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Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following
provisions (see General Instruction A.2. below):
 
o            Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
 
o            Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
 
o            Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
 
o            Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
 

 

 
Avid Technology, Inc. hereby amends Item 9.01 (formerly Item 7) of its Current Report on Form 8-K, dated August 20, 2004, as follows:

 
Item 9.01.  Financial Statements and Exhibits

 
(a)  Financial Statements of Business Acquired.
 
The Midiman, Inc., and Subsidiaries Consolidated Financial Statements for the Years Ended January 31, 2002, 2003 and 2004 together with the

reports thereon signed by Deloitte & Touche LLP and Hinton, Kreditor & Gronroos, LLP , are filed as Exhibit 99.3 to this Current Report on Form 8-K.
 
The Midiman, Inc. and Subsidiaries Condensed Consolidated Financial Statements for the Three Month Periods Ended April 30, 2003 and 2004

(Unaudited) are filed as Exhibit 99.4 to this Current Report Form 8-K.
 
(b)   Pro Forma Financial Information.
 
Pro Forma Condensed Combined Financial Statements for the Six Month Period Ended June 30, 2004 and Year Ended December 31, 2003 are filed

as Exhibit 99.5 to this Current Report on Form 8-K.
 
(c)           Exhibits.

 
See Exhibit Index attached hereto.
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SIGNATURE

 
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 hereunto duly authorized.
 
Date: September 1, 2004 AVID TECHNOLOGY, INC.
  
  
 

By: /s/ Paul J. Milbury
 

Name: Paul J. Milbury
 

Title: Chief Financial Officer
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EXHIBIT INDEX

 
Exhibit No.

 
Description

   
2.1*

 

Agreement and Plan of Merger, dated August 12, 2004, by and among Avid Technology, Inc., Maui Paradise
Corporation, Maui LLC and Midiman, Inc.

   
23.1

 

Consent of Deloitte & Touche LLP
   
23.2

 

Consent of Hinton, Kreditor & Gronroos, LLP
   
99.1*

 

Press Release dated August 13, 2004.
   
99.2*

 

Press Release dated August 20, 2004.
   
99.3

 

Midiman, Inc. and Subsidiaries Consolidated Financial Statements for Years Ended January 31, 2002, 2003
and 2004.

   
99.4

 

Midiman, Inc. and Subsidiaries Condensed Consolidated Financial Statements for the Three Month Periods
Ended April 30, 2003 and 2004 (Unaudited)

   
99.5

 

Pro Forma Financial Information (Unaudited)
 

* Filed Previously
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Exhibit 23.1
 
 
INDEPENDENT AUDITORS’ CONSENT
 
 
We consent to the incorporation by reference in Registration Statement No.’s 333-118704, 333-102772, 333-75470, 333-64016, 333-48338, 333-48340, 333-
41750, 333-37952, 333-33674, 333-94167, 333-87539, 333-73321, 333-60181, 333-60183, 333-60191, 333-56631, 333-42569, 333-42571, 333-30367, 333-
08821, 333-08823, 333-08825, 33-88318, 33-82478, 33-98692, 33-64130, 33-64126, 33-64124 and 33-64128 on Form S-8 of Avid Technology, Inc. of our
report dated August 5, 2004, relating to the consolidated financial statements of Midiman, Inc. and subsidiaries as of and for the years ended January 31, 2004
and 2003, appearing in this Current Report on Form 8-K of Avid Technology, Inc.
 
/s/ DELOITTE & TOUCHE LLP
 
Costa Mesa, California
August 31, 2004
 



Exhibit 23.2
 
 
 
INDEPENDENT AUDITORS’ CONSENT
 
 
We consent to the incorporation by reference in Registration Statement No.’s 333-118704, 333-102772, 333-75470, 333-64016, 333-48338, 333-48340, 333-
41750, 333-37952, 333-33674, 333-94167, 333-87539, 333-73321, 333-60181, 333-60183, 333-60191, 333-56631, 333-42569, 333-42571, 333-30367, 333-
08821, 333-08823, 333-08825, 33-88318, 33-82478, 33-98692, 33-64130, 33-64126, 33-64124 and 33-64128 on Form S-8 of Avid Technology, Inc. of our
report dated November 21, 2002, relating to the consolidated financial statements of Midiman, Inc. and subsidiaries for the year ended January 31, 2002,
appearing in this Current Report on Form 8-K of Avid Technology, Inc.
 
/s/ HINTON, KREDITOR & GRONROOS, LLP
 
August 31, 2004
 



Exhibit 99.3
 

INDEPENDENT AUDITORS’ REPORT
 
Board of Directors
Midiman, Inc.
Irwindale, California
 
We have audited the accompanying consolidated balance sheets of Midiman, Inc. and subsidiaries (the ”Company”) as of January 31, 2003 and 2004, and the
related consolidated statements of operations, comprehensive operations, stockholders’ equity (deficit) and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.
 
In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Midiman, Inc. and subsidiaries as of
January 31, 2003 and 2004, and the results of their operations and their cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.
 
/s/ Deloitte & Touche LLP
Costa Mesa, Carlifornia
 
August 5, 2004
 

 
INDEPENDENT AUDITORS’ REPORT
 
 
Board of Directors
Midiman, Inc.
Arcadia, California
 
We have audited the accompanying consolidated statements of operations, comprehensive operations, stockholders’ equity (deficit) and cash flows of
Midiman, Inc. and subsidiaries (the ”Company”) for the year ended January 31, 2002. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.
 
In our opinion, such consolidated financial statements present fairly, in all material respects, the results of operations and cash flows of Midiman, Inc. and
subsidiaries for the year ended January 31, 2002 in conformity with accounting principles generally accepted in the United States of America.
 
 
/s/ HINTON, KREDITOR & GRONROOS, LLP
 
 
November 21, 2002
 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
CONSOLIDATED BALANCE SHEETS
JANUARY 31, 2003 AND 2004 (In Thousands)
 
  

2003
 

2004
 

      
ASSETS

     

      
CURRENT ASSETS:

     

Cash and cash equivalents
 

$ 2,359
 

$ 4,318
 

Accounts receivable, net of allowance for sales returns and doubtful accounts of $122 (2003) and $166
(2004)

 

4,480
 

7,890
 

Inventories—net
 

4,144
 

8,284
 

Prepaid expenses and other current assets
 

1,152
 

1,095
 

Deferred income taxes
 

425
 

630
 



      
Total current assets

 

12,560
 

22,217
 

      
PROPERTY AND EQUIPMENT—Net

 

730
 

1,289
 

      
INTANGIBLE ASSETS - Net

   

1,749
 

      
GOODWILL

   

2,339
 

      
OTHER ASSETS

 

36
 

61
 

      
TOTAL

 

$ 13,326
 

$ 27,655
 

      
LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)

     

      
CURRENT LIABILITIES:

     

Accounts payable
 

$ 2,125
 

$ 3,072
 

Line of credit
 

3,400
   

Income taxes payable
 

271
 

1,218
 

Accrued expenses and other current liabilities
 

1,884
 

2,770
 

      
Total current liabilities

 

7,680
 

7,060
 

      
DEFERRED INCOME TAXES

 

49
 

843
 

      
CONVERSION RIGHT AND PUT OBLIGATION

   

21,470
 

      
COMMITMENTS AND CONTINGENCIES (Note 8)

     

      
SERIES A REDEEMABLE CONVERTIBLE PREFERRED STOCK, No par value—4,107 shares authorized;

no shares (2003) and 4,107 shares (2004) issued and outstanding; liquidation value, $13,125
   

8,113
 

      
STOCKHOLDERS’ EQUITY (DEFICIT):

     

Common stock, no par value—20,000 shares authorized; 11,900 shares (2003) and 11,097 shares (2004)
issued and outstanding

 

147
 

1,459
 

Additional paid-in capital
   

1,325
 

Deferred stock-based compensation
   

(898)
Retained earnings (deficit)

 

5,433
 

(12,571)
Accumulated other comprehensive income

 

17
 

854
 

      
Net stockholders’ equity (deficit)

 

5,597
 

(9,831)
      
TOTAL

 

$ 13,326
 

$ 27,655
 

 
See accompanying notes to consolidated financial statements.

 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED JANUARY 31, 2002, 2003 AND 2004 (In Thousands)
 
  

2002
 

2003
 

2004
 

        
NET SALES

 

$ 23,760
 

$ 37,785
 

$ 51,547
 

        
COST OF SALES

 

11,215
 

20,238
 

27,992
 

        
GROSS PROFIT

 

12,545
 

17,547
 

23,555
 

        
OPERATING EXPENSES:

       

Research and development
 

2,585
 

3,796
 

4,468
 

General and administrative
 

1,943
 

3,353
 

5,490
 

Selling and marketing
 

4,940
 

8,920
 

9,670
 

Stock-based compensation
     

345
 

        
Total operating expenses

 

9,468
 

16,069
 

19,973
 

        
OPERATING INCOME

 

3,077
 

1,478
 

3,582
 

        
OTHER INCOME (EXPENSE)

       

Other income—net
 

18
 

38
 

356
 

Loss on derivative
     

(16,010)
        

   



Total other income (expense) 18 38 (15,654)
        
INCOME (LOSS) BEFORE PROVISION FOR

       

INCOME TAXES
 

3,095
 

1,516
 

(12,072)
        
PROVISION FOR INCOME TAXES

 

887
 

522
 

1,611
 

        
NET INCOME (LOSS)

 

$ 2,208
 

$ 994
 

$ (13,683)
 
See accompanying notes to consolidated financial statements.

