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ACTIVISION, INC. 

(ExJct name of regiatran: as specified in its charter) 
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California 
(State o r other jurisdiction ~f 
incorporation cr organ1zation) 

2350 Bayshore Frontage Road 
Mount ain \'ltv, California 

(Addre~s of principal executive 
off letS) 

94-2606438 
(I.R.S. E:4ployer 
Identification ~o.) ' z/ j 

94043 
(Zip Code) 

Registrar.t'l telephone n.::ber, including 4\' U code: (415) 960..0410. 

Indicate by chtck =ark whether the registrant (1) has filed all rcp~rts 
required to be filed by SP.~t ion 13 or 15(d) of the Securities Exchange 
Act of 193~ durins the preceding 12 ~r.ths (or suer shorter period that 
the registra~ot vas required to file such rep~rts), and (2) has been aub
jert to ~uch filing requirements for the past 90 days. Yes X So 

The nu:her of shares of the r egis:rant 'a Co==on Stock outstanding •~ of 
Octobe r 1, 1983 was 32,745 ,500. 

•Refers to re~istrati:>n st..tteme:n on r'orm S-1. Registrant has rot ye:. 
filed under •he S~cur1.1es lxcha~g~ Act of 1934 and, accordingly, does 
not currently have a 1934 Act !il1ng nw=ber. 
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ACTIVISIOS, INC. k~D S~BSIDIARIES 

lt."TRODUCTORY NOTE 

R~gistr•~t conducted an initial pub:i~ offering of its cocmon stock on 
June 9, !983. Accordingly, this Form 10-Q is the second report filed 
by Re~istrant pursuant to the ~eporting requirements of the Se~urities 
Exchange Act of 193~. 
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ACTIVISIOS, I~C. 

It.1lEX 

PART I. financial Information 

Item 1. financial State~ents 

Consolidated Balance Sheets 
October 1, 1983 and ~rch 31, 1983 • . ••• •• •• • •• •• • . •• 

Consolidated State~ents of Inco~e -
Three an~ six ::~~nths ended October !, 1983 and 
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Oc tob~r 2, 1982 • • • • • • . • • • • . . . . • • . . • . . • . • • • . • • • • • • • . 5 

Consolidated State:ents of Chan~es in financial 
Position- Six months ended Octo~er 1, lq8J, ~nd 
October 2, 1~62.... .• • . • • • • •• • . . • . • • . •• • . •• • • • • • • • • • • 6 

~otes to Consolidated financial Statecents .••. •• .•.. 7 

Ite~ 2. Managecenc's ~iscusiion and Anal]sis of financial 
ConJition and Results of O?eraticns .••• • •....••••.• 8 

Part II. Other Inforcation 

Item 1. Legal Proc~tdings 10 

Item 6. Exhibits and Reports on form 8-K •• • •• . ...••.••••• • • . 11 

Pa~e 3 

. .r .. . . , 



.. -. 

L. ,. ht' 

... 

~-. · . . 
-....... 

~ . . 
\_ .., .. ·~ .·· .. 

ACTIVISIOS, INC. AND SUBSIDIARIES 

CONSOLIDATED aAL~~CE SHEET 

{In thousands except share information) 

AS::':.TS 

Current assets: 

Cash and temporary cash investments •••.•.•..•. 
Accounts receivable, less allowances for 

doubtful accounts and sales re•urns of 
$~ .380 at October 1 and $5,016 at March 31 .• 

Inventories •.. • •••••.• ••.••••. • • •.•••.••• • •••• 
Prepaid and refundab)e incoo~ taxes •.•••.• • •.. 
Other c~rrenl assets •••••• • •••• • ••••.••••••••• 

Total current assets •.•••• .•••••••••• •• ••••• 

fixed assets 
Othe• assets .••••••••••••• • •••••••.•••••••••••• • • 

October 1, 1983 
(Unaudited) 

s 18,036 

13.335 
24,572 
6,280 
1. 735 

63,958 

8,1)89 
216 

s 72.263 

LIABILITIES ~~D SHAREHOLDERS ' EQUITY 

Currtnt liabilities: 

Ac:cou~ts payable •••••••••••• •• .•••..••• • •••••• 
Accrued liabilities .. ...................... .. 
IncC'Ce taxes paya:,le ••.•• • ••••.•.• • •••.•• • .• • 

Total currenl liabilities ••.••.••.••.••••.. 

Oefer:-ed incoce ta:-<es .......................... .. 
Subordinated notes payable to shareholders ••.•••. 

