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PARTI

Item 1. Description of the Business
Overview

ARI Network Services, Inc. (the “Company” or “ARI”) is a
leading provider of technology enabled services that help
dealers, distributors and manufacturers reduce costs and
increase sales in selected vertical markets. Specifically,
ARI provides electronics parts catalogs, dealer e-
commerce solutions, professional services and
outsourced finance and insurance ("F&I") services in
about a dozen vertical markets worldwide, including
outdoor power, power sports, motorcycles, marine,
recreational vehicles ("RV"), appliances, agricultural
equipment, floor maintenance and construction. ARl
currently serves more than 20,000 dealers, 100
manufacturers and 150 distributors in more than 100
countries worldwide.

Manufacturers and distributors drive revenue, efficiency
and customer satisfaction by leveraging ARI’s technology
enabled services and dealer relationships, and look to
ARI as a partner to reach their dealers. Dealers rely on
ARI’s technology enabled services and extensive network
of manufacturer and distributor relationships to obtain
content and technology solutions, which result in
improved revenue, efficiency and customer satisfaction.

Our technology enabled services allow our customers in
a service and distribution network to: (i) conveniently
reference parts, service bulletins and other technical
information; (ii) efficiently market to their customers and
prospects; and (iii) increase revenues by selling products
online.

ARI operates primarily in two geographic segments: the
U.S. and Netherlands-based European operations. Each
provides technology enabled services that connect
manufacturers in selected industries with their service
and distribution  networks. Segment operating
information is provided to the Company’s chief operating
decision makers.

An important element of ARI’s business is its relationship
with over 75 dealer business management system
providers through our COMPASS Partners™ program. A
dealer business management system is used by a dealer
to manage inventory, maintain accounting records, bill
customers and focus marketing efforts. ARI’s ability to
interface with these systems provides the dealer with a
more robust, informative, and cost-effective solution.

No single customer accounted for 10% or more of ARI’s
revenue in fiscal 2009 or fiscal 2008.

Our executive offices are located at 10850 West Park
Place, Suite 1200, Milwaukee, Wisconsin 53224, and our
telephone number at that location is (414) 973-4300.
ARI is a Wisconsin corporation and was incorporated in
1981. We maintain a website at www.arinet.com, which
is not part of this report.

Mission and Strategy

ARI's mission is to be recognized as the leader in
creating, marketing and supporting the best solutions
that enhance revenue or reduce costs for our customers.
We intend to continue to focus on our catalog, marketing
services and professional services businesses and
continuously seek to add new products that fit our
overall strategy, while meeting our criteria of providing
technology enabled services that help our customers sell
more products and services. We intend to continue
pursuing products that meet our customers' needs and
produce recurring revenue and/or a high number of
transactions with attractive gross margins.

To achieve this vision, our strategy is to concentrate on a
few key vertical markets, and to be the leading provider
of technology enabled services in those markets. Our
goal is to provide a complete array of technology enabled
services, including our existing electronic catalog and e-
commerce enabled websites as well as new services,
which industry participants will adopt and use effectively.

To maintain and enhance the current base of catalog
business, we seek to maintain a renewal rate in North
America of approximately 90% on existing dealer catalog
subscriptions and to sell new catalogs and dealers at a
rate sufficient to replace or increase the revenue from
non-renewing subscriptions. We believe that we are
highly penetrated in our four primary markets (outdoor
power, power sports (including motorcycles), marine and
appliances) both in terms of dealers and catalog titles,
and that there are opportunities for additional growth in
related markets as well as the introduction of new
products into our current markets.




Our primary growth area in North America is marketing
services, which includes WebsiteSmart Pro®, ARI
MailSmart™, Footsteps™, SearchEngineSmart™, and
additional add-on products and marketing professional
services. These products respond directly to our
customers’ desire for assistance from a trusted partner
like ARI in marketing and selling to their customers and
prospects around the clock via the Internet, growing
their revenue through both online sales and additional
in-store traffic.  Customers utilizing our e-commerce
enabled platforms for more than one year are enjoying,
on average, substantial year over year sales growth
through their websites. We continue to invest in
additional sales and marketing and product development
resources to support our growth in this area.

In ARI’s Netherlands-based European operations, our
focus is to adapt our success in the U.S. electronic
catalog market to our European-based customers
through a combination of direct and indirect business
relationships with manufacturers and dealers. We
believe that this will position us for growth in the future
by leveraging what we do well while being responsive to
the local operating requirements within the various
European countries and to our manufacturer customers’
need for a partner with global reach.

Finally, we continue to seek acquisitions and other
business development opportunities that will solidify or
accelerate our market position in electronic parts
catalogs and marketing services, as well as potential new
product areas.

Products and Services

ARI offers four basic types of products and services to
our customers: (i) electronic catalogs for publishing and
viewing technical reference information about the
equipment; (i) marketing services, including website
creation, lead management, and email marketing, all of
which are designed to allow dealers to grow their
businesses and increase profitability through efficient
and effective marketing of their products; (iii)
professional services, including project management,
data conversion, software customization and help desk
support services; and (iv) outsourced F&I services, which
facilitate dealers' sales by obtaining financing for their
customers and providing them with after-sale products
such as extended warranties. For a complete listing of
the products and services offered and for more
information  visit the Company's website at
www.arinet.com.

Electronic Catalog Products and Services

ARI’s PartSmart® and PartSmart® Web" electronic
cataloging suite of products and services enable partners
in a service and distribution network to look up
electronic technical reference information, such as
illustrated parts lists, service bulletins, price files, repair
instructions and other technical information regarding
the products of multiple manufacturers. Products and
services offered include:

PartSmart® and PartSmart® Web". Electronic and web-
based parts catalogs for equipment dealers that allow
dealers access to more than 440 leading supplier catalogs
from a single application and reduces parts lookup time
by more than 50%. A number of add-on products are
available, including PartSmart® Cart”, which facilitates
order taking directly from the catalog.

PartSmart® Data Manager". An electronic parts catalog
creation tool used to produce catalogs for viewing on
PartSmart® products. Several add-on products are also
available for use with PartSmart® Data Manager" .

PartStream”. The newest member of our suite of
electronic catalog products and services, PartStream™ is
a modular consumer-focused illustrated parts lookup
application that integrates with existing website
platforms and carts that allows consumers to quickly
identify the desired part, add the part to their shopping
cart and check out.

Marketing Services

ARI's technology enabled suite of marketing services
allow dealers and manufacturers to quickly establish an
online presence and to reach beyond typical geographic
constraints and extend their store hours, allowing their
customers to look up and order parts and accessories 24
hours a day, 7 days a week. These technology enabled
services allow dealers to grow their business and
increase profitability through efficient and effective
marketing of their products, capturing visitor
information, and then managing leads into customer
relationships. Services offered include:




Website Suite of Products. ARI's suite of website services
includes: (i) WebsiteSmart Pro®, software used to create
customized websites and conduct business electronically,
which also includes an optional shopping cart feature; (ii)
eXceleratePro™ and eXceleratePro ™2, which are available
customized or from a design gallery and offer full web
site capabilities; (iii) LeadStorm”, the newest website
product that includes lead generation and inventory
search engine optimization features; and (iv) eXcelerate™
Pro Mobile, which allows customers' websites to be fully
functional on smart mobile phones.

Footsteps'. New to ARI, Footsteps is a lead
management and CRM tool that helps customers follow
up on incoming leads more quickly and professionally. It
also includes email campaigns, automated responses, a
daily follow up calendar, and reminder notices. The
product serves as a complete database of prospects and
clients.

ARI MailSmart™. A direct mail solution that enables users
to cost-effectively and efficiently reach customers and
prospects. An email solution, eMailSmart”, is also
offered that enables users to stay in touch with
customers through special offers and a quarterly
newsletter.

SearchEngineSmartw. SearchEngineSmartw, a hew
product in fiscal 2009, provides customers the
opportunity for paid advertising on all major search
engines so that potential customers will be directed to
the customers' websites.

Professional Services

ARI offers a number of value-added professional services
to our manufacturer, distributor and dealer customers.
Our manufacturer and distributor customers wishing to
outsource catalog production operations benefit from
our expertise in electronic publishing services, which
include project management, data conversion, editing,
production and distribution. The Company also offers
software customization, back-end system integration,
and help desk support services.

Marketing professional services offered include website
creation, hosting and maintenance services. These
services allow our dealer customers to grow their
revenues while increasing efficiency and reducing costs.

Outsourced F&I Services

Acting as the dealer's F&l department, ARl F&l Smart™
obtains financing for customers and provides them with
extended service agreements and other after-sale
products. F&I services is a new service offering for ARI in
fiscal 2009 and serves dealers in the power sports,
marine, RV, and independent auto market verticals.

