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Forward-Looking Statements

In addition to historical information, this Annuakport contains forward- looking statements. THesgard-looking statements are subject to
certain risks and uncertainties that could cautgaheesults to differ materially from those refied in these forward-looking statements.
Factors that might cause such a difference inclodeare not limited to, those discussed in théigeentitied "Management's Discussion and
Analysis of Financial Position and Results of Ofiers--Factors That May Affect Future Results anarkét Price of Stock." Readers are
cautioned not to place undue reliance on thesed@woking statements, which reflect management'siopsmonly as of the date hereof.
Company undertakes no obligation to revise or plibtelease the results of any revision to thesedod-looking statements. Readers should
carefully review the risk factors described in atlecuments the Company files from time to timenwtite Securities and Exchange
Commission, including the Quarterly Reports on FAG¥Q to be filed by the Company in fiscal year @00

PART |
Iltem 1. Business
General

Oracle Corporation ("Oracle" or the "Company")is tvorld's leading supplier of software for infotioa management. The Company
develops, manufactures, markets and distributepuatensoftware that helps corporations manage emd their businesses. The Company's
software products can be categorized into two boadegories: systems software and business apptissgoftware. Systems software is a
complete Internet platform to develop and deplogliaptions for computing on the Internet and cogperntranets. The Internet platform
includes database management systems and develoymolsnwhich enable users to create, retrieveraadify the various types of data
stored in a computer system. Business applicatoftavare automates the performance of specificrimssi data processing functions for
customer relationship management, supply chain genant, financial management, procurement, projectagement, and human resou
management. The Company's principal products dligsinesses to engage in commerce electronicallywandn a broad range of comput
including mainframes, minicomputers, workstatiqrex,sonal computers, laptop computers and informatpliances (such as hand held
devices and cell phones) and over 85 differentaipey systems, including UNIX, Windows, Windows NJS/390 and Linux. In addition to
computer software products, the Company offersulting, education, support, and systems integratemices in support of its customers'
use of its products. For customers who choosemioistall their own applications, Oracle's Busin@ssLine offers a hosting service that
delivers enterprise applications across a netwmakdan be accessed using a browser.

The Company was incorporated on October 29, 1986mmection with a re- incorporation of the Compamyedecessor in Delaware, which
was completed on March 12, 1987. The Company'sdoprimary operating subsidiary, Oracle Corporatemgalifornia corporation, was
incorporated in June 1977. In May 1995, Oracle Gmfion was merged into Oracle Systems Corporatidbelaware corporation, whose
name was changed to Oracle Corporation. Unlessahixt otherwise requires, the "Company" or "Qractfers to Oracle Corporation, its
predecessor and its subsidiaries. The Companyadduartered in Redwood City, California with appneately 44,000 employees
worldwide. Its telephone number is (650) 506-7000.

Product Development Architecture
Oracle Internet Platform

Oracle's primary product development platform isdzhon an Internet computing architecture. Intecnetputing is an architecture comprit
of data servers, application servers and compotedsvices running a web browser. Typically, d&tasrs and application servers that store
and process the information are managed



by professional information technology ("IT") mamag. Internet computing centralizes business inébion and applications, allowing them
to be managed more easily and efficiently. IT mansgpdate data or applications in one locatiod,feom any client computer, the end u
automatically gain access to the most current legsidlata and applications. This is in contrastdieeat-server architecture in which each
client computer must run and manage its own apjbics, and must be updated every time an applicati@nges. The Company believes
the design of its software for Internet computimgroves network performance and helps organizatiessease installation, maintenance
training costs associated with information techggldOracle's Internet computing architecture issbdasn open standardissed interfaces ai
protocols to promote flexibility.

Electronic Business

The Company believes that electronic commercedxiohange of goods and services electronicallyslutionizing businesses by providi

a relatively low cost means of distributing produahd expanding markets globally, increasing eficies, and providing better, more
personalized customer services. As organizatiomslaanging the way employees work, communicategdtrmowledge and deliver value, the
Company believes that to remain competitive, corrgsaneed to develop and deploy web-based businesscenmerce applications on the
Internet.

Research & Development

The Company continually enhances its existing petaland develops new products to meet its customteaging requirements as well as to
expand its product base. Research and developmpeenditures were 10% of total revenues in fisc&@98nd 11% of total revenues in fiscal
1998 (in each case prior to the effect of amouagstalized in accordance with Statements of Firemstcounting Standards ("SFAS") No.
86.) As a percentage of license revenues, reseatkevelopment expenditures were 24% in bothlfls@@9 and 1998 (prior to the effect of
amounts capitalized in accordance with SFAS No. 86)

Major Product Families
Systems Software

The Oracle8i relational database management syS@BMS"), the key component of Oracle's Internettflrm, enables storing,
manipulating and retrieving relational, object-tmlaal, multi-dimensional and other types of d&@sacle8i is a database specifically designed
as a foundation for Internet development and deptyt, extending Oracle's technology in the areatatf management, transaction
processing and data warehousing to the new mediuhg dnternet. Built directly inside the databalsgernet features, such as a Java Server
(Jserver), Internet File System (iFS), Interneebiory, Internet Security, Intermedia, help comparsind developers build applications that
lower costs, enhance customer and supplier inferacnd provide global information access acraerént computer architectures and
across the enterprise. In addition to Internetiggcture, Oracle8i supports traditional client/sgrapplications and architecture.

In June 1997, the delivery of Oracle8 enhancedlihjas that allow users to manage unstructurddrination such as text, spatial, video,
messaging, multi-dimensional data as well as obational information. Oracle8 is based on anaabed scalable architecture and operates
on a wide range of hardware and operating syst&msnew features included object-relational tecbgg| data partitioning, server-managed
back-up and recovery, advanced queuing, heterogsrsvices, index-only tables and binary largecbj

Oracle8i Lite is the Company's mobile databaseérfmrnet computing. This gives customers a lessptexrdatabase than Oracle8i that
requires no administration and can be used to teamipostore data and applications to be replicdtack to Oracle8i. Oracle8i Lite is a
complete and comprehensive platform for buildingpldying and managing mobile applications thatgpally run on laptops and
information appliances such as hand held deviadsphones, smart phones, pagers, smart cardsbevision set top boxes.
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With the introduction of its Internet computing hitecture, the Company introduced Oracle Applicaerver, an opeseftware platform fo
developing, deploying and managing distributedvearfe application programs. Oracle Application Sepwevides the infrastructure
necessary to run today's Internet-computing apjabica while based on all generation languages (grise Java Beans, Java CORBA server-
side components, C/C++, Java, PL/SQL, COBOL) apfibos. Oracle Application Server allows distrititeansaction processing with large
numbers of users and data while improving perfoceaand lowering incremental deployment and maimtea&osts.

Application Development Tools

The Company provides application development teofsporting different approaches to software devakt for deployment running a web
browser. For a model-based approach to developr®eat|e offers two products: Oracle Designer andc@rDeveloper. Oracle Designer
allows business processes to be visually modelddaterprise database applications to be genef@tadle Developer is a fourth generation
language development tool for building databasdiegins that can be deployed, unchanged, in bddrnet-based environments and
client/server. For Java programmers, Oracle offeecle Jdeveloper, a Java development tool suitbuitding enterprise applications for use
on the Internet. The Oracle Jdeveloper suite pes/acomplete Java development environment forlolewg and deploying applications
from Java and HTML clients to server-based busigessponents across the enterprise. Oracle WebBBd@ution for building, deploying
and monitoring web database applications and couttéven Web sites. By combining an HTML interfagiéh a complete set of browser-
based HTML tools, Oracle WebDB enables users teldpwWeb database applications quickly and easily.

Internet Business Applications and Business Intellience Tools

With the introduction of the Internet and Java-biggegrams, application modules can be Internebledato allow users to access
information or use the applications through a seripternet browser on any client computer. Oragdplisations Release 11.0 offers a fully
Internet-enabled application. Most application wafte automates just the "back office” (enterprésmurce planning ("ERP"): financial,
manufacturing, supply chain, procurement and hureaources applications enabling a company to maasjeess information) or just the
"front office” (customer relationship manageme@RM"): customer interfacing applications for sale@srketing, service, and call center
functions). Oracle's Internet Business Solutiomsgrate the back office and front office of a comga business and capture information
needed to provide a substantially complete view ocdmpany's activities. Oracle's flexible and ogpplications architecture enables
customers to tailor Oracle Applications with minimpeogramming and integrate them with third pantyl éegacy systems.

Oracle's Internet business applications for ERBisbf over 50 integrated software modules tomate business functions such as financial
management, supply chain management, procuremantjfacturing, project systems and human resoupgations for large and

midsized commercial and public sector organizattbnsughout the world. These applications combingifess functionality with innovative
technologies, such as workflow and data warehousiniguild enterprise-wide solutions. In additi@racle currently provides or is in the
process of developing industry solutions for then§€lomer Packaged Goods, Energy, Telecommunicat@Bmsrnment/Higher Education,
Industrial, Financial Services and other industries

Oracle's Internet business applications for thetfoffice consist of more than 35 integrated sofenaodules for CRM. These applications
help automate and improve a company's businesggses associated with managing customer relatigmshthe areas of sales, marketing,
customer service and support and call centers.|©€saCRM applications allow multi-channel custorimteractions over the Internet, such as
through a call center, istore (an internet-baserkefont used for selling products and servicesdlly to customers over the web) and face-to-
face, thereby helping to maximize the use of tetgyoto improve customer relationships. Integratéith Oracle's back office applications,
Oracle's CRM products also allow enterprises tadioate global sales forecasting and lead generatith order capture capabilities to help
increase the overall efficiency of running a buste



Oracle also provides a family of applications thave been specifically designed for occasionalsj$@racle Selervice Applications. The:
applications enable customers to lower the co#teif business operations by providing their custansuppliers and employees with self-
service access to both transaction processingeladted business information using open, Intertagtdards. Some of these applications also
automate the process of procuring and managingntovies of goods and services that a businessresqjui

In conjunction with Oracle Applications ReleaseQl Dracle's Business Intelligence System offelesgirstted reporting, decision support, and
a corrective action system targeted to managesinéss analysts and executives. Using ad hoc iegamnd focused analytical applications,
managers and analysts can discover business taeddsnhance business decision making to increadiéétihood of obtaining the desired
outcome. Oracle's Business Intelligence System svanith Oracle's data warehousing server productinbss intelligence tools such as
Discoverer and includes products such as Oraclan€ial Analyzer and Oracle Sales Analyzer.

Services
Consulting, Education and Support Services

In most of Oracle's sales offices around the wdhd,Company has trained consulting and educagosopnel who offer consulting and
education services that help customers realizpatential of the Company's products in meetingrtiméormation management needs.
Consultants and instructors supplement the Compamgtuct offerings by providing services to assistomers in the implementation of
applications based on the Company's products aadsore that customers have the necessary tramimge the Company's products.
Consulting revenues represented approximately 2B%, and 20% of total revenues in fiscal 1999, 1898 1997, respectively and educa
revenues represented approximately 5%, 6% and @#%alfrevenues in fiscal 1999, 1998 and 1997, aetbyely.

The Company offers a wide range of support sentltasinclude on-site, telephone or Internet actessipport personnel as well as software
updates. Telephone support is provided by locatedf as well as Oracle's five global support asrtecated around the world. Pricing of the
Company's support services is generally basedelettel of support services provided and the nurobesers authorized to access the
Company's software products and include updatesiigin products currently licensed. Support revemepresented approximately 27%, 2
and 23% of total revenues in fiscal 1999, 1998 H9@i/, respectively.

Marketing and Sales
Key Market Segments

The Company has identified two key market segmehtre its products are sold; the enterprise busimesket and the general business
market. The enterprise business market segmeefirsed by the Company as those businesses withréestenues of $500 million and above.
In the enterprise business market segment, the Gayripelieves that the most important considerationend user software customers are
performance, functionality, product reliability,seaof use, quality of technical support and totest ©f ownership, including initial price and
deployment costs as well as ongoing maintenands.cbise general business market segment is deffipélde Company as those businesses
with total revenues of $500 million and below. lre tgeneral business market segment, the Compaieyéethat the principal competitive
factors are strength in distribution and marketimgnd name recognition, price/performance chariatits, ease of use, ability to link with
enterprise systems and product integration. Thefaombelieves that it competes effectively in eafcthese markets, although the
competition is intense in each market.

Direct and Indirect Sales Organization

In the United States, the Company markets its prsdand services primarily through its own direades and service organization. Sales and
service groups are based in the Company's headgaartRedwood City,

6



California, and in field offices that, as of May,3999, were located in approximately 90 metropaliareas within the United States.

Outside the United States, the Company markefsatducts primarily through the sales and servigmwizations of approximately 60
subsidiaries. These subsidiaries license and supigCompany's products both within their localmivies and certain other foreign count
where the Company does not operate through a diedes subsidiary.

The Company also markets its products throughéatithannels, which are called Oracle Alliancernmg. The partners include value-added
relicensors, hardware providers, systems integgaod independent software vendors that combin®thele relational DBMS, application
development tools and business applications withpedger hardware or software application packagesefdistribution.

Additionally, the Company markets its products tigb independent distributors in international teriés not covered by its subsidiaries'
direct sales organizations.

As of May 31, 1999, in the United States, the Camypamployed 15,649 sales, service and marketindames, while the international sal
service and marketing groups consisted of 18,40dl@aes.

Revenues from international customers (including) @sers and resellers) amounted to approximatety, 88% and 53% of the Company's
total revenues in fiscal 1999, 1998 and 1997, retspmly. See Note 11 of Notes to Consolidated FinarStatements for a summary of the
Company's operating segments and geographic infmmma

Partner Program

The Oracle Partner Program allows Oracle to pungwe business opportunities with partners as wedli@st customers. The types of parti
in the Oracle Partner Program are consultants,agiduncproviders, Internet service providers, nefwintegrators, resellers, Independent
Software vendors and system integrators. Partrzergoin the Oracle Technology Network (OTN), a peog specifically designed for the
Internet developer community. Oracle provides #hnology, education, and technical support thablena partner to effectively integrate
Oracle products into its business. The combinatfo@racle technology and a partner's expertisedemesthe Company's exposure in new
markets, such as the Internet.

Hosted Business Services

Oracle's Business On-Line is a new service thatelsl enterprise applications and technology acaasstwork, hosted in a professionally
managed environment. With a simple browser and ertaonnection, companies can access Oracle'siattapplications at costs
significantly lower than traditional deployment. Wthe customer typically owns the applicationsa€e owns the hardware, manages the
application and server architecture, maintainsuggtades software and provides customer suppobaftk-end operations.

Oracle's Business On-Line provides companies withédiate access to the benefits of enterprise-algsiécations; allows companies to
more efficiently access enterprise applicationsdajucing customers' needs to build and maintainptexrtechnology; and, leverages Orac
complete software architecture and infrastructarestipporting applications hosting.

Competition

The computer software industry is intensely contjpetiand rapidly evolving. Historically, the Compalmas competed in various markets
including the database, applications developmaistdusiness applications and services sectoespilihcipal software competitors in the
enterprise DBMS marketplace are International BessrMachines Corporation, Sybase, Inc. and Infofaisporation. In the workgroup and
personal DBMS marketplace, the Company competdsseiteral desktop software vendors, including MiofoCorporation. In
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the data warehousing market, the Company's.i@a-Analytical Processing ("OLAP") products congpetith those of Business Objects, S.
Cognos, Inc. and Hyperion Solutions. In the busiresplications software market, competitors incllidie Edwards, Baan, Peoplesoft Inc.,
and SAP Aktiengeschellschaft. In the tools appiicet software market, competitors include Micros@drporation, International Business
Machines Corporation, Sybase, Inc. and Rationai&aé Corporation. The Company continues to comipetigese traditional markets as
well as in some new, rapidly expanding markets tieeCRM and Strategic Procurement marketplacesev@eacle competes with Siebel
Systems, Inc. and Ariba, Inc., respectively.

Product and Services Revenues

The Company's standard end user license agreeorehef Company's products provides for an inig fo use the product in perpetuity up
to a maximum number of concurrent or named usdrs.dompany also enters into other license agreetyges, typically with major end

user customers, which allow for the use of the Camgfs products, usually restricted by the numbemoployees, the number of users, the
license term or the number of power units (procespower.) Fees from licenses are recognized anuevupon shipment, provided fees are
fixed and determinable and collection is probabkes from licenses sold together with consultingises are generally recognized upon
shipment provided that the above criteria have lmeet) payment of the license fees is not depengeon the performance of the consulting
services and the consulting services are not aakemthe functionality of the license softwars.ihstances where the aforementioned criteria
have not been met, both the license and consudkiegare recognized under the percentage of completethod of contract accounting.

The Company receives sublicense fees from its @raltiance partners (value- added relicensors,Ward providers, systems integrators and
independent software vendors) based on the subksagranted by the Oracle Alliance partner. Suhdiedees typically are based on a
percentage of the Company's list price and arergpeecognized as they are reported by the resell

In general, the Company prices its support serviesgd on the level of support services provideithe number of users authorized to
access the Company's software products. Most cestopurchase support initially and renew their supggreements annually. Support
usually consists of two parts: (1) technical supgacluding telephone consultation on the useheffiroducts and problem resolution; and (2)
updates for software products and end user docatiemt The Company generally bills support feethatbeginning of each support period.
Support revenues are recognized ratably over thraat period.

Revenues related to consulting and education srvacbe performed by the Company generally aegrézed over the period during which
the applicable service is to be performed or oeraises-performed basis.

The Company's quarterly revenues and expensestrdiftinct seasonality. See "Management's Disoassind Analysis of Financial Position
and Results of Operations."

Product Protection

The Company relies on a combination of trade sgcogtyright, patent, trademark and other propnetarintellectual property rights laws,
license agreements and technical measures to pisteights in its software products. The Compamns over 100 issued patents and has
numerous patent applications pending before théedr8tates Patent and Trademark Office.

The Company has registered "ORACLE" as a traderinatie United States and in over 110 foreign caestand has additional registrations
pending. The Company also has registered overl&s ttademarks in the United States for other prbdames and also has registration
applications pending for products and services saméhe United States and foreign countries.

The Company's products generally are licenseddaisers on a "right to use" basis pursuant to #ransferable perpetual license that
restricts the use of the products to the custoropesations based on some
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factor used to approximate the customer's usaffeegroducts, such as the number of computerseandmber of users. Although the
Company's license agreements prohibit a custoraer flisclosing the proprietary information contaimedhe Company's products to any
other person, it is technologically possible fomgetitors of the Company to copy aspects of the iaomy's products in violation of the
Company's rights. The Company's products are giynécansed pursuant to signed license agreementsiay be licensed pursuant to
"shrink-wrap" licenses that are not signed by tberisee. The enforceability of such shrink-wraprdiges has not been conclusively
determined in all jurisdictions. The Company alsiributes certain of its products through the iné& pursuant to on-line licenses that are
acknowledged by the licensee. The enforceabilityuzh licenses has not yet been determined byotlmésc In addition, the laws of certain
foreign countries do not protect the Company's petgry rights in its products to the same extendathe laws of the United States.

The Company believes that its trade secret, copyrigatent, trademark and other proprietary anelledtual property rights are important.
However, because of the rapid pace of technologitahge in the computer software industry, facsah as the knowledge, ability and
experience of the Company's personnel, brand réomgmand ongoing product support may be more figcanit in maintaining the Company's
competitive advantages.

Employees

As of May 31, 1999, the Company employed 43,80Btfiule persons, including 33,056 in sales and ses/i994 in marketing, 5,781 in
research and development and 3,969 in generaldmuhstrative positions. Of such employees, 21, &#&0e located in the United States and
22,130 were employed in approximately 60 other ties

None of the Company's employees is representedddyoa union. The Company has experienced no wogpsiges and believes that
employee relations are good.

Item 2. Properties

The Company's headquarters facilities consist pf@pmately 2,300,000 square feet of office fai@htin Redwood City, California, of which
1,700,000 square feet is located in seven buildifigs Company owns two of the buildings, and asudised in Footnote 2 of Notes to the
Consolidated Financial Statements, has recordatbigildings as capital leases and has an opti@etdoire the remaining building. The
Company also owns the land under each of thesendmiklings. The Company has purchased land in BeipCalifornia, adjacent to the
Company's headquarters facilities, and has stadestruction of a 175,000 square feet facility.

In addition, the Company owns land in New Hampstilre United Kingdom, India and Australia and hasstructed facilities of 72,000
square feet in New Hampshire and 315,000 squatddeits United Kingdom headquarters. Construci®aonderway for an additional 50,(
square feet in the United Kingdom, 75,000 squageifelndia and 113,000 square feet in Australia.

The Company has entered into a collateralized lagssement with options to purchase land and fuduexisting facilities in California,
Virginia and Colorado. Under these lease agreemtr@<Company leases a 260,000 square foot buildiRgdwood City, California, a
100,000 square foot building in Rocklin, Califorsiad a 200,000 square foot building in Reston, idieg A facility is also under constructis
in Colorado Springs, Colorado, for 180,000 squast.fAdditional land is available at all of the rimentioned sites for future expansion.

The Company also leases office space in the UStatks and various other countries under opersasgs.

The Company believes that its facilities are adegyta its current needs and that suitable addifion substitute space will be available as
needed to accommodate expansion of the Compamgratams. See Notes 2 and 5 of Notes to Consolidateancial Statements for
information regarding the Company's lease obligeio



Item 3. Legal Proceedings

The material set forth in Footnote 13 of Item 1@(apf this Form 10-K is incorporated herein byereihce.
Item 4. Submission of Matters to a Vote of Securityolders

None.

