Costs

Costs incurred to obtain long-term financing are
ncluded in other assets and are amortized over the
term of the related debt.

Capitalized Interest Costs

In 2007 and 2006, interest costs of $6,000 and
$10,000, respectively, were capitalized and included in
the capitalized software product costs.

Shipping and Handling

Revenue received from shipping and handling fees is
reflected in net revenue. Costs incurred for shipping
and handling are reported in cost of products and
services soid.

Income Taxes

Income taxes are accounted for using an asset and
liability approach, which requires the recognition of
taxes payable or refundabie for the current year and
deferred tax liabilities and assets for the future tax
consequences of events that have been recognized in
the financial statements or tax returns. The
measurement of current and deferred tax assets and
liabilities is based on provisions of enacted tax laws;
the effects of potential future changes in tax laws or
rates are not anticipated. If it is more likely than not
that full realization of deferred income tax benefits is
not expected, a deferred tax valuation aliowance is
recorded.

Foreign Currency Translation

The Company’s Netherland subsidiary uses the euro as
its functional currency. Accordingly, assets and
liabjlities are translated into U.S. dollars at year-end
exchange rates, and revenues and expenses are
translated at weighted-average exchange rates, The
resuiting translation adjustment is recorded as a
separate compenent of shareholders’ equity and will be
included in the determination of net income (loss) only
upon sale or liquidation of the subsidiary.

Stock-Based Compensation

On August 1, 2006, the Company adopted
SFAS No. 123(R) {revised 2004) (SFAS No. 123(R)),
“Share-Based Payment”, to account for its stock option
plans, which is a revision of SFAS No. 123 and
SFAS No. 95 "Statement of Cash Flows",
SFAS No. 123(R) permits public companies to adopt its
requirements using one of two methods: (1) a
“modified prospective” method in which compensation
Cost is recognized beginning with the effective date
(a) based on the requirements of SFAS No. 123(R) for
ll-share based payments granted after the effective
ate and (b) based on the requirements of
FAS No. 123 for all awards granted to employees
rior to the effective date of SFAS No. 123(R) that
emain unvested on the effective date; or (2) a
modified retrospective” method which includes the

requirements of the modified prospective method
described above, but also permits entities to restate
based on the amounts previously recognized under
SFAS No. 123 for purposes of pro forma disclosures
either (a} all prior periods presented or (b) prior
interim periods of the year of adoption. The Company
adopted SFAS 123(R) using the modified prospective
approach. Under this transition method, compensation
cost recognized for the year ended July 31, 2007
includes the cost for all stock options granted prior to,
but not yet vested as of August 1, 2006. This cost was
based on the grant-date fair value estimated in
accordance with the original provisions of

SFAS No. 123. The cost for all share-based awards
granted subsequent to July 31, 2006, represents the
grant-date fair value that was estimated in accordance
with the provisions of FAS No. 123(R). Results for prior
periods have not been restated. Compensation cost for
options will be recognized in earnings, net of estimated
forfeitures, on a straight-line basis over the requisite
service period. There were no capitalized stock-based
compensation costs at July 31, 2007,

Comprehensive Income {Loss)

Comprehensive income is a more inclusive financial
reporting method that includes disclosure of financial
information that historically has not been recognized in
the calculation of net income. The Company has
reported Comprehensive Income which includes net
income and cumulative translation adjustments in the
Consolidated Statements of Shareholders’ Equity for
the year ended July 31, 2007. Net income for 2006 is
the same as comprehensive income {loss) defined
pursuant to SFAS No. 130, "Reporting Comprehensive
Income” due to the fact that the effect of foreign
currency translation gain or loss was immaterial.

Net income Per Common Share

The numerator for the calculation of basic and diluted
earnings per share is net income in each year. The
following table sets forth the computation of basic and
diluted weighted-average shares used in the per share
calculations:

{shares in thousands)

2007 2006
Denominator for basic net income
per share-weighted-average shares
outstanding 6,378 6,130
Effect of dilutive options 172 380
Denominator for diluted net income
per share 6,550 6,510
Options that could potentially dilute
net income per share in the future
that are not included in the
computation of diluted net income
per share, as their impact is anti-
dilutive 467 165
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Goodwill and Other Intangible Assets

Under Statement of Financial Accounting Standards
(SFAS) No. 142, *Goodwill and Other Intangible
Assets” goodwill and intangible assets deemed to have
indefinite lives are not amortized, but are subject to
annual impairment tests. Intangible assets with
definitive lives at July 31, 2007 consist primarily of
costs of customer relationships and an assembled and
trained workforce, which are amortized over their
estimated useful lives of five years. These assets
were acquired in the OC-Net acquisition on January 26,
2007, where the fair value was determined by an
independent valuation company using the discounted
cash flow approach. Intangible assets with definitive
lives at July 31, 2006 consist of deferred finance
charges related to the Taglich debt.

The Company performs an annual impairment tests
based on the comparison of the fair value of the assets
to the carrying value of the respective assets. The fair
value of the contributed assets is determined using a
combination of discounted cash flows method and
other common valuation methodologies. For intangible
assets with indefinite lives, the fair values of these
assets determined using the discounted cash flow
approach were compared to their carrying values. The
Company concluded that no impairment existed at the
time of the annual impairment test.

Intangible assets with indefinite lives consist of
$1,079,000 of goodwill at July 31, 2007.

Amortizable intangible assets costs of the following at
July 31,

Carrying Accum
2007 Amount Amort
Customer relationships 41,000,000 $100,000

Assembled and trained

workforce 190,000 19,000
Deferred finance charges 20,000 19,000
Net intangible assets $1,210,000 $138,000
Carrying Accum
2006 Amount Amort
Deferred finance charges  $20,000 $14,000

The estimated future amortization expense related to
intangible assets for the years subsequent to July 31,
2007 is as follows (in thousands):

Year ending July 31,

2008 $ 239
2009 238
2010 238
2011 238
2012 119
Total 31,072

Accounting Pronouncements

The FASB issued Financial Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes-an
interpretation of FASE Statement No. 109" (“FIN 487).
FIN 48 specifies how tax benefits for uncertain tax
positions are to be recognized, measured, and
derecognized in financial statements; requires certain
disclosures of uncertain tax matters; specifies how
reserves for uncertain tax positions should be classified
on the balance sheet; and provides transition and
interim period guidance, among other provisions. FIN
48 is effective for fiscal years beginning after
December 15, 2006 and as a result, is effective for the
Company in the first quarter of fiscal 2008. The
Company is currently evaluating the impact FIN 48 will
have on its Consolidated Financial Statements.

In September 2006, the Securities and Exchange
Commission (*SEC") issued Staff Accounting

Bulletin No. 108, “Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in
Current Year Financial Statements” (SAB 108B).

SABR 108 provides guidance on the consideration of
effects of the prior year misstatements in quantifying
current year misstatements for the purpose of a
materiality assessment. Under SAB 108 registrants
must quantify errors using both a balance sheet and
income statement approach and evaluate whether
either approach resuits in quantifying a misstatement
that, when all relevant quantitative and qualitative
factors are considered, is material. SABR 108 is effective
for the first annual period ending after November 15,
2006 with early application encouraged. The Company
adopted SAB 108 in fiscal 2007. The adoption of this
guidance has not had a material impact on the
Company’s consolidated financial statements.

In February 2007, the FASB issued SFAS Mo. 159, "The
Fair Value Option for Financial Assets and Financial
Liabilities — Including an amendment of FASB
Statement No. 115.” SFAS No. 159 permits entities to
choose to measure many financial instruments and
certain other items at fair value. Unrealized gains and
losses on items for which the fair value option has
been elected will be recognized in earnings at each
subsequent reporting date. SEAS No. 159 is effective
for the Company August 1, 2008. The Company is
evaluating what, if any impact that the adoption of
SFAS No. 159 will have on its consolidated financial
statements.

In September 2006, the FASBE issued SFAS No. 157,
Fair Value Measurements ("SFAS No. 157"). This
Statement defines fair value, establishes a framework
for measuring fair value in generally accepted
accounting principles, and expands disclosures about
fair value measurements. This Statement applies
under other accounting pronouncements that require
or permit fair value measurements, the Board having
previously concluded in those accounting
pronouncements that fair value is the relevant
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measurement attribute. Accordingly, this Statement
does not require any new fair value measurements.
This Statement is effective for financial statements
issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years.
The Company is evaluating what, if any impact
Statement 157 will have on its consolidated financial
statements.

2. Capitalized Software Product Costs

The estimated aggregate amortization expense for
each of the five succeeding fiscal years related to
capitalized software product costs subject to
amortization expense consist of the following at July
31, 2007 (in thousands):

ar Endi I
2008 $ 699
2009 477
2010 249
2011 117
2012 64
Total —$1,606

3. Notes Payable

Notes payable consist of the following at July 31 (in
thousands):

2007 2006

Notes Payable $1,533 $1,950

Less imputed interest (33) -

Less debt discount (3) (6)
Plus carrying value in excess of
the face amount of the notes

payable 5 36

1,502 1,980

Less current maturities 1,023 1,400

$ 479 $ 580

In exchange for previously outstanding securities, the
Company issued to a group of investors {collectively,
the “New Holders"), in aggregate, $500,000 in cash,
new unsecured notes in the amount of $3.9 million
{the "New Notes”) and new warrants for 250,000
commaon shares, exercisable at $1.00 per share (the
“New Warrants”). The interest rate on the New Notes
is prime plus 2%, adjusted guarterly (effective rate of
10.25% as of July 31, 2007). The New Notes are
payable in $200,000 quarterly installments
commencing March 31, 2004 through December 31,

March 31, 2006 until paid in full. The New Notes do
ot contain any financial covenants, but the Company
s restricted from permitting certain liens on its assets.
n addition, in the event of payment default that is not
ured within ninety (90) days, Taglich Brothers, Inc.,
ne of the New Holders, has the right to appoint one
esignee to the Company’s Board of Directors. The
ew Warrants were estimated to have a value of

On April 24, 2003, the Company restructured its debt.