Competition

The Company and its customers benefit from ARI's focus
on its target markets, and its relationships in and expert
knowledge of those markets. ARI’s primary competitive
advantages include:

(i) Our direct relationships with over 20,000 dealers,
100 manufacturers and 150 distributors;

(ii) Our robust electronic parts catalog suite of products,
which allows multi-line dealers to access catalogs
from one single software platform;

(iii) The e-commerce capabilities of our technology
enabled marketing services; and

(iv) Our relationships with over 75 dealer business
management system providers.

We believe that our competitive advantages will enable
us to compete effectively and sustainably in these
markets.

Competition for ARI’s products and services varies by
product and by market. No single competitor today
competes with us on every product and service in each of
our targeted industry verticals.

In electronic catalog software and services, the largest
direct competitor is Snap-on Business Solutions, which
offers electronic service catalogs in the motorcycle,
marine, outdoor power and auto markets. In addition,
there are a variety of small companies focused on
specific industries. General catalog services companies
may in the future directly compete with us in our target
markets.

The technology enabled products and services offered to
our dealer customers have many competitors, including
PowerSports Network (owned by Dominion Enterprises),
50 Below and many generalized Internet service
providers.




Competition for our website creation services comes
from in-house information technology groups that may
prefer to build their own web-based proprietary systems,
rather than use our common industry solutions. There
are also large, general market e-commerce companies,
such as IBM, which offer products and services that could
address some of our customers’ needs. These general e-
commerce companies do not typically compete with us
directly, but they could decide to do so in the future.

Finally, given the current pace of technological change, it
is possible that unidentified competitors could emerge,
existing competitors could merge and/or obtain
additional capital, thereby making them more
formidable, or new technologies could come on-stream
that could threaten our position.

Employees

As of July 31, 2009, we had approximately 148
employees. Of these, 26 are engaged in maintaining or
developing  software and  providing  software
customization services, 47 are in sales and marketing, 50
are involved in customer operations and support and 25
are involved in general and administration functions.
None of these employees are represented by a union.

Executive Officers of the Registrant
The table below sets forth the names of ARI’s executive

officers as of October 16, 2009. The officers serve at the
discretion of the Board.

Name Age Capacity Served

Roy W. Olivier 50 President, Chief Executive Officer and
Director

Brian E. Dearing 54 Chairman of the Board, Chief Corporate
Development and Strategy Officer, Interim
Chief Financial Officer, Treasurer and
Secretary

Michael T. Tenpas 41 Vice President of Global Sales and Marketing

Robert J. Hipp 42 Chief Technology Officer

Roy W. Olivier. Mr. Olivier was appointed President and
Chief Executive Officer of the Company in May 2008. Mr.
Olivier served as Vice President of Global Sales and
Marketing of the Company from September 2006 to May
2008. Prior to joining the Company in 2006, Mr. Olivier
was a consultant to start-up, small and medium-sized
businesses. Until December 2001, he was Vice President,
Sales & Marketing for ProQuest Media Solutions, a
business he founded in 1993 and sold to ProQuest in
2000. Prior to that, Mr. Olivier held various sales and
marketing executive and managerial positions with
several other companies in the telecommunications and
computer industries, including Multicom Publishing, Inc.,
BusinessLand and PacTel.

Brian E. Dearing. Mr. Dearing is the Chairman of the
Board, Chief Corporate Development and Strategy
Officer, Acting Chief Financial Officer, Treasurer and
Corporate Secretary of the Company. He has been a
director of the Company since 1995 and was elected
Chairman of the Board of Directors in 1997. Mr. Dearing
served as the Company’s President and Chief Executive
Officer from 1995 until May 2008. Prior to joining ARl in
1995, Mr. Dearing held a series of executive positions
within the U.S. and Europe in the e-commerce business
of Sterling Software, Inc. Prior to joining Sterling in 1990,
Mr. Dearing held a number of marketing management
positions in the EDI business of General Electric
Information Services. Mr. Dearing holds a Masters
Degree in Industrial Administration from Krannert School
of Management at Purdue University and a Bachelor of
Arts degree in Political Science from Union College.

Michael T. Tenpas. Mr. Tenpas joined ARI as Vice
President of Global Sales and Marketing in July 2008. For
the previous 12 years, Mr. Tenpas worked for Norlight
Telecommunications, Inc. in Brookfield, Wisconsin,
starting as a senior account executive in 1996, and then
serving in a number of other sales roles, culminating in
his promotion to Executive Vice President and General
Manager of Norlight Data Centers, Inc. Mr. Tenpas
earned a Bachelor of Science degree in Business
Management from the University of Phoenix.

Robert J. Hipp. Mr. Hipp was promoted to Chief
Technology Officer in July 2008. Mr. Hipp joined ARI in
January, 2007 as part of ARI’s acquisition of OC-Net in
Cypress, California, where he had been Chief Executive
Officer and President since he founded the company in
1986. Prior to founding OC-Net, Mr. Hipp held various
technical and managerial positions in the construction
industry.




Item 2. Description of Properties

ARI occupies approximately 16,300 square feet in an
office building in Milwaukee, Wisconsin, under a lease
expiring July 16, 2021. This facility houses our
headquarters and one of our data centers.

In Cypress, California, we occupy approximately 6,000
square feet of office space under a lease expiring August
31, 2011. This facility houses a significant portion of our
product development and professional services team, as
well as our second data center.

In Virginia Beach, Virginia, we occupy approximately
9,800 square feet of office space under a lease expiring
April 30, 2010. This facility houses our Channel Blade
operations.

In Schenectady, New York, we occupy approximately
2,000 square feet of office space under a lease expiring
September 30, 2010. This facility houses our ARI F&l
Services business.

In Colorado Springs, Colorado, we rent approximately [This area intentionally left blank.]
5,200 square feet of vacant office under a lease expiring

March 31, 2011. We are currently seeking to sublet this
space.

Item 3. Legal Proceedings

None

Item 4. Submission of Matters to a Vote of
Security Holders

None




PARTII

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases

of Equity Securities

ARI’s common stock is currently quoted on the NASDAQ over the counter bulletin board (“OTCBB”) under the symbol ARIS.
The following table sets forth the high and low sales price for the periods indicated. OTCBB quotations reflect inter-dealer
prices, without retail mark-up, mark-down or commission and may not necessarily reflect actual transactions.

October 31, 2007
January 31, 2008
April 30, 2008
July 31, 2008
October 31, 2008
January 31, 2009
April 30, 2009

July 31, 2009

$1.74 $1.31
$1.74 $1.34
$1.95 $1.40
$1.85 $1.35
$1.42 $0.60
$1.18 $0.60
$1.01 $0.60
$1.16 $0.62

As of October 26, 2009, there were approximately 943
holders of record of the Company’s common stock. The
Company has not paid cash dividends to date and has no
current intention to pay cash dividends.

During the quarter ended July 31, 2009, the Company did
not repurchase any of its equity securities.

In conjunction with the Company’s purchase of all of the
assets related to electronic parts catalog, e-commerce
and certification testing for service technicians of Info
Access, the micropublishing division of Eye
Communication Systems, Inc. (“ECSI”), the Company
issued 312,500 shares of its common stock as a portion
of the consideration paid to ECSI on July 1, 2008.

On April 27, 2009, the Company acquired all of the assets
of Channel Blade Technologies. Pursuant to the terms of
the Asset Purchase Agreement dated as of April 27, 2009,
the Company issued 615,385 shares of common stock as
a portion of the consideration paid to Channel Blade.

The Company believes that these transactions were
exempt from registration requirements pursuant to
Section 4(2) of the Securities Act of 1933, as amended.
The recipient of the shares of our common stock in each
of these transactions represented its intention to acquire
the shares for investment purposes only and not with a
view towards their distribution, and appropriate legends
were affixed to the share certificates.




Item 6. Selected Financial Data

The following table sets forth certain financial information with respect to the Company as of and for each of the five fiscal
years ended July 31, which includes information derived from audited Financial Statements and Notes thereto of AR
Network Services, Inc. for the fiscal years ended July 31, 2009 and 2008. The reports, thereon, of Wipfli LLP are included
elsewhere in this report. The selected financial data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operation” and the aforementioned Financial Statements and Notes.

Statement of Income Data:
(In thousands, except per share data)

2009 2008 2007 2006 2005
Net revenue S 17,637 $ 16,917 S 15,435 §$ 14,002 $ 13,661
Total cost of products and services sold (1) 3,412 2,871 2,719 2,001 1,958
Gross profit 14,225 14,046 12,716 12,001 11,703
Gross margin 80.7% 83.0% 82.4% 85.7% 85.7%
Operating expenses (2) 13,458 13,225 12,551 9,932 9,557
Operating income 767 821 165 2,069 2,146
Other income (expense) (220) (28) (60) (59) (184)
Income before provision for income taxes 547 793 105 2,010 1,962
Income tax benefit (expense) (123) 590 (4) 1,200 853
Net income $ 424 S 1,383 §$ 101§ 3210 S 2,815
Average common shares outstanding:
Basic 7,203 6,678 6,378 6,130 5,992
Diluted 7,228 6,903 6,550 6,510 6,653
Net income per share:
Basic S 0.06 S 021 S 0.02 S 052 $ 0.47
Diluted S 0.06 S 020 S 0.02 S 049 S 0.42

(1)  Includes amortization of software products of $876, $764, $800, $648, and $570 in 2009, 2008, 2007, 2006 and 2005,
respectively.

