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SECURITIES A~~ EXCHANGE CO~ISSION 
Washington, D.C. 20549 

Fonu 1D-Q 
.. .. 

Quarterly Report Pursuant to Section 13 or 15(d} of------~­
the Securities Exchange Act of 1934 

For Quarter Fnded December 31, 1983.ComMiss ~on File ~umber 2-83372*. 

ACTI\'ISIOX, 11\C. 

{Exact name of registra~t as specified in its charter) 

California 
{State or other jurisdiction of 
incorporation or organization) 

2350 Bayshore Frontage Road 
Mountain View, California 

(Address of principal executive 
offices) 

94-26061,)8 
(I.R.S. Employp 
ldentificatio 

9t.Ot.3 
(Zip Code) 

Registrant's telephone nuQber, including area code: (t.l5) 960-0410. 

Indicate by check mark whether the registrant (1) has filed all reports 
required to be filed by Section 13 or 15(d) of the Securities Exchange 
Act of 1934 during the preceding 12 months (or such shorter period that 
the r egistrant was required to file such reports), and (2) has been sub­
ject to such filing requirements for the past 90 days. Yea X No 

The nul!''-er of shares of the registrant's Colllr.lOn Stock outstanding as of 
Dece~ber 31 , 1983 was 32,667,325. 

*Refers t o registration statement on Form S-1. Registrant has not yet 
filed under the Securities Exchange Act or 1934 and , accordingly, does 
not currently hav" 11 1934 Act filing number. 
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ACTIVISIOS , INC. ~~0 SUBSIDIARIES 

I NTRODCCTORY NOTE 

Registrant conducted an initial public offering of its common stock on 
June 9, 1983. Accordingly, this Form 10-Q is the third report filed 
by Registrant pursuant to the reporting requirements of the Securities 
Exchange Act of 193~. 
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ACTIVISIOS, INC. AND SUBSIDIARIES 

CONSOLIDATED BALk~~E SHEET 

(In thousands except share info~mation) 

ASSETS 

Dece~~er 31, 1983 March 31 , 1983 
(unaudited) 

Current assets: 

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

doubtful accounts and sales returns of 
$9,490 at December 31 and SS , Olb at ~larch 31 •• 

Inventories • •••••••••••••••• • • • •.••...••••• • .• 
Prepaid ~nd refundable incooe taxe~ ......••... 
Other current assets ••....... . ........•...•• • . 

Total curr ent assets •• ••...•. • • • •.•• • • . .•••. 

Fixed assets 
Other assets 

s 8,457 

10,)20 
23,010 
13,234 
1,339 

56,)60 

8,31 ) 
468 

s 6).3~3 

LIABILITIES A.'\D SHAREHOLDERS' EQt:ITY 

Current liabilities: 

Accounts pay;~blE: •.•.•••..••. .• • • • •• •• • ••••...• 
Accrued liabilities .. . ............. ... ....... . 
Income taxes payable ••• ••• ••.•••••• • ..•••••.•• 

Tot<~ I current liabilities ..•.. • • • •••...•• • • • 

Deferred income taxes •••• . • • ..••.••.•••.•••.••..• 
Subordinated notes payable to shareholders •••••• • 

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

Shareholder s ' equity: 

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

Common stock, r.o par value: 
Authorized: 100,000,000 shares 
Issued and outstanding: 32,667,325 
.1t Dece::.ber ll and 29.696,1300 at !-larch 31 ... 

Reta1ne~ earnings •.•..•...••.•. .. •.•••••••. ••• 

Tntal shareholders ' equity .•..•.•••••......• 

s 3,11) 
7,060 

0 

10,175 

335 
550 

11,060 

)) , 610 
ZQ . f!7~ 

5!.,28l 

s 65,3!.3 

The accompanying notes are an integral part 
of these financial stateme~ts. 
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ACTIVISIOS, INC. AND SUBSIDIARIES 

CONSOLIDATED STAiE~NTS OF INCO~E 

( In t housands except per ah3re data) 

(Unaudited) 

Costs and expenses: 

Cost of sales •.••.•.••.• 
Sales and marketing 
expenses ....•••.••••..•• 
General and ad~inistrative 
expenses ••••.••• • • • •...• 

Operating incoce (loss). 
Interest incoce, net .. • •.•. . 

