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SECURITY NATIONAL FINANCIAL CORPORATION
AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

Assets June 30, 2009
December 31,

2008
Investments:
Fixed maturity securities, held to maturity, at amortized cost $ 116,084,872 $ 125,346,194
Fixed maturity securities, available for sale, at estimated fair value 1,176,709 1,236,562
Equity securities, available for sale, at estimated fair value 5,465,657 4,617,675
Mortgage loans on real estate and construction loans, held for investment net of
allowances for losses of $5,621,573 and $4,780,467 for 2009 and 2008,
respectively. 113,564,164 124,592,678
Real estate, net of accumulated depreciation 39,203,342 22,417,639
Policy, student and other loans net, of allowances for doubtful accounts 15,920,093 18,493,751
Short-term investments 6,225,891 5,282,986
Accrued investment income 2,084,600 2,245,201
Total investments 299,725,328 304,232,686
Cash and cash equivalents 45,330,815 19,914,110
Mortgage loans sold to investors 23,443,840 19,885,994
Receivables, net 11,391,167 13,135,080
Restricted assets of cemeteries and mortuaries 2,462,196 4,077,076
Cemetery perpetual care trust investments 1,924,592 1,840,119
Receivable from reinsurers 5,877,778 5,823,379
Cemetery land and improvements 10,601,156 10,626,296
Deferred policy and pre-need contract acquisition costs 33,147,383 32,424,512
Property and equipment, net 13,424,092 14,049,232
Value of business acquired 10,709,696 11,377,276
Goodwill 1,075,039 1,075,039
Other 3,032,166 3,343,726
Total Assets $ 462,145,248 $ 441,804,525

See accompanying notes to condensed consolidated financial statements.
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SECURITY NATIONAL FINANCIAL CORPORATION
AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (Continued)
(Unaudited)

June 30, 2009
December 31,

2008
Liabilities and Stockholders' Equity
Liabilities
Future life, annuity, and other benefits $ 330,991,633 $ 325,668,454
Unearned premium reserve 4,808,867 4,863,919
Bank loans payable 7,378,115 6,138,202
Notes and contracts payable 340,199 501,778
Deferred pre-need cemetery and mortuary contract revenues 13,345,380 13,467,132
Cemetery perpetual care obligation 2,715,534 2,647,984
Accounts payable 2,220,271 1,941,777
Other liabilities and accrued expenses 20,175,233 17,688,756
Income taxes 18,249,789 14,974,244
Total liabilities 400,225,021 387,892,246

Stockholders' Equity
Common Stock:
Class A: common stock - $2.00 par value; 20,000,000 shares authorized; issued
8,295,238 shares in 2009 and 8,284,109 shares in 2008 16,590,476 16,568,218
Class B: non-voting common stock - $1.00 par value; 5,000,000 shares
authorized; none issued or outstanding - -
Class C: convertible common stock - $0.20 par value; 15,000,000 shares
authorized; issued 8,803,257 shares in 2009 and 8,912,315 in 2008 1,760,651 1,782,463
Additional paid-in capital 18,239,831 17,985,848
Accumulated other comprehensive income and other items, net of taxes 1,556,468 417,101
Retained earnings 27,346,263 21,023,179
Treasury stock at cost; 1,455,511 Class A shares in 2009 and 1,598,568 Class A
shares in 2008 (3,573,462) (3,864,530)
Total stockholders' equity 61,920,227 53,912,279
Total Liabilities and Stockholders' Equity $ 462,145,248 $ 441,804,525

See accompanying notes to condensed consolidated financial statements.
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SECURITY NATIONAL FINANCIAL CORPORATION
AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited)

Three Months Ended June 30, Six Months ended June 30,
2009 2008 2009 2008

Revenues:
Insurance premiums and other considerations $ 9,309,971 $ 9,114,934 $ 19,093,689 $ 17,850,532
Net investment income 5,255,832 7,548,332 11,303,834 14,752,582
Net mortuary and cemetery sales 3,402,250 3,391,243 6,373,246 6,981,238
Realized gains on investments and other assets 226,723 17,252 292,769 40,169
Mortgage fee income 39,545,590 40,106,305 79,799,784 73,595,595
Other 269,566 224,129 638,707 403,579
Total revenues 58,009,932 60,402,195 117,502,029 113,623,695

Benefits and expenses:
Death benefits 4,876,923 4,341,123 9,409,148 9,137,986
Surrenders and other policy benefits 360,905 350,874 875,910 972,145
Increase in future policy benefits 3,240,931 3,686,400 7,022,183 6,763,257
Amortization of deferred policy and pre-need
acquisition costs and value of business acquired 1,694,015 1,264,612 3,679,320 2,412,983
Selling general and administrative expenses:
Commissions 20,778,365 26,926,585 41,446,178 49,662,971
Salaries 6,740,660 6,649,609 13,626,477 12,915,438
Provision for loan losses 4,269,104 2,876,452 10,434,622 5,028,409
Other 10,280,145 8,638,618 18,592,324 16,249,351
Interest expense 662,867 1,952,591 1,762,994 4,144,076
Cost of goods and services sold-mortuaries and
cemeteries 621,648 628,083 1,228,601 1,304,896
Total benefits and expenses 53,525,563 57,314,947 108,077,757 108,591,512

Earning before income taxes 4,484,369 3,087,248 9,424,272 5,032,183
Income tax expense (1,393,980) (986,615) (3,100,873) (1,556,094)
Net earnings $ 3,090,389 $ 2,100,633 $ 6,323,399 $ 3,476,089

Net earnings per Class A Equivalent common share
(1) $ 0.40 $ 0.26 $ 0.82 $ 0.43

Net earnings per Class A Equivalent common
share-assuming dilution (1) $ 0.40 $ 0.26 $ 0.82 $ 0.43

Weighted-average Class A equivalent common
share outstanding (1) 7,696,838 8,095,864 7,666,819 8,089,582

Weighted-average Class A equivalent common
shares outstanding assuming-dilution (1) 7,696,838 8,171,511 7,666,819 8,176,668
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(1) Earnings per share amounts have been adjusted retroactively for the effect of annual stock dividends. The
weighted-average shares outstanding includes the weighted-average Class A common shares and the
weighted-average Class C common shares determined on an equivalent Class A common share basis. Net earnings per
common share represent net earnings per equivalent Class A common share. Net earnings per Class C common share
is equal to one-tenth (1/10) of such amount.

See accompanying notes to condensed consolidated financial statements.
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SECURITY NATIONAL FINANCIAL CORPORATION
AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Six Months Ended June 30,
2009 2008

Cash flows from operating activities:
     Net cash provided by operating activities $ 22,049,881 $ 69,217,329

Cash flows from investing activities:
Securities held to maturity:
        Purchase-fixed maturity securities (6,081,944) (2,174,222)
        Calls and maturities - fixed maturity securities 15,414,024 15,027,422
Securities available for sale:
       Purchase of equity securities (1,400,080) (14,699)
       Sales-equity securities 826,586 605,059
Purchase of short-term investments (14,296,660) (21,403,313)
Proceeds from sale of short-term investments 13,353,755 17,838,341
Sales (Purchase) of restricted assets 1,639,358 (203,619)
Changes in assets for perpetual care trusts (115,980) (107,256)
Amount received for perpetual care trusts 67,550 68,531
Mortgage, policy, and other loans made (12,141,761) (68,267,113)
Payments received for mortgage, policy and other loans 8,200,013 23,154,837
Purchase of property and equipment (365,552) (737,074)
Disposal of property and equipment 845 81,352
Purchase of real estate (3,178,555) (3,682,210)
Sale of real estate 2,620,953 446,596
      Net cash (used in) provided by investing activities 4,542,552 (39,367,368)

Cash flows from financing activities:
Annuity contract receipts 4,565,274 6,627,935
Annuity contract withdrawals (7,130,158) (10,812,757)
Sale of treasury stock 253,571 23,376
Repayment of bank loans on notes and contracts (896,367) (10,447,759)
Proceeds from borrowing on bank loans 2,031,952 2,548,060
      Net cash used in financing activities (1,175,728) (12,061,145)

Net change in cash and cash equivalents 25,416,705 17,788,816

Cash and cash equivalents at beginning of period 19,914,110 5,203,060

Cash and cash equivalents at end of period $ 45,330,815 $ 22,991,876

Non Cash Investing and Financing Activities
Mortgage loans sold to investors reclassified as mortgage loans on real estate and
construction loans, held for investment $ 16,616,672 $ 36,290,744
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See accompanying notes to condensed consolidated financial statements.
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SECURITY NATIONAL FINANCIAL CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements

June 30, 2009 (Unaudited)

1)     Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for interim financial information and with the
instructions to Form 10-Q and Articles 8 and 10 of Regulation S-X. Accordingly, they do not include all of the
information and disclosures required by accounting principles generally accepted in the United States of America for
complete financial statements. These financial statements should be read in conjunction with the consolidated
financial statements of the Company and notes thereto for the year ended December 31, 2008, included in the
Company’s Annual Report on Form 10-K (file number 0-9341). In the opinion of management, all adjustments
(consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Operating
results for the three and six months ended June 30, 2009 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2009.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates.