2005 and $300,000 quarterly installments commencing

$36,000, of which the unamortized amount reduces
the carrying amount of the debt.

In accordance with SFAS No. 15, "Accounting by
Debtors and Creditors for Troubled Debt
Restructurings,” the exchange of the previously
outstanding securities for $500,000 in cash, the New
Notes and the New Warrants was accounted for as a
troubled debt restructuring and no gain was recorded.
Instead the liability in excess of the future cash flows
to the New Holders, which was originally approximately
$322,000, remains on the balance sheet as a long
term debt and is being amortized as a reduction of
interest expense over the life of the New Notes.

On August 7, 2003, the Company purchased from
WITECH Corporation 1,025,308 shares of the
Company’s common stock, 30,000 common stock
warrants and 20,350 shares of Series A Preferred
Stock for $200,000 at closing and an $800,000
promissory note which is payable in $50,000 quarterly
installments through September 30, 2007 at the prime
interest rate plus 2%, adjusted quarterly (effective
rate of 10.25% as of July 31, 2007). The note does
not contain any financial covenants.

The Company issued $700,000 of unsecured notes in
connection with the QC-Net acquisition to the previous
owner of OC-Net in 2007. The interest rate on the
notes is prime plus 2%, adjusted quarterly (effective
rate of 10.25% as of July 31, 2007) and is payable in
quarterly principal instaliments of $58,333
commencing March 31, 2007 through April 30, 2010,
The notes do not contain any financial covenants. The
Company has also recorded non-interest bearing
contingent payments of $250,000 due January 27,
2008 and $150,000 due January 27, 2009. Interest
was imputed at the prime rate of interest plus 2%
(effective rate of 10.25% as of July 31, 2007} and is
being amortized to interest expense over the life of the
debt.

Principal payments due on notes payable are as
follows:

Year Ending July 31
2008 $1,023,000
2009 362,000
2010 117,000
TOTAL $1,502,000

4. Aquisitions

On January 26, 2007, the Company purchased all of
the outstanding stock of OC-NET, Inc. ("OC-NET"). OC-
NET, a privately held corporation in Cypress, CA, that
provided website development and hosting services to
the Power Sports market {which includes motorcycles,
All Terrain Vehicles, snowmobiles and personal
watercraft), as well as certain customers outside the
Power Sports market. Consideration for the acquisition
included approximately $1.1 million in cash, 350,000
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shares of the Company’s common stock, $700,000 in
debt to the sellers and future contingent payments
totaling up to $400,000. It was determined that as of
July 31, 2007, it was more likely than not that the
contingencies associated with this $400,000 would be
resolved such that the Company would owe those
amounts. Accordingly, these amounts have been
recorded as liabilities at July 31, 2007.

The purchase price of this acquisition has been
allocated to the following specific assets and liabilities
acquired based on the fair value of those identified
tangible and intangible assets and liabilities as
determined by an independent valuation.

Cash $ 41,000
Accounts receivable 99,000
Prepaid taxes 5,000
Equipment 101,000
Software 580,000
Goodwill 1,079,000
Other intangible assets 1,190 000
Total assets 3,095,000
Accounts payable % 56,000
Deferred revenue 19,000
Capital leases 29,000
Deferred taxes 7,000
Total liabilities 111,000
Net assets acquired $2,984,000

Capitalized software is amortized over 4 years and
intangibles related to customer relationships and
assembled and trained workforce is amortized over 5
years. In connection with the acquisition, the Company
entered into an employment agreement with Robert
Hipp (the “Employment Agreement”) to serve as a
Marketing/Business Development Manager for the
Company. The term of the Employment Agreement is
two years.

The foregoing description of the Purchase Agreement
and the transactions contemplated thereby is qualified
in its entirety by reference to the Purchase Agreement,
attached as Exhibit 2.1 of Form 8-K, dated January 29,
2007 and Form 8-K/A dated April 13, 2007, and
incorporated herein by reference. The acquisition was
accounted for under the purchase method;
accordingly, its results are included in the financial
statements of the Company from the date of
acquisition.

The following unaudited pro forma results of operations
for the fiscal years ended July 31, 2007 and 2006
assume the acquisition of the OC-Net business
occurred at the beginning of that period:

Proforma Results
(in thousands, except per share data)

00
Revenue $16,094 $15,203
Net income(loss) {146) 3,093
Net income(loss)/share {0.02) 0.50
Net income(loss)/diluted share {0.02) 0.48
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This pro forma information does not purport to be
indicative of the results that actually would have been
obtained if the combined operations had been
conducted during the periods presented and is not
intended to be a projection of future results.

5. Capital and Operating Leases

The Company leases office space and certain office
equipment under operating lease arrangements
expiring through 2011. The Company is generally liable
for its share of increases in the landlord's direct
operating expenses and real estate taxes related to the
office space leases. Total rental expense for the
operating leases was $586,000 in 2007 and $546,000
in 2006,

Rent expense for the Company's offices in Wisconsin
and Colorado is recognized on a straight-line basis
over the lease terms, which differ from the pattern of
payments required by the leases. Other long-term
liabilities at July 31, 2007 and 2006 include $21,000
and $48,000, respectively, of deferred rent.

The Company has certain capital lease agreements in
place related to computer and office equipment. These
agreements are immaterial to the financial statements.
Minimum lease payments under remaining capital and
operating leases are as follows (in thousands):

Capital Operating

iscal year in ea ease

2008 $ 10 $ 580

2009 6 590

2010 - 290

2011 - 218

2012 - 11

Thereafter - -
Less amounts related to

interest 3 -

Total minimum lease
payments $ 13 $ 1,689

6. Line of Credit

The Company has a line of credit with JP Morgan Chase
Bank in an amount not to exceed $1,000,000 with
interest payable on the outstanding balance at the
prevailing prime interest rate. The credit arrangement
is secured by substantially all assets of the Company.
Advances under the line of credit are limited to a
borrowing base, determined by 80% of the book value
of eligible accounts receivable which are less than 90
days from the invoice date, plus 45% of the value of
ali eligible open renewal orders {provided the renewal
rate is at least 85%), less $75,000. The line of credit
limits repurchases of comman stock, the payment of
dividends, liens on assets and new indebtedness.
There were no outstanding borrowings on this credit
facility as of July 31, 2007. The line of credit expires
July 9, 2008.




7. Shareholders’ Equity

Shareholder Rights Plan

On August 7, 2003, the Company adopted a
Shareholder Rights Plan designed to protect the
interests of common shareholders from an inadequate
or unfair takeover, but not affect a takeover proposal
which the Board of Directors believes is fair to all
shareholders. Under the Shareholder Rights Plan
adopted by the Board of Directors, all shareholders of
record on August 18, 2003 received one Preferred
Share Purchase Right for each share of common stock
they owned. These Rights trade in tandem with the
common stock until and unless they are triggered.
Should a person ar group acquire more than 10% of
ARI's common stock {or if an existing holder of 10% or
more of the common stock were to increase its
position by more than 1%}), the Rights would become
exercisable for every shareholder except the acquirer
that triggered the exercise. The Rights, if triggered,
would give the rest of the shareholders the ability to
purchase additional stock of ARI at a substantial
discount. The rights will expire on August 18, 2013,
and can be redeemed by the Company for $0.01 per
Right at any time prior to a person or group becoming
a 10% shareholder.

8. Stock-based Compensation Plans

Effective August 1, 2006, the Company adopted the
provisions of Statement of Financial Accounting
Standard No. 123R, "Share-Based Payment ("SFAS
123R"), for its stock option and stock purchase plans.
The Company previously accounted for these plans
under the recognition and measurement principles of
Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees (“APB 25"),
and related interpretations and disclosure
requirements established by Statement of Financial
Accounting Standard No. 123, Accounting for Stock-
Based Compensation ("SFAS 123"), as amended by
Statement of Financial Accounting Standard No. 148,
Accounting for Stock-Based Compensation - Transition
and Disclosure.

The Company adepted SFAS 123R using the maodified
prospective method. Under this transition method,
compensation cost recognized in fiscal 2007 includes:
{a) compensation cost for all share-based payments
granted prior to, but not yet vested as of August 1,
2006, based on the grant date fair value estimated in
accordance with the original provisions of SFAS 123
and (b) compensation cost for all share-based

i payments granted subsequent to August 1, 2006,

based on the grant-date fair value estimated in
accordance with the provisions of SFAS 123R. Results
for prior periods have not been restated.
Compensation cost for options will be recognized in
earnings, net of estimated forfeitures, an a straight-
line basis over the requisite service period. There were
no capitalized stock-based compensation costs at July
31, 2007. Total stock compensation expense
recognized by the Company for the year ended July
31, 2007 was approximately $159,000. As of July 31,
2007, there was approximately $143,000 of total
unrecognized compensation cost related to nonvested
options granted under the plans.

The Company used the Black-Scholes model to value
stock options granted. Expected volatility is based on
historical volatility of the Company’s stock. The
expected life of options granted represents the period
of time that options granted are expected to be
outstanding. The risk-free rate for periods within the
contractual term of the options is based on the U.S.
Treasury vields in effect at the time of grant. As stock-
based compensation expense recognized in our results
for the year ended July 31, 2007 is based on awards
ultimately expected to vest, the amount has been
reduced for estimated forfeitures. SFAS 123R requires
forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual
farfeitures differ from those estimates. Forfeitures
were estimated based on our historical experience.
Prior to fiscal year 2007, we accounted for forfeitures
as they occurred for the purposes of our pro forma
information under SFAS 123.

