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we arewho
Stick to what you know. It’s good advice. At The Sabre Group Holdings, Inc., we know travel and

transportation information technology. We grew up in the airline industry, providing data processing

and applications development for American Airlines and distributing the travel services that they and

hundreds of other suppliers offer to thousands of travel agents.

Over the years, we’ve grown our knowledge of the travel businesses by working with most of the

outstanding companies in the industry. And while we are still majority-owned by AMR Corporation, 

our non-AMR revenues are growing rapidly and now account for more than  percent of our business.

We’ve grown by using our industry expertise to change the face of the world’s largest industry — travel.

Our vision is to be the world leader in applying information technology to meet the needs of the travel

and transportation industries.

In this year’s annual report, you’ll hear about the latest innovations in travel and transportation

information technology from our customers and our suppliers. With them, we’re redefining the way

business is done in travel agencies, on the Internet, within corporate travel departments and in major

travel and transportation companies around the world. 

We’re also introducing a new look for Sabre with the company logo shown on the cover of this

report. It represents both the progress we’ve made since we became a public company in  and the

future opportunity we see as the leader in travel and transportation information technology.

sabre 98 ar final 4.0  7/15/99  2:41 PM  Page 3



Sabre provides information technology solutions and electronic travel distribution to the travel and trans-

portation industries. Information technology solutions range from total IT outsourcing to flight planning and revenue manage-

ment. Today, more than 95 percent of our information technology solutions revenues come from airlines. In electronic travel 

distribution, Sabre acts as the electronic clearinghouse among hundreds of travel suppliers, thousands of travel agencies and

millions of travelers. Our goal is to touch every travel reservation, no matter how it’s made, no matter where in the world. 

hospitality
Hotels, rental car 

companies and tour 
operators use Sabre’s 
hospitality products 

and services.

rail
Passenger and freight

railways and mass 
transit systems use

Sabre’s rail products 
and services.

logistics
Shippers, motor 
carriers and even 

governments 
use Sabre’s 

logistics products 
and services.

19 airports

83 aviation 
companies

6 airline 
associations

airlines
More than 150 of the world’s 
airlines and virtually all major 

carriers use one or more of 
Sabre’s products or services.

information 
technology solutions

Sabre specializes in total IT outsourcing and consulting 
for the travel and transportation industries:

Data Center Management
Desktop or Distributed Systems Management

Network Management
Voice Services Management 
Applications Management
Operations Management

Help Desk Services
Business Recovery Services

System and Security Services

Sabre offers 200 unique solutions to the travel and 
transportation industries in every functional area:

Pricing and Revenue Management
Flight and Crew Scheduling

Distribution Planning
Operations Control

Reservations and Customer Loyalty
Airport and Ground Transportation

Administration and Human Resources
Maintenance and Engineering

Sales Automation
Cargo Operations

Revenue Accounting
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148 tour 
operators

6 limousine
companies

electronic travel 
distribution

Processes more than 400 million bookings
through the Sabre ® system annually 

Houses 50 million reservations in the system

Processes at peak 6,831 messages per second

Holds 29.1 terabytes of electronic storage

Responds on average in under 3 seconds

over 40,000 
travel agencies

Planet Sabre SM

Turbo Sabre SM

Sabre ® Net 
Platform

12 ferry 
companies

8 cruise lines 

7 theater 
ticket outlets

9 travel 
insurance 
companies

420 airlines

40,000 hotel 
properties

50 car rental 
companies

5 rail lines

over 3 million 
tickets sold on 

the Internet
Travelocity.com SM

easySabre ®

Travel agency and 
airline sites

over 240 
“Fortune 1000”

corporations
Sabre Business

Travel Solutions SM

travelers
book over one-third 
of the world’s travel 

reservations, more than 
$70 billion, through 
the Sabre ® system. 
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N E T  E A R N I N G S  P E R  
C O M M O N  S H A R E
(basic and diluted)

‘96 ‘97 ‘98
pro

forma 

1 9 9 8  R E V E N U E S  B Y  
B U S I N E S S  A C T I V I T Y

T O T A L  R E V E N U E S
(in millions)

$2,000

$1,500

$1,000

$500

$2,500

$1.78

$1.44
$1.53

‘96 ‘97 ‘98
pro

forma 

57%

Electronic
Travel

Distribution

43%

Information
Technology
Solutions

highlights
financial

Electronic
Travel
Distribution
Growth

Information
Technology
Solutions
Growth

adjusted to reflect comparable information (1)

(dollars in millions, except per share amounts)

I N C O M E  S T A T E M E N T  D A T A

Revenues $ 2,306.4 $ 1,788.4 29.0
Electronic travel distribution 1,324.8 1,205.2 9.9
Information technology solutions 981.6 583.2 68.3

Operating income $ 350.4 $ 312.6 12.1

Operating margin 15.2% 17.5% (2.3) pts

Net earnings $ 231.9 $ 199.9 16.0

Per share results
Operating income (2) $ 2.68 $ 2.39 12.1
Net earnings — basic and diluted $ 1.78 $ 1.53 16.3

Average shares of common stock outstanding (in thousands)
Basic 129,943 130,649 (0.5)
Diluted 130,521 130,988 (0.4)

O T H E R  D A T A

Percentage of revenue from non-AMR customers 75.1% 70.6% 4.5 pts

Direct reservations booked in the Sabre ® system (in millions) (3) 354 344 2.9

Total reservations processed in the Sabre ® system (in millions) (4) 409 371 10.2

Number of employees 10,822 8,487 27.5

Capital expenditures $ 320.0 $ 218.1 46.7

Common shares outstanding (in thousands) 129,840 130,782 (0.7)
Class A 22,466 23,408 (4.0)
Class B 107,374 107,374 0.0

(1) Certain reclassifications have been made to the 1997 financial statements to conform to the 1998 presentation.

(2) Per share results for operating income were calculated using diluted average shares of common stock outstanding.

(3) CRS reservations for which Sabre collects a CRS booking fee — excluding Asia/Pacific bookings transferred to ABACUS International, our joint venture partner in that region.

(4) Includes direct reservations plus CRS reservations processed by joint venture partners using the Sabre ® system.

Year ended December 31,
Percent 

1 9 9 8 1 9 9 7 Change



12%

8%

9%

13%

10%

68%
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the year 
at a glance

1998

July

Sabre and ABACUS International Holdings Ltd. create the ABACUS International joint 
venture to serve the Asia/Pacific travel market

Signed comprehensive information technology outsourcing agreement with Gulf Air

Travelocity.com SM online travel service wins People’s Voice Award for best Internet travel site

Multihost outsourcing agreement signed with Southwest Airlines

Sabre Business Travel SolutionsSM system surpasses  customers

Introduced new version of Turbo Sabre SM software, a Windows® based booking tool for 
high volume travel agencies that integrates the entire agency sales process while improving
quality control, productivity levels and customer service 

Wal-Mart streamlines its transportation bidding process with Sabre’s decision support software

Year  readiness announced for  percent of Sabre’s core systems

Sabre® computer reservations system named the “World’s Leading CRS/GDS System” at the
World Travel Awards for the fifth year in a row

Travelocity.com SM site named the “World’s Leading Travel Internet Site” at the World Travel
Awards for the second year

Introduced Sabre® PromoSpots SM application, a new service that delivers highly targeted 
promotions to travel agency desktops

Signed comprehensive information technology outsourcing agreement 
with Aerolineas Argentinas 

Travelocity.com SM site reaches new sales milestone — $ million Internet sales week

US Airways successfully transitioned to Sabre systems — the largest systems migration 
in the history of the airline industry

Signed comprehensive information technology outsourcing agreement with Pakistan
International Airlines

Completed deployment of Year -ready software to more than  percent 
of travel agency subscribers

August

February

March

September

October

November

December
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letter to our shareholders Throughout 1998, we continued to strengthen our position     
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as the world leader in applying information technology to meet the needs of the travel and transportation industries.

We were rewarded for these efforts with a year of
remarkable milestones for Sabre.

We successfully transitioned approximately 

US Airways systems to Sabre systems — the
largest systems migration in the history of the
airline industry.

We created a joint venture with ABACUS, estab-
lishing Sabre as the market-share leader in
electronic travel distribution in the Asia/Pacific
region and worldwide.

Travelocity.com SM— our Internet travel site — recorded
its first $ million sales week, one of many sales
records that were set during the year.

We signed three new comprehensive information
technology outsourcing agreements — with
Gulf Air, Aerolineas Argentinas and Pakistan
Inter-national Airlines — bringing our total
long-term revenue potential from all outsourc-
ing contracts to more than $ billion.

Our real-time computer systems, including the
Sabre® computer reservations system, are now
Year  Compliant. We completed deploy-
ment of Year -ready software to more than
 percent of travel agency subscribers.

As a result of these and other achievements in ,
our revenues grew  percent over the previous year,
reaching $. billion. Operating income of $

million was a  percent increase over . Both
revenues and earnings set record levels for Sabre,
building a strong foundation for future growth.

Standing behind our  achievements is a team
of remarkable people. The Sabre team includes more
than , people — from market analysts to pro-
grammers to data center operators — working in 

countries around the world. Collectively, our team
has a breadth and depth of knowledge of travel and
transportation that is unmatched in the industry. 

We combine our industry knowledge with a
comprehensive understanding of information
technology. The result is a unique expertise in
developing and applying travel and transportation
information technology. This expertise grows
daily through interactions with some of the best

names in the industry — companies and individu-
als that are our suppliers, our customers and our
business partners. With them, we are developing
and refining technologies for advanced real-time
processing and complex decision support.

That sounds complicated. But it really comes
down to such things as helping a consumer book 
a flight through the Travelocity.com SM site, helping 
a travel agent price an itinerary with one click of
a mouse and helping an airline schedule and plan 
its flight operations. In all of these examples, Sabre 
is delivering state-of-the-art solutions to meet the
challenges of the travel and transportation industries.

As we move into , our strategy for contin-
ued growth and profitability revolves around four
clear principles. One, we will expand and grow 
in all channels of travel distribution, particularly
internationally. Two, we will build a broad-based
IT outsourcing business. Three, we will grow and
leverage our “best of breed” information technology
solutions across both the travel distribution and 
the outsourcing businesses. Four, we will strategi-
cally manage costs.

All industries are under increasing pressure to
deliver greater value at less cost. The travel and
transportation industries are no different. With 
the knowledge and expertise of our people, Sabre 
is leading the way with the technology, tools and
experience our customers and partners need to be
competitive in  and beyond.

Finally, Bob Crandall, our chairman and long-
time Sabre supporter, retired last year. Bob fostered
a spirit of continual innovation within our organi-
zation and played a critical role in establishing
Sabre as a public company. While we’ll miss his
insights and strategic vision, we wish him all the
best in his retirement.

Michael J. Durham

President and Chief 
Executive Officer

Donald J. Carty

Chairman
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“US Airways and The Sabre Group 
Just Clicked...Today, US Airways
has access to the world-class tech-
nologies that match its goal of 
being the Carrier of Choice, and 
it is positioned to handle the Year
2000 challenge with ease.”

pictured clockwise from left:
Kathy Green, Scott Vogt, Chuck White and Mark Turbish

US Airways Operations employees

Excerpt from 
US Airways advertisement,

December 
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On December 5, 1998, the largest systems migration in the history of the airline industry took place. Roughly  US

Airways information technology systems were shut down and their functions shifted to Sabre systems and applications.

Some , computers and printers were either installed or modified at  locations worldwide. It was the culmination

of more than one million hours of planning, testing and implementing. 

And by any measure, it was a tremendous success. It will mean a more streamlined experience for US Airways’ 

passengers — from the moment they make a reservation to airport check-in to getting their credits posted in the Dividend

Miles® program at the end of their trip.

For US Airways, Sabre’s information systems provide access to leading-edge technologies in diverse areas, such as 

customer reservations, passenger check-in and revenue management systems. At the same time, it opens doors to important

cost efficiencies.

For Sabre, the US Airways relationship is an important step in leveraging our transportation and technology expertise

to build a strong outsourcing business. With more than  years in the travel and transportation information technology

business, we can provide leading-edge systems that deliver competitive advantage to our customers.

The idea is simple. That’s not to say it’s easy. Several thousand Sabre and US Airways employees worked on this 

conversion for months. They pushed the limits of travel and transportation information technology. And they won. 

S I G N I F I C A N T  I N F O R M A T I O N  
T E C H N O L O G Y  R E L A T I O N S H I P S

’98’97

innovators
in creating information technology systems solutions.

We are

Aerolineas
Argentinas

’96

Hyatt Hotels
Corporation

American
Airlines

Canadian 
Airlines

Sabre
Initial 
Public
Offering

Pakistan
International

AirlinesGulf Air

US 
Airways

Dollar 
Rent A Car
Systems, 

Inc.

Thrifty 
Rent A Car

System, 
Inc.
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Sabre team members working with US Airways

Ted Hutchins
Director, 

Consolidated
Delivery

Jeffrey Bragger
Vice President, US Airways Outsourcing

Betsy Norton
Senior Consultant

Hai Chu
Manager, Flight Scheduling

Jamie Patel
Senior Manager, 

Dining and 
Cabin Services

Jorge Tizol
Senior Consultant
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“At Yahoo!, we’re building one of the
strongest brands on the Internet by giving
consumers access to a network of compre-
hensive information, communication and
shopping services. The strength of that 
network is its high-quality content from
best-in-class service providers — providers
like the Travelocity.com SM site and Sabre.”
Tim Koogle
Chairman and Chief Executive Officer
Yahoo! Inc.
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The Internet is changing the face of travel distribution. Travel ranks as one of the most common types of purchases made via

the Internet today. While the percentage of travel being distributed online versus more traditional channels is still small,

most analysts believe it will grow at the same explosive rate as the Internet itself. That is attracting a lot of interest — from

traditional travel distributors, from travel suppliers, from Internet companies and, quite frankly, from us.

Sabre’s online travel service — www.travelocity.com — provides reservation capabilities for more travel providers than

any other Internet site, with more than  airlines, representing  percent of all airline seats sold, more than , hotels,

and more than  car rental companies. Since its launch in , the Travelocity.com SM site has registered more than five mil-

lion members and logs more than  million page views per month. Last year, it set one sales record after another, culmi-

nating with a $ million sales week in January . The Travelocity.com SM site is also the exclusive air, car and hotel booking

engine for Yahoo! Travel, a property on the Yahoo! network — the single largest Internet guide and one of the most rec-

ognizable brands associated with the Internet.

Beyond the Travelocity.com SM site, we’ve used our expertise in travel and technology to create reservation Web sites for

 airlines. And we’re offering Internet-based products to both travel agencies and corporate travel departments through

our Sabre ® Web Reservations service and our Sabre Business Travel Solutions SM system.

We see potential for Internet-based innovation in almost every phase of our travel distribution business. You should

expect no less from the company who invented electronic travel distribution. 

T R A V E L O C I T Y. C O M  R E C O R D
B R E A K I N G  W E E K LY  T I C K E T  S A L E S

(in millions)

Nov 
’97

$1.0 

Feb 
’98

$4.0 

May 
’98

$5.0

July
’98

Sept 
’98 

$7.0  

Dec 
’98 

$8.0 

Jan 
’99

$6.0

$10.0 

We are progressive technologicalthinkers.
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Sabre team members working with Yahoo!

Ganesh Kateel
Consultant, Industrial    

Engineer

Michael Altomari
Manager, Online Distribution

Barry Vandevier
Manager, GUI Development 

Libby Courtney
Senior Product 

Manager

Rey Foster
Consultant
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“At Charles Schwab Travel, we are
inspired to make a difference and, in
that, Sabre has been an extraordinary
partner. By using the Sabre Business
Travel Solutions SM system, we realized
$1.6 million in travel cost savings. 
That is what making a difference 
is all about.”

Bob Grant
Director, Corporate Travel and 

Vice President, Corporate Services
Charles Schwab & Co., Inc.
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‘97 ‘98

129%

Y E A R  O V E R  Y E A R  G R O W T H  I N  T R I P S  B O O K E D
through the Sabre Business Travel Solutions SM system

We areleaders
in developing superior products and services.

Charles Schwab & Co., Inc. serves more than 5.4 million investors through the Web, its telephone centers and at over 280

offices throughout the United States. Providing excellent investment research, analysis and customer service is what they

do best. Doing it at the lowest possible cost involves managing internal travel expenses and that is where Sabre can help.

Working with Sabre, Charles Schwab & Co., Inc. implemented a complete travel management solution.

What is a complete travel management solution? In this case, it’s Sabre Business Travel Solutions SM — an Internet-

based system that allows employees, in cooperation with their travel agency, to manage their own travel arrangements. At

the same time it allows a company to exercise unprecedented control over travel policies and expenses. Schwab employees 

have the ability to handle all reservations online. They can submit expenses and be repaid electronically — significantly

reducing both the time and paper required for reimbursement. And Charles Schwab & Co., Inc. can use the Sabre Business

Travel Solutions SM system to ensure travel is booked only on company-approved travel suppliers at negotiated rates.

Bottom line? According to ComputerWorld’s April  edition, using the Sabre Business Travel Solutions SM system, $.

million in travel cost savings dropped to Schwab’s bottom line. The company was able to reduce its internal staff from  to .

The number of daily travel-related phone calls dropped from  to . Using a full electronic management strategy, overall

air travel costs were reduced from  cents a mile to  cents a mile — well below the industry average of  cents per mile.

Sabre’s knowledge of travel and transportation can translate into money in the bank. And a leading investment

house like Charles Schwab & Co., Inc. certainly knows the value in that.
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Sabre team members working with Charles Schwab & Co., Inc.

