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THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF ILLlNomav&E"’ EB

EASTERN DIVISION _
SECURITIES AND EXCHANGE COMMISSION, [EE ¥
Plaintiff, : r’ : ,‘
R R Y
- i L
SYSTEM SOFTWARE ASSOCIATES, INC,, : COMPLAINT = -

ROGER COVEY, and

JOSEPH SKADRA, | . OOC 4240 :

efendants.
e JUDGE BUCKLO

MAGISTRATE JUDGE 4 SEMAN

Plaintiff Securities and Exchange Commission alleges that:

SUMMARY
1. Beginning in July1994 and continuing through at least December. 1996, System
Software Associates, Inc. (SSA), Roger Covey (Covey) and Joseph Skadra (Skadra)
violated or aided and abetted violations of the antifraud, records keepmg, and periodic
reporting prov131ons of the federal securities lale lhrough SSA s improper recognition of
sales revenue ona UNIX language software product (UNIX/BPCS) before the product
was developed sufficiently to support revenue recognition under Generally Accepted
Accounting Principles (GAAP).
2. During that period, SSA improperly recognized approximately $58 million in
UNIX/BPCS software revenue at times when defendants knew or were reckless in not

knowing that the software did not function properly and when they knew or were reckless

-
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in not knowing.that th_ere were significant uncertainties about customer acceptance of that
software.
3. Further, during SSA’s ﬁscal years 1995 and 1996, SSA improperly rebognized an
additional $52 million in revenue from sales of UNIX/BPCS soﬁ\%fare to middlemen,
 which sales were subject to material conditions or otherwise did not satisfy GAAP.

4. SSA’s improper revenue recognition practices allowed it to rebort, in public filings
with the Commission, statements to securities analysts, and press releases, more
favorable resuits of operations than were in fact the case, thereby substantially inflating
the price of SSA’s stock.
5. Defendants’ fraudulent activities resulted in massive losses to thdse public investors
who purchased SSA stock during the period when the company’s financial statements
improperly reflected the revenues described above. For example, at the height of
defendants’ fraudulénf .scheme', SSA"; stock tra;ded at $45 ber.share, and the cbrr;pany had
a total market capitalization of approximately $1 44 billion. InJ anuary 1997, after SSA’s
independent auditors forced the company to restate revenues for 1§94 and 1995, SSA’s
stock traded at approximately $10 per share with a total market capitalization of
appro’xiﬁlately $500 million. SSA isnowina bankruptcy proceeding and the market

- value of public Shéréhdlderé’ .equity in the company has fallen to almost nothiﬁg. ‘SSA’.S |
stock is currently quoted on the Over the Counter Bulletin Board Service at |
approximately 4 cents per share.

JURISDICTION

6. This Court has jurisdiction over this matter pursuant to Section 22 of the Securities

Act of 1933 [15 U.S.C. § 77v], and Sections 21(e) and 27 of the Securities Exchange Act
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of 1934 [15 U.8.C. §§ 78u(e) and 78aa). The defendants made use of the means or
instruments of interstate commerce, of the mails, and the facilities of a nafional securities
exchange in connection with the acts, transactions, practices and courses of business
alleged herein.

DEFENDANTS

7. System Software Associates, Inc. is a Delaware corporation with executive offices in

Chicago, Illinois. During the relevant period, SSA developed business enterprise
~ software for use by intermediate size and large companies. SSA’s common stock is
registered with the Corﬁmission pursuant to Section 12(g) of the Exchange Act and was
listed on the NASDAQ Natiénal Market System and then the NASDAQ SmallCap
Market until late 1999. It now is quoted on the Over the Counter Bulletin Board Service,
-As of January 2000 there were approximately 12 million shares of SSA common stock
outstanding. For its fiscal year 1999 (ending October 31, 1999), SSA reported revenue of
$31 5;7 million. On May 3, 2000, SSA filed a petition for reorganizétion under Chapter
11 of the United States Bankruptcy Code. |
| 8. Rog. er Covez, 45, founded SSA and served as its President and Chairman of the
- Board of Directors from its i'nceptio.n in October 1981 until August 1991, when he left
SSA to pursue other interests, although he remained Vice-Chairman of the Board. He
rejoined the company in August 1994 as Vice-President of Research and Development
and was appointed Chairman of the Board and Chief Executive Officer on November 1,
1994. He left the company again in April 1998. As of July 1999 Covey beneficially