The fair value of each option grant is estimated using
the assumptions in the following table:

Twelve months ended

July 31,
2007 2006
Expected life (years) 10 years 10 years
Risk-free interest rate 4.88% 4.88%
Expected volatility 122% 124%
Expected forfeiture rate 15.91% 15.12%
Expected dividend yield 0% 0%

As prescribed in the modified prospective approach,
prior periods have not been restated to reflect the
effects of implementing SFAS No. 123(R),
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The following table illustrates the effect on net income
and net income per share as if the Company had
applied the fair-value recognition provisions of

SFAS 123 (R) to all stock option plans for the years
ended July 31, 2006 for purposes of this pro forma
disclosure:

Twelve months

ended
July 31, 2006

Net income as reported $ 3.210
Stock-based compensation expense determined (254)
under fair value based method for options

Pro forma nct income $ 2.956
Pro forma net income per share — basic § 4R
Pro forma net income per share — diluted $ 45

Employee Stock Purchase Plans

The Company’s 1992 Employee Stock Purchase Plan
had 62,500 shares of common stock reserved for
issuance, and all 62,500 shares have been issued. The
Company's 2000 Employee Stock Purchase Plan has
175,000 shares of common stock reserved for
issuance, and 148,781 of the shares have been issued
as of July 31, 2007. All employees of the Company,
other than executive officers, with nine months of
service are eligible to participate. Shares may be
purchased at the end of a specified period at the lower
of 85% of the market value at the beginning or end of
the specified period through accumulation of payroll
deductions, not to exceed 5,000 shares per employee
per year,

Stock Option Plans

On November 19, 2003, pursuant to its option
exchange program, the Company accepted for
cancellation from all stock option plans old options to
purchase 319,186 shares of commeon stock,
representing approximately 29% of the shares of
common stock underlying all old options that were
eligible for exchange in the offer. Subject to and in
accordance with the terms of the offer, the Company
issued, on the new option grant date, May 21, 2004,
new options to purchase 245,944 shares of the
Company’s commaon stock from the 2000 Stock Option
Plan in exchange for the old options cancelled in the
offer. The new options were 50% vested immediately
and of the remaining options, 25% vested on July 31,
2005 and 25% vested on July 31, 2006.

1991 Stock Option Plan

The Company’s 1991 Stock Option Plan was
terminated on August 14, 2001, except as to
outstanding options. Options granted under the 1991
Plan may be either: (a) options intended to qualify as
incentive stock options under Section 422 of the
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internal Revenue Code of 1986, as amended (the
Code), or (b) nonqualified stock options.

Any incentive stock option that was granted under the
1991 Plan could not be granted at a price less than the
fair market value of the stock on the date of grant {or
less than 110% of the fair market value in the case of
holders of 10% or more of the voting stock of the
Company). Nonqualified stock options were allowed to
be granted at the exercise price established by the
Compensation Committee, which could be less than,
equal to or greater than the fair market value of the
stock an the date of grant.

Each option granted under the 1991 Plan is exercisable
for a period of ten years from the date of grant (five
years in the case of a holder of more than 10% of the
voting stock of the Company) or such shorter period as
determined by the Compensation Committee and shall
lapse upon the expiration of said period, or earlier
upon termination of the participant’s employment with
the Company.

At its discretion, the Compensation Committee may
require a participant to be employed by the Company
for a designated number of years prior to exercising
any options. The Committee may also require a
participant to meet certain performance criteria, or
that the Company meets certain targets or goals, prior
to exercising any options.

Changes in option shares under the 1991 Plan are as
follows:

Year ended July 31, 2007

Wt-Avg
wt-Avg Remaining Aggregate
Exercise Contractual Intrinsic
Options Price Period value
Qutstanding 146,686 $2.28 2.85 $13,125
at beginning
of period
Granted - -
Exercised - -
Forfeited {21,000) $2.12
Qutstanding 125,686 $2.31 1.89 $-
at end of
period
Exercisable 125,686 $2.31 1.89 $-
at end of
period

The range of exercise prices for options outstanding at
July 31, 2007 was $2.06 to $9.06.

1993 Director Stock Option Plan

The Company's 1993 Director Stock Option Plan
(“Director Plan”) has expired and is terminated except
for outstanding options. The Director Plan originally
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had 150,000 shares of common stock reserved for
issuance to nonemployee directors. Options under the
Director Plan were granted at the fair market value of
the stock on the grant date.

Each option granted under the Director Plan is
exercisable one year after the date of grant and cannot
be exercised later than ten years from the date of
grant.

Changes in option shares under the Director Plan are
as follows:

Year ended July 31, 2007

Wt-Avg
Wt-Avg Remaining  Aggregate
Exercise Contractual Intrinsic
Options Price Period Value
Outstanding at 1,313 $2.65 3.97 $152
beginning of
period
Granted - -
Exercised - -
Forfeited - -
Qutstanding at 1,313 $2.65 2.97 $-
end of period
Exercisable at 1,313 $2.65 2.97 $-

end of pericd

The range of exercise prices for options outstanding at
April 30, 2007 was $2.00 to $3.56.

2000 Stock Option Plan

The Company’s 2000 Stock Option Plan {*2000 Plan”)
has 1,450,000 shares of common stock authorized for
issuance. Options granted under the 2000 Plan may be
either: {a) options intended to qualify as incentive
stock options under Section 422 of the Code, or

(b) nonqualified stock options.

Any incentive stock option that is granted under the
2000 Plan may not be granted at a price less than the
fair market value of the stock on the date of the grant
(or less than 110% of the fair market value in the case
of a participant who is a 10% shareholder of the
Company within the meaning of Section 422 of the
Code). Nonqualified stock options may be granted at
the exercise price established by the Compensation
Committee.

Each incentive stock option granted under the 2000

@Pian is exercisable for a period of not more than ten
llvears from the date of grant (five years in the case of

a participant who is 10% shareholder of the
Company). Nonqualified stock options do not have this
estriction.

ligible participants include current and prospective
bmployees, nonemployee directors, consultants or
bther persons who provide services to the Company

and whose performance, in the judgment of the
Compensation Committee or management of the
Company, can have a significant effect on the success
of the Company. Changes in option shares under the
2000 Plan are as foliows:

Year ended luly 31, 2007

Wt-Avg
Wt-Avg Remain Aggregate
Exercise  Contract Intrinsic
Qptions Price Period Value
Qutstanding 1,054,350 $1.35 7.27 $814,975
at beginning
of period
Granted 127,000 $2.00
Exercised (39,126) $0.52
Forfeited (129,124) $1.46
Qutstanding 1,013,100 $1.45 6.61 $320,062
at end of
period
Exercisable 875,425 $1.39 £.29 $310,823
at end of
period

Changes in non-vested option shares under the 2000
Plan are as follows:

Year ended July 31, 2007
Wt-Avg Grant

Options DE&;::“
Non-vested at beginning of period 188,799 $1.59
Granted 127,000 $2.00
Vested (49,000)
Forfeited (129,124} $1.46
Non-vested at end of period 137,675 $1.79

The range of exercise prices for options cutstanding at
July 31, 2007 was $0.15 to $2.74.

9. Income Taxes

The provision for income taxes is composed of the
following (in thousands): ‘

Year ended July 31, ‘

2007 2006 '

Current: '

Federal $ 113 $ 420 ‘

State 26 99 "

Utilization of net operating

loss carryforwards {135) (490)
Deferred, net - {1,229)
$ 4 $(1,200)
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Provision for income taxes is based on taxes payable
under currently enacted tax laws and an analysis of
temporary differences between the book and tax bases
of our assets and liabilities, including various accruals,
allowances, depreciation and amortization. The tax
effect of these tempeorary differences and the
estimated tax benefit from tax net operating losses are
reported as deferred tax assets and liabilities in the
balance sheet. An assessment of the likelihood that
net deferred tax assets will be realized from future
taxable income is performed. To the extent that
management believes it is more likely than not that
some portion, or all, of the deferred tax asset will not
be realized, a vaiuation allowance is established. This
assessment is based on all available evidence, both
positive and negative, in evaluating the likelihood of
realizability. Issues considered in the assessment
include future reversals of existing taxable temporary
differences, estimates of future taxable income
(exclusive of reversing temporary differences and
carryforwards) and prudent tax planning strategies
available in future periods. Because the ultimately
realizability of deferred tax assets is highly subject to
the outcome of future events, the amount established
as valuation allowances is considered to be a
significant estimate that is subject to change in the
near term. To the extent a valuation allowance is
astablished or there is a change in the allowance
during a period, the change is reflected with a
corresponding increase or decrease in the tax provision
in the statement of operations.

The Company had a change in its estimated valuation
allowance due to a historical trend of eight quarters of
profit and projections of profit in the near future
beginning in fiscal 2005. The Company continues to
evaluate the realizability of deferred tax assets on a
quarterly basis.

Significant components of the Company's deferred tax
liabilities and assets as of July 31 are as follows (in
thousands):

2007 2006
Deferred tax assds:
Net operating loss camyforwards ¢ 13,100 $ 16,613
Atemative minimum tax aredit
66 66
Defarred reverue 2,065 2,076
Goodwdl basis diference 514 602
Other 1,565 1,251
Tokal deferred tax assets 17,310 20,648
Valuation alowance for deferved tax
aseats (14,176) (18,024
Net defermed tax asset 3,134 2,624
Software product aosts (660) (530)
Intangibles and other {380) -
Net deferred taxes $ 2,094 ¢ 2,094

As of July 31, 2007, the Company has unused net
operating loss carryforwards for federal income tax

purposes of $33,680,000 expiring in 2008 through
2020.

A portion of these unused net operating loss
carryforwards for federal income tax purposes totaling
$2,038,000 expire between 2012 and 2014 and are
limited to $116,000 annually that can be utilized to
offset taxable income. Use of these net operating loss
carryforwards is restricted under Section 382 of the
Code because of changes in ownership in 1997.

In addition, the Company has net operating loss
carryforwards for state income tax purposes totaling
approximately $27,493,000 expiring in 2008 through
2015.

A reconciliation between income tax expense and
income taxes computed by applying the statutory
federal income tax rate of 34% and the state rate of
approximately 6% to income {loss) before income
taxes is as follows (in thousands):

007 06

Computed income taxes at 40% $ 42 $ B
Permanemnt items 8 =}
Gross change in valuation

allowance - (1,229)
Utilization of previously

unrecognized benefit of

net gperating losses (135) (490)
Effective rate differences and

Other 89 (291}
income tax expense (benefit} $ 4 %(1,200)

During 2007 and 2006, $7,432,000 and $7,643,000
respectively, of federal net operating loss
carryforwards expired. These expired net operating
loss carryforwards have been included in the
calculation of the change in valuation allowance.