Item 4A. Executive Officers of the Registrant

The executive officers of the Company are as fadlow

Name Office(s)
Lawrence J. Ellison..... Chief Executive Officer an d Chairman of the Board
Raymond J. Lane......... President, Chief Operating Officer and Director
Jeffrey O. Henley....... Executive Vice President, Chief Financial Officer and Director
Randall Baker........... Executive Vice President, Support Services
Gary Bloom.............. Executive Vice President
Pier Carlo Falatti...... Executive Vice President, Europe, Middle East and Africa
Jay H. Nussbaum......... Executive Vice President, Service Industries
George J. Roberts....... Executive Vice President, North American Sales
Edward J. Sanderson..... Executive Vice President, Consulting and Latin American Division
Daniel Cooperman........ Senior Vice President, Gen eral Counsel and Secretary
Jennifer L. Minton...... Vice President and Corpora te Controller

Mr. Ellison, 54, has been Chief Executive Officerce he cdounded the Company in May 1977. Mr. Ellison hasrb€hairman of the Boa
since June 1995 and served as Chairman of the BaandApril 1990 until September 1992. He also seras President of the Company fi
May 1977 to June 1996. Mr. Ellison is co-chairmé&alifornia's Council on Information Technologyel also a director of Liberate
Technologies, a computer software company, Super@en a pharmaceutical company, as well as A@amputer, Inc., a computer
company.

Mr. Lane, 52, has been President and Chief Oper@&ificer of the Company since July 1996. Mr. Laeeved as Executive Vice Presiden
the Company and President of Worldwide Operatioms fOctober 1993 to June 1996 and has been a Dirgioce June 1995. He served i
Senior Vice President of the Company and Presioie@tracle USA from June 1992 to September 1993of@gbining Oracle, Mr. Lane
served as Senior Vice President and Managing Rasfriee Worldwide Information Technology GroupBaioz-Allen & Hamilton from July
1986 to May 1992. He served on the Booz-Allen & Heon Executive Committee and its Board of Direstérom April 1987 to May 1992.
Mr. Lane is also a member of the Board of Trustd&Sarnegie Mellon University and serves on therBax Directors of Special Olympics
International. Mr. Lane is a director of Marimbagl, a computer software company.

Mr. Henley, 54, has been Executive Vice Presidadt@hief Financial Officer of the Company since Bai991 and has been a Director
since June 1995. Prior to joining Oracle, he seas@ixecutive Vice President and Chief Financidilc®f of Pacific Holding Company, a
privately held company with diversified interestsmanufacturing and real estate, from August 1986etruary 1991. Mr. Henley is a
director of Liberate Technologies, a computer safexcompany.

Mr. Baker, 55, has been Executive Vice PresidemppBrt Services since October 1998, and Senior Riesident of Worldwide Customer
Support of the Company since June 1994. Prioritirjg Oracle, Mr. Baker served as Vice Presidentvofldwide Customer Support and
Services for Tandem Computers. He also workedtatriational Business Machines Corporation ("IBMY) 17 years where he held
leadership positions in systems engineering, prochanagement and support divisions.
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Mr. Bloom, 38, has been Executive Vice Presideggonsible for database and application serverla@wvent, marketing, education, partner
programs, information technology, and mergers agliaitions) since May 1999 and the Executive \Rcesident of the System Products
Division from March 1998 to May 1999. He has heddlious positions, including Senior Vice Presidefithe System Products Division from
November 1997 to March 1998, Senior Vice Presidétiie Worldwide Alliances and Technologies Divisivpom May 1997 to Octobe

1997, Senior Vice President of the Product anddttat Technologies Division from May 1996 to May I9%nd Vice President of the
Mainframe and Integration Technology Division andé&/President of the Massively Parallel Computingd$ion from May 1992 to May
1996. Prior to joining Oracle, Mr. Bloom workedIBM and at Chevron Corporation where he held verimchnical positions in their
mainframe system areas.

Mr. Falotti, 57, has been Executive Vice PresidEntope, Middle East and Africa since October 128®] Senior Vice President of Europe,
Middle East and Africa of the Company since Sep&mil996. Before joining Oracle, from March 1994Atagust 1996, Mr. Falotti served as
Executive Vice President of International Operatiand President and Chief Executive Officer of perdMiddle East and Africa of AT&T.
Prior to AT&T, Mr. Falotti served as President alaief Executive Officer of The ASK Group and DidiEguipment Corporation where he
spent 23 years in various roles. Mr. Falotti isractor of FVC.COM, Inc., a video networking compand Logitech International, S.A., a
computer interface device company.

Mr. Nussbaum, 55, has been Executive Vice Presi@aicle Service Industries since October 1998,Serdor Vice President and General
Manager of the Company's Federal group since 1P8@r to joining Oracle, Mr. Nussbaum worked at &eforporation where he held
various management roles during his twenty-fpear tenure, including President of Integrated &wystOperations. Mr. Nussbaum is activ
the education community and has served on seveyahdlvisory boards for George Mason University, egiviadison University and the
University of Maryland.

Mr. Roberts, 43, has been Executive Vice Presidémtth America Sales since June 1999 and serv&eaiaisr Vice President, North
American Sales from June 1998 to May 1999. Mr. Risteerved as Senior Vice President, Business @e-ftom March 1998 to June 1998.
He took a leave of absence from July 1997 to MA&98 and served as Group Vice President from Deeef@®96 to June 1997. Mr. Roberts
joined Oracle in March 1990 and from June 1990 ¢@dinber 1996, served as Group Vice President, @lebommercial Sale:

Mr. Sanderson, 50, has been Executive Vice Presi@emsulting and Latin American Division since dur999, and Senior Vice President of
Consulting and the Latin American Division of ther@pany from July 1998 to May 1999. He served asdB&fice President of Americas
Consulting for the Company from July 1995 to Jud@8. Before joining Oracle, Mr. Sanderson serveBrasident of Worldwide Information
Services for Unisys Corporation from February 1894une 1995. Prior to Unisys, he spent 18 yeaiisarconsulting industry at McKinsey
Company and Andersen Consulting.

Mr. Cooperman, 48, has been Senior Vice Presi@atgeral Counsel and Secretary of the Company §iebauary 1997. Prior to joining
Oracle, Mr. Cooperman had been associated withatiadéirm of McCutchen, Doyle, Brown & Enersen sir@etober 1977, and had served
there as a partner since June 1983. From SeptetBBruntil February 1997, Mr. Cooperman was Chiaihe law firm's Business &
Transactions Group, and from April 1989 throught8eyber 1995, he served as the Managing PartnBedétv firm's San Jose Office.

Ms. Minton, 38, has been the Corporate ControilezesNovember 1998 and a Vice President of the Gmypgince August 1995. From May
1989 to August 1995, Ms. Minton held various pasi$i in Oracle's finance organization including Atgit Corporate Controller. Prior to
joining Oracle, Ms. Minton held various positiomsthe Audit Division of Arthur Andersen LLP, anénhational public accounting firr
including Manager from September 1987 to May 1989.
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PART Il
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

The Company's Common Stock has been traded invéretibe-counter market and the NASDAQ National Makince the Company's initial
public offering in 1986. According to records oét@ompany's transfer agent, the Company had appatedy 15,818 stockholders of record
as of May 31, 1999. Because many of such shardsetddy brokers and other institutions on beha#tockholders, the Company is unable
to estimate the total number of stockholders represi by these record holders. The following takelks forth the low and high sale price of

the Company's Common Stock in each of the Compéast'®ight fiscal quarters.

Low Sa le Price High Sale Price

Fiscal 1999:

Fourth Quarter............c.ccoevveennee.. $2 1.00 $39.63

Third Quarter.............ccoeeeeuvvnnns 2 2.45 41.17

Second Quarter.......cccvveeveeeeeeennnn. 1 2.13 24.67

First Quarter............ooeeevvvvnnnens 1 3.20 19.00
Fiscal 1998:

Fourth Quarter............cccccveeeenns $1 5.63 $21.25

Third Quarter.............coeeeeuvvnnns 1 1.83 21.67

Second Quarter.......cccceveveveeeeennn. 1 9.17 26.71

First Quarter............ooeeevvvvnnnens 2 0.45 28.09

The Company's policy has been to reinvest earnim§and future growth. Accordingly, the Company Imas paid dividends and does not
anticipate declaring dividends on its Common Stodke foreseeable future.

On February 26, 1999, the Company effected a tfmetwo stock split in the form of a Common Stock desdl distributed to stockholders
record as of February 10, 1999. All share dataramdbers of Common shares contained in this For{ b@ve been retroactively adjusted to
reflect the stock split.

Item 6. Selected Financial Data

Year End ed May 31,
(in thousands, except 1999 1998 1 997 1996 1995
per share data) = -----meeem ememeem e e
Revenues................ $8,827,252 $7,143,866 $5,6 84,336 $4,223,300 $2,966,878
Operating income........ 1,872,881 1,244,200 1,2 62,985 904,891 649,721
Net income.............. 1,289,758 813,695 8 21,457 603,279 441,518
Earnings per share--
basic.........ccceene 0.89 0.55 0.55 0.41 0.31
Earnings per share--
diluted................ 0.87 0.54 0.54 0.40 0.29
Total assets............ 7,259,654 5,819,011 4,6 24,315 3,357,243 2,424,517
Short-term debit......... 3,638 2,924 3,361 5,623 9,599
Long-term debt.......... 304,140 304,337 3 00,836 897 81,721
Stockholders' equity.... 3,695,267 2,957,558 2,3 69,712 1,870,449 1,211,358

Item 7. Management's Discussion and Analysis of Famcial Position and Results of Operations
Results of Operations

The Company's revenue growth rate was 24%, 2698a%din fiscal 1999, 1998 and 1997, respectivelye hwer overall revenue growth
rate in fiscal 1999 as compared to fiscal 1998 pramarily due to lower services revenue growthgdtean those experienced in prior years
partially offset by higher license revenue grovithe lower overall revenue growth rate in fiscal 823 compared to fiscal 1997 was
primarily due to lower license revenue growth rdatem those experienced in the prior year. Saldsvaarketing expenses continue to
represent a large portion of operating expensesstitoting 30%, 33% and 35% of revenues in fis@9, 1998 and 1997,
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respectively, while cost of services as a percentdgotal revenues increased to 35% in fiscal 1f8@® 32% in fiscal 1998 and 27% in fiscal
1997. The change in the sales and marketing aridtesrvices percentages were primarily the resfulhe change in the mix of license
versus services revenues during the three yeardheas well as an increase in consulting revensi@spercentage of total service revenues.
The Company's investment in research and developaneounted to 10% of revenues in fiscal 1999 coegbés 11% of revenues in fiscal
year 1998 and 10% of revenues in fiscal 1997, padhe impact of capitalized software developnwrsts. General and administrat
expenses as a percentage of revenues were 5%ah 899, 1998 and 1997. Overall, operating incama percentage of revenues was 21%,
17% (20% prior to the charges for acquired in-pssaesearch and development), and 22% (23% pribetoharges for acquired in-process
research and development), in fiscal 1999, 19981894, respectively.

Domestic revenues increased 27% in fiscal 1999484 in fiscal 1998, while international revenuesr@ased 21% and 18% in fiscal 1999
and 1998, respectively. International revenues wafavorably affected in both fiscal 1999 and 199%&n compared to the corresponding
prior year periods as a result of the strengthenfrthe U.S. dollar against certain major intero@adil currencies. International revenues
expressed in local currency increased by approein@4% and 28% in fiscal 1999 and 1998, respelgtiRevenues from international
customers were approximately 49%, 50% and 53%\wafmees in fiscal 1999, 1998 and 1997, respectilnagement expects that the
Company's international operations will continugtovide a significant portion of total revenueswéver, international revenues will be
adversely affected if the U.S. dollar continuesttengthen against certain major internationalenaies.

Quarterly revenues reflect distinct seasonality ‘Sguarterly Results of Operations" below.

Revenues:
Fiscal Year 1999 Change F iscal Year 1998 Change Fiscal Year 1997

(inthousands) ------mememmmeem oo S e
Licenses and Other...... $3,688,366 15% $3,193,490 10% $2,896,696
Percentage of revenues.. 41.8% 44.7% 51.0%
Services.........c...... $5,138,886 30% $3,950,376  42%  $2,787,640
Percentage of revenues.. 58.2% 55.3% 49.0%

Total Revenues........ $8,827,252 24% $7,143,866 26%  $5,684,336

Licenses and Other Revenues. License revenuesegpifiees earned for granting customers licensesetdhe Company's software products.
License and other revenues also include revenoastiie Company's systems integration business ndetation revenues and other
miscellaneous revenues, which constituted 3% af taense and other revenues in fiscal 1999, E881997. License revenues, excluding
other revenues, grew 16% and 9% in fiscal 19991888, respectively. System software license revgnuhich include server and tools
revenues, grew 16% and 8% in fiscal 1999 and 1@3®ectively. Applications license revenues gre® Ehd 18% in fiscal 1999 and 1998,
respectively. The higher license revenue growth exiperienced in fiscal 1999 is primarily due tostier demand for the Company's data
products, the introduction and market positionihg@w products and versions which have stimulatsdahd for the Company's products, as
well as a stabilization of growth rates in certAsian countries, partially offset by the declinegimowth rates in the Enterprise Resource
Planning segment of the software industry.

During the past three fiscal years, the Companyssomner and product base has broadened as the Gpmasiincreased both the number of
channels that it uses to market its products, dsas¢he number of computers and operating systemghich its products operate, and as
additional software products have been acquiradtmduced. License revenues for software usecoompaiters utilizing the UNIX operating
system decreased to 63% of license revenues @l fisar 1999 from 64% in fiscal 1998 and 70% indls1997. License revenues for use on
Windows platforms increased from 21% in fiscal 19980% in fiscal 1998 and 32% in fiscal 1999. Inse revenues from software for use
on computers utilizing proprietary and other depktitatforms were 5%, 6% and 9% in fiscal 1999, 1868 1997, respectively.
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Services Revenues. Services revenues consist pdguponsulting and education services revenuashadomprised 45%, 46% and 9% of
total services revenues, respectively, during fi$689. Support revenues grew 31% and 36% in fi$88P and 1998, respectively.
Consulting services revenues grew 34% and 53%0alfil999 and 1998, respectively. Education sesvieeenues grew 12% and 26% in
fiscal 1999 and 1998, respectively. The decreasiearsupport revenue growth rate is primarily btttéd to the decrease in the license rev
growth rate experienced in fiscal 1998 and fis€l9as compared to prior periods, partially offsehigher levels of support services being
offered. The services revenues growth rates wiltiooe to be affected by the overall license reeegowth rates. The decrease in the
consulting and education services revenue growds rexperienced in fiscal 1999 is primarily du¢hte decrease in the applications license
revenue growth rates during fiscal 1998. The cdimgubnd education revenue growth rates are exgecoteontinue to decrease in fiscal 2000
as compared to the prior year corresponding period.

Operating Expenses:

Fiscal Year 1999 Change Fisc al Year 1998 Change Fiscal Year 1997
(inthousands) —-----emememeem cmeee e e e
Sales and Marketing... $2,622,379 11% $2,371,306 20% $1,970,394
Percentage of
revenues............. 29.7% 33.2% 34.7%
Cost of Services...... $3,064,148 35% $2,273,607 47% $1,550,466
Percentage of
revenues............. 34.7% 31.8% 27.3%
Research and
Development(1)....... $ 841,406 17% $ 719,143 29% $ 555,476
Percentage of
revenues............. 9.5% 10.1% 9.8%
General and
Administrative....... $ 426,438 16% $ 368,556 20% $ 308,215
Percentage of
revenues............. 4.8% 5.2% 5.4%

Acquired In-Process
Research and

Development.......... - % $ 167,054 * $ 36,800
Percentage of
revenues............. - 2.3% 0.6%

* Not meaningful
(1) Pursuant to SFAS No. 86, the Company capitdlszdtware development costs equal to 0.4% of tetanues during fiscal 1999 and
0.5% of total revenues during fiscal 1998 and 1997.

International expenses were favorably affectedoit iscal 1999 and 1998 when compared to the spomding prior year periods due to the
strengthening of the U.S. dollar against certaijomaternational currencies. The net impact onrapeg margins, however, was unfavoral
since the negative effect on revenues was grdadarthe positive effect on expenses.

Sales and Marketing Expenses. The Company contioygace significant emphasis, both domesticatig¢t eternationally, on direct sales
through its own sales force. However, the Compdsiy eontinues to market its products through irdlichannels as well. Sales and
marketing expenses as a percentage of both tehues and license revenues decreased in fisc8ld98ompared to fiscal 1998. The
decrease in fiscal 1999 was primarily due to cdstower headcount growth and spending. Includeshias and marketing expenses is the
amortization of capitalized software developmerdtsgsee below).

Cost of Services. The cost of providing servicassggis largely of consulting, education and suppersonnel expenses. As a percentage of
services revenues, cost of services increased%oie@iscal 1999 from 58% in fiscal 1998. Increasesost of services as a percentage of
services revenues were due primarily to lower cliimguand education utilization rates, as a restiflower than anticipated revenue growth.
Consulting and education services typically haweelomargins than support.

Research and Development Expenses. Research agldpleent expenses were 10%, 11% and 10% of tatahtes in fiscal 1999, 1998 and
1997, respectively, before the capitalization dfwgare development costs in accordance with SFAS88oBefore considering the impact of
software capitalization, research and developmepemrses increased 15% and 30% in fiscal 1999 a®8, 18spectively, when compared to
corresponding prior year periods (17% and 29% d#fteradjustment for software capitalization). Towér
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expense growth rate in fiscal 1999 was due to otmbver headcount growth after a significant itiesnt in research and development
personnel during the corresponding period in fid®88. The Company capitalized $32,855,000, $380@M0and $28,064,000 of computer
software development costs in fiscal 1999, 1998188¥, respectively, which represented 4% of texglenditures for research and
development in fiscal 1999 and 5% in fiscal 1998 4897. Amortization of capitalized software deystent costs is charged to sales and
marketing expenses and totaled $33,000,000, $3®808%nd $28,156,000 in fiscal 1999, 1998 and 18%pectively. The Company beliey
that research and development expenditures areteds<e maintaining its competitive position angpects these costs to continue to
constitute a significant percentage of revenues.

General and Administrative Expenses. General andrastrative expenses as a percentage of reveneiesy in fiscal 1999, 1998 and
1997.

Acquired In-Process Research and Developmentstalfil997, the Company acquired Datalogix Inteomati, Inc. ("Datalogix") for
approximately $82,000,000 in cash. In fiscal 1388,Company completed the acquisition of TreasanyiSes Corporation ("TSC") for
approximately $110,000,000 in cash, and convettedutstanding options to purchase TSC stock tomgpto purchase the Company's stock
at a value of approximately $8,967,000. In additibe Company also merged its subsidiary, Libefahnologies ("Liberate"), previously
Network Computer, Inc., with Navio Communicatiohs;. ("Navio"), a development stage company, itoak-for-stock exchange valued at
approximately $77,000,000. All of the acquisitiamnpleted during fiscal 1997 and 1998 were accalfteusing the purchase method. In
connection with these acquisitions, the Compangndad acquired iprocess research and development charges of $36080far Datalogi»
$91,500,000 for TSC and $75,554,000 for Navio. Thenpany is primarily responsible for estimating thie value of acquired in-process
research and development. There have been no aicmssnvolving acquired in-process research agdetbpment charges in fiscal 1999
(See Note 6 of Notes to Consolidated Financialetants for further details on acquisitions).

Overall Valuation Methodology

Independent valuations of TSC, Navio and Datalegixe performed and used as an aid in determiniadgtih value of the identifiable assets
and in allocating the purchase price among theiesdjassets, including the portion of the purchasze attributed to acquired in-process
research and development ("R&D"). Assets identif@deach transaction varied slightly, but gengradtluded in-process R&D, developed
technology, assembled workforce, installed custdmase and goodwill. TSC, Navio and Datalogix, akectively referred to as the
"Acquired Companies".

The valuation techniques employed in the appraigsate designed to properly reflect all intellectpedperty rights in the intangible assets,
including core technology. The value of the devebbechnology was derived from direct sales oftagsproducts including their
contribution to in-process R&D. In this way, valas properly attributed to the engineering knwew embedded in the existing products
will be used in developmental products. The appfgialso considered the fact that the existing khow diminishes in value over time as
new technologies are developed and changes in tmaykditions render current products and methodetogbsolete.