owned approximately 20 percent of SSA’s outstanding stock.
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9. Joseph Skadra, 59, was the Chief Financial Officer and a Vice-President of SSA from
August 1994 until April 1998. At that time he was demoted to Vice-President of Finance
and Controller,

FIRST CLAIM

Violations of Sectmn 17(a) of the Securities Act and Section 10(b)
of the Exchange Act and Rule 10b-5 thereunder
(Defendants SSA Covey and Skadra)

10. During the 1980s and 1990s, SSA provided “Business Planning and Control System”

| (BPCS) software to business entities worldwide. Its préducts consisted of software
applications customized to operate and coordinate complex industrial enterprises. SSA’s
initial BPCS product was designéd to run on IBM Application System/400 (AS/400)
computers. Although SSA’s AS/400 BPCS software was successful during the 1980s, by
1993 compe_titive pressures‘and changes in the industry threatened to render that software
obsolcte, and SSA began to develop a new BPCS product line based on the increasingly
popular UNIX programming language. This new product was intended to run on the
hardware of varic_)us manufagtq.rers, including_Hewlett—Packard, IBM, and Digital
Equipment Corporation. |
11. In August 1994, when Covey returned to SSA from a leave of absence, he

' determined that the Conipany"s UNIX proje& Was ﬂound'erin'g, and as a result, SSA

' mlssed its October 1994 targct date for general release of its UNIX/BPCS software.

Owens-Ilhno:s Contract

12. By October 1994 however SSA had 1mproperly recorded approximately $10 million

in revenue from one purported AS/400 transaction with Owens—IlIinois, Inc. (O1), which
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contract defendants knew, in fact, called for. deli{rery of UNIX software within six
monthe. SSA could not and did not deliver within the six-month period specified.

13. The OI agreement was the largest single sales contract in SSA’s history to that date,
increasing third quarter net income to $5.4 million from zero and increasing SSA’s net
income for fiscal 1994 by over fifty percent. On August 24, 1994, SSA issued a press
release reporting a twenty-five percent (25%) increase in revenues over the same fiscal
quarter of the previous year: from $68.7 million in the third quarter 1993 to $86.2 million
in the third quarter 1994. Most of this increase was attributable to the OI contract.

14. Skadra signed the quarterly and annual filings reflecting the OI revenue. Covey
reviewed the e.greement after his return to the company and signed the company’s 1994
Form 10-K that reflected this transaction.

15, At the time of the OI trans_aeﬁon, SSA had no _ope_rable UNIX software and had _made
no substantiel. effort to develop the additional capability to run it in conjunction with
Sybase database soﬂware as required by OL. Moreover, both Covey and Skadra knew or
were reckless in not knowing that SSA had little chance of performmg under the OI
contract terms. For example both Covey and Skadra were aware of delays in developmg
.SSA’s UNIX software in late 1994. When Covey returned to SSA in 1994 he learned of
the delay in the developrnent of the UNIX platform, That delay resulted in the late
dehvery of UNIX software to customers. Skadra was aware of thrs information. In
addition, Covey dlrected an SSA employee in approximately late 1994 to cease worklng

o on a Sybase vers1on of UNIX because there was 11ttIe market for that product leen that

the company suspended work on the Sybase version of the product, there was little or no

