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“I have more faith than ever in the Novell business model.
As an infrastructure software company, our enviable roster
of technology partners, our deep techmcal prowess, and
our track record of solving real busmess problems for our
customers is right for the times we live | pn I look forward to
the future—we’re extremely excited and committed to helping
our customers reach their business goals.”

!
Ronald W. Hovsepian |

President and Chief Executive Officer
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Stockholder Letter—Nove!l Annual Report

Dear Stockholders, Novell celebrated an important milestone
in 2008: We marked our 25th anniversary as a company.
And while we have a distinguished past with privileged
relationships arocund the world, it’s our future that excites me
the most. Preparing for that future while delivering on our
fiscal year commitments was our focus in 2008.

Two years ago, we outlined a strategy to get us to long-term, sus-
tainable profitability. | am proud to say that we have substantially
completed this transformation and established a solid founda-
tion for strategic growth. To get there, we sharpened our focus as
an Infrastructure software company and increased our focus on
helping customers lower cost, complexity and risk in their mixed
IT environments.

In 2008, we continued to enhance our organizational model around our
four business units while building a more solutions-centered approach.
Our customers and pariners have told us this approach makes it easier
for them to take advantage of our award-winning technology. Our prod-
uct development, sales and marketing, and back-office functions have
all been improved for effectiveness and efficiency. We realigned Novelle
Services to drive product revenue and 1o suppor our partners. Novell
Services is now focused on driving software growth and additional ser-
vices opponunities for our partners. Finally, we have added new custom-
ers and strategic partners to further increase our husiness mementum.
The results have been tangible on virtually all fronts. We've grown exisi-
ing customer relationships while adding 6,600 new customers. And our
role and promise of value in the overall IT industry is clearer than gver.

Novell: Making IT Work As One’

We have not wavered from the strategy we adopted more than two years
ago: to focus our business model on infrastructure software and to be
the leading provider of the best-engineered Linux and IT management
software. | believe our strategy positions us well to serve our customers
and take advantage of new opportunities. Qur strategy, however, also
needed a powerful, credible, durable and differentiated way of describ-
ing our brand promise io all our stakeholders. We needed a promise
our customers, prospects, partners, employees and investors could
relate to and understand, That's why we adopted our new corporate
positioning: Novelle Making IT Work As Ong, Our brand promise states
that through our infrastructure software and ecosystem of partnerships,
Novell harmoniously integrates mixed IT environments, allowing people
and technology to work as one.

This simple statement clearly declares our category, the critical impaor-
tance of partrers, our unigue differentiator, and that our mission is not just
a technical goal, but a human one as well. This positioning reflects, sup-
ports and enhances our strategy, technical vision, culture, and values.

A Focus on Solutions

The best way to deliver on our commitment of making IT work as one is
to speak in terms customers care about. Customers are looking for real
solutions to real problems—not just a menu of products and technolo-
gies. They are alsc looking for a set of trusted relationships to help them
get the most out of what they have—while delivering real valua,

With this in mind, we introduced a solutions framework in the second
half of 2008, which we wili further expand in 2009. This framework tar-

gets three distinct, yet interrelated, focus areas: Data Center, End-User
Computing, and Identity and Security. Our business units create and
our geographies deliver very specific value and expertise in each of
these areas. Our Data Center solutions, ior example, help organizations
build an agile IT infrastructure, "go green” by addressing power and
space constraints, deliver better performance, and lower IT spending.
In End-User Computing, we help crganizations become more produc-
tive bcth at the individual and team level, deliver a better and more
affordable destop sclution, and help secure and manage multiple end-
user devices. Within our Identity and Security solutions, Novell helps
organizations duild a trusted environment designed to minimize risks
and meel compliance requirements, provide timety and secure access
to information, and reduce the cost and compilexity of ever-increasing
governance rejuirements.

Parinerships a'e an important comerstone of our value and are criticat
to how we deliver on our brand promise. With and through our pariners,
we provide our sofutions to more than 56,000 customers in 43 coun-
tries. In 2008, we deepenad our relationship with strategic IT industry
leaders such as IBM, HR Microsoft, SAP Atos Origin, Accenture, Le-
nove, Dell, Intel, AMD and many more. Additionally, in 2008 we worked
with 3,200 sotution providers, 600 training partners and more than 1,300
technology partners {0 take our solutions to market. Finally, ta deliver on
our promise to customers, we have a strong and world-class services
organization. The Novell Services crganization is built for maximum ef-
fectiveness and-efficiency, and it is focused solely on supporting our
products and selutions, not on competing with our valued pariners.

Our Organizational Model—

Driving Product and Solution Growth

In 2008, we continued to match gur strategic continuity with consistency
in our organizational madel. Our business and product development
model continued to mature with four distingt, yet interrelated, business
unit lines: Open Platform Solutions, Identity and Security Management,
Systerns and Resource Management, and Workgroup. For 2008, we
delivered resulls at or above general marketplace growth in three of
our four business units. Overall, product revenue growth was 8 percent
year-over-year. We achieved this growth while expanding our partner-
ships and building and acquiring new capabilities and technologies
within our business units.

Open Platform Solutions

Within our Open Platiorm Solutions business, our Linux platform product
revenue of US$120 million was up 38 percent from last year, 16 points
higher than the industry growth rate of 22 percent. We gained market
share and addad 3,000 new customers in 2008, further validating that
we have what many believe is the most interoperable and best-engi-
neered Linux platfiorm,

Qur relationshipy with Microseft conlinues to provide value to custom-
ers as evidencud by our business results. Since we signed the original




collaboration agreement with Microsoft in November 2008, we have in-
voiced 81 percent of our original $240 million agreement. Last August, we
announced an extension of that agreerment with the expectation of con-
tinuing the very high customer upiake and the value our interoperability
initiatives with Microsoft are bringing to organizations around the globe,

Our partnerships don't end with Micrasoft, though. This past year, we
deepened our relationshin with SAP, a world leader in business appli-
cation software. SAP recommends our Linux platform as the preferred
Linux operating system for their solutions. To reach the mid-rmarket
space, SAP also recommends our SUSE Linux Enterprise Server as the
exclusive Linux platform 1o run SAP's All-in-One solution.