Jaimie Johnson
Product Consultant

Bob Roth
Technical Consultant

Louise Cournane
Implementation Analyst

Robert Monaco
Product Consultant

Elizabeth Lee
Corporate Business Manager
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“As the pioneer in travel technology,
Sabre offers a unique combination
of travel agency experience, tech-
nical capabilities and a willingness
to find creative solutions to meet
our needs. Sabre was a natural
choice for Tierra Mar Aire.”
Jaime Correal Martinz
President
Tierra Mar Aire 
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others

Sabre others

North America

Europe Latin America

Asia/Pacific

Sabre/
ABACUS

Travel agents remain the cornerstone of the travel distribution business. Roughly three out of every four travel reservations

are made through a travel agency. The reasons for that are simple. Knowing a customer’s preferences, providing informa-

tion and options tailored to those preferences and delivering flexible, responsive service under all conditions — these are

the reasons travelers keep coming back to leading travel agents. 

Tierra Mar Aire — headquartered in Bogotá, Colombia, with more than  offices located across the country — is one of

the largest travel agencies in Latin America. A country with a developing communications infrastructure — like Colombia —

presents unique communication challenges to businesses like Tierra Mar Aire. With its knowledge of both travel and tech-

nology, the Sabre team developed a wide area network that connects all of the agency’s offices. This allows real-time

connectivity in each office to the more than  airlines, , hotels and  car rental companies in the Sabre® system.

It also allows Tierra Mar Aire to share accounting information across offices, giving them clear visibility into their operations.

Like the more than , other travel agencies that subscribe to the Sabre® system, Tierra Mar Aire delivers useful

information in innovative ways. Using a remote access product the Sabre team customized for them, Tierra Mar Aire can

now get a new corporate account online — with an agent located at their site and fully connected to the Sabre® system —

in  minutes. Delivering that kind of flexibility and responsiveness gets customers’ attention.

There to support them in that delivery is Sabre. As the vital link between travel suppliers and travel agents, we can spot

trends as they develop, opportunities as they arise and challenges as they appear. This is how travel industry experts are made.

experts.We are travel and transportation information technology

Sabre

others

Sabre

others

1 9 9 8  S H A R E  O F  A I R  B O O K I N G S  B Y  R E G I O N
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Sabre team members working with Tierra Mar Aire

Colette Givens
Project Manager, 

Agency Internet Solutions

Laura Ellis
Project Manager,

International Network
Communications, 

Supplier Relations

Luis Rivera
Senior Analyst, International 

Distribution and LogisticsXimena Escobar Stein
Account Executive

Cristina Bravo
Regional Manager

Gary Stone
Director for Colombia
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“American Airlines has long used tech-
nology to create competitive advantage 
in the airline industry. Sabre provides us
with the latest, most sophisticated tools
in travel distribution and information
technology solutions to improve our 
service to our customers and to improve
the efficiency of our flight operations.”

Scott Nason
Vice President, Information Technology
Services and Chief Information Officer

American Airlines, Inc.
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American Airlines remains the single largest customer of Sabre, accounting for roughly 25 percent of total revenues. For more

than two decades, American’s market-leading systems — including its computer reservations system and automated decision-

support systems — have been developed and managed by what is now Sabre.

Every year sees new technical enhancements and innovations to these systems. And  was no different. Sabre was

responsible for preparing American’s array of information technology systems for the Year  conversion. By the end of

, the bulk of the Year  work was complete and on February , , the first reservations for travel in the Year 

 were successfully taken.

Last year, American moved to Sabre’s next-generation revenue management system — Sabre® Airmax O&DTM software.

The finer level of detail provided by the system allows American to more closely manage seat availability in connecting

markets. This increase in sophistication is expected to generate an additional $ million to $ million in revenue per

year for the airline.

Being a leader in both travel technology and transportation technology creates unique opportunities for us and for cus-

tomers like American. For example, a computer reservations system holds valuable information on individual traveler prefer-

ences. To effectively use that information requires sophisticated decision-support technology. We have both. So we created the

Sabre® PromoSpots SM application, a real-time tool that allows travel suppliers of all types to craft highly targeted offers to a traveler

while they are making a reservation. The Sabre® PromoSpots SM application has the potential to change the way travel is sold.

1 9 9 8  P E R C E N T A G E  O F  R E V E N U E  
F R O M  A M E R I C A N  A I R L I N E S

architects
focused on customer-specific needs.

We are

Electronic
Travel

Distribution

Information 
Technology 
Solutions
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Sabre team members working with American Airlines

Bhaskar Palit
Senior Consultant

Guy Dilger 
Product Manager

Steve Oakley
Project Manager

Thomas Monheim 
Manager, Associate Marketing Solutions

Denise Tracey 
Senior Manager

Paula Reyn 
Product Manager
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financialreview
N E T  E A R N I N G S  P E R  

C O M M O N  S H A R E
(basic and diluted)

‘96 ‘97 ‘98
pro

forma 

1 9 9 8  R E V E N U E S  B Y  
B U S I N E S S  A C T I V I T Y

T O T A L  R E V E N U E S
(in millions)
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$1.78

$1.44
$1.53

‘96 ‘97 ‘98
pro

forma 

57%

Electronic
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43%
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Technology
Solutions

Electronic
Travel
Distribution
Growth

Information
Technology
Solutions
Growth

12%

8%

9%

13%

10%

68%
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The Sabre Group Holdings, Inc.

Summary

During  the Company generated approximately .%
of its revenue from electronic travel distribution services and
approximately .% of its revenue from information tech-
nology solutions services. The following table sets forth rev-
enues by affiliation and geographic location as a percentage
of total revenues:

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

A F F I L I A T I O N

Unaffiliated Customers 75.1% 70.6% 69.2%
Affiliated Customers 24.9 29.4 30.8

Total 100.0% 100.0% 100.0%

G E O G R A P H I C

United States 74.3% 72.4% 74.8%
International 25.7 27.6 25.2

Total 100.0% 100.0% 100.0%

Total revenues have grown at a compound annual growth
rate of .% for the three years ended December , .
Revenues from affiliated customers have declined as a 
percentage of total revenues because of growth in 
the Company’s external business. Revenues from unaffiliated
customers grew at a compound annual growth rate of .%
during the three years ended December , , to $,

million in . The Company expects that the amount and
proportion of revenues from unaffiliated customers will 
continue to increase. International revenues grew at a com-
pound annual growth rate of .% for the three years ended
December , , to $ million in . Revenues from
the United States grew at a compound annual rate of .%
over the same period, to $, million in .

Total operating expenses have grown at a compound
annual growth rate of .% for the three years ended
December , . The Company’s primary expenses consist
of salaries, benefits and other employee related costs, depre-
ciation and amortization, communication costs and 
subscriber incentives, representing approximately .%,
.% and .% of total operating expenses in , 

and , respectively. Those expenses grew at a compound
annual growth rate of .% for the three years ended
December ,  primarily due to the Company’s growth,
the incremental costs of the Company’s Year  efforts,
expenses associated with the US Airways agreement and
other expenses incurred to support growth in information
technology outsourcing. As a result, operating margins
decreased from .% in  to .% in .

Seasonality

The following table sets forth quarterly financial data for the
Company (in millions except per share data):

First Second Third Fourth
Quarter Quarter Quarter Quarter

1 9 9 8

Revenues $554.1 $576.6 $604.3 $571.4

Operating income 114.5 109.3 98.4 28.2

Net earnings 71.8 68.5 71.4 20.2

Operating margin 20.7% 19.0% 16.3% 4.9%

Direct reservations 
booked using the 
Sabre ® system 96.5 91.5 90.6 77.9

Total reservations 
booked using the 
Sabre ® system 104.4 106.6 105.6 92.0

Earnings per common 
share, basic $ .55 $ .53 $ .55 $ .16

Earnings per common 
share, diluted $ .55 $ .52 $ .55 $ .16

1 9 9 7

Revenues $440.3 $448.9 $457.5 $441.8

Operating income 108.5 94.6 89.5 20.1

Net earnings 66.7 58.5 56.2 18.4

Operating margin 24.6% 21.1% 19.6% 4.5%

Direct reservations 
booked using the 
Sabre ® system 94.9 93.6 91.4 79.4

Total reservations 
booked using the 
Sabre ® system 97.5 96.7 94.5 82.2

Earnings per common 
share, basic and diluted $ .51 $ .45 $ .43 $ .14

The travel industry is seasonal in nature. Bookings, and thus
booking fees charged for the use of the Sabre® system,
decrease significantly each year in the fourth quarter, pri-
marily in December, due to early bookings by customers for
travel during the holiday season and a decline in business
travel during the holiday season.

Affiliate Agreements with AMR and American

The Company, AMR and American have entered into various
agreements, including an agreement for the provision of infor-
mation technology services to American by the Company (the
“Technology Services Agreement”), an agreement for the pro-
vision of marketing support by American for the Company’s
travel agency products and the Sabre BTSTM system, the
Travelocity.comSM site and the easySabre® site (the “Marketing
Cooperation Agreement”), an agreement for the provision of
management services by American to the Company (the
“Management Services Agreement”) and agreements for the
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provision of travel services by American to the Company and
its employees (the “Corporate Travel Agreement” and the
“Travel Privileges Agreement”). These agreements are col-
lectively referred to as the “Affiliate Agreements”. See Note 
to the Consolidated Financial Statements for a description of
each agreement. The rates under the agreements are adjusted
or renegotiated from time to time, and current rates may
represent an increase or decrease over previous rates. The
financial terms of the Affiliate Agreements were applied to
the Company’s operations commencing January , .

The base term of the Technology Services Agreement
expires June , . The terms of the services to be pro-
vided by the Company to American, however, vary. For ,
revenues from services provided under the Technology Services
Agreement with a remaining service term of (i) three years rep-
resented approximately .% of total revenues, (ii) four years
represented approximately .% of total revenues and (iii)
eight years represented approximately .% of total revenues.

The Affiliate Agreements generally establish pricing
and service terms, and certain agreements, including the
Technology Services Agreement, provide for periodic price
adjustments that may take into account the market for sim-
ilar services. Beginning in , the formulas for annually
adjusting certain rates under the Technology Services
Agreement are adjusted every two years through negotia-
tions of the parties which are to be guided by benchmarking
procedures set forth in the agreement.

The Company entered into a Tax-Sharing Agreement
with AMR dated July ,  (the “Tax-Sharing Agreement”),
which in most respects formalizes the Company’s previous
arrangements with AMR. See Note  to the Consolidated
Financial Statements for a description of the agreement.

The Company entered into a Non-Competition
Agreement dated July ,  (the “Non-Competition
Agreement”), pursuant to which AMR and American, on
behalf of themselves and certain of their subsidiaries, have
agreed to limit their competition with the Company’s busi-
nesses under the circumstances described in Note  to the
Consolidated Financial Statements.

Results of Operations

1998 Compared to 1997

Electronic Travel Distribution. Electronic travel distribution
revenues for the year ended December ,  increased
approximately $ million, .%, compared to the year
ended December , , from $, million to $,

million. This increase was primarily due to growth in book-
ing fees from associates from $, million to $, mil-
lion. The growth in booking fees was primarily driven by
an overall increase in the average price per booking charged

to associates. Other revenues increased $ million due to
services provided and equity income related to the
Company’s ABACUS joint venture and $ million related
to revenues from sales of miscellaneous products and services.

Cost of revenues for electronic travel distribution
increased approximately $ million, .%, from $ mil-
lion to $ million. This increase was primarily attribut-
able to increases in subscriber incentives, depreciation and
amortization, salaries and benefits and other operating
expenses. Subscriber incentive expenses increased in order 
to maintain and expand the Company’s travel agency 
subscriber base. Depreciation and amortization expense
increased primarily due to depreciating recently purchased
subscriber equipment over shorter estimated useful lives to
reflect an increased rate of technological changes coupled
with an increase in capitalized software and other long-term
assets. These increases were offset by a reduction in a reserve
for obsolete computer equipment. Salaries and benefits
increased primarily due to annual salary increases. Other
operating expenses increased primarily due to equipment
maintenance costs and other software development expenses
related to the Company’s Year  compliance program.
These increases were offset by the effect of the prior year
write-off of a capitalized software development project.

Information Technology Solutions. Revenues from infor-
mation technology solutions for the year ended December
,  increased approximately $ million, .%, com-
pared to the year ended December , , from $ mil-
lion to $ million. Revenues from unaffiliated customers
increased approximately $ million primarily due to ser-
vices performed under the information technology services
agreement with US Airways and Year  testing and
compliance enhancements for Canadian Airlines. Revenues
from affiliated customers increased approximately $ mil-
lion, primarily from Year  services performed for AMR. 

Cost of revenues for information technology solutions
increased approximately $ million, .%, from $ mil-
lion to $ million. This increase was primarily attributable to
an increase in salaries, benefits and employee related costs,
depreciation and amortization expenses and other operating
expenses. Salaries, benefits and employee related costs increased
due to an increase in the average number of employees necessary
to support the Company’s business growth and annual salary
increases. The increase in depreciation and amortization
expense is primarily due to the acquisition of information tech-
nology assets to support the US Airways’ contract and other
normal additions and replacements as well as amortization of
the deferred asset associated with the US Airways’ agreement.
Other operating expenses increased primarily due to increased
data processing costs, other services purchased and facility costs. 
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Selling, General and Administrative Expenses. Selling, gen-
eral and administrative expenses increased $ million,
.%, from $ million to $ million primarily due to an
increase in salaries and benefits and legal and professional
fees. Salaries and benefits increased as a result of sales growth
initiatives and increased administrative requirements to sup-
port the Company’s growth. Legal and professional fees
increased primarily due to the formation of the ABACUS
joint venture and the growth of outsourcing activity.

Operating Income. Operating income increased $ million,
.%, from $ million to $ million. Operating margins
decreased from .% in  to .% in  due to an increase
in revenues of .% while operating expenses increased .%.

Interest Income. Interest income decreased $ million 
due to lower average balances maintained in the Company’s
short-term investment accounts.

Interest Expense. Interest expense decreased $ million
primarily due to lower interest rates. 

Other, net. Other, net increased $ million primarily due
to a one-time gain from a favorable court judgment relating to
Ticketnet Corporation, an inactive subsidiary of the Company. 

Income Taxes. The provision for income taxes was 
$ million and $ million in  and , respectively.
The increase in the provision for income taxes primarily cor-
responds with the increase in income before the provision for
income taxes. See Note  to the Consolidated Financial
Statements for additional information regarding income taxes.

Net Earnings. Net earnings increased $ million, .%,
from $ million to $ million, primarily due to the increase
in operating income and the favorable court judgment regarding
Ticketnet Corporation, an inactive subsidiary of the Company.

1997 Compared to 1996

Electronic Travel Distribution. Electronic travel distribution
revenues for the year ended December ,  increased
approximately $ million, .%, compared to the year
ended December , , from $, million to $, mil-
lion. This increase was primarily due to growth in booking
fees from $, million to $, million. The growth in
booking fees was due to an increase in booking volumes pri-
marily attributable to international expansion in Europe and
Latin America and an overall increase in the price per book-
ing charged to associates.

Cost of revenues for electronic travel distribution increased
approximately $ million, .%, from $ million to $

million. This increase was primarily attributable to increases in
salaries, benefits and employee related costs, depreciation and
amortization, subscriber incentive and other operating expenses.
Salaries, benefits and employee related costs increased due to an
increase in the average number of employees necessary to support

the Company’s revenue growth and annual salary increases.
Employee related costs also increased due to increased travel
expenses. Depreciation and amortization expense increased 
primarily due to growth in the subscriber equipment base,
shorter depreciable lives on purchased subscriber equipment
reflecting increased technological changes and an increase in
capitalized software. Subscriber incentive expenses increased in
order to maintain and expand the Company’s travel agency sub-
scriber base. Other operating expenses increased due to the
write-off of a capitalized software development project that was
intended to create a new order entry and billing system, costs
associated with SabreWorld  (a global travel technology con-
ference and trade show), increased software license expenses,
increased reserves for bad debt and an increase in fees paid to
American under the Marketing Cooperation Agreement. 

Information Technology Solutions. Revenues from informa-
tion technology solutions for the year ended December ,
 increased approximately $ million, .%, compared
to the year ended December , , from $ million to
$ million. Revenues from unaffiliated customers increased
approximately $ million due to an increase in software
development, consulting and software license fee revenues.
Revenues from AMR increased $ million due to an increase
in software development revenue and data processing volumes
offset by a decrease in data network revenues from the sale, in
July , of data network equipment to a third party which
began direct billing certain items to American.

Cost of revenues for information technology solutions
increased approximately $ million, .%, from $ mil-
lion to $ million. This increase was primarily attributable
to an increase in salaries, benefits and employee related costs,
offset by a decrease in depreciation and amortization expense.
Salaries, benefits and employee related costs increased due to
an increase in the average number of employees necessary to
support the Company’s business growth and annual salary
increases. The decrease in depreciation and amortization
expense is primarily due to the benefits of lower price and
higher productivity of certain data center equipment and the
sale, in July , of data network equipment with a net book
value of approximately $ million to a third party.

Selling, General and Administrative Expenses. Selling, gen-
eral and administrative expenses increased $ million, .%,
from $ million to $ million primarily due to an increase
in salaries, benefits and employee related costs. Salaries, benefits
and employee related costs increased as a result of sales growth
initiatives for both the electronic travel distribution and the
information technology solutions lines of business. Employee
related costs also increased due to increased travel expenses. 

Operating Income. Operating income decreased $ million,
.%, from $ million to $ million. Operating margins

The Sabre Group Holdings, Inc.
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decreased from .% in  to .% in  due to an increase
in revenues of .% while operating expenses increased .%.

Interest Income. Interest income increased $ million
due to higher balances maintained in the Company’s short-
term investment accounts.

Interest Expense. Interest expense decreased $ million
primarily due to a lower outstanding principal balance on the
Debenture (as defined below) issued to American in July 

and lower interest rates. 
Other, net. Other, net increased $ million primarily

due to nonrecurring losses in  related to an inactive sub-
sidiary of the Company.