chance that SSA could perform under the OI contract terms.
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16. Further, ina March 14, 1995 fneino to SSA’s Board, Covey admitted that “Owens-
Illinois is holding their breath waiting for the Sybase flavor of BPCS. They have given
us several more months but it is not clear that we can deliver on time.”
17. In those same materials, Covey also acknowledged that SSA had been playing a
“contract game” for at least a year by selling UNIX software and recoghizing revenue by
usmg contract language which spec1ﬁed AS/4OO software but promismg UNIX products .
‘when and if’ they beca.me available. Covey lcnew that most of these customers understood
they had purchased UNIX software and had no inte_ntion of implementing AS/400 software
systems.
18. In November 1995, OI sued SSA for rescission of the contract and return of all
amounts paid, .alleging that SSA had induced OI to enter the contract through fraud. In
Apnl 1996 SSA settled its litigation with OI by returmng, among other things, $2 million
of the purchase price that OI had paid to SSA, and releasing SSA’s claim to $4.3 million
remaining on the contract.
19. In January 1997, the company reversed the entire $10.1 million in revenue previously
recognized on the OI transaction. As restated, the Company’s net income for fiscal 1994
was $10 million, compared te the $15.4 million originally reported.

Early Release Customers

20. During the period from approximately January 1994 though March 1995, SSA
| prov1ded an early release version (V ersmn 5.0) of its UNIX/BPCS software to various
customers. Most or all of these 1nstallat10ns were failures. Ea:rly reIease customers

experienced severe and continuing difficulties with both the early release version of
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SSA’s UNIX/BPCS software as well as subsequent versions, and most eventually
abandoned the software.

21. For example, SSA’s largest early release customer, with two WImPCS contracts
totaling $3.6 million, advised defendants as early as February 1995 that SSA’s software
did not meet contract specifications. Nevertheless, SSA recognized $1.2 million from
one of those contracts in SSA’s fiscal quarter ended April 1995.

22. Inlate 1993, two years after the UNIX/BPCS contracts were signed, the same
customer reqﬁested that the UNIX/BPCS software be submitted to “benchmark testing.”
That testing determined that SSA’s software’s response times wefe unacceptable. SSA
later refunded the $1.2 million it had recognized in April 1995, paid fhe customer $1.4
million in penalﬁes, and wrote off the remaining $2.4 million receivable.

23. Other early release customers had similar problems with the UNIX/BPCS software
during extended installation attempts. Covey was aware of these matters, and was
personally in contact with several customers whose experience with the software’s
instability and its inability to execute required operations (functionality) with acceptable
speed and efficiency (performance) were matters of concern at SSA from at least early
1995, |

24. Despite consikstent faiIures in functionality and performance of its early release-
UNIX/BPCS software, SSA recognized approﬁimately $6.1 million in UNIX revenue,

including revenue from early release “sales,” in its fiscal quarter ending April 31, 1995.

General Release of Version 5.1
- 25. In late March 1995, at the time its general release, SSA’s [H\IIX/BPCS software

Version 5.1 had undergone only'three months of in-house testing.
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26. Certain early release (Version 5_.0) customers continued their attempts to implement
SSA’s UNIX/BPCS software using Version 5.1, However, many of these early release
customers, as well as new UNIX/BPCS customers during the period April 1995 through
the spring of 1996, continued to have functionality and performance problems that led
many customers to either end their relationship with SSA or revert to SSA’s AS/400
product.

27. Covey was aware of the difficulties with early release customers. In December 1994
he wrote to SSA’S Board of Directo.rs that “{wle still do not have software that works
acceptably.” There were “a great many bugs not yet discovered by [SSA’S]... clients.”
Covey’s concern was so gfeat that he notéd SSA hﬁd “been successful so far in
persuading our early UNIX customers not to sue us. There is no guarantee however that
this will continue to be the case.” On March 14, 1993, Covey informed the Board that,
“[\;v]e have stalled everyone....but there are lots of potential problems out the;re.” Never-
theless, SSA recognized révenue on most of these contracts that fiscal quarter.