10. Employee Benefit Plan

The Company has 2 qualified retirement savings plan
(the 401(k) Plan) covering its employees. Each
employee may elect to reduce his or her current
compensation by up to 25%, up to a maximum of
$15,500 ($20,500 over age 50} in calendar 2007
(subject to adjustment in future years to reflect cost of
living increases) and have the amount of the reduction
contributed to the 401(k) Plan. Company contributions
to the 401(k) Plan are at the discretion of the Board of
Directors. During 2007 and 2006, the Company issued
18,556 and 8,800 shares of common stock,
respectively, as a discretionary contribution to the
401(k) Plan.

The amount charged to expense for the 401(k)
contributions were $41,000 during 2007 and $21,000
during 2006.




11. Changes in Accounting Estimates

During fiscal 2006, the Company settled a vendar
related contract dispute. Estimates of that reserve
were included in accrued liabilities as of July 31, 2006.
The amount of the respective settlement was less than
the amount originally estimated and accrued. The
difference between the amount previously accrued and
the actual payment was credited to income in fiscal
2006. The amount of this change in accounting
estimate was approximately $161,000 (net of income
taxes of approximately $107,000). The impact of this
change was to increase basic and diluted earnings per
common share in fiscal 2006 by $0.03 and $0.02,
respectively,

During fiscal 2006, the Company had a change in its
estimated valuation allowance related to deferred tax
assets due to continual revisions and evaluations of the
estimates of the expected results of operations for the
next twelve months. The difference between the
amounts previously recorded as a valuation allowance
and the amount recorded was credited to income in
fiscal 2006. The amount of this change in accounting
estimate was approximately $1,229,000. The impact
of this change was to increase basic earnings per
common share by $0.20 and diluted earnings per
common share by $0.19,

12. Business Segments

Our business segments are internally organized
primarily by geographic location of the operating
facilities. In accordance with SFAS No. 131,
"Disclosures about Segments of an Enterprise and
Related Information”, we have segregated the
Netherlands operation and the US operations into
separate reportable segments. (Refer to Note 1,
"Significant Accounting Policies”, for a description of
segment operations.) We evaluate the performance of
and allocate resources to each of the segments based
on their operating resuits excluding interest and taxes.
The accounting policies for each of the segments are
described in Note 1.

49

Information concerning our operating business
segments for fiscal 2007 and 2006 is as follows:

Business Segment Information
(In thousands)

Revenue 2007 2006
Netherlands $ 668 $ 456
United States 14,767 13,546

Consolidated 15,435 14,002
Net Inco 0SS 2007 2006
Netherlands $ (B0OO) $ (869)
United States 8,866 4,079

Consolidated % 101 $ 3,210
Total Assets 2007 2006
Netherlands $ 1,061 $ 742
United States 8,866 8,694

Consolidated $ 9,927 $ 9,436

13. Concentration and Related Party

Briggs & Stratton Corporation ("Briggs”) is one of the
Company’s customers and owns approximately 13% of
the Company’s stock. Briggs has entered into
customer contracts with the Company and has
provided vendor services to the Company in the
ordinary course of business. Generally, the customer
contracts are for one or two years and renew annually
thereafter unless either party elects otherwise, The
Company invoiced Briggs approximately $498,000 and
$480,000 for products and services provided during
fiscal 2007 and fiscal 2006, respectively. Briggs had
unpaid net trade receivables of $250,000 or 19% and
$191,000 or 18% of total trade receivables
outstanding as of July 31, 2007 and 2006,
respectively, $1,000 of which was over 90 days at July
31, 2007.

The vendor services provided by Briggs are for printing
of the Company’s postcards resold to customers and
are included in cost of sales. Briggs invoiced the
Company approximately $290,000 and $183,000 for
printing services during fiscal 2007 and fiscal 2006,
respectively, $9,000 of which were unpaid as of July
31, 2007.

Gordon J. Bridge serves on the Company’s board of
directors. He was assigned to help the Company
evaluate potential strategic growth areas of the
business for which he was compensated approximately
$176,000.
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ARI NETWORK SERVICES, INC.
11425 West Lake Park Drive, Suite 900
Milwaukee, Wisconsin 53224

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
December 20, 2007

To the Shareholders of ARI Network Services, Inc.:

The 2007 Annual Meeting of Shareholiders of ARI Network Services, Inc. will be held at the headquarters of
ARI Network Services, Inc., 11425 West Lake Park Drive, Suite 900, Milwaukee, Wisconsin, on Thursday,
December 20, 2007, at 9:00 a.m., local time, for the following purposes:

1. To elect two directors to serve until 2010.

2. To approve an amendment to the Company’s 2000 Stock Option Plan.

3. To ratify the appointment of Wipfli LLP as independent auditors.

4. To transact such other business as may properly come before the meeting.

Shareholders of record at the close of business on November 2, 2007 are entitled to notice of and to vote at
the meeting and at all adjournments thereof.

Holders of a majority of the outstanding shares must be present in person or by proxy in arder for
the meeting to be held. Shareholders are urged to date, sign and return the accompanying proxy in the
enclosed envelope whether or not they expect to attend the annual meeting in person. If you attend the
meeting and wish to vote your shares personally, you may do so by revoking your proxy at any time prior
to the voting thereof.

By order of the Board of Directors,

Brian E. Dearing, Acting Secretary
November 12, 2007
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ARI NETWORK SERVICES, INC.
11425 West Lake Park Drive, Suite 900
Milwaukee, Wisconsin 53224
{414) 973-4300

PROXY STATEMENT

The Board of Directors of ARI Network
Services, Inc. (the "Company”) submits the enclosed
proxy for the annual meeting to be held on the date, at
the time and place and for the purposes set forth in
the accompanying Notice of Annual Meeting of
Shareholders. Each shareholder of record at the close
of business on November 2, 2007 will be entitled to
one vote for each share of Commaon Stock registered in
such shareholder’s name. As of November 2, 2007,
the Company had outstanding 6,653,377 shares of
common stock, par value $0.001 (the “*Common
Stock”). The presence, in person of by proxy, of a
majority of the shares of Common Stock outstanding
on the record date is required for a quorum at the
meeting. This proxy statement and the accompanying
proxy and Annual Report to Shareholders are being
sent to the Company’s shareholders commencing on or
about November 12, 2007.

Any shareholder executing and delivering the
enciosed proxy may revoke the same at any time prior
to the voting thereof by written notice of revocation
given to the Acting Secretary of the Company.

Unless otherwise directed, all proxies will
be voted FOR the election of the individuals
nominated to serve as director and FOR the other
proposals. The directors will be elected by a
plurality of votes cast at the meeting (assuming
a quorum is present). In other words, the
nominees receiving the two largest numbers of
votes will be elected. Any shares not voted,
whether by withheld authority, broker non-vote
or otherwise, will have no effect on the election
of directors except to the extent that a failure to
vote for an individual results in another
individual receiving a larger number of votes.
Any votes attempted to be cast "against” a
candidate are not given legal effect and are not
counted as votes cast in an election of directors.
The other proposals will be approved if the
affirmative votes exceed the votes cast against.
Broker non-votes and abstentions are counted
for purposes of determining whether a quorum is
present at the meeting but are not affirmative
votes or votes against and, therefore, will have
no effect on the outcome of the voting.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

The following table sets forth certain information regarding the beneficial ownership of shares of Common
Stock by each person known by the Company to beneficially own 5% or more of the Cammon Stock, by each director
or nominee of the Company, by certain executive officers of the Company, and by all directors and executive officers
of the Company as a group as of November 2, 2007 (unless otherwise indicated). The address for each of the persons
listed below is 11425 West Lake Park Drive, Suite 900, Milwaukee, Wisconsin 53224, unless otherwise specified.

NAME AND ADDRESS OF
BENEFICIAL OWNERS

M e s

Briggs & Stratton Corporation (2)
12301 West Wirth Street
Milwaukee, Wi 53201

Peter H. Kamin (3)

¢/o The Nelson Law Firm, LLC

75 South Broadway, 4 Floor
White Plains, NY 10601

John C. Bray

Gordon 1. Bridge

Brian E. Dearing (4)

Ted C. Feierstein

AMOUNT AND NATURE OF

BENEFICIAL OWNERSHIP (1) PERCENT
840,000 12.6%
591,500 8.9%
162,010 2.4%
176,527 2.6%
649,412 9.6%
79,647 1.2%




NAME AND ADDRESS OF

BENEFICIAL OWNERS

Roy W, Olivier
William C. Mortimare

Timothy Sherlock

Richard W. Weening (5)

All executive officers and directors as a group
{10 persons)

* Less than 1%

directors as a group (689,027 shares).

3K Limited Partnership.