Income Taxes. The provision for income taxes was $

million and $ million in  and , respectively. The
increase in the provision for income taxes corresponds 
with the increase in income before the provision for income
taxes. See Note  to the Consolidated Financial Statements for
additional information regarding income taxes.

Net Earnings. Net earnings increased $ million,
.%, from $ million to $ million, primarily due to
the increase in interest and other income offset by the
decrease in operating income.

Liquidity and Capital Resources

The Company had substantial liquidity at December , ,
with approximately $ million in cash and short-term invest-
ments and $ million in working capital. At December ,
, cash and short-term investments and working capital
were $ million and $ million, respectively. The Com-
pany invests cash in short-term marketable securities, consist-
ing primarily of certificates of deposit, bankers’ acceptances,
commercial paper, corporate notes and government notes.

The Company has funded its operations through cash gen-
erated from operations. The Company’s cash provided by oper-
ating activities of $ million in  and $ million in 

was primarily attributable to net earnings before noncash charges. 
Capital investments for  and  were $ million

and $ million, respectively. For , capital investments
include capital expenditures for property and equipment of
$ million, including $ million for information technol-
ogy assets acquired from and to support the agreement with
US Airways, and $ million related to the Company’s inter-
est in the ABACUS joint venture.

The Company expects that the principal use of funds in
the foreseeable future will be for capital expenditures, soft-
ware product development, acquisitions and working capital.
Capital expenditures will primarily consist of purchases of
equipment for the Data Center, as well as computer equip-
ment, printers, fileservers and workstations to support (i)
updating subscriber equipment primarily for travel agencies,

(ii) expansion of the subscriber base and (iii) new product
capital requirements. The Company has estimated capital
expenditures of approximately $ million to $ million
for . The Company is also considering the development
of a new headquarters facility and the expansion of its 
data center facilities to support the Company’s growth. The
Company believes available balances of cash and short-term
investments combined with cash flows from operations will
be sufficient to meet the Company’s capital requirements.

The Company currently intends to retain its earnings 
to finance future growth and, therefore, does not anticipate pay-
ing any cash dividends on its common stock in the foreseeable
future. Any determination as to the payment of dividends will
depend upon the future results of operations, capital require-
ments and financial condition of the Company and its sub-
sidiaries and such other factors as the Board of Directors of the
Company may consider, including any contractual or statutory
restrictions on the Company’s ability to pay dividends.

In , the Company’s Board of Directors authorized,
subject to certain business and market conditions, the repur-
chase of up to . million shares of the Company’s Class 
A Common Stock. During , the Company purchased
approximately . million treasury shares at a cost of approx-
imately $ million. On March , , the Company’s
Board of Directors authorized, subject to certain business and
market conditions, the repurchase of up to an additional 
 million shares of the Company’s Class A Common Stock.

On March , , the Company’s Board of Directors
authorized a loan of $ million to American. The loan
agreement was executed on March , . The principal
amount of the loan will be due June ,  and will bear
interest at a rate equal to the Company’s average portfolio
rate for each month in which the loan is outstanding plus an
additional spread based upon American’s credit risk. The
Company has the option to call the note with ten-business
day’s notice to American. American may repay the principal
amount prior to June ,  without penalty. As part of
this agreement, the original Credit Agreement (as defined in
Note  to the Consolidated Financial Statements) was mod-
ified to terminate American’s ability to borrow additional
funds under that agreement.

Interest in Equant

At December , , American owned approximately .

million depository certificates representing beneficial owner-
ship of common stock of Equant N.V. (“Equant”), a telecom-
munications company related to Societe Internationale de
Telecommunications Aeronatiques (“SITA”). Approximately
. million of these depository certificates were held by
American for the economic benefit of the Company.
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Equant completed an initial public offering in July .
As of December , , the estimated value of the . million
depository certificates, held on behalf of the Company, was
approximately $ million, based upon the market value of
Equant’s publicly-traded common stock. The estimated value
of the certificates was not readily determinable as of December
, . The Company’s carrying value of these depository cer-
tificates was nominal as of December ,  and .

In connection with a secondary offering of Equant, in
February  American liquidated approximately ,

depository certificates. Approximately , of these cer-
tificates, representing approximately % of the Company’s
interest at December , , were liquidated for the
Company’s benefit. The Company received proceeds of approx-
imately $ million from the transaction, resulting in a gain of
approximately $ million.

The remaining amount of depository certificates held by
American, including those held on behalf of the Company, are
subject to change based on a final equity reallocation among
the owners of the depository certificates that will occur dur-
ing . The Company anticipates the number of depository
certificates held by American for the economic benefit of the
Company will significantly increase based upon this realloca-
tion. Any future disposal of such depository certificates may
result in additional gains to the Company.

Year 2000 Compliance

State of Readiness. In , the Company implemented a pro-
ject (the “Year  Project”) intended to ensure that hard-
ware and software systems operated or licensed in the
Company’s business, including systems provided to its trav-
el agency subscribers and its outsourcing customers, are
designed to operate and properly manage dates beyond
December ,  (“Year  Compliant”). The Company
has assessed (i) its over  information technology applica-
tions and operating systems that will be utilized to process
dates after December ,  (“IT Systems”) and (ii) its non-
information technology systems, including embedded tech-
nology, relating to security, elevator control, HVAC and
other systems (“Non-IT Systems”). The Year  Project
consists of six phases: (i) awareness, (ii) assessment, (iii)
analysis, design and remediation, (iv) testing and validation,
(v) quality assurance review (to ensure consistency through-
out the Year  Project) and (vi) creation of business con-
tinuity strategy, including contingency plans in the event of
Year  failures. In developing the Company’s proprietary
software analysis, remediation and testing methodology for
Year  compliance, it studied the best practices of the
Institute of Electrical and Electronics Engineers and the
British Standards Institution.

IT Systems. The Company has completed the first three
phases of the Year  Project for all of its IT Systems. The
Company has completed the testing and validation phase and
quality assurance review phase for % of its IT applications,
including its computer reservations and flight operating 
system applications that perform such “mission critical” func-
tions as passenger bookings, ticketing, passenger check-in,
aircraft weight and balance, flight planning and baggage and
cargo processing. As of February , , approximately %
of the IT applications (including the computer reservations
systems) are already processing Year  dates correctly.

Using dedicated testing environments and applying rig-
orous test standards, the Company is actively testing its other
IT Systems to determine if they are Year  Compliant or
further remediation is necessary. The Company estimates
completing the testing and validation phase and quality
assurance review phase for its remaining IT Systems by 
June , . All software developed by the Company 
and currently being marketed is Year  Compliant. The
Company has installed Year  Compliant hardware and
software at substantially all of its travel agency subscriber
locations worldwide. The Company will continue upgrading
certain hardware and software that support its IT Systems,
which it estimates will be completed by June , .

Non-IT Systems. The Company has completed the first
four phases of the Year  Project and expects to complete
the quality assurance review phase during the second quarter
of  for substantially all of its Non-IT Systems. The
Company believes that its business, financial condition and
results of operations would not be materially adversely affected,
and that it has adequate contingency plans to ensure business
continuity, if any of its Non-IT Systems are not Year 

Compliant. Accordingly, the Company has primarily focused
its Year  Project efforts on its IT Systems.

Third Party Services. The Company relies on third party
providers for many services, such as telecommunications, utili-
ties, data and credit card transaction processing. In providing
services to the Company, those providers depend on their hard-
ware and software systems and, in the case of telecommunica-
tions and data service providers, on interfaces with the
Company’s IT Systems. The Company received responses from
substantially all of its  telecommunications and data service
providers, other than providers of discretionary data services
that would not materially adversely affect the Company’s busi-
ness, financial condition and results of operations. A majority of
the responding providers assured the Company that their soft-
ware and hardware is Year  Compliant or will be before
June , . To the extent practical, the Company intends to
replace third party telecommunications and data service
providers that are not Year  Compliant by June , .
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The Company’s business is particularly dependent on 
its ability to transmit data on a worldwide basis through
telecommunications networks. For telecommunications net-
work services, the Company relies on third party service
providers throughout the world, including AT&T, SITA and
MCI Worldcom. Many of those service providers rely on other
communications service providers that are located in less
developed countries and may have allocated limited resources
to Year  compliance. The failure of a segment of the
telecommunications network could disrupt the Company’s
ability to provide services to its customers. Depending on its
severity, a disruption could have a material adverse affect on
the Company’s business, financial condition, and results of
operations. The Company does not expect the Year 

issues it might encounter with third parties to be materially
different from those encountered by other information tech-
nology companies, including the Company’s competitors.

Costs of Year 2000 Project. The Company expects to incur
significant hardware, software and labor costs, as well as con-
sulting and other expenses, in its Year  Project. The
Company’s total estimated cost of the project is approximate-
ly $ to $ million, of which approximately $ million,
cumulatively, was incurred as of December , . The total
costs include approximately $ million for the installation of
Year  Compliant hardware and software at travel agency
subscriber locations, approximately $ million for the
Company’s software applications, approximately $ million
related to the Company’s hardware and software infrastructure
and approximately $ million for project management and
other labor costs. Future costs of the Year  Project will
primarily result from the redeployment of information tech-
nology resources, although no significant internal IT Systems
projects are being deferred to further the Year  Project.
The remaining costs primarily relate to the ongoing upgrade
of certain hardware and software that support the Company’s
IT Systems; the analysis, testing and verification of the Year
 readiness of third party service providers; and the refine-
ment of the Company’s business continuity plans. Costs asso-
ciated with the Year  project will be expensed as incurred
and will be paid from operating cash flows.

Risks of Year 2000 Non-compliance. The economy in gen-
eral, and the travel and transportation industries in particular,
may be adversely affected by risks associated with the Year
. The Company’s business, financial condition, and
results of operations could be materially adversely affected if
IT Systems that it operates or licenses to third parties, or sys-
tems that are operated by other parties with which the
Company’s IT Systems interface, are not Year  Compliant
in time. There can be no assurance that these systems will
continue to properly function and interface and will otherwise

be Year  Compliant. Management believes that its most
likely Year  risks relate to the failure of third parties with
whom it has material relationships, particularly telecommu-
nications network providers, to be Year  Compliant.

Although the Company is not aware of any threatened
claims related to the Year , the Company may be sub-
ject to litigation arising from such claims and, depending on
the outcome, such litigation could have a material adverse
affect on the Company. There can be no assurance that the
Company’s insurance coverage would be adequate to offset
these and other business risks related to the Year  issue.

Business Continuity Plans. To the extent practical, the
Company is identifying the most likely Year  failures in
an effort to develop and refine plans to continue its business in
the event of failures of the Company’s or third parties’ systems
to be Year  Compliant. These plans include performing
certain processes manually; maintaining dedicated staff to be
available at crucial dates to remedy unforeseen problems;
installing defensive code to protect real-time systems from
improperly formatted date data supplied by third parties;
repairing or obtaining replacement systems; and reducing or
suspending certain non-critical aspects of the Company’s ser-
vices or operations. Because of the pervasiveness and complex-
ity of the Year  issue, and in particular the uncertainty
concerning the efforts and success of third parties to be Year
 Compliant, the Company will continue to refine its con-
tingency plans during .

New European Currency

In January , certain European countries established
fixed conversion rates between their currencies and a new
common currency unit called the “euro”. The Company con-
ducts business in European countries. The transition period
for the introduction of the euro is between January , 

and June , . In , the Company implemented a
project intended to ensure that hardware and software sys-
tems operated or licensed in the Company’s business,
including systems provided to its travel agency subscribers
and its outsourcing customers, were designed to properly
handle the euro. The Company completed the project in
. The Company estimates that the conversion to and use
of the euro, including the total cost for the euro project, will
not have a material effect on the Company’s business, finan-
cial condition, and results of operations. 

Inflation

The Company believes that inflation has not had a material
effect on its results of operations.
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The Sabre Group Holdings, Inc.

Outlook for 1999

The Company expects continued profitability and revenue
growth in . Revenues from the Company’s existing out-
sourcing customers, including US Airways, American and
Canadian, are expected to be the same as or less than 

revenues because the Company has completed Year 

efforts for American and Canadian and most of the migration
services for US Airways. The Company, however, expects
strong revenue growth from outsourcing contracts signed in
, from new contracts expected in  and from software
development and real-time transaction processing services.
As a result, the Company expects that the amount and pro-
portion of revenues from information technology solutions
activities to increase.

Additionally, the Company expects overall revenue growth
from electronic travel distribution activities to be consistent
with prior years. The Company anticipates a slight decline in
domestic airline bookings in ; however, the Company
expects to compensate for the decline with growth in interna-
tional bookings, market share gains worldwide, price increases
and revenues from new promotional and marketing products.

The Company expects an improved operating margin in
 due to a reduction in expenses associated with the
Company’s Year  compliance program because the project
is nearing completion. In addition, the Company expects
improved margins on the US Airways contract as the conver-
sion/migration services will be completed in early  and the
contract will be moving to steady state. The Company expects
that selling, general and administrative expenses will increase
in  as a result of sales growth initiatives and increased
administrative requirements to support the Company’s growth. 

Pro forma Statement of Income Data

The pro forma statement of income data in the table below is
based upon the historical financial statements of the Company
and assumes the Reorganization and the Offering were con-
summated on January , . The pro forma information is
presented for illustrative purposes only and is not necessarily
indicative of the operating results that would have occurred if
such transactions had been consummated on January , ,
nor is it necessarily indicative of future results of operations.

The pro forma statement of income data should be read
in conjunction with the Consolidated Financial Statements
and related notes thereto of the Company included elsewhere
herein. Pro forma adjustments include the impact of the
Affiliate Agreements and the Debenture as well as other
adjustments associated with the Reorganization and the
Offering. See Note  to the Consolidated Financial
Statements. Amounts shown below are in thousands, with the
exception of per share amounts.

Year Ended December 31,

1 9 9 8  1 9 9 7  1 9 9 6
Actual Actual Pro Forma

R E V E N U E S

Electronic Travel Distribution $ 1,324,795 $ 1,205,192 $ 1,104,885
Information Technology Solutions 981,592 583,271 514,148

Total revenues 2,306,387 1,788,463 1,619,033

O P E R A T I N G  E X P E N S E S

Cost of revenues 
Electronic Travel Distribution 915,805 853,221 764,536
Information Technology Solutions 847,212 450,296 382,387

Selling, general and administrative 192,998 172,321 142,618

Total operating expenses 1,956,015 1,475,838 1,289,541

Operating income 350,372 312,625 329,492

O T H E R  I N C O M E  ( E X P E N S E )

Interest income 26,034 29,980 13,282
Interest expense (19,493) (21,692) (25,107)
Other, net 14,541 2,736 (9,970)

Total other income (expense) 21,082 11,024 (21,795)

Income before provision for 
income taxes 371,454 323,649 307,697

Provision for income taxes 139,513 123,796 120,000

Net earnings $ 231,941 $ 199,853 $ 187,697

Earnings per common share, 
basic and diluted $ 1.78 $ 1.53 —

Pro forma earnings per common 
share, basic and diluted — — $ 1.44

Actual 1997 Compared to Pro forma 1996

Electronic Travel Distribution. Electronic travel distribution
actual revenues for the year ended December , 

increased approximately $ million, .%, compared to
pro forma revenues for the year ended December , ,
from $, million to $, million. The increase was pri-
marily due to growth in booking fees from $, million to
$, million. The growth in booking fees was due to an
increase in booking volumes primarily attributable to inter-
national expansion in Europe and Latin America and an over-
all increase in the price per booking charged to associates.

Actual cost of revenues for electronic travel distribution
for the year ended December ,  increased approximately
$ million, .%, compared to pro forma for the year ended
December ,  from $ million to $ million. This
increase was primarily attributable to an increase in salaries,
benefits and employee related costs, depreciation and amorti-
zation, subscriber incentive and other operating expenses.
Salaries, benefits and employee related costs increased due to
an increase in the average number of employees necessary 
to support the Company’s revenue growth and annual 
salary increases. Depreciation and amortization expense



sabre 98 ar final 4.0  7/15/99  2:42 PM  Page 37



increased primarily due to growth in the subscriber equipment
base, shorter depreciable lives on purchased subscriber equip-
ment reflecting increased technological changes and an
increase in capitalized software. Subscriber incentive expenses
increased in order to maintain and expand the Company’s
travel agency subscriber base. Other operating expenses
increased due to the write-off of a capitalized software devel-
opment project that was intended to create a new order entry
and billing system, costs associated with SabreWorld  (a
global travel technology conference and trade show),
increased reserves for bad debt and an increase in fees paid to
American under the Marketing Cooperation Agreement.

Information Technology Solutions. Actual revenues from
information technology solutions for the year ended December
,  increased approximately $ million, .%, com-
pared to pro forma revenues for the year ended December ,
, from $ million to $ million. Revenues from unaf-
filiated customers increased approximately $ million due to
an increase in software development, consulting and software
license fee revenues. Revenues from AMR increased $ mil-
lion due to an increase in software development revenue and
data processing volumes.

Actual cost of revenues for information technology solu-
tions for the year ended December ,  increased approxi-
mately $ million, .%, compared to pro forma cost of rev-
enues for the year ended December , , from $ million
to $ million. This increase was primarily attributable to an
increase in salaries, benefits and employee related costs and
communication expenses, offset by a decrease in depreciation
and amortization expense. Salaries, benefits and employee
related costs increased due to an increase in the average num-
ber of employees necessary to support the Company’s business
growth and annual salary increases. The increase in communi-
cation expense is primarily due to the lease of the domestic data
network from a third party. This data network was owned by
the Company until July . The decrease in depreciation and
amortization expense is primarily due to the benefits of lower
price and higher productivity of certain data center equipment
and the sale, in July , of data network equipment with a
net book value of approximately $ million to a third party.

Selling, General and Administrative Expenses. Actual sell-
ing, general and administrative expenses increased $ mil-
lion, .%, compared to pro forma selling, general and
administrative expenses, from $ million to $ million
primarily due to an increase in salaries, benefits and employee
related costs. Salaries, benefits and employee related costs
increased as a result of sales growth initiatives for both the
electronic travel distribution and the information technology
solutions lines of business. Employee related costs also
increased due to increased travel expenses.