Finally, within our Cpen Platiorm Solutions business, we now have more
than 2,500 Independent Software Vendor applications certified to run
on the latest versicn of our SUSEe Linux Enterprise platform. Growth that
is outpacing the industry, new customers, powerlul strategic partner-
ships, and a growing number of available applications all point 1o the
powerful business value we bring with our Linux solutions.

Identity and Security Management

Within our Identity and Security Management business, our Identity and
Access Management product revenue was $124 million, up 15 percent
from last year. In addition tc our strong growth in product revenue, we
expanded our partner network with the addition of Atos Origin, Deloitte
and Wipro. These new partnerships resulted in incremental business
and customer signings that include Johnson & Johnson with Deloitte,
Les Schwab with Wipro, and the UK Ministry of Justice with Atos Origin.

In 2008, our Identity and Security Management products continued 1o
receive industry recegnition. The Novell enterprise single sign-on and
user provisioning offerings were assigned to the Leaders quadrant
by the industry research firm Gartner. Finally, we continued to build
our identity and Security Management solutions during 2008 with the
iaunch of two new products. Our Compliance Management Platform
helps customers better monitor network events, and our Novell Access
Governance Suite allows customers tc manage and enforce policies
governing how corporate users access data.

Systems and Resource Management

Product revenue for our Systems and Rescurce Management busi-
ness during 2008 was $170 million, a 15-parcent increase from one
year ago. Our mid-year PlateSpin acguisition contriputed 10 percent of
that increase. PlateSpin was one of two key strategic acquisitions made
to solidify our position in the data center. PlateSpin, acquired in March
2008, provides cross-platform virtualization and workload management
offerings. In November 2008, we acquired Managed Objects, which
adds business service management capabilities to our portfolio and
strengthens our solutions, which help customers gain a unified view of
their IT environment. We also announced a number of key product initia-
tives, including improvements and extensions 10 our Novell ZENworkse
product line. Most recently, we announced Novell ZENworks Application
Virtualization, which helps organizations simplify and accelerate applica-
tion deployment. The ability of our Systems and Resource Management
business to bring value to our customers and to solve ever-increasing
data center challenges has never been stronger.

Workgroup

Product revenue for our Workgroup business during 2008 was $366 mil-
lion, a 2-percent decrease from one year ago. These results were bet-
ter than expected, driven largely by our bundled offering, Novell Open
Workgroup Suite; good performance from Novell GroupWisee; and
a very focused TeleSales organization. We continued to invest in our
Workgroup business in 2008. We acquired SiteScape, which, as part of

Novell Teaming + Canferencing, helps take callaboration to a new level,
New releases in our flagship Novell Open Enterprise Server and Group-
Wise solutions further strengthened these outstanding products, We
believe that GroupWise B is now the most flexible, cross-platform e-mail
and calendaring solution on the market, and that it gives customers a
refiable, innovative solution at a lower overall capital investment than the
leading competitor. Finally, we continue to see strong performance from
Novell Open Workgroup Suite. This suite has been a significant driver for
our Workgroup business, and it includes Novell Open Enterprise Server,
Noveil ZENworks, Novell GroupWise, OpenOffice.org Novell Edition
and SUSE Linux Enterprise Desktop. And most recently, we've made
Novell Teaming + Conferencing available as part of the suite.

Financial Update for the Full Year 2008

Net revenues were $957 million, with a net loss of $9 million, or a $0.02
loss per share. This compares to a net loss for 2007 of $44 million, or a
$0.13 loss per share. Qur 2008 results reflect net restructuring charges
of $29 million. Novell ended the year with a strong balance sheat, re-
porting $1.1 billion in cash and shon-term invesiments. As | mentioned
earlier, we believe that our performance during 2008—along with ex-
panded partnerships, a growing custcmer roster, strategic acquisitions,
and a consistent strategy—position us well for long-term, sustainable
growth and prcfitability.

It would be irresponsible for companies both within the [T sector and
beyond to iry 1o predict what will happen in 2009. | do know, however,
that we are doing the right things for our custcrners, partners and inves-
tors. I'm proud of the Novell team and what we accomplished in 2008,
We are systematically tuming ourselves into a better company in every
aspect of our business: from operations, to the way we innovate and
develop products, to the way we sell and market our sclutions—either
directly or through our partners. In short, we are building the foundation
for long-term success and are delivering on our commitments.

As we look to 2009, | know there will be challenges ahead. These chal-
lenges present an opportunity for all of us, and | believe we are up 1o
the task. We continue to participate in broad and growing markets. We
have oulstanding products and solutions for those markets. Our com-
mitment 1o interoperability and our focus on hetping clients reduce the
cost, complexity and risk of their IT environments is the right message
and value for these times. We believe the best way to serve stockhoid-
ers is by staying focused on the customer agenda. We intend to do just
that. Thank you for your continued trust and confidence in us.