ELECTION OF DIRECTORS

The Company’s directors are divided into three
lasses, with staggered terms of three years each. At
he meeting, shareholders will vote on two directors to

Nominees for Election to Serve until

the Annual Meeting in 2010

William C. Mortimore, 62; Mr, Mortimare, a
irector since 2004, was the founder of Merge
echnologies Incorporated ("MTI"} and its Chief
trategist from September 2000 until July 2006,
terim Chief Executive Officer from May 2006 until
uly 2006, Chairman of the Board from September
000 untii May 2006, President and Chief Executive
fficer from November 1987 through August 2000 and
member of the Board of Directors since its inception
November 1987 until July 2006. MTI
ASDAQ:MRGE) is a global healthcare software and
rvices company. Since December 2006, Mr,

ealthcare Growth Partners LLC, a strategy and
ancial advisor to emerging healthcare information
chnology companies. Mr. Mortimore has served as

(1)  Except as otherwise noted, the persons named in the above table have sole votin
shares shown as beneficially owned by them, Includes options exercisable withi
Mr. Bridge (117,785 shares), Mr. Dearing (126,583 shares),
Mr. Mortimore (43,375 shares), Mr. Sherlock (56,875 shares), Mr. Weening (123,887 shares),

(3) Stock ownership information is provided as of December 31, 2004 bas
2005. Mr. Kamin’s total includes 151,900 shares held b
Peter H. Kamin Profit Sharing Plan, 28,100 shares held

(4)  Mr. Dearing’s total includes 326,709 shares heid in the Company’s 401(k) plan, of whi

power. Mr. Dearing disclaims any beneficial ownership in these shares in excess of his pecuniary interest (13,890 shares).
Mr. Dearing’s total also includes 103,500 shares which are held in family trust.

erve until 2010: William C. Mortimore and Richard W,

AMOUNT AND NATURE OF

BENEFICIAL OWNERSHIP (1)

PERCENT
51,137 *
43,375 *
81,080 1.2%
260,224 3.8%
1,440,150 19.6%

g and investment power with respect to all
n 60 days of November 2, 2007 as follows:

Mr. Feierstein (79,647 shares), Mr. Olivier (50,000 shares),

and all executive officers and

(2)  Stock informaticn is provided as of March 16, 2000 based upen Schedule 13D amendment filed April 3, 2000.

ed upon Schedule 13G amendment filed February 2,

y the Peter H. Kamin Children’s Trust, 103,200 shares held by the
by the Peter H. Kamin Family Foundation and 25,000 shares held by

ch Mr. Dearing is a trustee with voting

(5) Mr. Weening’s total also includes 50,677 shares held by Quaestus Management Corp., 85,000 shares held by RPI
Holdings, Inc., 535 shares held in tenancy in common with a third party and 125 shares held b
disclaims any beneficial ownership in the shares heid by third parties in excess of his pecuniary interest.

y his spouse, Mr. Weening

co-founder and a senior manager of several businesses
in the fields of information communications
technoliogy, healthcare services and real estate and
has been responsible for securing public and private
financing for these organizations. Mr. Mortimore is an
criginal member of the American College of Radiology /
National Association of Electrical Manufacturers (“ACR /
NEMA”) committee responsible for establishing and
maintaining the BICOM medical imaging standard. Mr,
Mortimare has also served as a member of the Board
of Directors of MRI Devices, Inc., a privately held
diagnostic imaging manufacturer, from November

2002 until its sale to Intermagnetics General
Corporation in mid 2004. Mr. Mortimore received a B.
5. in Electrical Engineering from Michigan State
University, an M.E.E. from the University of Minnesota
and pursued doctoral studies in Electrical Engineering
at the University of Minnesota.

Richard W. Weening, 61; Mr, Weening, a
director since 1981, organized the Company in 1981 as
a business information publishing subsidiary of
Raintree Publishers, Inc. He served as President and
Chief Executive Officer of the Company until October
1987, Chairman and Chief Executive Officer of the
Company until October 1990, and Chairman of the
Board of Directors until 1997, Currently, Mr. Weening
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is Chairman and CEO of Prelitec Inc., a technology-
enabled services company specializing in aerobiology
and indoor air quality. He is also a partner and officer
of QUAESTUS & Co., Inc., a private equity investment
firm. In 1996 Mr. Weening co-founded Cumulus

Media Inc. (NASDAQ:CMLS), a radio broadcasting
group, and served as its executive chairman until June
2000. In November 2003, Mr. Weening, without
admitting or denying the allegations, entered into a
Final Judgment and Order of Permanent Injunction to
settle litigation instituted by the Securities and
Exchange Commission relating to record-keeping and
internal controls violations in connection with his
position at Cumulus Media, Inc. Without admitting or
denying the Commission’s findings, Mr. Weening
consented to the issuance of the order that required
him to pay a $75,000 civil penalty and be permanently
enjoined from violating the record-keeping and internal
controls requirements under the Securities Exchange
Act of 1934, including Section 13(b)(5} and Rules
13b2-1 and 13b2-2 promulgated thereunder, and from
aiding and abetting violations of Section 13(b)}(2)(A) of
the Exchange Act.

Director Whose Term
Expires at the Annual Meeting in 2008

Brian E. Dearing, 52; Mr. Dearing is the
Chairman of the Board, President and Chief Executive
Officer of the Company. He has been a director since
1995 and was elected Chairman of the Board of
Directors in 1997. Prior to joining ARI in 1995, Mr.
Dearing held a series of electronic commerce executive
positions at Sterling Software, Inc. in the U.S. and in
Europe. Prior to joining Sterling in 1990, Mr. Dearing
held 3 number of marketing management positions in
the EDI business of General Electric Information
Services since 1986. Mr. Dearing holds a Masters
Degree in Industrial Administration from Krannert
School of Management at Purdue University and a BA
in Political Science from Union College.

Directors Whose Term Expires at
the Annual Meeting in 2010

Gordon ). Bridge, 65; Mr. Bridge, a director
since December 1995, has worked on behalf of the
Company on various strategic growth opportunities as
a one member committee of the ARI Board of
Directors, reporting to the Board of Directors, since
September 2006. From January 2004 to September
2006 Mr. Bridge was president, and from May 2005 to
September 2006 was Chief Executive Officer of CM IT
Solutions, a nationwide franchise system providing
information technology consulting and support services
to small and medium sized businesses. From
December 1999 to August 2001, Mr. Bridge was
Chairman of the Board and Chief Executive Officer of
SurferNETWORK. From November 1995 to January
2000, Mr. Bridge was Chairman of the Board and from
April 1997 to March 1998 was Chief Executive Officer

of Connectlnc.com Company. Mr. Bridge held various
executive management positions with AT&T from 1988
to 1995, including president of three business units;
Consumer Interactive Services {CSI), Easylink
Services and Computer Systems. Prior to joining
AT&T, Mr. Bridge was with the 1BM Corporation for
nearly 23 years holding the positions of Vice President
of Sales and Vice President of Marketing for the US for
the National Accounts Division in the mid 1980's.

Mr. Bridge holds a B.5. in Mathematics from Bradley
University.

Ted C. Feierstein, 50; Mr. Feierstein, a
director since January 2000, is an investment banker
with First Analysis Securities Corporation, a Chicago-
based institutional investment services firm providing
investment banking, equity research/institutional
brokerage and venture/capital and private equity
services to growth companies and institutional
investors. Mr. Feierstein is also a venture partner of
The Prism Opportunity Fund, a private equity fund.
Prior to joining First Analysis, Mr. Feierstein was an
investment banker at his own firm, Ascent Partners
Inc. and a senior vice-president with the Corum
Group, a firm specializing in merger and acquisition
advisory services to the software industry, and was an
investment manager with Wind Point Partners, a
private equity fund. Mr. Feierstein received an MBA
from the Harvard Business School in 1989 and a BBA
from the University of Wisconsin-Madison in 1979.

CORPORATE GOVERNANCE

The Board of Directors held fourteen meetings
in fiscal 2007. Each incumbent director attended 75
percent or more of the combined number of meetings
of the Board and of the committees on which such
director served, during the period for which he has
been a director or served on the committee. Directors
are encouraged to attend the annual meeting of
shareholders, but the Company has not adopted a
formal policy requiring attendance at the annual
meeting. Four of the Company’s five directors
attended the 2006 annual meeting of shareholders.

The Board of Directors currently does not
have a formal process for shareholders to send
communications to the Board of Directors.
Nevertheless, efforts are made to ensure that the
views of shareholders are heard by the Board or
individual directors, as applicable, and that appropriat
responses are provided to shareholders on a timely
basis. The Board of Directors believes that informal
communications are sufficient to communicate
questions, comments and observations that could be
useful to the Board. However, shareholders wishing t
formally communicate with the Board of Directors ma
send communications directly to ARL Network Service
Inc., Attention: Chairman, 11425 West Lake Park
Drive, Suite 900, Milwaukee, Wisconsin 53224. The
Chairman will review such communications and, if
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appropriate, forward such communications to other
board members.

The Company's Board of Directors has
established an audit committee which is currently
composed of Mr. Mortimore (chairman} and Mr.
Weening. The Board of Directors has adopted a
written charter for the audit committee, a copy of
which was attached as Appendix A to the proxy
statement relating to the Company’s 2005 annual
meeting of shareholders. Information regarding the
functions performed by the audit committee, its
membership, and the number of meetings held during
fiscal 2007 is set forth in the “Report of the Audit
Committee,” included in this proxy statement. The
members of the audit committee are independent
under the NASDAQ regarding the independence of
directors, including audit committee members. The
Board of Directors has determined that Mr. Mortimore,
and Mr. Weening are each an “audit committee
financial expert” and are each “independent” as those
terms are defined under the Securities and Exchange
Commission regulations and NASDAQ listing standards.

The Company's Board of Directors has
established a compensation committee that currently is
composed of Mr. Bridge and Mr. Feierstein. The duties
of the compensation committee are to approve all
executive compensation, to administer the Company's
1991 Incentive Stock Option Plan, the 2000 Employee
Stock Purchase Plan, the 1993 Director Stock Option
Plan and the 2000 Stock Option Plan and to
recommend director compensation for approval by the
entire Board. The compensation committee does not
have a written charter, and does not engage the
services of a compensation consultant in determining
or recommending the amount or form of executive or
director compensation.

Mr. Dearing makes recommendations to the
compensation committee regarding the numbers of
options to be granted to the Company's executive
officers and other employees based in part on input he
receives from the Company's director of human
resources. Mr. Dearing also makes recommendations
o the compensation committee with respect to other
xecutive compensation, though he recuses himself
rom portions of compensation committee meetings
uring which his own compensation is discussed. The
ompany's chief financial officer has historically made
ecommendations to the compensation committee
egarding director compensation. The compensation
ommittee met three times during fiscal 2007.