Operating Income. Actual operating income decreased
$ million, .%, compared to pro forma operating
income, from $ million to $ million. Operating mar-
gins decreased from .% to .% due to an increase in
actual revenues of .% compared to pro forma revenues,
while actual operating expenses increased .% compared
to pro forma operating expenses.

Interest Income. Actual interest income increased $

million, compared to pro forma interest income, due to
higher balances maintained in the Company’s short-term
investment accounts.

Interest Expense. Actual interest expense decreased $

million, compared to pro forma interest expense, due to a
decrease in interest rates on the Debenture (as defined
below) issued to American.

Other, net. Actual other, net increased $ million, com-
pared to pro forma other income, primarily due to nonrecurring
losses in  related to an inactive subsidiary of the Company.

Income Taxes. The actual provision for income taxes was
$ million and the pro forma provision for income taxes was
$ million for the years ended December ,  and ,
respectively. The increase in the provision for income taxes
corresponds with the increase in income before the provision
for income taxes. See Note  to the Consolidated Financial
Statements for additional information regarding income taxes.

Net Earnings. Actual net earnings increased $ million,
.%, compared to pro forma net earnings, from $ million
to $ million, primarily due to the increase in interest and
other income offset by the decrease in operating income.

New Accounting Pronouncements

In June , the Financial Accounting Standards Board
issued Statement No. , Accounting for Derivative
Instruments and Hedging Activities, which is required to be
adopted in years beginning after June , . Because the
Company does not currently use derivatives to a significant
extent, management does not anticipate that the adoption of
Statement  will have a significant effect on the earnings
or the financial position of the Company. The Company will
adopt the statement effective January , .

Effective January , , the Company will be required
to adopt the provisions of SOP -, Accounting for Computer
Software Developed or Obtained for Internal Use. SOP -

requires the capitalization of certain costs incurred during an
internal-use software development project. Capitalizable
costs consist of (a) certain external direct costs of materials
and services incurred in developing or obtaining internal-use
computer software, (b) payroll and payroll-related costs for
employees who are directly associated with and who devote
time to the project and (c) interest costs incurred. Costs that
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are considered to be related to research and development 
activities, data conversion activities, and training, maintenance
and general and administrative or overhead costs will continue
to be expensed as incurred. Because of the Company’s existing
capitalization policies, management does not anticipate that
the adoption of SOP - will have a significant effect on the
earnings or the financial position of the Company.

Cautionary Statement

Statements in this report which are not purely historical
facts, including statements regarding the Company’s antici-
pations, beliefs, expectations, hopes, intentions or strategies
for the future, may be forward looking statements within the
meaning of Section E of the Securities Exchange Act of
, as amended. All forward looking statements in this
report are based upon information available to the Company
on the date of this report. The Company undertakes no oblig-
ation to publicly update or revise any forward looking state-
ments, whether as a result of new information, future events
or otherwise. Any forward looking statements involve risks
and uncertainties that could cause actual events or results to
differ materially from the events or results described in the
forward looking statements. Readers are cautioned not to
place undue reliance on these forward looking statements.

Risks associated with the Company’s forward looking
statements include, but are not limited to: risks related to the
Company’s relationships with American and US Airways and
their affiliates, including risks that they may terminate any of
the agreements with the Company, or fail or otherwise become
unable to fulfill their principal obligations thereunder, or
determine not to renew certain of the agreements; risks associ-
ated with competition, and technological innovation by com-
petitors, which could require the Company to reduce prices, to
change billing practices, to increase spending or marketing or
product development or otherwise to take actions that might
adversely affect its operations or earnings; risks related to the
Company’s technology, such as a failure to timely achieve Year
 or euro currency compliance, a failure of third party sup-
pliers to become Year  Compliant and the outcome of pos-
sible Year  litigation involving the Company; risks related
to seasonality of the travel industry and booking revenues; risks
of the Company’s sensitivity to general economic conditions
and events that affect airline travel and the airlines that partic-
ipate in the Sabre® system; risks of a natural disaster or other
calamity that may cause significant damage to the Company’s
data center facilities; risks associated with the Company’s inter-
national operations, such as currency fluctuations, governmen-
tal approvals, tariffs and trade barriers; risks of new or different
legal and regulatory requirements; and risks associated with the

Company’s growth strategy, including investments in emerging
markets and the ability to successfully conclude alliances.

Quantitative and Qualitative Disclosures About Market Risk

Interest Rate Risk. The Company’s exposure to interest rates
relates primarily to its investment portfolio and to its deben-
ture payable to AMR. The Company does not currently use
financial derivative instruments to manage interest rate risk;
however, it does closely monitor the relationship between
interest rate-sensitive assets and liabilities.

The objectives of the Company’s short-term investments
are safety of principal, liquidity maintenance, yield maxi-
mization and full investment of all available funds. As such,
the Company’s investment portfolio consists primarily of high
credit quality certificates of deposit, bankers’ acceptances,
commercial paper and corporate and government notes. 
If short-term interest rates average % lower in  than
they were during , the Company’s interest income from
short-term investments would change by approximately $.

million. This amount was determined by applying the hypo-
thetical interest rate change to the Company’s short-term
investments balance as of December , . 

In addition, the Company has a floating rate debenture
payable to AMR (the “Debenture”) due September , 

with a principal balance of approximately $ million at
December , . Interest expense on the Debenture is
accrued based on the six month London Interbank Offered
Rate (LIBOR rate) plus a margin derived from the
Company’s senior unsecured long-term debt rating, or if
such debt rating is not available, upon the Company’s ratio
of net debt-to-total capital. The average interest rate on the
Debenture for  was .%. Consequently, if short-term
interest rates average % higher in  than they were
during , the Company’s interest expenses would increase
by approximately $. million. This amount was deter-
mined by applying the hypothetical interest rate change to
the Company’s Debenture balance as of December , .
If the Company’s mix of interest rate-sensitive assets and lia-
bilities changes significantly, the Company may enter into
derivative transactions to manage its net interest exposure. 

Foreign Currency Risk. The Company has various foreign
operations, primarily in North America, South America,
Europe, and Asia. As a result of these business activities, 
the Company is exposed to foreign currency risk. However, 
these exposures have historically related to a small portion of 
the Company’s overall operations as a substantial majority of 
the Company’s business is transacted in the United States dol-
lar. The Company had no open derivative transactions as of
December , ; however, it may enter into derivative trans-
actions from time-to-time as foreign currency exposures arise. 
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December 31,
1 9 9 8 1 9 9 7

A S S E T S

Current assets

Cash $ 8,008 $ 11,286

Short-term investments 529,735 573,620

Accounts receivable, net 337,703 239,626

Receivable from affiliates, net 21,609 10,829

Prepaid expenses 21,559 21,148

Deferred income taxes 25,790 21,093

Total current assets 944,404 877,602

Property and equipment 

Buildings and leasehold improvements 329,497 321,987

Furniture, fixtures and equipment 40,286 36,904

Service contract equipment 550,951 548,706

Computer equipment 460,530 395,887

1,381,264 1,303,484
Less accumulated depreciation and amortization (737,488) (721,917)

Total property and equipment 643,776 581,567

Investments in joint ventures 148,683 8,198

Other assets, net 189,954 36,591

Total assets $1,926,817 $1,503,958

L I A B I L I T I E S  A N D  S T O C K H O L D E R S ’  E Q U I T Y

Current liabilities

Accounts payable $ 157,044 $ 96,041

Accrued compensation and related benefits 93,708 69,694

Other accrued liabilities 150,058 145,785

Total current liabilities 400,810 311,520

Deferred income taxes 13,068 12,354

Pensions and other postretirement benefits 104,574 89,573

Other liabilities 136,749 15,350

Debenture payable to AMR 317,873 317,873

Commitments and contingencies

Stockholders’ equity

Preferred stock: $0.01 par value; 20,000 shares authorized; no shares issued — —

Common stock:
Class A: $0.01 par value; 250,000 shares authorized; 

23,706 and 23,480 shares issued, respectively 237 235

Class B: $0.01 par value; 107,374 shares authorized; 
107,374 shares issued and outstanding 1998 and 1997 1,074 1,074

Additional paid-in capital 599,087 593,939

Retained earnings 395,800 164,004

Less treasury stock at cost; 1,240 shares and 72 shares, respectively (42,455) (1,964)

Total stockholders’ equity 953,743 757,288

Total liabilities and stockholders’ equity $1,926,817 $1,503,958

The accompanying notes are an integral part of these financial statements.

consolidated balance sheets
(in thousands)
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Year Ended December 31,
1 9 9 8 1 9 9 7 1 9 9 6

R E V E N U E S

Electronic Travel Distribution $1,324,795 $1,205,192 $1,104,885

Information Technology Solutions 981,592 583,271 520,246

Total revenues 2,306,387 1,788,463 1,625,131

O P E R A T I N G  E X P E N S E S

Cost of revenues

Electronic Travel Distribution 915,805 853,221 763,261

Information Technology Solutions 847,212 450,296 389,352

Selling, general and administrative 192,998 172,321 142,573

Total operating expenses 1,956,015 1,475,838 1,295,186

Operating income 350,372 312,625 329,945

O T H E R  I N C O M E  ( E X P E N S E )

Interest income 26,034 29,980 13,282

Interest expense (19,493) (21,692) (27,401)

Other – net 14,541 2,736 (9,970)

Total other income (expense) 21,082 11,024 (24,089)

Income before provision for income taxes 371,454 323,649 305,856

Provision for income taxes 139,513 123,796 119,282

Net earnings $ 231,941 $ 199,853 $ 186,574

E A R N I N G S  P E R  C O M M O N  S H A R E  

Basic $ 1.78 $ 1.53 $ 1.43

Diluted $ 1.78 $ 1.53 $ 1.43

The accompanying notes are an integral part of these financial statements.

consolidated 
statements of income

(in thousands, except per share amounts)
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Year Ended December 31,
1 9 9 8 1 9 9 7 1 9 9 6

O P E R A T I N G  A C T I V I T I E S

Net earnings $231,941 $199,853 $186,574

Adjustments to reconcile net earnings to  
cash provided by operating activities

Depreciation and amortization 247,734 185,175 165,064

Deferred income taxes (1,021) (2,945) (28,346)

Other 1,940 6,378 6,475

Changes in operating assets and liabilities

Accounts receivable (103,237) (42,611) (58,043)

Prepaid expenses (9,744) (6,781) (7,779)

Other assets (437) (514) 15,428

Accrued compensation and related benefits 24,014 14,147 21,851

Accounts payable and other accrued liabilities 53,288 40,259 76,226

Receivable from and payable to affiliates (10,780) (38,096) 27,267

Pensions and other postretirement benefits 15,001 19,183 4,310

Other liabilities 2,104 (1,245) 6,814

Cash provided by operating activities 450,803 372,803 415,841

I N V E S T I N G  A C T I V I T I E S

Additions to property and equipment (320,031) (218,124) (184,261)

Net decrease (increase) in short-term investments 43,373 (144,716) (425,458)

Net investment in joint ventures (134,759) (203) (1,555)

Other investing activities, net (41,691) (18,485) 25,784

Proceeds from sale of equipment 30,276 4,551 33,582

Cash used for investing activities (422,832) (376,977) (551,908)

F I N A N C I N G  A C T I V I T I E S

Proceeds from issuance of common stock 1,498 771 589,089

Proceeds from exercise of stock options 9,499 661 236

Acquisition of treasury stock (49,321) (1,964) —

Other financing activities, net 7,075 — —

Payments on Debenture payable to AMR — — (532,127)

Cash provided by (used for) financing activities (31,249) (532) 57,198

Decrease in cash and cash equivalents (3,278) (4,706) (78,869)

Cash and cash equivalents at beginning of the period 11,286 15,992 94,861

Cash and cash equivalents at end of the period $ 8,008 $ 11,286 $ 15,992

Supplemental cash flow information

Cash payments to affiliates for income taxes $141,784 $121,456 $128,932

Cash payments to affiliates for interest $ 19,818 $ 24,628 $ 15,524

The accompanying notes are an integral part of these financial statements.

consolidated 
statements of cash flows

(in thousands)
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Class A Class B Additional Retained Stockholder’s
Common Common Paid-in Earnings Net Treasury

Stock Stock Capital (Deficit) Investment Stock Total

Balance at January 1, 1996 $ — $ — $ — $ — $ 432,137 $ — $ 432,137

Net earnings prior to the Reorganization — — — — 119,050 — 119,050

Capitalization of the Company in connection 
with the Reorganization

Reclassification of stockholder’s net investment — — — 551,187 (551,187) — —

Issuance of Debenture payable to AMR — — — (850,000) — — (850,000)

Transfer of fixed assets — — — 159,451 — — 159,451

Other — — — 48,254 — — 48,254

Issuance of 23,230 shares of Class A 
Common Stock in initial public offering 232 — 588,857 — — — 589,089

Reclassification of shares of common stock 
held by AMR into 107,374 shares  
of Class B Common Stock — 1,074 (1,074) — — — —

Issuance of 166 shares of Class A Common 
Stock pursuant to stock option and   
restricted stock incentive plans 2 — 4,102 — — — 4,104

Net earnings subsequent to Reorganization — — — 67,524 — — 67,524

Unrealized gain on investments — — — 32 — — 32

Balance at December 31, 1996 234 1,074 591,885 (23,552) — — 569,641

Net earnings — — — 199,853 — — 199,853

Assumption of net pension liability from AMR — — — (12,395) — — (12,395)

Issuance of 83 shares of Class A Common 
Stock pursuant to stock option, stock purchase  
and restricted stock incentive plans 1 — 2,054 — — — 2,055

Repurchase of Company stock — — — — — (1,964) (1,964)

Unrealized gain on investments — — — 98 — — 98

Balance at December 31, 1997 235 1,074 593,939 164,004 — (1,964) 757,288

Net earnings — — — 231,941 — — 231,941

Repurchase of Company stock — — — — — (49,321) (49,321)

Issuance of 486 shares of Class A Common 
Stock pursuant to stock option, restricted 
stock incentive and stock purchase plans 2 — 2,278 — — 8,830 11,110

Tax benefit from exercise  
of employee stock options — — 2,870 — — — 2,870

Unrealized loss on investments — — — (145) — — (145)

Balance at December 31, 1998 $ 237 $ 1,074 $ 599,087 $395,800 $ — $ (42,455) $ 953,743

The accompanying notes are an integral part of these financial statements.

consolidated statements 
of stockholders’ equity

(in thousands)
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1. General Information

The Sabre Group Holdings, Inc. is a holding company. Its
sole direct subsidiary is The Sabre Group, Inc., which, pur-
suant to the Reorganization (as defined below), is the succes-
sor to the businesses of The Sabre Group which were previ-
ously operated as subsidiaries or divisions of American
Airlines, Inc. (“American”) or AMR Corporation (“AMR”).
The Sabre Group was formed by AMR to capitalize on 
synergies of combining AMR’s information technology busi-
nesses under common management. Unless otherwise indi-
cated, references herein to the “Company” include The Sabre
Group Holdings, Inc. and its consolidated subsidiaries and,
for the period prior to the Reorganization, the businesses of
American and AMR constituting The Sabre Group, an oper-
ating unit of AMR.

On July , , AMR reorganized the businesses of
The Sabre Group (the “Reorganization”). As part of the
Reorganization, the Company was incorporated as a
Delaware Corporation and a direct wholly-owned subsidiary
of American, the businesses of The Sabre Group formerly
operated as divisions and subsidiaries of American or AMR
were combined under the Company and the Company and
its subsidiaries were dividended by American to AMR.

In connection with the Reorganization on July , ,
the Company issued , shares of common stock, par value
$. per share, to American. These shares were subsequently
dividended to AMR. The Company completed its initial
public offering (the “Offering”) of ,, shares of Class
A Common Stock, par value $. per share, on October ,
. The offering price of $. per share resulted in net
proceeds to the Company of approximately $ million,
after deducting underwriting discounts and commissions
and other expenses payable by the Company. The Company
used approximately $ million of the net proceeds to repay
a portion of a debenture payable to AMR. See Note .

Concurrently with the Offering, the , shares 
of common stock held by AMR were reclassified into
,, shares of Class B Common Stock of the Com-
pany. See Note .

2. Summary of Significant Accounting Policies

Basis of Presentation. The consolidated financial statements
for periods prior to the Reorganization have been prepared
using AMR’s historical basis in the assets and liabilities of
the Company. The consolidated financial statements reflect
the results of operations, financial condition and cash flows of

the Company as a component and, subsequent to the
Offering, a majority owned subsidiary of AMR and may not
be indicative of actual results of operations and financial posi-
tion of the Company under other ownership. Management
believes the consolidated income statements include a reason-
able allocation of administrative costs, which are described in
Note , incurred by AMR on behalf of the Company. Certain
reclassifications have been made to the  and  finan-
cial statements to conform to the  presentation.

Consolidation. All significant accounts and transactions
among the consolidated entities have been eliminated. For
financial reporting purposes for periods prior to the
Reorganization, the equity accounts of the previous divi-
sions of American and subsidiaries of AMR have been 
accumulated into a single disclosure caption entitled
Stockholder’s Net Investment.

Cash and Cash Equivalents. Prior to the Reorganization,
the Company’s cash and cash equivalents were held for the
Company by American. Cash and cash equivalents were
immediately charged or credited to the Company upon
recording certain transactions, including transactions with
American for airline booking fees and purchases of goods and
services. Cash equivalents are carried at cost plus accrued
interest, which approximates fair value. Effective with the
Reorganization, the Company began maintaining its own
cash management system with separate cash and investment
accounts from American. Subsequent to the Reorganization,
the Company does not maintain cash equivalents.

Statement of Cash Flows. Short-term investments, without
regard to remaining maturity at acquisition, are not consid-
ered cash equivalents for purposes of the statement of cash
flows.