Ronald W. Hovsepian
President and Chief Executive Officer
January 16, 2005
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NOVELL, INC.
FORM 10-K

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of Section 274 of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements. other than statements
of historical fact, regarding our strategy, futire operations, financial position, estimated revenue, projecied costs, projected savings,
prospects, plans, opportunities and objectives constitute forward-looking statements.” The words “may,” "will,” “expect,” “plan,”
“anticipate, " “believe,” "estimate,” "

o

potential,” or “continue” and similar types of expressions identify forward-looking statements,
although not all such statements contain these identifying words. These forward-looking statements are based upon information that is
currently available to us and/or management’s current expectations, speak only as of the date hereof, and are subfect to risks and
uncertainties. We expressly disclaim any obligation, except as required by law, or undertaking to update or revise any forward-
looking statements comtained or incorporated by reference herein 1o reflect any change of expectations with regard thereto or to
reflect any change in events, conditions, or circumstances on which any such forward-looking statement is based, in whole or in part.
Our actual results may differ materially from the results discussed in or implied by such forward-looking statements. We are subject
to a number of risks, some of which may be similar to those of other companies of similar size in our industry, including pre-tax
losses, rapid technological changes, competition, limited number of suppliers, customer concentration, failure to successfully
integrate acquisitions, adverse government regulations, failure to manage international activities, and loss of kev individuals. Risks
that may affect our operating results include, but are not limited to, those discussed in Part I Item 14, titled “Risk Fuctors.” Readers
should carefilly review the risk factors described in this document and in other documents that we file from time to time with the
Securities and Exchange Commission.

PART ]
Item 1. Business
The Company

Through our infrastructure sofiware and ecosystem of business partnerships, we harmoniously integrate mixed information technology
(“IT”} environments, allowing people and technology to work as one. We deliver an interoperable Linux platform and a portfolio of
integrated IT management software that helps customers worldwide reduce cost, complexity and risk. With our 25 years of experience
and our vision of interoperability and flexibility, we deliver powerful, next-generation business infrastructures that enable our
customers to either become or stay competitive.

We were incorporated in the State of Delaware on January 25, 1983 and have established a reputation for innovation and industry
leadership. We currently have approximately 4,000 employees in 57 offices worldwide,

Our business unit segments are Open Platform Solutions, Identity and Security Management, Systems and Resource Management, and
Workgroup. They are described below in more detail.

Open Platform Solutions. We deliver Linux solutions for the enterprise. The SUSE® Linux Enterprise platform underpins all of our
products. SUSE Linux Enterprise is a leading distribution system that focuses considerable effort on interoperability and virtualization
within both open source and proprietary systems and provides ease in usability and management. Our primary Open Platform
Solutions offerings are:

Linux Platform Products:

* SUSE Linux Enterprise Server (“*SLES”) is an enterprise-class, open source server operating system for professional
deployment in heterogeneous (open source and proprietary) IT environments of all sizes and sectors. This operating
system integrates all server-related services relevant to Linux, including integrated virtualization, and constitutes a stable
and secure platform for the cost-efficient operation of IT environments.

» SUSE Linux Enterprise Desktop is a business desktop product that brings together the Linux operating environment with a
complete set of business applications. Included among the more significant business applications are OpenOffice.org (an
office productivity suite), Mozilla's Firefox browser, and Novell Evelution™ , a collaboration tooi for Linux.

Novell Annual Report 2008 1




NOVELL, INC.
BUSINESS (Continued)

The Company (Continued)
Other Open Platform Products:

* openSUSE® is a reliable and secure home computing product, which includes an easy-to-install Linux operating system
that lets users browse the Web, send e-mail, chat with friends, organiz: digital photos, play movies and songs, and create
documents and spreadsheets. It also allows users to host a website or blog, create a home network, and develop their own
applications.

+ SUSE Engineering is specialized product development work we perforra for customers.

Identity and Security Management. Our identity, security, and access management solutions help customers integrate, secure, and
manage IT assets as well as reduce complexity and ensure compliance. Adding this intelligence to every part of a customer’s IT
environment makes their systems more agile and secure. Qur solutions leverage automated, centrally-managed poticies to support the
enterprise. Our primary Identity and Security Management offerings are:

Identity and Access Management products:

* Identity Manager is a powerful data-sharing and synchronization solution, often referred to as a meta-directory solution,
which automaticalty distributes new and updated information across every designated application and directory on a
network. This is designed to ensure that trusted customers, partners, and suppliers are accessing consistent information,

+ Access Manager ™ helps customers maximize access without limiting security or control. It simplifies and safeguards
online asset-sharing, allowing customers to control access to web-bzsed and traditional business applications. Trusted
users gain secure authentication and access to portals, web-based content, and enterprise applications, while 1T
administrators gain centralized policy-based management of authentication and access privileges for web-based
environments and enterprise applications. Access Manager supports a broad range of platforms and directory services.

* SecureLogin is a directory-integrated authentication solution that delivers reliable, single sign-on access across multi-
platform networks, simplifying password management by eliminating the need for users to remember more than one
password.

+ Sentinel ™ automates the monitoring of IT effectiveness allowing users to detect and resolve threats in real-time. Sentinel
also provides documented evidence needed by some users to comply with regulatory and industry compliance
requirements.

Other ldentity and Security Management products:

+ Novell® eDirectory ™ is a full-service, platform-independent directory that significantly simplifies the complexities of
managing users and resources in a mixed Linux, NetWare®, UNIX, and Windows environment. It is a secure, scalable
directory service that allows organizations to centrally store and manage information across all networks and operating
systems and leverage existing 1T investments,

+ Compliance Management Platform is an integrated identity solution which provides “out of the box” compliance assurance
through real-time automation and validation. Uniquely, it enforces business policies and offers wizards to simplify
deployment and configuration. Compliance Management Platform is comprised of Identity Manager, Access Manager and
Sentinel.

Systems and Resource Management. With our systems and resource management solutions, customers can define business and IT
policies to automate the management of multiple IT resources, including the emerging challenge of managing virtual environments.
As a result, customers are able to reduce IT effort, control IT costs, and reduce [T skill requirements to fully manage and leverage
their IT investment. In addition to our existing Systems and Resource Management offerings under the ZENworks® brand, during the
second quarter of fiscal 2008, we acquired PlateSpin ULC, formerly PlateSpin Ltd. {“PlateSpin”), which resulted in additional
products to this business unit segment.