Assets were identified through on-site interviewthwnanagement and a review of data provided byCthmpany and the Acquired
Companies' management concerning the acquiredsassgtinologies in development, costs necessamgmplete the irprocess R&D, mark
potential, historical financial performance, estiesaof future performance and the assumptions Wyidgrthese estimates.
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The following table presents the purchase priaecations associated with these acquisitions:

TS C Navio Datalogix

(in thousands) .- e e e
In-process R&D.........ccccoeeveiiiennnenne $91 ,500 $75,554 $36,800
Developed Technology......cccccceevevininnne 11 400 - 13,500
Other Intangible Assets.........cccccee..... 24 ,700 1,750
Installed Customer Base and Trade Names....... 7 ,200 -~ 4,500
Assembled Workforce............cccceeernee. 1 ,700 350 2,000

Total Intangible Assets........cccc......... 136 ,500 77,654 56,800
Net Tangible ASSets........cccccevviieeenn. (a7 ,5633) (654) 25,200

Total Purchase Price......ccc.cccccvvnn. $118 ,967 $77,000 $82,000

Purchased incomplete R&D projects were identifledigh extensive interviews and detailed analys@ewelopment plans provided by
management concerning the following:

. Uniqueness of developmental work and the cosigried

. Critical tasks required to complete the project

. Opportunities which were expected to arise fromgroject

. Degree of leverage of the new technology on lggachnology

. Risks associated with project completion

. Assessment of types of efforts involved (hardwreelopment and software development)

. Length of time project was expected to be usefiud

. Timing related to completion of projects and reses allocated to completion, including associatquenses

None of the i-process R&D value was associated with routine a@ingyefforts to enhance or otherwise improve onghalities of the

existing products. The Acquired Companies' engmaare developing advanced, next generation teobies that involved creating product
designs and disparate technologies to form suppramucts. The iprocess R&D value was determined by estimatingtists to develop tr
purchased irprocess technology into commercially viable produestimating the resulting net cash flows fromhguojects, and discountil
the net cash flows back to their present valuee®ased to discount net cash flows ranged from 2080% and considered the uncertainty
surrounding the successful development of the @s®th in- process technology, the useful life ohgechnology, the profitability levels of
such technology, and the uncertainty of technollgdvances that were indeterminable at that time.

Stage of Completion

The appraisals included the valuation of each fipdR&D project underway at the respective acqgigsidates. In the months leading up to
the purchases, the Acquired Companies had madéicagrm progress in their R&D programs. Howevereda the substantial time and effort
necessary to produce these products in accordaitftéwnctional specifications, technological feality of the R&D projects had not yet be
achieved. The acquired projects included next-gditar versions of Datalogix's GEMMS and CIMPRO proidfamilies, TSC's TSER
product family, as well as planned new productstaetinologies, and development work associated Méthio's Internet browser software.
The efforts required to develop the purchased aegss technology of the Acquired Companies intornergially viable products principally
related to the completion of planning, designingtatyping, verification and testing activities thveere necessary to establish that the
software could be produced to meet its design Spatidns, including functions, features, and téchhperformance requirements.
Anticipated completion dates for the projects ingass ranged from three to thirty months for Dafiale projects, six to thirty-six months for
TSC projects, and three to thirty-six months for
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Navio projects, at which dates the Acquired Comgseixpected to begin selling the developed softparducts. Remaining R&!
expenditures were projected to be approximatel@¥I00,000 through the year 2000 ($36,000,000 faalbgix, $49,000,000 for TSC and
$34,000,000 for Navio).

The resulting net cash flows from such projectsedmsed on management's estimates of product revemperating expenses, R&D costs,
and income taxes from such projects. The revenoiegifons used to value the in-process R&D werethasn estimates of relevant market
sizes and growth factors, expected trends in tdoggpand the nature and expected timing of nevdpecbintroductions by the Company and
its competitors. The Company's projections maynately prove to be incomplete or inaccurate, arahtioipated events and circumstances
are likely to occur. Therefore, no assurance cagileEn that the underlying assumptions used tocBstrevenues and costs to develop such
projects will transpire as estimated.

As of the acquisition date, Datalogix was in adwhstages on adding functionality to the softwavader entry system, logistics module, and
manufacturing module. Likewise, important progread been made on adding core functionality sudhtasnet capabilities, distributed
database templates, and wireless data collectioesd projects were designed to provide Datalogit imhovative product functionality and
allow it to obtain a competitive advantage in thegess manufacturing software segment. The existicignology, which was originally
developed in the early 1990s, was expected toglaynor role in the product line going forward doechanging market and technological
requirements. Costs related to the acquired R&Dathlogix over the 18 months preceding the acdoisiate totaled approximately
$12,000,000, and mostly related to developmerh@ir-process GEMMS projects. Costs in periodsrpadune 1995 for the acquired R&D
projects were not material.

In the case of TSC, changing market requiremerdsanlving Internet standards forced TSC to undéterR&D projects to re-develop its
product line using a more flexible, three-tier aa@fte architecture. If successful, these R&D praj@abuld provide innovative functionality
that would allow TSC a substantial market advantage its competition. As of the acquisition dat§C had re-engineered the interface
components between its products and completedirglry designs and verification of the new architez. Costs incurred on the in-process
R&D projects over the 12 months preceding the aition date were approximately $10,000,000. Casfgeriods prior to the twelve months
preceeding the acquisition date, for the acquir&® Rrojects were immaterial. TSC was not able t®hage its developed technology to a
large extent due to limitations in the existingta@ire's structure that required fundamental re-ldgweent of all its software modules.

Navio's development team had made significant telclyical and creative strides in the developmeritsoéxperimental Internet technolog
as of August 1997. Navio had expended in exce$8,000,000 on the acquired R&D since its incepitioRebruary 1996. As of the
acquisition date, Navio was a development staggpaomwith minimal product revenues and large netds. Navio was entering the testing
phase for two of its developmental products, NCiyaer 3.0 and TV Navigator 1.1. Historical revesuepresented services and limited
sales of a Netscape product sold as a test netwvaonputer browser on an experimental basis. Thidymowas superseded by Navio's NC
Navigator 3.0

Alternative Future Use

Before the Company made the decision not to cagstéthe value ascribed to in-process R&D, the misjevere evaluated individually to
determine if technological feasibility had beeniaghd and if there were any alternative future uSegsh evaluation consisted of a specific
review of the efforts, including the overall objees of the project, progress toward the objectiaasl uniqgueness of the development efforts.

The Acquired Companies' technical activities wameoentrated on the development of new product kedgé having specific commercial
objectives, and efforts were focused on translatiioge applied research findings and other sciemtifow-how into commercially viable
software products. In the case of Datalogix and ,;itB€ acquired R&D was related to software applicat using proprietary code and
routines designed specifically for the respectik@dpcts. Likewise, Navio was developing experimelmtiernet technologies for
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which no market existed at the time of the acquisitDue to their specialized nature, the in-prede&D projects had no alternative future
uses, either for re-deployment elsewhere in thénbas or in liquidation, in the event the projdeited.

Continuing Efforts

The Company expects that the remaining acquirgacess R&D will be successfully developed, howetlesre can be no assurance that
commercial viability of these projects will be aehéd. If these projects are not successfully dgezlpfuture revenue and profitability of the
Company may be adversely affected and the valtieeohtangible assets relating to the acquisitioay become impaired. Commercial
results will also be subject to uncertain marketrgs and risks that are beyond the Company's dpstrch as trends in technology,
government regulations, market size and growth,mnduct introduction or other actions by compesito

Other Income, net:

Fiscal Year 1999 Change F iscal Year 1998 Change Fiscal Year 1997
(inthousands) ------mememmmeem oo S e
Other Income, net....... $109,197 31% $83,619 * $20,542
Percentage of revenues.. 1.2% 1.2% 0.4%

*Not meaningful

In February 1999, Oracle Japan, a majority-owndxisiiary of the Company, issued and sold CommonkStoan initial public offering in
Japan. Subsequent to Oracle Japan's initial pafficing, the Company sold a portion of its exigtshares of Oracle Japan's Common Stock
and recorded a gain of $24,457,000 in fiscal 18@luding the effect of the sale of shares of Grdepan, other income was $84,740,00!
fiscal 1999. The Company still owns 84.59% of Ceatdpan. Other income in fiscal 1998 includes thmority interest's share of the otige
acquired research and development charge for NExiduding this credit of $25,726,000, other incoimefiscal 1998 was $57,893,000. The
increase in other income during fiscal 1999 as amexbto fiscal 1998 and fiscal 1998 as compardidt¢al 1997, excluding the effects of the
gain on sale of Oracle Japan's stock and the nyniaterest credit related to Navio, primarily reldo fluctuations in net interest income
related to changes in cash and investment balamzbmterest rates, as well as foreign exchangetred miscellaneous items. The Comp
also realized a gain of approximately $4,300,000ndufiscal 1998 related to the sale of certairusigies.

Provision for Income Taxes:

Fiscal Year 1999 Change F iscal Year 1998 Change Fiscal Year 1997
(in thousands) ------mmmmemeeen eeee- S e e

Provision for Income

TaxXeS...coovvverneenns $692,320 35% $514,124 11% $462,070
Percentage of revenues.. 7.8% 7.2% 8.1%

The Company's effective tax rates have historiddiffered from the federal statutory rate primablycause of tax credits, certain foreign <
corporation income that is not taxed, state tafk@ejgn income taxes provided at rates other tharfederal statutory rate, as well as foreign
losses that could not be utilized. See Note 10aiEblto Consolidated Financial Statements. Thetffetax rate was 35% in fiscal 1999,
35% in fiscal 1998 (excluding the effect of the aicgd research and development charges for thearf8Navio transactions, net of a credit
of $25,726,000 for minority interest) and 36% ischl 1997.

Net Income and Earnings Per Share:

Fiscal Year 1999 Change F iscal Year 1998 Change Fiscal Year 1997
(inthousands) ----m-memememeen oo S e
Net Income.............. $1,289,758 59% $813,695 (1%) $821,457
Percentage of revenues.. 14.6% 11.4% 14.5%
Earnings Per Share--Ba-
L] [ $ 0.89 62% $ 055 2% $ 0.56
Earnings Per Share--
Diluted................ $ 0.87 61% $ 054 -- $ 0.54
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Quarterly Results of Operations

The Company believes that quarterly revenues apdreses are affected by a number of seasonal fagtohsding the Company's sales
compensation plans. The Company believes that $essonal factors are common in the computer sadtimdustry. Such factors historica
have resulted in first quarter revenues in any eang lower than revenues in the immediately ptegmefourth quarter. The Company
expects this trend to repeat in the first quartdisoal 2000. In addition, the Company's Europeparations generally provide lower revenues
in the summer months because of the generally sgtleconomic activity in Europe during the summer.

The following table sets forth selected unauditadrterly information for the Company's last eightél quarters. The Company believes that
all necessary adjustments (which consisted ontyoofal recurring adjustments) have been includedéramounts stated below to present
fairly the results of such periods when read injeoction with the financial statements and relatetes included elsewhere herein.

Fiscal 1999 Quarter Ended
(in thousands, except per August 31 November 30 February 28 May 31
share data) = cemeemeem eemeeeee- e
Revenues.........c.cccccu... $1,749,110 $2,055,944 $2,078,919 $2,943,278
Operating income. $ 277,837 $ 382,067 $ 406,679 $ 806,299

Net income.................. $ 195,002 $ 274,076 $ 293,261 $ 527,420

Earnings per share--basic... $ 0.13$ 0.19 $ 020% 0.37

Earnings per share--

diluted.......ccccoueeee $ 013%$ 0.19 $ 020% 0.36

Shares outstanding--basic... 1,459,341 1,445,760 1,440,352 1,436,898

Shares outstanding--

diluted.........ccccueeene 1,483,724 1,474,905 1,495,461 1,482,809
Fiscal 1998 Quarter Ended

(in thousands, except per August 31 November 30 February 28 May 31

share data) = cmememeeem memeeeeee e

Revenues...........c........ $1,368,829 $1,613,727 $1,748,757 $2,412,553

Operating income............ $ 48,976 $ 272,006 $ 318,273 $ 604,944

Net income.................. $ 8,471% 187,324 $ 215,077 $ 402,822

Earnings per share--basic... $ 0.01$ 0.13 $ 015% 0.28

Earnings per share--diluted

() PO $ 001$ 0.12 $ 014 8% 0.27

Shares outstanding--basic... 1,468,928 1,473,737 1,462,421 1,460,511

Shares outstanding--dilut-

(=T FOTR 1,509,399 1,512,837 1,487,462 1,488,654

(1) Earnings per share--diluted before the efféthe charge for acquired in-process research amdldpment was $0.10 per share in the first
quarter of fiscal 1998.

Liquidity and Capital Resources

Fiscal Year Ended May 31,

1999 Change 1998 Change 1997
(inthousands)  emeeeeem e e
Working capital.............cco.c.... $2,400,851 31% $1,838,885 36% $1,348,957
Cash and cash investments.............. 2,812,311 34% 2,105,710 58% 1,329,527
Cash provided by operating activities.. 1,807,099 12% 1,614,579 57% 1,030,504
Cash used for investing activities..... 802,244 (13%) 922,521 19% 777,381
Cash used for financing activities..... 484,713 71% 282,846 395% 57,122

Working capital increased in fiscal 1999 and 1998rdhe corresponding prior year periods, due prilgnto increased cash flow from
operations, cash received from the initial pubffeiing of Oracle Japan, and the private placeméhiberate (See Note 7 of Notes to
Consolidated Financial Statements), partially dffse
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cash used for the repurchase of the Company's Con3tozk and cash used for other long-term invesotiyities.

The Company generated higher positive cash floars foperations in fiscal 1999 and 1998 over theesmronding prior year periods
(excluding the effect of the initial public offegrof Oracle Japan in fiscal 1999 and the chargem{process research and development in
fiscal 1998) due primarily to improved profitabit

Cash used for investing activities decreased 8afi$999 as compared to the corresponding priar yedod due to changes in the levels and
maturities of cash investments, cash generated tihersale of stock in Oracle Japan and the prplaigement of Liberate, net of a higher
level of cash used for acquisitions. Cash useéhfarsting activities increased in fiscal 1998 aspared to the corresponding prior year
period due to changes in the levels and matumidiessh investments. In each period, the Compargersmnificant investments in capital
expenditures. The Company expects to continueviesinin capital and other assets to support ite/tiro

The Company's Board of Directors has approveddparchase of up to 274,000,000 shares of Commak &tiaeduce the dilutive effect of
the Company's stock plans. Pursuant to this repsechrogram, the Company purchased 54,656,519%sbiattee Company's Common Stock
for approximately $1,086,953,000 in fiscal 1999,65B,159 shares of the Company's Common Stockpfaroaimately $489,823,000 in fisc
1998, 28,816,875 shares of the Company's Commark &to approximately $528,209,000 in fiscal 199d &9,763,271 shares of the
Company's Common Stock for approximately $313, 783 fxior to fiscal 1997. The Company used cash fimm operations and proceeds
from the issuance of Senior Notes in fiscal 199/ fmurchase the Company's Common Stock and totinvesrking capital and other assets
to support its growth.

During fiscal 1999 and fiscal 1998, the Companypas of its authorized stock repurchase prograntd, gut warrants and purchased call
options through private placements. As of May 399, the Company had a maximum potential obligatioger the put warrants to buy back
40,136,000 shares of its Common Stock for pricagirey from $11.17 to $19.39 per share for an aggeegrice of approximately
$648,887,000. The put warrants will expire fromyJL®99 through October 2000. As of May 31, 1998,@ompany had the right to purchase
up to a maximum of 20,068,000 shares of its ComBiock at prices ranging from $13.89 to $26.06 peres for an aggregate price of
approximately $416,393,000. The call options wilbiee at various dates through October 2000.

During fiscal 1997, the Company issued $150,000i0@72% Senior Notes due in the year 2004 an® $0®,000 in 6.91% Senior Notes
due in the year 2007. The Senior Notes are unsggaeeral obligations of the Company that rank anity with all other unsecured and
unsubordinated indebtedness of the Company thatmaytstanding.

During fiscal 1997, the Company sold 13,500,000rara@s, each of which entitles the holder to purelase share of Common Stock at prices
between $34.22 and $34.47. These warrants expM@ain2000 and the proceeds of $35,898,000 werdterkth stockholders' equity.

At May 31, 1999, the Company also had other outbtendebt of approximately $7,778,000, primarilttie form of other notes payable and
capital leases.

The Company had no significant commitments for dgixpenditures at May 31, 1999. The Company iaties that current cash balances,
as well as anticipated cash flows from operatiarnk be sufficient to meet its working capital andpital expenditure needs at least through
May 31, 2000.

Factors That May Affect Future Results and Market Rice of Stock

The Company operates in a rapidly changing envientrthat involves numerous risks, some of whichbangond the Company's control. T
following discussion highlights some of these risks

20



Revenue Growth and Economic Conditions. The revgmnoeth and profitability of the Company's busindspends on the overall demand
for computer software and services, particularlthie product segments in which the Company compBtzsause the Company's sales are
primarily to major corporate and government custayie Company's business also depends on gemambdmic and business conditions
softening of demand for computer software caused Wgakening of the economy may result in decreemsezhues or lower growth rates. In
particular, one of the challenges the Company naes to face in promoting future growth in licenseenues will be to refocus its marketing
and sales efforts in the CRM area of its applicegtibusiness where the market is growing more quitkin in the ERP area. There can be no
assurances that the Company will be able to effelgtibromote future license revenue growth in fiplecations business.

In October 1997, the American Institute of Certifitublic Accountants ("AICPA") issued StatemenPosition ("SOP") No. 97-2, "Software
Revenue Recognition" which superseded SOP No. SOP. No. 97-2 was effective for the Company's figear beginning June 1, 1998, as
amended by SOP No. 98-4 and SOP No. 98-9, anddas\guidance on applying generally accepted acicmuptinciples for software
revenue recognition transactions. Based on the @ogip interpretation of the requirements of SOPNe2, as amended, application of this
statement did not and is not expected to have arimbimpact on the Company's revenue. Howeveratoeunting profession continues to
review certain provisions of SOP No. 97-2, with digective of providing additional guidance on implenting its provisions. Depending
upon the outcome of these reviews and the issuairiogplementation guidelines and interpretatiohs, Company may be required to change
its revenue recognition policies and business westand such changes could have a material adeéfiect on the Company's business,
results of operations or financial position.

Competitive Environment. The computer software Btduis an intensely competitive industry with seldarge vendors that develop and
market databases, application development tootsnbss applications and business intelligence mtsdCertain of these vendors have
significantly more financial and technical resowrtiean the Company. The introduction of new contipetproducts into one or more of the
Company's various markets, the addition of newtionality into an existing competitive product dietacquisition by one of the Company's
competitors of a product could have a material esbseffect on the Company's business, resultserfatipns or financial position. In additic
new distribution methods (e.g., electronic channesl opportunities presented by the Internet dextrenic commerce have removed many
of the barriers to entry historically faced by shaald start-up companies in the software indugthe Company expects to face increasing
competition in the various markets in which it catgs.

Pricing. Intense competition in the various marketahich the Company competes may put pressutb@ompany to reduce prices on
certain products, particularly in the markets wheggain vendors offer deep discounts in an efforecapture or gain market share or to sell
other software or hardware products. In additibe,llundling of software products for promotionalgmses or as a long-term pricing strategy
or guarantees of product implementations by cegathe Company's competitors could have the effget time of significantly reducing the
prices that the Company can charge for its prod@itanges in the customer's use of the Comparghipts could also result in lower licer
revenues if the Company's pricing model is not sethp such usage. Shifts toward the use of opgratistems on which the Company
experiences relatively greater price competitionld@esult in lower average license prices, themgalgcing license revenues for the
Company. Additionally, while the distribution of gications through application service providersyrpeovide a new market for the
Company's products, these new distribution metlcod$d also reduce the price paid for the Compamgducts or adversely affect other s
of the Company's products. Any such price redustimmd resulting lower license revenues could havaterial adverse effect on the
Company's business, results of operations or fiahposition if the Company cannot offset theseg@rieductions with a corresponding
increase in sales volumes or lower spending.

Hiring and Retention of Employees. The Companytginaed growth and success depend to a signifiegieint on the continued service ol
senior management and other key employees andrthg bf new qualified employees. Competition faghiy-skilled business, product
development, technical and other personnel is begpmore intense due to lower overall unemploymetds, the boom in information
technology spending
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and private companies that can offer equity inestthat provide the potential of greater compémséan connection with an initial public
offering. Accordingly, the Company expects to exgeee increased compensation costs that may nuoffdet through either improved
productivity or higher prices. There can be no emstes that the Company will be successful in aoistisly recruiting new personnel and in
retaining existing personnel. In general, the Comypoes not have long-term employment or non- cditiqe agreements with its
employees. The loss of one or more key employedseo€ompany's inability to attract additional dfiedl employees or retain other
employees could have a material adverse effedi@cdntinued growth of the Company.

International Sales. A substantial portion of tr@pany's revenues is derived from internationa@ssahd is therefore subject to the related
risks, including the general economic conditionsach country, the overlap of different tax stroesy the difficulty of managing an
organization spread over various countries, chaimgesgulatory requirements, compliance with aetyrof foreign laws and regulations,
longer payment cycles and volatilities of excharages in certain countries. The Company experieadadge decline in revenue growth rates
in the Asia Pacific region during fiscal 1998 irrjpdue to the economic difficulties that occurrbtbughout this region. Although the
Company has experienced some recovery in revermwglgrates in the Asia Pacific region in fiscal 29¢here can be no assurances that the
economies in this region will recover in the nesant or that the Company's growth rates in this ggaiyjc region will return to previous

levels if the recovery occurs. There can be norasses that the Company will be able to succegsdtress each of these challenges in the
near term. Other risks associated with internatioparations include import and export licensinguieements, trade restrictions and changes
in tariff rates.

A significant portion of the Company's businessdsducted in currencies other than the U.S. dalthanges in the value of major foreign
currencies relative to the value of the U.S. ddldversely affected revenues and operating reisufiscal 1999 and 1998, particularly in Asia
Pacific and Latin America, and will continue to slmin fiscal 2000 if the U.S. dollar strengtherlatiee to foreign currencies.