Depreciation and Amortization. The Company’s deprecia-
tion and amortization policies are as follows:

Property and Equipment:

Buildings 30 years

Service contract equipment 3 to 5 years

Computer equipment 3 to 5 years

Furniture and fixtures 5 to 15 years

Leasehold improvements Lesser of lease term or useful life

Capitalized software 3 to 5 years

Other Assets:

Internally developed software 3 to 5 years

Intangible assets 3 to 20 years

notes to consolidated 
financial statements
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Property and equipment are stated at cost less accumulated
depreciation and amortization, which is calculated on the
straight-line basis. Service contract equipment consists of
hardware provided primarily to subscribers of the Sabre® com-
puter reservations system (“the Sabre® system”). Depreciation
of property and equipment totaled approximately $ mil-
lion, $ million and $ million in ,  and ,
respectively. Amortization of other assets approximated $

million in  and $ million in  and . Other
assets are amortized on the straight-line basis over the peri-
ods indicated. Accumulated amortization of other assets
approximated $ million at December ,  and $

million at December , . 
Revenue Recognition. The Company provides electronic

travel distribution services using the Sabre® system. As com-
pensation for electronic travel distribution services provided,
fees are collected from airline, car rental and hotel vendors
and other providers of travel-related products and services
(“associates”) for reservations booked through the Sabre® sys-
tem. The fee per booking charged to associates is dependent
upon the level of functionality within the Sabre® system at
which the associate participates. Revenue for airline travel
reservations is recognized at the time of the booking of the
reservation, net of estimated future cancellations. At
December ,  and , the Company had recorded
booking fee cancellation reserves of approximately $ mil-
lion and $ million, respectively. Revenue for car rental and
hotel bookings and other travel providers is recognized at
the time the reservation is used by the customer. The
Company also enters into service contracts with subscribers
(primarily travel agencies) to provide access to the Sabre®

system, hardware, software, hardware maintenance and
other support services. Fees billed on service contracts are
recognized as revenue in the month earned.

The Company also provides information technology
solutions to AMR and companies in the travel industry and
other industries worldwide. Revenue from data processing
services is recognized in the period earned. Revenue from
software license fees for standard software products is recog-
nized when the software is delivered, fees are fixed and
determinable, no undelivered elements are essential to the
functionality of delivered software and collection is proba-
ble. The Company recognizes revenue on long-term software
development and consulting contracts under the percentage
of completion method of accounting. Losses, if any, on long-
term contracts are recognized when the current estimate of
total contract costs indicates a loss on a contract is probable.
Fixed fees for software maintenance are recognized ratably
over the life of the contract. As a result of contractual billing
terms, at December ,  and  the Company had

recorded accounts receivable of approximately $ million
and $ million, respectively, that had not been billed to
customers. In addition, the Company had deferred revenues
of approximately $ million and $ million at December
,  and , respectively, related to advance payments
from customers and contractual restrictions.

Advertising Costs. The Company expenses advertising
costs as incurred. Advertising costs expensed in , 

and , including amounts paid to American under the
terms of the Marketing Cooperation Agreement (See Note ),
totaled approximately $ million, $ million and $ mil-
lion, respectively.

Income Taxes. The entities comprising the Company are
included in the consolidated federal income tax return of
AMR. Prior to July , , under the terms of a tax sharing
agreement, the Company paid AMR an amount equal to the
income tax payments calculated as if the Company had filed
separate income tax returns. 

The Company and AMR entered into a tax sharing agree-
ment effective July ,  (the “Tax Sharing Agreement”),
which provides for the allocation of tax liabilities during the
tax periods the Company is included in the consolidated fed-
eral, state and local income tax returns filed by AMR. The Tax
Sharing Agreement generally requires the Company to pay to
AMR the amount of federal, state and local income taxes that
the Company would have paid had it ceased to be a member
of the AMR consolidated tax group for periods after the
Reorganization. The Company is jointly and severally liable
for the federal income tax of AMR and the other companies
included in the consolidated return for all periods in which
the Company is included in the AMR consolidated group.
AMR has agreed, however, to indemnify the Company for any
liability for taxes reported or required to be reported on a con-
solidated return arising from operations of subsidiaries of
AMR other than the Company.

Except for certain items specified in the Tax Sharing
Agreement, AMR generally retains any potential tax benefit
carryforwards, and remains obligated to pay all taxes attrib-
utable to periods before the Reorganization. The Tax Sharing
Agreement also grants the Company certain limited partici-
pation rights in any disputes with tax authorities.

The Company computes its provision for deferred
income taxes using the liability method as if it were a sepa-
rate taxpayer. Under the liability method, deferred income
tax assets and liabilities are determined based on differences
between financial reporting and income tax bases of assets
and liabilities and are measured using the enacted tax rates
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and laws. The measurement of deferred tax assets is adjusted
by a valuation allowance, if necessary, to recognize the extent
to which, based on available evidence, the future tax benefits
more likely than not will be realized. At December , 

and , no valuation allowance was necessary.
Research and Development Costs. All costs in the software

development process which are classified as research and
development costs are expensed as incurred until technolog-
ical feasibility has been established. Once technological fea-
sibility has been established, such costs are capitalized until
the product is ready for service. The Company defines tech-
nological feasibility in accordance with Statement of
Financial Accounting Standards No. , Accounting for the
Costs of Computer Software to Be Sold, Leased, or Otherwise
Marketed. Technological feasibility is achieved upon comple-
tion of all planning, designing, coding and testing activities
that are necessary to establish that a product can be pro-
duced according to its design specifications. The Company
amortizes capitalized development costs using the straight-
line method over the estimated economic life of the soft-
ware. Research and development costs incurred prior to
establishment of technological feasibility approximated $

million for  and $ million for . Prior to ,
research and development costs were not material.

Concentration of Credit Risk. The Company’s customers
are primarily located in the United States, Europe, Canada
and Latin America, and are concentrated in the travel
industry. Approximately %, % and % of revenues in
,  and , respectively, were related to American
and other subsidiaries of AMR. Approximately % of rev-
enues in  were related to US Airways, Inc. (“US
Airways”). The Company generally does not require secu-
rity or collateral from its customers as a condition of sale.
The Company maintained an allowance for losses of
approximately $ million and $ million at December ,
 and , respectively, based upon the amount of
accounts receivable expected to prove uncollectible.

Use of Estimates. The preparation of these financial state-
ments in conformity with generally accepted accounting
principles requires that certain amounts be recorded based
on estimates and assumptions made by management. Actual
results could differ from these estimates and assumptions.

Stock Awards and Options. The Company accounts for
stock awards and options (including awards of AMR stock
and stock options granted to employees prior to the
Reorganization) in accordance with Accounting Principles
Board Opinion No. , Accounting for Stock Issued to Employees.
No compensation expense is recognized for stock option
grants if the exercise price is at or above the fair market value
of the underlying stock on the date of grant. Compensation

expense relating to other stock awards is recognized over the
period during which the employee renders service to the
Company necessary to earn the award. 

Comprehensive Income. As of January , , the
Company adopted Financial Accounting Standards Board
Statement No. , Reporting Comprehensive Income.
Comprehensive income is defined as the change in equity of
a business enterprise during a period from transactions and
other events and circumstances from non-owner sources.
Statement  establishes rules for the reporting and display
of comprehensive income and its components. For , 

and , the differences between net earnings and total
comprehensive income were not material.

Earnings Per Common Share. The earnings per common
share data for  is calculated as though the ,,

shares issued in the Reorganization and Offering were out-
standing the entire year, adjusted for the weighted average
additional shares of Class A Common Stock issued subse-
quent to the Offering. 

Basic earnings per share excludes any dilutive effect of
options, warrants and convertible securities. The number of
shares used in the diluted earnings per share calculations
includes the dilutive effect of stock options, restricted and
career equity shares. The net earnings used in the diluted
earnings per share calculations have been adjusted for the
incremental amortization expense that would have been rec-
ognized had options issued to US Airways qualified as equity
instruments for accounting purposes during the period. 

Financial Instruments. The carrying value of the Com-
pany’s financial instruments (excluding the Equant depository
certificates discussed below), including cash, short-term
investments, accounts receivable, and the debenture payable to
AMR approximate their respective fair values at December ,
 and . 

At December , , American owned approximately 
. million depository certificates representing beneficial 
ownership of common stock of Equant N.V. (“Equant”), a
telecommunications company related to Societe Internationale
de Telecommunications Aeronatiques (“SITA”).
Approximately . million of these depository certificates were
held by American for the economic benefit of the Company.

Equant completed an initial public offering in July
. As of December , , the estimated value of the .
million depository certificates, held on behalf of the
Company, was approximately $ million, based upon the
market value of Equant’s publicly-traded common stock.
The estimated value of the certificates was not readily deter-
minable as of December , . The Company’s carrying
value of these depository certificates was nominal at
December ,  and .
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Risk Management. To reduce its exposure to future
exchange rate fluctuations, the Company may enter into for-
eign currency derivative agreements. At December , 

and  no such agreements were outstanding.
Treasury Stock. The Company accounts for the purchase

of treasury stock at cost. Upon reissuance of shares of treasury
stock, the Company records any difference between the
weighted-average cost of such shares and any proceeds
received as an adjustment to additional paid-in capital. 

New Accounting Pronouncements. In June , the
Financial Accounting Standards Board issued Statement
No. , Accounting for Derivative Instruments and Hedging
Activities, which is required to be adopted in years beginning
after June , . Because the Company does not current-
ly use derivatives to a significant extent, management does
not anticipate that the adoption of Statement  will have a
significant effect on the earnings or the financial position of
the Company. The Company will adopt the statement effec-
tive January , .

Effective January , , the Company will be required
to adopt the provisions of SOP -, Accounting for Computer
Software Developed or Obtained for Internal Use. SOP - requires
the capitalization of certain costs incurred during an internal-
use software development project. Capitalizable costs consist
of (a) certain external direct costs of materials and services
incurred in developing or obtaining internal-use computer
software, (b) payroll and payroll-related costs for employees
who are directly associated with and who devote time to the
project and (c) interest costs incurred. Costs that are consid-
ered to be related to research and development activities, data
conversion activities, and training, maintenance and general
and administrative or overhead costs will continue to be
expensed as incurred. Because of the Company’s existing cap-
italization policies, management does not anticipate that the
adoption of SOP - will have a significant effect on the earn-
ings or the financial position of the Company.

3. Short-term Investments

Short-term investments consist of (in thousands):

December 31,

1 9 9 8 1 9 9 7

Overnight investment and time deposits $ 53,541 $119,303

Corporate notes 410,100 242,847

Mortgages 66,094 181,353

U.S. Treasuries — 30,117

Total $529,735 $573,620

The following table summarizes short-term investments 
by contractual maturity at December ,  and , 
(in thousands):

December 31,

1 9 9 8 1 9 9 7

Due in one year or less $146,205 $346,540

Due after one year through three years 383,530 187,316

Due after three years — 39,764

Total $529,735 $573,620

Short-term investments, all of which are classified as avail-
able-for-sale in accordance with Statement of Financial
Accounting Standards No.  , Accounting for Certain Debt
and Equity Securities, are stated at fair value based on market
quotes. Net unrealized gains and losses, net of deferred
taxes, are reflected as an adjustment to stockholders’ equity.

4. Significant Transactions

In January , the Company completed the execution of a
-year information technology services agreement with US
Airways. Under the terms of the agreement, the Company
will provide substantially all of US Airways’ information
technology services. Additionally, the Company agreed to
assist US Airways in making its information systems Year
 compliant. In connection with the agreement, the
Company purchased substantially all of US Airways’ infor-
mation technology assets for approximately $ million,
hired more than  former employees of US Airways, and
granted to US Airways two tranches of stock options, each
to acquire  million shares of the Company’s Class A
Common Stock. During certain periods, US Airways may
select an alternative vehicle of substantially equivalent value
in place of receiving stock. The first tranche of options is
exercisable during the six month period ending two years
after the transfer of US Airways’ information technology
assets, has an exercise price of $ per share and is subject to
a cap on share price of $. The second tranche of options is
exercisable during the ten year period beginning on the fifth
anniversary of the asset transfer date, has an exercise price of
$ per share, and is subject to a cap on share price of $.
The Company has recorded a long-term liability and a relat-
ed deferred asset equal to the number of options outstand-
ing multiplied by the difference between the exercise price
of the options and the market price of the Company’s Class
A Common Stock. The asset and liability are adjusted for
changes in the market price of the Company’s stock at each
month-end. As of December , , the Company has
recorded a liability relating to these options of $ million
and a net deferred asset of $ million. During , the
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Company recorded amortization expense of approximately
$ million related to the options. The deferred asset is
being amortized over the eleven-year non-cancelable portion
of the agreement. 

In February , the Company signed long-term agree-
ments with ABACUS International Holdings Ltd. which
created a Singapore-based joint venture company, called
ABACUS International Ltd. (“ABACUS”), to manage travel
distribution in the Asia/Pacific region. The Company paid
$ million in cash and contributed its assets related to 
the Company’s ongoing travel distribution activities in
Asia/Pacific and other consideration. In exchange, the
Company received  percent of the shares of the joint venture
company. The Company accounts for its investment in the
joint venture using the equity method of accounting. The
Company provides ABACUS with transaction processing on
the Sabre® system. At December , , the Company’s net
investment in ABACUS totaled approximately $ million,
which differs from the Company’s net equity in the underly-
ing assets of ABACUS by approximately $ million. This
amount is being amortized over  years.

In August , the Company received a favorable court
judgment related to Ticketnet Corporation, an inactive sub-
sidiary of the Company. As a result, the Company recognized
approximately $ million of other income related to 
the judgment. 

5. Certain Related Party Transactions

Distributions to and Contributions from Affiliates. Certain of the
entities from which the Company was formed distributed,
in their capacity as divisions of American, $ million 
in  to American. Also during , AMR contributed
$ million to the Company and a note payable to AMR
of $ million was capitalized in order to adequately capi-
talize certain of The Sabre Group entities from which the
Company was formed. Proceeds from the contribution were
used to reduce cash advances from AMR.

In conjunction with the capital infusion discussed
above, amounts payable to AMR of approximately $ mil-
lion were converted to intercompany notes payable in ,
upon which the Company was charged interest expense at an
average rate of .%. On July ,  the note payable to
AMR of approximately $ million was capitalized.

Interest on Cash Equivalents. Prior to the Reorganization,
American allocated interest income or expense monthly
based on the net balance of cash equivalents and the payable
to AMR at the average rate earned by American’s portfolio
of short-term marketable securities. The allocation may not
be representative of what the Company would have earned
or paid if its cash were held externally. Cash payments for
interest are equivalent to net interest expense for periods
prior to the Reorganization.

Debenture Payable to AMR. On July , , in connection
with the Reorganization, American transferred to the Com-
pany certain divisions and subsidiaries of American through
which AMR previously conducted its information technology
businesses, and in return the Company issued to American a
floating rate subordinated debenture due September , 

with a principal amount of $ million (the “Debenture”) and
common stock representing % of the equity ownership
interest in the Company. American subsequently prepaid a
portion of its note payable to AMR with the Debenture.
Because the assets and liabilities of the divisions and sub-
sidiaries of American transferred to the Company are included
in the historical financial statements of the Company, issuing
the Debenture resulted in a reduction of stockholders’ equity.

The Company used approximately $ million of the
net proceeds from the Offering to repay a portion of the
Debenture held by AMR.

The interest rate on the Debenture is based on the sum of
the London Interbank Offered Rate (LIBOR rate) plus a mar-
gin determined based upon the Company’s senior unsecured
long-term debt rating or, if such debt rating is not available,
upon the Company’s ratio of net debt to total capital. The
interest rate is determined monthly and accrued interest is
payable each September  and March . The average inter-
est rate on the Debenture was .%, .% and .% for ,
 and , respectively. The Company may prepay the
principal balance, approximately $ million at December ,
, in whole or in part at any interest payment date.

Property and Equipment. During , the Company
acquired a building from American for approximately 
$ million. 

Affiliate Agreements. In connection with the Reorgan-
ization, the Company entered into certain agreements with
AMR and its affiliates (the “Affiliate Agreements”), which
are discussed below.

Information Technology Services Agreement. The Company
is party to the Information Technology Services Agreement
with American dated July ,  (the “Technology Services
Agreement”), to provide American with certain information
technology services. The parties agreed to apply the financial
terms of the Technology Services Agreement as of January ,
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. The base term of the Technology Services Agreement
expires June , . The terms of the services to be pro-
vided by the Company to American, however, vary. For
example, the Company will provide: (i) Data Center services,
data network services, application development and existing
application maintenance enhancement services until June ,
; (ii) services relating to existing client server operations
until June , ; (iii) distributed systems services until June
, ; and (iv) voice network services until June , .

The Technology Services Agreement provides for annual
price adjustments. For certain prices, adjustments are made
according to formulas which, commencing in , are reset
every two years and which may take into account the market
for similar services provided by other companies. The resulting
rates may reflect an increase or decrease over the previous rates.

With limited exceptions, under the Technology Services
Agreement the Company will continue to be the exclusive
provider of all information technology services provided by
the Company to American immediately prior to the execution
of the Technology Services Agreement. Any new information
technology services, including most new application develop-
ment services, requested by American can be outsourced pur-
suant to competitive bidding by American or performed by
American on its own behalf. With limited exceptions, the
Company has the right to bid on all new services for which
American solicits bids. Additionally, American may continue
to perform development and enhancement work that it is cur-
rently performing on its own behalf.