Novell Annual Report 2008 2




NOVELL, INC.
BUSINESS (Continued)

The Company (Continued)

ZENworks management products protect the integrity of networks by centralizing, automating, and simplifying every aspect of
network management, from distributing vital information across the enterprise to maintaining consistent policies on desktops, servers,
and devices on Linux, NetWare, and Windows environments. Systems and Resource Management products include:

« ZENworks Suite provides an automated way to manage complex platforms and system environments. By automatically
applying and enforcing business policies, ZENworks manages IT resources based on user and device identities.

+ ZENworks Patch Management provides rapid patch management, allowing users to proactively manage threats by
automating the collection, analysis, and policy-based delivery of patches throughout the enterprise.

+ ZENworks Asset Management inventories and manages license compliance across the network. It also offers visibility into
both desktop application and server-side application usage trends. ZENworks Asset Management can quickly generate
reports showing which products and types of software are being used most and which are not being used at all.

» ZENworks Linux Management centralizes control across Linux software configurations, from servers to workstations.

« ZENworks Configuration Management features a unique policy-based approach to automate software setup, updates,
healing, and migration for desktop computers. Through policy-based automation of 1T processes, IT skill requirements and
efforts are reduced, optimizing the value of IT assets to control costs. It automatically does the work of the administrator.

» ZENworks Endpoint Security Management allows administrators to protect corporate data and assets both inside and
outside the corporate security perimeter. With patent-pending, location-aware technology, ZENworks Endpoint Security
Management enforces endpoint security via centrally managed policies providing a desired security profile based on where
and how the device accesses the network.

* PlateSpin® Orchestrate allows administrators to manage physical and virtual resources in heterogeneous [T envirenments.

+ PlateSpin Protect empowers enterprises to protect whole server workloads - operating system, applications, and data — and
rapidly recover them using virtuatization. Workloads protected on virtual machines offer one-click failover and extremely
fast recovery times.

+ PlateSpin Migrate is a powerful workload portability and migration software product that remotely decouples wotkloads
from their underlying server hardware. PlateSpin Migrate copies and moves workloads over the network between physical
servers, virtual hosts and image archives, across the broadest range of operating systems and physical hardware.

*» PlateSpin Recon allows server workloads to be streamed between physical servers, blade infrastructures, virtual machines,
and image archives over the network. PlateSpin’s workload portability technology decouples data, applications, and
operating systems from servers, re-configures and optimizes resources, and automatically streams workloads to an
identified physical or virtual platform,

+ PlateSpin Forge® is a consolidated recovery hardware appliance that protects both physical and virtval server workloads
using embedded virtualization technology. In the event of a production server outage or disaster, workloads can be rapidly
activated in the PlateSpin Forge recovery environment and can continue to run as normal until the production environment
is restored. The PlateSpin Forge appliance ships with prepackaged storage, consolidated recovery software, and
virtualization technology that is ready to go out-of-the-box.

Novell Annual Report 2008 3
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BUSINESS (Continued)

The Company (Continued)

Workgroup. We provide comprehensive and adaptable workgroup solutions thai provide all the infrastructure, services, and tools
customers require to effectively and securely collaborate across a myriad of devices. We offer the security, reliability, and
manageability our customers’ employees need to efficiently get their jobs done at lower cost. Qur primary Workgroup products are:

Open Enterprise Server (“OES™) and NetWare-related products:

= OES is a secure, highly available suite of services that provides proven networking, communication, collaboration, and
application services in an open, easy-to-deploy environment. OES provides customers the choice of deploying on either
NetWare or SLES and provides common management tools, identity-based services, and our support.

= NetWare® is our proprietary operating system platform that offers secure continuous access to core network resources
such as files, printers, directories, e-mail, and databases seamlessly across all types of networks, storage platforms, and
client desktops.

* Novell Cluster Services™ is a scalable, highly available Storage Area Network resource management tool that reduces the
administrative costs and complexity of delivering uninterrupted access 1o information and resources.

Collaboration products:

* GroupWise® collaboration products offer both traditional and mobile users solutions for communication over intranets,
extranets and the Internet.

* Teaming + Conferencing allows for social networking within an enterprise where subject matter expeits are easily
identified and where new team workspaces can be easily formed.

Other Workgroup products:

* BorderManager® is a suite of network services used to connect a netvork securely to the Internet or any other network,
allowing outside access to intranets and user access to the Internet.

* Novell Open Workgroup Suite provides organizations of all sizes with a secure, flexible, and cost-effective 1T
infrastructure and a proven set of workgroup services. Unlike a proprietary, Windows-centric solution, the Novell Open
Workgroup Suite is comprised of a package of open standards-based software from our business unit segments. This suite
offers a low-cost, open alternative to Microsoft Corporation (*Microsoft™) products and includes a complete infrastructure
and productivity solution from the desktop to the server and includes OES, GroupWise, ZENworks Suite, SUSE Linux
Enterprise Desktop, and OpenOffice.org for Linux and Windows.

In addition to our technology offerings, within each of our business unit segments we offer a worldwide network of service personnel
to help our customers and third-party partners best utilize our software. We also have partnerships with application providers,
hardware and software vendors, and consultants and systems integrators. In this way, we can offer a full solution 1o our customers,
including:

* Professional services: We provide technical expertise to deliver world-class infrastructure solutions, based on an
innovative approach focused on solving our customers’ business problems. We deliver services ranging from discovery
workshops to strategy projects to solution implementations, alt using a consistent, well-defined methodology. Our
professional services approach is based on a strong commitment to open standards, interoperability, and the right blend of
technology from us and other leading vendors.