(2)  Includes depreciation and amortization, exclusive of amortization of software products, of $1,101, $727, $631, $382, and
$263 in 2009, 2008, 2007, 2006 and 2005, respectively.

Selected Balance Sheet Data:
(In thousands)

Fiscal Year Ended July 31
2009 2008 2007 2006 2005
Working capital deficit S (6,277) S (5,475) $ (5,221) S (3,357) S (3,911)
Capitalized software development (net) 2,397 1,596 1,606 1,468 1,486
Total assets 18,607 12,193 9,927 9,436 7,933
Current portion of debt and capital lease obligations 726 1,471 1,031 1,400 1,204
Total long-term debt & capital lease obligations 5,115 349 484 580 2,037
Total shareholders’ equity (deficit) 4,187 2,896 718 (312) (3,609)
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Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of
Operation

Summary

The Company produced net income of $424,000 for the
fiscal year ended July 31, 2009, compared to $1,383,000
for the fiscal year ended July 31, 2008. The decrease in
earnings was driven by legal, accounting, and integration
costs related to the Channel Blade and Powersports
Outsourcing Group, LLC (“PSOG”) acquisitions in April
2009 as well as adjustments to the deferred tax assets.
ARI's deferred tax asset valuation is complex and can
lead to large year over year fluctuations. The estimation
of ARI's deferred tax assets and liabilities is discussed in
detail in the footnotes to the Company's Consolidated
Financial Statements.

The large negative swing in year over year net income is
net of a substantial reduction in our operating cost
structure. Ongoing cost savings were achieved in fiscal
2009, which resulted from a combination of the fiscal
2008 restructuring and office consolidation as well as a
concerted effort by the Company to reduce operating
expenses. Management expects to leverage this reduced
cost structure to drive additional profitability as the
Company continues to grow.

Management believes that the fiscal 2008 restructuring
positioned the Company to more easily integrate its
latest acquisitions and that continued tight control over
operating expenses and its recurring revenue from loyal
customers has and will continue to help the Company to
maintain operating income during fiscal 2010 despite the
difficult economic environment.

Total revenue increased approximately $720,000, or
4.3%, during fiscal 2009 compared to fiscal 2008.
Revenue related to the Company's acquisitions of
Channel Blade and PSOG approximated $1,215,000 in
fiscal 2009. The increase resulting from the acquired
revenue was offset by a decline in professional services
revenues as a result of the effect of the global recession
on ARI’s customers. In order to combat the effects of the
global recession, management implemented a series of
initiatives during fiscal 2009 that resulted in additional
revenues of approximately $525,000, much of which is
recurring. Management expects revenues and operating
income to increase in fiscal 2010 as the Company
recognizes an entire year of revenue from the April 2009
acquisitions and pursues various growth and efficiency

ARI

initiatives in an economic environment that may be
showing early signs of eventual recovery.

Due to the nature of our business, the Company typically
maintains a working capital deficit. A large percentage of
our subscription based revenues are paid in advance,
resulting in the recognition of a deferred revenue
liability. The Company anticipates sufficient cash flow
from operations to execute our plans.

Critical Accounting Policies and Estimates
General

The Company’s discussion and analysis of its financial
condition and results of operations are based upon its
financial statements, which have been prepared in
accordance with accounting principles generally
accepted in the U.S. The preparation of these financial
statements requires the Company to make estimates and
judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure
of contingent assets and liabilities. On an on-going basis,
the Company evaluates its estimates, including, among
others, those related to customer contracts, valuation of
intangible assets, bad debts, capitalized software product
costs, financing instruments, revenue recognition and
other accrued expenses. The Company bases its
estimates on historical experience and on various other
assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for
making judgments about the carrying values of assets
and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates.

The Company believes the following critical accounting
policies affect its more significant judgments and
estimates used in the preparation of its financial
statements.

Revenue Recognition

Revenue for use of the network and for information
services is recognized on a straight-line basis over the
period of the contract.

Revenue from annual or periodic maintenance fees is
recognized ratably over the period the maintenance is
provided. Revenue from catalog subscriptions s
recognized on a straight-line basis over the subscription
term.
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Revenue from software licenses in multiple element
arrangements is recognized ratably over the contractual
term of the arrangement. The Company considers all
arrangements with payment terms extending beyond 12
months not to be fixed or determinable and evaluates
other arrangements with payment terms longer than
normal to determine whether the arrangement is fixed
or determinable. If the fee is not fixed or determinable,
revenue is recognized as payments become due from the
customer. Arrangements that include acceptance terms
beyond the Company’s standard terms are not
recognized until acceptance has occurred. If collectability
is not considered probable, revenue is recognized when
the fee is collected.

Arrangements that include professional services are
evaluated to determine whether those services are
essential to the functionality of other elements of the
arrangement. Types of services that are considered
essential include customizing complex features and
functionality in a product’s base software code or
developing complex interfaces within a customer’s
environment. When professional services are not
considered essential, the revenue allocable to the
professional services is recognized as the services are
performed. When professional services are considered
essential, revenue under the arrangement is recognized
pursuant to contract accounting using the percentage-of-
completion method with progress-to-completion
measured based upon labor hours incurred. When the
current estimates of total contract revenue and contract
cost indicate a loss, a provision for the entire loss on the
contract is made in the period the amount is determined.

Amounts invoiced to customers prior to recognition as
revenue as discussed above are reflected in the
accompanying balance sheets as deferred revenue.

The Company incurred a deferred revenue liability
related to setup fees charged for hosted websites of
approximately $1,300,000 from the Channel Blade
acquisition, which are amortized over the terms of the
customer contracts, of which approximately $450,000
was recognized in the fourth quarter of fiscal 2009.

Allowance for Doubtful Accounts

The Company maintains an allowance for doubtful
accounts for estimated losses resulting from the inability
of its customers to make required payments. The
Company currently reserves for most amounts due over
90 days, unless there is reasonable assurance of
collectability. If the financial condition of the Company’s
customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional
allowances may be required. In fiscal 2009 the Company
increased its allowance for doubtful accounts due to
general economic conditions.

Legal Provisions

The Company is periodically involved in legal proceedings
arising from contracts, patents or other matters in the
normal course of business. The Company reserves for
any material estimated loss if the outcome is probable, in
accordance with the provisions of SFAS No.5,
“Accounting for Contingencies.”

Impairment of Long-Lived Assets

Equipment and leasehold improvements, capitalized
software product costs and other identifiable assets are
reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not
be recoverable. If the sum of the expected undiscounted
cash flows is less than the carrying value of the related
asset or group of assets, a loss is recognized for the
difference between the fair value and carrying value of
the asset or group of assets.

Cash and Cash Equivalents

The Company’s investment policy, as approved by the
Board of Directors, is designed to provide preservation of
capital, adequate liquidity to meet projected cash
requirements, optimum vyields in relationship to risk,
market conditions and tax considerations and minimum
risk of principal loss through diversified short and
medium term investments. Eligible investments include
direct obligations of the U.S. Treasury, obligations issued
or guaranteed by the U.S. government, certain time
deposits, certificates of deposits issued by commercial
banks, money market mutual funds, asset backed
securities and municipal bonds. The Company’s current
investments include money market mutual funds with
terms not exceeding ninety days.
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Deferred Income Taxes

The tax effect of the temporary differences between the
book and tax bases of assets and liabilities and the
estimated tax benefit from tax net operating losses is
reported as deferred tax assets and liabilities in the
balance sheet. An assessment of the likelihood that net
deferred tax assets will be realized from future taxable
income is performed. Because the ultimate realizability
of deferred tax assets is highly subject to the outcome of
future events, the amount established as a valuation
allowance is considered to be a significant estimate that
is subject to change in the near term. To the extent a
valuation allowance is established or there is a change in
the allowance during a period, the change is reflected
with a corresponding increase or decrease in the tax
provision in the statement of operations.

Stock-Based Compensation

The Company uses the Black-Scholes model to value
stock options granted. Expected volatility is based on
historical volatility of the Company’s stock. The expected
life of options granted represents the period of time that
options granted are expected to be outstanding. The risk-
free rate for periods within the contractual term of the
options is based on the U.S. Treasury yields in effect at
the time of grant. As stock-based compensation expense
recognized in our results of operations is based on
awards ultimately expected to vest, the amount has been
reduced for estimated forfeitures. SFAS 123(R), “Share-
Based Payments,” requires forfeitures to be estimated at
the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates.
Forfeitures were estimated based on our historical
experience.