After July , , American may terminate the
Technology Services Agreement for convenience. If it does so,
American will be required to pay a termination fee equal to
the sum of all amounts then due under the Technology
Services Agreement, including wind-down costs, net book
value of dedicated assets and a significant percentage of 
estimated lost profits. American may also terminate the
Technology Services Agreement without penalty, in whole or
in part depending upon circumstances, for egregious breach
by the Company of its obligations or for serious failure to per-
form critical or significant services. If the Company is
acquired by another Company (other than AMR or American)
with more than $ billion in annual airline transportation rev-
enue, then American may terminate the Technology Services
Agreement without paying any termination fee. Additionally,

if American were to dispose of any portion of its businesses or
any affiliate accounting for more than % of the Company’s
fees from American, then American shall either cause such
divested business or affiliate to be obligated to use the
Company’s services in accordance with the Technology
Services Agreement or pay a proportionate termination fee.

In addition, Airline Management Services, Incorporated
(AMS), a subsidiary of AMR, and Canadian Airlines
International, Ltd. (“Canadian”) have entered into an agree-
ment pursuant to which AMR and American supply to
Canadian various services, including technology services.
The Company is a principal provider of data processing and
network distributed systems services to Canadian under the
terms of the Canadian Technical Services Subcontract (the
“Canadian Subcontract”) with American which expires in
. Under the terms of the Canadian Subcontract,
American guaranteed full payment for services actually per-
formed by the Company and unrecovered deferred costs
associated with the installation and implementation of cer-
tain systems. As permitted by the terms of the Canadian
Subcontract, in December , American paid the
Company approximately $ million, representing the
unrecovered deferred costs. Approximately $ million of
these deferred costs were charged to operations in .

Management Services Agreement. The Company and
American are parties to a Management Services Agreement
dated July ,  (the “Management Services Agreement”),
pursuant to which American performs various management
services for the Company that American has historically pro-
vided to the Company. American also manages the
Company’s cash balances under the terms of the Management
Services Agreement. Transactions with American are settled
through monthly billings, with payment due in  days. The
Management Services Agreement will expire on June ,
, unless terminated earlier if American and the Company
are no longer under common control or if the Technology
Services Agreement is terminated early. Amounts charged to
the Company under this agreement approximate American’s
cost of providing the services plus a margin. The parties
agreed to apply the financial terms of the Management
Services Agreement as of January , . 

Marketing Cooperation Agreement. The Company and
American are parties to the Marketing Cooperation Agree-
ment dated July ,  (the “Marketing Cooperation Agree-
ment”), pursuant to which American will provide marketing
support for  years for the Company’s professional Sabre®

products targeted to travel agencies and for five years for the
Sabre Business Travel SolutionsTM system (“the Sabre BTSTM

system”), the Travelocity.comSM online travel site (“the
Travelocity.comSM site”) and the easySabre® reservations site (“the
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easySabre® site”). The parties agreed to apply the financial
terms of the Marketing Cooperation Agreement as of January
, . The Marketing Cooperation Agreement may be ter-
minated by either party prior to June ,  only if the
other party fails to perform its obligations thereunder.

Under the Marketing Cooperation Agreement, Ameri-
can’s marketing efforts include ongoing promotional pro-
grams to assist in the sale of those Sabre® products, develop-
ment with the Company of an annual sales plan, sponsorship
of sales/promotional events and the targeting of potential
customers. Under the terms of the Marketing Cooperation
Agreement, the Company pays American a fee for its mar-
keting support for professional Sabre® products, the amount
of which may increase or decrease, depending on total Sabre®

system booking volumes generated by certain subscribers in
the U.S., the Caribbean and elsewhere and on the Company’s
market share of travel agency bookings in those areas. As
payment for American’s support of the Company’s promo-
tion of the Sabre BTSTM system, the Travelocity.comSM site and
the easySabre® site, the Company pays American a marketing
fee based upon booking volume. The total fee was approxi-
mately $ million, $ million and $ million in ,
 and , respectively. Additionally, the Company has
guaranteed to American certain cost savings in the fifth year
of the Marketing Cooperation Agreement. If American does
not achieve those savings, the Company will pay American
any shortfall, up to a maximum of $ million. As of
December , , the Company has recorded a liability of
approximately $ million for this guarantee.

Non-Competition Agreement. The Company, AMR and
American have entered into a Non-Competition Agreement
dated July ,  (the “Non-Competition Agreement”), pur-
suant to which AMR and American, on behalf of themselves
and certain of their subsidiaries, have agreed to limit their
competition with the Company’s businesses of (i) electronic
travel distribution; (ii) development, maintenance, marketing
and licensing of software for travel agency, travel, transporta-
tion and logistics management; (iii) computer system inte-
gration; (iv) development, maintenance and operation of a
data processing center providing data processing services to
third parties; and (v) travel industry, transportation and logis-
tics consulting services relating primarily to computer tech-
nology and automation. The Non-Competition Agreement
expires on December , . American may terminate the
Non-Competition Agreement, however, as to the activities
described in clauses (ii) though (v) of this paragraph upon 

days notice to the Company if the Technology Services
Agreement is terminated as a result of an egregious breach
thereof by the Company.

Travel Agreements. The Company and American are par-
ties to a Travel Privileges Agreement dated July ,  (the
“Travel Privileges Agreement”), pursuant to which the
Company is entitled to purchase personal travel for its employ-
ees and retirees at reduced fares. The Travel Privileges
Agreement will expire on June , . To pay for the provi-
sion of flight privileges to certain of its future retired employ-
ees, the Company makes a lump sum payment to American
each year, beginning in , for each employee retiring in that
year. The payment per retiree is based on the number of years
of service with the Company and AMR over the prior ten years
of service. Service years accrue for the Company beginning on
January , . AMR will retain the obligation for the portion
of benefits attributable to service years prior to January , .
The accumulated benefit obligation for postretirement travel
privileges assumed by the Company at July ,  of approx-
imately $ million, net of deferred taxes of approximately $

million, was recorded as a reduction to stockholders’ equity.
The remaining cost of providing this privilege is being accrued
over the estimated service lives of the employees eligible for
the privilege. See Note .

The Company and American are also parties to a
Corporate Travel Agreement dated July ,  and ending
June ,  (the “Corporate Travel Agreement”), pursuant
to which the Company receives discounts for certain flights
purchased on American. In exchange, the Company must fly
a certain percentage of its travel on American as compared
to all other air carriers combined. If the Company fails to
meet the applicable percentage on an average basis over any
calendar quarter, American may terminate the agreement
upon  days’ notice. In , the Company and American
entered into a new corporate travel agreement (the “Revised
Corporate Travel Agreement”) commencing July ,  and
ending June , . The terms and conditions of the
Revised Corporate Travel Agreement are substantially the
same as the Corporate Travel Agreement.

The parties agreed to apply the financial terms of the
Travel Privileges Agreement and the Corporate Travel
Agreement as of January , .
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Credit Agreement. On July , , the Company and
American entered into a Credit Agreement pursuant to which
the Company is required to borrow from American, and
American is required to lend to the Company, amounts
required by the Company to fund its daily cash requirements.
In addition, American may, but is not required to, borrow
from the Company to fund its daily cash requirements. The
maximum amount the Company may borrow at any time from
American under the Credit Agreement is $ million. The
maximum amount that American may borrow at any time
from the Company under the Credit Agreement is $ mil-
lion. Loans under the Credit Agreement are not intended as
long-term financing. If the Company’s credit rating is better
than “B” on the Standard & Poor’s Rating Service Scale (or an
equivalent thereof) or American has excess cash, as defined, to
lend the Company, the interest rate to be charged to the
Company is the sum of (a) the higher of (i) American’s average
rate of return on short-term investments for the month in
which the borrowing occurred or (ii) the actual rate of interest
paid by American to borrow funds to make the loan to the
Company under the Credit Agreement, plus (b) an additional
spread based upon the Company’s credit risk. If the Company’s
credit rating is “B” or below on the Standard & Poor’s Rating
Service Scale (or an equivalent thereof) and American does not
have excess cash to lend to the Company, the interest rate to be
charged to the Company is the lower of (a) the sum of (i) the
borrowing cost incurred by American to draw on its revolving
credit facility to make the advance, plus (ii) an additional
spread based on the Company’s credit risk, or (b) the sum of (i)
the cost at which the Company could borrow funds from an
independent party plus (ii) one-half of the margin American
pays to borrow under its revolving credit facility. The
Company believes that the interest rate it will be charged by
American could, at times, be slightly above the rate at which
the Company could borrow externally; however, no standby
fees for the line of credit will be required to be paid by either
party. The interest rate to be charged to American is the
Company’s average portfolio rate for the months in which bor-
rowing occurred plus an additional spread based upon
American’s credit risk. At the end of each quarter, American
must pay all amounts owing under the Credit Agreement to
the Company. No borrowings have occurred by either the
Company or American under this agreement.

Indemnification Agreement. In connection with the Reor-
ganization, the Company and American entered into an
intercompany agreement (the “Indemnification Agreement”)
pursuant to which each party indemnified the other for cer-
tain obligations relating to the Reorganization. Pursuant to
the Indemnification Agreement, the Company indemnified
American for liabilities assumed in the Reorganization,

against third party claims asserted against American as a
result of American’s prior ownership of assets or operation of
businesses contributed to the Company and for losses arising
from or in connection with the Company’s lease of property
from American. In exchange, American indemnified the
Company for specified liabilities retained by it in the
Reorganization, against third party claims against the
Company relating to American’s businesses and asserted
against the Company as a result of the ownership or posses-
sion by American prior to the Reorganization of any asset
contributed to the Company in the Reorganization and for
losses arising from or in connection with American’s lease of
property from the Company.

Services Agreements. The Company is party to Services
Agreements with AMR Services Corporation, AMR Combs,
Inc. and TeleService Resources, Inc. (“TSR”), each effective 
as of July ,  (the “Services Agreements”). Under the
Services Agreements, the Company will be the provider to
each of the companies of certain information technology ser-
vices, including data center services, connectivity services and
network services. The base term of the Services Agreements
have a scheduled expiration date of December , .

Information Technology Services Agreement. The Company
is party to an Information Technology Services Agreement
(the “ITS Agreement”) with TSR, effective as of July , .
Under the ITS Agreement, the Company will provide cer-
tain information technology services and license certain
applications to TSR with respect to the SPIRIT Multihost
System (“SPIRIT”) owned by the Hyatt Corporation and
marketed by the Company. The parties also agreed to jointly
market SPIRIT. The ITS Agreement has a stated term of
seven years, however, either party may terminate the ITS
Agreement for convenience on or after January , .

Revenues from Affiliates. Revenues from American and
other subsidiaries of AMR were $ million, $ million
and $ million in ,  and , respectively.

Operating Expenses. Operating expenses are charged to
the Company by American and other subsidiaries of AMR
to cover certain employee benefits, facilities rental, market-
ing services, management services, legal fees and certain
other administrative costs based on employee headcount or
actual usage of facilities and services. The Company believes
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amounts charged to the Company for these expenses approx-
imate the cost of such services provided by third parties.
Travel service costs for travel by the Company’s employees
for personal and business travel are charged to the Company
based on rates negotiated with American. If the Company
were not affiliated with American, the personal travel flight
privilege would most likely not be available to employees.
The rates negotiated with American for ,  and 

under the Corporate Travel Agreement approximate corpo-
rate travel rates offered by American to similar companies.
Expenses charged to the Company by affiliates are as follows
(in thousands):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Employee benefits $ 41,348 $ 55,872 $ 85,538

Facilities rental 2,706 3,526 19,120

Marketing cooperation 24,044 21,779 20,436

Management services 10,069 11,276 17,143

Other administrative costs 12,732 6,799 14,767

Travel services 45,433 47,638 42,855

Total expenses $136,332 $146,890 $199,859

6. Employee Benefit Plans

Effective January , , the Company established The
Sabre Group Retirement Plan (the “SGRP”), a defined con-
tribution plan qualified under Section (k) of the Internal
Revenue Code of . The Company recorded expenses
related to the SGRP of approximately $ million and $

million in  and , respectively.
Additionally, effective January , , the Company

established The Sabre Group Legacy Pension Plan (the
“LPP”), a tax-qualified defined benefit plan for employees
meeting certain eligibility requirements. Prior to ,
substantially all employees of the Company were eligible to
participate in American’s tax-qualified defined benefit pen-
sion plan (the “American Plan”). Costs associated with
employee participation in this plan were determined based
upon employee headcount and were allocated to the
Company by American. American’s annual allocation of
costs to the Company for such benefits, which are included
in employee benefits in the table in Note , was approxi-
mately $ million in .

In October , the portion of the American Plan
applicable to employees of the Company was spun-off to
the LPP. At the date of spin-off, the net obligation attrib-
utable to the Company’s employees participating in the
American Plan, a liability of approximately $ million,
was charged to stockholders’ equity, net of deferred taxes of
approximately $ million. 

Substantially all employees of the Company may become
eligible for certain health care and life insurance benefits pro-
vided by American to retired employees of the Company. The
amount of health care benefits is limited to lifetime maxi-
mums as outlined in the plan. Certain employee groups make
contributions towards funding a portion of their retiree health
care benefits during their working lives. The Company funds
benefits as incurred and also matches employee prefunding.

Pursuant to the Travel Privileges Agreement, the
Company is entitled to purchase personal travel for certain
retirees. To pay for the provision of flight privileges to cer-
tain of its future retired employees, the Company makes a
lump sum payment to American for each employee retiring
in that year. The payment per retiree is based on the num-
ber of years of service with the Company and AMR over the
prior ten years of service. Service years accrue for the
Company beginning on January , . AMR retains the
obligation for the portion of benefits attributable to service
years prior to January , . In connection with the
Reorganization, the accumulated benefit obligation for
postretirement travel privileges at July ,  of approxi-
mately $ million, net of deferred taxes of approximately $

million, was recorded as a reduction to stockholders’ equity.
The remaining cost of providing this privilege is being
accrued over the estimated service lives of the employees eli-
gible for the privilege. Prior to the Reorganization, the
flight privileges provided to retired employees did not
result in significant incremental costs for the Company and,
therefore, the cost of providing this to the Company’s
employees was not included in the postretirement costs for
periods prior to the Reorganization. 
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The following tables provide a reconciliation of the
changes in the plan’s benefit obligations and fair value of
assets for the years ended December ,  and , and a
statement of funded status as of December ,  and 

(in thousands):

Pension Benefits Other Benefits

1 9 9 8 1 9 9 7 1 9 9 8 1 9 9 7

Change in 
benefit obligation:

Benefit obligation $(159,380) $(120,020) $(50,983) $(42,581)
at January 1

Service cost (11,257) (9,845) (5,261) (3,891)

Interest cost (12,370) (10,056) (4,065) (3,592)

Actuarial gains (losses) (28,496) (19,478) 2,426 (1,183)

Benefits paid 58 19 550 264

Benefit obligation  
at December 31 $(211,445) $(159,380) $(57,333) $(50,983)

Change in plan assets:

Fair value at January 1 $ 92,318 $ 77,331 $ 6,637 $ 4,440

Actual return on plan assets 7,637 13,877 742 1,087

Company contributions 7,915 — 2,104 1,374

Transfers from affiliates 2,795 1,129 — —

Benefits paid (58) (19) (550) (264)

Fair value 
at December 31 $ 110,607 $ 92,318 $ 8,933 $ 6,637

Funded status of the plan
(underfunded) $(100,838) $ (67,062) $(48,400) $(44,346)

Unrecognized net loss (gain) 57,583 32,866 (11,574) (9,330)

Unrecognized prior 
service cost 220 242 (1,430) (1,580)

Unrecognized 
transition asset (135) (363) — —

Accrued benefit cost $ (43,170) $ (34,317) $(61,404) $(55,256)

The assumptions used in the measurement of the Company’s
benefit obligations as of December ,  and  are 
as follows:

Pension Benefits Other Benefits

1 9 9 8 1 9 9 7 1 9 9 8 1 9 9 7

Weighted-average 
assumptions:

Discount rate 7.00% 7.25% 7.00% 7.25%

Expected return on plan assets 9.50% 9.50% 9.50% 9.50%

Rate of compensation increase 5.25% 4.00% — —

A % annual rate of increase in the per capita cost of covered
health care benefits was assumed for  and the rate was
assumed to remain at that level thereafter.

The following table provides the components of net
periodic benefit costs for the two years ended December ,
 for the LPP and for the three years ended December ,
 for other postretirement benefits (in thousands). Total
costs for other postretirement benefits are included in
employee benefits in the table in Note .

Pension Benefits Other Benefits

1 9 9 8 1 9 9 7 1 9 9 8 1 9 9 7 1 9 9 6

Service cost $11,257 $ 9,845 $5,261 $3,891 $4,170

Interest cost 12,370 10,056 4,065 3,592 6,043

Expected return 
on plan assets (8,336) (7,337) (684) (460) (358)

Amortization of 
transition asset (228) (228) — — —

Amortization of prior 
service cost 22 22 (150) (150) —

Amortization of 
net loss (gain) 1,690 712 (241) (313) (70)

Total net periodic
benefit cost $16,775 $13,070 $8,251 $6,560 $9,785

Assumed health care cost trend rates have a significant effect
on the amounts reported for the postretirement medical
benefit plans. A one percentage point decrease in the
assumed health care cost trend rates would decrease the total
service and interest cost components of total net periodic
benefit cost for  and the postretirement benefit obliga-
tions at December ,  by approximately $ million and
$ million, respectively. A one percentage point increase in
the assumed health care cost trend rates would increase the
total service and interest cost components of total net peri-
odic benefit cost for  and the postretirement benefit
obligations at December ,  by approximately $ mil-
lion and $ million, respectively. 