* Technical support: We provide phone-based, web-based, and onsite technical support for our proprietary and open source
products through our Premium Service program. Premium Service provides customers with the flexibility to select the
appropriate level of technical support services, which may include stated response times, around-the-clock support, service
account management, and dedicated resources, such as our most expesienced engineers. The Dedicated Support Engineer,
Primary Support Engineer, Advantage Support Engineer, and Account Management programs allow us to build an
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ongoing support relationship with our customers at an appropriate level for their needs. We have committed a significant
amount of technical support resources to the Linux open source platform,

« Training services: We accelerate the adoption and enable the effective use of our products and solutions through the
delivery of timely and relevant instructor-led and technology-based training courses, assessments and performance
services. Programs are either delivered directly to our customers or through our global channel of authorized training
partners. Our courses provide customers with a thorough understanding of the implementation, configuration, and
administration of our products and solutions. Additionally, we offer performance services that provide our customers and
partners with an evaluation of their proficiencies and their knowledge gaps. We also deliver Advanced Technical
Training' ™ at an engineer level to customers and partners on a global basis.

Strategy

Our strategy is to offer solutions that enable our customers to create more agile data centers, improve the productivity of their end-user
computing environments, and maintain a trusted computing platform. A key component of our strategy is to ensure that our critical
product functions work on the Linux platform and other mixed IT environments. We offer customers enterprise infrastructure software
in a flexible combination of open source, mixed-source and proprietary technologies. We also offer a full range of high-quality
services to ensure that customers succeed in their deployments of our solutions. We do this through the delivery of our interoperable
Linux platform and a portfolio of integrated IT management software that helps businesses worldwide reduce cost, complexity, and
risk on virtually any platform. Deployed either directly to our customers or through our global network of partners, our solutions
enable our customers to devote more of their time, energy, and resources on driving their own businesses forward.

We pursue our stralegy through four key areas as follows:
Product Strategy

Our overall products and services strategy is two-fold. First, we offer products and services that will help to broaden and accelerate
both the enterprise adoption of Linux in general, and of SUSE Linux Enterprise in particular. Second, we plan to leverage this
broadening base of Linux implementations to sell our enterprise infrastructure sofiware offerings.

A key enabling element of this strategy is for us to continue to deliver innovative, open source, and open standards-based products that
are easy to deploy, simple to operate, and highly reliable and scalable. By doing so, we will empower IT executives to create more
robust computing environments at a lower cost of operation,

With regard to Linux adoption, we plan to continue our strong support of the open source development community, and of the many
open source organizations and projects to which we presently contribute. We also plan to continue to use our significant engincering
and support resources to encourage customers to adopt Linux. One way we can accomplish this is to develop and sell key product
functions that operate on the Linux platform.

To support the second part of our two-fold strategy — driving sales of enterprise infrastructure software — our plan is to continue
developing and delivering role-based, policy-driven identity management solutions, systems and resource management solutions, and
workgroup solutions. Our design approach involves creating sets of open standards-based, discrete software products that are easy for
customers to implement and that quickly deliver value without further dependence on proprietary software. We use our enterprise
infrastructure software as a basis for establishing and maintaining long-term strategic relationships with key customers.

We utilize our prafessional services to focus our IT services and training expertise on identity management solutions and open source
sofiware adoption; and to provide a full range of support services for all our proprietary, mixed-source, and open source products, all

of which is to drive product sales. Where appropriate, we also augment our offerings and delivery capabilities through acquisitions.

Taken together, we believe the success of these key strategies will provide lasting benefits to our customers and stockholders alike.
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Alliances and Partnership Strategy

We partner with industry leaders in the software, hardware, consulting, and system integration industries to bring to market our
solution offerings. We believe that a well-managed and supported partnership portfolio is critical to our success in today’s competitive
solutions market and helps increase our revenue and customer reach. Qur business partner strategy is based on having a single partner
program with a goal of providing consistent interactions focused on technology enablement, certification, joint marketing, and sales
Initiatives.

To ensure partner efficiency, we have developed a partner ecosystem that combines our knowledge, services, and solutions with that
of our partners to provide customers the ability to adapt to, and profit from, the opportunities that open source and identity solutions
bring to businesses. We contribute to the ecosystem by providing technology, programs, resources, and skills to create solutions and
ensure that customers get the functionality and business value required to improve the bottom line results of their businesses.

At the beginning of fiscal 2007, we entered into a Business Collaboration Agreement, a Technical Collaboration Agreement, and a
Patent Cooperation Agreement with Microsoft (“Microsoft Agreements™) that collectively are designed to build, market and support a
series of new solutions to make our products and Microsoft products work better together for customers. The overarching purpose of
our partnership with Microsoft is to increase the utility, customer value, and penetration of Linux by enabling its interoperation with
Windows in a mixed environment that is easier to maintain and is supported by both us and Microsoft. We believe that our
relationship with Microseft has been, and will continue to be, successful in helping us deliver differentiated value to customers by
giving them greater flexibility and effectiveness in their IT environments. Qur partnersh:p with Microsoft consists of four major
technical collaboration projects:

* Development of technologies to optimize SLES and Windows, each running as guests in a virtualized setting on the other
operating system;

* Development of management tools for managing heterogeneous virtualization environments, to enable each party’s
management toois to command, control, and configure the other party’s operating system in a virtual machine
environment;

* Development of translators to improve interoperability between Microsoft Office and OpenOffice.org document
formats; and

* Collaboration on improving directory and identity interoperability and identity management between Microsoft Active
Directory software and Novell eDirectory software.,

As part of our Microsoft relationship, we have also entered into a collaboration 1o deliver a Silverlight-compatible framework-based
technology for hosting Silverlight interactive applications on Linux. Silverlight is a cross-browser, cross-platform plug-in for
delivering advanced Web content.

in addition, our Business Collaboration Agreement with Microsoft enables Microsoft to distribute certificates that entitle customers to
SLES support from us.

We believe that this partnership addresses pressing, industry-wide issues, puts customers’ needs first, and creates financial and
strategic benefits.