There were no capitalized stock-based compensation
costs at July 31, 2009 and 2008.

Fair Value Measurements

Effective July 1, 2008, the Company adopted SFAS No.
157, “Fair Value Measurements”. SFAS No. 157 clarifies
how companies are required to use a fair value measure
for recognition and disclosure by establishing a common
definition of fair value, creating a framework for
measuring fair value, and expanding disclosures about
fair value measurements. SFAS No. 157 establishes a
three-tier fair value hierarchy, which prioritizes the

inputs used in measuring fair value. These tiers include:
Level 1, defined as observable inputs such as quoted
market prices in active markets; Level 2, defined as
inputs other than quoted market prices in active markets
that are either directly or indirectly observable; and Level
3, defined as unobservable inputs in which little or no
market data exists, therefore, requiring an entity to
develop its own assumptions. The adoption of SFAS No.
157 did not have a material impact on the Company’s
result of operations or financial position.

The Company measures many financial instruments and
certain other items at fair value. Unrealized gains and
losses on items for which the fair value option has been
elected are recognized in earnings.

Goodwill and Other Intangible Assets

Under Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets,”
goodwill and intangible assets deemed to have indefinite
lives are not amortized, but are subject to annual
impairment tests. Intangible assets with definitive lives at
July 31, 2009 and 2008 consist primarily of customer
relationships and trade names, which are amortized over
their estimated useful lives of 4-8 years, and employee
non-compete agreements, which are amortized over
their estimated useful lives of two years. These assets
were acquired in the ECSI acquisition on July 1, 2008, the
OC-Net, Incorporated, (“OC-Net”) acquisition on January
26, 2007 and the Channel Blade Technologies (“Channel
Blade”) acquisition on April 27, 2009, where the fair
values were determined using the discounted cash flow
approach.

The Company performs impairment tests annually or
more frequently if facts and circumstances warrant a
review. The Company determined that there was a single
reporting unit for the purpose of goodwill impairment
tests under SFAS 142. For purposes of assessing the
impairment of goodwill, the Company estimates the
value of the reporting unit using the best evidence
available, which in fiscal 2009 and 2008 was a discounted
cash flow model, consideration of recent transaction
values and market capitalization. This fair value is then
compared with the carrying value of the reporting unit.
During fiscal 2009 and 2008 there were no impairments
to goodwill.
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Revenues

Management reviews the Company’s revenue in the aggregate, by geography and by product category within a region. The
following tables set forth, for the periods indicated, certain revenue information derived from the Company’s financial

statements:
Revenue by Location and Service
(In Thousands)
For the Fiscal Year Ended July 31
Percent
2009 2008 Change
North America
Catalog subscriptions S 10,410 S 9,953 4.6
Catalog professional services 872 1,268 (31.2)
Marketing services 3,921 2,351 66.8
Marketing professional services 882 1,594 (44.7)
Other revenues 719 660 8.9
Subtotal North America 16,804 15,826 6.2
Rest of the World
Catalog subscriptions 817 1,078 (24.2)
Catalog professional services 16 13 23.1
Subtotal Rest of the World 833 1,091 (23.6)
Total Revenue
Catalog subscriptions 11,227 11,031 1.8
Catalog professional services 888 1,281 (30.7)
Marketing services 3,921 2,351 66.8
Marketing professional services 882 1,594 (44.7)
Other revenues 719 660 8.9
Total Revenue S 17,637 S 16,917 4.3
North America The Company continues to experience a decline in
manufacturer catalog subscription revenue but
Catalog Subscriptions increasing dealer-based catalog subscription revenue.

North American catalog subscription revenues are
derived from software license fees, license renewal fees,
software maintenance and support fees, catalog
subscription fees, and other miscellaneous subscription
fees charged to dealers, distributors and manufacturers
for the use of the Company’s catalog products in the U.S.
and Canada. Catalog subscription revenues increased
4.6% in fiscal 2009, compared to the same period last
year, due to the addition of revenues resulting from the
acquisition of the micropublishing division of ECSI.

This is due to a decline related to the non-renewal of a
significant OEM customer that subscribed to the
Company’s’ electronic parts catalog in bulk on behalf of
its dealers; this decline was partially offset by: (i) revenue
from this OEM’s dealers, which in turn purchased the
electronic catalogs directly from the Company; (ii) sales
to customers related to the ECSI acquisition; and (iii) a
modest price increase. Catalog subscription renewals
from the Company’s North American dealers were
greater than 89% for fiscal 2009. Management expects
revenues from catalog subscriptions in North America to
remain relatively the same in fiscal 2010.
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Catalog Professional Services

Revenues from North American catalog professional
services are derived from software customization labor,
data conversion labor, data conversion replication fees,
travel and shipping fees primarily charged to
manufacturers and distributors in the U.S. and Canada.
Revenues from catalog professional services in North
America decreased in fiscal 2009, compared to the same
period last vyear, primarily due to fewer new
customization projects sold to manufacturers as a result
of the weakened economy. Management expects
revenues from catalog professional services in North
America may begin to rebound in fiscal 2010,
commensurate with anticipated improvements in
economic conditions.

Marketing Services

Revenues from the Company’s North American
marketing service subscriptions are derived from start-
up, hosting and access fees charged to dealers for the
Company’s website products, commissions from on-line
sales through the use of these products, as well as set-
up, postage and subscription fees for the Company’s lead
management and advertising products sold in the U.S.
and Canada. Revenues from marketing services in North
America increased significantly in fiscal 2009. This
increase was driven by the additional revenues resulting
from the Company's acquisition of Channel Blade in April
2009, including the recognition of approximately
$450,000 for the amortization of deferred hosted
website setup fees.

Additional revenues were also achieved through the
implementation of various revenue initiatives in fiscal
2009, including the Company's new SearchEngineSmart™
product, which generated revenues of approximately
$180,000 during the year. Management expects
significant growth in revenues from marketing services in
North America in fiscal 2010 as the result of a full year of
revenues from Channel Blade and the
SearchEngineSmart™ product, as well as new sales of
existing products as the Company continues to focus its
resources in this area of the business.

Marketing Professional Services

Revenues from the Company’s North American
marketing professional services are derived from website
customization labor primarily charged to manufacturers,
distributors and other customers in the U.S. The decline
in revenues from marketing professional services in fiscal
2009 is due to reduced spending by two customers for
web customization services as a result of market
conditions. Management expects revenues from
marketing professional services may increase slightly in
fiscal 2010 if the economy begins to recover.

Other Revenues

Other revenues are derived from license renewal fees,
software maintenance, customization labor and other
communication fees charged for dealers and distributors
to communicate with  manufacturers in the
manufactured equipment industry and the agricultural
inputs industry. Revenues from ARI's F&I services are also
included within this category. Other revenues increased
in fiscal 2009, compared to the same period last year,
resulting from the Company's acquisition of PSOG in April
2009. Management expects revenues from outsourced
F&I services to increase as a full year's worth of revenues
is realized.

Rest of the World
Catalog Subscriptions

ARI’s non-North American revenues consist primarily of
catalog subscriptions, which are derived from software
license fees, license renewal fees, software maintenance
and support fees, catalog subscription fees, and other
miscellaneous subscription fees charged to dealers,
distributors and manufacturers outside of North America
for the use of the Company’s catalog products. Catalog
subscription revenues for the rest of the world decreased
in fiscal 2009, compared to fiscal 2008, due to reduced
revenue from an existing OEM contract. Additionally, as
the Company continues to face challenges in the
European market, revenues from new sales were not
sufficient to offset lost dealer renewals. Management
expects catalog subscription revenues from the rest of
the world to continue to decline slightly in fiscal 2010.
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Catalog Professional Services

Revenues from Rest of World catalog professional
services are derived from software customization labor,
data conversion labor, data conversion replication fees,
language translation fees, travel and shipping fees
primarily charged to manufacturers and distributors
outside of North America. The Company has a small
amount of revenue earned for data conversion,
translation and replication fees charged to a
manufacturer for periodic international catalog updates.

[This space intentionally left blank.]
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Cost of Revenue

The following table sets forth, for the periods indicated, certain information concerning the Company’s revenue and cost of
revenue, derived from the Company’s financial statements.