The Company’s Board of Directors has not
stablished a nominating committee, as decisions
egarding Board membership are made by the full
vard. Due to the small size of the Company’s Board
f Directors, as well as the recent lack of turnover in
e Board of Directors, the Board has determined not
have a separate nominating committee. Likewise,

the Board has not adopted a written charter governing
director nominating decisions. Messrs. Bridge,
Feierstein, Mortimore and Weening are independent
under the NASDAQ listing standards, but Mr. Dearing
is not because he is an executive officer of the
Company.

The Board will consider candidates for director
that are nominated by shareholders in accordance with
the procedures set forth in the Company’s by-laws.
Under the by-laws, nominations, other than those
made by the Board of Directors, must be made
pursuant to timely notice in proper form to the
secretary of the Company. To¢ be timely, a
shareholder’s request to nominate a person for
director, together with the written consent of such
person to serve as a director, must be received by the
secretary of the Company at the principal office not
later than 90 days and not earlier than 150 days prior
te the anniversary date of the annual meeting of
shareholders in the immediately preceding year. To be
in proper written form, the notice must contain certain
information concerning the nominee and the
shareholder submitting the nomination.

The Board will consider proposed nominees
whose names are submitted to it by shareholders.
However, it does not have a formal process for that
consideration because it believes that the informal
consideration process has been adequate given the
historical absence of shareholder proposals. The Board
intends to review periodically whether a formal policy
should be adopted.

The Board has generally identified nominees
based upen suggestions by non-management
directors, management members and/or shareholders.
The Board considers factors important for potential
members of the Board, including the individual’s
integrity, general business background and experience,
experience with our industry, and the ability to serve
on the Board. The Board does not evaluate proposed
nominees differently based on who made the proposal.

Code of Ethics

ARI has adopted a code of ethics that applies
to our principal executive officer, principal financial
officer, principal accounting officer or controller and
persons performing similar functions. The code of
ethics is designed to promote honest and ethical
conduct, including the ethical handling of conflicts of
interest, compliance with applicable laws, and full,
accurate, timely and understandable disclosure in
reports we send to our shareholders or file with the
SEC. Violations of the code of ethics are to be
reported to the audit committee. A copy of the code of
ethics may be obtained, without charge, by sending a
request to ARI Network Services, Inc., Attention:
Corporate Secretary, 11425 West Lake Park Drive,
Suite 900, Milwaukee, Wisconsin 53224.
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The following table sets forth compensation for the Company's fiscal year ended July 31, 2007 for the
Company'’s Chief Executive Officer and other two most highly compensated executive officers who were serving as
executive officers as of such date (to whom we refer collectively as the "named executive officers”).

EXECUTIVE COMPENSATION

Summary Compensation Table

Non-Equity
Option Incentive Plan All Other
Name and Principal Salary Awards  Compensation Compensation Total
Position Year {$) ($)}{1) (2) {$)(3) {$)

Brian E. Dearing 2007 192,687 53,714 72,596 3,854 322,851
President and Chief
Executive Officer
Timothy Sherlock (4) 2007 172,009 24,171 44,700 3,440 244,320
Chief Financial Officer,
Secretary, Treasurer and
VP of Finance
Roy W. Olivier 2007 205,127 (5) 50,317 10,753 14,798 (6) 280,995

Vice President of Global
Sales and Marketing

{1) The values set forth in this column represent the dollar amounts recognized in accordance with Financial Accounting Standard
No. 123{R) ("FAS 123R") with respect to fiscal 2007, disregarding the estimate of forfeitures for service-based vesting
conditions. The expense recognized by the Company in accordance with FAS 123R may differ from the amount that will

eventually be realized by the named executive officers. The assumptions used to determine the FAS 123R values are
described in Note 8 to the consolidated financial statements in the Company's Annual Report on Form 10-KSB for the fiscal
year ended July 31, 2007. For each of Messrs. Dearing and Sherlock, the values represent the expense attributable to option
awards granted in prior years to each individual. For Mr. Mr. Olivier, the value represents the expense attributabte to options
granted to him in fiscal 2007.

(2) Amounts represent annual and long-term incentive payments, respectively, earned during fiscal 2007, as follows: Mr.
Dearing—$13,038 and $59,558; Mr. Sherlock—$8,736 and $35,964; and Mr. Olivier—$5,376 and $5,376.

(3) Amounts represent a Company match under the Company’s 401(k) plan.
{4) Mr. Sherlock resigned his employment with the Company effective September 10, 2007.
{5) Amount includes sales commissions paid during fiscal 2007 of $106,050.

(6) Mr. Olivier served as a consultant to the Company to develop a tactical sales and marketing plan from August 1, 2006 until
Septermber 11, 2006, at which time he commenced employment with the Company. In addition to a Company match under
the Company’s 401(k) plan, this amount includes $13,000 in consulting fees that he was paid for such service.

Stock Option Grants. All of the Company’s officers. The amount of the annual incentive

stock option grants qualify as incentive stock options
up to the $10,000 per year limitation and vest 25%
per year on July 31, provided the participant is an
employee of the Company at such date. Options are
exercisable up to ten years after the date of grant, one
year from the date of a termination of employment
upon death or disability of the participant, 90 days
from the date of termination for any reason other than
“cause” or immediately upon termination for “cause.”

Annual Incentive Compensation. Under the
Management Incentive Bonus Plan. The annual
component of the Company’s Management Incentive
Bonus Plan provides for annual cash incentives to the
participants, which includes all of the executive

opportunity is equally weighted between three
abjective performance criteria (revenue, operating
income and cash, 25% each) and other management
objectives ("MBOs") agreed upon by the executive
officer and the chief executive officer {or
Compensation Committee for the CEQ) at the
beginning of the fiscal year which make up the
remaining 25% of each executive officer’'s annual
incentive opportunity. Payouts under each of the cash
operating income, and MBO components of the annual
incentives are limited to 50% of the amount payable
based on actual results unless the threshold revenue
amount (80% of target revenue growth) under the
revenue component is achieved. Therefore, because
the threshold revenue amount was not achieved for
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the fiscal year ended July 31, 2007, the actual payouts
under each of the cash, operating income and MBO
compenents of the annual plan were fimited to 50% of
the amounts that would have otherwise been paid if
the revenue threshold had been met. The combined
results for the fiscal year ended July 31, 2007 under
the annual plan were between threshold and target
performance levels set by the Compensation
Committee and resulted in payouts ranging from 27%
to 69% of their respective base salaries for the fiscal
year ended July 31, 2007. Under the plan, Messrs.
Dearing, Sherlock and Olivier each received payouts of
61%, 69% and 27%, respectively, of their base
salaries,

Long-Term Incentive Compensation. The
executive afficers are awarded long-term incentive
compensation under the Company’s Management
Incentive Bonus Plan. These awards are based on a
target award equal to the executive’s actual fiscal 2007
annual incentive earned, adjusted based on the
Company’s performance over three consecutive one-
year performance periods. The amount of the payout
is adjusted on a sliding scale based on the extent to
which the Company’s revenue plan is achieved for each
of the three years, ranging from a fioor of 75% of the
target award if the Company’s revenue plan is not met
to a cap of 200% of the target award if revenue equals
or exceeds 150% of plan. Beginning with the long-
term awards granted in fiscal 2006, one-half of the
floor amount {75% of the target award) is paid in

Company Common Stock, valued at the time of
payment, and the remainder of the award is paid in
cash. The award is paid in three annual payments
following each of the three years in the performance
period, provided the participant is employed by the
Company at such time.

Targets for the long-term awards granted in
fiscal 2007 will equal the executive officer's actual
annual incentive earned for the fiscal year ended July
31, 2007. In addition te an individual executive
officer’s cap of 200% of his target award, there is a
cap (or “pool”) on the amount of long-term incentive
that all participants can earn under the plan. The
amount of the long-term incentive pool is equal to
40% of the total target annual incentives for the entire
executive management team, made up of the CEQ, the
CFQ, the Vice President of Global Sales and Marketing
and Vice President of Business Development and
Strategy for the fiscal year ended July 31, 2007
{hereinafter “On Target Incentive Payout” or “OTIP),
adjusted upward if the Company overachieves its fiscal
2007 net income objective. As the Company did not
overachieve its fiscal 2007 net income objective, the
long-term incentive poo! for awards granted in 2007
will be 40% of the OTIP for fiscal 2007, or $133,200.
Payouts will be adjusted as noted above based on the
Company'’s revenue during fiscal years 2008, 2009 and
2010 and paid in installments following each of those
fiscal years, provided the participant is employed by
the Company at such time.

Outstanding Equity Awards at Fiscal Year-End

Option Awards

Number of Securities
Underlying

Number of Securities
Unexercised Options  Underlying Unexercised

Option Exercise Option Expiration

Name (#) Exercisable Options (#) Unexercisable Price ($) Date

prian E. Dearing 12,000 2.25 6/24/2008
26,250 2.13 12/17/2008

l‘ 10,000 2.06 9/5/2010

\ 20,000 1.22 2/21/2011

. 20,833 1.57 5/21/2014

| 37,500 12,500 (1) 1.35 10/12/2014

I

Mlimothy Sherlock 40,000 .81 4/9/2011

[ 16,875 5,625 (2) 1.35 10/12/2014

| 4 W. Olivier 12,500 37,500 (3) 2.10 9/15/2016

i) 100% of options vest on July 31, 2008.

' P} Mr. Sherlock’s award was forfeited upon his resignation from the Company effective September 10, 2007. .