In addition to Microsoft, we have established global strategic ailiances with Accenture Lid. (“Accenture™), Advanced Micro Devices
Inc., Dell Inc. (“Dell”), Hewlett-Packard Co. (“HP”}, International Business Machines Corporation (“IBM™), Intel Corporation,
Lenovo Group Limited, and SAP AG (“SAP™). Additional alliance partners include: Atos Origin S.A. (“Atos Origin™), Cap Gemini
S8.A. (“Capgemini™), Deloitte Touche Tohmatsu, and Oracle Corporation (“QOracle”). These partners are all members of our
PartnerNet® Program and gain value through participating in different partner programs, Solution providers gain access to various
marketing programs that help drive sales volumes. Technology partners receive solution developer toolkits and services that ensure
successful enablement of their technology with our technology. Our training partners have opportunities to increase their skill levels
and provide training services to our customers,
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Multi-channel Sales Strategy

We deliver solutions through direct channels, by serving large organizations directly, with systems integration partners, or through
telemarketing or web sales. We also deliver solutions through indirect channels, serving smatl- and medium-sized organizations
through our channel partners. Our business partner and channel relationships, together with our emphasis on specialization, provide us
a greater presence in the marketplace while lowering our distribution costs. To maximize our reach while ensuring the highest quality
of service to our customers, we provide our channel partners complete access to all of our tools, training, and methodologies.

Personnel Development Strategy

Our employees are our most significant asset. We work continuously to update their skill sets by providing education and training to
improve their productivity. We regularly assess their development progress and focus on key areas as appropriate.

Acquisitions and Dispositions

We typically acquire companies or technologies after we determine that the related products or technology are strategic or
complementary tc our current or future product offerings. For example, during fiscal 2008, we acquired SiteScape, Inc. (“SiteScape™),
a provider of open collaboration software, including Teaming + Conferencing products, and we acquired PlateSpin, a leader in suppon
solutions for complete workload lifecycle management and optimization for Windows, UNIX, and Linux operating systems in the
physical and virtual data center. In November 2008, we acquired Managed Object Solutions, Inc., a provider of business services
management software.

As we determine that parts of our business are no longer strategic to us as a whole, or are not profitable, we will look for alternatives
such as divestitures or other capital structures. For example, during fiscal 2008, we sold our wholly owned Switzerland-based business
consulting subsidiary, Cambridge Technology Partners (Switzerland) SA (“CTP Switzerland™), as we concluded that this operation
was no longer strategic to our business. We also sold our Mexico and Argentina subsidiaries to one of our Latin America distribution
partners as we determined that a distributor-led modet would be a more profitable model to operate our businesses in those regions.

Segment and Geographical Information

Our business unit segments are Open Platform Solutions, Identity and Security Management, Systems and Resource Management, and
Workgroup and are described in more detail above. The business unit segments sell our software and services.

Our performance is evaluated by our Chief Executive Officer and our other chief decision makers {executive leadership team) based
on reviewing revenue and operating income (loss) information before the allocation of common operating expenses for each business
unit segment.

Segment and geographical disclosures for fiscal 2008, 2007, and 2006 are presented in Part (I, [tem 8, Note Z, “Segment Information,”
of the notes to the consolidated financial statements of this report, which is incorporated by reference into this Part 1, Item §.

As our strategy continues to evolve, the way in which management views financial information to best evaluate performance and
operating results may also change.

Product Development

We conduct product development activities throughout the world in order to meet the needs of our worldwide customer base. Our
commitment to déliver world-class products means continued investment in product development. Qur major product development
sites include Provo, Utah; Cambridge, Massachusetts; Toronto, Canada; Nuremberg, Germany; Prague, Czech Republic; Dublin,
[reland; Bangalore, India; and Beijing, China. We also contract some product development activities to third-party developers.
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In addition to technology developed in-house, our products also include technology developed by the open source community. Some
of our product devetopment engineers work as a part of open source development teams across the world. This involvement ensures
our role in leading technical advances, developing new features, and having input over the timing of releases, as well as other
information related to the development of Linux and other open source projects.

Product development expenses for fiscal 2008, 2007, and 2006 are discussed in Part I, Item 7 of this report, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” which is incorporated by reference into this Part I, Item 1.

Sales and Marketing

We sell our software and services primarily to corporations, government entities, educational institutions, independent hardware and
software vendors, resellers, and distributors both domestically and internationally. Our sales and marketing strategy targets customers
seeking solutions in the following three focus areas: data center, end-user computing, and identity and security. Within these focus
areas we market and sell eight distinctive solutions via muiti-channel specialized sales and marketing models. Our partner ecosystem
includes value added partners such as demand agents, vertical market resellers, systems integrator distributors, and original equipment
manufacturers (“OEMSs”) who meet our criteria. We also sell directly to enteiprise customers. We conduct sales and marketing
activities and provide technical support, training, and field service to our customers from our 12 U.S. and 44 international sales
offices.

Distributors. We have established a network of independent distributors who sell our products to resellers, dealers, value added
reselters (“VARs"”} and computer retail outlets. As of October 31, 2008, there were seven U.S. and 130 international distributors.

VARs and Systems Iniegrators. We also sell directly to VARs and systems integralors who provide solutions across muitiple vertical
market segments and whose volume of purchases warrants buying directly from us.

OEMs/Independent Hardware Vendors (“IHVs )Independent Software Vendors (“ISVs"”). We license subsets of products to
domestic and international OEMs/IHVs/ISVs for integration with their products and/or solutions. As of October 31, 2008, we had
agreements with 2,236 IHVs and 1SVs.