Foreign currency transaction gains and lossesraraply related to sublicense fee and other agexambetween the Company and selling
distributors and subsidiaries. These gains aneétoase charged against earnings in the periodreaturhe Company has reduced its
transaction and translation gains and losses adedawith converting foreign currencies into U.8llats by using forward foreign exchange
contracts to hedge transaction and translation®xgs in major currencies. The Company finds itranfical to hedge all foreign currencies
in which it conducts business. As a result, the Gamy will continue to experience foreign curreneyng and losses.

Year 2000. This section is a Year 2000 Readinessl@iure pursuant to the Year 2000 InformationReddiness Disclosure Act of 1998.

The Company has established a program to addressifact of the year 2000 date transition on israfions globally. In 1997, the Comp:
established a year 2000 program office, and a GRlmgram Manager was appointed to coordinateiagigtrojects and to oversee
management and execution of the Company's pladdeas year 2000. The year 2000 program is spahbgréhe Chief Financial Officer;
the Senior Vice President, Global, IT/Data Cerded the General Counsel of the Company. This ekecsteering committee regularly
reviews progress with the Global Program Managetus is reported regularly to the Finance, Auditrnittee of the Company's Board of
Directors and the Product Development Managemenir@itiee.

State of Year 2000 Readiness. The Company belietas adopted standard industry practices in phegés internal operations for the year
2000 date change. The Company's year 2000 interadiness program covers several phases: takiegtony of hardware, software, and
embedded systems; assessing business and custdistaction risks associated with such systemsiticrg action plans to address known
risks; executing and monitoring action plans; aodtingency planning. Action plans generally conefsissessing the year 2000 readiness of
systems; repairing, replacing, or retiring systeéinas are not year 2000 ready, or retaining low-sig&tems; and testing repaired or replaced
systems. The readiness program encompasses infonnathnology
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hardware and software systems such as communisai@tems, desktop PCs, and custom-built softwaigrams, as well as systems with
embedded technology, such as power generatorsetatnpe controls, alarms, security systems, andgdes.

As part of the above year 2000 program, the Compaldyesses third-party vendors. Certain third-psetyices or products are critical to the
continued day-to-day operation of the Company udiclg telecommunications services, electric power ather utilities, and shipping
services. If such a vendor suffers a businessrugdon from the year 2000 date change, it coultseahe Company to also suffer a business
interruption. The Company has asked vendors tafgd#ne year 2000 readiness of the products amndces they supply, as well as their own
internal compliance programs. If the Company deieesithat a vendor's product will not be compliantthat the cost of a compliant soluti

is excessive, alternative solutions are developedddition, the Company monitors the year 2000 mitance status of third-party hardware
and software products and will implement any reggiyear 2000 patches or updates that those veissaesin the future.

The Company has substantially completed year 28@@imess preparations as of the end of June 1B88ugh the remediation of several
internal IT systems has been delayed until Septed®@9. Extensive testing will continue through®889. The status of the Company's
readiness efforts, as described above, is as fellowentory--substantially complete; risk assesgmaubstantially complete; readiness
assessment of systems--substantially completeirrepeeplacement--substantially completed as eféhd of June 1999, with exceptions
noted above; testing--substantially completed ab@fnd of June 1999, but expected to continuigirout calendar year 1999; contingency
planning--expected to be complete by the end ofe®elper 1999.

Costs of Addressing Year 2000 Issues. The Compaagritinually upgrading and improving its infornaaititechnology systems and faciliti
and the costs of addressing year 2000 issuestagrated into the budgets for each line of busineasd systems and facilities upgrade
activities. The Company therefore cannot providg estimate as to costs, if any, it has incurredddressing year 2000 issues above and
beyond those costs associated with its upgrade-garagn addition, the Company anticipates thatilitiwcur significant costs in connection
with its contingency planning, but such costs catmoestimated until the contingency plan is coneplelowever, the Company does not
believe that any such additional costs will haveaerial impact on its results of operations oafiicial position.

Risks Associated with Year 2000 Issues. A significamount of the demand the Company has experignaedent years for applications
software may have been generated by customeriegland upgrading applications in order to accomiate the year 2000 date change. In
addition, as the year 2000 approaches, customersima down computer software purchases as thegtdeviore time to preparing and
testing their systems for year 2000 readinessugersaluating and implementing new systems. Timessoftware industry and the Company
may experience a significant deceleration fromstineng annual growth rates historically experieniceithe applications software
marketplace.

The Company has designed and tested the most tuaesions of its products to be year 2000 compliBarther, the Company's Applicatic
division has successfully completed the Informafi@chnology Association of America's year 2000ifteation program. There can be no
assurances, however, that the Company's curredugt®do not contain undetected year 2000 def€btsmost reasonably likely worst case
scenarios caused by such a defect would includpah@l failure of a widely-sold Company produtat is of mission-critical importance to
the Company's customers. Such a scenario couldsexpe Company to litigation that could have a ntadverse impact on the Company.
Some commentators have stated that a significaotiahof litigation will arise out of year 2000 coligmce issues. However, because of the
unprecedented nature of such litigation, it is utaie to what extent the Company could be affetied.

Although the Company does not believe that it imidlur any material costs or experience materialigtions in its business associated with
preparing its internal systems for the year 2008ret can be no assurances that the Company wilixpatrience serious unanticipated negi
consequences caused by undetected year 2000 deféstgternal systems, including third partyteadre and hardware products. The most
reasonably likely
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worst case scenarios would include: (i) corruptibdata contained in the Company's internal infdramasystems, and (i) failure of

hardware, software, or other information technolsgstems, causing an interruption or failure ofmalrbusiness operations. Such a scenario
could have a material adverse impact on the Comgaraddition, there can be no assurances thattimepany will not experience serious
unanticipated negative consequences caused bgitheefof services provided by third parties, sastelectrical power, telecommunications
services, and shipping services. Due to the impdigiof knowing what failures generally will rekdrom the year 2000 date change
(particularly outside of countries such as the ebhiBtates where year 2000 remediation has progréssdurthest), and what effects such
failures could have on third party vendors, the @any is unable to assess the likelihood of a natadverse impact on its results of
operations, liquidity, or financial position duegoch year 2000 failures.

Contingency Planning. The Company is preparingrdaiegency plan to address failures caused by the 3@00 date change. The continge
plan will address, among other things, accesstéoredtive third party vendors for services and potsl such as shipping and manufacturing
materials, manual "work-arounds" for software aaddware failures, and substitution of hardware softivare systems, if necessary. The
Company is currently in the process of prepariaglan, and expects to complete the plan by theoéSeptember 1999. However, the
Company has already begun addressing potentiadgmected effects of the year 2000 date change,asipfanning for increased customer
support requests in late 1999 and early 2000. 8xisting activities and plans will be incorporatetb the contingency plan.

The Company anticipates that it will experiencégaificant increase in calls to customer suppoitaie 1999 and early 2000 from customers
seeking year 2000 product information; informatammigrating from older, noncompliant products ¢enpliant products; and assistance in
handling other year 2000 issues. The Company hadafged a program to enable it to handle the expecicrease in calls. The Company
does not expect that the costs of implementinggiogram will have a material adverse impact omessilts of operations.

Uneven Patterns of Quarterly Operating Results.tmmpany's revenues in general, and its licensentes in particular, are relatively
difficult to forecast and vary from quarter to gigardue to various factors, including the (i) relally long sales cycles for the Company's
products, (ii) size and timing of individual licenransactions, the closing of which tend to baykd by customers until the end of a fiscal
guarter as a negotiating tactic, (iii) introductimihnew products or product enhancements by thepaosnor its competitors, (iv) potential for
delay or deferral of customer implementations ef @ompany's software, (v) changes in customer hadge

(vi) seasonality of technology purchases and afle@eral economic conditions and (vii) reductionbudgets for new software, as customers
focus attention on remediation of year 2000 issAesordingly, the Company's quarterly results afecdlt to predict until the end of the
quarter, and delays in product delivery or closifgales near the end of a quarter have histoyicalised and could cause quarterly revenues
and net income to fall significantly short of aiptited levels.

The Company's license revenues in any quarterudnsantially dependent on orders booked and shipptitht quarter. Because the
Company's operating expenses are based on antidipatenue levels and because a high percentdge Gompany's expenses are relatively
fixed, a delay in the recognition of revenue fromem a limited number of license transactions c@aldse significant variations in operating
results from quarter to quarter and could causéncemme to fall significantly short of anticipatéxels.

Management of Growth. The Company has a historamifl growth. However, the Company has experiest@ding growth rates in a

number of areas, including consulting and educa@mices. The Company's future operating resultslepend on management's ability to
manage growth, continuously hire and retain sigaift numbers of qualified employees, accuratelgdast revenues and control expenses. A
decline in the growth rate of revenues without aegponding and timely slowdown in expense grovathid have a material adverse effect
the Company's business, results of operationsanfial position.
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Sales Force Restructuring and Vertical Markets. Chmpany historically has relied heavily on itsedirsales force. For the past several
years, the Company has restructured or made odpgstments to its sales force at least once a Jiéese changes have generally resultec
temporarily lack of focus and reduced productilayythe Company's sales force that may have affeeteghues in a quarter. There can be no
assurances that the Company will not continuegtruieture its sales force or that the related tti@nsissues associated with restructuring the
sales force will not recur.

Future Acquisitions. As part of its business sggtehe Company has made and expects to continmake acquisitions of, or significant
investments in, businesses that offer complememargucts, services and technologies. Any acqaisstor investments will be accompanied
by the risks commonly encountered in acquisitionsusinesses. Such risks include, among other shithg possibility that the Company p
much more than the acquired company or assetsath,the difficulty of assimilating the operatioasd personnel of the acquired
businesses, the potential disruption of the Comigamygoing business, the distraction of manageifnemt the Company's business, the
inability of management to maximize the financiatlsstrategic position of the Company, the mainteaaf uniform standards, controls,
procedures and policies and the impairment oficelahips with employees and clients as a reswngfintegration of new management
personnel. These factors could have a materialrad\effect on the Company's business, resultseraipns or financial position, particula

in the case of a larger acquisition. Considerapiaid for future acquisitions, if any, could be in therfoof cash, stock, rights to purchase s
or a combination thereof. Dilution to existing dtbolders and to earnings per share may resultinection with any such future acquisitic

New Products. The markets for the Company's predaret characterized by rapid technological advaimckardware and softwa
development, evolving standards in computer haréwsad software technology and frequent new prosrciductions and enhancements.
Product introductions and short product life cyalesessitate high levels of expenditures for rebeand development. To maintain its
competitive position, the Company must enhanceimpdove existing products and continue to introdnew products and new versions of
existing products that keep pace with technologiealelopments, satisfy increasingly sophisticatestamer requirements and achieve ma
acceptance. The Company's inability to port touoran new or increasingly popular operating systemshe Company's failure to
successfully enhance and improve its productstimely manner, and position and/or price its praducould have a material adverse effect
on the Company's business, results of operatiofinamcial position.

Significant undetected errors or delays in new potslor new versions of a product, especially eahea of CRM, may affect market
acceptance of the Company's products and coulddavaterial adverse effect on the Company's busimesults of operations or financial
position. If the Company were to experience delayhe commercialization and introduction of neweahanced products, if customers were
to experience significant problems with the implea¢ion and installation of products or if customesere dissatisfied with product
functionality or performance, this could have aeniat adverse effect on the Company's businessltsesf operations or financial position.

There can be no assurance that the Company's melugis will achieve significant market acceptanceiti generate significant revenue.
Additional products that the Company plans to diyear indirectly market in the future are in var®stages of development.

Relative Product Profitability. Certain of the Coamy's revenues are derived from products which, gercentage of revenues, currently
require a higher level of development, distributéomd support expenditures compared to certairsaftiter products. To the extent that
revenues generated from such products become tegpesicentage of the Company's total revenue<; timepany's operating margins may
adversely affected, unless the expenses assowiitteduch products decline as a percentage of tms&n

Long-term Investment Cycle. Developing and localigsoftware is expensive and the investment inygrodevelopment often involves a
long payback cycle. The Company's plans for itsafiyear ending May 31, 2000 include significaeistments in software research and
development and related product opportunities fwdmich significant revenues are not anticipatedstreral years.
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Uncertainty of Emerging Areas. The impact on thenBany of emerging areas such as the Internethenskrvices and electronic commerce
is uncertain. There can be no assurance that thp&uy will be able to provide a product offeringtthvill satisfy new customer demands in
these areas. In addition, standards for networtopots, as well as other industry adopted and di fstandards for the Internet, are evolving
rapidly. There can be no assurance that standacd®n by the Company will position its productsdmpete effectively for business
opportunities as they arise on the Internet andramerging areas.

New Business Areas. The Company has in recent ge@ended its technology into a number of new lassirareas to foster lc-term

growth, including application servers, Internetéélenic commerce, interactive media, lome business services and Internet computing. §
areas are relatively new to the Company's prodextidpment and sales and marketing personnel. Theamassurance that the Company
will compete effectively or will generate signifiterevenues in these new areas. The success giéhtmmputing and, in particular, the
Company's current Internet computing software petalis difficult to predict because Internet conipgirepresents a method of computing
that is new to the entire computer industry. Theceasful introduction of Internet computing to tharket will depend in large measure on (i)
the lower cost of ownership of Internet computiatative to client/server architecture, (ii) the@a$ use and administration relative to
client/server architecture, and (iii) how hardwarel software vendors choose to compete in thisehafkere can be no assurances that
sufficient numbers of vendors will undertake thagrmanitment, that the market will accept Internet poiting or that Internet computing will
generate significant revenues for the Company."Sew Products".

Enforcement of the Company's Intellectual PropRithts. The Company relies on a combination of cigpy, patent, trademark, trade
secrets, confidentiality procedures and contragitatedures to protect its intellectual properghts. Despite the Company's efforts to prc
its intellectual property rights, it may be possibdr unauthorized third parties to copy certairtipas of the Company's products or to rev
engineer or obtain and use technology or otherinédion that the Company regards as proprietargrd ban also be no assurances that the
Company's intellectual property rights would suevavlegal challenge to their validity or providgrsficant protection for the Company. In
addition, the laws of certain countries do not @cothe Company's proprietary rights to the santentyas do the laws of the United States.
Accordingly, there can be no assurance that thepaoswill be able to protect its proprietary teclugy against unauthorized third party
copying or use, which could adversely affect thenpany's competitive position.

Possibility of Infringement Claims. The Companyrfréime to time receives notices from third part&sming infringement by the
Company's products of third party patent and oiftetlectual property rights. The Company expebts software products will increasingly
be subject to such claims as the number of produatscompetitors in the Company's industry segngmats and the functionality of
products overlaps. In addition, the Company exptecteceive more patent infringement claims as corgs increasingly seek to patent their
software, especially in light of recent developnsdntthe law that extend the ability to patentwafie. Regardless of its merit, responding to
any such claim could be time-consuming, resultstly litigation and require the Company to entgoiroyalty and licensing agreements
which may not be offered or available on terms ptatde to the Company. If a successful claim is enaghinst the Company and the
Company fails to develop or license a substitutbrielogy, the Company's business, results of ojpesabr financial position could be
materially adversely affected.

Possible Volatility of Stock Price. The market priaf the Company's Common Stock has experiencadfisant fluctuations and may
continue to fluctuate significantly. The marketgeriof the Common Stock may be significantly affddig factors such as the announcement
of new products or product enhancements by the @agpr its competitors, technological innovationthg Company or its competitors,
quarterly variations in the Company's or its contpet’ results of operations, changes in pricehefCompany's or its competitors' products
and services, changes in revenue and revenue gratethfor the Company as a whole or for spec#éicgygaphic areas, business units,
products or product categories, changes in earmsgiates by market analysts, speculation in thespor analyst community and general
market conditions or market conditions specifipéuticular industries. The stock prices for mangnpanies in the technology sector have
experienced
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wide fluctuations which often have been unrelatetheir operating performance. Such fluctuationy emdversely affect the market price of
the Company's Common Stock.

ltem 7a. Quantitative and Qualitative Disclosures Aout Market Risk
Disclosures About Market Risk

Interest Rate Risk. The Company's exposure to mastefor changes in interest rates relates prigér the Company's investment portfo
The Company places its investments with high creaility issuers and, by policy, limits the amoahtredit exposure to any one issuer. As
stated in its policy, the Company is averse togpial loss and seeks to preserve its invested fopdisiting default risk, market risk, and
reinvestment risk.

The Company mitigates default risk by investingimy high credit quality securities that it belisvi® be low risk and by positioning its
portfolio to respond appropriately to a significaatluction in a credit rating of any investmentie&ssor guarantor. The portfolio includes only
marketable securities with active secondary orleasarkets to ensure portfolio liquidity.

The table below presents the principal amounttedlaveighted average interest rates and matufdrehe Company's investment portfolio.
Short- term and long-term investments are albadirate instruments. The principal amounts appnate fair value at May 31, 1999.

Table of Investment Securities:

Principal  Average
Amount Interest Rate
(inthousands) e

Cash and cash equivalents................c..c.... $1,785,715 3.82%

Short-term investments (0-1 years)................ 777,049 5.20%

Long-term investments (1-2 years)................. 249,547 5.32%
Total cash and investment securities............ $2,812,311

Foreign Currency Risk. The Company transacts basiievarious foreign currencies and the Compamsyelséablished a foreign currency
hedging program, utilizing foreign currency forwaxichange contracts (“forward contracts") to hexhigéain foreign currency transaction
exposures. Under this program, increases or dexs@éashe Company's foreign currency transactioa®tset by gains and losses on the
forward contracts, so as to mitigate the possybditforeign currency transaction gains and los$és. Company does not use forward
contracts for trading purposes. All foreign curngtr@nsactions and all outstanding forward congrace marked-to-market at the end of the
period with unrealized gains and losses includeattier income (expense). As the foreign currenagdactions are realized as cash flows
against the maturing forward contracts, the redlga&ns and losses are recorded in net income&asiponent of other income (expense).
Company's ultimate realized gain or loss with respe currency fluctuations will depend on the emgy exchange rates and other factors in
effect as the contracts mature. The unrealized (@@ss) on the outstanding forward contracts at I8lhy1999 was immaterial to the
Company's consolidated financial statements. Thagamy also hedges net assets of certain of iteatienal subsidiaries. The net gains on
equity hedges are recorded as a component of adateadwther comprehensive income (loss) in stoaérs! equity. See Note 1 in Notes to
Consolidated Financial Statements for further dismn. The Company's outstanding forward contraetsequity hedges as of May 31, 1999
are presented in the tables below. The tables pirése notional amounts (at contract exchange yates the weighted average contractual
foreign currency exchange rates. Notional weiglateztage exchange rates are quoted using marke¢tions where the currency is
expressed in currency units per U.S. dollar, ext@mphustralia, Ireland, New Zealand and the UKI éfithese forward contracts and equity
hedges mature in ninety days or less from May 9991
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Table of Forward Contracts:

Notional
Weighted Average
Functional Currency Not ional Amount Exchange Rate
Australian Dollar...........ccccceveene $ 2,399,635 0.65
Canadian Dollar............cccceeeeninns 41,864,891 1.47
Danish Krone...........ccoccuvveeenunnen. 7,071,036 7.07
EUrO..cociiiieee e 1 65,024,495 1.06
Irish Punt.......cccccooovnieeeninnn. 460,194 1.34
Japanese Yen........ccccvvveveneeeeennn. 10,222,160 120.45
New Zealand Dollar........................ 4,217,020 0.53
Norwegian Krone...........ccccoeeevennne 5,630,231 7.89
Singapore Dollar..........cccccvveveen. 2,503,202 1.72
Swedish Krona........ e 25,710,896 8.51
SWISS Franc.........ccoccveeeieiineenn. 12,697,780 1.50
Thai Baht.........cccccoviiieiiinn. 4,579,741 37.12
UK PouNd.......coocvvveiiiinieieinnes 1 17,857,813 1.59
Total..oooeieeiiieee $4 00,239,094
Table of Equity Hedges:
Notional
Weighted Average
Functional Currency Not ional Amount Exchange Rate
Hong Kong Dollars..........ccccceeeennee $ 10,303,304 7.76
JapaneseYen........... 30,588,835 117.69
Swedish Krona. 5,012,406 7.98
UK Pound.........ccovveiniiiieneniiies 4,890,600 1.63
Total...ooooeeeeieeee $ 50,795,145

Equity Price Risk. The Company, as part of its atited repurchase program, has sold put warrantgarchased call options through
private placements involving institutional investofhe put warrants, if exercised, would entitke iolder to sell one share of Common Stock
to the Company at a specified price. Similarly, ¢h# options entitle the Company to buy one studithe Company's Common Stock at a
specified price.

As of May 31, 1999, the Company had a maximum pikeobligation under the put warrants to buy bd6k136,000 shares of Common
Stock at prices ranging from $11.17 to $19.39 peare for an aggregate price of approximately $&mB@0. The put warrants will expire at
various dates through October 2000.

As of May 31, 1999, the Company had the right tcchase up to a maximum of 20,068,000 shares @fdtemon Stock at prices ranging
from $13.89 to $26.06 per share for an aggregate pf approximately $416,393,000. The call optiails expire at various dates through
October 2000.
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The table below presents the shares, the weighterage strike prices, the contract amount and stimated fair value of the put warrants .
call options at May 31, 1999.

