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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended August 31, 2008
OR

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

For the transition period from to

Commission file number: 000-51788

Oracle Corporation
(Exact name of registrant as specified in its charter)

Delaware 54-2185193
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification no.)
500 Oracle Parkway

Redwood City, California 94065
(Address of principal executive offices, including zip code)

(650) 506-7000
(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 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 90 days. YESx NOo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of large accelerated filer , accelerated filer , and smaller reporting
company in Rule 12b-2 of the Exchange Act.
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Large Accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). YESo NOx

The number of shares of registrant s common stock outstanding as of September 15, 2008 was: 5,154,458,000.
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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)

ORACLE CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
As of August 31, 2008 and May 31, 2008
(Unaudited)

August 31,

(in millions, except per share data)

ASSETS
Current assets:
Cash and cash equivalents $
Marketable securities
Trade receivables, net of allowances of $306 and $303 as of August 31, 2008 and
May 31, 2008
Deferred tax assets
Prepaid expenses and other current assets

Total current assets

Non-current assets:

Property, net

Intangible assets: software support agreements and related relationships, net
Intangible assets: other, net

Goodwill

Other assets

Total non-current assets

Total assets $
LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:

Notes payable, current and other current borrowings $

Accounts payable

Accrued compensation and related benefits

Deferred revenues

Other current liabilities

Total current liabilities

Non-current liabilities:

Table of Contents

2008

8,553
4,468

3,260
905
665

17,851

1,886
3,731
4,422
18,260
1,103

29,402

47,253

1,001

402
1,138
5,017
1,689

9,247

May 31,
2008

$ 8,262

2,781

5,127
853
1,080

18,103

1,688
3,797
4,598
17,991
1,091

29,165

$ 47,268

$ 1,001

383
1,770
4,492
2,383

10,029
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Notes payable and other non-current borrowings 10,236 10,235
Income taxes payable 1,638 1,566
Deferred tax liabilities 1,214 1,218
Other non-current liabilities 1,102 1,195
Total non-current liabilities 14,190 14,214

Commitments and contingencies

Stockholders equity:

Preferred stock, $0.01 par value authorized: 1.0 shares; outstanding: none

Common stock, $0.01 par value and additional paid in capital authorized: 11,000 shares;

outstanding: 5,154 shares as of August 31, 2008 and 5,150 shares as of May 31, 2008 12,828 12,446
Retained earnings 10,593 9,961
Accumulated other comprehensive income 395 618
Total stockholders equity 23,816 23,025
Total liabilities and stockholders equity $ 47253 $ 47,268

See notes to condensed consolidated financial statements.
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ORACLE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Three Months Ended August 31, 2008 and 2007

(in millions, except per share data)

Revenues:
New software licenses
Software license updates and product support

Software revenues
Services

Total revenues

Operating expenses:

Sales and marketing

Software license updates and product support
Cost of services

Research and development

General and administrative

Amortization of intangible assets

Acquisition related and other

Restructuring

Total operating expenses
Operating income
Interest expense

Non-operating income, net

Income before provision for income taxes
Provision for income taxes

Net income

Earnings per share:
Basic

Diluted

Weighted average common shares outstanding:

Basic

Diluted

Table of Contents

(Unaudited)

$

Three Months Ended
August 31,

2008 2007
1,237 $ 1,087
2,935 2,383
4,172 3,470
1,159 1,059
5,331 4,529
1,112 974

282 228
1,026 931
708 652
206 195
413 285
49 47
14
3,810 3,312
1,521 1,217
(159) (94)
82 77
1,444 1,200
367 360
1,077 $ 840
0.21 $ 0.16
0.21 $ 0.16
5,152 5,110
5,235 5,217
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See notes to condensed consolidated financial statements.
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ORACLE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months Ended August 31, 2008 and 2007

(Unaudited)

(in millions)

Cash Flows From Operating Activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation

Amortization of intangible assets

Deferred income taxes

Minority interests in income

Stock-based compensation

Tax benefits on the exercise of stock options

Excess tax benefits on the exercise of stock options

In-process research and development

Other gains, net

Changes in operating assets and liabilities, net of effects from acquisitions:
Decrease in trade receivables, net

Decrease in prepaid expenses and other assets

Decrease in accounts payable and other liabilities

Decrease in income taxes payable

Increase in deferred revenues

Net cash provided by operating activities

Cash Flows From Investing Activities:

Purchases of marketable securities and other investments

Proceeds from maturities and sales of marketable securities and other investments
Acquisitions, net of cash acquired

Capital expenditures

Net cash used for investing activities

Cash Flows From Financing Activities:

Payments for repurchases of common stock
Proceeds from issuances of common stock
Repayments of borrowings

Excess tax benefits on the exercise of stock options
Distributions to minority interests

Net cash used for financing activities

Effect of exchange rate changes on cash and cash equivalents

Table of Contents

Three Months Ended
August 31,
2008 2007
$ 1,077 $ 840
64 67
413 285
(53) 24
16 12
91 101
101 129
(65) (82)
4 7
(D)
1,812 1,381
397 161
(906) (679)
(361) (301)
651 756
3,240 2,701
(3,188) (896)
1,420 561
(395) (546)
(323) (87)
(2,486) (968)
(500) (530)
280 317
4) (1,361)
65 82
(30) (28)
(189) (1,520)
(274) 24
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Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period
Non-cash investing and financing transactions:
Fair value of stock awards assumed in connection with acquisitions

Unsettled repurchases of common stock

See notes to condensed consolidated financial statements.

$

&L &L

291
8,262

8,553

24

237
6,218

$ 6,455
$ 14
$ 17

Table of Contents
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ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
August 31, 2008
(Unaudited)

1. BASIS OF PRESENTATION AND RECENT ACCOUNTING PRONOUNCEMENTS
Basis of Presentation

We have prepared the condensed consolidated financial statements included herein, without audit, pursuant to the
rules and regulations of the U.S. Securities and Exchange Commission (SEC). Certain information and footnote
disclosures normally included in financial statements prepared in accordance with U.S. generally accepted accounting
principles have been condensed or omitted pursuant to such rules and regulations. However, we believe that the
disclosures are adequate to ensure the information presented is not misleading. These unaudited condensed
consolidated financial statements should be read in conjunction with the audited financial statements and the notes
thereto included in our Annual Report on Form 10-K for the fiscal year ended May 31, 2008.