28. Shortly after the general release of Version 5.1, in a May 25, 1995 conference call
with industry analysts, Covey falsely claimed that SSA had “over 30 accounts” using the
company’s UNIX/BPCS software, when in fact SSA had approximately twenty-two
contracts and few if any successfully completed implementations of the UNIX/BPCS
software. Neither Covey nor Skadra, who also attended the conference call, disclosed the
serious problems SSA was éxperiencing withlits UNIX/BPCS software.

Versions 5.2 sind 6.0

29. SSA’s UNIX/BPCS Versidn 5.2 was released in the spring of 1996 after a short

. period of in-house testing. Again, the software’s functionality and pcrfdnnance caused
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implementation failures. In. the fall of 1996, Version 5.2 Was superseded by Version 6.0,
which incorporated significant changes to the product’s technology and which had
undergone more extensive testing. Nevertheless, Version 6.0 also experienced severe

| functlonahty end performance problems and Versron 6.0 custemers 1nformed the
company that the UNIX product was not performmg acceptably | |
30. During SSA’s fiscal years 1995 and 19967, Hewlett-Packard, which hoped to market
its computers packaged together with SSA’s UNIX software, tested versions 5.1, 5.2 and
6.0 of SSA’s UNIX/BPCS product with poor results. HP engineers determined that the
software was not stable enough to conduct tests adequately, that there were “inordinately
long response times” and that the software could only be utilized by low numbers of
simultaneous users. HP determined tha’r there was no version of SSA’s BPCS/UNIX
product available that could be described as viable in a commercial environment. Thus,
HP, which had opened a joint testing facility with SSA in 1995, closed it the spring of
1996, because SSA’s software had roo many problems to justify the facility’s existence.
The failure of SSA’s software te perform adequately not only strained its relationship
with HP asa busrness partner but erso caused SISA to lo‘sle a division of HP as a customer.
In fact, in an audit confirmation letter response by HP dated December 18, 1996, HP
stated “as you may be aware, the SSA BPCS software is experiencing performance
problems Wthh prevent HP from actrvely marketing the product to 1ts customers. .
31. SSA never satisfied the system requlrements of any major customer for its
UNIX/BPCS product durmg the pemod 1994 through early 1997. At the end of SSA’s
ﬁrst fiscal quarter of 1997 (January 31, 1997), SSA’s Controller stated to SSA’s

indeperldent auditors that “many UNIX jobs [in Europe] have stalled and/or are being
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delayed due to product problems. Delays and problems prohibit SSA from engaging new
clients and bringing in new revenue.”

SSA’s Revenue Recognition Practices

32, During the period July 1994 through at least December 1996, as SSA recognized
revenue. from UNIX/BPCS software sales, the aﬁthoritative GAAP literature for revenue
recognition on software license sales was the American Institute of Certified Public
Accountants’ (AICPA) Statement of Position on Software Revenue Recognition 91-1
(SOP 91-1). SOP 91-1 established that revenue from sales of software could not be
recognized until the soﬁware was delivered, collectibiiity was probable and the vendor
had no significant obligations remaining under the sales agreement. SOP 91-1 also
required, among other things, that if, after delivery, there was sigﬁiﬁcant uncertainty
about customer acceptance of the software, license revenues should not be reco gnized
until the uncertainty becomes insignificant. SOP 91-1 also provided that if significant
other vendor o]loligatioﬁs'remained the earnings process would not be substantially
complete.