End-User Customers. We have assembled worldwide field resources to work directly with enterprise end-users. Additionally, product
upgrades and software maintenance are sold directly to end-users. Customers can also purchase products and services under license
agreemenis through partners or resellers in or near their geographic locations,

Murketing Strategy. OQur marketing strategy is to clearly articulate our value in the markets we choose to serve, and in doing so,
attract and retain satistied customers. To do this, we employ multiple channels of communications to raise awareness, generate
demand, and provide tools tor our multi-channel field sales and services organizations. Qur methods of communication include, but
are not limited to, advertising, press conferences, press releases, direct mail, e-mail blasts, analyst firm briefings, and executive and
sales force communications. We examine and select market opportunities that best fit our current product portfolio and solutions
strengths. This includes researching geographic and industry markets, determining product lifecycle maturity, and assessing
competitive strategies. Our marketing strategy is driven by a key set of metrics that include the measurement of awareness across
geographies, specific lead generation metrics. and deliverables to support the sales process. Our marketing strategy will be successful
if we increase the market’s adoption of our products based on clear market differentiation, improve the success of our sales force by
providing quality training and tools, and shorten the sales cycle by providing convincing evidence of our capabilities to prospective
customers. Qur target marketing audience is the CIO and other senior [T executives responsible for key IT functions across the
enterprise.
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Marketing Initiatives. To more closely align our offerings with customer needs, we developed a series of strategic campaigns that
address customer needs and align them with our capabilities. Specifically, our campaigns are focused on helping customers create a
more agile data center, improve the productivity of their end-user computing environments, and create and maintain a trusted
computing environment. We do this by offering our low cost and enterprise-wide “desktop to data center” Linux platform, together
with our identity, security and systems management offerings used to secure and manage mixed IT environments, and our advanced
workgroup capabilities for file, print, directory, and advanced collaboration. Our marketing campaigns are based on our commitment
to interoperability and our positioning of “Making IT Work As One™". We believe this positioning best serves us in increasing our
relevance to our customers.

Major Customers

No single customer accounted for more than 10% of our revenue in fiscal 2008, 2007, or 2006. During fiscal 2007, we received
$355.6 million in cash payments from Microsoft related to the Microsoft Agreements discussed above, which we have been
recognizing as revenue since the beginning of fiscal 2007. In August 2008, Microsoft agreed to purchase up to $100 million of
additional SLES certificates. Payment will be made in $25 million increments as the certificates are distributed. We received the first
$25 million payment in November 2008. Only this first $25 million payment is nonrefundable.

Manufacturing Suppliers

Our physical products, which consist primarily of discs, manuals, our openSUSE Linux box product, and PlateSpin’s “Forge” product,
are duplicated and manufactured by outside vendors. Multiple high-volume manufacturers are available, though we currently utilize
only one manufacturer for each of these products. We do not rely on a single provider for our raw materials, nor have we encountered
problems with our existing manufacturing suppliers. Total sales of our physical products represent less than 1% of recognized
revenue in fiscal 2008.

Backlog

LLead times for our products are relatively short. Consequently, we do not believe that backlog is a reliable indicator of future revenue
or earnings. Qur practice is to ship products promptly upon the receipt of purchase orders from our customers and, therefore, backlog
is not significant, Because much of the revenue we invoice is deferred and recognized over time, we consider invoicing, or bookings,
to be a key indicator of current sales force performance and future revenue performance.

We have a significant amount of deferred revenue recorded on our consolidated balance sheets, the majority of which relates to
maintenance and subscription contracts which is recognized ratably over the related service periods, typically one to three years, and
does not pertain to unshipped product. Deferred revenue related to the Microsoft Agreements is recognized ratably over various
related service periods, which can extend up to five years.
Competition
The market for all of our business unit segments is highly competitive and subject to rapid technological change. We expect
competition to continue to increase both from existing competitors and new market entrants. We believe that competitive factors
common to all of our segments include the following:

« our ability to preserve our traditional customer base;

* our ability to sell overall solutions comprised of products and services provided by us and our partners;

* the timing and market acceptance of new solutions developed by us and our competitors,

b

* brand and product awareness;
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» the ability of Linux and open source solutions to provide a lower total cost of ownership;
* the ability of our suite of products and solution offerings to solve customer problems;
* our ability to establish and maintain key strategic reiationships with distributors, resellers, I1SVs, and other partners; and
* the pricing of our products and services and the pricing strategies of our competitors.

Primary competitors of our Identity and Security Management and Systems and Resource Management business unit segments include
Microsoft, IBM, Sun Microsystems, Inc (“Sun”), Oracle, HP, Symantec (Altiris, Inc.} (“Symantec™), Avocent (LANDesk, Inc.)
(“Avocent”), and Computer Associates. Primary competitors for our Linux and platform services solutions include Microsoft and Red
Hat, Inc. (“Red Hat"). The primary competitors for our Workgroup products are Microsoft and IBM.

One pervasive factor facing us and all companies doing business in our industry is the dominance of Microsoft. However, in
November 2006, we entered into a set of broad business and technical collaboration agreements with Microsoft to build, market, and
support a series of new solutions designed to make our products work better with Microsoft’s products. Under these agreements,
Microsoft agreed to covenant with our customers not to assert its patents against our customers for their use of our products and
services for which we receive revenue directly or indirectly, with certain exceptions, while we agreed to covenant with Microsoft’s
customers not to assert our patents against Microsoft’s customers for their use of Microsoft products and services for which Microsoft
receives revenue directly or indirectly, with certain exceptions. In addition, we and Microsoft each irrevocably released the other
party, and its customers, from any liability for patent infringement arising prior to November 2, 2006, with certain exceptions. We
will continue to compete with Microsoft, but through these agreements, Microsoft can serve as an important indirect source for our
Linux sales.