We believe that all necessary adjustments, which consisted only of normal recurring items, have been included in the
accompanying financial statements to present fairly the results of the interim periods. The results of operations for the
interim periods presented are not necessarily indicative of the operating results to be expected for any subsequent
interim period or for our fiscal year ending May 31, 2009. There have been no significant changes in new accounting
pronouncements or in our significant accounting policies that were disclosed in our Annual Report on Form 10-K for
the fiscal year ended May 31, 2008 other than the impact of our adoption of Financial Accounting Standards Board
(FASB) Statement No. 157, Fair Value Measurements, for which we have established a policy and provided
disclosures in Note 3.

Acquisition Related and Other Expenses

Acquisition related and other expenses consist of in-process research and development expenses, personnel related
costs for transitional employees, stock-based compensation expenses, integration related professional services, certain
business combination adjustments after the purchase price allocation period has ended, and certain other operating
expenses, net. Stock-based compensation included in acquisition related and other expenses resulted from unvested
options assumed from acquisitions whose vesting was accelerated upon termination of the employees pursuant to the
original terms of those options.

Three Months Ended
August 31,

(in millions) 2008 2007
In-process research and development $ 4 $ 7
Transitional employee related costs 27 6
Stock-based compensation 5 32
Professional fees and other, net 4 2
Business combination adjustments 9
Total acquisition related and other expenses $ 49 $ 47

Table of Contents 12
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Non-Operating Income, net

Non-operating income, net consists primarily of interest income, net foreign currency exchange gains, the minority
owners shares in the net profits of our majority-owned subsidiaries (Oracle Financial Services Software Limited,
formerly i-flex solutions limited, and Oracle Japan), and other income including net realized gains related to our
investments.

Table of Contents
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ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
August 31, 2008
(Unaudited)
Three Months Ended
August 31,
(in millions) 2008 2007
Interest income $ 88 $ 74
Foreign currency gains, net 9 6
Minority interests (16) (12)
Other income, net 1 9
Total non-operating income, net $ 82 $ 77

Comprehensive Income

Comprehensive income consists of the following, net of income tax effects: net income, foreign currency translation
gains and losses, gains and losses related to derivative financial instruments that are reflected in stockholders equity
instead of net income, and unrealized gains and losses on marketable debt and equity securities. The following table
sets forth the calculation of comprehensive income:

Three Months Ended
August 31,

(in millions) 2008 2007
Net income $ 1,077 $ 840
Change in foreign currency translation gain (loss), net (243) 24
Unrealized gain (loss) on derivative financial instruments, net 19 (20)
Unrealized gain on marketable securities, net 1
Comprehensive income $ 854 $ 844

Recent Accounting Pronouncements

Determination of the Useful Life of Intangible Assets: In April 2008, the FASB issued FASB Staff Position (FSP)
FAS 142-3, Determination of the Useful Life of Intangible Assets. FSP FAS 142-3 amends the factors that should be
considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset under FASB Statement No. 142, Goodwill and Other Intangible Assets. FSP FAS 142-3 is effective
for fiscal years beginning after December 15, 2008 and early adoption is prohibited. We are currently evaluating the
impact of the pending adoption of FSP FAS 142-3 on our consolidated financial statements.

Table of Contents 14
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Derivative Instruments and Hedging Activities Disclosures: In March 2008, the FASB issued Statement No. 161,
Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133.
Statement 161 requires disclosure of how and why an entity uses derivative instruments, how derivative instruments
and related hedged items are accounted for under Statement 133 and its related interpretations and how derivative
instruments and related hedged items affect an entity s financial position, financial performance, and cash flows.
Statement 161 is effective for fiscal years and interim periods beginning after November 15, 2008, with early adoption
permitted. We are currently evaluating the impact of the pending adoption of Statement 161 on our consolidated
financial statements.

Business Combinations: In December 2007, the FASB issued Statement No. 141 (revised 2007), Business
Combinations. The standard changes the accounting for business combinations including the measurement of acquirer
shares issued in consideration for a business combination, the recognition of contingent consideration, the accounting
for pre-acquisition gain and loss contingencies, the recognition of capitalized in-process research and development,
the accounting for acquisition related restructuring liabilities, the treatment of acquisition related

5
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ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
August 31, 2008
(Unaudited)

transaction costs and the recognition of changes in the acquirer s income tax valuation allowance. Statement 141(R) is
effective for fiscal years beginning after December 15, 2008, with early adoption prohibited. We are currently
evaluating the impact of the pending adoption of Statement 141(R) on our consolidated financial statements. We
currently believe that the adoption of Statement 141(R) will result in the recognition of certain types of expenses in
our results of operations that are currently capitalized pursuant to existing accounting standards, amongst other
potential impacts.

Accounting and Reporting of Noncontrolling Interests: In December 2007, the FASB issued Statement No. 160,
Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51. The standard changes
the accounting for noncontrolling (minority) interests in consolidated financial statements including the requirements
to classify noncontrolling interests as a component of consolidated stockholders equity, and the elimination of

minority interest accounting in results of operations with earnings attributable to noncontrolling interests reported as a
part of consolidated earnings. Additionally, Statement 160 revises the accounting for both increases and decreases in a
parent s controlling ownership interest. Statement 160 is effective for fiscal years beginning after December 15, 2008,
with early adoption prohibited. We are currently evaluating the impact of the pending adoption of Statement 160 on
our consolidated financial statements.

Fair Value Measurements: In September 2006, the FASB issued Statement No. 157, Fair Value

Measurements. Statement 157 defines fair value, establishes a framework for measuring fair value and expands fair
value measurement disclosures. In February 2008, the FASB issued FASB Staff Position No. FAS 157-1, Application
of FASB Statement No. 157 to FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair
Value Measurements for Purposes of Lease Classification or Measurement under Statement 13 and FASB Staff
Position No. FAS 157-2, Effective Date of FASB Statement No. 157. Collectively, the Staff Positions defer the
effective date of Statement 157 to fiscal years beginning after November 15, 2008 for nonfinancial assets and
nonfinancial liabilities except for items that are recognized or disclosed at fair value on a recurring basis at least
annually, and amend the scope of Statement 157. As described in Note 3, we have adopted Statement 157 except for
those items specifically deferred under FSP No. FAS 157-2. We are currently evaluating the impact of the full
adoption of Statement 157 on our consolidated financial statements.

2. ACQUISITIONS

Fiscal 2008 Acquisitions

BEA Systems, Inc.