Plan assets for the LPP and for the postretirement health
care and life insurance benefits consist primarily of mutual
fund shares managed by a subsidiary of AMR invested in
debt and equity securities.
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7. Income Taxes

The provision (benefit) for income taxes is as follows (in
thousands):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Current portion:

Federal $120,628 $126,805 $121,774

State 7,976 3,661 17,888

Foreign 11,930 5,052 2,644

Total current 140,534 135,518 142,306

Deferred portion:

Federal (7,186) (23,141) (23,438)

State 6,165 11,419 414

Total deferred (1,021) (11,722) (23,024)

Total provision for 
income taxes $139,513 $123,796 $119,282

The provision for income taxes differs from amounts com-
puted at the statutory federal income tax rate as follows
(in thousands):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Statutory income tax provision $130,009 $113,278 $107,050

State income taxes,  
net of federal benefit 9,192 9,802 11,896

Foreign tax credit — — 241

Other, net 312 716 95

Total provision for 
income taxes $139,513 $123,796 $119,282

The components of the Company’s deferred tax assets and
liabilities as of December ,  and  were as follows
(in thousands):

1 9 9 8 1 9 9 7

Deferred tax assets:

Accrued expenses $36,883 $31,626

Employee benefits other 
than pensions 26,975 21,201

Deferred revenue 5,151 14,778

Pension obligations 14,956 13,127

State net operating
loss carryforwards 564 922

Other 789 4,424

Total deferred tax assets 85,318 86,078

Deferred tax liabilities:

Depreciation and amortization (52,578) (58,836)

Other (20,018) (18,503)

Total deferred tax liabilities (72,596) (77,339)

Net deferred tax asset $12,722 $ 8,739

Current deferred  
income tax asset $25,790 $21,093

Noncurrent deferred  
income tax liability (13,068) (12,354)

Net deferred tax asset $12,722 $ 8,739

8. Commitments and Contingencies

Certain service contracts with significant subscribers con-
tain booking fee productivity clauses and other provisions
which allow subscribers to receive various amounts of addi-
tional equipment and other services from the Company at
no cost to the subscribers. The Company establishes liabili-
ties for these commitments as the subscribers satisfy the
applicable contractual terms. The service contracts are
priced so that the additional airline and other booking fees
generated over the life of the contract will exceed the cost of
the equipment and other services. Accrued subscriber incen-
tives at December ,  and  were approximately $

million and $ million, respectively.
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On July ,  the Company entered into an operating
lease agreement with AMR for certain facilities and AMR
assigned its rights and obligations under certain leases to the
Company. Also on July ,  the Company entered into an
operating lease agreement with a third party for the lease of
other facilities. At December , , the future minimum
lease payments required under these operating lease agree-
ments, along with various other operating lease agreements
with terms in excess of one year for facilities, equipment and
software licenses were as follows (in thousands):

Year Ending December 31, Affiliates Third Parties

1999 $1,389 $40,458

2000 761 34,024

2001 115 29,002

2002 106 26,409

2003 15 25,122

Thereafter 90 73,262

Rental expense, excluding facilities rented from affiliates, 
was approximately $ million, $ million and $ million for
the years ended December , ,  and , respectively.

In October , the Company sold data center main-
frame equipment to an unrelated party for approximately $

million. The Company recognized a deferred gain of approxi-
mately $ million on the transaction. The Company then
entered into an agreement to lease back the equipment from
the unrelated party. The agreement has a term of seven years;
however, the Company has the option, at its discretion, to ter-
minate the contract as of December , . Minimum lease
payments of approximately $ million are included in the
schedule above. Under the agreement, the Company may
lease additional equipment at rates specified in the agree-
ment. 

The Company is involved in certain disputes arising in
the normal course of business. Although the ultimate reso-
lution of these matters cannot be reasonably estimated at
this time, management does not believe that they will have
a material adverse effect on the financial condition or results
of operations of the Company.

9. Capital Stock

The authorized capital stock of the Company consists of
,, shares of Class A Common Stock, par value $.

per share, ,, shares of Class B Common Stock, par
value $. per share, and ,, shares of preferred stock,
par value $. per share. As of December , , no shares of
preferred stock have been issued.

The holders of Class A Common Stock and Class B
Common Stock generally have identical rights, except that
the holders of Class A Common Stock are entitled to one
vote per share while holders of Class B Common Stock are
entitled to  votes per share on all matters to be voted on
by stockholders. Holders of shares of Class A Common Stock
and Class B Common Stock are not entitled to cumulate
their votes in the election of directors. Generally, all matters
to be voted on by stockholders must be approved by a major-
ity (or in the case of election of directors, by a plurality) of
the votes entitled to be cast by all shares of Class A Common
Stock and Class B Common Stock present in person or rep-
resented by proxy, voting together as a single class, subject
to any voting rights granted to holders of any preferred
stock. Except as otherwise provided by law, and subject to
any voting rights granted to holders of any outstanding pre-
ferred stock, amendments to the Company’s Certificate of
Incorporation generally must be approved by a majority of
the combined voting power of all Class A Common Stock
and Class B Common Stock voting together as a single class.
However, amendments to the Company’s Certificate of
Incorporation that would alter or change the powers, prefer-
ences or special rights of the Class A Common Stock or the
Class B Common Stock so as to affect them adversely also
must be approved by a majority of the votes entitled to 
be cast by the holders of the shares affected by the amend-
ment voting as a separate class. Notwithstanding the fore-
going, any amendment to the Company’s Certificate of
Incorporation to increase the authorized shares of any class
or authorize the creation, authorization or issuance of any
securities convertible into, or warrants or options to acquire,
shares of any such class or classes of stock must be approved
by the affirmative vote of the holders of a majority of the
common stock, voting together as a single class.
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Effective as of the first time at which AMR ceases to be
the beneficial owner of an aggregate of at least a majority of
the voting power of the Voting Stock (as defined) of the
Company then outstanding, amendments to certain provi-
sions of the Certificate of Incorporation will require the
approval of % of the combined voting power of all Class A
Common Stock and Class B Common Stock, voting together
as a single class.

Holders of Class A Common Stock and Class B
Common Stock will share in an equal amount per share in
any dividend declared by the Board of Directors, subject to
any preferential rights of any outstanding preferred stock. 

Except as provided below, any shares of Class B Common
Stock transferred to a person other than AMR or any of its
subsidiaries or the Class B Transferee (as defined below) shall
automatically convert to Class A Common Stock upon such
disposition. Shares of Class B Common Stock representing
more than % economic interest in the Company trans-
ferred by AMR or any of its subsidiaries in a single transac-
tion to one unrelated person (the “Class B Transferee”) or any
subsidiary of the Class B Transferee shall not automatically
convert to shares of Class A Common Stock upon such dis-
position. Any shares of Class B Common Stock retained by
AMR or its subsidiaries following any such transfer of shares
of Class B Common Stock to the Class B Transferee shall
automatically convert into shares of Class A Common Stock
upon such transfer. Shares of Class B Common Stock trans-
ferred to stockholders of AMR or stockholders of the Class B
Transferee in a transaction intended to be on a tax-free basis
(a “Tax-Free Spin-Off”) under the Internal Revenue Code
shall not convert to shares of Class A Common Stock upon
the occurrence of such Tax-Free Spin-Off.

Following a Tax-Free Spin-Off, shares of Class B
Common Stock shall be transferred as Class B Common
Stock, subject to applicable laws; provided, however that
shares of Class B Common Stock shall automatically convert
into shares of Class A Common Stock on the fifth anniver-
sary of the Tax-Free Spin-Off, unless prior to such Tax-Free
Spin-Off, AMR, or the Class B Transferee, as the case may
be, delivers to the Company an opinion of counsel reason-
ably satisfactory to the Company to the effect that such con-
version could adversely affect the ability of AMR, or the
Class B Transferee, as the case may be, to obtain a favorable
ruling from the Internal Revenue Service that such transfer
would be a Tax-Free Spin-Off. If such an opinion is received,
approval of such conversion shall be submitted to a vote of
holders of the common stock as soon as practicable after the

fifth anniversary of the Tax-Free Spin-Off, unless AMR or
the Class B Transferee, as the case may be, delivers to the
Company an opinion of counsel reasonably satisfactory to
the Company prior to such anniversary that such vote could
adversely affect the status of the Tax-Free Spin-Off, includ-
ing the ability to obtain a favorable ruling from the Internal
Revenue Service; if such opinion is so delivered, such vote
shall not be held. Approval of such conversion will require
the affirmative vote of the holders of a majority of the shares
of both Class A Common Stock and Class B Common Stock
present and voting, voting together as a single class, with
each share entitled to one vote for such purposes. 

On liquidation, dissolution or winding up of the
Company, after payment in full of the amounts required to
be paid to holders of preferred stock, if any, all holders of
common stock, regardless of class, are entitled to share rat-
ably in any assets available for distribution to holders of
shares of common stock.

No shares of either class of common stock are subject to
redemption or have preemptive rights to purchase additional
shares of common stock.

In , the Board of Directors authorized, subject to
certain business and market conditions, the purchase of up
to . million shares of the Company’s Class A Common
Stock. The number of treasury shares purchased was
,, and , in  and , respectively. 

10. Stock Awards and Options

Prior to the Offering, officers and key employees of the
Company were eligible, under AMR’s  Long-Term Incentive
Plan (the “AMR LTIP”), to be granted deferred stock, restrict-
ed stock, stock options, stock appreciation rights, stock pur-
chase rights and/or other stock based awards in common stock,
par value $ per share, of AMR (“AMR Common Stock”).

In conjunction with the AMR LTIP, certain officers and
key employees of the Company were awarded , shares
of deferred AMR Common Stock (“AMR Career Equity
Shares”) at no cost to the officers and employees, to be issued
upon the individuals’ retirement from AMR. In connection
with the Offering, the AMR Career Equity Shares awarded to
certain officers and key employees of the Company were
exchanged for , restricted shares of Class A Common
Stock, options to purchase , shares of Class A Common
Stock and , deferred shares of Class A Common Shares
(“Company Career Equity Shares”). The number of restricted
shares, stock options and deferred shares issued was dependent
on, among other things, election by the individuals as to the
mix of restricted shares, stock options and deferred shares to
be received, the previous day’s closing price of AMR Common
Stock at the date of the Offering and the initial public offer-
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ing price of Class A Common Stock. The Company Career
Equity Shares will be issued upon the individual’s retirement
from the Company. All of the Company Career Equity Shares
issued in connection with the Offering were outstanding at
December , ,  and . 

Effective with the Offering, the Company also estab-
lished the  Long-Term Incentive Plan (the “ Plan”).
Under the  Plan, officers and other key employees of the
Company may be granted restricted stock, deferred stock,
stock options, stock appreciation rights, stock purchase
rights, other stock based awards and/or performance related
awards. The  Plan will terminate no later than October
.  million shares of Class A Common Stock were
authorized to be issued under the  Plan. At December
, , approximately  million shares were available for
future grants of stock-based awards under the  Plan. 

The total charge for stock compensation expense included
in wages, salaries and benefits expense was $ million, $

million and $ million for ,  and , respectively.
No compensation expense was recognized for stock option
grants under the  Plan since the exercise price of the
Company’s stock option grants was equal to the fair market
value of the underlying stock on the date of grant.

Shares of restricted stock are awarded at no cost to
employees under the  plan. Restricted shares generally
vest three years following the date of grant. Restricted stock
activity follows:

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Outstanding at January 1 166,940 151,550 —

Issued upon conversion 
of AMR Career Equity  
and Restricted Shares — — 149,330

Granted 12,390 24,910 2,220

Issued (10,280) — —

Canceled (13,460) (9,520) —

Outstanding at December 31 155,590 166,940 151,550

The weighted-average grant date fair values of restricted
stock granted during ,  and  were $.,
$. and $., respectively. The grant date fair values
are based on the Company’s stock price on date of grant. 

In conjunction with the AMR LTIP, certain officers and
key employees of the Company were also awarded, at no cost
to the officers and employees, deferred AMR Common Stock
performance shares (“AMR Performance Shares”). The AMR
Performance Shares vest over a three-year performance period
based on performance metrics of AMR and the Company, as
defined in the plan. In connection with the Offering, certain

AMR Performance Shares awarded to officers and key
employees of the Company were converted into ,

deferred Class A Common Stock performance shares
(“Company Performance Shares”) based on the initial public
offering price of shares of Class A Common Stock and the
previous day’s closing price of the AMR Common Stock on
the date of the Offering. 

Company Performance Shares are also awarded at no cost
to officers and key employees of the Company based on per-
formance metrics of the Company as defined in the  Plan.
The Company Performance Shares vest over a three-year per-
formance period and are settled in cash. The Company’s
Performance Share activity was as follows:

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Outstanding at January 1 612,100 433,860 —

Issued upon conversion of 
AMR Performance Shares — — 272,160

Granted 206,970 205,370 162,450

Awards settled in cash (263,040) — —

Canceled (51,157) (27,130) (750)

Outstanding at December 31 504,873 612,100 433,860

The weighted-average grant date fair values of Company
Performance Shares granted during ,  and 

were $., $. and $., respectively. The grant
date fair values are based on the Company’s stock price on
the date of grant.

In conjunction with the AMR LTIP, options to pur-
chase shares of AMR Common Stock (“AMR Options”) were
granted to officers and key employees of the Company.
Options granted were exercisable at the market value upon
grant, generally becoming exercisable over one to five years
following the date of grant and expiring ten years from the
date of grant. In connection with the Offering, the AMR
Options were exchanged for options to purchase ,

shares of Class A Common Stock of the Company. The exer-
cise prices of the options to purchase Class A Common Stock
were computed by multiplying the initial public offering
price of Class A Common Stock by the ratio of the exercise
prices of the AMR Options to the previous day’s closing
price of AMR Common Stock at the date of the Offering.
The number of options was increased to maintain the aggre-
gate intrinsic value of each holder’s options. These options
will continue to vest in equal annual installments over the
original vesting period.
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For other stock-based awards, a committee established by
the Board of Directors determines the eligible persons to
whom awards will be made, the times at which the awards
will be made, the number of shares to be awarded, the price,
if any, to be paid by the recipient and all other terms and
conditions of the award under the terms of the  Plan at
the time of grant. 

Stock appreciation rights may be granted in conjunction
with all or part of any stock option granted under the 

Plan. All appreciation rights will terminate upon termina-
tion or exercise of the related option and will be exercisable
only during the time that the related option is exercisable. 
If an appreciation right is exercised, the related stock option
will be deemed to have been exercised.

The Company has a Directors’ Stock Incentive Plan
which provides for an annual award of options to purchase
, shares of the Company’s Class A Common Stock to
each non-employee director. The plan also provides for a one
time award of options to purchase , shares of the
Company’s Class A Common Stock to a new non-employee
director upon his or her initial election to the Board of
Directors. The options have an exercise price equal to the
market price of the Class A Common Stock on the date of
grant and vest pro rata over a five-year period. Each option
expires on the earlier of (i) the date the non-employee direc-
tor ceases to be a director of the Company, if for any reason
other than due to death, disability or retirement or (ii) three
years from the date the non-employee director ceases to be a



Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise

Options Price Options Price Options Price

Outstanding at January 1 2,874,070 $ 25.43 2,384,670 $24.89 — —
Issued upon exchange of AMR Options — — — — 728,740 $19.87
Issued upon exchange of AMR Career Equity Shares — — — — 847,550 27.00
Granted 1,245,600 34.94 711,010 27.11 822,900 27.00
Exercised (433,270) 21.97 (34,540) 19.14 (14,520) 16.27
Canceled (291,010) 28.41 (187,070) 26.10 — —

Outstanding at December 31 3,395,390 29.10 2,874,070 25.43 2,384,670 24.89

Exercisable options outstanding at December 31 870,670 $24.82 808,110 $22.64 422,920 $19.80

The weighted-average grant date fair value of stock options granted during ,  and  were $., $. and $.,
respectively. The grant date fair values were estimated at the date of grant using the Black-Scholes option pricing model. 

The following table summarizes information about the stock options outstanding at December , :

Weighted-
Number of Average Weighted- Number of Weighted-

Range of Options Remaining Average Options Average
Exercise Prices Outstanding Life (years) Exercise Price Exercisable Exercise Price

$12.95 - $19.49 100,080 7.80 $16.93 69,980 $16.88
$19.50 - $24.49 239,590 7.80 20.99 203,070 20.92
$24.50 - $35.49 2,086,620 8.10 27.14 597,220 27.07
$35.50 - $43.60 969,100 9.30 36.61 400 35.67

Total 3,395,390 8.40 $29.10 870,670 $24.82

Options granted under the  Plan are granted at the market value of Class A Common Stock on the date of grant, except
as otherwise determined by a committee appointed by the Board of Directors, generally vest over five years and are not exercis-
able more than ten years after the date of grant. Stock option activity follows:
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director of the Company due to death, disability or retire-
ment. , shares of Class A Common Stock are reserved
for issuance under the Directors’ Stock Incentive Plan. In
, , options were granted to directors at a weighted-
average exercise price of $.. In , , options were
granted to directors at a weighted-average exercise price of
$.. No options were exercised during  and . At
December , , , shares were available for future
grants under the Directors’ Stock Incentive Plan.

Effective January , , the Company established The
Sabre Group Holdings, Inc. Employee Stock Purchase Plan
(the “ESPP”). The ESPP allows eligible employees the right to
purchase Class A Common Stock on a monthly basis at the
lower of % of the market price at the beginning or the end
of each monthly offering period. The ESPP allows each
employee to acquire Class A Common Stock with an aggregate
maximum purchase price equal to either % or % of that
employee’s annual base pay, subject to limitations under the
Internal Revenue Code of . Upon establishment of the
ESPP, ,, shares of Class A Common Stock were
reserved for issuance under the plan. Approximately ,

and , shares were issued to the plan during  and
, respectively. Approximately , shares remain avail-
able for future purchases under the ESPP at December , .

During , the Company granted two tranches of stock
options, each to acquire  million shares of the Company’s
Class A Common Stock, to US Airways. See Note . 

As required by Statement of Financial Accounting
Standards No. , Accounting for Stock-Based Compensation, pro
forma information regarding net income and earnings per
share have been determined as if the Company had accounted
for its employee stock options and stock-based awards 
under the fair value method set forth in Statement No. .
The fair value for the stock options granted by the Company
to officers and key employees of the Company after January
,  was estimated at the date of grant using the Black-
Scholes option pricing model with the following weighted-
average assumptions: risk-free interest rate of .% for
, .% to .% for  and .% to .% for ;
a dividend yield of %; a volatility factor of the expected
market price of the Company’s Class A Common Stock of .

for , . for  and . for ; and a weighted-aver-
age expected life of the options granted of . years.