Total liahilities 

Shareholoers' equity: 

Preferred stock, no par value: 
Authorized: 10 , 000,000 shares 
Issued and outstanding: None •••.••••••••••. 

Comcon o~oc~. no plr value: 
Authcrized: 100,000,000 shares 
Issued and outstandi~g: 32,i~S.5CC 

at Octo~er 1 and 29,6S~.600 at March 31 • • • 
Retained earnings •••••••••••••.••••..•••••.•.• 

Tot~l shareholders' equity ................ .. 

s 5,119 
4,199 

0 
9,318 

305 
550 

10.173 

33,310 
2S 7d'l 

-~·090 

~ .2.1..J.5_3 --

The acco::~;>anying notes are an intesral part 
of these financial statements. 
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2,403 

22,974 
21,186 
3,484 
1,027 

51,074 

5,204 
181 

56,459 

9,265 
5,878 
7,493 

22,636 

239 
550 

23,4:!5 

362 
3~.672 

33,034 

56 . 4)9 
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ACT!VlSION, INC. k;O SUBSIOlk~IES 

CONSOLIDATED STATl~NTS OF INCO~ 

(In thousands except per sh3re data) 

(t:naud1ted) 

Three M~ths Ended 

Oct. 1, 1983 Oc t . 2, 1~82 

Net sales 

Costs and expenses: 

Cost of sales •• • •.•••••• 
Sales and carkrting 
expe~ses •• • ••• • ••...• ••• 
General and ad=inistrative 
expenses ••••.••.•••••••• 

Operating inc~e (loss). 

Interest incooe, net . •••• ••• 

lncooe (loss) before 
provision (credit) for 
incooe taxes ••...•••• • 

Provision (credit) fo r income 
taxes 

$ 13,247 

6,259 

9, 927 

5,622 

(8,561) 
63:: 

(7,929) 

(3,810) 

Set income (loss) • • •• • :$=::::<":::::·1::1::9::) 

Net incooe (loss) per co==on 
and co=on equivalent share •• =$===(::.1::3::) 

Suober of COCQOo 3nd co=:on 
equivalent shares used in 
cooouting net inco=e (loss) 
per share •...••• •.•.••...• .• 32,746 

$ 

$ 

s 

j2 ,14 7 

9,074 

11,59~ 

2,956 

8,518 
106 

8,62!. 

4, 405 

.15 

29,935 

The accocpanying notes are an in:egral 
part of these f1nanci3l statem~ots. 
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Six Months Ended 

Oct. 1, 19d3 Cct. 2, 1982 

$ 

$ 

s 

39,452 

12 ,627 

24,645 

10,466 

(6,286) 
796 

(7 ,4SO) 

(3,598) 

(3,892) 

(.12) 

31,913 

$ 

$ 

$ 

' 

62,703 

18 , 669 

21,460 

5, 741 

16,833 
308 

17,141 

8,385 

8,756 

.29 

30,019 

... 

,_. 
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ACTlVlSlOS, INC. k~D SvBSluiARl~S 

COSSOLIOATED STATEXESTS OF ~~GES IN FINANCIAL POSITIOS 

(In Tilousands) 

(Unaudited) 
Six Months Ended 

Oct. 1, 1983 

Resources provided : 
from operations : 

Set incoce (loss)• •• •••••••••••••• •• •••• $ (3. 892) 
Ada charges to income not requiring a 

current outlay of vo::ki ng capital: 
Oepreciatior. and =ortization ...... 995 
Deferred income taxes . .. ... .. ....... 66 

!esources provided (used) by 
operations .... .. ........ ........ ..... (2,831) 

Issuance of co=on stock ... ........ ..... 32,Q!o8 

Total resources provided ... ...... ... 30,117 

Reso:;rces applied: 
Acquisition of fixed and other assets ..... 3,880 
O:her .......................... ... ......... .... 35 

Total resources applied •••••••••••.•• 3,915 

Increase in working capital ..... .... s ZCl.~Q~ 

Increase (decrease) in working capital by cocponents: 
Cast> and teo;::o rary cash investcents s 15,633 
Account:; receivable ........... . .............. (9 , 639) 
Inventories \. 3,366 ................................ 
Prepaid and di! fer red inco:::~e taxes .. .. ..... 2,796 
Other Cl:rrent assets ...................... 708 
Accour.ts payable ················· ········· ~. 1~6 

Accrued liabilities ... .... ........... ····· 1,679 
Income taxes payable ........ ·········· .... 7,:.93 
Short-term debt • •.••••••••• • .• • ••.•••••••• 0 

Increase in working capital .... ..... s 26,202 

The accompan)·ing notes are an integral part 
of these financial statements. 
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Oct. 2, 1982 