We acquired BEA Systems, Inc. on April 29, 2008 by means of a merger of one of our wholly owned subsidiaries
with and into BEA such that BEA became a wholly owned subsidiary of Oracle. We acquired BEA to, among other
things, expand our offering of middleware products. We have included the financial results of BEA in our
consolidated financial results effective April 29, 2008.

The total purchase price for BEA was $8.6 billion which consisted of $8.3 billion in cash paid to acquire the

outstanding common stock of BEA, $225 million for the fair value of BEA options assumed and restricted stock
awards exchanged and $9 million for acquisition related transaction costs. In allocating the purchase price based on

Table of Contents 16
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estimated fair values, we preliminarily recorded approximately $4.4 billion of goodwill, $3.3 billion of identifiable
intangible assets, $860 million of net tangible assets and $17 million of in-process research and development. The
preliminary allocation of the purchase price was based upon a preliminary valuation and our estimates and
assumptions are subject to change. The primary areas of those purchase price allocations that are not yet finalized
relate to certain restructuring liabilities, legal matters, income and non-income based taxes and residual goodwill.

6
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ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
August 31, 2008
(Unaudited)

Other Acquisitions

During the first quarter of fiscal 2009 and during fiscal 2008, we acquired several other companies and purchased
certain technology and development assets. Our acquisitions during the first quarter of fiscal 2009 were not significant
individually or in the aggregate. Our fiscal 2008 acquisitions, other than BEA, were not significant individually or in
the aggregate. We have included the effects of these transactions in our results of operations prospectively from the
respective dates of the acquisitions. The preliminary purchase price allocations for each of these acquisitions were
based upon a preliminary valuation and our estimates and assumptions for certain of these acquisitions are subject to
change. The primary areas of those purchase price allocations that are not yet finalized relate to identifiable intangible
assets, certain legal matters, income and non-income based taxes and residual goodwill.

Unaudited Pro Forma Financial Information

The impact of our acquisitions on our unaudited pro forma financial information for the first quarter of fiscal 2009
was nominal and, therefore, we have presented our historical results for comparative purposes. The unaudited pro
forma financial information for the first quarter of fiscal 2008 presented in the table below summarizes the combined
results of operations of Oracle, BEA and Agile Software Corporation (which we acquired on July 16, 2007) on a pro
forma basis, as though the companies had been combined as of the beginning of fiscal 2008 (the impact of our other
fiscal 2008 acquisitions on our unaudited pro forma financial information was nominal and therefore not included).
The pro forma financial information is presented for informational purposes only and is not indicative of the results of
operations that would have been achieved if the acquisitions and any borrowings undertaken to finance these
acquisitions had taken place at the beginning of fiscal 2008. The pro forma financial information presented includes
amortization charges from acquired intangible assets, stock-based compensation charges for unvested stock awards
assumed, adjustments to interest expense and the related tax effects.

The unaudited pro forma financial information for the three months ended August 31, 2007 combines the historical
results of Oracle for the three months ended August 31, 2007 and, due to differences in our reporting periods, the
historical results of BEA for the three months ended July 31, 2007 and the historical results of Agile for the period
June 1, 2007 to July 15, 2007 along with the business combination accounting effects listed above.

Three Months Ended
August 31,
(in millions, except per share data) 2008 2007
Total revenues $ 5,331 $ 4,906
Net income $ 1,077 $ 741
Basic earnings per share $ 0.21 $ 0.15
Diluted earnings per share $ 0.21 $ 0.14

3. FAIR VALUE MEASUREMENTS

Table of Contents 18
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On June 1, 2008, we adopted FASB Statement No. 157, Fair Value Measurements. The adoption of Statement 157 did
not have a material impact on our consolidated financial statements. Statement 157 defines fair value as the price that
would be received from selling an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. When determining the fair value measurements for assets and liabilities required
to be recorded at fair value, we consider the principal or most advantageous market in which we would transact and
consider assumptions that market participants would use when pricing the asset or liability, such as inherent risk,
transfer restrictions, and risk of nonperformance.

Statement 157 establishes a fair value hierarchy that requires an entity to maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair value. A financial instrument s categorization within

7

Table of Contents 19



Edgar Filing: ORACLE CORP - Form 10-Q

Table of Contents

ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
August 31, 2008
(Unaudited)

the fair value hierarchy is based upon the lowest level of input that is significant to the fair value measurement.
Statement 157 establishes three levels of inputs that may be used to measure fair value:

Level 1: quoted prices in active markets for identical assets or liabilities;

Level 2: inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices in
active markets for similar assets or liabilities, quoted prices for identical or similar assets or liabilities in
markets that are not active, or other inputs that are observable or can be corroborated by observable market

data for substantially the full term of the assets or liabilities; or

Level 3: unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities.

Financial Assets and Liabilities Measured at Fair Value on a Recurring Basis
Financial assets and liabilities measured at fair value on a recurring basis, excluding accrued interest components,

consisted of the following types of instruments as of August 31, 2008 (Level 1 and 2 inputs are defined above):

Fair Value Measurements Using

Input Type
(in millions) Level 1 Level 2 Total
Assets:
Money market funds $ 648 $ $ 648
U.S. Treasury, U.S. government and U.S. government agency debt securities 1,724 1,724
Commercial paper debt securities 3,193 3,193
Corporate debt securities and other 1,547 1,547
Total financial assets $ 2372 $ 4740 $ 7,112
Liabilities:
Derivative financial instrument liabilities $ $ 41 % 41
Total financial liabilities $ $ 41 % 41

Our valuation techniques used to measure the fair values of our money market funds and U.S. Treasury,

U.S. government and U.S. government agency debt securities were derived from quoted market prices as substantially
all of these instruments have maturity dates (if any) within one year from our date of purchase and active markets for
these instruments exist. Our valuation techniques used to measure the fair values of all other instruments listed in the
table above, substantially all of which mature within one year and the counterparties to which have high credit ratings,
were derived from the following: non-binding market consensus prices that are corroborated by observable market
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data; quoted market prices for similar instruments; or pricing models, such as discounted cash flow techniques, with
all significant inputs derived from or corroborated by observable market data. Our discounted cash flow techniques
use observable market inputs, such as LIBOR-based yield curves, and currency spot and forward rates.