 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE OPERATIONS
YEARS ENDED JANUARY 31, 2002, 2003 AND 2004 (In Thousands)
 
  

2002
 

2003
 

2004
 

        
NET INCOME (LOSS)

 

$ 2,208
 

$ 994
 

$ (13,683)
        
OTHER COMPREHENSIVE (LOSS) INCOME—Foreign currency translation

adjustments
 

(65) 111
 

837
 

        
COMPREHENSIVE INCOME (LOSS)

 

$ 2,143
 

$ 1,105
 

$ (12,846)
 
See accompanying notes to consolidated financial statements.

 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)
YEARS ENDED JANUARY 31, 2002, 2003 AND 2004 (In Thousands)
 

  

   

 

Additional
Paid-in
Capital

 

Deferred
Stock-Based

Compensation
 

Retained
Earnings
(Deficit)

 

Accumulated
Other

Comprehensive
Income
(Loss)

 

Net
Stockholders’

Equity (Deficit)
 

   

Common Stock
Shares

 
Amount

                
BALANCE—February 1, 2001

 

11,900
 

$ 147
 

$ —
 

$ —
 

$ 2,231
 

$ (29) $ 2,349
 

                
Net income

         

2,208
   

2,208
 

Foreign currency translation
adjustments

           

(65) (65)
                
BALANCE—January 31, 2002

 

11,900
 

147
     

4,439
 

(94) 4,492
 

                
Net income

         

994
   

994
 

Foreign currency translation
adjustments

           

111
 

111
 

                
BALANCE—January 31, 2003

 

11,900
 

147
     

5,433
 

17
 

5,597
 

                
Common stock redeemed in

preferred stock financing
 

(1,095) (14)
    

(3,486)
  

(3,500)
Warrants issued with preferred

stock financing
     

312
       

312
 

Issuance of common stock as
bonus

 

30
 

230
         

230
 

Issuance of stock in acquisition
 

262
 

1,096
         

1,096
 

Issuance of stock options to
employees

     

1,013
 

(1,013)
    

0
 

Amortization of deferred stock-
based compensation

       

115
     

115
 

Accretion of preferred stock
         

(835)
  

(835)
Net loss

         

(13,683)
  

(13,683)
Foreign currency translation

adjustments
           

837
 

837
 

                
BALANCE—January 31, 2004

 

$ 11,097
 

$ 1,459
 

$ 1,325
 

$ (898) $ (12,571) $ 854
 

$ (9,831)
 
See accompanying notes to consolidated financial statements.



 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31, 2002, 2003 AND 2004 (In Thousands)
 
  

2002
 

2003
 

2004
 

        
CASH FLOWS FROM OPERATING ACTIVITIES:

       

Net income (loss)
 

$ 2,208
 

$ 994
 

$ (13,683)
Adjustments to reconcile net income (loss) to net cash used in operating activities:

       

Depreciation and amortization
 

78
 

231
 

551
 

Deferred income taxes
 

(56) (296) (109)
Stock-based compensation

     

345
 

Loss on derivative
     

16,010
 

Changes in operating assets and liabilities—net of effects of acquisitions:
       

Accounts receivable
 

(1,338) (862) (2,917)
Inventories

 

(2,417) (865) (3,397)
Prepaid expenses and other current assets

 

(271) (662) 294
 

Other assets
 

(40) 5
 

(25)
Accounts payable

 

1,276
 

(522) 573
 

Income taxes payable
 

(269) 157
 

881
 

Accrued expenses and other current liabilities
 

594
 

1,044
 

852
 

        
Net cash used in operating activities

 

(235) (776) (625)
        
CASH FLOWS FROM INVESTING ACTIVITIES:

       

Purchase of property and equipment
 

(312) (607) (784)
Cash paid for business acquisition-net of cash acquired

     

(2,597)
        

Net cash used in investing activities
 

(312) (607) (3,381)
        
CASH FLOWS FROM FINANCING ACTIVITIES:

       

Net proceeds from (payments on) lines of credit
 

1,073
 

2,276
 

(3,400)
Proceeds from (payments on) long-term debt

 

49
 

(145) (74)
Loan from officer

 

28
     

Net proceeds from issuance of preferred stock and warrant
     

9,550
 

        
Net cash provided by financing activities

 

1,150
 

2,131
 

6,076
 

        
EFFECT OF EXCHANGE RATES ON CASH BALANCES

 

(65) 111
 

(111)
        
NET INCREASE IN CASH AND CASH EQUIVALENTS

 

538
 

859
 

1,959
 

        
CASH AND CASH EQUIVALENTS—Beginning of year

 

962
 

1,500
 

2,359
 

        
CASH AND CASH EQUIVALENTS—End of year

 

$ 1,500
 

$ 2,359
 

$ 4,318
 

        
SUPPLEMENTAL INFORMATION—Cash paid during the year for:

       

Interest
 

$ 42
 

$ 102
 

$ 6
 

        
Income taxes

 

$ 1,272
 

$ 650
 

$ 772
 

 
  See Note 3 for noncash disclosures related to business acquisition.
 
See accompanying notes to consolidated financial statements.
 

 
MIDIMAN, INC. AND SUBSIDIARIES
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED JANUARY 31, 2002, 2003 AND 2004
 
1.         THE COMPANY AND BASIS OF PRESENTATION
 

Description of Business—Midiman, Inc. and subsidiaries (the ”Company”) designs, markets and distributes professional quality audio products for
the music industry. Products are primarily sourced from contract manufacturers in Taiwan and are sold through retail dealers in the United States
(“U.S.”) and foreign countries from locations in Southern California, England, Germany, Canada and Japan.
 



Principles of Consolidation—The accompanying consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries in the United Kingdom and Japan. All intercompany transactions and balances have been eliminated in consolidation.
 
Basis of Presentation—The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America.
 
Foreign Currency Translation—The financial position and results of operations of the Company’s foreign subsidiaries are measured using the local
currency as the functional currency. Assets and liabilities of these subsidiaries are translated to U.S. dollars at the exchange rate in effect at each year-
end. Income statement accounts are translated at the average rate of exchange prevailing during the year. Translation adjustments arising from
differences in exchange rates from period to period are included in accumulated other comprehensive income (loss). Realized gains or losses from
foreign currency transactions are included in operations as incurred.
 
Use of Estimates—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 reported amounts of the assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.
 
Stock Split—In January 2003, the Company amended its articles of incorporation to authorize 20,000,000 shares of common stock and 4,106,824
shares of preferred stock and effected a 2,000-for-1 stock split. All share and per share amounts in the accompanying consolidated financial statements
have been adjusted to reflect the stock split.
 
Reclassifications—Certain reclassifications have been made to prior periods to conform to current period presentation.
 

2.         SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 

Cash and Cash Equivalents—Cash and cash equivalents include cash on hand and highly liquid investments purchased with original maturities of
three months or less.
 

 
The Company maintains cash balances at individual institutions in excess of $100,000, which is the federally insured limit, should the bank become
insolvent. Amounts in excess of insured limits were $2,495,200 at January 31, 2004. In addition, the Company had $1,687,182 in accounts with
foreign banks at January 31, 2003.
 
Fair Value of Financial Instruments—The fair values of the Company’s cash and cash equivalents, accounts receivable, accounts payable and
accrued expenses approximate carrying values due to their short maturities. The fair value of the Company’s debt instruments approximates their
carrying values based on rates currently available to the Company.
 
Concentrations—Financial instruments that potentially subject the Company to significant concentrations of credit risk consist principally of cash
equivalents and accounts receivable. The Company invests primarily in money market funds and high-quality commercial paper instruments. Cash
equivalents are maintained with high-quality institutions, the composition and maturities of which are regularly monitored by management. The
Company’s trade accounts receivable are primarily derived from sales to large retailers. The Company performs credit evaluations of its customers’
financial condition and limits the amount of credit extended when deemed necessary but generally requires no collateral. The Company believes that
the concentration of credit risk in its trade receivables is moderated by the Company’s credit evaluation process, relatively short collection terms and
the high level of creditworthiness of its customers.
 
The Company has a concentration of sales and accounts receivable with one customer. For the years ended January 31, 2002, 2003 and 2004, the sales
to this customer amounted to 20%, 21% and 21%, respectively, of the Company’s net sales. As of January 31, 2003 and 2004, accounts receivable
from this customer amounted to 17% and 15%, respectively, of gross accounts receivable. A significant reduction in sales to, or the inability to collect
receivables from, this customer could have a material adverse impact on the Company.
 
The Company also has a concentration of purchases of inventory with one vendor. For the years ended January 31, 2002, 2003 and 2004, purchases
from this vendor, as a percentage of total purchases, were 26%, 19% and 18%, respectively. While the Company believes alternative vendors could be
utilized, any inability to obtain components or products in the amounts needed on a timely basis or at commercially reasonable prices could result in
delays in product introductions, interruption in product shipments or increases in product costs, which could have a material adverse effect on the
Company.
 
Inventories—Inventories consist principally of finished goods and are stated at the lower of cost (determined by the first-in, first-out method) or
market. The Company maintains allowances for estimated obsolete and excess inventories based upon projected sales levels.
 
Property and Equipment—Property and equipment are recorded at cost and depreciated on a straight-line basis over their estimated useful lives,
which generally range from three to seven years. Leasehold improvements are recorded at cost and amortized on a straight-line basis over the shorter
of their estimated useful lives or the remaining lease term.
 
Impairment of Long-Lived Assets—The Company evaluates long-lived assets held and used by the Company for impairment whenever events or
changes in circumstances indicate that their net book value may not be recoverable. When such factors and circumstances
 

 
exist, the Company compares the projected undiscounted future cash flows associated with the related asset or group of assets over their estimated
useful lives against their respective carrying amount. Impairment, if any, is based on the excess of the carrying amount over the fair value, based on
market value when available, or discounted expected cash flows, of those assets and is recorded in the period in which the determination is made.