$ 8,756 

254 
39 

9,0&.9 

6 

9,055 

1 , 436 
178 

l,E-14 

s 7,441 

$ (1, 266) 
456 

8,oa:. 
2,8:.6 

742 
(4,532) 

(1.53) 
1.,594 
(3 , (130) 

s /,1.41 



ACTIVISION, INC. Ah~ SUBSIDlARIES 

NOTES TO CONSOLIDATED FISANClAL STATtMENTS 

(Oct. 1, 1983 ~nd Oct. 2, 1982 - Unaudtied) 

(In Thousands) 

1. In the opinion of management, the consolidated financial 1tatements contain all 
ad justments (consisting of only normal recurring adjustments) necessary to present 
fairly the financial position as of Oct. 1, 1983 and March 31, 1983, the results 
of operations for the six months and for the three months ended Oct. 1, 1983 and 
Oct. 2, 1982, and chan~es in finar.cial position for the six months ended Oct. 1, 
1983, and Oct. 2, 1982. These statements s~ould be read in conjunction vith the 
March 31, 1983 Financial Statements and Sotes thereto included in the Company's 
Prospectus filed in its R~gistration Statement 2-83372. 

2. 

). 

The results of operations for the six months and for thP. three months ended 
Oct. 1, 1983 are not necessarily indicative of the results to be expected for 
the full yeu. 

ln\'e~tories co::~prise the fo1lo~ing. 
0-:t. 1' 19&3 March 31. 1983 

Purchised parts and components .... s 15,049 s 15,722 
Finished goods .................... 9.523 5,464 

s 24.572 s 21.186 

fixe~ assets are stated at cost and 
co:j)rise the folloving: 

Hachinery and equip::~ent ........... s 1,621 s 1,191 
Of!i:e furniture and equipment .... 7,475 4,432 
Leasehold icprove::~ents ............ 931 524 

10,027 6,147 

Less accumulated depreciation and 
a=~ortuation ............. ········· (1, 938) (943) 

$ 8,089 s 5,204 

4. Lega! Proceedings - A civil class action complai~t was filed against the Company 
(refer to Part li. OTHER INFO~~TIO~). 
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ACTIVISION, INC. AND SUBSIDIARIES 

MANAGEMENT'S DISCUSSION ~;D A~ALYSIS OF 
FINANCIAL CONDITION AND RESL~TS OF OPERATIONS 

Results of Ooerations 

Sales of the Com?any's products dur!ng the second quarter of fiscal year 1984 
de~reased 59~ as compared to the second quarter of fiscal year 1983. Sales during 
the first half of fiscal year 1984 decreased 37r. as compared to the first half of 
fiscal year 1983. Throughout the first half of fiscal 1983, the Cocpany experienced 
rapid gro~t~ in its distribution pipeline and benefitted from strong growth in 
retail sales to consumers. During the first half of fiscal 1984, the Company's 
sales refle~ted a seasonal su~cr slowdown in retail sales. Sales in the second 
quarter of fiscal 1984 were impacted by the rapid1 y changing landscape of the hcce 
computer a~d video game hardware and software buslnesses this year and resulted 
in very cautious ordering by distributors and rP.tailers, affectir.g all participants 
in the business. In addition, in the second quarte~. a large flow of discontinued 
product fro: several manufacturers was released to the earket at reduced retail 
prices, depressing the purchases of regular- priced new product. · 

The gross profit :argin decreased from 73% of sales during the . first half of fiscal 
1983 to 68~ of sales during the first half of fiscal 198~. The gross profit margin 
decreased from 73~ of sales during the second quarter of fiscal 1983 to 53: of sales 
durin; the second quarter of fiscal 1984. The decrease resulted from sales of older, 
obsolete mer~handise at significantly reduced prices, although still above manu
factured costs, during the most recent quarter. Profit cargins on the sales of 
new and active product did not change materially. 

Sales, marketing and general and administrative expenses in total were slightly 
higher in t~e seccnd quarter of fiscal 198~ than in the second quarter of fiscal 
1983. These expe~ses increased significantly as a percentage of sales during the 
most recent quarter compared to the same quarter last year due to the lower sales 
levels. Ma~.ageme:>t anticipates that these expenses will continue to vary significantly 
as a percenta~e of sales from quarter to quarter due to the seasonal nature of the 
Company's bus1ness. 