8
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ORACLE CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

August 31, 2008
(Unaudited)

4. GOODWILL AND INTANGIBLE ASSETS

The changes in intangible assets for fiscal 2009 and the net book value of intangible assets at August 31, 2008 and

May 31, 2008 were as follows:

Intangible Assets, Gross

Accumulated Amortization

Intangible Assets, Net Weighted

May 31, August 31, May 31, August 31, May 31, August 31, Average
(Dollars in millions) 2008 Additions 2008 2008 Expense 2008 2008 2008 Useful Life
Software support
agreements and related
relationships $ 4849 $§ 68 $ 4917 $ (1,052) $ (134) $ (1,186) $ 3,797 $ 3,731 9 years
Developed technology 3,607 77 3,684 (1,203) (173) (1,376) 2,404 2,308 5 years
Core technology 1,427 13 1,440 (432) (62) (494) 995 946 6 years
Customer relationships 1,183 11 1,194 (170) 35 (205) 1,013 989 9 years
Trademarks 262 2 264 (76) 9) (85) 186 179 7 years
Total $ 11,328 $ 171 $ 11,499 $ (2,933) $ (413) $ (3,346) $ 8,395 $ 8,153

Total amortization expense related to our intangible assets was $413 million and $285 million for the three months
ended August 31, 2008 and 2007, respectively. Estimated future amortization expense related to our intangible assets
was $1.3 billion for the remainder of fiscal 2009, $1.6 billion in fiscal 2010, $1.3 billion in fiscal 2011, $1.1 billion in
fiscal 2012, $1.0 billion in fiscal 2013, $827 million in fiscal 2014 and $1.0 billion thereafter.

The changes in the carrying amount of goodwill, which is generally not deductible for tax purposes, by operating
segment for the three months ended August 31, 2008 were as follows:

(in millions)

Table of Contents

Software
License
Updates
New and
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Licenses Support

Services

Other® Total
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Balances as of May 31, 2008 $ 4,058 $ 8,028 $ 1,550 $ 4,355 $ 17,991
Allocation of goodwill(") 1,258 2,907 190 (4,355)

Other acquisition goodwill 127 105 37 269
Goodwill adjustments® 2 4) 2

Balances as of August 31, 2008 $ 5,445 $ 11,036 $ 1,779 $ $ 18,260

(1) Represents preliminary goodwill allocation associated with certain acquisitions that was allocated to our operating
segments upon the completion of certain valuations.

() Pursuant to our business combinations accounting policy, we record goodwill adjustments for the effect on
goodwill of changes to net assets acquired during the purchase price allocation period (generally, up to one year
from date of acquisition).

5. RESTRUCTURING ACTIVITIES
Fiscal 2008 Oracle Restructuring Plan

During the second quarter of fiscal 2008, our management approved, committed to and initiated plans to restructure
and improve efficiencies in our Oracle-based operations as a result of certain management and organizational changes
and our recent acquisitions (the 2008 Plan). During the fourth quarter of fiscal 2008, the 2008 Plan was amended to
include the expected effects resulting from our acquisition of BEA. The total estimated restructuring costs (primarily
related to employee severance) associated with the 2008 Plan are $122 million and will be recorded to the
restructuring expense line item within our consolidated statements of operations as they are recognized. In the first
quarter of fiscal 2009 we recorded $14 million of restructuring expenses and in fiscal 2008 we recorded $41 million of
restructuring expenses in connection with the 2008 Plan. We expect to incur the majority of the

9
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ORACLE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
August 31, 2008
(Unaudited)

remaining $67 million over the remainder of fiscal 2009. Any changes to the estimates of executing the 2008 Plan will
be reflected in our future results of operations.

Acquisition Related Restructuring Plans

During the fourth quarter of fiscal 2008, fourth quarter of fiscal 2007 and third quarter of fiscal 2006, our management
approved, committed to and initiated plans to restructure certain operations of pre-merger BEA (BEA Restructuring
Plan), Hyperion Solutions Corporation (Hyperion Restructuring Plan) and Siebel Systems, Inc. (Siebel Restructuring
Plan), respectively. Our management initiated these plans as a result of our acquisitions of these companies in order to
improve the cost efficiencies in our operations. The total estimated restructuring costs associated with exiting
activities of BEA were $236 million, consisting of estimated severance, excess facilities obligations through fiscal
2014 as well as other restructuring costs. The total restructuring costs associated with exiting activities of Hyperion
were $109 million, consisting of severance, excess facilities obligations through fiscal 2017, as well as other
restructuring costs. The total restructuring costs associated with exiting activities of Siebel were $585 million,
consisting of severance, excess facilities obligations through fiscal 2022, and other restructuring costs.

These costs were originally recognized as liabilities assumed in each of the respective business combinations and
included in the allocation of the cost to acquire these companies and, accordingly, have resulted in an increase to
goodwill. Our restructuring expenses may change as our management executes the approved plans. Future decreases
to the estimates of executing the restructuring plans will be recorded as an adjustment to goodwill indefinitely.
Increases to the estimates of the BEA Restructuring Plan will be recorded as an adjustment to goodwill during the
purchase accounting allocation period and as an adjustment to operating expenses thereafter. Increases to the estimates
of the Hyperion and Siebel Restructuring Plans will be recorded to operating expenses.

10
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Summary of All Plans

(in millions)

Fiscal 2008 Oracle
Restructuring Plan

New software licenses
Software license updates and
product support

Services

Other™

Total Fiscal 2008 Oracle
Restructuring

BEA Restructuring Plan
Severance

Facilities

Contracts and other

Total BEA Restructuring
Hyperion Restructuring Plan
Severance

Facilities

Contracts and other

Total Hyperion Restructuring
Siebel Restructuring Plan
Severance

Facilities

Contracts and other

Total Siebel Restructuring

Total Other Restructuring Plans

Table of Contents

Accrued

May 31,
20082

$ 10
5

6

2

$ 23
$ 112
63
14

$ 189
$ 33
34
14

$ 81
$ 1
179
12

$ 192
$ 83

Three Months Ended August 31,

Initial

Adj.
to

2008

Cash

Costs® Cost® Payments Others®)

$ (2
(1)

)

$ O

10

$ @
ey
“)
ey
$ (10
$ (24
3)
ey
$ (28)
$ O
2
ey
$  ©®
$
(10)
$ (10
$  (13)

(1)
2

3)

)

(C))
(7

Accrued
Aug. 31,
20082
$ 12
5
7
3
$ 27
$ 86
68
12
$ 166
$ 27
21
13
$ 61
$ 1
175
12
$ 188
$ 63

Total
Costs
Accrued
to Date
$ 23
7
15
10
$ 55
$ 151
71
14
$ 236
$ 47
41
21
$ 109
$ 60
484
41
$ 585

Total
Expected
Program

Costs

$ 51

7

31

33

$ 122

$ 151

71

14

$ 236

$ 47

41

21

$ 109

$ 60

484

41

$ 585
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Total All Restructuring Plans $ 568 $ 19 §$ 1 $ 09 $ (4 $ 505

€]

@

3

“)

&)

Includes severance costs associated with research and development, and general and administrative functions, and
certain other facility related costs.