The estimates susceptible to significant change are those used in determining the liability for future policy benefits
and claims, those used in determining valuation allowances for mortgage loans on real estate and construction loans
held for investment, those used in determining loan loss reserve, and those used in determining the estimated future
costs for pre-need sales. Although some variability is inherent in these estimates, management believes the amounts
provided are fairly stated in all material respects.

Certain 2008 amounts have been reclassified to bring them into conformity with the 2009 presentation.

2)     Recent Accounting Pronouncements

On April 1, 2009, the Financial Accounting Standards Board (FASB) issued FSP FAS 141(R)-1, Accounting for
Assets Acquired and Liabilities Assumed in a Business Combination That Arise from Contingencies.  FSP 141(R)-1
amends and clarifies FASB Statement No. 141 (revised 2007) Business Combinations, to provide guidance related to
the initial recognition and measurement of an asset acquired or a liability assumed that arises from a contingency in a
business combination.  This FSP is effective for assets or liabilities arising from contingencies in business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning
on or after December 15, 2008.  The adoption of FSP FAS 141(R)-1 did not have a material impact on the Company’s
consolidated financial statements.

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial
Instruments (FSP FAS 107-1 and APB 28-1). FSP FAS 107-1 and APB 28-1 amends FASB Statement No. 107,
Disclosures about Fair Value of Financial Instruments, to require disclosures about fair value of financial instruments
for interim reporting periods of publicly traded companies as well as in annual financial statements. This FSP also
amends APB Opinion No. 28, Interim Financial Reporting, to require those disclosures in summarized financial
information at interim reporting periods. FSP FAS 107-1 and APB 28-1 are effective for interim reporting periods
ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The adoption of
FSP FAS 107-1 and APB 28-1 did not have a material impact on the Company’s consolidated financial statements.
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In Apri l  2009,  the FASB issued FSP FAS 115-2 and FAS 124-2,  Recognit ion and Presentat ion of
Other-Than-Temporary Impairments (FSP FAS 115-2 and FAS 124-2). FSP FAS 115-2 and FAS 124-2 amends
other-than-temporary impairment guidance in U.S. GAAP for debt securities to make the guidance more operational
and to improve the presentation and disclosure of other-than-temporary impairments on debt and equity securities in
the financial statements. This FSP does not amend existing recognition and measurement guidance related to
other-than-temporary impairments of equity securities. FSP FAS 115-2 and FAS 124-2 are effective for interim and
annual reporting periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15,
2009. Earlier adoption for periods ending before March 15, 2009, is not permitted. The adoption of FSP FAS 115-2
and FAS 124-2 did not have a material impact on the Company’s consolidated financial statements.
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SECURITY NATIONAL FINANCIAL CORPORATION AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements

June 30, 2009 (Unaudited)

In April 2009, the FASB issued FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for
the Asset or Liability Have Significantly Decreased and Identifying Transactions that Are Not Orderly (FSP FAS
157-4). FSP FAS 157-4 provides additional guidance for estimating fair value in accordance with FASB Statement
No. 157, Fair Value Measurements, when the volume and level of activity for the asset or liability have significantly
decreased. FSP FAS 157-4 also includes guidance on identifying circumstances that indicate a transaction is not
orderly. FSP FAS 157-4 emphasizes that even if there has been a significant decrease in the volume and level of
activity for the asset or liability and regardless of the valuation technique(s) used, the objective of a fair value
measurement remains the same. FSP FAS 157-4 is effective for interim and annual reporting periods ending after June
15, 2009, and shall be applied prospectively. Early adoption is permitted for periods ending after March 15, 2009.
Earlier adoption for periods ending before March 15, 2009 is not permitted. The adoption of FSP FAS 157-4 did not
have a material impact on the Company’s consolidated financial statements.

In May 2009, the FASB issued SFAS No. 165, Subsequent Events which establishes general standards of accounting
for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are
available to be issued.  SFAS No. 165 is effective for interim financial periods ending after June 15, 2009.  The
adoption of SFAS No. 165 did not have a material impact on the Company’s consolidated financial statements.

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets.  SFAS No. 166 revises
SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.  SFAS
No. 166 requires more disclosure about sales of securitized financial assets and similar transactions, particularly if the
seller retains some risk to the assets. The statement eliminates the concept of a qualifying special-purpose entity,
changes the requirements for the derecognition of financial assets, and calls upon sellers of the assets to make
additional disclosures about them.  SFAS No. 166 is effective for fiscal years beginning after November 15, 2009.
Earlier application is prohibited.  This statement must be applied to transfers occurring on or after the effective
date.  The Company has not yet determined the effect on its consolidated financial statements, if any, upon adoption
of SFAS No. 166.

3)      Comprehensive Income

For the three months ended June 30, 2009 and 2008, total comprehensive income amounted to $2,900,185 and
$738,984, respectively.

For the six months ended June 30, 2009 and 2008, total comprehensive income amounted to $7,462,766 and
$3,530,690, respectively.

4)      Stock-Based Compensation

The Company has four fixed option plans (the “1993 Plan,” the “2000 Plan”, the “2003 Plan” and the “2006 Plan”).
Compensation expense for options issued of $89,100 and $118,113 has been recognized for these plans for the
quarters ended June 30, 2009 and 2008, respectively, and $291,611 and $118,113 for the six months ended June 30,
2009 and 2008, respectively. Deferred tax has been recognized related to the compensation expense for $30,294 and
$40,158 for the quarters ended June 30, 2009 and 2008, respectively and $99,148 and $40,158 for the six months
ended June 30, 2009 and 2008, respectively.
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Options to purchase 211,000 shares of the Company’s common stock were granted March 31, 2008. The fair value
relating to stock-based compensation is $453,650 and was expensed as options became available to exercise at the rate
of 25% at the end of each quarter over the twelve months ended March 31, 2009.

Options to purchase 324,000 shares of the Company’s common stock were granted December 5, 2008. The fair value
relating to stock-based compensation is $356,400 and will be expensed as options become available to exercise at the
rate of 25% at the end of each quarter over twelve months ended December 31, 2009.

8

Edgar Filing: SECURITY NATIONAL FINANCIAL CORP - Form 10-Q

13



SECURITY NATIONAL FINANCIAL CORPORATION AND SUBSIDIARIES
Notes tVALIGN="bottom">

$332.6 $324.7 $177.7 $177.8 17% 19% 18% 20% 2% �   

 * Not meaningful.
(1) Percent of revenue is calculated as a percent of revenue from FS, HE/PS, Software & Processing Solutions, and AS, respectively.
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The following table sets forth, for the periods indicated, certain supplemental revenue data, the relative percentage that those amounts represent
to total revenue and the percentage changes in those amounts from period to period. All percentages are calculated using actual amounts rounded

to the nearest one-hundred thousand and are rounded to the nearest whole percentage.