19 99 2000 Estimated
Matu rity Maturity Fair Value
(in thousands, except per share data) - e e e
Put Warrants:

Shares......cocoveeiiiieicieeee 23 ,136 17,000

Weighted average stock price................ $1 4.07$ 19.02

Contract amount.............ccceeereeennne. $325 ,584 $323,303 $ 41,859
Call Options:

Shares......cocoveeiicieieeee 11 ,568 8,500

Weighted average stock price................ $1 7.30$ 25.44

Contract amount............cccceeeveeennne. $200 ,113 $216,280 $143,015

Item 8. Financial Statements and Supplementary Data
The response to this item is submitted as a sepseation of this Form 10- K. See Item 14.
Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure
None.
PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

The information regarding directors and executiffeeers required by Item 10 is incorporated by refeee from the Company's definitive
proxy statement for its annual stockholders' meetinbe held on October 18, 1999.

Item 11. Executive Compensation

The information required by Item 11 is incorporabgdreference from the Company's definitive protatesment for its annual stockholders'
meeting to be held on October 18, 1999. The inftionaspecified in Item 402 (k) and (I) of Regulati8-K and set forth in the Company's
definitive proxy statement for its annual stockleskl meeting to be held on October 18, 1999 isnuorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial @vners and Management

The information required by Item 12 is incorporabgdreference from the Company's definitive protatement for its annual stockholders'
meeting to be held on October 18, 1999.

Item 13. Certain Relationships and Related Transa&ns

The information required by Item 13 is incorporabgdreference from the Company's definitive protatement for its annual stockholders'
meeting to be held on October 18, 1999.

29



Item 14. Exhibits, Financial Statement Schedules @Reports on Form 8-K

PART IV

(@) 1. Financial Statements

The following financial statements are filed asaat pf this report:

All other schedules are omitted because they aresqaired or the required information is shownha financial statements or notes thereto.

(a) 3. Exhibits

The following exhibits are filed herewith or areamporated by reference to exhibits previouslydfidth the Commission. The Company
shall furnish copies of exhibits for a reasonabke fcovering the expense of furnishing copies) upguoest.

Report of Independent Public Accountants........
Consolidated Financial Statements:
Balance Sheets as of May 31, 1999 and 1998....
Statements of Operations for the years ended M
Statements of Stockholders' Equity for the yea
1998 and 1997......ccceevvieiiieiiieee
Statements of Cash Flows for the years ended M
Notes to Consolidated Financial Statements....

(a) 2. Financial Statement Schedules

The following financial statement schedule is filed

Il Valuation and Qualifying Accounts............

Exhibit
Number Exhibit Title

3.01(1) Registrant's Restated Certificate of Incor
March 11, 1987.

3.02(3) Certificate of Amendment of Certificate of
June 30, 1989.

3.03(1) Registrant's Bylaws, as adopted October 30

3.04(6) Amendment to Registrant's Bylaws, dated Ja

3.05(5) Amendment to Registrant's Bylaws, dated De

3.06(5) Certificate of Designation specifying the
Junior Participating Preferred Stock of Re
Secretary of State of Delaware on December

3.07(1) Specimen Certificate of Registrant's Commo

3.08(11) Certificate of Amendment of Certificate of
November 4, 1993.

3.09(13) Certificate of Amendment of Certificate of
January 13, 1995.

3.10(18) Certificate of Amendment of Certificate of
Company filed with the Delaware Secretary
1996.

3.11(14) Certificate of Amendment of Certificate of

Company filed with the Delaware Secretary
1996.
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Page

...................... 34

ay 31, 1999, 1998 and
...................... 35

rs ended May 31, 1999,
...................... 36

ay 31, 1999, 1998 and

as a part of this report:

Page

...................... 59

poration, as amended to

Incorporation, dated

, 1986.

nuary 13, 1989.
cember 3, 1990.
terms of the Series A
gistrant, filed with the
7, 1990.

n Stock.

Incorporation, dated

Incorporation, dated

Incorporation of the
of State on March 13,

Incorporation of the
of State on October 29,



Exhibit
Number Exhibit Title

4.01(15) Indenture between Oracle Corporation and
Trust Company of California, N.A., dated

4.02(16) Warrant Purchase Agreement between Oracl
Stanley & Co. Incorporated, as agent for
International Limited, dated May 7, 1997

4.03(16) Warrant Agreement between Oracle Corpora
N.A., dated May 12, 1997.

4.04(16) Warrant Certificate, dated May 12, 1997.

4.05(16) Warrant Purchase Agreement between Oracl
Goldman, Sachs & Co., dated May 14, 1997

4.06(16) Warrant Agreement between Oracle Corpora
N.A., dated May 19, 1997.

4.07(16) Warrant Certificate, dated May 19, 1997.

4.08(17)* Oracle Corporation 1993 Deferred Compens
and restated as of January 1, 1998.

4.09(18) Amended and Restated Preferred Shares Ri
March 31, 1998.

4.10(20) Amendment Number One to the Amended and
Rights Agreement, dated March 22, 1999.

10.01(2)* Registrant's Stock Option Plan (1985), a
related documents.

10.02(4)* 1990 Directors' Stock Option Plan, as ad
related documents.

10.03(7)* 1990 Executive Officers' Stock Option PI
15, 1990, and related documents.

10.04(8)* 1991 Long-Term Equity Incentive Plan, as

10.05(9)* Oracle Systems Corporation Employee Stoc
as adopted August 24, 1992.

10.06(10)* 1993 Directors' Stock Option Plan, as ad

10.07(12)* Amendment to 1993 Directors' Stock Optio
31, 1994.

10.08(16)* Amendment No 1 to 1991 Long-Term Equity
December 9, 1996.

10.09(19)* Amendment to the 1991 Long-Term Equity |
14, 1997.

10.10*  Amendment to the Employee Stock Purchase
21.01  Subsidiaries of the Registrant.
23.01  Consent of Arthur Andersen LLP.

27.01 Financial Data Schedule.

State Street Bank and
February 24, 1997.

e Corporation and Morgan

Morgan Stanley & Co.

tion and BankBoston,

e Corporation and

tion and BankBoston,

ation Plan, as amended
ghts Agreement, dated
Restated Preferred Shares
s amended to date, and
opted July 30, 1990, and
an, as adopted October

adopted July 31, 1991.

k Purchase Plan (1992),

opted May 24, 1993.

n Plan, as adopted May
Incentive Plan, dated
ncentive Plan, dated July

Plan (1992).

* Indicates management contract or compensatory @larrangement.

(1) Incorporated by reference to the Form S-1 Reggien Statement filed March 27, 1987, File No-1¥941.

(2) Incorporated by reference to the Form S-8 Regjisn Statement filed February 24, 1986, File Bi®-3536, as amended.
(3) Incorporated by reference to the Form 10-Kdfifugust 25, 1989.

(4) Incorporated by reference to the Form 10-Kdfiten August 27, 1990.

(5) Incorporated by reference to the Form 8-K filsdDecember 10, 1990.

(6) Incorporated by reference to the Form 10-Qift@ January 11, 1991.

(7) Incorporated by reference to the Form 10-Kdfite August 28, 1991.

(8) Incorporated by reference to the Form S-8 Regjien Statement filed December 23, 1991, File 38:44702.

31



(9) Incorporated by reference to the Form 10-Qlifie@ January 7, 1993.
(10) Incorporated by reference to the Form 10-&dfibn July 22, 1993.
(11) Incorporated by reference to the Form 10-&dfibn January 11, 1994.
(12) Incorporated by reference to the Form 10-&dfibn July 27, 1994.
(13) Incorporated by reference to the Form 10-Edfilugust 25, 1995.
(14) Incorporated by reference to the Form 10-&dfibn January 10, 1997.
(15) Incorporated by reference to the Form 10-&dfibn April 10, 1997.
(16) Incorporated by reference to the Form 10-&dfibn August 13, 1997.
(17) Incorporated by reference to the Form S-&Ifde December 10, 1997.
(18) Incorporated by reference to the Form 8-Aladion March 31, 1998.
(19) Incorporated by reference to the Form 10-&dfilluly 22, 1998.

(20) Incorporated by reference to the Form 8-Aladion March 22, 1999.

(b) Reports on Form 8-K
None.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Oracle Corporation:

We have audited the accompanying consolidated balsineets of Oracle Corporation, a Delaware cotiporgand subsidiaries as of May 31,
1999 and 1998, and the related consolidated statsroéoperations, stockholders' equity and cashdlfor each of the three years in the
period ended May 31, 1999. These financial statésreamd the schedule referred to below are the nsdipitity of the Company's
management. Our responsibility is to express aniopion these financial statements and schedukdbas our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenmthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Oracle Corporation i
subsidiaries as of May 31, 1999 and 1998, anddhelts of their operations and their cash flowsstach of the three years in the period er
May 31, 1999, in conformity with generally accepsatounting principles.

Our audits were made for the purpose of forminginion on the basic financial statements takea abole. The schedule listed under Item
14(a)2 is presented for purposes of complying wWithSecurities and Exchange Commission's rulessamot a part of the basic financial
statements. This schedule has been subjected &uttigng procedures applied in our audits of tasibfinancial statements and, in our
opinion, fairly states in all material respects financial data required to be set forth thereinglation to the basic financial statements taken
as a whole.

Arthur Andersen LLP

San Jose, California
June 15, 1999 (except with the respect to the msatdiecussed in Note 13, as to which date is Augu$999)
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ORACLE CORPORATION
CONSOLIDATED BALANCE SHEETS
As of May 31, 1999 and 1998
(in thousands, except share data)

May 31,
1999 1998
ASSETS
CURRENT ASSETS
Cash and cash equivalents........................ ... $1,785,715 $1,273,681
Short-term cash investments...................... ... 777,049 645,518
Trade receivables, net of allowance for doubtful
accounts of $217,096 in 1999 and $195,609 in 199 8... 2,238,204 1,857,480
Other receivables..........ccccoveveeeenennnn. ... 240,792 207,544
Prepaid and refundable income taxes.............. ... 299,670 260,624
Prepaid expenses and other current assets........ ... 105,844 78,203
Total current assets............coeeeevvvnnens .... 5,447,274 4,323,050
LONG-TERM CASH INVESTMENTS........ccceevvvieeene ... 249,547 186,511
PROPERTY, N€t....cveeeeiiiiiececciiiee e, ... 987,482 934,350
COMPUTER SOFTWARE DEVELOPMENT COSTS, net of accumul ated
amortization of $54,381 in 1999 and $37,473 in 199 8... 98,870 99,012
INTANGIBLE AND OTHER ASSETS.......cceeevivveeeenn. ... 476,481 276,088
Total asSets.......ccoeveevveeeirieeeiieens ... $7,259,654 $5,819,011
LIABILITIES AND STOCKHOLDERS' E QUITY
CURRENT LIABILITIES
Notes payable and current maturities of long-term
debt..i ... $ 3638 % 2924
Accounts payable ... 283,896 239,698
Income taxes payable............cccceevineenn. ... 277,700 181,354
Accrued compensation and related benefits........ ... 693,525 541,809
Customer advances and unearned revenues.......... ... 1,007,149 877,087
Value added tax and sales tax payable............ ... 128,774 119,600
Other accrued liabilities........................ ... 651,741 521,693
Total current liabilities...............c...... ... 3,046,423 2,484,165
LONG-TERM DEBT......ccveeiiivieeeeiiiieeesninns ... 304,140 304,337
OTHER LONG-TERM LIABILITIES........ccovvveeeennes ... 77,937 57,095

DEFERRED INCOME TAXES.......... 135,887 15,856
COMMITMENTS (Note 5).......cccoevvvrvenernnenne - -
STOCKHOLDERS' EQUITY

Preferred stock, $0.01 par value--authorized,

1,500,000 shares; outstanding: none............. -- -

Common stock, $0.01 par value, and additional pai din

capital--authorized, 3,000,000,000 shares;

outstanding: 1,431,133,665 shares in 1999 and

1,460,004,769 shares in 1998 1,475,763 976,275

Retained earnings.........ccccceveeeeeveniennnns ... 2,266,915 2,023,056

Accumulated other comprehensive income (loss).... ... (47,411) (41,773)
Total stockholders' equity.............cc...... ... 3,695,267 2,957,558
Total liabilities and stockholders' equity..... ... $7,259,654 $5,819,011

See notes to consolidated financial statements.
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ORACLE CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended May 31, 1999, 1998 and 1997
(in thousands, except per share data)

Year Ended May 31,

1999 1998 1997

REVENUES

Licenses and other............cc........ $3,688, 366 $3,193,490 $2,896,696
SEIVICES. ..cuvveiiiieiieeeieeeien 5,138, 886 3,950,376 2,787,640

Total revenues.........cccceeeeeeenne 8,827, 252 7,143,866 5,684,336
OPERATING EXPENSES

Sales and marketing...........ccccee.... 2,622, 379 2,371,306 1,970,394
Cost of services........ccccoevvveeenne 3,064, 148 2,273,607 1,550,466
Research and development................. 841, 406 719,143 555,476
General and administrative............... 426, 438 368,556 308,215
Acquired in-process research and

development...........occueeeennnnen. -- 167,054 36,800

Total operating expenses............... 6,954, 371 5,899,666 4,421,351

OPERATING INCOME...........ccouviieiiins 1,872, 881 1,244,200 1,262,985

OTHER INCOME (EXPENSE)

Interest income...........ccccoceeeee. 486 85,986 47,381
Interest expense... 424) (16,658) (6,806)
Other.......ccovvviiiii, 135 14,291 (20,033)

Total other income (expense)........... 109, 197 83,619 20,542

INCOME BEFORE PROVISION FOR INCOME TAXES... 1,982, 078 1,327,819 1,283,527
Provision for income taxes 320 514,124 462,070

758 $ 813,695 $ 821,457

BasiC......ccocvveeiiieeie e $ 0 89 $ 055% 056
Diluted..........cooovvviiiiiiieeees $ 0 87 % 054% 054
SHARES OUTSTANDING

BaSiC....oevieieeiiiiieiiiieieee 1,445, 588 1,466,399 1,476,296
Diluted..........coovvvriiiiiieeeenn 1,484, 225 1,499,588 1,513,943

See notes to consolidated financial statements.
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ORACLE CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
For the Years Ended May 31, 1999, 1998 and 1997

Common
Additional
Comprehensive Number of

Income Shares
BALANCES, May 31, 1996.. $ -- 1,475,608,
Common stock issued
under stock option
- 13,221,

°
)
5
o

|

Common stock issued

under stock purchase
plan........cccoccees -- 6,942,
Sale of warrants to

purchase stock......... -
Repurchase of common
StoCK...oooiiiiiiins -- (28,816,

Foreign currency

translation

adjustments............ (18,565)
Unrealized loss on

equity securities...... (6,324)
Net income.............. 821,457

Comprehensive income.... $ 796,568

BALANCES, May 31, 1997.. - 1,466,955,
Common stock issued

under stock option

plans........cccceeenn. - 12,553,

Common stock issued

under stock purchase

plan........cccoceees -- 8,164,

StOCK..eeeeiiiiienn - (27,669,

Foreign currency

translation

adjustments............ (29,325)
Unrealized gain on

equity securities...... 28
Equity adjustments

related to

acquisitions -

Net income.............. 813,695

Comprehensive income.... $ 784,398
BALANCES, May 31, 1998.. -- 1,460,004,
Common stock issued

under stock option

plans.......ccceeeenn. - 16,755,

Common stock issued

under stock purchase

plan........cccoceees -- 9,029,
Repurchase of common
StOCK..eeeeiiiiien - (54,656,
Effect of common stock
dividend............... --

Equity adjustments

related to subsidiaries
stock offerings ....... --
Tax benefits from stock

Foreign currency

translation

adjustments............ (5,614)
Unrealized loss on

equity securities...... (24)
Net income.............. 1,289,758

(in thousands, except share data)

Stock and
Paid in Capital Accumulated
---------------- Other
Retained Comprehensive
Amount  Earnings Income (Loss) Tot

279 $ 475,833 $1,382,203 $12,413 $1,87

398 46,013 - - 4
677 92,171 - - 9

~ 35808 - - 3

875) (10,719) (517,490) - (52
-- 56,822 - - 5

- - - (18565 (1

- - -~ (6324)

- -~ 821,457 - 82

479 $ 696,018 $1,686,170 $(12,476) $2,36

566 72,432 - - 7
883 131,860 - - 13
159) (16,280) (473,543) - (48

- 3,266  (3,266) -

—~ 41629 - - 4
- - ~  (29,325) (2
- - - 28

~ 47,350 - - 4
- -~ 813,695 - 81

769 $ 976,275 $2,023,056 $(41,773) $2,95

780 159,754 - - 15
635 146,668 - - 14
519) (45,859) (1,041,094) - (1,08

- 4,805  (4,805) -

~ 178120 - - 17
-~ 56,000 - - 5

- - ~  (5614)  (

- - - (24)

- ~ 1289758 - 1,28

2,171
5,898
8,209)

6,822

1,860

9,823)

1,629

9,325)

6,668

6,953)

8,120

6,000

5,614)

24
9,758



Comprehensive income.... $1,284,120

BALANCES, May 31, 1999.. 1,431,133,

See notes to consolidated financial statements.

665 $ 1,475,763 $ 2,266,915 $(47,411) $ 3,69
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ORACLE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended May 31, 1999, 1998 and 1997

(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net incCome........coccevvvvieerneneen. $ 1,289,
Adjustments to reconcile net income to
net cash provided by operating
activities:
Depreciation and amortization.......... 319,
Amortization of purchase price in
excess of net tangible assets
ACUIred......coovveeeeeiiieeee 55,
Write-off of acquired in-process
research and development..............
Provision for doubtful accounts........ 96,
Gain on sale of subsidiary stock....... (24,
Changes in assets and liabilities, net
of effects of acquisitions:
Increase in trade receivables.......... (486,
(Increase) decrease in prepaid and
refundable income taxes............... (39,
Increase in other current assets....... (62,
Increase in accounts payable........... 45,
Increase in income taxes payable....... 153,
Increase in customer advances and
unearned revenues..................... 134,
Increase in accrued compensation and
related benefits.........ccccoeeeee. 154,
Increase in value added tax and sales
tax payable.......cccccceeeeiininnns 10,
Increase in other accrued liabilities.. 136,
Increase in long-term liabilities...... 3,
Increase in deferred income taxes...... 20,

Net cash provided by operating
ACHVItIeS. ...vviii i 1,807,

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of cash investments........... (1,250,
Proceeds from maturities of cash
investments...........occoeeeeeeinnen.
Capital expenditures.................... (346,
Capitalization of computer software
development COStS.........ccueeeenneee (32,
Proceeds from sale of subsidiary stock.. 24,
Increase in intangible and other assets
net of cash acquired in acquisitions... (253,

Net cash used for investing activities... (802,

CASH FLOWS FROM FINANCING ACTIVITIES
Net borrowings under notes payable and
long-term debt...........ccoooneee.

Payment of capital leases...............

Proceeds from common stock issued....... 306,
Proceeds from subsidiaries' stock
Offerings........ccoeeeiviiiennnns 295,

Proceeds from sale of warrants..........
Repurchase of common stock

Net increase in cash and cash
equivalents.......cccccceveeeeeennnnne 512,
CASH AND CASH EQUIVALENTS

Beginning of year............ccccveee. 1,273,

End of year

SUPPLEMENTAL DISCLOSURE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Common stock dividend 4,

(8,

Year Ended May 31,

1998 1997

758 $ 813,695 $ 821,457

823 286,318 238,243
561 42,245 26,530
—- 167,054 36,800
989 106,915 92,635
457) - -

431) (464,994) (628,025)

683) 10,370 (102,864)

856) (52,301) (8,893)
098 58,680 16,807
376 12,640 78,050
317 292,323 175,657
465 159,127 108,699
076 2,534 22,505
703 123,832 144,330
993 33,055 2,287
367 23,086 6,286

501) (1,196,066) (524,313)

938 803,402 252,077
592) (328,358) (390,741)

855) (38,079) (28,064)
969 - -

203) (163,420) (86,340)

792 3,862 298,321
775)  (L,177) (1,316)
422 204,292 138,184
801 - -

- —- 35898

953) (489,823) (528,209)
713) (282,846) (57,122)
108) (25,693) (21,581)
034 383519 174,420
681 890,162 715,742

715 $1,273,681 $ 890,162

805 $

3,266 $ -




See notes to consolidated financial statements.
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ORACLE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
May 31, 1999

1.ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
Organization

Oracle develops, manufactures, markets and disgsbeomputer software products with a wide varddtyses, including database
management, application development, businesscapiplins and business intelligence. The Companydadfses consulting, education,
support and hosting services in support of itsausts' use of its software products.

Basis of Financial Statements

The consolidated financial statements include tu@ants of the Company and its subsidiaries. A#lrcompany transactions and balances
between the companies have been eliminated.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

Foreign Currency Translation

In general, the functional currency of a foreigrei@tion is deemed to be the local country's cugre@onsequently, assets and liabilities of
operations outside the United States are gendralhglated into United States dollars using curesgchange rates, and the effects of foreign
currency translation adjustments are included @m@ponent of stockholders' equity. At May 31, 1998 1998, accumulated foreign
currency translation losses were $47,416,000 atcB$3,000, respectively.