Accrued restructuring at August 31, 2008 and May 31, 2008 was $505 million and $568 million, respectively.
The balances include $285 million and $308 million recorded in other current liabilities and $220 million and
$260 million recorded in other non-current liabilities in the accompanying condensed consolidated balance sheets
at August 31, 2008 and May 31, 2008, respectively.

Initial costs recorded for the respective restructuring plans.

Adjustment increases to the Siebel Restructuring Plan were included in our condensed consolidated statement of
operations (acquisition related and other expenses) for the first quarter of fiscal 2009. Adjustment decreases to the
Hyperion Restructuring Plan were recorded to goodwill.

Primarily represents foreign currency translation adjustments.

11
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6. DEFERRED REVENUES

Deferred revenues consisted of the following:

August 31, May 31,

(in millions) 2008 2008

Software license updates and product support $ 4,486 $ 3,939
Services 315 333
New software licenses 216 220
Deferred revenues, current 5,017 4,492
Deferred revenues, non-current 229 262
Total deferred revenues $ 5,246 $ 4,754

Deferred software license updates and product support revenues represent customer payments made in advance for
annual support contracts. Software license updates and product support contracts are typically billed on a per annum
basis in advance and revenues are recognized ratably over the support periods. Deferred service revenues include
prepayments for consulting, On Demand and education services. Revenue for these services is recognized as the
services are performed. Deferred new software license revenues typically result from undelivered products or
specified enhancements, customer specific acceptance provisions or software license transactions that cannot be
segmented from consulting services or certain extended payment term arrangements.

In connection with the purchase price allocations related to our acquisitions, we have estimated the fair values of the
support obligations assumed. The estimated fair values of the support obligations assumed were determined using a
cost build-up approach. The cost build-up approach determines fair value by estimating the costs relating to fulfilling
the obligations plus a normal profit margin. The sum of the costs and operating profit approximates, in theory, the
amount that we would be required to pay a third party to assume the support obligations. These fair value adjustments
reduce the revenues recognized over the support contract term of our acquired contracts and, as a result, we did not
recognize software license updates and product support revenues related to support contracts assumed from our
acquisitions in the amount of $91 million and $64 million which would have been otherwise recorded by our acquired
businesses as independent entities, for the three months ended August 31, 2008 and 2007, respectively.

7. COMMITMENTS AND CONTINGENCIES

In June 2003, in response to our tender offer, PeopleSoft, Inc. implemented what it referred to as the customer
assurance program (CAP). The CAP incorporated a provision in PeopleSoft s standard licensing arrangement that
purports to contractually burden Oracle, as a result of our acquisition of PeopleSoft, with a contingent obligation to
make payments to PeopleSoft customers should we fail to take certain business actions for a fixed period. PeopleSoft
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ceased using the CAP on December 29, 2004, the date on which we acquired a controlling interest in PeopleSoft. The
contingent payment obligation, which typically expires four years from the date of the contract, is fixed at an amount
generally between two and five times the license and first year support fees paid to PeopleSoft in the applicable
license transaction. PeopleSoft customers retain rights to the licensed products whether or not the

12
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CAP payments are triggered. The maximum potential penalty under the CAP, by version, as of August 31, 2008 was

as follows:

Maximum Potential
Dates Offered to Customers™®) Penalty
CAP Version Start Date End Date (in millions)

September 12,

Version 1 June 1, 2003 2003 $ 3
September 12, September 30,
Version 2 2003 2003
September 30,
Version 3 2003 November 7, 2003
November 18,
Version 4 2003 June 30, 2004 9
December 28,
Version 5 June 16, 2004 2004 469
December 28,
Version 6 October 12, 2004 2004 1,051
$ 1,532

() Some contracts originally submitted to customers prior to these end dates were executed following such dates.
The substantial majority of the CAP provisions will expire no later than four years after the contract date.

We have concluded that, as of the date of the acquisition, the penalty provisions under the CAP represented a
contingent liability of Oracle. The aggregate potential CAP obligation as of August 31, 2008 was $1.5 billion. Some
of the CAP provisions have expired or have been removed from these licensing arrangements. We expect the
significant majority of the remaining CAP provisions to expire by the end of calendar 2008. We have not recorded a
liability related to the CAP, as we do not believe it is probable that our post-acquisition activities related to the
PeopleSoft and JD Edwards product lines will trigger an obligation to make any payment pursuant to the CAP. While
no assurance can be given as to the ultimate outcome of any litigation, we believe we would also have substantial
defenses with respect to the legality and enforceability of the CAP contract provisions in response to any claims
seeking payment from us under the CAP terms.

8. STOCKHOLDERS EQUITY

Stock Repurchases
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Our Board of Directors has approved a program for Oracle to repurchase shares of our common stock to reduce the
dilutive effect of our stock option and stock purchase plans. In April 2007, our Board of Directors expanded our
repurchase program by $4.0 billion and as of August 31, 2008, approximately $1.7 billion was available for share
repurchases pursuant to our stock repurchase program. We repurchased approximately 22.7 million shares for

$500 million during the three months ended August 31, 2008 (including approximately 1.1 million shares for

$24 million that were repurchased but not settled) and 25.3 million shares for $500 million during the three months
ended August 31, 2007 (including 0.8 million shares for $17 million that were repurchased but not settled) under the
applicable repurchase programs authorized.

Our stock repurchase authorization does not have an expiration date and the pace of our repurchase activity will
depend on factors such as our working capital needs, our cash requirements for acquisitions, our debt repayment
obligations, our stock price, and economic and market conditions. Our stock repurchases may be effected from time to
time through open market purchases or pursuant to a Rule 10b5-1 plan. Our stock repurchase program may be
accelerated, suspended, delayed or discontinued at any time.

13
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Stock-Based Compensation Expense and Valuation of Awards

Stock-based compensation is included in the following operating expense line items in our condensed consolidated
statements of operations:

Three Months Ended
August 31,

(in millions) 2008 2007
Sales and marketing $ 19 $ 13
Software license updates and product support 3 4
Cost of services 3 4
Research and development 37 28
General and administrative 24 20
Acquisition related and other 5 32
Total stock-based compensation $ 91 $ 101

Quarterly, we assess whether there have been any significant changes in facts and circumstances that would affect our
estimated forfeiture rate. The net effect of forfeiture adjustments based upon actual results was a decrease of

$3 million and an increase of $9 million to our stock-based compensation expense for the three months ended

August 31, 2008 and 2007, respectively.