Six Months Ended June 30, Percent
increase

(decrease)

Three Months Ended June 30, Percent
increase

(decrease)(in thousands) Percent of revenue (in thousands) Percent of revenue

2005 2004 2005 2004

2005

vs. 2004 2005 2004 2005 2004

2005

vs. 2004

Financial Systems
Services $ 793.7 $ 823.0 41% 47% (4)% $ 404.4 $ 414.2 40% 46% (2)%
License and resale fees 89.6 74.2 5% 4% 21% 43.2 40.7 4% 5% 6%

Total products and services 883.3 897.2 45% 52% (2)% 447.6 454.9 44% 51% (2)%
Reimbursed expenses 44.0 40.2 2% 2% 9% 23.3 18.3 2% 2% 27%

$ 927.3 $ 937.4 47% 54% (1)% $ 470.9 $ 473.2 47% 53% �  

Higher Education and
Public Sector Systems
Services $ 318.5 $ 184.8 16% 11% 72% $ 178.1 $ 113.0 18% 13% 58%
License and resale fees 63.6 38.7 3% 2% 64% 33.1 24.4 3% 3% 36%

Total products and services 382.1 223.5 20% 13% 71% 211.2 137.4 21% 15% 54%
Reimbursed expenses 6.2 5.2 �  �  19% 3.5 3.2 �  �  9%

$ 388.3 $ 228.7 20% 13% 70% $ 214.7 $ 140.6 21% 16% 53%

Software & Processing
Solutions
Services $ 1,112.2 $ 1,007.8 57% 58% 10% $ 582.5 $ 527.2 58% 59% 10%
License and resale fees 153.2 112.9 8% 6% 36% 76.3 65.1 8% 7% 17%

Total products and services 1,265.4 1,120.7 65% 64% 13% 658.8 592.3 65% 66% 11%
Reimbursed expenses 50.2 45.4 3% 3% 11% 26.8 21.5 3% 2% 25%

$ 1,315.6 $ 1,166.1 67% 67% 13% $ 685.6 $ 613.8 68% 68% 12%

Availability Services
Services $ 624.9 $ 556.6 32% 32% 12% $ 315.0 $ 277.7 31% 31% 13%
License and resale fees 8.8 12.5 �  1% (30)% 4.1 4.6 �  1% (11)%

Total products and services 633.7 569.1 32% 33% 11% 319.1 282.3 32% 31% 13%
Reimbursed expenses 4.6 4.2 �  �  10% 2.7 2.7 �  �  �  

$ 638.3 $ 573.3 33% 33% 11% $ 321.8 $ 285.0 32% 32% 13%
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Total Revenue
Services $ 1,737.1 $ 1,564.4 89% 90% 11% $ 897.5 $ 804.9 89% 90% 12%
License and resale fees 162.0 125.4 8% 7% 29% 80.4 69.7 8% 8% 15%

Total products and services 1,899.1 1,689.8 97% 97% 12% 977.9 874.6 97% 97% 12%
Reimbursed expenses 54.8 49.6 3% 3% 10% 29.5 24.2 3% 3% 22%

$ 1,953.9 $ 1,739.4 100% 100% 12% $ 1,007.4 $ 898.8 100% 100% 12%
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Internal revenue is defined as revenue from businesses owned for at least one year. When assessing our financial results, we focus on growth in
internal revenue because overall revenue growth is affected by the timing and magnitude of acquisitions. Due to the sale of Brut LLC (Brut) in

September 2004, we present internal revenue growth with and without Brut as follows:

Six Months Ended

June 30,

Three Months Ended

June 30,

2005 2004 2005 2004

(unaudited) (unaudited)
Without Brut
Total SunGard 7% 1% 8% 0%
Financial systems 7% 0% 7% 0%

With Brut
Total SunGard n/a 4% n/a 3%
Financial systems n/a 6% n/a 4%

SIX MONTHS ENDED JUNE 30, 2005 COMPARED TO SIX MONTHS ENDED JUNE 30, 2004

INCOME FROM OPERATIONS:

Our total operating margin decreased to 17% from 19% in 2004 due primarily to a $19 million increase in merger costs and costs related to the
pending sale of SunGard and the previously planned spin-off of AS, and to a one-time charge in the first quarter of 2005 of $12 million related

to the relocation of an AS facility.

Financial Systems:

The FS operating margin was 17% and 16% for the six months ended June 30, 2005 and 2004, respectively. The FS margin increased due
primarily to an improvement in margins due to the sale of Brut in September 2004, offset in part by the operating margins of recently acquired

businesses, which tend to be lower at the outset and improve over a number of years.

Higher Education and Public Sector Systems:

The HE/PS operating margin was 17% and 14% for the six months ended June 30, 2005 and 2004, respectively. The higher margin in 2005 was
due primarily to an improvement in the margins of businesses acquired in 2004.
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Availability Services:

The AS operating margin was 25% and 29% for the six months ended June 30, 2005 and 2004, respectively. The lower margin in 2005 was due
primarily to a one-time charge of $12 million related to the relocation of an AS facility as well as the lower margin associated with a business

acquired in January 2005.
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REVENUE:

Total revenue increased $215 million in 2005 compared to the same period in 2004. The increase in total revenue in 2005 is due to $202 million
from acquired businesses offset in part by a decrease of $97 million due to the sale of Brut in September 2004. Internal revenue growth was

approximately 7%, compared to a 1% increase in 2004. The increase in internal revenue in 2005 reflects improvements in all three segments.
Currency fluctuation had a positive impact of approximately 1% and 2% on 2005 and 2004 internal revenue, respectively. For the full year 2005,

we expect growth in internal revenue in both our Software & Processing business and our Availability Services business to be in the middle
single digits.

For the six months ended June 30, 2005, services revenue increased to $1.7 billion from $1.6 billion in 2004. The increase was due primarily to
the impact of acquired HE/PS and AS businesses, offset in part by the sale of Brut.

Professional services revenue was $316 million and $245 million for the six months ended June 30, 2005 and 2004, respectively. The increase
was due primarily to acquired HE/PS businesses and a $27 million increase in internal professional services revenue, primarily in HE/PS,

benefit, insurance and investor accounting and investment management systems.

Revenue from license and resale fees was $162 million and $125 million for the six months ended June 30, 2005 and 2004, respectively, and
included software license revenue of $122 million and $94 million, respectively. At December 31, 2004, we had software license backlog of $19

million, most of which was recognized as revenue in the first quarter of 2005. At June 30, 2005, there was no significant software license
backlog.

Financial Systems:

FS revenue decreased $10 million in 2005, reflecting the impact of the sale of Brut which had $97 million in revenue in the first half of 2004.
Internal revenue growth was 7% for the six months ended June 30, 2005. There was no internal revenue growth in the first half of 2004.

For the six months ended June 30, 2005, FS license and resale fees increased $15 million, primarily due to an increase in brokerage and trading
systems.

Higher Education and Public Sector Systems:

HE/PS revenue increased $160 million for the six months ended June 30, 2005 compared to the corresponding period in 2004. HE/PS services
revenue increased $134 million and license and resale fees increased $25 million. The increases were due primarily to recently acquired

businesses and internal revenue growth of 15%.
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Availability Services:

AS revenue increased $65 million for the six months ended June 30, 2005 compared to the corresponding period in 2004. The increase was due
primarily to a business acquired in January 2005. AS internal revenue increased approximately 3% in 2005 and 2% in 2004.
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COSTS AND EXPENSES:

Total costs and expenses as a percentage of revenue for the six months ended June 30, 2005 increased to 83% from 81% in 2004 due to the
following factors: (1) an increase of $19 million in merger costs and costs related to the pending sale of SunGard and the previously planned

spin-off of AS, (2) the impact of a one-time charge in the first quarter of 2005 of $12 million related to the relocation of a leased AS facility in
North Bergen, New Jersey and (3) acquired businesses. The increase in costs and expenses were offset in part by a decrease in expenses due to

the sale of Brut, which had a structurally lower operating margin than our other businesses.

Cost of sales and direct operating expenses as a percentage of total revenue were 47% and 46% for the six months ended June 30, 2005 and
2004, respectively. Cost of sales and direct operating expenses increased $108 million due primarily to acquired businesses, reimbursable

clearing broker costs, and a one-time charge in the first quarter of 2005 of $12 million related to the relocation of a leased AS facility in North
Bergen, New Jersey, offset in part by a decrease in expenses due to the sale of Brut.

Sales, marketing and administration expenses were 19% of total revenue for the six months ended June 30, 2005 and 2004. The $58 million
increase in sales, marketing and administration expenses was due primarily to acquired businesses.

Since AS product development costs are insignificant, it is more meaningful to measure product development expenses as a percentage of
revenue from Software & Processing Solutions. For the six months ended June 30, 2005 and 2004, product development costs were 9% and
10%, respectively, of revenue from Software & Processing Solutions. Capitalized development costs, amortization of previously capitalized

development costs (which is included in depreciation and amortization) and net capitalized development costs in each of the six-month periods
follow (in millions):

Six Months Ended
June 30,

2005 2004

Capitalized development costs $ 7.2 $ 8.4
Amortization of previously capitalized development costs 6.3 5.6

Net capitalized development costs $ 0.9 $ 2.8

Depreciation and amortization was consistent as a percentage of total revenue at 6% for the six months ended June 30, 2005 and 2004. Total
depreciation and amortization increased $7 million for the six months ended June 30, 2005 due primarily to acquired businesses.