Cost of Revenue
(In thousands)

For the Fiscal Year Ended July 31
Percent
2009 2008 Change
Catalog subscriptions
Revenue S 11,227 S 11,031 1.8
Cost of revenue 1,825 1,226 48.9
Gross profit 9,402 9,805 (4.1)
Gross margin percentage 83.7% 88.9%
Catalog professional services
Revenue 888 1,281 (30.7)
Cost of revenue 402 503 (20.1)
Gross profit 486 778 (37.5)
Gross margin percentage 54.7% 60.7%
Marketing services
Revenue 3,921 2,351 66.8
Cost of revenue 706 585 20.7
Gross profit 3,215 1,766 82.0
Gross margin percentage 82.0% 75.1%
Marketing professional services
Revenue 882 1,594 (44.7)
Cost of revenue 449 542 (17.2)
Gross profit 433 1,052 (58.8)
Gross margin percentage 49.1% 66.0%
Other
Revenue 719 660 8.9
Cost of revenue 30 15 100.0
Gross profit 689 645 6.8
Gross margin percentage 95.8% 97.7%
Total
Revenue 17,637 16,917 4.3
Cost of revenue 3,412 2,871 18.8
Gross profit S 14,225 S 14,046 13
Gross margin percentage 80.7% 83.0%
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Cost of Catalog Subscriptions

Cost of catalog subscriptions consists primarily of reseller
fees, software amortization costs, catalog data
conversion, replication and distribution costs. Cost of
catalog subscriptions as a percentage of revenue
increased in fiscal 2009, compared to fiscal 2008,
primarily due to non-billable catalog replication and
distribution costs related to the production of new
catalog offerings. Management expects gross margins, as
a percentage of revenue from catalog subscriptions, to
vary slightly from year to year due to the timing of data
shipments and variations in the recognition of revenue
which does not directly correlate to software
amortization expense, which is generally on a straight-
line basis.

Cost of Catalog Professional Services

Cost of catalog professional services consists of
customization and catalog production labor. Cost of
professional services as a percentage of revenue
increased in fiscal 2009, compared to fiscal 2008, due to
non-billable work performed for manufacturers on
various projects. Management expects cost of catalog
professional services, as a percentage of revenue from
catalog professional services, to fluctuate from year to
year depending on the mix of services sold and the
portion of customizations that are billable, and on the
Company’s performance towards the contracted amount
for customization projects.

Cost of Marketing Service Subscriptions

Cost of revenue for marketing service subscriptions
consists primarily of advertising royalty fees, website
setup labor, software amortization costs, postcards, and
printing and distribution costs. Cost of marketing services
as a percentage of revenue decreased for fiscal 2009,
compared to fiscal 2008, primarily due to recognition of
deferred setup fee revenues from the Channel Blade
acquisition, which have very little associated cost.
Management expects gross margins, as a percentage of
revenue from marketing services, to fluctuate from year
to year depending on the mix of products and services
sold.

Cost of Marketing Professional Services

Cost of revenues for marketing professional services
consists of website customization labor. Cost of revenues
for marketing professional services as a percentage of
revenue increased in fiscal 2009, compared to fiscal
2008, primarily due to non-billable work performed on
customized websites. Management expects cost of
marketing professional services to fluctuate from year to
year depending on the Company’s performance towards
the contracted amount for customization projects and
the actual labor rates negotiated in customer contracts.
Cost of Other Revenues

Cost of other revenues consists primarily of
telecommunication costs, royalties and software
customization labor. Cost of other revenues as a
percentage of revenue remained relatively the same
during fiscal 2009, compared to fiscal 2008. Cost of other
revenues includes cost of sales related to the Company’s
F&I revenue. Management expects gross margins on
other services revenue, as a percent of other revenue, to
decrease for the remainder of fiscal 2009, compared to
the same period in the previous year, as more of this
revenue comes from the new F&I business.
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Operating Expenses

Beginning in fiscal 2009, the Company reclassified the components of operating expenses to conform to the operational
changes instituted as a result of its acquisitions and 2008 restructuring. The fiscal 2008 financial statements have been
reclassified to conform to the fiscal 2009 presentation. The following table sets forth, for the periods indicated, certain
operating expense information derived from the Company’s financial statements:

Operating Expenses
(In thousands)

Sales and marketing S
Customer operations and support

Software development and technical support (1)
General and administrative

Restructuring

Depreciation and amortization (2)

Net operating expenses $

For the Fiscal Year Ended July 31
Percent of Percent of Percent
2009 Revenue 2008 Revenue Change _
4,072 23.1 S 3,448 204 18.1
2,785 15.8 2,728 16.1 21
1,288 7.3 1,656 9.8 (22.2)
4,212 23.9 4,137 24.5 1.8
- 0.0 529 3.1 (100.0)
1,101 6.2 727 4.3 51.4
13,458 763 $ 13,225 78.2 1.8

(1) Net of capitalized software product costs of $815 and $524 in 2009 and 2008, respectively.

(2) Exclusive of $876 and $764 in 2009 and 2008, respectively, of amortization of software products included

in cost of revenue.
Summary

Net operating expenses increased in fiscal 2009,
compared to the prior year, due to costs associated with
the Channel Blade and PSOG operations acquired in April
2009, but decreased as a percentage of revenue, which
was a result of the Company's fiscal 2008 restructuring as
well as concerted efforts by the Company to reduce its
operating expense structure.

Management expects net operating expenses to
continue to be higher in fiscal 2010, compared to the
previous year, due to (i) the overall growth of the
Company; (ii) a full year of amortization expense related
to the Channel Blade acquisition; and (iii) expected losses
in ARI F&I Smart as the Company invests in the long-term
viability of the F&I business. However, management
expects operating expenses to continue to decrease, as a
percentage of revenues, in fiscal 2011 and beyond as the
business continues to grow and the Company leverages
its reduced operating expense structure.

Sales and Marketing Expenses

Sales and marketing expenses increased in fiscal 2009,
compared to fiscal 2008, due to sales labor associated
with the Channel Blade and PSOG acquisitions.
Management expects sales and marketing costs to be
higher for fiscal 2010, compared to fiscal 2009, due to
the inclusion of the payroll expense from the acquisitions
for the entire year, but to gradually decline as a
percentage of revenue, as the acquisitions become fully
integrated.

Customer Operations and Support

Customer operations and support consists primarily of
server room operations, software maintenance
agreements for the Company’s core network and
customer support costs. Customer operations and
support costs increased slightly due to additional costs
from the Channel Blade and PSOG acquisitions, but
decreased as a percentage of revenue. Management
expects customer operations and support costs to
increase in fiscal 2010, compared to fiscal 2009, due to
the additional costs related to the acquisitions.
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Software Development and Technical Support

The Company’s software development staff (both in-
house and contracted) performs software development,
escalated technical support, software customization and
data conversion services for customer applications.
Management expects fluctuations from year to year, as
the mix of development and customization activities will
change based on customer requirements even if the total
technical staff costs remain relatively constant. Software
development and technical support costs decreased in
fiscal 2009, compared to fiscal 2008, primarily due to an
increase in time spent on capitalized web-based products
and cost savings resulting from the 2008 restructuring.
Management expects software development and
technical support costs to increase in fiscal 2010,
compared to fiscal 2009, due to the additional costs
related to the acquisitions.

General and Administrative

General and administrative expenses (“G&A”) increased
in fiscal 2009, compared to fiscal 2008, but decreased as
a percentage of revenue. The dollar increase resulted
from the addition of the Channel Blade and PSOG
businesses in April 2009.

The decrease in G&A costs, as a percentage of revenues,
resulted from a combination of two factors. First, facility
and labor cost savings were achieved from ARI's fiscal
2008 restructuring and office consolidation.  The
Company incurred a restructuring charge in the fourth
quarter of fiscal 2008 to reflect severance costs and
redundant occupancy costs related to the consolidation
of the Company’s data conversion operations in Virginia
into its Wisconsin location and the consolidation of the
software development operations in Colorado into its
California location. Second, the Company made
concerted efforts to reduce its operating cost structure.

Management expects G&A expenses to increase in fiscal
2010, compared to the previous year, due to (i) the
overall growth of the Company; (ii) a full year of
amortization expense related to the Channel Blade
acquisition; and (iii) expected losses in ARl F&l Smart as
the Company invests in the long-term viability of the F&I
business. However, management expects G&A expenses
to continue to decrease, as a percentage of revenues, in
fiscal 2011 and beyond as the business continues to grow
and the Company leverages its reduced expense
structure.

ARI

Depreciation and amortization expense increased in
fiscal 2009, compared to fiscal 2008, primarily due to the
depreciation of new software and equipment and the
amortization of intangible assets associated with the
Channel Blade acquisition. Management expects
depreciation and amortization to continue to be higher in
fiscal 2010 due to a full year of amortization of intangible
assets related to the Channel Blade acquisition.

Other Items

Interest expense includes both cash and non-cash
interest. Interest paid increased $102,000 in fiscal 2009,
compared to fiscal 2008, due to the addition of debt
related to the acquisition of Channel Blade.
Management expects interest expense to increase in
fiscal 2010, compared to fiscal 2009, due to the
recognition of a full years' interest on the Channel Blade
debt. See “Liquidity and Capital Resources”.