The Company hedges certain portions of its expasufereign currency fluctuations through a variefystrategies and financial instruments.
The primary hedging instruments are forward foragohange contracts. At May 31, 1999, the Compauy3##00,239,000 of forward forei
exchange contracts outstanding as hedges of imgraay accounts of certain of its international slibsies. An additional $50,795,000 of
forward contracts were outstanding as hedges adssatts of certain of its international subsidsariehe fair value of foreign currency
contracts is estimated based on the spot rateeofdtious hedged currencies as of the end of thiech&sains and losses associated with
currency rate changes on forward foreign exchaogé&acts used to hedge intercompany accounts emeded currently in income, as they
offset corresponding gains and losses on the foraigrency-denominated assets and liabilities bbeedged. Net foreign exchange
transaction losses and expenses were $5,466,006,26800 and $6,645,000 in fiscal 1999, 1998, &#87 lrespectively, and are included in
other income and expense. Net gains (losses) dtydwdges were ($979,000), $6,668,000 and $7,988 Dfiscal 1999, 1998 and 1997,
respectively. These net gains (losses) on equitgéewere recorded as a component of accumuldted @mprehensive income

(loss) in stockholders' equity.

As of May 31, 1999, the contract amount and thevaliue of outstanding foreign forward exchanget@mis were as follows:

Contract

Amount Fair Value
(inthousands)y e
Intercompany account hedges.............cc........ .... $400,239 $398,731
Equity hedges........coccoevvveviveeiiieeiinen, ... $50,795 $49,271

At May 31, 1999, maturities of the Company's forveoreign exchange and equity hedge contracts twaxklve months or less in term.
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Accounting for Derivative Instruments and Hedging Activities

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsldlo. 133, "Accounting for
Derivative Instruments and Hedging Activities." S&EMNo. 133 establishes accounting and reportinglatals requiring that every derivative
instrument be recorded on the balance sheet a eithasset or liability measured at its fair valteequires that changes in the derivative's
fair value be recognized currently in earnings sslgpecific hedge accounting criteria are met hata company must formally document,
designate and assess the effectiveness of tramsathiat receive hedge accounting. SFAS No. 188astive for fiscal years beginning after
June 15, 2000 and cannot be applied retroactiVélg.Company is currently evaluating this statemieuit, does not expect that it will have a
material effect on the Company's financial positomesults of operations.

Supplemental Statements of Cash Flows Data

The Company paid income taxes in the net amou$i642,007,000, $430,245,000 and $520,641,000, dackst expense in the amount of
$21,424,000, $16,653,000 and $843,000 during Hualfiyears ended 1999, 1998 and 1997, respectietyCompany purchased equipment
under capital leases in the amount of $536,0006 $1® and $946,000 in fiscal 1999, 1998 and 1985hectively.

Substantially all of the Company's cash and caslivatents at May 31, 1999 consisted of highly l@jirivestments in time deposits of major
world banks, commercial paper, money market muftuads and taxable municipal securities with orijmaturities or put options of 90 days
or less. The Company considers such investmertts tash equivalents for purposes of the statenoéetsh flows. Cash investments at N
31, 1999 primarily consisted of taxable municipdwities, commercial paper and U.S. Governmennh&g®aper with original maturities or
put options of 91 days or more. No individual intvesnt security equaled or exceeded 2% of totakgasse

Investments in Debt and Equity Securities

In accordance with SFAS No. 115 and based on tmep@ay's intentions regarding these instrumentsCtirapany has classified all
marketable debt securities and long-term debt invests as held-to-maturity and has accounted &getinvestments at amortized cost.

At May 31, 1999 and 1998, the amortized cost bagjgregate fair value and gross unrealized gaiddamses by major security type were as
follows:

Amortized Aggr egate Unrealized Unrealized
Cost Basis Fair Value Gains  Losses
(inthousands) s - e e
Fiscal 1999:
Debt securities issued by states
of the United States
and political subdivisions of

the states........cccccuenee. $ 201,130$ 1 99,990 $ 167 $(1,307)
Corporate debt securities........ 825,466 8 20,943 1,232 (5,755)
Total cash investments......... $1,026,596 $1,0 20,933 $1,399 $(7,062)
Fiscal 1998:

Debt securities issued by states
of the United States
and political subdivisions of

the states........cccccvenee. $ 275,985 % 2 73,613 $ 194 $(2,566)
Corporate debt securities........ 556,044 5 56,318 526 (252)
Total cash investments......... $ 832,029% 8 29,931 $ 720 $(2,818)
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The following represents the maturities of investteeén debt securities as of May 31:

Amortized Cost Basis

(inthousands) e

Due in 0-1year......c.ccccoevvviriiiriiieennenn ..$ 777,049 $ 645,518
Due in 1-2 years... 249,547 156,511
Duein 2-3years.......ccccoevevivvvivreennnennnn. . -- 30,000

Total...oooeiicii ..$1,026,596 $ 832,029

The Company has classified its marketable equityrities as available-for- sale (included in "Injéie and Other Assets" in the
accompanying consolidated balance sheets) anddextoet unrealized holding gains and losses irkbtiders' equity of $6,000 and $30,000
as of May 31, 1999 and 1998, respectively, whicheviecluded in "Accumulated Other Comprehensiveine (Loss)" in the accompanying
consolidated balance sheets.

Concentration of Credit Risk

Financial instruments which potentially subject @@mpany to concentrations of credit risk consishprily of cash investments and trade
receivables. The Company has cash investment @slibat limit investments to investment grade séesr The Company performs ongoing
credit evaluations of its customer's financial gosiand the risk with respect to trade receivaiddarther mitigated by the fact that the
Company's customer base is highly diversified.

Transfer of Financial Assets

The Company offers its customers the option to medts software and services through payment pitéimancing or leasing contracts. In
general, the Company transfers future paymentsrihdse contracts to financing institutions on a-necourse basis. The Company records
such transfers as sales of the related accourgs/adte when it is considered to have surrendeoadral of such receivables under the
provisions of SFAS No. 125, "Accounting for Transfand Servicing of Financial Assets and Extingmiehts of Liabilities."

Property

Property is stated at cost. Capital leases arededat the present value of the future minimunsdgaayments at the date of acquisition.
Depreciation is computed using the straight-linghod based on estimated useful lives of the asgath range from two to forty years.
Capital leases and leasehold improvements are magbver the estimated useful lives or lease teangappropriate.

In fiscal 1999, 1998 and 1997, the Company purchagproximately $590,000, $13,000 and $15,000 getgely, in computer equipment
and maintenance services from nCUBE Corporatianptincipal shareholder of which is Lawrence JisiH, Chief Executive Officer of the
Company, for a variety of internal development prmtduction purposes.

Software Development Costs

The Company capitalizes internally generated sofivd@velopment costs in compliance with SFAS No."86counting for the Costs of
Computer Software to be Sold, Leased or Otherwiagkbted." Capitalization
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of computer software development costs begins tipprestablishment of technological feasibility fioe product. Capitalized software
development costs amounted to $32,855,000, $3&00%nd $28,064,000 in fiscal 1999, 1998 and 18%pectively.

Amortization of capitalized computer software deyghent costs begins when the products are availabfgeneral release to customers, and
is computed on a product-by-product basis as teatgr of: (a) the ratio of current gross revenoesfproduct to the total of current and
anticipated future gross revenues for the prodarcfh) the straight-line method over the remairgstimated economic life of the product
(generally two years). Amortization amounted to $88,000, $38,035,000 and $28,156,000, for thalfigears ended May 31, 1999, 1998
and 1997, respectively, and is included in salesmaarketing expenses.

Deferred Revenues
Deferred revenues primarily relate to support agegs which have been paid for by customers poithé performance of those services.
Long-Term Debt

Based on the borrowing rates currently availabldnéoCompany for loans similar in terms and averagturities, the stated value of long-
term debt approximated market value at May 31, 1999

Revenue Recognition

In October 1997, the American Institute of Certifieublic Accountants ("AICPA") issued SOP No. 97Shftware Revenue Recognition”
which superseded SOP No. 91-1. SOP No. 97-2 wastedldy the Company in the fiscal year beginningeJi, 1998. SOP No. @ provide:
guidance on applying generally accepted accoumtimgiples for software revenue recognition tratisas. Based on the Company's
interpretation of the requirements of SOP No. 9d2amended, application of this statement hamatgrially impacted the Company's
revenues, results of operations or financial positi

The Company generates several types of revenugding the following:

License and Sublicense Fees. The Company's staaddrdser license agreement for the Company's preguovides for an initial fee to use
the product in perpetuity up to a maximum numbeus#rs. The Company also enters into other licagssement types, typically with major
end user customers, which allow for the use ofdbmpany's products, usually restricted by the nurobemployees, the number of users, or
the license term. Fees from licenses are recogrigedvenue upon contract execution, providechglnsent obligations have been met, fees
are fixed or determinable, and collection is prdbabees from licenses sold together with consylsiervices are generally recognized upon
shipment provided that the above criteria have lmeenhand payment of the license fees is not depgngmn the performance of the
consulting. In instances where the aforementiomieria have not been met and both the licensecandulting fees are recognized under the
percentage of completion method of contract acéognt

The Company receives sublicense fees from its ©raltilance partners (value- added resellers, hare\weoviders, systems integrators and
independent software vendors) based on the subksegranted by the reseller. Sublicense fees tiypama based on a percentage of the
Company's list price and are generally recognizethay are reported by the reseller. The Compaoyiges for sales returns based on
historical rates of return.
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Support Agreements. Support agreements generdlifpcshe Company to provide technical support anftware updates to customers.
Revenue on technical support and software updgitésris recognized ratably over the term of thgsupagreement and is included in
services revenue in the accompanying statemermpeayftions.

Consulting and Education Services. The Companyigesvconsulting and education services to its cnste. Revenue from such services is
generally recognized over the period during whighapplicable service is to be performed or omé@es-performed basis.

Accounting for Stock-Based Compensation

Effective June 1, 1996, the Company adopted thedasigre provisions of SFAS No. 123, "Accounting &ock-Based Compensation.” In
accordance with the provisions of SFAS No. 123,Gbenpany applies Accounting Principles Board Opir2é and related interpretations in
accounting for its employee stock option plans. Set 9 for a summary of the pro forma effects gported net income and earnings per
share for fiscal 1999, 1998 and 1997 based orathe@dlue of options and shares granted as presthly SFAS No. 123.

Income Taxes

Deferred income taxes are provided for timing défeces in recognizing certain income, expense egditdtems for financial reporting
purposes and tax reporting purposes. Such defarceche taxes primarily relate to the methods obaating for capitalized software
development costs, the timing of recognition ota@rrevenue items, the timing of the deductibitifycertain reserves and accruals for
income tax purposes and the timing of recognitibdieidends from subsidiaries.

Comprehensive Income

Statement of Financial Accounting Standards No, 1B@porting Comprehensive Income," requires corigzato report an additional
measure of income on the income statement or aierenew financial statement that shows the neasuare of income. Comprehensive
income includes foreign currency translation gaind losses and unrealized gains and losses oy asgaitrities that have been previously
excluded from net income and reflected insteaddokholders' equity.

2.PROPERTY
Property consists of:

Year Ended May 31,

1999 1998

(inthousands) e e
Computer equipment..........ccc.cccveeeeveeenne.. $ 967,784 $ 813,037
Buildings and improvements........................ 633,078 565,933
Furniture and fixtures...........ccccccooeuneeen. 303,377 255,625
Land....ccoveieiiie e 109,758 89,750
Automobiles...........cccoviiiii 9,450 8,983

Total.eeeiieeeecee e 2,023,447 1,733,328
Accumulated depreciation and amortization......... (1,035,965) (798,978)
Property, Net........cccceevveevieeiieeeiieeas $ 987,482 $ 934,350
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During fiscal 1994, the Company purchased $85,0Ii0 mortgage notes. These notes are the obligatblV Centrum Associates, a real
estate limited partnership, which owns two buildifgased by the Company at its headquarters $ieCbmpany also became a 74% limited
partner in IV Centrum Associates by making a cagibatribution of approximately $4,000,000. The Gmany has the right to leave the
partnership and to take full title to both buildéngithout making further capital contributions. &sesult of the original note purchases and
capital contribution, the Company capitalized tlve building leases, and the $89,100,000 in paymieene been classified as buildings and
improvements.

Additionally, during fiscal 1994, the Company eeiinto an arrangement whereby it leased an dfficeling adjacent to its headquarters
and concurrently acquired the land under the ugidind all outstanding mortgage notes for a tdt&P@,100,000. The Company has various
options to extend the lease and to purchase thdifgiat various times during the lease term. Assailt of the land and note purchases, the
Company has capitalized the building lease, an&222100,000 in payments have been classifiednasdad buildings and improvements.

In fiscal 1997, the Company became a 74% limitethea in 11l Centrum Associates Limited Partnerstapeal estate limited partnership
which owns one of the buildings leased by the Comid its headquarters site, by making a capitatrdaution of $2,500,000. Additionally,

in fiscal 1997, the Company loaned the partner$bip 400,000 in the form of a promissory note satiriea deed of trust which was used to
pay off a mortgage on a building owned by the gaghip. The Company has the right to leave thexpeship on January 1, 2000, and to take
title to the building without making further capitontributions. The Company continues to leasebthileling from the partnership. As a res

of the loan and capital contribution, the Compaay bapitalized the building lease, and the $6208@0in payments have been classified as
buildings and improvements.

Equipment under capital leases included in propartay 31, 1999 and 1998 was $27,615,000 and 82&)Q0, respectively. Accumulated
amortization of leased equipment at such datesh@213,000 and $27,285,000, respectively.

As of May 31, 1999, future minimum annual leaserpagts under capital leases together with theirgmegalue were:

Year Ended May 31,
.................. (in thousands)

2000.....cciiiii e $634
2001 e 129
2002 19
Total minimum lease payments.........ccoeeeeeeeee. L 782
Amount representing interest...........cceeeeeeee. (96)
Present value of minimum lease payments.......... ... $686

3.NOTES PAYABLE AND CURRENT MATURITIES OF LONG-TERNDEBT

At May 31, 1999 and 1998, the Company had unseahed-term borrowings from banks which were pagaisi demand in the amounts of
$3,092,000 and $2,282,000, respectively. The Comnplo had current maturities of long-term deb$946,000 and $642,000 at May 31,
1999 and 1998, respectively.
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41 ONG-TERM DEBT
Long-term debt consists of:
Year Ended May 31,
1999 1998
(inthousands) e e
SeNior NOES......cccveiieriiiieieee e .. $300,000 $ 300,000
4,000 4,047
686 932

. 304,686 304,979
(546) (642)

.. $ 304,140 $ 304,337

During fiscal 1997, the Company issued $150,000i0@72% Senior Notes due in the year 2004 an® $0®,000 in 6.91% Senior Notes
due in the year 2007. The Senior Notes are unsggaeeral obligations of the Company that rank parity with all other unsecured and
unsubordinated indebtedness of the Company thatmmaytstanding. Long-term debt (excluding the &eNbtes discussed above and the
lease payments related to capitalized lease oldigatiiscussed in Note 2) matures in the year eiiad31, 2002.

5.COMMITMENTS

In December 1996, the Company entered into a sge@nmaster lease facility which provides for thastruction or purchase of up to
$150,000,000 of property and improvements to beeédo the Company. In May 1998, this facility wasreased by $32,000,000 to a total of
$182,000,000. The Company's obligation to makeelgayments generally will begin at the end of thiestruction period. Rent will be
payable quarterly in arrears over a term of seweanrsy The Company's obligations under the leasi@yfarrently are collateralized by a
forward contract to sell 9,000,000 shares of then@any's Common Stock at $17.67 per share plustamtreubject to adjustments over tir
The forward contract has a stated maturity of Fatyrd 3, 2003. The buyer may complete the sale tnuaey 13, 2001 (or for a fifteen day
period thereafter) or in certain other circumstare® defined by the forward contract. The Compaay, rat its option, anytime during the
lease term substitute other collateral such as tte&sury securities. The Company may, at its opporrchase the leased properties during
term of the lease at approximately the amount edgeéiy the lessor to construct or purchase sugbepties. In the event that the Company
does not exercise its purchase option, the Compasygreed to guarantee that the properties wi#t haspecified residual value which will
be determined at the lease inception date for pamterty. As of May 31, 1999, approximately $159,000 of the master lease facility had
been utilized. As of May 31, 1999, the general teohthe $182,000,000 master lease facility calbfoesidual guarantee of the leased
property equal to 85% of its original cost. As ttet present value of the minimum lease paymentkjding this 85% residual guarantee, is
less than 90% of the fair value of the lease piyparthe inception of the lease, these leases bhewe classified as operating leases.
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As of May 31, 1999, future minimum annual leaserpagts of the master lease facility on completegeriies are as follows:

Year ended May 31,

Additional facilities and certain furniture and equ
operating leases. As of May 31, 1999, future minimu
(excluding the master lease facility discussed abov
related to capitalized facilities discussed in Note

Year ended May 31,

(in thousands)

$ 7,543
7,543
7,543
3,772

ipment are leased under
m annual lease payments
e and the lease payments
2) are as follows:

(in thousands)

2000 i e, $173,629
2001 . e, 143,640
2002, e 124,292
2003, e 96,622
2004 e, 66,017
Thereafter........cccccvvvvvviiiiiieneene. e, 245,862
Totaloiiiee e e, $850,062

Rent expense was $240,434,000, $206,108,000 ar4B8000, for fiscal years 1999, 1998 and 1997phsublease income of
approximately $3,963,000, $3,169,000 and $1,394 @&pectively.

Certain of the Company's lease agreements corgaéwal options providing for an extension of tresketerm. Generally, the renewal lease
rates range between 85% and 100% of the fair méglkse rates as determined at the end of thelilgitiae period.

6.ACQUISITIONS

On August 29, 1997, the Company acquired the shdr€SC for approximately $110,000,000 in cash #medconversion of outstanding TSC
options to options to purchase the Company's stdgla result of this conversion, the Company reedra credit to stockholders' equity of
approximately $8,967,000 related to the value efdtock options. The Company received an apprafgadrtain intangible assets which
indicated that $91,500,000 of the acquired intalegiissets consisted of in-process research andtbgevent ("R&D"). In the opinion of
management and the appraiser, the acquired ingsd®&D had not yet reached technological feasjtéitd had no alternative future uses.
Accordingly, the Company recorded a special chafd&1,500,000 in the first quarter of fiscal 1998e remaining intangible assets
acquired, with an assigned value of approximatdly, 00,000, were included in "Intangible and Othssets" in the accompanying
consolidated balance sheets, and are being antbdizs a five year period. Amortization expensagbroximately $9,000,000 and
$6,500,000 are included in the accompanying codatad statements of operations in fiscal 1999 &88 lrespectively.

On August 11, 1997, the Company completed the merfgés subsidiary, Liberate, and Navio, a deveb@nt stage company, in a stock for
stock exchange valued at approximately $77,000,806r the date of the merger,
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the Company owned approximately 60% of the entiith the remaining 40% owned by the minority intrghareholders. As of the
acquisition date, the Company's interest in theciased net assets of the combined entity was red@sl a credit to stockholders' equity in
amount of $46,076,000, with the balance recordediasrity interest. Subsequent to the acquisittbe,Company acquired stock directly
from certain of the minority shareholders whicht ofestock option exercise proceeds and the ammaviously recorded as minority interest,
was recorded as a debit to stockholders' equitiggramount of $7,693,000. The net balance of $3308® is included in the accompanying
consolidated statement of stockholders' equityaAssult of the merger and the above transacttbesCompany's interest in Liberate was
increased to 66%. The Company received an appuaisairtain intangible assets which indicated $w&,554,000 of the acquired intangible
assets consisted of in-process R&D. In the opiniomanagement and the appraiser, the acquiredoiceps R&D had not yet reached
technological feasibility and had no alternativiufe uses. Accordingly, the Company recorded aiapeltarge of $75,554,000 in the first
quarter of fiscal 1998. The remaining intangiblsets acquired, with an assigned value of approxiy&?,100,000, were included in
"Intangible and Other Assets" in the accompanyimgsclidated balance sheets, and are being amodizxd three year period. Amortizat
expense of approximately $700,000 and $500,000 imeheded in the accompanying consolidated statésngfinoperations in fiscal 1999 and
1998, respectively.

As of December 31, 1996, the Company had a minoritgstment in Datalogix of approximately 13.4%fdefive January 1, 1997, the
Company completed a merger transaction, by whiahqduired the remaining outstanding shares of Dgitafor approximately $82,000,000
in cash. The Company received an appraisal ofiodarteangible assets which indicated that $36,800,6f the acquired intangible assets
consisted of in-process R&D. In the opinion of mgeraent and the appraiser, the acquired in-proc&gshd not yet reached technological
feasibility and had no alternative future uses.@dmngly, the Company recorded a special chardk86{800,000 in the accompanying
consolidated statements of operations in fiscaf138e remaining intangible assets acquired, withssigned value of approximately
$20,000,000, were included in "Intangible and Othssets" in the accompanying consolidated balaheets and are being amortized over a
five year period. Amortization expense of approxieha$4,000,000, $4,000,000 and $1,700,000 weleded in the accompanying
consolidated statements of operations in fiscaBP12998 and 1997, respectively.