Amortization of acquisition-related intangible assets was 4% of total revenue in the first half of 2005, compared to 3% in 2004. Amortization of
acquisition-related intangible assets increased $11 million to $69 million ($0.13 per diluted share in 2005 compared to $0.12 per diluted share in

2004) due to acquired businesses.

Edgar Filing: SECURITY NATIONAL FINANCIAL CORP - Form 10-Q

Table of Contents 21



16

Edgar Filing: SECURITY NATIONAL FINANCIAL CORP - Form 10-Q

Table of Contents 22



Table of Contents

Interest income for the six months ended June 30, 2005 and 2004 was $6 million and $3 million, respectively. The increase was due primarily to
interest earned on higher average invested balances. Interest expense was $14 million for each of the six month periods ended June 30, 2005 and

2004.

THREE MONTHS ENDED JUNE 30, 2005 COMPARED TO THREE MONTHS ENDED JUNE 30, 2004

INCOME FROM OPERATIONS:

Our total operating margin decreased to 18% from 20% in 2004 due to a $15 million increase in merger costs and costs related to the pending
sale of SunGard and the previously planned spin-off of AS, and the lower margins associated with acquired businesses. These factors were offset

in part by the effect of the sale in September 2004 of Brut, which had a structurally lower margin as compared to our other businesses.

Financial Systems:

The FS operating margin was 17% for each of the three month periods ended June 30, 2005 and 2004. There was an improvement in margins
due to the sale of Brut in September 2004, which was offset by the lower operating margins of recently acquired businesses, which tend to be

lower at the outset and improve over a number of years.

Higher Education and Public Sector Systems:

The HE/PS operating margin was 18% and 15% for the three months ended June 30, 2005 and 2004, respectively. The higher margin in 2005
was due primarily to an improvement in the margins of businesses acquired in 2004.

Availability Services:

The AS operating margin was 28% and 31% for the three months ended June 30, 2005 and 2004, respectively. The lower margin in 2005 was
due primarily to the lower margin associated with a business acquired in January 2005 and the impact of certain one-time favorable events in the

second quarter of 2004.

REVENUE:

Total revenue increased $109 million in 2005 compared to the same period in 2004. The increase in total revenue in 2005 is due to $87 million
from acquired businesses offset in part by a decrease of $46 million due to the sale of Brut in September 2004. Internal revenue growth was

Edgar Filing: SECURITY NATIONAL FINANCIAL CORP - Form 10-Q

Table of Contents 23



approximately 8% in 2005. There was no internal revenue growth in the comparable period in 2004. The increase in internal revenue in 2005
reflects improvements in all three segments. Currency fluctuation had a positive impact of less than 1% on 2005 compared to an increase of 2%

on 2004 internal revenue.

For the three months ended June 30, 2005, services revenue increased to $898 million from $805 million in 2004. The increase was due
primarily to the impact of acquired HE/PS and AS businesses, offset in part by the sale of Brut.
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Professional services revenue was $172 million and $133 million for the three months ended June 30, 2005 and 2004, respectively. The increase
was due primarily to acquired HE/PS businesses and a $17 million increase in internal professional services revenue across the Company.

Revenue from license and resale fees was $80 million and $70 million for the three months ended June 30, 2005 and 2004, respectively, and
included software license revenue of $59 million and $51 million, respectively.

Financial Systems:

FS revenue decreased $2 million in 2005, reflecting the impact of the sale of Brut which had $46 million in revenue in 2004. Internal revenue
growth was 7% for the second quarter of 2005. There was no internal revenue growth in the second quarter of 2004.

For the three months ended June 30, 2005, FS license and resale fees increased $3 million.

Higher Education and Public Sector Systems:

Revenue from HE/PS increased $74 million for the three months ended June 30, 2005 compared to the corresponding period in 2004. HE/PS
services revenue increased $65 million and license and resale fees increased $9 million. The increases were due to acquired businesses and

internal revenue growth of 19%.

Availability Services:

AS revenue increased $37 million in 2005, primarily due to a business acquired in January 2005 and internal revenue growth of 4%.

COSTS AND EXPENSES:

Total costs and expenses as a percentage of revenue for the three months ended June 30, 2005 increased to 82% from 80% in 2004, due to a $15
million increase in merger costs and costs related to the pending sale of SunGard and the previously planned spin-off of AS and to acquired
businesses. The increase in costs and expenses were offset in part by a decrease in expenses due to the sale of Brut, which had a structurally

lower operating margin than our other businesses.

Cost of sales and direct operating expenses as a percentage of total revenue were 47% and 46% for the three months ended June 30, 2005 and
2004, respectively. Cost of sales and direct operating expenses increased $56 million due primarily to acquired businesses, offset in part by the

decrease in expenses due to the sale of Brut.
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Sales, marketing and administration expenses increased as a percentage of total revenue to 19% for the three months ended June 30, 2005
compared to 18% in 2004. The $28 million increase in sales, marketing and administration expenses was due primarily to acquired businesses.
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Since AS product development costs are insignificant, it is more meaningful to measure product development expenses as a percentage of
revenue from Software & Processing Solutions. For the three month periods ended June 30, 2005 and 2004, product development costs were 9%
and 10%, respectively, of revenue from Software & Processing Solutions. Capitalized development costs, amortization of previously capitalized
development costs (which is included in depreciation and amortization) and net capitalized development costs in each of the three-month periods

follow (in millions):

Three Months Ended

June 30,

2005 2004

Capitalized development costs $ 3.5 $ 4.7
Amortization of previously capitalized development costs 3.2 2.8

Net capitalized development costs $ 0.3 $ 1.9

Depreciation and amortization was consistent as a percentage of total revenue at 6% for the three months ended June 30, 2005 and 2004. Total
depreciation and amortization increased $4 million for the three months ended June 30, 2005 due primarily to acquired businesses.

Amortization of acquisition-related intangible assets was 3% of total revenue in 2005 compared with 4% in 2004. Amortization of
acquisition-related intangible assets increased $3 million to $35 million ($0.07 per diluted share in 2005 compared to $0.06 per diluted share in

2004) due to acquired businesses.

Interest income for the three months ended June 30, 2005 and 2004 was $3 million and $2 million, respectively. The increase was due primarily
to interest earned on higher average invested balances. Interest expense was $7 million for each of the three month periods ended June 30, 2005

and 2004.

LIQUIDITY AND CAPITAL RESOURCES:

At June 30, 2005, cash and equivalents were $526 million, a decrease of $149 million from December 31, 2004. Cash flow from operations was
$392 million, an increase of $115 million compared with the six months ended June 30, 2004. The increase in cash flow from operations is due

primarily to an increase in accounts payable and accrued expenses related to lower federal income tax payments in 2005 and lower initial
working capital requirements of businesses acquired in 2005 compared to those acquired in 2004.

At June 30, 2005, we had $15 million of short-term debt and $505 million of long-term debt, while stockholders� equity exceeded $3.4 billion.
For the six months ended June 30, 2005, we spent $418 million (net of cash acquired) on acquisitions and $126 million on capital expenditures.
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facilities; purchase obligations, consisting of the minimum
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outstanding obligations under noncancelable commitments to purchase goods or services; and contingent purchase price obligations for
previously completed acquisitions, subject to the operating performance of the acquired businesses. Contingent purchase price obligations

cannot exceed $154 million and could be paid over the next three years. The maximum amount payable within the next twelve months is $100
million, of which we currently expect to pay less than $1 million. We also have outstanding letters of credit and bid bonds that total

approximately $52 million.

Post Transactions

We expect the pending sale of the Company to close on or about August 11, 2005, subject to satisfaction or waiver of the closing conditions.
Upon closing, there will be significant changes in the Company�s existing capital structure. The purchase of the Company will be financed in part

by new borrowings of approximately $7 billion under a new senior secured credit facility, a new receivables facility, a new revolving credit
facility, and new unsecured senior notes and senior subordinated notes.

After closing of the sale of the Company and the new financing transactions (collectively referred to as the �Transactions�), we will be highly
leveraged. As of March 31, 2005, on a pro forma basis, after giving effect to the Transactions, we would have had outstanding $7,603.3 million
in aggregate indebtedness (including $29.6 million of payment obligations relating to historical acquisitions and capital lease obligations), with
an additional $875.0 million of borrowing capacity available under our new revolving credit facility (not giving effect to any outstanding letters
of credit, which would reduce the amount available under our new revolving credit facility), and we would have had $375.0 million of sales of

receivables outstanding under our new receivables facilities. Our liquidity requirements will be significant, primarily due to debt service
requirements and financing costs incurred in connection with our new receivables facilities. On a pro forma basis, after giving effect to the

Transactions, our interest expense (including financing costs associated with our new receivables facilities) for the twelve months ended March
31, 2005 would have been approximately $620 million.