 



Goodwill and Intangible Assets—Goodwill and intangible assets consist primarily of assets resulting from the purchase of Evolution Electronics, Ltd.
in July 2003 (see Note 3). Under Statement of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets, acquired
intangible assets must be separately identified. Acquired intangible assets with definite lives are amortized over their individual useful lives and are
evaluated for impairment pursuant to the same methodology as other long-lived assets, described above. Goodwill and intangible assets with indefinite
lives are not amortized but are reviewed at least annually for impairment. Recoverability of goodwill is determined by comparing the fair value of the
entire Company to the carrying value of the underlying net assets. If the fair value of the Company is determined to be less than the fair value of the
net assets, goodwill may be impaired and an impairment loss is recognized to the extent that the carrying value of goodwill exceeds the difference
between the fair value of the Company and the fair value of all other assets and liabilities.

 
Revenue Recognition—The Company recognizes revenues from product sales when there is persuasive evidence of an arrangement, delivery has
occurred, the fee is fixed or determinable, and collectibility of the resulting receivable is reasonably assured. Under the provisions of Staff Accounting
Bulletin (“SAB”) No. 104, Revenue Recognition in Financial Statements, these conditions are typically met upon shipment and transfer of title for
customers with FOB shipping point terms and upon receipt for customers with FOB destination terms.
 
The Company also distributes music-related software products in the United States for two foreign-based developers. Such software products are “off-
the-shelf” products that do not require modification or customization, and the Company has no obligations subsequent to shipment of the software to
resellers. Software revenue is recognized in accordance with the Statement of Position (“SOP”) 97-2, Software Revenue Recognition, as amended,
when persuasive evidence of an arrangement exists, delivery has occurred, the price to seller is fixed or determinable, and collectibility is probable.
The Company recognizes revenues from sales of its software as product is shipped and title passes, assuming the other criteria of SOP 97-2 are met.
 
Customers have no legal right of return, except in the event of shipping errors or defective goods. However, in some instances, the Company has
allowed returns or exchanges for other products. Estimated returns are provided for at the time of sale based on historical experience or specific
identification of an event necessitating a reserve. While such returns have historically been within management’s expectations, a significant change in
return rates could have a material adverse impact on the Company.
 
Warranties—The Company’s products are offered for sale with warranties generally ranging from one to three years. As the Company has outsourced
production to third-party manufacturers, warranty costs have historically been covered by such third parties. Thus, the Company has not incurred
significant warranty-related costs for any years presented.
 

 
Freight Charges—Freight charges incurred by the Company in shipping its products to customers amounted to $347,871, $560,493 and $812,331 for
the years ended January 31, 2002, 2003 and 2004, respectively, and are included in selling and marketing expenses.
 
Income Taxes—The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes. Under SFAS No. 109,
deferred tax assets and liabilities are recognized to reflect the estimated future tax effects, calculated at currently effective tax rates, of future
deductible or taxable amounts attributable to events that have been recognized on a cumulative basis in the consolidated financial statements. A
valuation allowance related to a deferred tax asset is recorded when it is more likely than not that some portion of the deferred tax asset will not be
realized.
 
Stock-Based Compensation—The Company accounts for employee stock options using the intrinsic value method in accordance with Accounting
Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and has adopted the disclosure-only alternative of SFAS
No. 123, Accounting for Stock-Based Compensation. The Company accounts for equity issuance to non-employees in accordance with SFAS No. 123
and Emerging Issues Task Force Issue No. 96-18, Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring or in
Conjunction with Selling, Goods and Services.
 
The stock-based compensation expense of $345,000 can be allocated to operating expenses as follows: research and development, $52,000; general
and administrative, $272,000; and selling and marketing, $21,000.
 
The following table illustrates the effect on net income as if the Company had applied the fair value recognition provisions of SFAS No. 123 to stock-
based employee compensation. The estimated fair value of each Company stock option is calculated using the Black-Scholes option-pricing model for
the years ended January 31. Using the Black-Scholes option valuation model, the estimated weighted-average fair value of options granted during the
fiscal years ending January 31, 2003 and 2004 were $0.20 per share and $2.78 per share, respectively. Had compensation cost for the Company’s
stock-based awards to employees been determined based on the estimated fair value at the grant dates consistent with the fair value method of SFAS
No. 123 utilizing the Black-Scholes option-pricing model, the Company’s net income for the fiscal years ended January 31, 2003 and 2004 would have
approximated the pro forma amounts indicated below (in thousands):
 

  
2003

 
2004

 

      
Net income (loss)—as reported

 

$ 994
 

$ (13,683)
Plus stock-based employee compensation expense included in reported net income—net of tax

   

228
 

Less stock-based employee compensation expense determined under fair-value-based method—net of
tax

 

(6) (257)
      
Net income (loss)—as adjusted

 

$ 988
 

$ (13,712)
 

The fair value of options granted under the Company’s stock incentive plans during 2003 and 2004 was estimated on the date of grant using the Black-
Scholes option-pricing
 

 
model utilizing the single option approach using the following weighted-average assumptions for the fiscal years ended January 31:
 
  

2003
 

2004
 



      
Weighted-average risk-free interest rate

 

4.0% 4.0%
Expected life (in years)

 

4 years
 

4 years
 

Expected stock volatility
 

1% 1%
Dividend yield

 

0% 0%
 

New Accounting Pronouncements—In November 2002, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No.
(“FIN”) 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. FIN 45
elaborates on the disclosures to be made by the guarantor in its interim and annual financial statements about its obligations under certain guarantees
that it has issued. It also requires that a guarantor recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in
issuing the guarantee. The initial recognition and measurement provisions of this interpretation are applicable on a prospective basis to guarantees
issued or modified after December 31, 2002, while the provisions of the disclosure requirements are effective for financial statements of interim or
annual periods ending after December 15, 2002. The Company adopted the provisions of FIN 45 as of January 31, 2003 and has included the required
disclosures in the accompanying consolidated financial statements. The recognition provisions of FIN 45 did not have a material impact on the
Company’s consolidated financial statements, as the estimated fair value of guarantees issued or modified after December 31, 2002 was insignificant.

 
FIN 46R, Consolidation of Variable Interest Entities—an interpretation of ARB No. 51, was originally issued in January 2003 and subsequently revised
in December 2003. FIN 46, as revised requires a variable interest entity to be consolidated by a company if that company is subject to a majority of the
risk of loss from the variable interest entity’s activities or is entitled to receive a majority of the entity’s residual returns or both. FIN 46 also requires
certain disclosures about variable interest entities in which a company has a significant interest, regardless of whether consolidation is required.
Application of FIN 46 is required for potential variable interest entities commonly referred to as special purpose entities for periods ending after
December 15, 2003. Application of the provisions will be required for all other variable interest entities by the end of the first reporting period that
ends after March 15, 2004. The Company currently has no variable interest entities; therefore, the adoption of this interpretation will not have a
material effect on the Company’s consolidated financial statements.

 
In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Instruments with Characteristics of both Liabilities and Equity, which
establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of both liabilities and equity. SFAS
No. 150 requires that an issuer classify a financial instrument that is within its scope, which may have previously been reported as equity, as a liability
(or an asset in some circumstances). This statement is effective for financial instruments entered into or modified after May 31, 2003. Also,
mandatorily redeemable financial instruments are subject to the provisions of this statement for the first fiscal period beginning after December 31,
2003. The Company is currently evaluating the impact the adoption of SFAS No. 150 will have on its consolidated financial statements.
 

 
3.         BUSINESS ACQUISITION
 

On July 31, 2003, the Company completed a stock purchase acquisition of Evolution Electronics, Ltd. (“Evolution”), a U.K.-based producer of
electronic keyboards. This strategic acquisition provides the Company with a class compliant line of high-quality, affordable keyboards and MIDI
controllers with strong brand recognition in the United Kingdom and Europe. The purchase price for Evolution was $4,341,053, consisting of cash of
$3,116,964, 261,200 common shares with an estimated fair value of $1,095,578 and direct acquisition costs of $128,511. In accordance with SFAS No.
141, Business Combinations, the acquisition was accounted for under the purchase method of accounting and the purchase price was allocated to the
tangible and intangible assets acquired and liabilities assumed based on their estimated fair values on the acquisition date, with the excess being
ascribed to goodwill.

 
The goodwill is not expected to be deductible for tax purposes. Management is primarily responsible for estimating the fair value of the net assets
acquired, and utilized the assistance of an independent appraiser with regard to the valuation of identified intangible assets. The purchase price
allocation is summarized as follows (in thousands):
 
Cash

 

$ 648
 

Other current assets
 

713
 

Property and equipment
 

18
 

Acquired technology
 

1,200
 

Trade name
 

90
 

Production backlog
 

140
 

Licensed technology
 

120
 

Non-compete agreement
 

300
 

Goodwill
 

2,157
 

Deferred tax liabilities
 

(696)
Liabilities assumed

 

(349)
    
Total purchase price

 

$ 4,341
 

 
The operations of Evolution are included in the Company’s consolidated financial statements from the date of acquisition. The pro forma results of
operations data for the years ended January 31, 2003 and 2004 are not presented, as they would not have differed significantly from the amounts
presented in the accompanying consolidated statements of operations.
 