33. Despite the fact that defendants knew or were reckless in not knowing there were
significant uncertainties about customer acceptance of, and payment for, its UNIX/BPCS
softwa;e Versions 5.0, 5I.1, 5.2 and_6._0 duririg the period July 1994 through at least
December 1996, SSA nevertheless improperly recognized revenue from sales of that
software in the following approximate amounts as reported in filings with the

Commission as noted:

10
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July 1994 (Form 10-Q) $10,100,000
April 1995 (Form 10-Q) 6,100,000
July 1995 (Form 10-Q) 19,500,000
October 1995 (Form 10-K) 15,600,000
January 1996 (Form 10-Q) 12,600,000
April 1996 (Form 10-Q) 26,100,000
July 1996 (Form 10-Q) 10,100,000
October 1996 (Form 10-K) 10,000,000

34. As it became increasingly apparent to the market fhat SSA did not hé.ve a
commercially viable UNIX product, the price of SSA’s stock declined. The stock
reached a high of $45 per share in September 1995, several months after SSA announced
the general release of Version 5.1 of its UNIX software and certain (later reversed) sales
of that software. The stock price declined steadily, however, when the company’s
financial results flagged in 1996, and declined abruptly after its January 7, 1997
announcement that it was restating its 1994 and 1.995 year end financial statements to
reverse in excess of $30 million in previously reported UNIX revenues. SSA’s stock
currently trades in the area of 4 cents per share.

Public Statements By Defendants

35. Throughout the period July 1994 to at least December 1996, in cdnjunction with
announcements relating to quarterly results and at other times, SSA disseminated positive
statements concerning its financial results and touted an upward trend in revenues and
earnings from quarter to quarter. This information was misleading because SSA had
improperly recognized revenue from the sale of its UNIX/BPCS software. Further,
during that same period, SSA made numerous false _and misleading public statements
concerning its UNIX/BPCS product. For example, on August 22, 1995, SSA release& a

public announcement stat_ing,'r that its UNIX prodtict had successfully demonstrated its

i1
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capability of supporting 1,500 users, whenl in fact, SSA did not have thaf capability. In
that same company statément announcing record earnings for SSA’s third quarter 1995,
SSA’s President stated that the company’s positive third quarter 1995 results were
attributéblé to the “rapid marketplace acceptahqe of our new BPCS® UNIX Client/Server
software product line.” At that time, however, there were few, if any, successfully
completed implementatibns of UNIX/BPCS.

36. By rcason.of the foregoing, defendants SSA, Covey and Skadra violated Section
17(a) of the Securities Act, and Section 10(b) of the Exchange Act and Rule 10b-5

thereunder.

SECOND CLAIM

.Violations of _Sec'tioﬁ' 17(a) of the Secur_itiés Act and Section 10(b)
' ~ of the Exchange Act and Rule 10b-5 thereunder
(Defendant SSA) '

Hewlett-Packard Brazjl

37. For the fiscal quarter ended July 31, 1995, SSA initialiy (prior to restatement)
reported net income of $11.2 million -- more than twice the income initially reported for
the 'same quarter of the previous year and the highest quarterly earnings in the ;ompany’s
history.
38. The earnings announcement fueled a substantial run-up in the price of SSA’s stock.
* On the first trading day after the announcement, shares of SSA’s stock surged $8 3/16, or
| 31 percent, to a price of $34 13/16. Coverage in the financial press emphasized, in
particular, the purported increase in UNIX revenues as indicative of SSA’s increasing

competitiveness in that important market.

12
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39. This increase in net income, however, reflected approximatély $15 million in.
reported"revenue and $5.9 million in nét income that SSA’s independent auditors later
determined should not have been recognized.
40. SSA improperly recognized $10 million in revenue related to a joint marketing
agreement w1th Hewlett—Packard Brazil (HP Brazil). The agreement referenced the intent
.of the parties to develop a mafkct for their i)rbducts through joint commercial activities.
The $10 million was a mere target figure, rather than a commitment on the part of HP
Brazil to purchase any specific quantity of SSA sof_tware. This understanding was
memorialized in a side letter to the contract wherein HP Brazil could extend the contract
indefinitely if $10 million in gross sales to end users were not made within the first year.
 This side letter made clear that any obligation by HP to SSA was contingent upon Sales to
end-users. Né salé; to end-users occutred, and therefore HP Brazil made no payments to
"SSA. |
41. After learning of the side letter, SSA’s auditors concluded that the letter rendered the
payment terms for the contract indeterminate, and therefore revenue should not have been
recdgnized on this transaction. When SSA re;tated its 1995 year end financial statements
in 1997, it eliminated the $10 million in revenue previously recognized on this
transaction, and the approximately $4 million in net income.