Income (loss) before 
provision (credit) for 
income taxes .......•.. 

Provision (credit) for incoce 
taxes 

Net income (loss) • . • •• 

Set inco~e (loss) per common 
and co~on equivalent share •• 

Nunber of comfton and coomon 
eq~iva1ent shares used in 
computing net income (loss) 
per share •••.•• • •• • • • .••••.. 

Three Months Ended 

Dec. 31, 1983 Jan . 1, 1983 

$ 

s 

s 

10 , 167 

7, 683 

12,290 

(15,306) 
313 

(14, 995) 

(6,889 ) 

(8,106) 

(. 25) 

32.717 

$ 

s 

s 

50,057 

13 , 074 

23,900 

),900 

9,183 
8 

9 , 191 

4,495 

4,696 

. 16 

29,897 

The acco~panying notes are an integral 
part of these financial state~ents. 
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Nine Month s Ended 

Dec. 31, 1983 Jan. 1, 1983 

$ 49,620 

20,310 

36 , 937 

15,968 

(23,595) 
1 '108 

(22,487) 

(10,488 ) 

s (11 ,999 ) 

$ (. 38) 

31,966 

s 

s 

s 

112,760 

31,743 

45,360 

9,641 

26,016 
316 

26,332 

12,880 

1),452 

. 45 

29 , 979 
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ACTIVISION, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

(In Thousands)

(Unaudited)

Nine Months Ended

Resources provided:
From operations:

Add charges to income not requiring a
current outlay of working capital:

Depreciation and amortization
Deferred Income taxes

Resources provided (used) by

Issuance of common stock

Total resources provided

Resources applied:
Acquisition of fixed and other assets
Other

Total resources applied

Increase in working capital

Increase (decrease) In working capital by co-sp

Accrued liabilities

Increase in working capital

Dec. 31. 1983 Jan. 1, 1983

$ (11,999) $ 13,452

1,595 435
96 67

(10,308) 13,954

33,248 134

22,940 14,088

4,678 3,044
317 42

4,995 3,086

S 17,945 S 11,002

Dnents:
S 6.054 $ 1,013

(12,454) 6,412
1,824 12.185
9,750 5,662
312 1,413

6,150 (14,156)
(1,184) (1,706)
7,493 206

0 (27)

S 17,945 $ 11,002

The accompanying notes are an integral part
of these financial statements.
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ACTl\'ISlO:\, INC. -""D SllBSIDlARIES 

NOTES TO CO:\SOL1DATED Fl:\AXCIAL STATE~XTS 

(Dec. 31, 1983 and Jan. I, 1983- Unauditt·d) 

(In Thousands) 

1. In the opinion of management, the consolidated financial statements contain all 
adjustments (consisting of only normal recurring adjustments) necessary to present 
fairly the financial position as of Dec. 31, 19B3 and Harch 31, 1983 , the result!> 
of operations for the nine months and for the three months ended Dec. 31, 1983 and 
!an. I, 1983, and chan~es in financial position for the nine months ended Dec. 31, 
1983, and Jan. l , 1983. These statements shoJld be re.1d in conjunction with the 
~rch 31, 1983 financial St.ltements and Xot~s thereto included in the Company ' s 
Prospectus filed in its Registration Statement 2-83372. 

The resul ts of operations for the nine Ctonths and for the three months ended Dec. 
31, 1983 arc not necessarily indicative of the results to be expected for the full 
year. 

2. Invent ories co~pris~ the foll o~ing : 

De<· . 31, 19S3 

Purchased parts and co~ponents . • .. S 
iini:.hed t:oods ................... . 