We historically have not participated in, nor have we created, any off-balance sheet special purpose entities or other off-balance sheet
arrangements, other than operating leases. After completion of the Transactions, we expect to have certain special purpose entities in connection

with the new receivables facility.

EFFECT OF RECENT ACCOUNTING PRONOUNCEMENTS:

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued a new standard on accounting for share-based payments,
SFAS Number 123R (revised 2004), �Share-Based Payment� (SFAS 123R). On April 14, 2005, the Securities and Exchange Commission

announced the adoption of a new rule that amends the effective date of SFAS 123R, which for our Company is no later than January 1, 2006.
SFAS 123R supersedes Accounting Principles Board Opinion Number 25 (APB 25) and requires
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companies to expense the fair value of employee stock options and similar awards. Under SFAS 123R, the Company can select from two
transition methods: the modified prospective method where stock compensation expense is recorded for all unvested and new awards after
January 1, 2005 or the modified retrospective method where companies apply the modified prospective method, but also restate their prior

financial statements beginning after December 15, 1994 to include the amounts that were previously recognized in their pro forma disclosures
under the original provisions of SFAS 123. The adoption of SFAS 123R will have a material effect on the Company�s financial position and
results of operations but will not affect its net cash flows. The Company is currently evaluating the transition methods and the effect that the

proposed sale of the Company will have on its stock compensation expense.

In September 2004 the FASB Emerging Issues Task Force reached a consensus on Issue 04-01, Accounting for Pre-existing Relationships
between the Parties to a Business Combination (EITF 04-01). EITF 04-01 is effective for business combinations completed in reporting periods

beginning after October 13, 2004. EITF 04-01 applies when two parties that have a pre-existing contractual relationship enter into a business
combination. EITF 04-01 addresses whether a consummation of a business combination between two parties that have a pre-existing contractual
relationship should be evaluated to determine if a settlement of a pre-existing contractual relationship exists, thus requiring accounting separate

from the business combination. The adoption of EITF 04-01 on January 1, 2005 did not have a material impact on the Company�s financial
position or results of operations.

In December 2004 the FASB Staff issued FASB Staff Position No. 109-2 (FSP 109-2), Accounting and Disclosure Guidance for the Foreign
Earnings Repatriation Provision within the American Jobs Creation Act of 2004 (the Jobs Act), which was effective upon issuance. FSP 109-2

provides guidance with respect to reporting the potential impact of the repatriation provisions of the Jobs Act on an enterprise�s income tax
expense and deferred tax liability. The Jobs Act was enacted in October 2004 and provides for a temporary 85% dividends received deduction
on certain foreign earnings repatriated during a one-year period. The deduction would result in an approximate 5.25% federal tax rate on the

repatriated earnings. To qualify for the deduction, the earnings must be reinvested in the United States pursuant to a domestic reinvestment plan
established by a company�s chief executive officer and approved by a company�s board of directors. Certain other criteria in the Jobs Act must be
satisfied as well. FSP 109-2 states that an enterprise is allowed time beyond the financial reporting period to evaluate the effect of the Jobs Act
on its plan for reinvestment or repatriation of foreign earnings. FSP 109-2 is not expected to have a material impact on the Company�s 2005 tax

expense or deferred tax liability.

In March 2005 the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 47, �Accounting for Conditional Asset
Retirement Obligations, an interpretation of FASB Statement No. 143� (FIN 47). FIN 47 clarifies that conditional asset retirement obligations
meet the definition of liabilities and should be recognized when incurred if their fair values can be reasonably estimated. The Interpretation is

effective no later than December 31, 2005. The cumulative effect of initially applying the Interpretation will be recognized as a change in
accounting principle. The Company is in the process of evaluating the expected effect of FIN 47 on its Consolidated Financial Statements.
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RISK FACTORS:

Certain of the matters we discuss in this Form 10-Q, including the statements about the expected effects, timing and completion of the proposed
sale of our company, statements about our outlook for internal revenue growth in 2005, statements about our expected margins, revenue and

spending in 2005, including certain statements made in �Liquidity and Capital Resources,� and all other statements in this Form 10-Q other than
historical facts, constitute forward-looking statements. You can identify forward-looking statements because they contain words such as

�believes,� �expects,� �may,� �will,� �would,� �should,� �seeks,� �approximately,� �intends,� �plans,� �estimates,� or �anticipates� or similar expressions which concern
our strategy, plans or intentions. All statements we make relating to estimated and projected earnings, margins, costs, expenditures, cash flows,

growth rates and financial results are forward-looking statements. In addition, we, through our senior management, from time to time make
forward-looking public statements concerning our expected future operations and performance and other developments. All of these

forward-looking statements are subject to risks and uncertainties that may change at any time, and, therefore, our actual results may differ
materially from those we expected. We derive most of our forward-looking statements from our operating budgets and forecasts, which are

based upon many detailed assumptions. While we believe that our assumptions are reasonable, we caution that it is very difficult to predict the
impact of known factors, and, of course, it is impossible for us to anticipate all factors that could affect our actual results. Some of the factors

that we believe could affect our results include: general economic and market conditions, including the lingering effects of the economic
slowdown on information technology spending levels, trading volumes and services revenue; the overall condition of the financial services

industry, including the effect of any further consolidation among financial services firms; the integration of acquired businesses, the performance
of acquired businesses, and the prospects for future acquisitions; the effect of war, terrorism or catastrophic events; the effect of disruptions to

our ASP Systems; the timing and magnitude of software sales; the timing and scope of technological advances; customers taking their
information availability solutions in-house; the trend in information availability toward solutions utilizing more dedicated resources; the market

and credit risks associated with clearing broker operations; the ability to retain and attract customers and key personnel; risks relating to the
foreign countries where we transact business; and the ability to obtain patent protection and avoid patent-related liabilities in the context of a

rapidly developing legal framework for software and business-method patents. We may not be able to complete the proposed sale of our
company on the terms summarized above or other acceptable terms, or at all, due to a number of factors, including the failure to satisfy

customary closing conditions. The factors described in this paragraph and other factors that may affect our business or future financial results are
discussed in our filings with the Securities and Exchange Commission, including this Form 10-Q. We assume no obligation to update any

written or oral forward-looking statement made by us or on our behalf as a result of new information, future events or other factors.
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Risks Related to Our Indebtedness

Our substantial leverage could adversely affect our ability to raise additional capital to fund our operations, limit our ability to react to
changes in the economy or our industry, expose us to interest rate risk to the extent of our variable rate debt and prevent us from

meeting our debt obligations.

After completing the Transactions, we will be highly leveraged. On a pro forma basis as of March 31, 2005, our total indebtedness would have
been $7,603.3 million, including $29.6 million of payment obligations relating to historical acquisitions and capital lease obligations. We also
would have had an additional $875.0 million available for borrowing under the revolving portion of our revolving credit facility at that date. In
addition, $375.0 million of funding would have been outstanding under our receivables facilities on the same pro forma basis. The following

chart shows our level of indebtedness and certain other information on a pro forma basis as of March 31, 2005 after giving effect to the
Transactions.

Pro Forma as of

March 31, 2005

(Dollars in millions)
Revolving credit facility(1) $ 125.0
Term loan facilities(2) 4,000.0
New senior notes 2,000.0
New senior subordinated notes 1,000.0
Existing senior notes(3) 448.7
Other existing debt(4) 29.6

Total indebtedness $ 7,603.3
Off-balance sheet receivables facilities(5) 375.0

Total $ 7,978.3

(1) Upon the closing of the Transactions, we will enter into a $1,000.0 million senior secured revolving credit facility with a six-year maturity,
$125.0 million of which will be drawn on the closing date of the Transactions (exclusive of $1.6 million of letters of credit).

(2) Upon the closing of the Transactions, we will enter into $4,000.0 million-equivalent of senior secured term loan facilities, comprised of a
$3,685.0 million facility with SunGard Data Systems Inc. as the borrower and $315.0 million-equivalent facilities with a newly formed
U.K. subsidiary as the borrower, $165.0 million of which will be denominated in euros and $150.0 million of which will be denominated
in pounds sterling, with each facility having a seven-and-a-half-year maturity.