 
4.         PROPERTY AND EQUIPMENT
 

Property and equipment consist of the following at January 31 (in thousands):
 

  
2003

 
2004

 

      
   



Computer equipment $ 577 $ 970
Automotive

 

83
 

72
 

Machinery and equipment
 

166
 

252
 

Furniture and fixtures
 

346
 

545
 

Leasehold improvements
 

57
 

257
 

      
  

1,229
 

2,096
 

Less accumulated depreciation and amortization
 

(499) (807)
      
Property and equipment—net

 

$ 730
 

$ 1,289
 

 
5.         GOODWILL AND AMORTIZING INTANGIBLE ASSETS
 

Amortizing intangible assets comprise the following as of January 31, 2004 (in thousands):
 

  

Gross
Carrying
Amount

 

Accumulated
Amortization

 

Foreign
Currency

Translation
Impact

 
Net

 

Weighted -
Average

Amortization
Period
(Years)

 

            
Acquired technology

 

$ 1,200
 

$ (153) $ 130
 

$ 1,177
 

4
 

Production backlog
 

140
 

(93) 6
 

53
 

1
 

Non-compete agreements
 

300
 

(30) 33
 

303
 

5
 

Trade name
 

90
 

(9) 10
 

91
 

5
 

Technology licenses
 

120
 

(9) 14
 

125
 

7
 

            
  

$ 1,850
 

$ (294) $ 193
 

$ 1,749
   

 
Amortization expense of amortizing intangible assets was $294,000 for the year ended January 31, 2004. Estimated annual amortization expense
related to intangible assets acquired prior to January 31, 2004 by fiscal year is as follows: 2005, $450,000; 2006, $398,000; 2007, $398,000; 2008,
$331,000; 2009, $141,000; and thereafter, $31,000.

 
The changes in the carrying amount of goodwill for the year ended January 31, 2004 are as follows (in thousands):

 
Balance—January 31, 2003

 

$ —
 

Goodwill acquired during fiscal 2004—Evolution
 

2,157
 

Foreign currency translation impact
 

182
 

    
Balance—January 31, 2004

 

$ 2,339
 

 
Goodwill and intangible assets acquired during the year ended January 31, 2004 were all related to the Evolution acquisition in July 2003.
 

 
6.         LINE OF CREDIT
 

Effective May 29, 2002, the Company entered into an agreement with a bank for a line of credit facility. As of January 31, 2004, maximum borrowings
were $6,000,000, limited to the lesser of (a) $6,000,000, or (b) the sum of 80% of eligible accounts receivable, plus 40% of eligible inventory (to a
maximum of $2,000,000), plus advances to foreign affiliates (to a maximum of $500,000). Any borrowings are collateralized by a general first priority
lien against all Company assets, both tangible and intangible, and the personal guarantee of the Company’s majority stockholder. The personal
guarantee was released in May 2004. Interest is payable monthly at the London InterBank Offered Rate, plus 1.75%. All outstanding amounts on the
line of credit were repaid in February 2003. This line of credit expires in November 2004.

 
The facility contains certain restrictions and covenants that require the Company to maintain certain levels of effective tangible net worth, meet certain
minimum financial ratios (debt to net worth and quick ratio) and achieve minimum annual profitability. As a result of the loss on derivative related to
the preferred stock (Note 11), the Company violated certain covenants. The Company received waivers for such requirements as of January 31, 2004
and is in the process of renegotiating the covenants on a go forward basis. As a result, no amounts are currently available for borrowing under the
credit facility.

 
7.         INCOME TAXES
 

A summary of the provision for income taxes is as follows for the years ended January 31 (in thousands):
 

  
2002

 
2003

 
2004

 

        
Current:

       

Federal
 

$ 735
 

$ 619
 

$ 764
 

State
 

78
 

70
 

245
 

Foreign
 

127
 

129
 

711
 

        
  

940
 

818
 

1,720
 

        
Deferred:

       

Federal
 

(48) (226) (110)
State

 

(5) (70) 1
 



        
  

(53) (296) (109)
        
  

$ 887
 

$ 522
 

$ 1,611
 

 
A reconciliation of the income tax expense to the amount of income tax expense that would result from applying the federal statutory rate (34%) to
income before provision for income taxes is as follows
(in thousands):

 

 
  

2002
 

2003
 

2004
 

        
Provision (benefit) for income taxes at statutory rate

 

$ 1,052
 

$ 514
 

$ (4,104)
State income taxes—net of federal income tax benefit

 

47
 

1
 

161
 

Foreign taxes
 

127
 

28
 

136
 

Research and development credit
 

(122) (46) (121)
Loss on derivative

     

5,444
 

Stock-based compensation
     

118
 

Extra territorial income exclusion
 

(133)
    

Other
 

(84) 25
 

(23)
        
  

$ 887
 

$ 522
 

$ 1,611
 

 
Deferred tax assets and liabilities consist of the following at January 31 (in thousands):
 
  

2003
 

2004
 

      
Current:

     

Deferred state income taxes
 

$ (6) $ 138
 

Accrued liabilities
 

361
 

510
 

Allowance for doubtful accounts
 

43
 

52
 

Prepaid expenses
   

(125)
Inventory reserve

 

27
 

55
 

      
  

425
 

630
 

      
Long term:

     

Acquired intangibles
   

(750)
Deferred state taxes

 

(22)
  

Depreciation
 

(27) (93)
      
  

(49) (843)
      
  

$ 376
 

$ (213)
 
8.         COMMITMENTS AND CONTINGENCIES
 

Leases—The Company is committed under operating leases for office and warehouse space at its California and foreign locations.
 

The minimum annual commitment for these leases is as follows (in thousands):
 

Year Ending
January 31

   

    
2005

 

$ 437
 

2006
 

359
 

2007
 

321
 

2008
 

271
 

2009
 

193
 

    
 

 

$ 1,581
 

 

 
Total rent paid for the years ended January 31, 2002, 2003 and 2004 was $141,270, $212,167 and $446,294, respectively.

 
Litigation—The Company is subject to litigation in the ordinary course of business. While the ultimate outcome of such matters is not determinable at
the current time, the Company believes that none of its pending litigation matters, individually or in aggregate, will have a material adverse impact on
its consolidated financial position or results of operations.

 
Other Contingent Obligations—During its normal course of business, the Company has made certain indemnities, commitments and guarantees under
which it may be required to make payments in relation to certain transactions. These include (i) intellectual property indemnities to the Company’s
customers and licensees in connection with the use, sales and/or license of Company products; (ii) indemnities to vendors and service providers



pertaining to claims based on the negligence or willful misconduct of the Company; (iii) indemnities involving the accuracy of representations and
warranties in certain contracts; (iv) indemnities to directors and officers of the Company to the maximum extent permitted under the laws of the State
of California; and (v) certain real estate leases, under which the Company may be required to indemnify property owners for environmental and other
liabilities, and other claims arising from the Company’s use of the applicable premises. The duration of these indemnities, commitments and
guarantees varies and, in certain cases, may be indefinite. The majority of these indemnities, commitments and guarantees do not provide for any
limitation of the maximum potential for future payments the Company could be obligated to make. Historically, the Company has not been obligated
to make significant payments for these obligations, and no liabilities have been recorded for these indemnities, commitments and guarantees in the
accompanying consolidated balance sheets.

 
9.                            RELATED PARTY TRANSACTIONS
 

The Company leased office and warehouse space for its California operations from a partnership controlled by certain of the Company’s stockholders.
The lease expired December 2003 and was not renewed. Rent expense to the related party amounted to $36,000, $36,000 and $33,000 for the years
ended January 31, 2002, 2003 and 2004, respectively.

 
The Company has guaranteed the mortgage on the leased real estate, which is primarily secured by the real estate the partnership owns. The balance on
the mortgage was approximately $275,820 at January 31, 2004.

 
During fiscal years ended January 31, 2002, 2003 and 2004, the Company paid $51,000, $69,673 and $30,405, respectively, to a stockholder of the
Company for legal services.

 
10.                     EMPLOYEE BENEFIT PLAN
 

The Company has a 401(k) retirement plan covering substantially all of its employees who have completed at least one year of continuous service and
are at least 21 years old. The Company matches contributions made by employees at the rate of 2% of eligible compensation. During the years ended
January 31, 2002, 2003 and 2004, the Company made contributions of $15,459, $38,563 and $34,977, respectively, to this plan.
 

 
11.                     PREFERRED STOCK
 

Series A Redeemable Convertible Preferred Stock (“Series A Stock”)—On February 6, 2003, the Company issued and sold 4,106,824 shares of
convertible preferred stock to an investor group (the “Investors”) for gross proceeds of $13,125,000, of which $3,500,000 was paid directly to the
Company’s existing stockholders and $9,550,000 represented proceeds to the Company, after direct offering costs of $75,000. In exchange for the
$3,500,000 payment, the existing shareholders returned 1,095,000 shares of common stock to the Company which were converted into an equal
number of Series A preferred shares and issued to the Investors as part of the total preferred share issuance. This transaction was accounted for similar
to a repurchase and retirement of treasury stock. The Company also issued to the Investors warrants to purchase an aggregate of 312,901 shares of
common stock at an exercise price of approximately $3.20 per share, which warrants expire five years from the date of grant. The fair value of the
warrants was estimated at $312,000 using the Black-Scholes model.

 
The Series A stockholders are entitled to noncumulative dividends when, as and if declared by the Board of Directors, prior and in preference to the
payment of any dividends on common stock. Each share of Series A Stock is convertible, at the option of the holder at any time after issuance, into one
share of common stock. The conversion rate will be automatically adjusted for stock splits such that all of the Series A Stock will automatically
convert into common stock at the closing of a public offering of the Company’s common stock, with gross proceeds of at least $40,000,000 and a per
share public offering price of at least $9.60 per share, or at the election of the holders of a majority of the Series A Stock. Holders of Series A Stock are
entitled to a liquidation preference of $3.20 per share, plus any declared and unpaid dividends, prior to any distribution of assets to holders of common
stock. Holders of Series A Stock have full voting rights on an as-converted basis and are entitled to elect one member of the Company’s Board of
Directors. In the event of a change in ownership, the holders of Series A Stock may require the Company to redeem all of the Series A shares then
outstanding at the liquidation value.