[This space intentionally left blank.]

20



Liquidity and Capital Resources

The following table sets forth, for the periods indicated, certain cash flow information derived from the Company’s financial

Cash Flow Information
(In thousands)

statements:

Net income

provided by operating activities:
Amortization of software products
Amortization of debt discount and other
Depreciation and other amortization
Allowance for investment in Bank Note
Stock based compensation
Deferred income taxes
Stock issued to 401(k) plan
Net change in working capital

Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities

Effect of foreign currency exchange rate
changes on cash

Net change in cash

Adjustments to reconcile net income to net cash

For the Fiscal Year Ended July 31
Percent
2009 2008 Change
$ 424 S 1,383 (69.3)
876 764 14.7
8 25 (68.0)
1,101 727 51.4
127 - n/a
315 306 2.9
88 (648) 113.6
45 38 18.4
(239) (568) 57.9
2,745 2,027 354
(2,219) (1,651) (34.4)
(968) (353) (174.2)
6 13 (53.8)
$ (436) S 36 (1311.1)

At July 31, 2009, the Company had cash and cash
equivalents of $650,000 compared to $1,086,000 at July
31, 2008. Cash generated from operations exceeded
$2,700,000 for fiscal 2009. This cash was used to fund
two acquisitions, for investment in equipment and
software development, and for the repayment of debt
and capital lease obligations.

Net cash provided by operating activities increased in
fiscal 2009, compared to fiscal 2008, due to the
Company's increased revenues and its reduced operating
expense structure. This increase came despite the
additional costs related to the April 2009 Channel Blade
and PSOG acquisitions.

Management expects cash provided by operating
activities to remain relatively flat in fiscal 2010 as the
Company fully integrates the Channel Blade business and
additional investments are made into the F&I business.

Net cash used in investing activities increased in fiscal
2009, compared to the prior year, due to the purchase of
Channel Blade and PSOG. Management expects cash
used in investing activities to fluctuate from year to year,
depending on the level of software development and the
timing of acquisitions.

Net cash used in financing activities increased in fiscal
2009, compared to the prior year, as the Company used a
portion of its cash from operations to pay down its line of
credit, whereas in fiscal 2008 the Company had net
borrowings against the line of credit.

Management expects cash used in financing activities to
decrease in fiscal 2010, compared to the prior year, as
principal obligations on the Channel Blade debt do not
become due until July 2011. The Company does not
anticipate the need for additional funding unless it makes
another acquisition.
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The following table sets forth, for the periods indicated, certain information related to the Company’s debt derived from

the Company’s audited financial statements.

Debt Schedule
(In thousands)

Debt related to Channel Blade acquisition:

Current portion of notes payable
Long term portion of notes payable

Debt related to OC-Net acquisition:
Current portion of notes payable
Long term portion of notes payable
Total notes payable
Current cash earnout
Imputed interest on cash earnout/holdback
Total debt related to OC-Net acquisition

Debt related to ECSI acquisition:
Current portion of notes payable
Long term portion of notes payable
Total notes payable related to ECSI acquisition

Current borrowings on line of credit
Total Debt

Total notes payable related Channel Blade acquisition

As of July 31,
2009 2008 Change

$ - S - S -
5,000 - 5,000
5,000 - 5,000
117 233 (116)
- 117 (117)
117 350 (233)
- 150 (150)
- (8) 8
117 492 (375)
- 300 (300)
- 300 (300)
500 700 (200)
S 5617 $ 1,492 S 276

The Company issued a $5,000,000 secured promissory
note (“the Note”) in connection with the April 27, 2009
purchase of Channel Blade. The Note is subordinated
and junior in right of payment to all indebtedness,
obligations and liabilities of the Company, existing as of
April 27, 2009 or thereafter incurred, to current or future
Senior Lenders (as defined in the Note) of the Company.
The Company’s obligations under the Note are secured
by a Subordinated Security Agreement dated as of April
27, 2009, pursuant to which the Company granted to
Channel Blade a continuing junior security interest in
substantially all of the assets of the Company. The
payments are subject to acceleration upon certain events
of default.

The annual interest rate on the note is 10% for the first
year and 14% thereafter, unless the conditions of the
covenant described below are met. Accrued interest
only is due quarterly commencing July 31, 2009 through
April 30, 2011. Twenty equal quarterly payments of
principal plus accrued interest shall then be due,
commencing July 31, 2011. The note contains a covenant
that if the Company pre-pays a minimum principal
amount of $3,000,000 on or before April 27, 2010, the
interest rate will remain 10% for the remainder of the

Note’s term. The Company does not expect to make this
early principal payment by April 27, 2010.

The Company issued $700,000 of notes and $400,000 of
future, non-interest bearing contingent payments in
connection with the OC-Net acquisition in 2007. The
interest rate on the notes is prime plus 2%, adjusted
quarterly (effective rate of 5.25% as of July 31, 2009).
The notes are payable in quarterly principal installments
of $58,300, commencing March 31, 2007 through
December 31, 2009. The notes do not contain any
financial covenants. The Company paid $250,000 of the
contingent payments in February, 2008, and the
remaining $150,000, which included $8,000 of imputed
interest, was paid in January, 2009.

In 2008, the Company issued $300,000 of notes payable
in connection with the ECSI acquisition, of which
$100,000 was paid on October 1, 2008 and $200,000 was
paid on July 1, 2009.
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On July 9, 2004, the Company entered into a line of
credit agreement with JPMorgan Chase, N.A. which, as
amended, permits the Company to borrow an amount
equal to 80% of the book value of all eligible accounts
receivable plus 45% of the value of all eligible open
renewal orders (provided the renewal rate is at least
85%) minus $75,000, up to $1,500,000. Eligible accounts
include certain non-foreign accounts receivable which
are outstanding for fewer than 90 days from the invoice
date.

The note bears interest at 1% per annum above the
prime rate (effective rate of 4.25% as of July 31, 2009)
plus an additional 3%, at the lender’s option, upon the
occurrence of any default under the note, plus a non-
usage fee of 0.25% per annum on any unused portion of
the line of credit. The line of credit terminates June 30,
2011 and is secured by substantially all of the Company’s
assets. The line of credit limits repurchases of common
stock, the payment of dividends, liens on assets and new
indebtedness. It also contains a financial covenant
requiring the Company to maintain a minimum debt
service coverage ratio of 1.2 to 1.0, with which the
Company was in compliance at July 31, 2009. The
Company had $500,000 and $700,000 principal
outstanding on the line of credit at July 31, 2009, and July
31, 2008, respectively.

Management believes that funds generated from
operations will be adequate to fund the Company’s
operations, investments and debt payments for the
foreseeable future, although additional financing may be
necessary if the Company were to complete a material
acquisition or to make a large investment in its business.

Acquisitions

Since December 1995 the Company has had a formal
corporate development program aimed at identifying,
evaluating and closing acquisitions that augment and
strengthen the Company’s market position, product
offerings, and personnel resources. Since the program’s
inception, nine business acquisitions and one software
asset acquisition have been completed, six of which were
fully integrated into the Company’s operations prior to
fiscal year 2009.

On April 27, 2009, the Company acquired substantially all
of the assets of Channel Blade, the leading provider of
websites, lead management and marketing automation
solutions in the marine and RV markets. Consideration
for the acquisition included approximately $500,000 in
cash, 615,385 shares of the Company’s common stock at

a market price of $0.75 per share, $765,000 of assumed
liabilities and a $5,000,000 note payable.

The Company included the results of operations of
Channel Blade for the four days ending April 30, 2009
and the quarter ended July 31, 2009, in its consolidated
financial statements for the fiscal year ended July 31,
2009.

In connection with the acquisition, the Company entered
into one year employment agreements with Jon M.
Lintvet and Charles Lewis (the “Employment
Agreements”) to serve as Director of New Business
Development and Director of Strategic Accounts- Marine
and RV, respectively.

On April 17, 2009, ARI F&I Services, LLC, a wholly owned
subsidiary of the Company, acquired the assets of PSOG,
valued at approximately $85,000, in partial satisfaction of
its debt to ARI of approximately $185,000, $149,000 of
which the Company purchased from Keybank National
Association on April 16, 2009. PSOG, located in
Schenectady, NY and led by Mark L. Taylor, had been
offering outsourced F&I services to power sports, marine
and RV customers in the Northeast U.S. since 1998. In
connection with the acquisition, AFIS entered into a
three year employment agreement with Mark L. Taylor
to serve as Director of F&I Business Development. The
Company included the results of operations of AFIS for
the fourteen days ending April 30, 2009 and the quarter
ended July 31, 2009 in its consolidated financial
statements for the fiscal year ended July 31, 2009.