Liquidity a~d Capital Re~ources 

At October l, 198j , the Company's working capital and stockholders' equity were 
substantially higter than March 31, 1983, as a result of the public sale of the 
Company's Co:mon Stock on June 9, 1983. Accounts receivable decreased over 40~ 
from ~.arch 31 reflecting the reduced level of sales. Inventory increased 16~ 
fro!!l ~.arch 31 as a result of the introduction of several new titles. Inventory in
creased 34 ~rom J~ly 2, as a result of ne~ titl2s introduced in the second quarter , 
offset sot:le·.-:-:at by the sales of obsolete product at reduced p~ices. Hanagement 
anticipates that inventory levels will not change appreciably over the next quarter 
as inventory of older titles continues to be sold-off at reduced prices. 

Accounts payable and accrued liabilities decreased nearlv 40~ from March 31. due 
to lo~er business activity. An income tax receivable of. S3.3 million existed at 
October 1, 1983, compared to an income tax payable of $7.5 million at March 31, due 
to the net operating loss experienced for the first half of fiscal 1984 as well as 
the fi~al pa:nnent =ade relating to fiscal 1963 earnings. 
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PART II. 

Item 1. 

Item 6. 

OTHER lNFORMATION 

Legal Proceedtngs 

Exhibits and Reports on Form 8-K. 

.. .... (. ~ .- . ; .. . . : .. ., 
..... ·. ~:....· 

":o~o 

(a} The following exhibit is furnished vith this report: 

Statement re: co~putation of per share earnings. 

(b) Registrant did not file any reports on Form 8-K du·: ing 
its fiscal quarter end~d Oct. 1, 1983. 
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Legal Proceedings 

A civil class action corplaint vas filed agai~st the Company in the United States 
District Court (N.D.Cal., Action No. C83 4639 ~~0) on or about October 3, 1983, 
by S.T. Blumenfeld, on behalf o: himself and all others vho acquired the Company ' s 
coccon stock from June 9, 1983 through September 16, 1983, inclusive. The 
complaint names as co-defendants certain officers and directors, c~rtain other 
ahareholders who sold shares in the public offering and the unde~~iters in 
t he Company's initial public offering. Tile co:::plaint, alleging violations of 
the federal securities laws and including pendant claims under California state 
s tatutory and coamon law1 is based upon purported mi~statP~ents and omissions 
in the Company's registration statement and Prospect1•s issued in connection 
with the Company's icitial public offering. 

Plaintiff ' s demand for relief includes an award of damages according to proof, 
with interest; that the stock purchases of t he class members be rescinded; and 
that plaintiff recover his costs, attorneys ' fees and experts' fees incurred 
i n the action. 

Page 10 

'• 

,_: . . . .... . . 
_ .... · .... 

.. ~: . 

..... ~ .-

' . 



'· 

.. ~ 

.... ·· 

. t 

...... 

ACTIVISIOS, ISC. 

CO~UTATIOS OF SET lSCO~ (LOSS) PER SHARE 

(Doll.u a1110unta in thousand& exc~pt per ahare data) 

~eiRhted aver3Rf aharea 
outstanding for the 
peri-xi •••••••••••••••••••••• 

Set effect of stock optione 
base~ on the treasury stock 
raethC>d .••••••••••••••••••••• 

Average co==on •nd c~omon 
equivalent aharee out-
atandi~g •••••••••.••.•••• 

Net 1nco~e (loss) ••••••••••• 

Set i~cooe (loss} per st.are •• 

., 

Three Mont~s End~ 

Oct. !, 1983 Oct. 2, 1982 

32.744,758 29,775,834 

-o- 159,312 

32,744,758 29,9H, 146 

s (4,119) s 8,756 

s (.!J) s .15 

Page 11 

...... . "' .·· .. . ···_ .... _' ...... 

Six Hontha End~d 

Oct. 1, 1983 Occ. 2, 1982 

~1.590,-<01 . 29,864,900 

154.380 

31,590,401 30,019,260 

s (3,892) $ 8,75~ 

$ (. 12) s .29 
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ACTIVISION, I~C. ~~D SUBSIDIARIES 

SICNATURES 

PursuAnt to th~ r~Guirementa of the Secur1t1~1 Exchan~e Act of 19)4, 
the Regiatrant haa duly caused thia rep~rt to be 1igned on it1 behalf 
by the und~rsi~neu thereunto duly authvrized. 

Oat~ : __ 1_·,-'-/_;J_A_·_; __ _ 
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ACilVlStns , ISC. 
Registrant 

Chal:111an 
Officer) 

, 
----- /, ... - .. A~ .·, .., 

( ? ' . 
y .«./ 

/ . ' .... ~/,*--
~Rv:"fo.:~n 
Controll!r (Princip~l Acc~untin~ Officer) 
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