 
In conjunction with the sale of Series A Stock, the Company entered into a Shareholders Agreement with the new Investors. The Shareholders
Agreement provides for certain rights of first refusal for existing stockholders if other stockholders elect to sell or transfer their shares. The
Shareholders Agreement also provides the Series A stockholders with a put arrangement that gives such holders the right to require the Company to
repurchase, on a net cash basis, any outstanding preferred shares at a price equal to the greater of liquidation value or the fair market value of the
shares on an as-converted basis. The put may only be exercised beginning in February 2010. The put right expires if the preferred shares are converted
to common shares. As a result of the put option, the conversion right and put obligation have been accounted for as a derivative. Accordingly, its fair
value was recorded as a liability in the accompanying consolidated balance sheet with the initial value, estimated at $5,460,000 using a Trinomial
model, recorded as an allocation of proceeds received from the sale of preferred stock. The carrying value of the derivative is adjusted to fair value at
each reporting date, and changes in the fair value from the date of issuance have been included in other income (expense) in the accompanying
consolidated statement operations.
 

 
12.       STOCK OPTION PLAN

 
The Company has a 2002 Stock Option/Stock Issuance Plan (the ”Plan”) under which common stock or options to acquire common stock of the
Company may be granted to employees and directors of and consultants to the Company. The Plan is administered by the Board of Directors and
permits the issuance of up to 1,515,600 shares of the Company’s common stock. Options granted under the Plan generally vest over a four-year period
and expire ten years from the date of grant. As of January 31, 2004, 142,800 common shares were available for future option issuance or direct grants
under the Plan.

 
A summary of activity in the Company’s stock option plan is as follows:
 
  

Shares
 

Weighted-
Average

 



Exercise
Price

      
Outstanding—February 1, 2002

 

—
   

      
Granted (weighted-average fair value of $0.20)

 

1,179,600
 

$ 1.00
 

      
Outstanding—January 31, 2003

 

1,179,600
 

$ 1.00
 

      
Granted (weighted-average fair value of $2.78)

 

373,200
 

$ 1.39
 

Forfeited/expired
 

(180,000) $ 1.00
 

      
Outstanding—January 31, 2004

 

1,372,800
 

$ 1.10
 

 
The following table summarizes information about stock options outstanding and exercisable at January 31, 2004 (shares in thousands):

 
  

Options Outstanding
 

Options Exercisable
 

Range of
Exercise
Prices

 

Number of
Shares

 

Weighted-
Average

Remaining
Life

 

Weighted-
Average

Price
 

Number of
Shares

 

Weighted-
Average

Price
 

            
$1.00

 

1,083,300
 

108 mos.
 

$ 1.00
 

270,725
 

$ 1.00
 

$1.50
 

289,500
 

117 mos.
 

1.50
     

            
  

1,372,800
   

$ 1.10
 

270,725
 

$ 1.00
 

 
The Company applies APB Opinion No. 25 accounting to its employee stock-based compensation plans.

 
During fiscal 2003, the Company issued 1,179,600 options to employees. All options granted during this year had exercise prices that were equal to
the fair value of the common stock as determined by the Board of Directors at the date of grant.

 
During fiscal 2004, the Company issued 373,200 options to employees. Due to the difference between the exercise price and estimated fair value of
common stock,

 

 
$1,013,000 of deferred compensation expense was recorded that will be amortized to expense over the vesting period. During 2004, the Company
recognized compensation expense of $115,000 related to these grants.

 
The following table summarizes information for options granted with exercise prices that differ from the estimated market price of the stock on the
grant date for the years ended January 31:
 

Common Stock Options
 

Weighted-Average
Exercise Price

 

Weighted-Average
Grant Date
Fair Values

 

Granted with Exercise Price
 

2003
 

2004
 

2003
 

2004
 

          
Equal to common stock value at date of grant

 

$ 1.00
 

$ —
 

$ 0.20
 

$ —
 

Less than common stock value at date of grant
   

1.39
   

2.78
 

 
******

 



Exhibit 99.4
 

MIDIMAN, INC. AND SUBSIDIARIES
 
CONDENSED CONSOLIDATED BALANCE SHEETS
 
Unaudited (In Thousands)
 
 

  

January 31,
2004

 

April 30,
2004

 

ASSETS
     

CURRENT ASSETS:
     

Cash and cash equivalents
 

$ 4,318
 

$ 5,394
 

Accounts receivable, net of allowance for sales returns and doubtful accounts of $202 (April 30, 2004) and
$166 (January 31, 2004)

 

7,890
 

8,858
 

Inventories—net
 

8,284
 

11,256
 

Prepaid expenses and other current assets
 

1,095
 

976
 

Deferred income taxes
 

630
 

630
 

      
Total current assets

 

22,217
 

27,114
 

      
PROPERTY AND EQUIPMENT—Net

 

1,289
 

1,421
 

INTANGIBLE ASSETS - Net
 

1,749
 

1,601
 

GOODWILL
 

2,339
 

2,339
 

OTHER ASSETS
 

61
 

108
 

      
TOTAL ASSETS

 

$ 27,655
 

$ 32,583
 

      
LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)

     

CURRENT LIABILITIES:
     

Accounts payable
 

$ 3,072
 

$ 6,004
 

Current portion - Long term debt
   

12
 

Income taxes payable
 

1,218
 

1,571
 

Accrued expenses and other current liabilities
 

2,770
 

2,747
 

      
Total current liabilities

 

7,060
 

10,334
 

      
DEFERRED INCOME TAXES

 

843
 

843
 

      
CONVERSION RIGHT AND PUT OBLIGATION

 

21,470
 

36,750
 

      
COMMITMENTS AND CONTINGENCIES (Note 5)

     

      
SERIES A REDEEMABLE CONVERTIBLE PREFERRED STOCK

 

8,113
 

8,322
 

      
STOCKHOLDERS’ DEFICIT:

     

Common stock
 

1,459
 

1,795
 

Additional paid-in capital
 

1,325
 

4,699
 

Deferred stock-based compensation
 

(898) (4,103)
Accumulated deficit

 

(12,571) (26,775)
Accumulated other comprehensive income

 

854
 

718
 

      
Net stockholders’ deficit

 

(9,831) (23,666)
      
TOTAL

 

$ 27,655
 

$ 32,583
 

 
See accompanying notes to condensed consolidated financial statements.

 

 
MIDIMAN, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
THREE MONTHS ENDED APRIL 30, 2004 and 2003
Unaudited  (In Thousands)
 
  

2003
 

2004
 

NET SALES
 

$ 11,413
 

$ 17,967
 

      
COST OF SALES

 

6,054
 

9,925
 

  

—
   

GROSS PROFIT
 

5,359
 

8,042
 

      
OPERATING EXPENSES:

     

Research and development
 

975
 

1,232
 

   



General and administrative 1,043 1,661
Selling and marketing

 

2,338
 

2,783
 

Stock-based compensation
 

6
 

169
 

Total operating expenses
 

4,362
 

5,845
 

      
OPERATING INCOME

 

997
 

2,197
 

      
OTHER (EXPENSE)

     

Other income—net
 

(19) (36)
Loss on derivative

 

(5,300) (15,280)
Total other (expense)

 

(5,319) (15,316)
      
LOSS BEFORE PROVISION FOR INCOME TAXES

 

(4,322) (13,119)
      
PROVISION FOR INCOME TAXES

 

401
 

876
 

      
NET LOSS

 

$ (4,723) $ (13,995)
 

See accompanying notes to condensed consolidated financial statements.
 

 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Unaudited (In thousands)
 

  

Three months ended
April 30,

 

  
2003

 
2004

 

CASH FLOWS FROM OPERATING ACTIVITIES:
     

Net loss
 

$ (4,723) $ (13,995)
Adjustments to reconcile net loss to net cash provided by operating activities:

     

Depreciation and amortization
 

58
 

261
 

Stock-based compensation
 

6
 

169
 

Loss on derivative
 

5,300
 

15,280
 

Changes in operating assets and liabilities:
     

Accounts receivable
 

(1,296) (996)
Inventories

 

(1,650) (3,023)
Prepaid expenses and other current assets

 

806
 

103
 

Other assets
 

(82) (44)
Accounts payable

 

1,917
 

2,942
 

Income taxes payable
 

338
 

335
 

Accrued expenses and other current liabilities
 

(66) 16
 

      
Net cash provided by operating activities

 

608
 

1,048
 

      
CASH FLOWS FROM INVESTING ACTIVITIES:

     

Purchase of property and equipment
 

(60) (246)
      

Net cash used in investing activities
 

(60) (246)
      
CASH FLOWS FROM FINANCING ACTIVITIES:

     

Net payments on lines of credit
 

(3,400)
  

Payments on long-term debt
 

(34) (12)
Issuance of preferred stock and warrant—net

 

9,550
   

Issuance of common stock
   

336
 

      
Net cash provided by financing activities

 

6,116
 

324
 

      
EFFECT OF EXCHANGE RATES ON CASH BALANCES

 

56
 

(50)
      
NET INCREASE IN CASH AND CASH EQUIVALENTS

 

6,720
 

1,076
 

      
CASH AND CASH EQUIVALENTS—Beginning of year

 

2,359
 

4,318
 

      
CASH AND CASH EQUIVALENTS—End of year

 

$ 9,079
 

$ 5,394
 

      
SUPPLEMENTAL INFORMATION—Cash paid during the year for:

     

Interest
 

$ 11
 

—
 

      
Income taxes

 

$ 39
 

$ 248
 

 
See accompanying notes to condensed consolidated financial statements.