The Black-Scholes option valuation model was devel-
oped for use in estimating the fair value of traded options
which have no vesting restrictions and are fully transferable.
In addition, option valuation models require the input of
highly subjective assumptions including the expected stock
price volatility. Because the Company’s employee stock
options have characteristics significantly different from
those of traded options, and because changes in the subjec-
tive input assumptions can materially affect the fair value
estimate, in management’s opinion, the existing models do
not necessarily provide a reliable single measure of the fair
value of its employee stock options. In addition, because
Statement No.  is applicable only to options and stock-
based awards granted subsequent to December , , the
pro forma impact does not reflect the pro forma effect of all
previous stock based awards to the Company’s employees.

For purposes of the pro forma disclosures, the estimat-
ed fair value of the options and stock-based awards is amor-
tized to expense over the vesting period. The Company’s pro
forma information is as follows (in thousands, except per
share amounts):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Net earnings:

As reported $231,941 $199,853 $186,574

Pro forma $228,672 $198,404 $184,981

Earnings per common share, 
as reported:

Basic and diluted $ 1.78 $ 1.53 $ 1.43

Earnings per common share, 
pro forma:

Basic $ 1.76 $ 1.52 $ 1.42

Diluted $ 1.75 $ 1.51 $ 1.42
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11. Earnings per Share

The following table sets forth the computation of basic 
and diluted earnings per common share (in thousands,
except per share amounts):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Numerator:

Numerator for basic 
earnings per common
share – net earnings $231,941 $199,853 $186,574

Incremental amortization   
of deferred asset   
related to options 
issued  to US Airways (255) — —

Numerator for diluted earnings 
per common share 
– adjusted net earnings $231,686 $199,853 $186,574

Denominator:

Denominator for basic   
earnings per common share 
– weighted-average shares 129,943 130,649 130,606

Dilutive effect of stock 
awards and options 578 339 80

Denominator for diluted  
earnings per common   
share – adjusted  
weighted-average shares 130,521 130,988 130,686

Basic and diluted earnings 
per common share $ 1.78 $ 1.53 $ 1.43

For additional information regarding stock awards and
options, see Note .

Options to purchase approximately ,, and
, weighted average shares of common stock were out-
standing during  and , respectively, but were
excluded from the computation of diluted earnings per share
because the effect would be antidilutive. In addition,
options granted to US Airways to purchase ,, shares
of common stock were excluded from the computation of
diluted earnings per share in  because the Company
intends to settle those options with a cash payment.

12. Segment Reporting

Effective January , , the Company adopted the Statement
of Financial Accounting Standards No. , Disclosures about
Segments of an Enterprise and Related Information. Statement No.
 establishes standards for reporting information about oper-
ating segments and related disclosures about products and
services, geographical areas and major customers.

The Company has two reportable segments: electronic
travel distribution and information technology solutions. The
electronic travel distribution segment distributes travel ser-
vices to travel agencies, corporate travel departments and indi-
vidual consumers (“subscribers”). Through the Company’s
global distribution system, subscribers can access information
about and book reservations with airlines and other providers
of travel and travel-related products and services. The infor-
mation technology solutions segment provides information
technology services including software development and con-
sulting, transaction processing and comprehensive informa-
tion technology outsourcing to the travel and transportation
industries. The Company’s reportable segments are strategic
business units that offer different products and services and
are managed separately because each business requires differ-
ent market strategies.

The accounting policies of the segments are the same as
those described in the summary of significant accounting poli-
cies. The Company evaluates performance based upon business
segment operating income, which is defined as income 
before interest and non-operating income and expenses. The
Company accounts for intersegment transactions as if the
transactions were to third parties, that is, at current market
prices. Intersegment transactions are recorded as expense off-
sets and are not included in segment revenues.

Personnel and related costs for the Corporate Head-
quarters, certain legal and professional fees and other corporate
charges are allocated to the segments through a manage-
ment fee based primarily on usage. Depreciation expense on
the Corporate Headquarters buildings and related facilities
costs are allocated to the segments through a facility fee based
on headcount. The related assets are not allocated to the seg-
ments. Benefits expense, including pension expense, post-
retirement benefits, medical insurance and workers’ compen-
sation, are allocated to the segments based on headcount.
Unallocated Corporate Headquarters operating income
includes depreciation expense and other costs associated with
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the Corporate Headquarters buildings, net of facility fees allo-
cated to the reportable segments and affiliated companies, and
certain other corporate charges maintained at the corporate
level. Other assets not allocated to the segments include cash
and short-term investments and deferred tax assets.

Electronic Information
Travel Technology

(in thousands) Distribution Solutions Total

December 31, 1998:

Revenues from external customers $1,315,908 $ 981,592 $2,297,500

Equity in net income of equity 
method investees 8,887 — 8,887

Total revenues $1,324,795 $ 981,592 $2,306,387

Segment operating income $ 283,359 $   64,133 $   347,492

Intersegment expense transfers 10,340 373,848 384,188

Depreciation and amortization 132,697 94,782 227,479

Segment assets 616,869 501,882 1,118,751

Capital expenditures  
for segment assets 99,339 186,475 285,814

Investments in equity 
method investees 148,084 599 148,683

December 31, 1997:

Revenues from external customers $1,200,276 $ 583,271 $1,783,547

Equity in net income of equity 
method investees 4,916 — 4,916

Total revenues $1,205,192 $ 583,271 $1,788,463

Segment operating income $ 229,888 $ 77,288 $ 307,176

Intersegment expense transfers 22,281 393,633 415,914

Depreciation and amortization 117,151 50,253 167,404

Segment assets 409,250 258,225 667,475

Capital expenditures  
for segment assets 109,295 67,195 176,490

Investments in equity 
method investees 6,659 1,539 8,198

December 31, 1996:

Revenues from external customers $1,101,791 $ 520,196 $1,621,987

Equity in net income of equity 
method investees 3,094 50 3,144

Total revenues $1,104,885 $ 520,246 $1,625,131

Segment operating income $ 237,675 $ 100,034 $ 337,709

Intersegment expense transfers — 377,992 377,992

Depreciation and amortization 94,416 63,705 158,121

Segment assets 394,373 194,016 588,389

Capital expenditures  
for segment assets 117,566 47,804 165,370

Investments in equity 
method investees 6,031 448 6,479

A reconciliation of the totals reported for the operating 
segments to the applicable line items in the consolidated
financial statements is as follows (in thousands):

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Operating income:

Total operating income for 
reportable segments $ 347,492 $ 307,176 $ 337,709

Net Corporate allocations 2,880 5,449 (7,764)

Total consolidated
operating income $ 350,372 $ 312,625 $ 329,945

Assets:

Total assets for  
reportable segments $1,118,751 $ 667,475 $ 588,389

Unallocated amounts:
Cash and short-term investments 537,710 584,875 442,937
Corporate Headquarters and other 270,356 251,608 255,757

Total consolidated assets $1,926,817 $1,503,958 $1,287,083

Other significant items:

Depreciation and amortization
for reportable segments $ 227,479 $ 167,404 $ 158,121

Other depreciation  
and amortization 20,255 17,771 6,943

Total depreciation
and amortization $ 247,734 $ 185,175 $ 165,064

Capital expenditures for 
reportable segments $ 285,814 $ 176,490 $ 165,370

Other capital expenditures 34,217 41,634 18,891

Total capital expenditures $ 320,031 $ 218,124 $ 184,261

The Company’s revenues and long-lived assets by geograph-
ic region are summarized below (in thousands). Revenues are
attributed to countries based on the location of the customer. 

Year Ended December 31,

1 9 9 8 1 9 9 7 1 9 9 6

Revenues by 
geographic region:

United States $1,713,195 $ 1,295,606 $1,214,992

Foreign 593,192 492,857 410,139

Total $2,306,387 $1,788,463 $1,625,131

Long-lived assets by
geographic region: 

United States $ 758,224 $ 552,869 $ 531,188

Cayman Islands 143,496 — —

Other foreign 80,693 73,487 61,367

Total $ 982,413 $ 626,356 $ 592,555
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Revenues from US Airways during  were approximately
$ million which represents approximately % of the
Company’s consolidated revenues. Revenues from American
and other subsidiaries of AMR were approximately $ mil-
lion which represents approximately % of the Company’s
consolidated revenues. 

13. Quarterly Financial Information (Unaudited) 

The following is a summary of the unaudited quarterly
financial information for the years ended December , 

and  (in thousands except per share data):

First Second Third Fourth
Quarter Quarter Quarter Quarter

1 9 9 8

Revenues $554,099 $576,574 $604,315 $571,399

Operating income 114,467 109,251 98,445 28,209

Net earnings 71,788 68,523 71,424 20,206

Earnings per   
common share, 
Basic $ .55 $ .53 $ .55 $ .16

Earnings per  
common share,
Diluted $ .55 $ .52 $ .55 $ .16

1 9 9 7

Revenues $440,310 $448,914 $457,428 $441,811

Operating income 108,467 94,637 89,468 20,053

Net earnings 66,685 58,536 56,199 18,433

Earnings per  
common share,
basic and diluted $ .51 $ .45 $ .43 $ .14

The travel industry is seasonal in nature. Bookings, and thus
booking fees charged for the use of the Sabre ® system,
decrease significantly each year in the fourth quarter, pri-
marily in December.

During the third quarter of , the Company record-
ed  income of approximately $ million due to a one-time 
gain from a favorable court judgment relating to Ticketnet
Corporation, an inactive subsidiary of the Company. 

During the fourth quarter of , the Company recorded
amortization expense of approximately $ million related to
options granted to US Airways under the information tech-
nology services agreement due to changes in the market
price of the Company’s stock. Additionally, a reduction was
recorded in a reserve for obsolete computer equipment at
travel agency locations of approximately $ million.

During the fourth quarter of , the Company recorded
a loss of approximately $ million related to the write-off of
a capitalized software development project that was intend-
ed to create a new order entry and billing system.

14. Subsequent Events 

At December , , American owned approximately .

million depository certificates representing beneficial own-
ership of common stock of Equant, a telecommunications
company related to SITA. Approximately . million of
these depository certificates were held by American for the
economic benefit of the Company.

In connection with a secondary offering of Equant, in
February  American liquidated approximately ,

depository certificates. Approximately , of these cer-
tificates, representing approximately % of the Company’s
interest at December , , were liquidated for the
Company’s benefit. The Company received proceeds of
approximately $ million from the transaction, resulting in
a gain of approximately $ million.

On March , , the Company’s Board of Directors
authorized a loan of $ million to American. The loan
agreement was executed on March , . The principal
amount of the loan will be due June ,  and will bear
interest at a rate equal to the Company’s average portfolio
rate for each month in which the loan is outstanding plus an
additional spread based upon American’s credit risk. The
Company has the option to call the note with ten-business
day’s notice to American. American may repay the principal
amount prior to June ,  without penalty. As part of
this agreement, the original Credit Agreement (as defined in
Note ) was modified to terminate American’s ability to bor-
row additional funds under that agreement.

Additionally, on March , , the Company’s Board of
Directors authorized, subject to certain business and market
conditions, the repurchase of up to an additional  million
shares of the Company’s Class A Common Stock.

sabre 98 ar final 4.0  7/15/99  2:43 PM  Page 62



The Sabre Group Holdings, Inc.



The Board of Directors and Stockholders

The Sabre Group Holdings, Inc.

We have audited the accompanying consolidated balance
sheets of The Sabre Group Holdings, Inc. and subsidiary as
of December ,  and , and the related consolidated
statements of income, stockholders’ equity and cash flows
for each of the three years in the period ended December ,
. 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 generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of mate-
rial 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, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of The Sabre Group Holdings,
Inc. and subsidiary at December ,  and , and the
consolidated results of their operations and their cash flows for
each of the three years in the period ended December , ,
in conformity with generally accepted accounting principles. 

Dallas, Texas
January , , except for Note , 
as to which the date is March , 

report of independent auditors
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The Sabre Group Holdings, Inc.

Year Ended December 31,
(in millions, except per share data and other data where indicated) 1 9 9 8 1 9 9 7 1 9 9 6 1 9 9 5 1 9 9 4

I N C O M E  S T A T E M E N T  D A T A ( 1 ) :

Revenues $2,306.4 $1,788.4 $1,625.1 $1,530.7 $1,404.6

Operating expenses 1,956.0 1,475.8 1,295.2 1,149.2 1,056.5

Operating income 350.4 312.6 329.9 381.5 348.1

Other income (expense), net 21.1 11.0 (24.0) (11.4) (24.0)

Income before income taxes 371.5 323.6 305.9 370.1 324.1

Income taxes 139.6 123.7 119.3 144.2 126.9

Net earnings $ 231.9 $ 199.9 $ 186.6 $ 225.9 $ 197.2

Earnings per common share, basic and diluted $ 1.78 $ 1.53 $ 1.43 — —

B A L A N C E  S H E E T  D A T A  ( A T  E N D  O F  P E R I O D ) ( 1 ) :

Current assets $ 944.4 $ 877.6 $ 694.5 $ 271.2 $ 404.3

Total assets 1,926.8 1,504.0 1,287.1 729.4 873.5

Current liabilities 400.8 311.5 289.8 218.6 503.2

Debenture payable to AMR 317.9 317.9 317.9 — —

Stockholder’s net investment — — — 432.1 289.5

Stockholders’ equity 953.7 757.3 569.6 — —

O T H E R  D A T A ( 1 ) :

Operating margin 15.2% 17.5% 20.3% 24.9% 24.8%

Percentage of revenue from unaffiliated customers 75.1% 70.6% 69.2% 64.2% 58.0%

Direct reservations booked using the Sabre® system (2) 356.5 359.3 348.8 322.8 311.6

Total reservations processed using the Sabre® system (3) 408.6 370.9 356.0 327.5 314.1

Cash flows from operating activities $ 450.8 $ 372.8 $ 415.8 $ 395.9 $ 265.3

Capital expenditures $ 320.0 $ 218.1 $ 184.3 $ 166.8 $ 168.9 

(1) The Company has significant transactions with AMR and American. The terms of many of the agreements with AMR and its affiliates were revised effective January 1, 1996 as a result of
the plans for the Reorganization. See Note 5 to the Consolidated Financial Statements.

(2) CRS reservations for which the Company collects a booking fee.

(3) Includes direct reservations plus reservations processed by joint venture partners using the Sabre ® system.

selected consolidated 
financial data
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Form 10-K

A copy of The Sabre Group Holdings, Inc. annual report to the
Securities and Exchange Commission for  (Form -K) will
be furnished without charge upon request to:

Investor Relations
The Sabre Group Holdings, Inc.
 Amon Carter Boulevard
MD 

Fort Worth, Texas 

() -

Annual Meeting

The Annual Meeting of Stockholders will be held on 
Wednesday, May ,  at : pm Central Daylight 
Savings Time in the Flagship Auditorium:

American Airlines Training and Conference Center
 Highway 

Fort Worth, Texas 

Transfer Agent and Registrar

Stockholders who wish to change the name, address of 
ownership of stock, or report lost certificates should contact:

First Chicago Trust Company of New York, Inc.
P.O. Box 

Jersey City, New Jersey -

() -

Trademarks and Service Marks

Airmax O&D, easySabre, Planet Sabre, Sabre, Sabre Business
Travel Solutions, Sabre Net Platform, Sabre PromoSpots,
Travelocity.com and Turbo Sabre are trademarks and service marks
of an affiliate of The Sabre Group Holdings, Inc. All other trade-
marks and service marks are owned by their respective companies.

Worldwide Headquarters

The Sabre Group Holdings, Inc.
 Amon Carter Boulevard
Fort Worth, Texas 

() -

The Sabre Group Holdings, Inc.corporate information

The Sabre Group Holdings, Inc. Profile

Sabre is a global leader in information technology systems and
solutions designed to meet the needs of the travel and transpor-
tation industries — including broad-based electronic distribution 
services, customized software development and software products,
transaction processing, consulting and total information tech-
nology outsourcing.

Headquartered in Dallas/Fort Worth, Texas, Sabre employs
more than , people located in  countries around the
world. Total  revenues were $. billion. More than $

billion of travel-related electronic commerce flows through our
global distribution system. Virtually all of the world’s major 
airlines use one or more products or services from Sabre. 

Sabre is listed on the New York Stock Exchange under 
the symbol TSG and is approximately  percent owned by 
AMR Corporation.

Stakeholder Information

We welcome inquiries from stockholders, security analysts and
other members of the professional financial community. Please
contact the Investor Relations Department at Sabre headquarters
or by telephone at () -.

Sabre on the Internet

Stockholders may access Sabre information, including a summary
of the latest financial results, on the Internet’s World Wide Web
at http://www.sabre.com/

Common Stock

The Class A Common Stock of The Sabre Group Holdings, Inc.
is listed on the New York Stock exchange with the symbol TSG.

Quarterly Per Share Market Price

Market Price of Common Stock

Trading

H I G H  L O W  C L O S E

F I S C A L 1 9 9 8

First Quarter $ 36.500 $26.062 $35.875

Second Quarter 38.625 32.500 38.00

Third Quarter 43.125 29.312 30.00

Fourth Quarter 44.875 23.00 44.50

F I S C A L 1 9 9 7

First Quarter $ 30.00 $ 25.25 $ 25.25

Second Quarter 28.875 23.25 27.125

Third Quarter 37.00 26.438 35.8125

Fourth Quarter 35.875 24.50 28.875

Design Pressley Jacobs Design, Inc. Printing The Hennegan Company

Photography Danny Turner Photographer Styling Christina Patch 
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The Sabre Group Holdings, Inc.

 Amon Carter Boulevard
Fort Worth, Texas 
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