No pro forma financial statements for the periodsrgo the acquisitions have been provided dudbécamounts being immateri
7.SUBSIDIARY STOCK TRANSACTIONS

During November 1997, Oracle Corporation Japandt@rJapan"), a majority- owned subsidiary of tleenPany issued and sold 944,200
new shares of its Common Stock at approximately#tshare to a third party. As part of the stogicpase agreement, the third party was
given an option to put these shares to the Compathe event that an initial public offering didtrtake place before December 1999. The
price was equal to the purchase price plus inteasstiefined in the stock purchase agreement.rAsudt of the original put option, the
Company recorded the proceeds from the sale ascagaise to minority interest. In conjunction witle tinitial public offering of Oracle Japs
discussed in the following paragraph, the put epégrpired and the Company recorded a credit tkbtdders' equity in the amount of
$18,129,000, net of deferred taxes of $10,000,0&cting the increase in its share of the nett@ssf Oracle Japan related to the stock
offering.

In February 1999, Oracle Japan issued and sold46@ shares of Common Stock at approximately $&pare in an initial public offering
in Japan. In connection with this offering, Oragégan received cash proceeds of $248,811,000f isstuance costs of $13,833,000. The
Company's ownership interest in Oracle Japan whscesl from 90.78% to 84.94% following the issuaaicé sale of the aforementioned
shares. The
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Company recorded a credit to stockholders' equi$183,100,000, net of deferred taxes of $73,70D,8&flecting the increase in its share of
the net assets of Oracle Japan related to the eftering.

In February 1999, subsequent to the initial pubffering, the Company sold 250,000 of its existigres of Oracle Japan's Common Sto
approximately $99 per share. In connection witk #ale, the Company received cash proceeds of @80@0. The Company's ownership
interest in Oracle Japan was reduced from 84.9484 %69% following the sale of the aforementionedrsh. The Company recorded a gain
from this sale of $24,457,000 which is includeaiher income (expense) in the accompanying coreelitistatements of operations.

During April 1999, Liberate, a majority-owned sutiary of the Company, issued and sold 5,208,326 steaes of its preferred stock at
approximately $9.60 per share to third partiesetalte received cash proceeds of $46,990,000, netudnce costs of $3,010,000. The
Company's ownership interest in Liberate was reddicem 70.11% to 59.20% following the offering.danjunction with the private
placement of Liberate, the Company recorded a treditockholders' equity in the amount of $26,800, net of deferred taxes of
$17,611,000, reflecting the increase in its shatb®net assets of Liberate related to the stdieking. (See Note 13, Subsequent Events for
Further details).

8.EARNINGS PER SHARE

Basic earnings per share is calculated using thghtesl average number of shares outstanding dthimgeriod. Diluted earnings per share is
computed on the basis of the weighted average nuafligommon shares outstanding plus the dilutifeatfof outstanding stock options and
the employee stock purchase plan using the "trgadack” method.

On February 26, 1999, the Company effected a tflewo stock split in the form of a Common Stodkidend to stockholders of record as
of February 10, 1999. All per share data and numbECommon shares, where appropriate, have bémactvely adjusted to reflect the
stock split.

The following table sets forth the computation aiz and diluted earnings per share:

Year Ended May 31,

1 999 1998 1997
(in thousands, except per share data) e
Net inCome.......ccovvevivienieiiie $1,2 89,758 $ 813,695 $ 821,457
Weighted average shares outstanding........... 1,4 45,588 1,466,399 1,476,296
Dilutive effect of employee stock options and
stock purchase plan.........ccccceeeueee. 38,637 33,189 37,647
Diluted shares outstanding.................... 1,4 84,225 1,499,588 1,513,943
Basic earnings per share...........c.......... $ 0.89% 055% 0.56
Diluted earnings per share.................... $ 0.87% 054% 054

9.STOCKHOLDERS' EQUITY
Stock Option Plans

The Company's 1985 Stock Option Plan providedHerissuance of incentive stock options to emplopédéise Company and non-qualified
options to employees, directors, consultants addpgandent contractors of the Company. Under timester this plan, options were generally
granted at not less than fair market value,
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became exercisable as established by the Boarit@dtbrs (generally ratably over four to five ygaend generally expire ten years from the
date of grant. As of May 31, 1999, options to passhl,142,493 shares were outstanding and vesteaf. May 31, 1999, there were no
options for shares of Common Stock available fourk grant under this plan.

In fiscal 1991, the Company adopted both the 1988dibrs Stock Option Plan and the 1990 Execultiffee€s Stock Option Plan which
provide for the issuance of non-qualified stockiam to directors and non-qualified or incentivecktoptions to executive officers of the
Company, respectively. Under the terms of thesesplaptions to purchase up to 21,667,500 shar€swimon Stock were reserved for
issuance, generally are granted at not less thaméaket value, become exercisable as establibijzede Board of Directors (generally rata
over four years), and generally expire ten yeanhfthe date of grant. As of May 31, 1999, optianpurchase 985,536 shares of Common
Stock were outstanding and vested. Options forh8 shares were available for future grant utitese plans at May 31, 1999.

In fiscal 1992, the Company adopted the 1991 LemmtEquity Incentive Plan which provides for theuignce of non-qualified stock options
and incentive stock options, as well as stock pasehrights, stock appreciation rights (in connectiith options), and long-term performance
awards to eligible employees, officers, directotovare also employees or consultants, and advisahe Company. Under the terms of this
plan, options to purchase 50,625,000 shares of GonBtock were reserved for issuance, generallgreted at not less than fair market
value, become exercisable as established by thelBddirectors (generally ratably over four yeaem)d generally expire ten years from the
date of grant. An additional 40,500,000 sharesah@on Stock were reserved for issuance under #reipleach of fiscal 1994 and fiscal
1996. In fiscal 1999 and fiscal 1997, an additiof&000,000 and 76,500,000 shares of Common Stec keserved for issuance under the
plan, respectively. As of May 31, 1999, optiongtwchase 116,590,054 shares of Common Stock wéstaading, of which 48,005,454
shares were vested. Options for 113,827,143 shaesavailable for future grant under the plan ayM1, 1999. To date, the Company has
not issued any stock purchase rights, stock apgrenirights or long-term performance awards utidisrplan.

In fiscal 1993, the Company's Board of Directorsdd the 1993 Directors Stock Option Plan (the3LBirectors Plan") which provides f
the issuance of non-qualified stock options toidetslirectors. Under the terms of this plan, ogtitmpurchase 5,062,500 shares of Common
Stock were reserved for issuance, are grantedtdsothan fair market value, become exercisaide four years, and expire ten years from
the date of grant. Under the terms of the 1993dbams Plan, all grants of options to purchase shaf¢he Company's Common Stock are
automatic and nondiscretionary. Each individual wkoomes an outside director shall automaticallgrbated options to purchase 75,000
shares. The 1993 Directors Plan also providesubsequent stock option grants. On May 31 of eaal, ywach outside director will be
granted options to purchase 27,000 shares of thgp@oy's Common Stock, provided that on such datetitside director has served on the
Company's Board of Directors for at least six menth addition, in lieu of the grant of an optianpgurchase 27,000 shares of Common S
each outside director who has served as the Chaiainthe Executive or Finance and Audit Committéthe Company's Board of Directors
will be granted options to purchase 60,000 shafr@ommon Stock on May 31 of each year, provided tiw outside director has served as a
Chairman of any such committee for at least one.yeaddition, an outside director who is the Cimgin of the Compensation Committee of
the Company's Board of Directors and who has seonetie Compensation Committee for at least one, yalh be granted options to
purchase 37,500 shares of Common Stock on May 8aaif year beginning May 31, 1998. As of May 3B9 ®ptions to purchase
1,377,422 shares of Common Stock were outstandinghich 691,919 were vested. Options for 2,998 8ddres were available for future
grant under this plan at May 31, 1999.
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In December 1997, the Company reduced the exqudise of approximately 20% of the outstanding Comrdock options held by the
Company's employees to the fair market value pareshs of the date of the reduction in price. Then@any repriced these employee stock
options in an effort to retain employees at a timmen a significant percentage of employee stoclonpthad exercise prices that were above

fair market value. The Company believes that stigtions are a valuable tool in compensating aralimiely employees. Executive officers
and directors were excluded from this repricing.

The following table summarizes stock option plativity:

Share s Under Weighted Average
Op tion  Exercise Price
Balance, May 31, 1996.........ccccceeeennn. 90,4 90,335 $7.13
Granted........cccoevcvereiiiiieee s 25,7 48,127 17.13
Exercised.... .. (13,2 21,398) 3.61
Canceled.........cccccoeviiiiiiinninnnnn. 4,8 50,043) 11.11
Balance, May 31, 1997.....cccccccceveeennnn. 98,1 67,021 $10.00
Granted.........ccceeeeeeeinnn. 46,7 74,301 19.81
Exercised.... ... (12,5 53,566) 5.77
Canceled........c.cceevveiniiiiiieenns (28,6 93,824) 22.22
Balance, May 31, 1998..........c.ccceeenneee. 103,6 93,932 $11.55
Granted.........cccevcereennn. 42,0 03,358 17.88
Exercised.... ... (16,7 55,780) 9.35
Canceled........cccccevvvveeeeiiiiiienns (8,8 46,005) 15.32
Balance, May 31, 1999.........cccccceeennen. 120,0 95,505 $13.80

As of May 31, 1999, the Company had reserved 2423B3 shares of Common Stock for the exercise b The range of exercise prices

for options outstanding at May 31, 1999 was $004%39.71. The range of exercise prices for optisihie primarily to the fluctuating price
of the Company's stock over the period of the grant

The following table summarizes information abowick&toptions outstanding at May 31, 1999:

Weighted Weighted Average
Number Average Weighted Number  Exercise Price of
Range of Outstanding Remaining Average Exercisable  Exercisable

Exercise Price as of 5/31/99 Contractual Life Exe rcise Price as of 5/31/99  Options
$0.47-$1.96 12,485,052 2.45 $1.13 11,877,536 $1.09
$2.04-$9.48 12,946,938 4.74 $6.79 12,904,912 $6.79
$9.52-$14.75 12,461,089 6.86 $12.18 6,851,252 $10.96
$14.78-$15.06 8,722,704 6.69 $14.96 6,138,387 $14.96
$15.08-$15.17 17,327,607 7.92 $15.16 3,599,148 $15.17
$15.28-$15.28 5,393,292 6.75 $15.28 2,386,491 $15.28
$15.75-$16.29 15,384,810 9.03 $16.24 177,574 $16.00
$16.33-$16.71 12,966,466 9.06 $16.46 48,763 $16.64
$16.72-$16.94 2,622,742 7.98 $16.85 703,440 $16.93
$17.04-$39.71 19,784,805 8.36 $21.17 6,137,899 $18.46
$0.47-$39.71 120,095,505 7.09 $13.80 50,825,402 $9.58
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Stock Purchase Plan

In October 1987, the Company adopted an EmployeekRurchase Plan (the "1987 Purchase Plan") asidved 81,000,000 shares of
Common Stock for issuance thereunder. In Septed %2, the plan was amended to reserve an addittgsal,250 shares of Common
Stock. The 1987 Purchase Plan was terminated oer®@bpr 30, 1992 and the remaining shares becanilatdgegor issuance under the 1992
Purchase Plan.

In August 1992, the Company adopted the Employeekurchase Plan (1992) (the "Employee Stock RgeRlan™) and reserved
20,250,000 shares of Common Stock for issuanceuheer. An additional 20,250,000, 15,750,000 an@Gth000 shares of Common Stock
were reserved for issuance under the plan in fi@ad, fiscal 1997 and fiscal 1999 respectivelydéhthe stock purchase plan, the
Company's employees may purchase shares of Comtock & a price per share that is 85% of the lesk#re fair market value as of the
beginning or the end of the semi-annual optionquerThrough May 31, 1999, 50,991,049 shares had isseed and 50,258,951 shares were
reserved for future issuances under this plan.

During fiscal 1999, 1998 and 1997, the Companyeds®,029,635, 8,164,883 and 6,942,677 shares,atdsgdg, under the Employee Stock
Purchase Plan. If the Company had elected to réoegime compensation cost based on the fair vdltteecemployee's purchase rights, the
cost would have been estimated using the Blacki8shoodel, with the following assumptions for eatlhe two six-month periods in fiscal
1999, 1998 and 1997: (i) dividend yield of zerogaet for all periods, (ii) expected life of onefhgar for all periods,

(iiif) expected volatility of 48%, 39% and 37.5% &(in) risk-free interest rates within a range of%-5.5%. The weighted-average fair value
of each purchase right granted in fiscal 1999, 18881997 was $6.40, $6.23 and $4.23 per shapeaigely.

Shareholder Rights Plan

On December 3, 1990, the Board of Directors adoat8tiareholder Rights Plan. The Shareholder RRjats was amended and restated on
March 31, 1998 and amended on March 22, 1999. Bats$a the Shareholder Rights Plan, the Companyililised Preferred Stock Purchase
Rights as a dividend at the rate of one Right &mheshare of the Company's Common Stock held lzkistdders of record as of December
31, 1990. The Board of Directors also authorizedissuance of Rights for each share of Common Sssded after the record date, until the
occurrence of certain specified events. The Sh#deh&ights Plan was adopted to provide protediiostockholders in the event of an
unsolicited attempt to acquire the Company. Assaltef a stock split effected by the Company, estidre of Common Stock now has
associated with it two-thirds of a right.

The Rights are not exercisable until the earligfi)aien days (or such later date as may be detexunby the Board of Directors) following an
announcement that a person or group has acquiregfibi@l ownership of 15% of the Company's Commuock or (ii) ten days (or such later
date as may be determined by the Board of Directoliewing the announcement of a tender offer vahigould result in a person or group
obtaining beneficial ownership of 15% or more af ompany's outstanding Common Stock, subjectrtaineexceptions (the earlier of such
dates being called the "Distribution Date.") Th@lRs are initially exercisable for one-six thousaegien hundred fiftieth of a share of the
Company's Series A Junior Participating PreferrediSat a price of $125 per one-six thousand séverred fiftieth of a share, subject to
adjustment. However, if (i) after the Distributibate the Company is acquired in certain typesasfdactions, or (ii) any person or group
(with certain exceptions) acquires beneficial ovghgy of 15% of the Company's Common Stock, theddrsl of Rights (other than the 15%
holder) will be entitled to receive upon exerci$¢he Right, Common Stock of the Company (or in¢hse of acquisition of the Company,
Common Stock of the acquirer) having a market valusvo times the exercise price of the Right.
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The Company is entitled to redeem the Rights, ®0&148 per Right, at the discretion of the BodrBicectors, until certain specified times.
The Company may also require the exchange of Rightsrate of one and one-half shares of CommeockStor each Right, under certain
circumstances. The Company also has the abiligrtend the Rights, subject to certain limitations.

Stock Repurchases

The Company's Board of Directors has approveddparchase of up to 274,000,000 shares of Commark &taeduce the dilutive effect of
the Company's stock plans. Pursuant to this repsecprogram, the Company purchased 54,656,519%sbiattee Company's Common Stock
for approximately $1,086,953,000 in fiscal 1999,65B,159 shares of the Company's Common Stockpfaroaimately $489,823,000 in fisc
1998, 28,816,875 shares of the Company's Commark &to approximately $528,209,000 in fiscal 1990 49,763,271 shares of the
Company's Common Stock for approximately $313, 8B frior to fiscal 1997. The Company used cash flmm operations and proceeds
from the issuance of Senior Notes in fiscal 199/fmurchase the Company's Common Stock and totinvesrking capital and other assets
to support its growth.

Stock Warrants

During fiscal 1997, the Company sold 13,500,000rara@s, each of which entitles the holder to purerase share of Common Stock at prices
between $34.22 and $34.47. These warrants expM@ain2000 and the proceeds of $35,898,000 werdterkth stockholders' equity.

During fiscal 1999 and fiscal 1998, the Companypas of its authorized stock repurchase progranhd, gut warrants and purchased call
options through private placements. As of May 399, the Company has a maximum potential obligatiwher the put warrants to buy back
40,136,000 shares of its Common Stock for pricagirey from $11.17 to $19.39 per share for an aggeegrice of approximately
$648,887,000. The put warrants will expire fromyJL®99 through October 2000. As of May 31, 1998,@ompany had the right to purchase
up to a maximum of 20,068,000 shares of its ComBiock at prices ranging from $13.89 to $26.06 pere for an aggregate price of
approximately $416,392,000. The call options wilbiee from July 1999 through October 2000.

Accounting for Stock-Based Compensation

Pro forma information regarding net income and ie@sper share is required by SFAS No. 123. TH@rimation is required to be determir
as if the Company had accounted for its employeekgburchase plan and employee stock options giantesequent to May 31, 1996 under
the fair value method of that statement.

The fair value of options granted for fiscal yeansling May 31, 1999, 1998 and 1997 reported beksween estimated at the date of grant
using a Black- Scholes option pricing model with tbllowing weighted average assumptions:

Y ear Ended May 31,
Employee Stock Options 1999 1998 1997
Expected life from vest date (in years):

Employees........ccccocvvviiieieennnnnnn. 0 59 045 041
Officers and Directors..........c......... 0.66-6 .17 0.43-6.14 0.43-6.14
Risk-free interest rates.................... 4.5-5 .7% 5.6-6.6% 5.6-6.8%
Volatility.......cocooveeeiiiriiieennn. 48 0% 39.0% 37.5%

Dividend yield............cccoeveininnnns -- -- --
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The Black-Scholes option valuation model was dgwetibfor use in estimating the fair value of tradptions that have no vesting restrictions
and are fully transferable. In addition, optionuatlon models require the input of highly subjeetissumptions, including the expected stock
price volatility. The Company's options have cheggstics significantly different from those of éied options, and changes in the subjective
input assumptions can materially affect the falugaestimate. Based upon the above assumptiongeigited average fair value of emplo
stock options granted during fiscal 1999, 1998 B8@l7 was $6.91, $6.21 and $7.73 per share, resphbcti

For purposes of pro forma disclosures, the estidnfatie value of the options is amortized over tipians' vesting period. Had the Company's
stock option and stock purchase plan been accotimteshder SFAS No. 123, net income and earningsipare would have been reduced to
the following pro forma amounts:

Year Ended May 31,

19 99 1998 1997
(in thousands, except per share data)  -----  eemem e e
Net income:
AS reported.........ccceeveeeireeeeinnenns $1,28 9,758 $813,695 $821,457
Pro forma.......cccoooeeiiiiiienn. $1,09 5,969 $656,711 $737,288
Earnings per share:
- o $ 0.89% 0.55% 0.56
Diluted........cooevvvieniiiiieeen, $ 0.87% 054% 054
Proforma basic.........ccccoceeeiiinennn. $ 0.76 $ 0.45% 0.50
Proforma diluted..............ccccceueee. $ 0.74% 0.44% 0.49

The effects of applying SFAS No. 123 on pro fornsxldsures of net income and earnings per sharsfmal 1999, 1998 and 1997 are not
likely to be representative of the pro forma eféemt net income and earnings per share in futuaesyfer the following reasons: i) the num
of future shares to be issued under these plamst isnown, ii) the effect of an additional yearvefsting on options granted in prior years is
not considered in the assumptions as of May 319 B@#l iii) the assumptions used to determine thesédue can vary significantly.

10.INCOME TAXES

The following is a geographical breakdown of ther@any's income before taxes:

Y ear Ended May 31,
1999 1998 1997
(inthousands)  eeeeee e e
DOMESLIC. ...eevierieiieieeieeiee $1,301,7 12$ 799,814 $ 952,131
Foreign.......ccceevvveeicieeee 680,3 66 528,005 331,396
Total oo $1,982,0 78 $1,327,819 $1,283,527
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The components of the provision for income taxes388 and 1997 have been revised to include intiema withholding tax and related US

credits on a gross basis rather than on a net.Jdsésprovision for income taxes consists of tHefang:

The provision for income taxes differs from the amibcomputed by applying the federal statutory tatdne Company's income before taxes

Y ear Ended May 31,
(in thousands) 199 9 1998 1997
Current payable:
Federal.......ccccoooiiiiiiiiice $306, 558 $230,421 $271,910
State...ooeeeiiee e 96, 161 54,035 55,387
Foreign......ccccceveeeeeeeiisicis 287, 321 179,206 216,146
Total current........cocoeeeieeennee. 690, 040 463,662 543,443

Deferred payable (prepaid):

Federal 468 45,116 (53,480)
State....... 700) (9,369) (11,136)
Foreign 488) 14,715 (16,757)
Total deferred..........ccccvvveveneens 2, 280 50,462 (81,373)
Total oo $692, 320 $514,124 $462,070

as follows:
Ye ar Ended May 31,
(in thousands) 1999 1998 1997
Tax provision at statutory rate............ $693,7 27 $464,737 $449,234

State tax expense, net of federal benefit.. 42,5
Nondeductible write-off of acquired in-
process research and development.......... -
Other, net.......cccccvvvveveiiieneenenn, (43,9

53

89 34,367 31,632

- 49,274 10,405
96) (34,254) (29,201)

20 $514,124 $462,070
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The components of the deferred tax assets anditiiedias reflected on the balance sheet, conét$te following:

Ye ar Ended May 31,
1999 1998 1997
(inthousands) - e e
Deferred tax liabilities:
Capitalized software development costs.... $ (39, 794) $(38,051) $(40,506)
Subsidiaries' stock offerings............. (98, 547) - --
Foreign earnings deemed repatriated....... (23, 640) (10,787)
Other......ooviiiiiicicn - - (793)
Total deferred tax liabilities.......... (161, 981) (48,838) (41,299)
Deferred tax assets:
Reserves and accruals..................... 182, 311 117,705 101,444
Differences in timing of revenue recogni-
HON. et 59, 264 77,335 104,561
Foreign earnings deemed repatriated....... -- 25,400
Net operating loss carryovers............. , 559 16,173 24,935
Depreciation and amortization... , 682 55,550 65,368
Deferred cost sharing gain................ , 692 30,412 -
Employee compensation and benefits........ 59, 720 35,602 27,476
Other tax assets...........occveeeeennns 24, 745 6,894 14,640
Total deferred tax assets............... 449, 973 339,671 363,824
Valuation allowance....................... (14, 730) (6,986) (8,784)
NEt .o $ 273 262 $283,847 $313,741
Recorded as:
Prepaid and refundable income taxes....... $ 299, 670 $260,624 $274,366
Deferred income taxes...........cccocuuees (135, 887) (15,856) (7,402)
Other assets........ccoceveerivveeennns 109, 479 39,079 46,777
$ 273, 262 $283,847 $313,741

The Company provides U.S. income taxes on the mgsrof foreign subsidiaries unless they are constipermanently invested outside the
U.S. As of May 31, 1999, the cumulative amountarf¥ngs upon which U.S. income taxes have not peevided are approximately
$686,596,000. At May 31, 1999, the unrecognizeemed tax liability for these earnings is approxieia$119,639,000.