) 33% of options will vest on each of July 31, 2008, 2009 and 2010.
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The Company has entered into Change of
Control Agreements ("Change of Control Agreements”)
with each of its executive officers. The Change of
Control Agreements are intended to reduce the
incentive for officers not to support a transaction that
is beneficial to shareholders for fear that their
employment would be terminated, retain the services
of these officers and provide for continuity of
management in the event of any “Change of Control,”
as defined below. These Change of Control
Agreements provide that each officer shall receive
severance benefits equal to two times the sum of
salary and targeted bonuses and medical and dental
plan continuation for two years if, within two years
following a “Change of Contro!,” as defined below, the
officer's employment is terminated without cause or by
the executive for good reason. For this purpose, “good
reason” is defined to include: (i) a material diminution
of or interference with the officer's duties and
responsibilities: (ii) a change in the principal workplace
of the officer to a location outside of a 50-mile radius
from Milwaukee, Wisconsin: (iii) a reduction or adverse
change in the salary, bonus, perquisites, benefits,
contingent benefits or vacation time previously
provided to the officer: or (iv) an unreasonable
increase in the workload of the officer. In addition, the

officer will receive a prorated portion of the officer's
average annual bonus for the preceding three fiscal
years. If the officer leaves ARI for any other reason,
within two years following a Change of Control, the
officer will receive a prorated portion of the officer’s
average annual bonus for the preceding three fiscal
years. The officer is under no obligation to mitigate
amounts payable under the Change of Control
Agreements. In addition, upon a Change of Control,
all stock options and similar awards become
immediately vested and all deferred compensation
becomes payable.

For purposes of the Change of Control
Agreements, a "Change of Control” means any of the
following events: the acquisition (other than from ARI)
by any individual, entity or group, subject to certain
exceptions, of beneficial ownership, directly or
indirectly, of 50% or more of the combined voting
power of ARI’s then outstanding voting securities; (i}
a merger, consolidation, share exchange, or sale or
disposition of substantially all of the assets of the
Company; or (iii) approval by the Company'’s
shareholders of a complete liquidation or dissolution of
the Company.

Director Compensation

Fees Earned or Paid

Name in Cash {$)
Gordon J. Bridge 24,500
Ted C. Feierstein 20,500
william C. Mortimore 26,250
Richard W. Weening 24,000

Option Awards All Other
($)(1)(2) Compensation ($) Tota! ($)
20,064 171,000 (3) 215,564
20,064 — 40,564
20,064 - 46,314
20,064 — 44,064

(1) The values set forth in this column represent the dollar amounts recognized in accordance with FAS 123R with respect to fisc
2007, disregarding the estirate of forfeitures for service-based vesting conditions. The expense recagnized by the Company
in accordance with FAS 123R may differ from the amount that will eventually be realized by the directors. The assumptions

used to determine the FAS 123R values are described in Note 8 to the consolidated financial statements in the Company’s
Annual Report on Form 10-K5B for the fiscal year ended July 31, 2007. For each director, expense attributable to option
awards granted in fiscal 2007 was $7,669 and the expense attributable to option awards granted in prior years was $12,395.

(2) Total stock options held as of July 31, 2007 by individuals who served as directors of the Company during fiscal 2007 were a
follows: Mr. Bridge—120,785; Mr. Feierstein—B2,647; Mr. Mortimore—46,375; and Mr. Weening—126,887.

(3) Represents fees paid to Mr. Bridge in connection with his work on behalf of the Company on various strategic growth
opportunities as a sole member of a Board committee established for such purpose.
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For fiscal 2007 service, each non-employee
director received an annual cash retainer of $18,000
and an option to purchase 6,000 shares of Company
Common Stock, which were granted on December 28,
2006 (50% of which vested on July 31, 2007 and the
remaining 50% of which will vest on July 31, 2008).
Audit committee members receive an additional
$6,000 per year ($8,000 for the chairman) and
compensation committee members receive an
additional $2,500 per year, The options have a term
of ten years and an exercise price equal to the fair
market value of the Common Stock on the date of
grant. In addition, Mr. Bridge receives fees in the
amount of $4,500 per week in connection with his
work on behalf of the Company on various strategic
growth opportunities as a member of a Board
committee established for such purpose,

CERTAIN TRANSACTIONS

Briggs & Stratton Corporation ("Briggs”) is one
of the Company’s customers and owns more than 5%
of the Company’s stock. Briggs has entered into
ustomer contracts with the Company in the ordinary
ourse business. Generally, the contracts are for one
ear and renew annually unless either party elects
therwise. The Company invoiced Briggs
pproximately $498,000 for products and services
rovided during fiscal 2007. In addition, during fiscal
007, Briggs provided graphic design and printing
ervices to the Company for which the Company was
harged $290,000.

Section 16{a) Beneficial Ownership Reporting
Compliance

Based soiely upon its review of Forms 3,4 and
and amendments thereto furnished to the Company
ursuant to Section 16 of the Securities Exchange Act
f 1934, as amended, all of such forms were filed on a
mely basis by reporting persons during fiscal 2007.

AMENDMENT OF THE
2000 STOCK OPTION PLAN

At the annual meeting, shareholders are being
ked to approve an amendment to the Company's
00 Stock Option Plan (the “SOP") to increase the
mber of shares of Common Stock reserved for
uance under the SOP by 500,000 shares from
450,000 to 1,950,000. The Board of Directors
opted the amendment on October 31, 2007.

As of November 2, 2007, there were
tstanding options to purchase 923,664 shares of

Common Stock which have been granted under the
SOP but remain unexercised. These outstanding
options have a weighted average exercise price of
$1.48473. Of these shares, 800,425 were exercisable
as of November 2, 2007. As of Novemnber 2, 2007,
there were 214,373 shares available for future grants
under the SQP,

The Board believes that the number of shares
currently avaiiable under the SOP is insufficient in light
of the Company’s need to use options to attract and
retain employees and directors. Given the importance
of the SOP in the past in attracting and retaining key
personnel, and the importance that will be placed on
the SOP in the future, particularly in connection with
the Company’s desire to make acquisitions as one of
its growth initiatives, the Board believes that the
number of shares available for issuance under the SOP
must be increased to allow future option grants to be
made.

The Board believes that the grant of options to
employees, directors and certain contractors under the
S0P, including employees of companies that may be
acquired by the Company in the future, is an attractive
way for the Company to be able to retain these
personnel while conserving the Company’s limited cash
resources. In addition, the Board believes that
granting stock options which vest over an extended
period of time provides the optionee with an incentive
to remain with the Company and actively contribute
towards improving the Company's performance. The
Board further believes that employee and director
ownership provides a stronger incentive for these
personnel to put forth maximum effort for the long
term success and growth of the Company in order to
see the value of their ownership grow,

Set farth below is a summary of the principal
features of the SOP. The following summary, however,
does not purport to be a complete description of all the
provisions of the SOP. Any shareholder who wishes to
obtain a copy of the actual plan document may do so
upan written request to the Secretary at the
Company’s principal offices at 11425 West Lake Park
Drive, Suite 900, Milwaukee, Wisconsin 53224.

Description of the Stock Option Plan

All directors, employees, or consultants who
provide services to the Company (the "Participants”)
are eligible to receive options to purchase Common
Stock under the SOP. As of November 2, 2007,
approximately 100 persons were eligible. The SGP is
designed to provide additional incentive compensation
to Participants and provide them with an opportunity
to acquire an equity interest in the Company. The SOP
is also designed to attract and retain the Company's
nen-employee directors.
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The SOP is administered by a compensation
committee appointed by the Board of Directors.
Subject to the provisions of the SOP, the compensation
committee has the authority to determine the exercise
prices applicable to the options, the eligible
participants to whom and the time or times at which
options shall be granted, the number of shares of
Common Stock subject to each option, and the extent
to which options may be exercisable in installments.
The compensation cornmittee also has authority to
interpret the SOP, and to prescribe, amend and rescind
the rules and regulations pertaining o the SOP.

Options granted under the SOP may be either
(i) options granted to qualifying employees which are
intended to qualify as “incentive stock options” under
Section 422 of the Internal Revenue Code of 1986, as
amended {the "Code"), or {ii) non-qualified stock
options which may be granted to all Participants.

Under the SOP, no Participant may be granted
options for more than 500,000 shares during any one-
year period. If the proposal is approved by
shareholders, the aggregate number of shares of
Common Stock that may be issued under the SOP may
not exceed 1,950,000, The number of shares reserved
under the plan and for which awards may be granted
to a Participant may be adjusted, as determined by the
compensation committee, in the event of certain
changes due to a recapitalization, reclassification,
merger, spin-off, stock split, stock dividend, or other
increase or decrease. No stock options may be
granted under the SOP after December 13, 2010.

Any incentive stock option that is granted
under the SOP must be granted at a price no less than
the fair market value of the Common Stock on the
date of grant (or no less than 110% of the fair market
value in the case of holders of 10% or more of the
total combined voting power of all classes of stock of
the Company or of a subsidiary or parent of the
Company). Non-qualified stock options may be
granted at the exercise price established by the
compensation committee, which may be less than the
fair market value of the Common Stock on the date of
grant. As of November 2, 2007, the closing price of
the Company's Common Stock was $1.59 per share.

Each incentive stock option granted under the
SOP is exercisable for a period not to exceed 10 years
from the date of grant (or five years in the case of a
holder of more than 10% of the total combined power
of all classes of stock of the Company or of a
subsidiary or parent of the Company) and shall lapse
upon the expiration of the period, or earlier upon
termination of the recipient’s employment or service
with the Company or as determined by the
compensation committee. These limitations do not
apply to non-qualified stock options. The
compensation committee shall determine the period of
time during which an option may be exercised

following termination of employment or service due to
death or disability, or following termination of
employment or service due to retirement.

The Board of Directors of the Company may
amend the SOP at any time, except if shareholder
approval is required under tax, securities or any other
applicable law. However, the Board may not make an
amendment that has an adverse effect on the rights of
any Participant or peneficiary of any award granted
under the Plan without written consent to the
amendment by the affected Participant.

Federal Income Tax Consequences of the Plan

The grant and exercise of options issued
pursuant to the SOP should cause the federal income
tax consequences to the Participant and the Company
described below.

Incentive Stock Options. Incentive stock
options under the SOP are intended to be eligible for
the favorable federal income tax treatment accorded
“incentive stock options” under Section 422 of the
Code. Incentive stock options generally have the
following tax consequences.