We estimate the fair value of our share-based payments using the Black-Scholes-Merton option-pricing model, which
was developed for use in estimating the fair value of traded options that have no vesting restrictions and are fully
transferable. Option valuation models, including the Black-Scholes-Merton option-pricing model, require the input of
assumptions, including stock price volatility. Changes in the input assumptions can materially affect the fair value
estimates. The fair value of employee and director stock options granted and options assumed from acquisitions, were
estimated at the date of grant or date of acquisition for acquired options assumed. The weighted average input
assumptions used and resulting fair values were as follows for the three months ended August 31, 2008 and 2007:

Three Months Ended
August 31,
2008 2007

Expected life (in years) 54 5.3
Risk-free interest rate 3.4% 5.1%
Volatility 36% 27%
Dividend yield

Weighted-average fair value of grants $ 7.86 $ 7.10
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The expected life input is based on historical exercise patterns and post-vesting termination behavior, the risk-free
interest rate input is based on United States Treasury instruments and the volatility input is calculated based on the
implied volatility of our longest-term, traded options. We do not currently pay cash dividends on our common stock
and do not anticipate doing so for the foreseeable future. Accordingly, our expected dividend yield input is zero.

9. INCOME TAXES

The effective tax rate for the periods presented is the result of the mix of income earned in various tax jurisdictions
that apply a broad range of income tax rates. Our provision for income taxes differs from the tax computed at the
U.S. federal statutory income tax rate due primarily to state taxes and earnings taxed at lower rates considered as

14
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indefinitely reinvested in foreign operations. Our effective tax rate was 25.4% and 30.0% for the three months ended
August 31, 2008 and 2007, respectively.

Domestically, U.S. federal and state taxing authorities are currently examining income tax returns of Oracle and
various acquired entities for years through fiscal 2006. Our U.S. federal and, with some exceptions, our state income
tax returns have been examined for all years prior to fiscal 2000, and we are no longer subject to audit for those
periods.

Internationally, tax authorities for numerous non-U.S. jurisdictions are also examining returns affecting unrecognized
tax benefits. With some exceptions, we are generally no longer subject to tax examinations in non-U.S. jurisdictions
for years prior to fiscal 1998.

We believe that we have adequately provided for any reasonably foreseeable outcomes related to our tax audits and
that any settlement will not have a material adverse effect on our consolidated financial position or results of
operations. However, there can be no assurances as to the possible outcomes.

We previously negotiated three unilateral Advance Pricing Agreements with the U.S. Internal Revenue Service (IRS)
that cover many of our intercompany transfer pricing issues and preclude the IRS from making a transfer pricing
adjustment within the scope of these agreements. These agreements are effective for fiscal years through May 31,
2006. We have submitted to the IRS a request for renewal of this Advance Pricing Agreement for the years ending
May 31, 2007 through May 31, 2011. However, these agreements do not cover all elements of our transfer pricing and
do not bind tax authorities outside the United States. We have finalized one bilateral Advance Pricing Agreement,
which was effective for the years ending May 31, 2002 through May 31, 2006 and we have submitted a renewal for
the years ending May 31, 2007 through May 31, 2011. We currently are negotiating an additional bilateral agreement
to cover the period from June 1, 2001 through January 25, 2008. There can be no guarantee that such negotiations will
result in an agreement.

10. SEGMENT INFORMATION

FASB Statement No. 131, Disclosures about Segments of an Enterprise and Related Information, establishes
standards for reporting information about operating segments. Operating segments are defined as components of an
enterprise about which separate financial information is available that is evaluated regularly by the chief operating
decision maker, or decision making group, in deciding how to allocate resources and in assessing performance. Our
chief operating decision maker is our Chief Executive Officer. We are organized geographically and by line of
business. While our Chief Executive Officer evaluates results in a number of different ways, the line of business
management structure is the primary basis for which the allocation of resources and financial results are assessed. We
have two businesses, software and services, which are further divided into five operating segments. Our software
business is comprised of two operating segments: (1) new software licenses and (2) software license updates and
product support. Our services business is comprised of three operating segments: (1) consulting, (2) On Demand and
(3) education.

The new software license line of business is engaged in the licensing of database and middleware software as well as
applications software. Database and middleware software includes database management software, application server
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software, business intelligence software, identification and access management software, analytics software, content
management software, development tools and data integration software. Applications software provides enterprise
information that enables companies to manage their business cycles and provide intelligence in functional areas such
as customer relationship management, enterprise performance management, financials, human resources, maintenance
management, manufacturing, marketing, order fulfillment, product lifecycle management, procurement, projects,
sales, services, enterprise resource planning and supply chain planning. The software license updates and product
support line of business provides customers with rights to unspecified software product upgrades and maintenance
releases, internet access to technical content, as well as internet and
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telephone access to technical support personnel during the support period. In addition, the software license updates
and product support line of business offers customers Oracle Unbreakable Linux Support, which provides enterprise
level support for the Linux operating system, and also offers support for Oracle VM server virtualization software.

The consulting line of business provides services to customers in business strategy and analysis, business process
optimization, and the implementation, deployment and upgrade of our database, middleware and applications
software. On Demand includes Oracle On Demand, CRM On Demand and Advanced Customer Services. Oracle On
Demand provides multi-featured software and hardware management and maintenance services for customers that
deploy our database, middleware and applications software either at our data center facilities, at select partner data
centers or at customer facilities. CRM On Demand is a service offering that provides our customers with our CRM
software functionality delivered via a hosted solution that we manage. Advanced Customer Services consists of
solution support centers, business critical assistance, technical account management, expert services, configuration
and performance analysis, personalized support and annual on-site technical services. The education line of business
provides instructor-led, media-based and internet-based training in the use of our database, middleware and
applications software.