(3) Consists of $250.0 million face amount of 3.75% senior notes due 2009 and $250.0 million face amount of 4.875% senior notes due 2014.
Upon consummation of the Transactions, our existing senior notes will become secured on an equal and ratable basis with loans under the
senior secured credit facilities to the extent required by the indenture governing the existing senior notes and will be guaranteed by all our
subsidiaries that guarantee the new senior notes. The existing senior notes are recorded at $448.7 million as of March 31, 2005 on a pro
forma basis as a result of fair value adjustments related to purchase accounting. The discount of $51.3 million on the existing senior notes
will be accreted to their face amount over the remaining period up to their respective maturity dates using the effective interest rate
method.
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(4) Consists of $15.6 million of hold-back, deferred purchase price and other obligations related to historical acquisitions and $14.0 million of
capital lease obligations.

(5) The receivables facilities provide for up to $375.0 million of funding, based, in part, on the amount of eligible receivables. We expect that
the full amount of the receivables facilities will be funded at the closing of the Transactions. Because sales of receivables under the
receivables facilities depend, in part, on the amount of eligible receivables, the amount of available funding under these facilities may
fluctuate over time.

Our high degree of leverage could have important consequences, including:

� making it more difficult for us to make payments on our debt obligations;

� increasing our vulnerability to general economic and industry conditions;

� requiring a substantial portion of cash flow from operations to be dedicated to the payment of principal and interest on our
indebtedness, therefore reducing our ability to use our cash flow to fund our operations, capital expenditures and future business
opportunities;

� exposing us to the risk of increased interest rates as certain of our borrowings, including borrowings under our senior secured credit
facilities and senior subordinated credit facility, will be at variable rates of interest;

� restricting us from making strategic acquisitions or causing us to make non-strategic divestitures;

� limiting our ability to obtain additional financing for working capital, capital expenditures, product development, debt service
requirements, acquisitions and general corporate or other purposes; and

� limiting our ability to adjust to changing market conditions and placing us at a competitive disadvantage compared to our competitors
who are less highly leveraged.

We and our subsidiaries may be able to incur substantial additional indebtedness in the future, subject to the restrictions contained in our senior
secured credit facilities and the indentures relating to our new senior notes. If new indebtedness is added to our current debt levels, the related

risks that we now face could intensify.

Our debt agreements contain restrictions that limit our flexibility in operating our business.

Our senior secured credit agreement and the indentures governing our new senior notes contain various covenants that limit our ability to engage
in specified types of transactions. These covenants limit our and our restricted subsidiaries� ability to, among other things:

� incur additional indebtedness or issue certain preferred shares;
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� sell certain assets;

� create liens;

� consolidate, merge, sell or otherwise dispose of all or substantially all of our assets; and

� enter into certain transactions with our affiliates

In addition, under the senior secured credit agreement, we will be required to satisfy and maintain specified financial ratios and other financial
condition tests. Our ability to meet those financial ratios and tests can be affected by events beyond our control, and we cannot assure you that

we will meet those ratios and tests. A breach of any of these covenants could result in a default under the senior secured credit agreement. Upon
the occurrence of an event of default under the senior secured credit agreement, the lenders could elect to declare all amounts outstanding under

the senior secured credit agreement to be immediately due and payable and terminate all commitments to extend further credit.

If we were unable to repay those amounts, the lenders under the senior secured credit agreement could proceed against the collateral granted to
them to secure that indebtedness. We have pledged a significant portion of our assets as collateral under the senior secured credit agreement and,
to the extent required by the indenture governing the existing senior notes, the existing senior notes. If the lenders under the senior secured credit

agreement accelerate the repayment of borrowings, we cannot assure you that we will have sufficient assets to repay the senior secured credit
agreement and the existing senior notes, as well as our unsecured indebtedness.

Risks Related to Our Business

Our business depends largely on the economy and financial markets, and a slowdown or downturn in the economy or financial markets
could adversely affect our business and results of operations.

When there is a slowdown or downturn in the economy, a drop in stock market levels or trading volumes, or an event that disrupts the financial
markets, our business and financial results may suffer for a number of reasons. Customers may react to worsening conditions by reducing their

capital expenditures in general or by specifically reducing their spending on information technology. In addition, customers may curtail or
discontinue trading operations, delay or cancel information technology projects, or seek to lower their costs by renegotiating vendor contracts.
Also, customers with excess information technology resources may choose to take their availability solutions in-house rather than obtain those
solutions from us. Moreover, competitors may respond to market conditions by lowering prices and attempting to lure away our customers to
lower cost solutions. If any of these circumstances remain in effect for an extended period of time, there could be a material adverse effect on

our financial results. During the last economic slowdown, our internal growth decreased, and nearly all of our revenue growth during 2001
through 2003 was from acquisitions. Because our financial performance tends to lag behind fluctuations in the economy, our recovery from any

particular downturn in the economy may not occur until after economic conditions have generally improved.

Our business depends largely on the financial services industry, and a weakening of the financial services industry could adversely
affect our business and results of operations.
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Because our customer base is concentrated in the financial services industry, our business is largely dependent on the health of that industry.
When there is a general downturn in the financial services industry, or if our customers in that industry experience financial or business

problems, our business and financial results may suffer. If financial services firms continue to consolidate (as they have over the past decade or
so), there could be a material adverse effect on our business and financial results. When a customer merges with a firm using its own solution or
another vendor�s solution, they could decide to consolidate their processing on a non-SunGard system, which could have an adverse effect on our

financial results.
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Our acquisition program is an important element of our strategy but, because of the uncertainties involved, this program may not be
successful and we may not be able to successfully integrate and manage acquired businesses.

Part of our growth strategy is to pursue additional acquisitions in the future. There can be no assurance that our acquisition program will
continue to be successful. In addition, we may finance any future acquisition with debt, which would increase our interest costs. If we are unable
to successfully integrate and manage acquired businesses, or if acquired businesses perform poorly, then our business and financial results may

suffer. It is possible that the businesses we have acquired and businesses that we acquire in the future may perform worse than expected or prove
to be more difficult to integrate and manage than expected. If that happens, there may be a material adverse effect on our business and financial

results for a number of reasons, including:

� we may have to devote unanticipated financial and management resources to acquired businesses;

� we may not be able to realize expected operating efficiencies or product integration benefits from our acquisitions;

� we may have to write-off goodwill or other intangible assets; and

� we may incur unforeseen obligations or liabilities in connection with acquisitions.

If we are unable to identify suitable acquisition candidates and successfully complete acquisitions, our growth and our financial results
may be adversely affected.

Our growth has depended in part on our ability to acquire similar or complementary businesses on favorable terms. In the last three years, most
of our revenue growth was from acquired businesses. This growth strategy is subject to a number of risks that could adversely affect our

business and financial results, including:

� we may not be able to find suitable businesses to acquire at affordable valuations or on other acceptable terms;

� we may face competition for acquisitions from other potential acquirers, some of whom may have greater resources than us or may be
less highly leveraged, or from the possibility of an acquisition target pursuing an initial public offering of its stock;

� we may have to incur additional debt to finance future acquisitions as we have done in the past and no assurance can be given as to
whether, and on what terms, such additional debt will be available; and

� we may find it more difficult or costly to complete acquisitions due to changes in accounting, tax, securities or other regulations.
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Catastrophic events may disrupt or otherwise adversely affect the markets in which we operate, our business and our profitability.

Our business may be adversely affected by a war, terrorist attack, natural disaster or other catastrophe. A catastrophic event could have a direct
negative impact on us or an indirect impact on us by, for example, affecting our customers, the financial markets or the overall economy. The
potential for a direct impact is due primarily to our significant investment in our infrastructure. Although we maintain redundant facilities and
have contingency plans in place to protect against both man-made and natural threats, it is impossible to fully anticipate and protect against all
potential catastrophes. Despite our preparations, a security breach, criminal act, military action, power or communication failure, flood, severe

storm or the like could lead to service interruptions and data losses for customers, disruptions to our operations, or damage to our important
facilities. The same disasters or circumstances that may lead to our customers requiring access to our availability services may negatively impact
our own ability to provide such services. Our three largest availability services facilities are particularly important, and a major disruption at one
or more of those facilities could disrupt or otherwise impair our ability to provide services to our availability services customers. If any of these

events happen, we may be exposed to unexpected liability, our customers may leave, our reputation may be tarnished, and there could be a
material adverse effect on our business and financial results.

Our application service provider systems may be subject to disruptions that could adversely affect our reputation and our business.