On July 1, 2008, the Company acquired all of the assets
related to electronic parts catalogs, electronic commerce
and certification testing for service technicians of Info
Access, the micropublishing division of Eye
Communication Systems, Inc., located in Hartland, WI.
Consideration for the acquisition included approximately
$1,000,000 in cash, 312,500 shares of the Company’s
common stock, and notes payable of $300,000. The
notes payable were paid in full during fiscal 2009.

The corporate development program is an important
component of the Company’s long-term growth strategy
and the Company expects to continue to pursue it
aggressively.
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Forward Looking Statements

Certain statements contained in this Form 10-K are
forward looking statements including statements related
to revenue growth, future cash flows and cash
generation and sources of liquidity. Expressions such as
“believes,” “anticipates,” “expects,” and similar
expressions are intended to identify such forward looking
statements. Several important factors can cause actual
results to materially differ from those stated or implied in
the forward looking statements. Such factors include, but
are not limited to the factors listed on exhibit 99.1 of this
annual report on Form 10-K, which is incorporated herein
by reference.

Quarterly Financial Data
The following table sets forth the unaudited operations data for each of the eight quarterly periods ended July 31, 2009,
prepared on a basis consistent with the audited financial statements, reflecting all normal recurring adjustments that are

considered necessary. The quarterly information is as follows (in thousands, except per share data):

Quarterly Financial Data

udited - In thousands, except per share data)

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
2009 2008 2009 2008 2009 2008 2009 2008
Net revenues $ 4,169 $ 4,224 S 3,955 $ 4222 $ 4,166 S 4,158 $ 5347 $ 4,313
Gross margin 3,440 3,477 3,223 3,442 3,398 3,484 4,164 3,643
Net income (loss) 256 243 56 335 226 427 (114) 378
Basic EPS $ 004 $ 004 $ 001 $ 005 $ 003 $ 006 $ (0.02) $ 0.06
Diluted EPS $ 004 $ 004 $ 001 $ 005 $ 003 $ 006 $ (0.02) $ 0.05
Off-Balance Sheet Arrangements Item 9. Changes in and Disagreements with
Accountants on Accounting and Financial
I e o ST Dislosure
current or future effect on its financial condition, [None]

revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources.

Item 8. Financial Statements and
Supplementary Data

Reference is made to the Consolidated Financial
Statements, the reports thereon and the notes thereto
commencing after the signature page of this Report,
which are incorporated herein by reference.
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Item 9A(T). Controls and Procedures

Evaluation of Disclosure Controls and
Procedures.

We maintain disclosure controls and procedures
designed to ensure that information required to be
disclosed in our reports filed under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”),
is recorded, processed, summarized, and reported within
the required time periods and that such information is
accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial
Officer, as appropriate, to allow for timely decisions
regarding required disclosure.

As required by Rule 13a-15 under the Exchange Act, we
have completed an evaluation, under the supervision and
with the participation of our management, including the
Chief Executive Officer and the Chief Financial Officer, of
the effectiveness and the design and operation of our
disclosure controls and procedures as of July 31, 2009.
Based upon this evaluation, our management, including
the Chief Executive Officer and the Chief Financial
Officer, has concluded that our disclosure controls and
procedures were effective as of July 31, 2009.

Management’s Annual Report on Internal
Control over Financial Reporting

Our management is responsible for establishing and
maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15(f)
under the Securities Exchange Act. Under the supervision
and with the participation of our management, including
our Chief Executive Officer and the Chief Financial
Officer, we conducted an evaluation of the effectiveness
of our internal control over financial reporting based on
the framework in Internal Control over Financial
Reporting — Guidance for Smaller Public Companies
issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Based on our evaluation
under this framework, our management concluded that
our internal control over financial reporting was effective
as of July 31, 2009.

This report does not include an attestation report of the
Company’s registered public accounting firm regarding
internal control over financial reporting. Management’s
report was not subject to attestation by the Company’s
registered public accounting firm pursuant to temporary
rules of the Securities and Exchange Commission that
permit the Company to provide only management’s
report in this annual report.

Changes in Internal Controls

There were no changes to the Company’s internal control
over financial reporting during the quarter ended July 31,
2009 that have materially affected, or are reasonably
likely to materially affect, the Company’s internal control
over financial reporting.

Limitations on Effectiveness of Controls and
Procedures

Our management, including our Chief Executive Officer
and Chief Financial Officer, does not expect that our
disclosure controls and procedures or our internal
controls will prevent all errors and all fraud. A control
system, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that
the objectives of the control system are met. Further, the
design of a control system must reflect the fact that
there are resource constraints and the benefits of
controls must be considered relative to their costs.
Because of the inherent limitations in all control systems,
no evaluation of controls can provide absolute assurance
that all control issues and instances of fraud, if any,
within the Company have been detected. These inherent
limitations include, but are not limited to, the realities
that judgments in decision-making can be faulty and that
breakdowns can occur because of simple error or
mistake. Additionally, controls can be circumvented by
the individual acts of some persons, by collusion of two
or more people, or by management override of the
control. The design of any system of controls also is
based in part upon certain assumptions about the
likelihood of future events and there can be no assurance
that any design will succeed in achieving its stated goals
under all potential future conditions. Over time, controls
may become inadequate because of changes in
conditions, or the degree of compliance with the policies
or procedures may deteriorate. Because of the inherent
limitations in a cost-effective control system,
misstatements due to error or fraud may occur and not
be detected.
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PART Il

Item 10. Directors, Executive Officers,
Promoters and Control Persons; Compliance
with Section 16(a) of the Exchange Act

Information regarding the directors of ARI, the
Company’s Code of Ethics and compliance with Section
16(a) of the Exchange Act is included in ARI’s definitive
2009 Annual Meeting Proxy Statement, and is
incorporated herein by reference. See “Election of
Directors,” “Section 16(a) Beneficial Ownership
Reporting Compliance” and “Code of Ethics.”
Information with respect to ARI's executive officers is
shown at the end of Part | of this Form 10-K.

Item 11. Executive Compensation

Information  regarding  Executive = Compensation,
Employment Agreements, Compensation of Directors,
Employee Stock Options and other compensation plans is
included in ARI’s definitive 2009 Annual Meeting Proxy
Statement, and is incorporated herein by reference. See
“Executive Compensation” and “Election of Directors.” [This space intentionally left blank.]

Item 12. Security Ownership of Certain
Beneficial Owners and Management and
Related Stockholder Matters

Information regarding beneficial ownership of ARI’s
common stock and common stock authorized for
issuance under equity compensation plans is included in
ARI’s definitive 2009 Annual Meeting Proxy Statement
and is incorporated herein by reference. See “Security
Ownership of Certain Beneficial Owners” and “Equity
Compensation Plan Information.”

Item 13. Certain Relationships and Related
Transactions

Information related to Certain Relationships and Related
Transactions is included in ARI’s definitive 2009 Annual
Meeting Proxy Statement, and is incorporated herein by
reference. See “Certain Transactions.”

Item 14. Principal Accountant Fees and
Services

Information regarding Principal Accountant Fees and
Services is included in ARl's definitive 2009 Annual
Meeting Proxy Statement, and is incorporated herein by
reference. See “Ratification of Independent Auditors.”
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PART IV

Item 15. Exhibits:

Exhibit Number

2.1
2.2
2.3
3.1

3.2
33

4.1
4.2

4.3
4.4
10.1*

10.2*

10.3

10.4

10.5*

Description

Stock Purchase Agreement dated January 26, 2007, by and among OC-Net, Inc., the stockholders of OC-
Net, Inc. and the Company, incorporated by reference to the Company’s Current Report on Form 8-K
filed on January 29, 2007.

Asset Purchase Agreement dated July 1, 2008 between the Company, Eye Communication Systems, Inc.
and John Bessent, incorporated by reference to Exhibit 2.1 of the Company’s Form 8-K filed on July 7,
2008.

Asset Purchase Agreement dated April 27, 2009 by and among the Company, Channel Blade
Technologies Corp., Charles Lewis and Michael Sifen, incorporated by reference to Exhibit 2.1 of the
Company’s Form 8-K filed May 1, 2009.

Articles of Incorporation of the Company, as amended, incorporated herein by reference to Exhibit 3.1
of the Company’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 30, 1999.

Articles of Amendment of the Company, incorporated herein by reference to Exhibit 3.2 of Form 8-K
filed on August 18, 2003.

By-laws of the Company incorporated herein by reference to Exhibit 3.1 of the Company’s Registration
Statement on Form S-l (Reg. No. 33-43148).

Form of Promissory Note of the Company (issued under Exchange Agreement listed as Exhibit 10.4),
incorporated herein by reference to Exhibit 4.1 of the Company’s Form 10-Q for the quarter ended
April 30, 2003.

Promissory Note dated August 7, 2003 payable to WITECH Corporation, incorporated herein by
reference to Exhibit 4.1 of the Company’s Form 8-K filed on August 8, 2003.