13,766 
9, 242 

s 23,010 

3. Fixed assets arc stated at cost and 
comprise the following: 

Machinery and equip~cnt ..•.•. •• • • • S 
Office furniture and equipment •• • • 
LeAsehold improvements ...•.••••.•• 

$ 

Less accumulated depreciation and 
amortization .•• • •• , • , ••••• , , • , , , , • 

$ 

1,657 
8,146 
1, 022 

10,825 

(2 , 510) 

8,315 

!'iarch 31, 198) 

s 15,722 
5,464 

$ 21,186 

$ 1, 191 
4 , 432 

524 

$ 6, 147 

(9t.3) 

$ 5,204 

4. Legal Proceed1n~s - Three civil class action complaint s (which we r e consolidated) 
were filed against the Company (refer to Part II. OThER ISFORMATIOS). 

5. Subsequent t o Dece~be r 31, 1983, the Cozpany rene~otiated its line of credit ~ith 
a bank, whi clo expires April 30, 1985. The agreement allows the Company to borrow 
up to $10 million under various facilities at interest rates that generally would 
not exceed the bank's prine rate plus .25%. Under the agreement the Company must 
~aintain various financial rati o~ ~nd O@@t certain conditions as to tangible net 
worth. The Company is also restrictea from raying dividends ir. excess of 10% of its 
net worth. The credit line is sPcurerl hv AcrountP receivable, inventory, and certain 
fixed asset s. 
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ACTIVISIOS, ISC k~D S~BSIDtARlES 

~~ACEHEST' S DISC~SSI0S ASD ASALYSIS Of 
FJt>A.~ClAL COSDITIOS ASD RESl"LTS Of OPERATI OSS 

Results of Operations 

Net revenues for the Company durin~ the third quarter of fis cal year 198~ decre~sed 
80t as compared to the third qua~ter of fiscal yea r 1983. The Company incurred a loss 
of $8.1 million for the third quarter of fiscal ye~r 198~ as compared t o a profit 
of $4.7 million f or the third quarter of fiscal 1963. ~et revenues during the first 
three quarters of fiscal year 1984 decrease~ 56~ as compared to the first three quarte r s 
of fi sca l year 1983. Since the su~~er of 1983, the Company ' s sales were i~pac ted 
by the cha~~es in the home co~p~ler and videc game hardware and software businesses 
which resulted in very cautious order i ng by distribut or s and r etailers. In addition, 
in the aecond and third quarters, a large flow of discontinued produc t fr om several 
manufacturers was released t o the mar~et at reduced prices , depressing the purchases 
of regu lar-p r iced ne~ pr oduct. Set sales and net l o~s for t he t hird quarter also 
re fl ect a s ignificant increase in s~les re turn reserves resulting !roc higher than 
expected leve!s of unsold in~entory at retail aft er Christmas. 

The gross profit margin decrease:! from :•2t of sales during the first three quarters 
of fiscal 1983 to 59: of sales during the first three quarters of fiscal 1984. The 
gross profit cargin decreased from 74~ of sales during the third quarter of fiscal 
1983 to 24: of sales durin~ t he third quarter of fiscal 1984. The decreases resulteJ 
fro: clearance sales durin~ the most recent two quarter~ of older merchan~!se at 
aignificantly reduce:! pr ices , which appr :>ximated canufacturing co:as, a:"l~ fro=: the sales 
re~urn reserve adjust=:ent discusse~ above. Gross profit margains O:"l t~.e sale~ of 
new and active product did not change c:ater ially. 
Sales, marketing and general and ad~inistrative expenses in total we re 3~~ lower in 
the t hird quarter of fiscal 1984 than in t he third quarter of fiscal 1983, pri~arily 
as a resul t of reduce:! advertisin~ expenses and saleo commissions. These expenses 
increased significantly as a percentage of sales during the most recent quarter co~­
pared to the same quarter last year due t o the lower sales levels. The Com.,any eff ected 
an approximate 25~ staff reduction during the quarter. The third quarter did not 
benef it by this reduction a s a result of sever~nce payments incurred. ~nage~ent 

ant icipa~es that sales, marketing and general and administrative expenses will continue 
to vary significantly as a percentage of sales from quarter to quarter due t o the 
aeasonal nature of the Company's business. 