« There are generally no federal income tax
consequences to the optionee or the Company
by reason of the grant or exercise of an
incentive stock option. However, the exercise
of an incentive stock option may increase the
optionee’s alternative minimum tax liability if
any and, to the extent that any incentive stock
option is exercisable during any calendar year
with respect to shares having, as of the grant
date, a fair market value exceeding $100,000,
such excess will be treated as a non-qualified
stock option.

« If an optionee holds stock acquired through th
exercise of an incentive stock option for more
than two years from the date on which the
option is granted and more than one year fro
the date on which the shares are transferred t
the optionee upon exercise of such option,
then any gain or loss on a disposition of such
stock will be long-term capital gain or loss.
However, if the optionee disposes of the stock
before the expiration of either of the above
holding periods {(a "disqualifying disposition”),
at the time of the disqualifying disposition of
the option, the optionee will realize taxable
ordinary income equal to the lesser of {i) the
excess of the fair market value on the date of
exercise over the exercise price, or (i) the
optionee’s actual gain, if any, on the purchas
and sale. The optionee’s additional gain or an
loss upon the disqualifying disposition will be
capital gain or loss which will be long-term or
short-term, depending on whether the stock
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acquired from exercising the option was held
for more than one year.

= Upon exercise of an incentive stock option, the
excess of the stock’s fair market value on the
date of exercise over the option exercise price
will be considered a tax preference item in
calculating the optionee’s alternative minimum
tax, if any.

» To the extent the optionee recognizes ordinary
income by reason of a disqualifying disposition,
the Company will be entitled to a
corresponding compensation expense
deduction in the tax year in which the
disposition occurs.

Non-Qualified Stock Options. At the time any
non-qualified option is granted, the optionee will not
recognize any taxable income and the Company will
not be entitled to any deduction. When an optionee
exercises a non-qualified option, the optionee will
generally recognize ordinary income in an amount
equal to the excess of the fair market value of the
Common Stock received on the date of exercise over
the option exercise price. The Company will be
entitled to a deduction in an amount equal to the
income recognized by the optionee. The basis of the
Common Stock received upon the exercise of a non-
qualified option will be the exercise price paid plus the
amount recognized by the optionee as taxable income
attributable to such shares as a result of the exercise.

When an optionee sells stock acquired by the
exercise of a non-qualified option, the difference
between the amount received and the adjusted tax
basis of the stock wiil be capital gain or loss if such
shares constitute a capital asset in the hands of the
optionee. The compensation deducticn by the
Company upon exercise of non-qualified options by the
CEOQ or any of the other four most highly compensated
executive officers may be limited by Section 162(m) of
the Code, which limits the deductibility of
compensation in any one year to $1,000,000 unless
the excess compensation is “performance-based.”

Plan Benefits

As of the date of this Proxy Statement, none of
he 500,000 shares that are subject to shareholder
pproval have been granted. It is not determinable
hat options will be received by Participants under the
OP in fiscal 2008. However, the following table
rovides information concerning options awarded to
mployees and directors in fiscal 2007 under the SOP.

Name Number of Options
Brian E. Dearing 0
Timothy Sheriock 0

Roy W. Olivier 50,000

All current executive
officers as a group 50,000

All current non-
employee directors as a
group 24,000

All employees who are
not executive officers
as a group 53,000

THE BOARD OF DIRECTORS RECOMMENDS A
VOTE “"FOR" APPROVAL OF THE AMENDMENT TO THE
SOP. PROXIES SOLICITED BY THE BOARD OF
DIRECTORS WILL BE VOTED FOR APPROVAL OF THE
SOP AMENDMENT UNLESS SHAREHOLDERS SPECIFY
TO THE CONTRARY IN THEIR PROXIES.

RATIFICATION OF INDEPENDENT
AUDITORS

The Audit Committee has appointed Wipfli LLP
to serve as the Company’s independent accountant to
audit the books and accounts of the Company and its
subsidiaries for the fiscal year ending July 31, 2008.
The Board of Directors has recommended that
shareholders ratify this appointment. It is intended
that the shares represented by the proxy will be voted
{uniess the proxy indicates to the contrary) for
ratification of the appointment. Wipfli LLP also served
as the Company’s independent accountant for the
fiscal year ended July 31, 2007. A representative of
Wipfli LLP is expected to be present at the meeting
with the opportunity to make a statement if he or she
desires to do so, and is expected to be available to
respond to appropriate questions.

Auditor’'s Fees

Fees for professional services provided by our
independent auditors in each of the last two fiscal
years, in each of the following categories, were as
follows:

2007 2006
Audit Fees $106,935 $111,875
Audit Related — -
Fees
Tax Fees 17,178 5,500
All Other Fees 6,788 —
Total Fees $130.901 $117.375
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Tax services rendered by our independent
auditors included consultations on state sales and use
tax. Al other services rendered by our independent
auditors in fiscal 2007 and 2006 included consultations
on accounting matters regarding newly adopted FAS
123R, acquisition related filings and the regulations of
the Securities and Exchange Commission.

The audit committee pre-approves all audit
and permitted non-audit services provided by the
independent auditors, unless such pre-approval is

waived in accordance with Item 2-01(c)7IINC) of
Regulation S-X. These services may include audit
services, audit-related services, tax services and other
services. The audit committee has delegated the
authority to grant pre-approval of auditing or allowable
non-audit services to the chairman of the audit
committee. Each pre-approval decision pursuant to
this delegation is to be presented to the full audit
committee at its next scheduled meeting.

EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth certain information about shares of the Company's Common Stock outstanding
and available for issuance under the Company’s existing equity compensation plans: the 1991 Incentive Stock Option
Plan, the 1993 Director Stock Option Plan, the 2000 Employee Stock purchase Plan and the 2000 Stock Option Plan.
The table details securities authorized for issuance under the Company's equity compensation plans as of July 31,
2007. The table below does not include stock option grants, exercises or cancellations since July 31, 2007 and, in
accordance with SEC rules, excludes information concerning the Company’s 401(k) plan. The Company has
discontinued granting options under the 1991 Incentive Stock Option Plan and 1993 Director Stock Option Plan,

although options are outstanding under those plans.

Equity Compensation Plan Information

Plan category Number of Weighted-average Number of securities
securities to be exercise price of remaining available
issued upon outstanding for future issuance
exercise of options, warrants under equity
outstanding and rights compensation plans
options, warrants [excluding securities
and rights reflected in column]

(a) (a)
(b) (<)

Equity compensation

plans approved by

security holders 1,390,100 $1.45 151,156

Equity compensation

plans not approved by

security holders (1) 13,533 N/A N/A

Total 1,403,633 151,156

(1) Represents estimated number of shares to be issued pursuant to long-term incentive plan awards described above, based on
an assumed value of $1.59 per share (the November 2, 2007 closing stock price).




OTHER MATTERS
Other Proposed Action

The Board of Directors of the Company knows
of no other matters which may come before the
meeting. However, if any matters other than those
referred to above should properly come before the
meeting, the persons named in the enclosed proxy will
vote such proxy in accordance with their discretion.

Shareholder Proposals

All proposals of shareholders intended to be
presented at the Company’s 2008 Annual Meeting
must be received by the Company at its executive
offices on or before September 22, 2008, in order to
be presented at the meeting {and must otherwise be in
accordance with the requirements of the Bylaws of the
Company) and must be received by July 14, 2008 to
be considered for inclusion in the proxy statement for
that meeting.

Costs of Solicitation

The expenses of printing and mailing proxy
materials, including reasonable expenses involved in
forwarding materials to beneficial owners of Common
Stock, will be borne by the Company. In addition,
directors, officers or employees of the Company may
solicit the return of proxies from certain shareholders
by telephone, e-mail, facsimile or personal solicitation.

SHAREHOLDERS MAY OBTAIN A COPY OF
THE COMPANY’'S ANNUAL REPORT ON FORM 10-
KSB AS FILED WITH THE SECURITIES AND
EXCHANGE COMMISSION AT NO COST BY
WRITING TO THE INVESTOR RELATIONS
DEPARTMENT, ARI NETWORK SERVICES, INC.,
11425 WEST LAKE PARK DRIVE, SUITE 900,
MILWAUKEE, WISCONSIN 53224,

BY ORDER OF THE BOARD OF DIRECTORS

Brian E. Dearing, Acting Secretary

November 12, 2007




REPORT OF THE AUDIT COMMITTEE

The primary responsibility of the Committee is to oversee the Company's financial reporting process on behalf
of the Board of Directors and to report the results of its activities to the Board. Management has the primary
responsibility for the financial statements and the reporting process including the systems of internal controls. A
complete description of the Committee’s duties is set forth in its charter.

In fulfilling its oversight responsibilities, the Committee reviewed the audited financial statements in the
Annual Report with management including a discussion of the quality, not just the acceptability, of the accounting
principles, the reasonableness of significant judgments, and the clarity of disclosures in the financial statements.

The Committee reviewed with the independent auditors, who are responsible for expressing an opinion on the
conformity of those audited financial statements with accounting principles generally accepted in the United States,
their judgments as to the quality, not just the acceptability, of the Company’s accounting principles and such other
matters as are required to be discussed with the Committee under standards of the Public Company Oversight Board
(United States). In addition, the Committee has discussed with the independent auditors the auditors’ independence
from management and the Company including matters in the written disclosures required by the Independence
Standards Board and considered the compatibility of non-audit services with auditors’ independence.

The Committee discussed with the Company’s independent auditors the overall scope and plans for their
audit. The Committee meets with the independent auditors, with and without management present, to discuss the
results of their examination and their evaluation of the Company’s internal controls, and the overall quality of the
Company's financial reporting. The Committee held five meetings during fiscal 2007.

In reliance on the views and discussions referred to above, the Committee recommended to the Board of
Directors (and the Board has approved) that the audited financial statements be included in the Annual Report on
Form 10-KSB for the year ended July 31, 2007 for filing with the Securities and Exchange Commission. The
Committee has also approved the selection of the Company’s independent auditors.

/s/ William C. Mortimore
william C. Mortimore, Chairman of the Audit Committee

/s/ Richard W. Weening
Richard W. Weening, Audit Committee Member
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