Non-Negotiable Secured Subordinated Promissory Note payable to Channel Blade Technologies Corp.,
incorporated by reference to the Company’s Form 8-K filed May 1, 2009.

The Company agrees to furnish to the Commission upon request copies of any agreements with respect
to long term debt not exceeding 10% of the Company’s consolidated assets.

1991 Stock Option Plan, as amended, incorporated herein by reference to Exhibit 10.2 of the
Company’s Form 10-Q for the quarter ended January 31, 1999.

1993 Director Stock Option Plan, as amended, incorporated herein by reference to Exhibit 10.3 of the
Company’s Form 10-Q for the quarter ended January 31, 1999.

Exchange Agreement dated April 24, 2003 between ARI Network Services, Inc., ARl Network Services
Partners, LP, Dolphin Offshore Partners, LP and SDS Merchant Fund, LP, including form of Common
Stock Purchase Warrant (Exhibit B), incorporated herein by reference to Exhibit 10.1 of the Company’s
Form 10-Q for the quarter ended April 30, 2003.

Rights Agreement dated as of August 7, 2003, between the Company and American Stock Transfer &
Trust Company, as Rights Agent, incorporated herein by reference to Exhibit 10.1 of Form 8-K filed on
August 18, 2003.

Summary of Executive Bonus Arrangements (Fiscal 2006), incorporated herein by reference to Exhibit
10.7 of the Company’s Form 10-KSB for the fiscal year ended July 31, 2005.
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Exhibit Number

10.6*

10.7 *

10.8

10.9

10.10
10.11
10.12
10.13
10.14

10.15
10.16

10.17
10.18
10.19

10.20

10.21

10.22

Description

Summary of Executive Bonus Arrangements (Fiscal 2007), incorporated herein by reference to Exhibit
10.8 of the Company’s Form 10-KSB for the fiscal year ended July 31, 2006.

Summary of Executive Bonus Arrangements (Fiscal 2008), incorporated herein by reference to Exhibit
10.9 of the Company’s Form 10-K for the fiscal year ended July 31, 2008.

Summary of Executive Bonus Arrangements (Fiscal 2009).

Letter agreement dated June 25, 2003 between the Company and Ascent Partners, Inc. incorporated
herein by reference to Exhibit 10.1 of the Company’s Form 10-QSB for the quarter ended January 31,
2004.

Credit Agreement dated July 9, 2004 between the Company and Bank One, NA, incorporated by
reference to exhibit 10.14 of the Company’s Form 10-KSB for the year ended July 31, 2004.

Amendment to Credit Agreement dated February 15, 2005, between the Company and JPMorgan
Chase Bank, NA, successor by merger to Bank One, NA., incorporated herein by reference to Exhibit
10.14 of the Company’s Form 10-KSB for the fiscal year ended July 31, 2005.

Continuing Security Agreement dated July 9, 2004, between the Company and JPMorgan Chase Bank,
NA, successor by merger to Bank One, NA., incorporated by reference to Exhibit 10.15 of the
Company’s Form 10-KSB for the year ended July 31, 2004.

Line of credit note dated July 9, 2004 by the Company for $500,000, incorporated by reference to
exhibit 10.16 of the Company’s Form 10-KSB for the year ended July 31, 2005.

Note Modification Agreement dated February 15, 2005 to the Line of Credit Note dated July 9, 2004 by
the Company for $500,000, incorporated herein by reference to Exhibit 10.17 of the Company’s Form
10-KSB for the fiscal year ended July 31, 2005.

Note Modification Agreement dated October 26, 2006, to the Line of Credit Note dated July 9, 2004 by
the Company for $1,000,000, incorporated herein by reference to Exhibit 10.1 of the Company’s Form
8-K filed on October 31, 2006.

Note Modification Agreement dated April 25, 2006 to the Line of Credit Note dated July 9, 2004 by the
Company for $500,000, incorporated herein by reference to Exhibit 10.16 of the Company’s Form 10-
KSB for the fiscal year ended July 31, 2006.

Consulting Agreement dated January 3, 2005 between the Company and Ascent Partners, Inc.,
incorporated by reference to Exhibit 10.1 of Form 8-K filed on January 4, 2005.

First Amendment to Rights Agreement dated November 10, 2005, between the Company and
American Stock Transfer & Trust Company, as Rights Agent, incorporated by reference to Exhibit 10.1
of Form 8-K filed on November 14, 2005.

Amendment to Credit Agreement dated May 10, 2007, between the Company and JP Morgan Chase
Bank, NA, successor by merger to Bank One, NA, incorporated by reference to the Company’s Form 10-
QSB for the quarter ended April 30, 2007.

Note Modification Agreement dated May 10, 2007, between the Company and JP Morgan Chase Bank,
NA, successor by merger to Bank One, NA, incorporated by reference to the Company’s Form 10-QSB
for the quarter ended April 30, 2007.

Note Modification Agreement dated April 25, 2008, between the Company and JP Morgan Chase Bank,
NA, successor by merger to Bank One, NA.

Credit Agreement Amendment dated 4/6/09, incorporated by reference to Form 10-Q for the quarter
ended April 30, 2009.
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ARI

Exhibit Number

10.23*
10.24*
10.25*
10.26*
10.27*

10.28*
10.29*
10.30*

10.31*
10.32*
211
23.1
24.1
31.1
31.2
32.1
32.2
99.1

Description

Change of Control Agreement dated April 1, 2006 between the Company and Brian E. Dearing,
incorporated by reference to Exhibit 10.1 of the Company’s Form 10-QSB for the quarter ended
October 31, 2007.

Change of Control Agreement dated April 1, 2006 between the Company and John C. Bray,
incorporated by reference to Exhibit 10.2 of the Company’s Form 10-QSB for the quarter ended
October 31, 2007.

Change of Control Agreement dated September 13, 2006 between the Company and Roy W. Olivier,
incorporated by reference to Exhibit 10.3 of the Company’s Form 10-QSB for the quarter ended
October 31, 2007.

Change of Control Agreement dated July 31, 2008 between the Company and Robert J. Hipp,
incorporated by reference to Exhibit 10.24 of the Company’s Form 10-K for the year ended July 31,
2008.

Employment Agreement dated March 13, 2008 between the Company and Brian E. Dearing,
incorporated by reference to Exhibit 10.1 of the Company’s Form 10-QSB for the quarter ended
January 31, 2008.

Employment Agreement dated May 1, 2008 between the Company and Roy W. Olivier, incorporated
by reference to Exhibit 10.1 of the Company’s Form 8-K filed on May 2, 2008.

2000 Stock Option Plan, as amended, incorporated by reference to Exhibit 10.1 of the Company’s Form
10-Q for the quarter ended April 30, 2008.

Separation and Consulting Agreement dated June 16, 2009 between the Company and Kenneth S.
Folberg, incorporated by reference to Exhibit 10.1 of the Company’s Form 8-K filed on June 17, 2009.
Employment Agreement dated July , 2008 between the Company and Michael Tenpas.

Change of Control Agreement dated July 31, 2008 between the Company and Michael Tenpas.
Subsidiaries of the Company.

Consent of Wipfli LLP.

Powers of Attorney appear on the signature page hereof.

Section 302 Certification of Chief Executive Officer.

Section 302 Certification of Chief Financial Officer.

Section 906 Certification of Chief Executive Officer.

Section 906 Certification of Chief Financial Officer.

Forward-Looking Statements Disclosure.

* Management Contract or Compensatory Plan.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized, on this 29th day of October 2009.

ARI NETWORK SERVICES, INC.
By: /s/ Roy W. Olivier

Roy W. Olivier
President and Chief Executive Officer

By: /s/ Brian E. Dearing
Brian E. Dearing
Chairman of the Board and Interim Chief Financial Officer

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Roy W.
Olivier and Brian E. Dearing, his true and lawful attorney-in-fact and agent with full power of substitution and
resubstitution, for him and his name, place and stead, in any and all capacities, to sign any and all amendments to this
report and to file the same with all exhibits thereto, and other documents in connection therewith, with the Commission,
granting unto said attorney-in-fact and agent full power and authority to do and perform each act and thing requisite and
necessary to be done, as fully to all intents and purposes as he might or could do in person, hereby ratifying and confirming
all that said attorney-in-fact and agent, or his substitute or substitutes, may lawfully do or cause to be done by virtue
hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Brian E. Dearing October 29, 2009
Brian E. Dearing
Chairman of the Board

/s/ Roy W. Olivier October 29, 2009
Roy W. Olivier

Director

/s/ Gordon J. Bridge October 29, 2009
Gordon J. Bridge
Director

/s/ Ted C. Feierstein October 29, 2009
Ted C. Feierstein
Director

/s/ William C. Mortimore October 29, 2009
William C. Mortimore
Director

/s/ P. Lee Poseidon October 29, 2009
P. Lee Poseidon
Director

30