Our application service provider systems maintain and process confidential data on behalf of our customers, some of which is critical to their
business operations. For example, our brokerage and trading systems maintain account and trading information for our customers and their

clients, and our benefit, insurance and investor accounting systems maintain investor account information for retirement plans, insurance policies
and mutual funds. There is no guarantee that the systems and procedures that we maintain to protect against unauthorized access to such

information are adequate to protect against all security breaches. If our application service provider systems are disrupted or fail for any reason,
or if our systems or facilities are infiltrated or damaged by unauthorized persons, our customers could experience data loss, financial loss, harm

to reputation and significant business interruption. If that happens, we may be exposed to unexpected liability, our customers may leave, our
reputation may be tarnished, and there could be a material adverse effect on our business and financial results.

Because the sales cycle for our software is typically lengthy and unpredictable, our results may fluctuate from period to period.

Our operating results may fluctuate from period to period and be difficult to predict in a particular period due to the timing and magnitude of
software sales. We offer some of our financial systems on a license basis, which means that the customer has the right to run the software on its
own computers. The customer usually makes a significant up-front payment to license software, which we generally recognize as revenue when

the license contract is signed and the software is delivered. The size of the up-front payment often depends on a number of factors that are
different for each customer, such as the number of customer locations, users or accounts. As a result, the sales cycle for a software license may

be lengthy and take unexpected turns. Thus, it is difficult to predict when software sales will occur or how much revenue they will generate.
Since there are few incremental costs associated with software sales, our operating results may fluctuate from quarter to quarter and year to year

due to the timing and magnitude of software sales.

Rapid changes in technology and our customers� businesses could adversely affect our business and financial results.

Our business may suffer if we do not successfully adapt our products and services to changes in technology and changes in our customers�
businesses. These changes can occur rapidly and at unpredictable intervals and we cannot assure you that we will be able to respond adequately.

If we do not successfully update and integrate our products and services to adapt to these changes, or if we do not successfully develop new
products and services needed by our customers to keep pace with these changes, then our business and financial results may suffer. Our ability to
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� we may find it difficult or costly to update our products and services and to develop new products fast enough to meet our customers�
needs;
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� we may find it difficult or costly to make some features of our products and services work effectively and securely over the Internet;

� we may find it difficult or costly to integrate more of our FS solutions into efficient straight-through processing solutions;

� we may find it difficult or costly to update our products and services to keep pace with business, regulatory and other developments in
the financial services industry, where many of our customers operate; and

� we may find it difficult or costly to update our services to keep pace with advancements in hardware, software and
telecommunications technology.

Some technological changes, such as advancements that have facilitated the ability of our AS customers to develop their own internal solutions,
may render some of our products and services less valuable or eventually obsolete. In addition, because of ongoing, rapid technological changes,

the useful lives of some technology assets have become shorter and customers are therefore replacing these assets more often. As a result, our
customers are increasingly expressing a preference for contracts with shorter terms, which could make our revenue less predictable in the future.

Customers taking their availability solutions in-house may continue to create pressure on our internal revenue growth rate.

Our AS solutions allow customers to leverage our significant infrastructure and take advantage of our experience, technology expertise, resource
management capabilities and vendor neutrality. Nevertheless, some customers, especially among the very largest having significant information
technology resources, prefer to develop and maintain their own in-house availability solutions, which can result in a loss of revenue from those
customers. Technological advances in recent years have significantly reduced the cost yet not the complexity of developing in-house solutions.

Over the past several years, business lost to customers taking their availability solutions in-house generally has offset our new sales. If this trend
continues or worsens, there will be continued pressure on our internal revenue growth rate.

The trend toward information availability solutions utilizing more single customer dedicated resources likely will lower our overall
operating margin percentage over time.

In the information availability services industry, especially among our more sophisticated customers, there is an increasing preference for
solutions that utilize some level of dedicated resources, such as blended advanced recovery services and �always on� production services. The

primary reason for this trend is that adding dedicated resources, although more costly, provides greater control, reduces data loss and facilitates
quicker responses to business interruptions. Advanced recovery services often result in greater use of both shared and dedicated resources and,
therefore, typically generate appreciably higher revenue with only a modest increase in capital expenditures and a modest decrease in operating

margin percentage. Production services require significant dedicated resources and, therefore, generally produce even higher revenue at an
appropriately lower operating margin percentage.

Our brokerage operations are highly regulated and are riskier than our other businesses.

Organizations like the Securities and Exchange Commission, New York Stock Exchange and National Association of Securities Dealers can,
among other things, fine, censure, issue cease-and-desist orders and
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suspend or expel a broker/dealer or any of its officers or employees for failures to comply with the many laws and regulations that govern
brokerage operations. Our ability to comply with these laws and regulations is largely dependent on our establishment, maintenance and
enforcement of an effective brokerage compliance program. Our failure to establish, maintain and enforce proper brokerage compliance
procedures, even if unintentional, could subject us to significant losses, lead to disciplinary or other actions, and tarnish our reputation.

Regulations affecting the brokerage industry, in particular with respect to active traders, may change, which could adversely affect our financial
results.

We are exposed to certain risks due to the trading activities of our customers and professional traders of our brokerage operations. If customers
or professional traders fail to pay for securities they buy, or fail to cover their short sales, or fail to repay margin loans we make to them, then we

may suffer losses, and these losses may be disproportionate to the relatively modest revenue and profit contributions of this business. In our
other businesses, we generally can disclaim liability for trading losses that may be caused by our software, but in our brokerage operations, we

cannot limit our liability for trading losses even when we are not at fault.

We could lose revenue due to �fiscal funding� or �termination for convenience� clauses in certain customer contracts, especially in our
HE/PS business.

Certain of our customer contracts, particularly those with governments, institutions of higher education and school districts, may be partly or
completely terminated by the customer due to budget cuts or sometimes for any reason at all. These types of clauses are often called �fiscal

funding� or �termination for convenience� clauses. If a customer exercises one of these clauses, the customer would be obligated to pay for the
services we performed up to the date of exercise, but would not have to pay for any further services. While we have not been materially affected

by exercises of these clauses in the past, we may be in the future. If customers that collectively represent a substantial portion of our revenue
were to invoke the fiscal funding or termination for convenience clauses of their contracts, our future business and results of operations could be

adversely affected.

If we fail to comply with government regulations in connection with our providing technology services to certain financial institutions,
our business and results of operations may be adversely affected.

Because we act as a third-party service provider to financial institutions and provide mission-critical applications for many financial institutions
that are regulated by one or more member agencies of the Federal Financial Institutions Examination Council (�FFIEC�), we are subject to

examination by the member agencies of the FFIEC. More specifically, we are a Multi-Regional Data Processing Servicer of the FFIEC because
we provide mission critical applications for financial institutions from several data centers located in different geographic regions. As a result,
the FFIEC conducts periodic reviews of certain of our operations in order to identify existing or potential risks associated with our operations

that could adversely affect the financial institutions to whom we provide services, evaluate our risk management systems and controls, and
determine our compliance with applicable laws that affect the services we provide to financial institutions. In addition to examining areas such

as our management of technology, data integrity, information confidentiality and service availability, the reviews also assess our financial
stability. Our incurrence of significant debt in connection with the Transactions increases the risk of an FFIEC agency review determining that
our financial stability has been weakened. A sufficiently unfavorable review from the FFIEC could result in our financial institution customers

not being allowed to use our technology services, which could have a material adverse effect on our business and financial condition.
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If we are unable to retain or attract customers, our business and financial results will be adversely affected.

If we are unable to keep existing customers satisfied, sell additional products and services to existing customers or attract new customers, then
our business and financial results may suffer. A variety of factors could affect our ability to successfully retain and attract customers, including

the level of demand for our products and services, the level of customer spending for information technology, the level of competition from
customers that develop their own solutions internally and from other vendors, the quality of our customer service, our ability to update our

products and develop new products and services needed by customers, and our ability to integrate and manage acquired businesses. Our services
revenue, which has been largely recurring in nature, comes from the sale of our products and services under fixed-term contracts. We do not

have a unilateral right to extend these contracts when they expire. If customers cancel or refuse to renew their contracts, or if customers reduce
the usage levels or asset values under their contracts, there could be a material adverse effect on our business and financial results.

If we fail to retain key employees, our business may be harmed.

Our success depends on the skill, experience and dedication of our employees. If we are unable to retain and attract sufficiently experienced and
capable personnel, especially in product development, sales and management, our business and financial results may suffer. For example, if we
are unable to retain and attract a sufficient number of skilled technical personnel, our ability to develop high quality products and provide high
quality customer service may be impaired. Experienced and capable personnel in the technology industry remain in high demand, and there is
continual competition for their talents. When talented employees leave, we may have difficulty replacing them, and our business may suffer.