Glaxo Wellcome -

42. Also in the fiscal quarter ended July 31, 1995, SSA recognized revenue of $5 million
from the laSt fwo (antiéipated) pé.yments on an installment contract with Glaxo Wellcbme _
(Glaxo), although those payments were conditional upon the delivery of software that

was still in development. Specifically, Glaxo was not required to make the last two

13
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payments unless SSA deli.vered. an Oracle-adapted version of the UNIX/BPCS software
by October 1995. Therefore, recognition of revenue on this transaction was not
é_ppropriate under GAAP, at July 31, 1995.

43. SSA’s independent auditors determined that the overstatement of revenue from the
Glaxo transaction became material in combination with the overstatement of revenue
from the HP Brazil reseller agreement. Therefore, when SSA restated its 1995 financial
statements in January 1997, it excluded $5 million in previously reported revenue for the
Glaxo contract. The effect on reported income of the HP Brazil agreement and the third
and fourth pajrments under the Glaxo contract was to iricrease SSA’s after tax net income
byi $5.9.mi11ion, more than doublihg the rep.orted third quarter net income ar;d increasing
year-end net income by twenty-two percent (22%).

Hewlett-Packard Multi-Country Area

44. SSA ongmally recogmzed revenue of $5 mﬂlmn in the fourth quarter of 1995 from. a
purported sale of UNIX software to Hewlett-Packard subsidiaries in Venezuela,
Colombia, Chile, and Argentina (HP Multi-Country Area). Like the HP Brazil deal, this
contract included a projected sales figure, in this case $5 million, but it did not provide a
date by which this amount was to be obtained. The $5 million figure, again, was mefely :
a target for sales to end users, not an undertaking by HP to pay that amount to SSA. The
agreement’s payment terms, mofeover, were subject to a side leﬁer that further
conditioned HP’s obligation to pay SSA. No sales to end-users occurred, and therefore
HP Multi-Country Area made no payment to SSA.

45, Howeirer, SSA recognized revenue for this contract in the fourth quarter of its fiscal

1995, When SSA’s independerit' auditors later reviewed this contract in conjunétidri with

14
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reexamining the HP Braz.il transaction, they determined that the payment terms were not
fixed and, therefore, revenue should not have been recognized for this contract,
Consequently, SSA restated fourth quarter 1995 results decreasrng net 1ncome by an
overstatement of $1 6 m11110n or ten percent |

Hewlett-Packard Support Materials Organization

46. In the fourth quarter of its fiscal year 1995, SSA recognized $4.2_mi11ion in revenue
from the sale of UNIX software to HewIett—Packard Support Materials Organization
(HPSMO). However, SSA’S UNIX product failed to meet HPSMO’s performance
standards in that the software was not stable enough for use. HPSMO officials _
complained to Covey about aborts and terminations in the software, among other
problems, during 1996. Frustrated with the poor performance of the project, HPSMO
told Covey that it would make no more payments until satlsﬁed with the performance of
the software

47.  HPSMO’s chfﬁcultles with SSA’s UNIX/BPCS software persmted and, in August
1996, HPSMO notified SSA of its decision to terminate the contract due to poor
performance. SSA wrote off the remaining $2.4 million receivable from HPSMO during
the year-end audit for fiscal t996. In December 1997, SSA and HPSMO entered into a
termination agreement uncter which SSA refunded HPSMO the approximately
$1,930,000 it had paid to SSA at that time. SSA treated that payment as a period
expense,