We do not track our assets by operating segments. Consequently, it is not practical to show assets by operating
segments.
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The following table presents a summary of our businesses and operating segments:

(in millions)
New software licenses:
Revenues()

Sales and distribution expenses

Margin®

Software license updates and product support:

Revenues()
Cost of services

Margin®

Total software business:
Revenues()

Expenses

Margin®
Consulting:
Revenues()
Cost of services

Margin®

On Demand:
Revenues()
Cost of services

Margin®
Education:
Revenues()
Cost of services

Margin®

Total services business:
Revenues()

Cost of services

Margin®
Totals:

Table of Contents

2008
1,234
968
266

3,026
264

2,762

4,260
1,232

3,028

858
756

102

195
145

50

109
79

30

1,162
980

182

Three Months Ended
August 31,

2007
1,084
838
246

2,446
212

2,234

3,530
1,050

2,480

796
674

122

158
140

18

109
75

34

1,063
889

174
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Revenues) $ 5,422 $ 4,593
Expenses 2,212 1,939
Margin® $ 3,210 $ 2,654

() Operating segment revenues differ from the external reporting classifications due to certain software license
products that are classified as service revenues for management reporting purposes. Additionally, software license
updates and product support revenues for management reporting included $91 million and $64 million of
revenues that we did not recognize in the accompanying condensed consolidated statements of operations for the
three months ended August 31, 2008 and 2007, respectively. See Note 6 for an explanation of these adjustments
and the following table for a reconciliation of operating segment revenues to total revenues.

(2 The margins reported reflect only the direct controllable costs of each line of business and do not represent the
actual margins for each operating segment because they do not contain an allocation of product development,
information technology, marketing and partner programs, and corporate and general and administrative expenses
incurred in support of the lines of business. Additionally, the margins do not reflect the amortization of intangible
assets, restructuring costs, acquisition related and other expenses or stock-based compensation.
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The following table reconciles operating segment revenues to total revenues as well as operating segment margin to
income before provision for income taxes:

Three Months Ended
August 31,

(in millions) 2008 2007
Total revenues for reportable segments $ 5,422 $ 4,593
Software license updates and product support revenues()) 1) (64)
Total revenues $ 5,331 $ 4,529
Total margin for reportable segments $ 3,210 $ 2,654
Software license updates and product support revenues(!) 1) (64)
Product development and information technology expenses (767) (711)
Marketing and partner program expenses %94) (93)
Corporate and general and administrative expenses (166) (164)
Amortization of intangible assets (413) (285)
Acquisition related and other 49) 47
Restructuring (14)
Stock-based compensation (86) (69)
Interest expense (159) 94)
Non-operating income, net 73 73
Income before provision for income taxes $ 1,444 $ 1,200

() Software license updates and product support revenues for management reporting include $91 million and
$64 million of revenues that we did not recognize in the accompanying condensed consolidated statements of
operations for the three months ended August 31, 2008 and 2007, respectively. See Note 6 for an explanation of
these adjustments and this table for a reconciliation of operating segment revenues to total revenues.

11. EARNINGS PER SHARE

Basic earnings per share is computed by dividing net income for the period by the weighted average number of
common shares outstanding during the period. Diluted earnings per share is computed by dividing net income for the
period by the weighted average number of common shares outstanding during the period, plus the dilutive effect
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of outstanding stock awards and shares issuable under the employee stock purchase plan using the treasury stock
method. The following table sets forth the computation of basic and diluted earnings per share:

Three Months Ended
August 31,

(in millions, except per share data) 2008 2007
Net income $ 1,077 $ 840
Weighted average common shares outstanding 5,152 5,110
Dilutive effect of employee stock plans 83 107
Dilutive weighted average common shares outstanding 5,235 5,217
Basic earnings per share $ 0.21 $ 0.16
Diluted earnings per share $ 0.21 $ 0.16
Shares subject to anti-dilutive stock options excluded from calculation()) 143 91

(1) These weighted shares relate to anti-dilutive stock options as calculated using the treasury stock method
(described above) and could be dilutive in the future.

12. LEGAL PROCEEDINGS
Securities Class Action

Stockholder class actions were filed in the United States District Court for the Northern District of California against
us and our Chief Executive Officer on and after March 9, 2001. Between March 2002 and March 2003, the court
dismissed plaintiffs consolidated complaint, first amended complaint and a revised second amended complaint. The
last dismissal was with prejudice. On September 1, 2004, the United States Court of Appeals for the Ninth Circuit
reversed the dismissal order and remanded the case for further proceedings. The revised second amended complaint
named our Chief Executive Officer, our then Chief Financial Officer (who currently is Chairman of our Board of
Directors) and a former Executive Vice President as defendants. This complaint was brought on behalf of purchasers
of our stock during the period from December 14, 2000 through March 1, 2001. Plaintiffs alleged that the defendants
made false and misleading statements about our actual and expected financial performance and the performance of
certain of our applications products, while certain individual defendants were selling Oracle stock in violation of
federal securities laws. Plaintiffs further alleged that certain individual defendants sold Oracle stock while in
possession of material non-public information. Plaintiffs also allege that the defendants engaged in accounting
violations. On July 26, 2007, defendants filed a motion for summary judgment, and plaintiffs filed a motion for partial
summary judgment against all defendants and a motion for summary judgment against our Chief Executive Officer.
On August 7, 2007, plaintiffs filed amended versions of these motions. On October 5, 2007, plaintiffs filed a motion
seeking a default judgment against defendants or various other sanctions because of defendants alleged destruction of
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evidence. A hearing on all these motions was held on December 20, 2007. On April 7, 2008, the case was reassigned

to a new judge, who scheduled a status conference for July 18, 2008. On June 27, 2008, the court ordered

supplemental briefing on plaintiffs sanctions motion. On September 2, 2008, the court issued an order denying
plaintiffs motion for summary judgment against all defendants. The order also denied in part and granted in part
plaintiffs motion for sanctions. The court denied plaintiffs request that judgment be entered in plaintiffs favor due to
the alleged destruction of evidence, and the court found that no sanctions were appropriate for several categories of
evidence. The court found that sanctions in the form of adverse inferences were appropriate for two categories of
evidence: e-mails from our Chief Executive Officer s account, and materials that had been created in connection with a
book regarding our Chief Executive Officer. The court then denied defendants motion for summary judgment and
plaintiffs motion for summary judgment against our Chief Executive Officer and directed the parties to revise and
re-file these motions to clearly
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specify the precise contours of the adverse inferences that should be drawn, and to take these inferences into account
with regard to the propriety of summary judgment. The court also directed the parties to address certain legal issues in
the briefing. A briefing scheduled for these revised summary judgment motions has not yet been set. A court-ordered
mediation has been scheduled for October 13, 2008. A trial date has been set for March 30, 2009. Plaintiffs seek
unspecified damages plus interest, attorneys fees and costs, and equitable and injunctive relief. We believe that we
have meritorious defenses against this action, and we will continue to vigorously defend it.