 



 
MIDIMAN, INC. AND SUBSIDIARIES
 
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
APRIL 30, 2004
 
1.                      BASIS OF PRESENTATION
 

In the opinion of management, the accompanying unaudited consolidated financial statements include all adjustments necessary to present fairly the
financial position of Midiman, Inc. and subsidiaries (“the Company”) as of January 31, 2004 and April 30, 2004 the results of its operations and its cash
flows for the three-month periods ended April 30, 2003 and 2004.
 
These statements have been prepared pursuant to the rules and regulations of the Securities and Exchange Commission and do not include all the
information and note disclosures required by accounting principles generally accepted in the United States of America for complete financial statements
but reflect all adjustments (consisting only of normal recurring accruals) necessary for the fair presentation of the financial position, results of operations
and cash flows for the periods and dates presented.
 
The Company’s 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 reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the dates of the financial statements and the reported amounts of revenues and expenses during the reported periods. The most significant
estimates reflected in these financial statements include accounts receivable and sales allowances and inventory valuation. Actual results could differ
from those estimates.
 
The results of operations for any interim period are not necessarily indicative of results to be expected for the full year.
 
These consolidated financial statements should be read in conjunction with the audited consolidated financial statements for the years ended January 31,
2002, 2003 and 2004 and notes thereto.

 
2.                    ACCOUNTING FOR STOCK-BASED COMPENSATION
 

The Company accounts for employee stock options using the intrinsic value method in accordance with Accounting Principles Board (“APB”) Opinion
No. 25, Accounting for Stock Issued to Employees, and has adopted the disclosure-only alternative of SFAS No. 123, Accounting for Stock-Based
Compensation. The Company accounts for equity issuance to nonemployees in accordance with SFAS No. 123 and Emerging Issues Task Force 96-18,
Accounting for Equity Instruments that are Issued to Other Than Employees for Acquiring or in Conjunction with Selling, Goods and Services.
 
The following table illustrates the effect on net income as if the Company had applied the fair value recognition provisions of SFAS No. 123 to stock-
based employee compensation. Had compensation cost for the Company’s stock-based awards to employees been determined based on the estimated
fair value at the grant dates consistent with the fair value method of SFAS No. 123 utilizing the Black-Scholes option-pricing model, the Company’s

 

 
net income would have approximated the pro forma amounts indicated below (in thousands):
 

  

Three months ended
April 30,

 

  
2003

 
2004

 

      
Net loss as reported

 

$ (4,723) $ (13,995)
Plus stock-based employee compensation expense included in reported net loss - net of tax

 

4
 

111
 

Less stock-based employee compensation expense determined under fair value based method
—net of tax

 

(10) (120)
      
Pro forma net loss

 

$ (4,729) $ (14,004)
 

 
3.                    INVENTORIES
 

Inventories consist principally of finished goods and are stated at the lower of cost (determined by the first-in, first-out method) or market. The
Company maintains allowances for estimated obsolete and excess inventories based upon projected sales levels.

 
4.                    LINE OF CREDIT
 

Effective May 29, 2002, the Company entered into an agreement with a bank for a line of credit facility. As of April 30, 2004, maximum borrowings
were $6,000,000, limited to the lesser of (a) $6,000,000, or (b) the sum of 80% of eligible accounts receivable, plus 40% of eligible inventory (to a
maximum of $2,000,000), plus advances to foreign affiliates (to a maximum of $500,000). Any borrowings are collateralized by a general first priority
lien against all Company assets, both tangible and intangible, and the personal guarantee of the Company’s majority stockholder. The personal guarantee
was released in May 2004. Interest is payable monthly at LIBOR, plus 1.75%. All outstanding amounts on the line of credit were repaid in
February 2003 and there have been no borrowings since that date. This line of credit expires in November 2004.

 
The facility contains certain restrictions and covenants that require the Company to maintain certain levels of effective tangible net worth, meet certain
minimum financial ratios (debt to net worth and quick ratio) and achieve minimum annual profitability.  As a result of the loss on derivative related to
the preferred stock (Note 7), the Company violated certain covenants.  As a result, no amounts are currently available for borrowing under the credit
facility.

 
5.                    COMMITMENTS AND CONTINGENCIES
 



Litigation—The Company is subject to litigation in the ordinary course of business. While the ultimate outcome of such matters is not determinable at
the current time, the

 

 
Company believes that none of its pending litigation matters, individually or in aggregate, will have a material adverse impact on its financial position
or results of operations.

 
Other Contingent Obligations—During its normal course of business, the Company has made certain indemnities, commitments and guarantees under
which it may be required to make payments in relation to certain transactions. These include (i) intellectual property indemnities to the Company’s
customers and licensees in connection with the use, sales and/or license of Company products; (ii) indemnities to vendors and service providers
pertaining to claims based on the negligence or willful misconduct of the Company; (iii) indemnities involving the accuracy of representations and
warranties in certain contracts; (iv) indemnities to directors and officers of the Company to the maximum extent permitted under the laws of the State of
California; and (v) certain real estate leases, under which the Company may be required to indemnify property owners for environmental and other
liabilities, and other claims arising from the Company’s use of the applicable premises. The duration of these indemnities, commitments and guarantees
varies and, in certain cases, may be indefinite. The majority of these indemnities, commitments and guarantees do not provide for any limitation of the
maximum potential for future payments the Company could be obligated to make. Historically, the Company has not been obligated to make significant
payments for these obligations, and no liabilities have been recorded for these indemnities, commitments and guarantees in the accompanying
consolidated balance sheets.

 
6.                    COMPREHENSIVE INCOME
 

Total comprehensive income net of taxes consists of net income and net changes in foreign currency translation adjustment. The following is a summary
of the Company’s comprehensive income (loss), (in thousands):
 

  

Three Months Ended
April 30,

 

  
2003

 
2004

 

      
Net (loss)

 

$ (4,723) $ (13,995)
Net changes in:

     

Foreign currency translation adjustment
 

29
 

(136)
 

      
Total comprehensive (loss)

 

$ (4,694) $ (14,131)
 
7.                      PREFERRED STOCK
 

Series A Redeemable Convertible Preferred Stock (“Series A Stock”)—On February 6, 2003, the Company issued and sold 4,106,824 shares of
convertible preferred stock to an investor group (the “Investors”) for gross proceeds of $13,125,000, of which $3,500,000 was paid directly to the
Company’s existing stockholders and $9,550,000 represented proceeds to the Company, after direct offering costs of $75,000. In exchange for the
$3,500,000 payment, the existing shareholders returned 1,095,000 shares of common stock to the Company which were converted into an equal number
of Series A preferred shares and issued to the Investors as part of the total preferred share issuance. This transaction was accounted for similar to a
repurchase and retirement of treasury stock. The Company also issued to the Investors warrants to purchase an aggregate of 312,901 shares of common
stock at an exercise price of approximately $3.20 per share, which warrants expire five years from the date of grant. The fair value of the warrants was
estimated at $312,000 using the

 

 
Black-Scholes model.

 
The Series A stockholders are entitled to noncumulative dividends when, as and if declared by the Board of Directors, prior and in preference to the
payment of any dividends on common stock. Each share of Series A Stock is convertible, at the option of the holder at any time after issuance, into one
share of common stock. The conversion rate will be automatically adjusted for stock splits such that all of the Series A Stock will automatically convert
into common stock at the closing of a public offering of the Company’s common stock, with gross proceeds of at least $40,000,000 and a per share
public offering price of at least $9.60 per share, or at the election of the holders of a majority of the Series A Stock. Holders of Series A Stock are
entitled to a liquidation preference of $3.20 per share, plus any declared and unpaid dividends, prior to any distribution of assets to holders of common
stock. Holders of Series A Stock have full voting rights on an as-converted basis and are entitled to elect one member of the Company’s Board of
Directors. In the event of a change in ownership, the holders of Series A Stock may require the Company to redeem all of the Series A shares then
outstanding at the liquidation value.
 
In conjunction with the sale of Series A Stock, the Company entered into a Shareholders Agreement with the new Investors. The Shareholders
Agreement provides for certain rights of first refusal for existing stockholders if other stockholders elect to sell or transfer their shares. The Shareholders
Agreement also provides the Series A stockholders with a put arrangement that gives such holders the right to require the Company to repurchase, on a
net cash basis, any outstanding preferred shares at a price equal to the greater of liquidation value or the fair market value of the shares on an as-
converted basis. The put may only be exercised beginning in February 2010. The put right expires if the preferred shares are converted to common
shares. As a result of the put option, the conversion right and put obligation have been accounted for as a derivative. Accordingly, its fair value was
recorded as a liability in the accompanying consolidated balance sheet with the initial value, estimated at $5,460,000 using a Trinomial model, recorded
as an allocation of proceeds received from the sale of preferred stock. The carrying value of the derivative is adjusted to fair value at each reporting date,
and changes in the fair value from the date of issuance have been included in other income (expense) in the accompanying consolidated statement
operations.

 
8.                    ISSUANCE OF RESTRICTED STOCK
 

The Company issued 336,000 shares of common stock to a member of the senior management team on March 1, 2004. This issuance was made due to
the early exercise of previously granted stock options under their original terms and included 224,000 unvested shares issued as restricted stock.  These



shares of restricted stock vest in equal monthly installments through December 31, 2006.
 