Reseller Agreements

48. In the first nine months of its fiscal year 1996, SSA recognized approximately $37

million of revenue from “reseller agreements.” SSA entered into approximately thirteen

15
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such agreements that generally provided that the resellers would sell a specified minimum
amount of SSA products to end users, for which the reseller would feceive a commission.
In most but not all insténces, the contracts contained a date by which the reseller was
obligated to pay SSA any remaining balance.
49. SSA did not receive payment on most of these reseller agreements as a result of the
failure of the resellers to sell the product to end-users. Moreover, SSA failed to meet its
obligation under some or all of the agreements to set up joint marketing facilities and to

" undertake certain promotional efforts.
50. On January 7, 1997, SSA @omced a change in its accounting methods for reseller
agreements so that revenue would be recorded at the time of sale to the end user. The
effect of this change was to eliminate approximately $37 million of reported revenue, and
the associated net income, from 1996.

'51. By reason of th¢ fore_:going, dgfen_dan_t SSA violated Section 17(a) of the Securities
Act [15 U.8.C. § 77q(a), Section 10(b) of the Exchange Act[15 U.8.C. § 78j(b)] and
Rule 10b-5 [17 C. F R. § 240. 10b-5] thereunder

THIRD CLAIM

Violation of Sections 13(a) of the Exchange Act and
" Rules 12b-20 13a-1, and 132a-13 Thereunder |
(Defendants SSA, Covey and Skadra)

- 52. Plaintiff realleges and incorpbrates by reference paragréphs 1 through 50 above.
53. By engaging in the conduct described herein, defendants SSA, Covey and Skadra,
filed and caused to be filed materially false and misleading Annual Reports on Form 10-
K and materially false and misleading Quarterly Reports on Form 10-Q with the

Commission during the period July 1994 through at least December 1996.

16



Case: 1:00-cv-04240 Document #: 1 Filed: 07/13/00 Page 17 of 22 PagelD #:17

54. By reason of the foregoing, defendants SSA, Covey and Skadra violated and aided
and abetted violations of Section 13(a) of the Exchange Act and Rules 12b-20, 13a-1, and
13a-13 thereunder.

FOURTH CLAIM

' Violations of Sections 13(b)(2)(A) and 13(b)(2)(B) of the Exchange Act
And Rules 13b2-1 and 13b2-2 Thereunder
(Defendants SSA, Covey and Skadra)

55. Plaintiff realleges and incorporates by reference paragraphs 1 through 50 above.
56. By engaging in l_the conduct described herein, Defendant ISS.A, aided and abetted by
defendants Covey and Skadra, failed to make and keep books, records and accounts
which accurately and fairly reflected SSA’s transactions and dispositions of its assets, and
| further failed to devise and maintain a system of internal accounting controls sufficient to
provide reasonable assurances that SSA’s corporate traﬁsactions were executed in
accordance with management’s authqrization and in a manner to permit the preparation of
financial statements in conformity with generally accepted accounting principles.
537. By engaging in the conduct describéd herein, defendants Covey and Skadra: (1)
directly and ir_ldirectly, falsified and c_aus¢d to be faltsiﬁed SSA books, records and
accounts subject to Section 13(b)(2)(A) of the Ekchange Act; and (2) directly or
indirectly made and caused to be made false and misleading statements and omitted to
state material facts necessary in order to make statéments made, in light of the
circumstanges undelf which such statements were made, not misleading to SSA’s
independent ac;:ountants and SSA’s auditors in connection with audits and examinations
of SSA’s financial statements and in connection with the preparation and filing of

documents and reports required to be filed with the Commission.

17
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58. By reason of the foregoing, defendants SSA, Covey and Skadra violated and aided
and abetted violations of Sections 13(b}(2)(A) and 13(b)(2)(B) of the Exchange Act and
- defendants Covey and Skadra violated Rules 13b2-1 and 13b2-2 thereunder.