There can be no assurance that we will be able to successfully retain and attract the personnel that we need.

We are subject to the risks of doing business internationally.

During 2004, approximately 26% of our revenue was generated outside the United States. Approximately 77% of this revenue was from
customers located in the United Kingdom and Continental Europe. Because we sell our services outside the United States, our business is subject

to risks associated with doing business internationally. Accordingly, our business and financial results could be adversely affected due to a
variety of factors, including:

� changes in a specific country�s or region�s political and cultural climate or economic condition;

� unexpected changes in foreign laws and regulatory requirements;

� difficulty of effective enforcement of contractual provisions in local jurisdictions;

� inadequate intellectual property protection in foreign countries;

� trade-protection measures, import or export licensing requirements such as Export Administration Regulations promulgated by the
U.S. Department of Commerce and fines, penalties or suspension or revocation of export privileges;
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� significant adverse changes in foreign currency exchange rates.
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After the Transactions, the private equity firms acquiring the Company (�Sponsors�) will control us and may have conflicts of interest
with us in the future.

Investment funds associated with or designated by the Sponsors will indirectly own, through their ownership in our parent companies,
approximately 86.2% of our capital stock, on a fully-diluted basis, after consummation of the Transactions. As a result, the Sponsors have

control over our decisions to enter into any corporate transaction and have the ability to prevent any transaction that requires the approval of
stockholders regardless of whether noteholders believe that any such transactions are in their own best interests. For example, the Sponsors
could cause us to make acquisitions that increase the amount of indebtedness that is secured or that is senior to our new senior subordinated

notes or to sell assets.

Additionally, the Sponsors are in the business of making investments in companies and may from time to time acquire and hold interests in
businesses that compete directly or indirectly with us. One or more of the Sponsors may also pursue acquisition opportunities that may be

complementary to our business and, as a result, those acquisition opportunities may not be available to us. So long as investment funds
associated with or designated by the Sponsors continue to indirectly own a significant amount of the outstanding shares of our common stock,

even if such amount is less than 50%, the Sponsors will continue to be able to strongly influence or effectively control our decisions.

If we are unable to protect our proprietary technologies and defend infringement claims, we could lose one of our competitive
advantages and our business could be adversely affected.

Our success depends in part on our ability to protect our proprietary products and services and to defend against infringement claims. If we are
unable to do so, our business and financial results may suffer. To protect our proprietary technology, we rely upon a combination of copyright,

patent, trademark and trade secret law, confidentiality restrictions in contracts with employees, customers and others, software security
measures, and registered copyrights and patents. Despite our efforts to protect the proprietary technology, unauthorized persons may be able to

copy, reverse engineer or otherwise use some of our technology. It also is possible that others will develop and market similar or better
technology to compete with us. Furthermore, existing patent, copyright and trade secret laws may afford only limited protection, and the laws of

certain countries do not protect proprietary technology as well as United States law. For these reasons, we may have difficulty protecting our
proprietary technology against unauthorized copying or use. If any of these events happens, there could be a material adverse effect on the value

of our proprietary technology and on our business and financial results. In addition, litigation may be necessary to protect our proprietary
technology. This type of litigation is often costly and time-consuming, with no assurance of success.

The legal framework for software and business method patents is rapidly evolving. Some of our competitors may have been more aggressive
than us in applying for or obtaining patent protection for innovative proprietary technologies both in the United States and internationally. There

can be no assurance that in the future third parties will not assert infringement claims against us (as they have already done in the past) and
preclude us from using a technology in our products or require us to enter into royalty and licensing arrangements on terms that are not favorable
to us, or force us to engage in costly infringement litigation, which could result in us paying monetary damages or being forced to redesign our
products to avoid infringement. Additionally, our licenses and service agreements with our customers generally provide that we will defend and
indemnify them for claims against them relating to our alleged infringement of the intellectual property rights of third parties with respect to our
products or services. We might have to defend or indemnify our customers to the extent they are subject to these types of claims. Any of these
claims may be difficult and costly to defend and may lead to unfavorable judgments or settlements, which could have a material adverse effect
on our reputation, business and financial results. For these reasons, we may find it difficult or costly to add or retain important features in our

products and services.

Defects, design errors or security flaws in our products could harm our reputation and expose us to potential liability.
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first introduced and when major new updates or enhancements are released. If errors or defects are discovered in our current or future products,
we may not be able to correct them in a timely manner, if at all. In our development of updates and enhancements to our products, we may make

a major design error that makes the product operate incorrectly or less efficiently.

In addition, certain of our products include security features that are intended to protect the privacy and integrity of customer data. Despite these
security features, our products and systems, and our customers� systems may be vulnerable to break-ins and similar problems caused by third

parties, such as hackers bypassing firewalls and misappropriating confidential information. Such break-ins or other disruptions could jeopardize
the security of information stored in and transmitted through our computer systems and those of our customers, subject us to liability and tarnish

our reputation. We may need to expend significant capital resources in order to eliminate or work around errors, defects, design errors or
security problems. Any one of these problems in our products may result in the loss of or a delay in market acceptance of our products, the

diversion of development resources, a lower rate of license renewals or upgrades and damage to our reputation, and in turn may increase service
and warranty costs.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK:

Historically, we have rarely used derivative financial instruments for trading or speculative purposes. We have invested our available cash in
short-term, highly liquid financial instruments, with a substantial portion having initial maturities of three months or less. When necessary, we

have borrowed to fund acquisitions. We have had limited exposure to interest rate fluctuations historically. As a result, we have not used interest
rate hedging strategies in the past. However, given the increased exposure to volatility in floating rates related to the proposed sale of our

Company, we expect to evaluate hedging opportunities and may enter into hedging transactions in the future.

Under our existing credit facility, we may designate borrowings as base-rate borrowings or LIBOR borrowings. Base-rate borrowings bear
interest generally at the prime rate plus a margin, while LIBOR borrowings bear interest at a rate equal to LIBOR plus a margin, depending upon
our credit rating at the time of the borrowing. During the second quarter of 2005, in anticipation of the Transactions, the Company�s credit rating
was downgraded. Currently, the margin for base-rate borrowings is 0.5% and the margin for LIBOR borrowings is 1.5%. Upgrades in our credit

rating would result in a decrease in our interest rate by as much as 1%.

Item 4. CONTROLS AND PROCEDURES:

(a) Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, as of the end of

the period covered by this Report. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures as of the end of the period covered by this Report were designed and functioning effectively to provide

reasonable assurance that the information required to be disclosed by us in reports filed under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported within the time periods specified in the SEC�s rules and forms. However, we caution that a system of

controls, no matter how well designed and operated, cannot provide absolute assurance that its objectives are met, and no evaluation of controls
can provide absolute assurance that all control issues and instances of fraud, if any, have been detected.

(b) Change in Internal Control over Financial Reporting

No change in our internal control over financial reporting occurred during our most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

Part II. OTHER INFORMATION:

ITEM 1. LEGAL PROCEEDINGS: None.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS: NONE.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES: None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS: None.

ITEM 5. OTHER INFORMATION: None.
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ITEM 6. EXHIBITS:

31.1 - Certification of Cristóbal Conde required by Rule 13a-14(a) or Rule 15d-14(a) and Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 - Certification of Michael J. Ruane required by Rule 13a-14(a) or Rule 15d-14(a) and Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 - Certification of Cristóbal Conde required by Rule 13a-14(b) or Rule 15d-14(b) and Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 - Certification of Michael J. Ruane required by Rule 13a-14(b) or Rule 15d-14(b) and Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

SUNGARD DATA SYSTEMS INC.

Date: August 5, 2005 By: /s/ Michael J. Ruane

Michael J. Ruane
Senior Vice President-Finance and Chief Financial Officer
(Principal Financial Officer)
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EXHIBIT INDEX

Exhibit No. Document

31.1 Certification of Cristóbal Conde required by Rule 13a-14(a) or Rule 15d-14(a) and Section 302 of the Sarbanes-Oxley Act of
2002.

31.2 Certification of Michael J. Ruane required by Rule 13a-14(a) or Rule 15d-14(a) and Section 302 of the Sarbanes-Oxley Act of
2002.

32.1 Certification of Cristóbal Conde required by Rule 13a-14(b) or Rule 15d-14(b) and Section 906 of the Sarbanes-Oxley Act of
2002.

32.2 Certification of Michael J. Ruane required by Rule 13a-14(b) or Rule 15d-14(b) and Section 906 of the Sarbanes-Oxley Act of
2002.
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