9.                    BUSINESS ACQUISITION
 

On July 31, 2003, the Company completed a stock purchase acquisition of Evolution Electronics Limited (“Evolution”), a U.K. based producer of
electronic keyboards. This strategic acquisition provides the Company with a class compliant line of high quality, affordable keyboards and MIDI
controllers with strong brand recognition in the U.K. and Europe. The purchase price for Evolution was $4,341,053, consisting of cash of $3,116,964,
261,200 common shares with an estimated fair value of $1,095,578, and direct acquisition costs of $128,511. In accordance with SFAS No. 141,
Business Combinations, the acquisition was accounted for under the purchase method of accounting and the purchase price was allocated to the tangible
and intangible assets

 

 
acquired and liabilities assumed based on their estimated fair values on the acquisition date, with the excess being ascribed to goodwill.

 
The operations of Evolution are included in the Company’s consolidated financial statements from the date of acquisition. The pro forma results of
operations data for the three months ended April 30, 2003 and 2004 are not presented, as they would not have differed significantly from the amounts
presented in the accompanying consolidated statements of operations.

 
10.             New Accounting Pronouncements
 

FIN 46R, Consolidation of Variable Interest Entities—an interpretation of ARB No. 51, was originally issued in January 2003 and subsequently revised
in December 2003. FIN 46, as revised requires a variable interest entity to be consolidated by a company if that company is subject to a majority of the
risk of loss from the variable interest entity’s activities or is entitled to receive a majority of the entity’s residual returns or both. FIN 46 also requires
certain disclosures about variable interest entities in which a company has a significant interest, regardless of whether consolidation is required.
Application of FIN 46 is required for potential variable interest entities commonly referred to as special purpose entities for periods ending after
December 15, 2003. Application of the provisions will be required for all other variable interest entities by the end of the first reporting period that ends
after March 15, 2004. The Company currently has no variable interest entities, therefore, the adoption of this interpretation did not have a material effect
on the Company’s consolidated financial statements.
 

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Instruments with Characteristics of Both Liabilities and Equity, which establishes
standards for how an issuer classifies and measures certain financial instruments with characteristics of both liabilities and equity. SFAS No. 150
requires that an issuer classify a financial instrument that is within its scope, which may have previously been reported as equity, as a liability (or an
asset in some circumstances). This statement is effective for financial instruments entered into or modified after May 31, 2003. Also, mandatory
redeemable financial instruments are subject to the provisions of this statement for the first fiscal period beginning after December 31, 2003. The
adoption of SFAS No. 150 did not have a material impact on the Company’s consolidated financial statements.
 



Exhibit 99.5
 

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
 
The statements contained in this section may be deemed to be forward-looking statements within the meaning of Section 21E of the Exchange Act and
Section 27A of the Securities Act. Forward-looking statements are typically identified by the words “believe,” “expect,” “anticipate,” “intend,” “estimate”
and similar expressions. These forward-looking statements are based largely on management’s expectations and are subject to a number of uncertainties.
Actual results could differ materially from these forward-looking statements. Neither Avid nor Midiman undertake any obligation to update publicly or revise
any forward-looking statements.
 
On August 20, 2004, Avid completed the acquisition of Midiman, Inc. The unaudited pro forma condensed combined financial information gives effect to this
acquisition.  For purposes of the statements of operations, the pro forma financial information is presented assuming the acquisition occurred as of January 1,
2003. Avid’s fiscal year end is December 31 and Midiman’s is January 31.  Therefore, the pro forma statements of operations herein combine Avid’s
statement of operations for the year ended December 31, 2003 with Midiman’s statement of operations for the fiscal year ended January 31, 2004, and Avid’s
statement of operations for the six-month period ended June 30, 2004 with Midiman’s statement of operations for the six-month period ended April 30, 2004. 
For purposes of the balance sheet, the pro forma financial information is presented assuming the acquisition occurred as of June 30, 2004.  The pro forma
balance sheet included herein combines Avid’s balance sheet as of June 30, 2004 with Midiman’s balance sheet as of April 30, 2004.
 
Under the purchase method of accounting, the purchase price is allocated to the net tangible and intangible assets of an acquired entity based on their fair
values as of the consummation of the acquisition. The determination of these fair values includes Avid management’s consideration of a valuation of
Midiman’s intangible assets prepared by an independent valuation specialist. The allocation included in this pro forma financial information was based on the
balance sheet of Midiman as of April 30, 2004.  The actual purchase accounting allocation will be revised to reflect the net tangible and intangible assets of
the acquired entity that exist as of the date of the acquisition.
 
As consideration for the acquisition, Avid paid $79.7 million in cash and issued 1,974,234 shares of common stock valued at approximately $84.3 million in
exchange for all of the outstanding shares of Midiman.  Additionally, Avid granted to Midiman employees stock options to purchase up to approximately
345,000 shares of Avid common stock at a weighted average exercise price of $9.21, in exchange for outstanding Midiman options.  The market price used to
value the Avid shares issued as partial consideration for Midiman and the Avid options issued in exchange for outstanding Midiman options was based on the
5 day average closing price of the stock during the period beginning two days before and ending two days after the date that the terms of the acquisition were
agreed to and announced publicly.  The following represents a preliminary estimate of the purchase price for accounting purposes for the acquisition of
Midiman (dollar amounts are in thousands, except for per share amounts):
 

 
Avid average market price per share

 

$ 42.724
 

    
Avid common shares issued

 

1,974,234
 

    
Portion of offer price settled in Avid common shares

 

$ 84,348
 

    
Cash consideration paid

 

79,693
 

    
Fair value of Avid stock options exchanged for outstanding Midiman stock options

 

12,131
 

    
Estimated transaction costs of Avid

 

3,500
 

    
Total base purchase price

 

$ 179,672
 

 
The fair value of Avid stock options exchanged for outstanding Midiman options was estimated using the Black-Scholes option-pricing model with the
following weighted-average assumptions and results:
 

Expected dividend yield
 

0.0%
Risk-free interest rate

 

3.0%
Expected volatility

 

59.0%
Expected life (in years)

 

2.2
 

Weighted average fair value of option
 

$ 35.14
 

 
The estimated purchase price has been allocated to the acquired tangible and intangible assets and liabilities based on their estimated fair values as of April
30, 2004.  Independent valuation specialists assisted management of Avid in determining the fair values of the intangible assets. Recording the identifiable
intangible assets results in the establishment of a deferred tax liability of approximately $13.0 million, which is offset by the release in like amount of Avid's
valuation allowance on its deferred tax assets.  This allocation will be updated to reflect the fair value of the acquired net tangible assets as of the acquisition
date (in thousands):
 

Cash and cash equivalents
 

$ 5,394
 

Accounts receivable
 

8,858
 

Inventories
 

11,256
 

Other current assets
 

1,606
 

Property and equipment
 

1,421
 

Intangible assets:
   

Customer relationships
 

27,000
 

Trade name
 

4,600
 

Non-compete covenant
 

1,200
 

Developed technology
 

4,600
 

    
Total intangible assets

 

37,400
 



    
Goodwill

 

118,414
 

Other non-current assets
 

108
 

Current liabilities
 

(10,334)
Deferred compensation

 

5,549
 

    
 

 

$ 179,672
 

 

 
As part of the purchase agreement, Avid may be required to make additional payments to the former shareholders and option holders of Midiman of up to $45
million, contingent upon the operating results of the business acquired.  These payments, if required, will be made through issuance of additional Avid shares,
and will be recorded as additional purchase price allocated to goodwill.
 
In accordance with Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets, goodwill resulting from the transaction is
not amortized, but will be subject to an impairment test at least annually (more frequently if certain indicators are present).  In the event that the goodwill
becomes impaired, Avid will incur an impairment charge for the amount of impairment during the period in which the determination is made.
 
The unaudited pro forma condensed combined financial information should be read in conjunction with the historical consolidated financial statements and
accompanying notes of Midiman included in this document, and of Avid included in Avid’s Annual Report on Form 10-K for the year ended December 31,
2003 and Avid’s Quarterly Report on Form 10-Q for the period ended June 30, 2004. The unaudited pro forma condensed combined financial information is
not intended to represent or be indicative of the consolidated results of operations or financial condition of Avid that would have been reported had the
acquisition of Midiman been completed as of the dates presented, and should not be taken as representative of the future consolidated results of operations or
financial condition of Avid.  For example, going forward, Avid may incur integration related expenses not reflected in the pro forma financial information.
 

 
PRO FORMA CONDENSED COMBINED STATEMENTS OF OPERATIONS
Six Months Ended June 30, 2004
(in thousands, except per share data)
UNAUDITED
 
  

Historical
     

  
Avid

 
Midiman

 

Pro Forma
Adjustments

 

Pro Forma
Combined

 

          
Net revenues

 

$ 267,260
 

$ 32,514
   

$ 299,774
 

Cost of revenues
 

115,098
 

17,824
 

$ 529(1) 133,774
 

      

(252)(2)
  

      

575(4)
  

Gross profit
 

152,162
 

14,690
 

852
 

166,000
 

          
Operating expenses:

         

Research and development
 

45,216
 

2,494
 

154(16) 47,864
 

Marketing and selling
 

63,510
 

5,628
 

236(16) 68,743
 

      

(529)(1)
  

      

(102)(1)
  

General and administrative
 

12,070
 

3,564
 

529(16) 16,103
 

      

(60)(2)
  

Stock-based compensation
 

—
 

463
 

(463)(3) —
 

Amortization of intangible assets
 

988
 

—
 

1,808
 

2,796
 

Total operating expenses
 

121,784
 

12,149
 

1,573
 

135,506
 

          
Operating income

 

30,378
 

2,541
 

(2,425) 30,494
 

          
Interest and other income (expense), net

 

35
 

106
 

(102)(1) (519)
      

(558)(5)
  

Loss on derivative
   

(18,790) 18,790(6)
  

Income (loss) before income taxes
 

30,413
 

(16,143) 15,705
 

29,975
 

          
Provision for income taxes

 

200
 

1,077
 

(989)(7) 288
 

          
Net income (loss)

 

$ 30,213
 

$ (17,220) $ 16,694
 

$ 29,687
 

          
Net income per common share - basic

 

$ 0.96
     

$ 0.89
 

          
Net income per common share - diluted

 

$ 0.89
     

$ 0.82
 

          
Weighted average common shares outstanding

- basic
 

31,413
   

1,974(8) 33,387
 

          
Weighted average common shares outstanding

- diluted
 

33,912
   

2,253(8) 36,165
 

 



 
See accompanying notes to unaudited pro forma condensed combined financial information.