FIFTH CLAIM

Violatiohs of Section 13(b)(5) of the Exchange Act
(Defendants Covey and Skadra)

59. Plainfiff . realleges and ihcor;;‘rorates by reference pal;agraphs 1 thréugh 50 aboﬁe.
60. By engaging in the conduct described herein, defendants Covey and Skadra
knowingly circumvented and knowingly failed to implement a system of internal
financial céntrols at SSA.

61. By reason of the lfor_c.‘agoihg, defendan‘;s Covey and Skadra violated and aided and
abetted violationé of Sections 13(b)(5) of the Exchgm_ge Act. |

PRAYER FOR RELIEF

WHEREFORE,.thc Commission respectfully requests that this Court:
(a) based on violations of the Acts and Rules specified herein, permanently enjoin
Defendant SSA from violatihg Section 17(a) of the Securities Act, and .Se'ctions 10(b),
13(a), 13(b)(2)(A), and 13(b)(2)(B) of the Exchange Act, and Rules 10b-5, 1215-20, 13a-1,
and 13a-.13. thereunder; | |
(b) based on violations of the Acts and Rules specified herein, permanently enjoin
Defendant'Covey from violating or aiding and abettiﬁg violations of Section 17(a) of the
Securities Act, and Sections 10(b), 13(a), 13(b)(2)(A), 13(b)(2)(B), and 13(b)(5) of the

Exchange Act and Rules 10b-5, 12b-20, 13a-1, 13a-13, 13b2-1, and 13b2-2 thefeunder;

18
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(c) based on violations of the Acts and Rules specified herein, permanently enjoin
Defendant Skadra from violating or aiding and abetting violations of Section 17(a) of the
Securities Act, and Sections 10(b), 13(a), 13(b)(2)(A), 13.(b)(2)(B), and 13(b)(5) of the
Exchange Act and Rulés 10b-5, 12b-20, 13a-1, 13a-13, 13b2-1, and 13b2-2 thereunder;
(d) order defendants Covey and Skadra to disgorge bonus monies (related to
SSA’s achievement of quarterly and ‘annual earnings per share targets) of $127,000 and
$170,269 respectively, plus prejudgment interest accruing from the dates such bonus
monies or any part thereof were paid;

(e) order defendants Covey and Skadra to péy civil penalties pursuant to Sections
21(d)(3)(A) and 21(d)(3)(B) of the Exchange Act; and

® grant such other relief as this Court may deem appropriate.

Respectfully submitted,

Dated: July 13, 2000 %% N ok

Thomas C. Newkirk
John L. Hunter
Richard C. Sauer
Deborah G. Heilizer
Kyra C. Armstrong
Juliet M. Dupuy

Attorneys for SEC

450 Fifth Street, N.W.
Washington, D.C. 20549-0808
(202) 942-4825 (Hunter)

Local Counsel:

Thomas Szromba

Securities and Exchange Commission
- Citicorp Center

500 West Madison Street, Suite 1400

Chicago, Illinois 60661-2511
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Kirk Isaacson

General Counsel
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(Attorney for System Software Associates, Inc.)

William P. Schuman
McDermott, Will & Emery
227 West Monroe Street
Chicago, IL 60606-5096
(312) 984-7716

(Attorney for Roger Covey)

Joseph Skadra (pro se)

System Software Associates, Inc.
500 West Madison Street, Suite 3200
Chicago, IL 60661 -
(312) 258-6000

VI. .Caus'e of Action

Section 17(a) of the Securities Act, Section 10(b) of the Exchange Act and Rule 10b-5

thereunder, and Sections 13(a), 13(b)(2)(A), 13(b)(2)(B), and 13(b)(5) of the Exchange

Act and Rules 12b-20, 13a-1, 13a-13, 13b2-1 and 13b2-2 thereunder. System Software

Associates, Inc., improperly recognized revenue and publicly reported more favorable

results of operations than were in fact the case, thereby substantially inflating the price of
- its stock,
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