Mangosoft Intellectual Property Litigation

Mangosoft, Inc. and Mangosoft Corporation filed a patent infringement action against us in the United States District
Court for the District of New Hampshire on November 22, 2002. Plaintiffs alleged that we are willfully infringing

U.S. Patent Nos. 6,148,377 (the 377 patent) and 5,918,229 (the 229 patent), which they claim to own. Plaintiffs seek
damages based on our license sales of the Real Application Clusters database option, the 91 and 10g databases, and the
Application Server, and seek injunctive relief. We denied infringement and asserted affirmative defenses and
counterclaimed against plaintiffs for declaratory judgment that the 377 and 229 patents are invalid, unenforceable and
not infringed by us. On May 19, 2004, the court held a claims construction (Markman) hearing, and on September 21,
2004, it issued a Markman order. On June 21, 2005, plaintiffs withdrew their allegations of infringement of the 229
patent. Discovery closed on July 1, 2005. Summary judgment motions were filed on August 25, 2005, and the court
held a hearing on these motions on October 17, 2005. On March 14, 2006 the court ruled that Oracle s Real
Application Clusters database option did not infringe the 377 patent.

Oracle s counterclaims against Mangosoft, alleging that the 377 patent is invalid and unenforceable, were the only
claims that the Court left open for trial. On April 21, 2006 Mangosoft filed a motion asking that Mangosoft be allowed
to appeal the noninfringement ruling immediately to the Federal Circuit Court of Appeals and that trial on Oracle s
counterclaims be stayed until that appeal has been resolved. Oracle filed a brief opposing that motion on May 8§, 2006.
On March 28, 2007, the Court issued an order largely granting the relief sought by Mangosoft. The Court dismissed
Oracle s counterclaims of invalidity and inequitable conduct without prejudice and ordered the entry of judgment of
noninfringement consistent with its March 14, 2006 order on summary judgment. On March 29, 2007, the Court
entered Judgment in Oracle s favor on the issue of noninfringement and, on the same day, Mangosoft filed its notice of
appeal to the Federal Circuit stating that it was appealing (1) the Court s March 14, 2006 order on summary judgment,
(2) the Court s order of March 28, 2007, (3) the Court s claim construction order of September 21, 2004, and (4) the
entry of judgment on March 29, 2007. Oracle filed its statement of costs in connection with the entry of judgment. On
May 21, 2007, the parties were notified that the matter was selected for inclusion in the Federal Circuit s mandatory
Appellate Mediation Program. A mediation was held on June 20, 2007, but the matter was not resolved. Mangosoft
filed its opening appeal brief in the Federal Circuit on August 6, 2007. Oracle filed its responsive brief on

November 16, 2007, and Mangosoft filed its reply brief on January 8, 2008. The Federal Circuit heard oral argument
in the appeal on March 3, 2008. On May 14, 2008, the Federal Circuit issued an opinion and order affirming the
District Court s grant of Oracle s motion for summary judgment of noninfringement. Plaintiffs time to seek
reconsideration of the appellate court s decision has expired, and plaintiffs time to seek further appeal to the United
States Supreme Court has also expired. Thus, plaintiffs can no longer pursue their claims in this action.
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EpicRealm Intellectual Property Litigation

On June 30, 2006, we filed a declaratory judgment action against EpicRealm Licensing, LP ( EpicRealm ) in the United

States District Court, District of Delaware, seeking a judicial declaration of noninfringement and invalidity of

U.S. Patent Nos. 5,894,554 (the 554 Patent) and 6,415,335B1 (the 335 Patent). We filed the lawsuit following the

resolution of an indemnification claim by one of our customers related to EpicRealm s assertion of the 554 Patent and
335 Patent against the customer in a patent infringement case in the United States District Court for the Eastern

District of Texas.

On April 13, 2007, EpicRealm filed an Answer and Counterclaim in which it: (1) denies our noninfringement and
invalidity allegations; (2) alleges that we have willfully infringed, and are willfully infringing, the 554 Patent and 335
Patent; and (3) requests a permanent injunction, an award of unspecified money damages, interest, attorneys fees, and
costs. On May 7, 2007, we filed an Answer to EpicRealm s infringement counterclaim, denying EpicRealm s
infringement allegations and asserting affirmative defenses.

The parties have completed discovery and filed briefing on claim construction and summary judgment motions. A
Markman hearing and oral argument on summary judgment motions are both set for October 3, 2008. A court-ordered
mediation has been scheduled for October 8, 2008. Trial is scheduled to begin on January 12, 2009. We believe that
we have meritorious defenses against EpicRealm s counterclaims, and we will continue to vigorously defend against
those counterclaims.

SAP Intellectual Property Litigation

On March 22, 2007, Oracle Corporation, Oracle USA, Inc. and Oracle International Corporation (collectively, Oracle)
filed a complaint in the United States District Court for the Northern District of California against SAP AG, its wholly
owned subsidiary, SAP America, Inc., and its wholly owned subsidiary, TomorrowNow, Inc., (collectively, the SAP
Defendants) alleging violations of the Federal Computer Fraud and Abuse Act and the California Computer Data
Access and Fraud Act, civil conspiracy, trespass, conversion, violation of the California Unfair Business Practices

Act, and intentional and negligent interference with prospective economic advantage. Oracle alleged that SAP
unlawfully accessed Oracle s Customer Connection support website and improperly took and used Oracle s intellectual
property, including software code and knowledge management solutions. The complaint seeks unspecified damages
and preliminary and permanent injunctive relief. On June 1, 2007, Oracle filed its First Amended Complaint, adding
claims for infringement of the federal Copyright Act and breach of contract, and dropping the conversion and
separately pled conspiracy claims. On July 2, 2007 the SAP Defendants filed their Answer and Affirmative Defenses,
acknowledging that TomorrowNow had made some inappropriate downloads and otherwise denying the claims
alleged in the First Amended Complaint. The parties are engaged in discovery and continue to negotiate a

Preservation Order. At case management conferences held on February 12, 2008 and April 24, 2008, Oracle advised
the Court that Oracle intended to file a Second Amended Complaint, based on new facts learned during the course of
discovery.

On July 28, 2008, Oracle filed a Second Amended Complaint, which added additional allegations based on facts

learned during discovery. Among the new allegations contained in the Second Amended Complaint, Oracle alleges
that TomorrowNow 