 

 
PRO FORMA CONDENSED COMBINED STATEMENTS OF OPERATIONS
Year Ended December 31, 2003
(in thousands, except per share data)
UNAUDITED
 
  

Historical
     

  
Avid

 
Midiman

 

Pro Forma
Adjustments

 

Pro Forma
Combined

 

          
Net revenues

 

$ 471,912
 

$ 51,547
   

$ 523,459
 

Cost of revenues
 

209,373
 

27,992
 

$ 812(1) 239,142
 

      

(185)(2)
  

      

1,150(4)
  

Gross profit
 

262,539
 

23,555
 

1,777
 

284,317
 

          
Operating expenses:

         

Research and development
 

85,552
 

4,468
 

568(17) 90,588
 

Marketing and selling
 

109,704
 

9,670
 

894(17) 119,141
 

          
      

(812)(1)
  

      

(315)(1)
  

General and administrative
 

23,208
 

5,490
 

2,119(17) 30,730
 

      

(87)(2)
  

Restructuring and other costs, net
 

3,194
 

—
   

3,194
 

Stock-based compensation
 

—
 

345
 

(345)(3) —
 

Amortization of intangible assets
 

1,316
 

—
 

3,617(4) 4,933
 

          
Total operating expenses

 

222,974
 

19,973
 

5,639
 

248,586
 

          
Operating income

 

39,565
 

3,582
 

(7,416) 35,731
 

          
Interest and other income, net

 

1,874
 

356
 

(315)(1) 799
 

      

(1,116)(5)
  

Loss on derivative
 

—
 

(16,010) 16,010(6) —
 

Income (loss) before income taxes
 

41,439
 

(12,072) 7,163
 

36,530
 

          
Provision for income taxes

 

550
 

1,611
 

(1,617)(7) 544
 

          
Net income (loss)

 

$ 40,889
 

$ (13,683) $ 8,780
 

$ 35,986
 

          
Net income per common share - basic

 

$ 1.40
     

$ 1.15
 

          
Net income per common share - diluted

 

$ 1.25
     

$ 1.03
 

          
Weighted average common shares outstanding - basic

 

29,192
   

1,974(8) 31,166
 

          
Weighted average common shares outstanding -

diluted
 

32,653
   

2,235(8) 34,888
 

 
See accompanying notes to unaudited pro forma condensed combined financial information.

 

 
PRO FORMA CONDENSED COMBINED BALANCE SHEET
As of June 30, 2004
(in thousands)
UNAUDITED
 

  
Avid

 
Midiman

 

Pro Forma
Adjustments

 

Pro Forma
Combined

 

ASSETS:
         

Current assets:
         

Cash and marketable securities
 

$ 190,697
 

$ 5,394
 

$ (83,193)(9) $ 112,898
 

Accounts receivable, net of allowances
 

78,702
 

8,858
   

87,560
 

Inventories
 

34,475
 

11,256
   

45,731
 

Prepaid and other current assets
 

13,922
 

1,606
   

15,528
 

Total current assets
 

317,796
 

27,114
 

(83,193) 261,717
 

          
Property and equipment, net

 

24,441
 

1,421
   

25,862
 

Deferred tax assets, net 2,557 — 2,557



Acquisition-related intangible assets, net
 

8,032
 

1,601
 

37,400(10) 45,432
 

      

(1,601)(11)
  

Goodwill
 

41,687
 

2,339
 

118,414(10) 160,101
 

      

(2,339)(11)
  

Other assets
 

3,330
 

108
   

3,438
 

Total assets
 

$ 397,843
 

$ 32,583
 

$ 68,681
 

$ 499,107
 

          
LIABILITIES AND STOCKHOLDERS’ EQUITY

(DEFICIT):
         

Current liabilities:
         

Accounts payable
 

$ 19,953
 

$ 6,004
    

$ 25,957
 

Accrued expenses and other current liabilities
 

46,593
 

2,759
   

49,352
 

Income taxes payable
 

8,904
 

1,571
   

10,475
 

Deferred revenues
 

54,546
 

—
   

54,546
 

Total current liabilities
 

129,996
 

10,334
 

—
 

140,330
 

          
Other long term liabilities, less current portion

 

351
 

843
 

(843)(17) 351
 

Total liabilities
 

130,347
 

11,177
 

(843) 140,681
 

Conversion right and put option
 

—
 

36,750
 

(36,750)(12) —
 

          
Redeemable convertible preferred stock

 

—
 

8,322
 

(8,322)(13) —
 

          
Common stock

 

318
 

1,795
 

20(14) 338
 

      

(1,795)(13)
  

Additional paid-in capital
 

431,814
 

4,699
 

91,760(14) 528,273
 

Accumulated deficit
 

(164,262) (26,775) 26,775(13) (164,262)
          
Deferred compensation

 

(4) (4,103) 4,103(13) (5,553)
      

(5,549)(15)
  

Accumulated other comprehensive income (loss)
 

(370) 718
 

(718)(13) (370)
          

Total stockholders’ equity (deficit)
 

267,496
 

(23,666) 114,596
 

358,426
 

          
Total liabilities and stockholders’ equity (deficit)

 

$ 397,843
 

$ 32,583
 

$ 68,681
 

$ 499,107
 

 
 

See accompanying notes to unaudited pro forma condensed combined financial information.
 

 
Notes to Unaudited Pro Forma Condensed Combined Financial Statements
 
On August 20, 2004, Avid completed the acquisition of Midiman.  For purposes of the statements of operations, the pro forma financial information is
presented assuming the acquisition occurred as of January 1, 2003. Avid’s fiscal year end is December 31 and Midiman’s is January 31.  Therefore, the pro
forma statements of operations herein combine Avid’s statement of operations for the year ended December 31, 2003 with Midiman’s statement of operations
for the year ended January 31, 2004, and Avid’s statement of operations for the six-month period ended June 30, 2004 with Midiman’s statement of operations
for the six-month period ended April 30, 2004.  For purposes of the balance sheet, the pro forma financial information is presented assuming the acquisition
occurred as of June 30, 2004.  The pro forma balance sheet included herein combines Avid’s balance sheet as of June 30, 2004 with Midiman’s balance sheet
as of April 30, 2004.
 
(1)           Represents reclassifications to conform Midiman’s accounting and reporting policies to Avid’s accounting and reporting policies.
 
(2)           Represents the reversal of intangible amortization expense resulting from acquisitions consummated previously by Midiman.
 
(3)           Represents the reversal of stock compensation expense relating to stock options issued by Midiman.
 
(4)           Represents the amortization of intangible assets established as part of the purchase price allocation in connection with the acquisition of Midiman. 
Intangible assets are being amortized based on management’s current best approximation of the pattern in which the economic benefits of the intangible assets
are consumed over the following number of years. Management will periodically review the determination.
 
 
Customer relationships

 

12 years
Trade name

 

6 years
Non-competition agreements

 

2 years
Developed technology

 

4 years
 
(5)           Represents the reduction in investment income resulting from the reduced cash balance after payments to effect the acquisition of Midiman.
 
(6)           Represents the reversal of a loss associated with a put arrangement on preferred shares of Midiman, since the equity structure of Midiman has been
replaced by the acquisition.
 
(7)           Adjusts the effective tax rate to that expected for the combined company.
 



(8)           The unaudited pro forma condensed combined financial information gives effect to the issuance of Avid stock, based upon an exchange ratio of
0.22202 of a share of Avid stock for each share of Midiman common stock, including Midiman’s preferred stock on an as-if converted basis and a common
stock warrant on an as-if exercised basis.  The average market price per share of Avid common stock of $42.72 was based on the 5 day average closing price
of the stock during the period beginning two days before and ending two days after the date that the terms of the acquisition were agreed to and announced.

 

 
(9)           Represents the cash portion of consideration paid by Avid to acquire Midiman, including transaction costs estimated at $3.5 million.
 
(10)         Represents the fair value of the intangible assets acquired and the goodwill resulting from the purchase accounting.
 
(11)         Represent the reversal of Midiman’s goodwill and other intangible assets recorded in connection with previous acquisitions, which are inherently
comprehended in the current fair values of intangible assets recorded in connection with Avid’s acquisition of Midiman.
 
(12)         Represents the elimination of a conversion right and put option associated with Midiman’s preferred stock prior to the acquisition, since the equity
structure of Midiman has been replaced by the acquisition.
 
(13)         Represents the elimination of Midiman’s historical redeemable preferred stock and equity accounts.
 
(14)         Represents the issuance of Avid common stock as consideration in the acquisition.
 
(15)         Represents deferred stock compensation associated with the intrinsic value of unvested stock options exchanged in the transaction.  The amount of
deferred compensation was based on the portion of the intrinsic value of the Avid stock options issued that relates to the future vesting period.
 
(16)         Represents the amortization of deferred stock compensation expense for unvested stock options exchanged in the acquisition of Midiman by Avid. 
The deferred compensation is being amortized over the remaining vesting period of the assumed options.  The amortization expense has been recorded in the
expense category associated with the departmental classification of the grantee.
 
(17)         Represents the reversal of previously recorded deferred tax liabilities of Midiman based upon the offsetting effects of Avid's deferred tax assets.
 

 