Certain foreign subsidiaries of the Company haweperating loss carryforwards at May 31, 199%ling approximately $98,807,000,
which may be used to offset future taxable incoffmse carryforwards expire at various dates; $308® in 2002, $14,001,000 in 2003,
$14,580,000 in 2004, $1,995,000 in 2005, $27,5TBi0R006 and the remaining balance has no expirati

The Company's federal tax returns have been exanbpn¢he Internal Revenue Service for all yearsugh 1991. The IRS has assessed taxe:
for 1988, 1989, 1990 and 1991 that the Compangrisesting in Tax Court. The IRS is examining thenpany's U.S. income tax returns for
1992 through 1995. Management does not believaliratutcome of these matters will have a matedsakrse effect on the Company's
consolidated results of operations or consolidéitexhcial position.

54



ORACLE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
May 31, 1999

11.SEGMENT INFORMATION

The Company adopted Statement of Financial Accogr8itandards No. 131 ("SFAS No.131"), "Discloswaesut Segments of an Enterprise
and Related Information,” in fiscal 1999. SFAS N81 established standards for reporting informagibout operating segments in annual
financial statements and requires selected infoaomatbout operating segments in interim finanaglarts issued to stockholders. It also
established standards for related disclosures givodticts and services, and geographic areas. ygesegments are defined as components
of an enterprise about which separate financiarination is available that is evaluated regulaglythe chief operating decision maker, or
decision making group, in deciding how to allocagources and in assessing performance. The Corspdmgf operating decision maker is
the Chief Executive Officer of the Company.

The Company is organized geographically and bydineusiness. The Company has four major line afriess operating segments: license,
support, education and consulting. The Companyealstuates certain subsets of business segmentsrtigal industries as well as by
product categories. While the Executive Manageri@mmittee evaluates results in a number of diffeweays, the line of business
management structure is the primary basis for whiabksesses financial performance and allocasesirees.

The license line of business is engaged in thedicgy of internet platform based information mamaget software. Information management
software can be classified into two broad categosgstems software and business applications a@tv@ystems software includes database
management systems and development tools, whidilemnasers to create, retrieve and modify the vartgpes of data stored in a computer
system. Business applications software automagepdtormance of specific business data proce$simgions for customer relationship
management, supply chain management, financial geament, procurement, project management, and hoesanrces management. The
support line of business provides customers witlide range of support services that include onsaifgport, telephone or internet access to
support personnel, as well as software updatesedeation line of business provides both mediadasd instructor-led training to
customers on how to use the Company's productscdgulting line of business assists customersanhplementation of applications ba

on the Company's products.

The accounting policies of the line of businessratieg segments are the same as those descrilieel summary of significant accounting
policies. The Company does not track assets byatipgrsegments. Consequently, it is not practizahtow assets by operating segments.
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The following table presents a summary of operasiegments:

Other
Distribution

License Support(4) Educ ation Consulting Expenses(2) Total
(inthousands) —--mememm emmemeeee - e
1999
Revenues from
Unaffiliated Customers
(€ FPT $3,651,226 $2,342,318 $498 ,040 $2,335,668 $ -- $8,827,252
Depreciation Expense.... 37,734 19,759 15 411 33,241 60,221 166,366

Distribution Expenses... 2,074,628 579,300 318

Distribution Margin
() PP $1,538,864 $1,743,259 $163

,911 1,898,558 696,195 5,567,592

,718 $ 403,869 $(756,416) $3,093,294

1998

Revenues from
Unaffiliated Customers
[ PP $3,161,349 $1,791,760 $435 ,189 $1,755,568 $ -- $7,143,866
Depreciation Expense.... 37,744 15,528 13 193 26,862 45,109 138,436
Distribution Expenses... 1,883,248 431,686 284 ,547 1,384,756 633,650 4,617,887
Distribution Margin

() FPU $1,240,357 $1,344,546 $137

449 $ 343,950 $(678,759) $2,387,543

1997
Revenues from
Unaffiliated Customers

(€ FPT $2,878,684 $1,318,885 $333 445 $1,153,322 $ -- $5,684,336
Depreciation Expense.... 13,863 6,075 5 ,583 9,400 3,029 37,950
Distribution Expenses... 1,563,726 321,284 216 ,034 936,332 572,467 3,609,843
Distribution Margin

() PP $1,301,095 $ 991,526 $111 ,828 $ 207,590 $(575,496) $2,036,543

(1) Operating segment revenues differ from therestereporting classification due to certain licepsoducts which are classified as services
revenues for management reporting purposes.

(2) Other Distribution Expenses consist primariftyr@rketing, general and administrative and othstridution overhead expenses that are
not directly controlled by any particular line aidiness.

(3) The Distribution Margins reported reflect otihe direct controllable expenses of the line ofitess and do not represent the actual
margins for each operating segment since they tloordain an allocation for marketing, general addhinistrative, development and other
corporate expenses incurred in support of thedfrimisiness.

(4) Support includes update rights which in certantors of the software industry such as the fikhsirap sector” would typically be
classified as license revenue.
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Profit Reconciliation
Ye ar Ended May 31,
1999 1998 1997
(inthousands)  eeeeeem e e
Total Distribution Margin for Reportable
SEgMENtS.....ooviieiiiieiiee e $3,093,2 94 $2,387,543 $2,036,543
Corporate, Development and Other
EXPENSES...ccvviiiiiiiiiieiieeie (1,220,4 13) (976,289) (736,758)
Acquired in-Process Research and
Development.........cccocveveeeinnnes - - (167,054) (36,800)
Other Income and Expense... 109,1 97 83,619 20,542
Income Before Provision for Income
LI O SRR $1,982,0 78 $1,327,819 $1,283,527
License Revenues By Product:
Ye ar Ended May 31,
1998 1997
(inthousands)  eeeeeem e e
SYStEMS....eiiiiiieiie e 26 $2,526,781 $2,344,189
Business Applications.. 42 562,280 478,261
Other Revenues (1)............... 58 72,288 56,234

Total License Revenues................. $3,651,2 26 $3,161,349 $2,878,684

(1) Other revenues include documentation, systeegration, Business On-Line and miscellaneous athamues.

Geographic Information:

Year Ended May 31,

1999 1998 1997
Long Long Long
Revenues Lived Assets R evenues Lived Assets Revenues Lived Assets
USA..coiiieeeeee, $4,485,924 $1,022,527 $3 ,546,119 $ 901,301 $2,648,440 $ 856,107
.......... 847,587 204,456 709,977 160,731 537,050 116,180
... 452720 4,462 374,237 6,144 339,740 4,961
436,756 41,871 356,882 38,993 382,434 51,233
301,855 10,652 227,515 11,610 216,606 12,727
230,690 7,783 194,228 7,585 131,360 7,060
2,071,720 161,594 1 , 734,908 143,961 1,428,706 141,887
Total......cccvvveeees $8,827,252 $1,453,345 $7 ,143,866 $1,270,325 $5,684,336 $1,190,155

12.LEGAL PROCEEDINGS

Shareholder class actions were filed in the Sup&aurt of the State of California, County of Saatlsb against the Company and its Chief
Financial Officer and Chief Operating Officer ordaafter December 18, 1997. A nearly identical cklagtfon was filed against the same
defendants in the United States District Courttli@r Central District of California on December 898. The class actions are brought on
behalf of purchasers of the stock of the Compaminduhe period April 29, 1997 through Decembet@97. Plaintiffs allege that the
defendants made false and misleading statements tdleoCompany's actual and expected financiabpednce, while selling Company
stock, in violation of state and federal securiteegs. Plaintiffs further
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allege that the individual defendants sold Compstogk while in possession of material naublic information. The Company believes the
has meritorious defenses to these actions anddstenvigorously defend them. (See Note 13, Suteddtvents for further details).

A shareholder derivative lawsuit was filed in thg8rior Court of the State of California, CountySzEn Mateo on November 17, 1998. The
derivative suit was brought by Company stockholdaitegedly on behalf of the Company, against aeéthe Company's officers and
directors. The derivative plaintiffs allege tha¢sle officers and directors breached their fiduatuntyes to the Company by making or causing
to be made alleged misstatements about the Congpa@wenue, growth and financial status while certdiicers and directors sold Company
stock and by allowing the Company to be sued irsthte shareholder class actions. The derivataiatiffs seek compensatory and other
damages, disgorgement of compensation receivedgeamubrary and permanent injunctions requiringdéfendants to relinquish their
directorships. On January 15, 1999, the Court edtarstipulation and order staying the action datther notice.

The Company is subject to various other legal prdiegs and claims, either asserted or unassertadharise in the ordinary course of
business. While the outcome of these claims cama@redicted with certainty, management does ri@Jgethat the outcome of any of these
legal matters will have a material adverse effecttee Company's consolidated results of operatior®nsolidated financial position.

13.SUBSEQUENT EVENTS

Legal Proceedings--Shareholder Class Actions: Bigiodated July 30, 1999, the federal court apprglaidtiffs’ application for voluntarily
dismissal of the federal class action and dismisktle class action without prejudice was entenedugust 4, 1999.

Subsidiary Initial Public Offering: In July 1999jHerate, a partially owned subsidiary, issued ad 6,250,000 shares of Common Stock at
approximately $16 per share in an initial publiteahg. In connection with this offering, Liberateceived cash proceeds of $103,325,00C
of issuance costs of $9,175,000. The Company's shieinterest in Liberate was reduced from 59.20%8.24% following the offering. As
a result, the Company will now account for its ovemép interest in Liberate using the equity metbbdccounting in future filings.
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SCHEDULE I

ORACLE CORPORATION
VALUATION AND QUALIFYING ACCOUNTS

Balance at Additions Balance
Beginning  Charged Translation at End
Classification of Period to Operations Write-offs  Adjustments of Period

Allowance for Doubtful
Accounts Year Ended:

May 31, 1997.......... $105,711,000 $ 92,635,000 $(68,804,000) $(1,702,000) $127,840,000
May 31, 1998.......... $127,840,000 $106,915,000 $(34,407,000) $(4,739,000) $195,609,000
May 31, 1999.......... $195,609,000 $ 96,989,000 $(73,736,000) $(1,766,000) $217,096,000

59



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on August 27, 1999.

Oracle Corporation

Lawrence J. Ellison
By:

Lawrence J. Ellison, Chief
Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed &ydhowing persons on behalf of the
Registrant and in the capacities and on the ddiedted.

Name Title Date
/sl Lawrence J. Ellison Chief Execut ive Officer and August 27,
Chairman of the Board of 1999
Lawrence J. Ellison Directors (P rincipal Executive
Officer)
/s/ Raymond J. Lane President, C hief Operating August 27,
Officer and Director 1999
Raymond J. Lane
Isl Jeffrey O. Henley Executive Vi ce President, Chief  August 27,
Financial Of ficer and Director 1999
Jeffrey O. Henley (Principal F inancial Officer)
/sl Jennifer L. Minton Vice Preside nt and Corporate August 27,
Controller ( Principal Accounting 1999
Jennifer L. Minton Officer)
/sl Jeffrey Berg Director August 27,
1999
Jeffrey Berg
/sl Michael J. Boskin Director August 27,
1999
Michael J. Boskin
Isl Jack Kemp Director August 27,
1999
Jack Kemp
/sl Kay Koplovitz Director August 27,
1999
Kay Koplovitz
/s/ Donald L. Lucas Director August 27,
1999
Donald L. Lucas
/sl Richard A. McGinn Director August 27,
1999

Richard A. McGinn
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Exhibit 10.10
Amendment to the Employee Stock Purchase Plan (1992
Section 5(a) of the Plan shall be amended andteeisiia full as follows:
5. Participation

(a) An eligible Employee may become a participarthie Plan by completing a subscription agreemethtogizing payroll deductions on the
form provided by the Company and filing it no latilkean the first day of an applicable Offering Pdr{or such earlier time as may be set by
the Company's stock plan administration departrf@radministrative purposes) with (i) the Comparsgtick plan administration department
for eligible Employees employed by Oracle or

(i) the officer of the applicable Participating i&idiary responsible for administering the Plandiigible Employees employed by any such
Participating Subsidiary. Subscription agreemeited by the participants under the 1987 Plan maydes to satisfy the subscription
agreement requirements of the Plan. Once an Emplogeomes a participant in the Plan, such Emplogiéautomatically participate in
successive Offering Periods until such time as &mployee withdraws from the Plan, and is not resflito file any additional subscription
amendments for subsequent Offering Periods to moatparticipation in the Plan.

Section 9 of the Plan shall be amended and restafet as follows:
9. Delivery

As promptly as practicable after the Exercise diteach Offering Period, the Company shall arrahgedelivery to each participant, as
appropriate, of a certificate representing the ehaurchased upon exercise of his or her opti@mviged that the Board may deliver
certificates to a broker or brokers that hold scetificate in street name for the benefit of eagbh participant. Beginning with the Offering
Period that begins April 1, 1999 and ends Septer@®et 999, any cash remaining to the credit ofrigipant's account under the Plan or
under the 1987 Plan after a purchase by him oohghares at the termination of each Offering Retinder the Plan or under the 1987 Plan
which is insufficient to purchase a full share @in@mon Stock, will be refunded, without interesthim or her as soon as practicable. In the
event that insufficient shares of Common Stockaaadlable under the Plan for delivery to all pap@mnts in an Offering Period of certificates
for shares of Commoa



Stock representing a full allocation of all paymdductions for such Offering Period, the Boardtsrdiscretion, may authorize either (i) the
delivery of certificates for shares of Common Stogfiresenting a pro rata allocation of the sharemiming available for distribution and the
return of cash remaining in each participant's plhgeduction account in accordance with SectionatZii) an increase in the number of
shares that may be issued under the Plan subjstridkholder approval, and, in such event, theoogtrice applicable to such shares shall be
for purposes of

Section 7(b) the option price for such OfferingiBérand the Company shall deliver certificatepaaticipants representing such shares as se
forth in Sections 7, 8, and 9, after approval &f skockholders of Oracle has been obtained in daoce with Section

23. If the stockholders of Oracle vote against sungh proposed increase, Oracle shall make a pr@Hatation of the shares available for
distribution and return cash remaining in each

participant's payroll deduction account, withouenest.



Subsidiary

Oracle Argentina, S.A.

Oracle Corporation (Australia) Pty. Ltd.

Oracle Australia Property Pty. Ltd.

Maskisle Pty. Ltd.
One Meaning Pty. Ltd.
Oracle GmbH

A

A

A

A

A

Oracle (Barbados) Foreign Sales Corporation
B

Oracle Belgium N.V.

Oracle do Brasil Sistemas Limitada
Oracle Corporation Canada Inc.
La Societe D'Informatique Oracle du Quebec Inc.

Oracle Caribbean, Inc.
Oracle Holding Cayman

Oracle International Holding Company

Sistemas Oracle de Chile, S.A.
Centro de Capacitacion Oracles Ltda.
Beijing Oracle Software Systems Company Limited C
Oracle Colombia Limitada
Oracle Centroamerica, S.A.

Oracle Software d.o.o.
Oracle Czech s.r.o.
Oracle Danmark ApS
Oracle Ecuador, S.A.
Oracle Egypt Ltd.
Oracle Finland OY
Oracle France, S.A.S.
Expansion, S.A.
Concentra S.A.

Oracle Deutschland GmbH

Concentra GmbH
Oracle Hellas, S.A.

Oracle Systems Hong Kong Limited

P

C

Oracle Systems China (Hong Kong) Limited
H

Oracle Hungary Kit.

Oracle Software India Ltd.

PT Oracle Indonesia
Oracle EMEA Limited

Oracle Technology Company

Oracle Software Systems Israel Limited

Oracle ltalia S.R.L.
Oracle Corporation Japan

Oracle Systems (Korea), Ltd.
Oracle Systems Malaysia Sdn. Bhd.
Oracle Mexico, S.A. de C.V.

Oracle Nederland B.V.

B

C

C

C

B

C
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Oracle Distribution B.V. T he Netherlands
Oracle Licensing B.V. T he Netherlands

Tinoway Nederland B.V. T he Netherlands
Tinoway International B.V. T he Netherlands
Oracle Holding Antilles N.V. N etherlands Antilles
Oracle New Zealand, Ltd. N ew Zealand
Oracle Norge AS N orway

Oracle del Peru, S.A. P eru

Oracle Systems (Philippines) Inc. P hilippines
Oracle Polska, Sp.z.0.0. P oland

Oracle Portugal - Sistemas de Informacao Lda. P ortugal

Saudi Oracle Limited S audi Arabia
Oracle Systems South East Asia

(Singapore) Pte. Ltd. S ingapore
Oracle Slovensko spol. s.r.0. S lovakia

Oracle Software d.o.0., Ljubljana, Slovenia S lovenia

Oracle Corporation (South Africa)(Pty) Limited S outh Africa
Oracle Iberica, S.R.L. S pain

Oracle Svenska AB S weden

Oracle Software (Switzerland) LLC S witzerland
Oracle AG S witzerland (ECEMEA territory)
Oracle Systems (Thailand) Company Limited T hailand

Oracle Bilgisayar Sistemleri Limited Sirketi T urkey

Oracle Systems Limited U nited Arab Emirates
Oracle Corporation UK Limited U K

Oracle Corporation Nominees Limited U K

Oracle Resources Ltd. U K

Oracle Corporation OLAP, Ltd. U K

Oracle EMEA Management Ltd. U K

One Meaning, Ltd. U K

Concentra Limited U K

Versatility UK Ltd. U K

Versatility Virgin Islands, Inc. U .S. Virgin Islands
Oracle Uruguay, S.A. U ruguay

Oracle de Venezuela, C.A. \% enezuela
Oracle Vietnam Pty. Ltd. \% iethnam
Concentra Corporation D elaware

CTRA Holdings Corporation M assachusetts
Datalogix International, Inc. N ew York
E-Travel, Inc. M assachusetts
Graphical Information, Inc. F lorida
Loandata LLC M assachusetts
One Meaning, Inc. D elaware
Oracle Cable, Inc. D elaware

Oracle China, Inc. C alifornia
Oracle Complex Systems Corporation D elaware

Oracle Credit Corporation C alifornia
Oracle Holdings, Inc. D elaware

Oracle Japan Holding, Inc. D elaware



Oracle Taiwan, Inc.

Oracle Tutor Corporation
RSIB, Inc.

Treasury Services Corporation
Versatility, Inc.

Wisdom Systems, Inc.

alifornia
alifornia
elaware
alifornia
elaware

elaware



EXHIBIT 23.01

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our report included imstRorm 10-K, into the Company's
previously filed Registration Statements (File 5l83-3536, 33-16749, 33-33564, 33-44702, 33- 513343349, 33-53351, 33-53355, 333-
18997, 333-19001, 333-41935, 333- 63315, 333-74833,74977, 333-75607, 333-75679, 333-83299 and333®5) on Form S-8.

ARTHUR ANDERSEN LLP
San Jose, California

August 27, 199¢



ARTICLE 5

This schedule contains summary financial infornragatracted from the financial statements containdde Company's Annual Report on
Form 10-K for the fiscal year ended May 31, 1998 mnqualified in its entirety by reference to swsthatements.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END MAY 31 199¢
PERIOD START JUN 01 199
PERIOD END MAY 31 199¢
CASH 1,785,71!
SECURITIES 777,04¢
RECEIVABLES 2,455,30I
ALLOWANCES 217,09¢
INVENTORY 10,64¢
CURRENT ASSET¢ 5,447,27.
PP&E 2,023,44
DEPRECIATION 1,035,96!
TOTAL ASSETS 7,259,65
CURRENT LIABILITIES 3,046,42.
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 14,31:
OTHER SE 3,680,95!
TOTAL LIABILITY AND EQUITY 7,259,65
SALES 0
TOTAL REVENUES 8,827,25:
CGS 0
TOTAL COSTS 3,064,14:
OTHER EXPENSES 0
LOSS PROVISION 96,98¢
INTEREST EXPENSE 21,42
INCOME PRETAX 1,982,07!
INCOME TAX 692,32(
INCOME CONTINUING 1,289,75!
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 1,289,75!
EPS BASIC 0.8¢
EPS DILUTED 0.87
End of Filing
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