Liguiditv and Capital Resources 

At December 31. 1983, the Company's working capital and atockholders' equity were 
aubstantial ly h!gher than March 31, 1983 as a result of the public sale of the Company's 
Common Stock on June 9, 1983. Accounts receivable decreased over 60% from ~arch 31 
and 21% f r om Octobe r 1 reflecting the reduced level of s ales and the increase to sales 
reaerves previ ously mentioned. Inventory increaserl 14% from March 31 as a result of 
the introduction of several nev titles. Inventory decreased 7% from Oc t ober 1 ($24.6 
•1 llion) primarily as a result of the sal es of older product at reduced prices. 

Account s payable and accrued liabilities decreased over 60% from Karch 31, due t o 
lower business activitv. An income tax receivable of S10.3 million existed at 
December 31 , 1983, compared t o an income tax payable of $7.5 million at March 31, 
aa a result of the net operating los~ experienced for the first three quarters of 
fisc&l 1984 a s well as the final tax payment made r el a ting to fiacal 1983 earnings. 
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PART II. OTHER INFO~~TIO~ 

Item 1. Legal Proceedings 

Item 6. Exhibits and Reports on Form 8-K. 

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

Statement re: computation of per share earnings. 

(b) Registrant did not file any report on Form 8-K during 
it s fiscal quarter ended December 31, 198). 
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Item I. 

Civil class action complaints were filed against the Company in the Cni ted Stat~s 
District Court for the Sorthern Dist ri ct of Ca li fornia by s. T. Blumenfeld tAction 
No. C-83- 4639 0.1!0) , Williac 8. l.'einberge r (Action !'\o. C-83-483!. XHP) and f.rn cs t C. 
Cadelago (Action So. C-83-2041) l.'AI). The three co~p laints were filed October 3, 
October 17 and December 9, 198), respec tive ly , on behalf of the named plaintiffs 
and all others who acquired the Companv's comcon stock between June 9 . 1983 and 
Septe~ber 16, 1963, inclusive. All three actions have been consolidated. 

The complaints nace as co-defendants certain officers and directors, certain 
othe r s hareholde rs who sold shar~s in t he Co~pany ' s i~it lal public offerin~ and 
t he unden.·riters in t he public offering. rne complaints, which allege pendant 
claims under Califor nia s t ate statutory and co=on la1.·, arc based upon purport.:d 
misstatements an~ oci ssions in the Co:::pan:: ' s r~<gist rat ion statement and pros pee tus 
issued in connec tion with the Company 's public offerin~. Plaintiffs seck an aw3rd 
of da~ages according to proof, with interest, and rec ision of their stock 
purch~ses. Thcy also seek r ecovery of t hei r costs, including fees for attornc~·s 
and experts. The cc:::pany believes the cor.1plai nts are without merit and intends 
to vi•orously defen~ against plaintiffs' claims. 
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ACTIVlSIOS, lSC. 

COMPUTATlOS OF NET INCO~E (LOSS) PER SHARE 

(Dollar amounts in thousands except per share data) 

Three Months Ended Nine Months rndcd 

Dec. 31 , 1983 Jan.1,1983 Dec.31 ,1 983 Jan. • ,1983 

Wei~hted a"era~~:e shares 
outstanding for the 
period ........ .... .... ...... 32,717,468 29,688, 7SO 31 , 966.G9') 29.806.183 ...... 
Net effect of stock options 
based on the trec:sury r.tock 
meth?d ...................... - 0- 208.404 - 0- 172. 1RR 

Average c~~on and common 
equivalent shares out-
standing ................. 321717,468 291897,1 ~4 31,966,090 29.97R.S71 

Net income (loss) ........... s (8,106) s 4,696 s ( 11 , 999) s 13,452_ 

Net incoce (loss) per share .. s ( .2~) s .16 s (.38) J .45 
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