Copyright, Licenses, Patents, and Trademarks

We rely on copyright, patent, trade secret, and trademark law, as well as provisions in our license, distribution, and other agreements
to protect our intellectual property rights. Our portfolio of patents, copyrights, and trademarks as a whole is material to our business
but no individual piece of intellectual property is critical to our business. We have what we consider to be valuable patents and have
numerous other patents pending. No assurance can be given that the pending patents will be issued or, if issued, will provide
protection for our competitive position. Notwithstanding our efforts to protect our intellectual property through contractual measures,
unauthorized parties may still attempt to violate our intellectual property rights.

Our business includes a mix of proprietary offerings and offerings based on open source technologies. With respect to proprietary
offerings, we perform the majority of our development efforts internally, but we also acquire and license technologies from third
parties. No one license is cnitical to our business. Our open source offerings are primarily comprised of open source components
developed by independent third parties over whom we exercise no control. The collective licenses to those open source technologies
are critical to our business. 1 we are unable to maintain licenses to these third-party open source materials, our distribution of relevant
offerings may be delayed until we are able to develop, license, or acquire replacement technologies. Such a delay could have a
material adverse impact on our business.

In November 2005, Open Invention Network, LLC ("OIN”) was established by us, IBM, Koninklijke Philips Electronics N.V.
(“Philips™), Red Hat and Sony Corporation (“Sony™). OIN is a privately-held company that has and will acquire patents to promote
Linux and open source by offering its patents on a royalty-free basis to any company, institution or individual that agrees not to assen
its patents against the Linux operating system or certain Linux-related applications. In addition, OIN, in its discretion, will enforce its
patents to the extent it believes such action will serve to further protect and promote Linux and open source. In fiscal 2007, NEC
Corporation became an investor in OIN, with the same rights, privileges and obligations as the original investors.

The software industry is characterized by frequent litigation regarding patent, copyright, and other intellectual property rights, and
trends suggest that this may increase. From time to time, we have had infringement claims asserted by third parties against us and our
products. While there are no known pending or threatened claims against us for which we expect to have an unsatisfactory resolution
that would have a material adverse effect on our results of operations and financial condition, there can be no assurance that such
claims will not be asserted, or, if asserted, will be resolved in a satisfactory manaer. In addition, there can be no assurance that third-
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parties will not assert other claims against us with respect to any third-party technology. In the event of litigation to determine the
validity of any third-party claims, such litigation could result in significant expense to us and divert the efforts of our technical and
management personnel, whether or not such litigation is determined in our favor.

In the event of an adverse result in any such litigation, we could be required to expend significant resources to develop non-infringing
technology or to obtain licenses to the technology that was the subject of the litigation. There can be no assurance that we would be
successful in such development or that any such licenses would be available.

In addition, the laws of certain countries in which our products are ot may be developed, manufactured, or sold may not protect our
products and intellectual property rights to the same extent as the laws of the U.S.

Seasonality

All segments of our business often experience a higher volume of invoicing at the end of each quarter due to the spending cycles of
our customers and'the negotiation patterns typical in the software industry.

Corporate Information

Novell was incorporated in Delaware on January 25, 1983. Our headquarters and principal executive offices are located at 404
Wyman Street, Suite 500, Waltham, MA 02451, Our telephone number at that address is (781) 464-8000. We also have offices located
in Provo, Utah, telephone number (801) 861-7000. Our website is www.novell.com.

Our Annual Report, Securities and Exchange Commission (*SEC™) filings, earnings announcements, and other financial information
are available on our Investor Relations website URL at http://www.novell.com/ir. We make our annual, quarterly, and current reports,
including any amendments to those reports, freely available on our website as soon as reasonably practicable after they are filed with
or furnished to the SEC. This and other information that we file with or furnish to the SEC is also freely available on the SEC’s
website at www.scc.gov. Mailed copies of these reports, including exhibits, can be obtained free of charge through our automated
telephone access system at (800) 317-3195 or by emailing our investor relations department at irmail@novell.com. The information
on our website, including the documents identified above, is not and should not be considered part of this Annual Report on Form 10-
KK and our website addresses are intended to be an inactive textual reference only.

Employees

As of November 30, 2008, we had approximately 4,000 employees. None of our employees are represented by a labor union, and we
consider our employee relations to be good.

Competition for personnel of the highest caliber is intense in the software industry. To make a long-term relationship with us
rewarding, we endeavor to give our employees chailenging work, educational opportunities, competitive wages, sales commission
plans, bonuses, and opportunities to participate financially in our success through stock option, restricted stock unit and stock purchase
plans.
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Executive Officers of the Registrant

Set forth below are the names, ages, and titles of the persons currently serving as cur executive officers.

Name Age : Position

Ronald W. Hovsepian ........ccceovrniniiiieceeeeeeceeeeinn 47 President and Chief Executive Officer

John Dragoon ... 48 Senior Vice President and Chief Marketing Officer
Alan J. Friedman.............covvnvcieeeiceeceeeeeesre s 60 Senior Vice President, People

Dr. Jeffrey Jaffe .........cccocooiiiiiiinniciveinecsceeeeee. 34 Executive Vice President and Chief Technology Officer
Colleen O’Keefe ...ovvvvverccccrvrecrrncesr s, 52 Senior Vice President of Services

Dana C. Russell.......ccoooviivvercnerenc e 47  Senior Vice President and Chief Financiat Officer

Scott N. Semiel. ..o enns 52 Senior Vice President, General Counsel and Secretary

Ronald W. Hovsepian

Ronald W, Hovsepian has served as one of our directors and as our President and Chief Executive Officer since June 2006.
Mr. Hovsepian served as our President and Chief Operating Officer from October 2005 to June 2006. From May 2005 to November
2005, Mr. Hovsepian served as Executive Vice President and President, Worldwide Field Operations. Mr. Hovsepian joined us in June
2003 as President, Novell North America. Before coming here, Mr. Hovsepian was a Managing Director with Bear Stearns Asset
Management, a technology venture capital fund, from February 2002 to December 2002, From March 2000 to February 2002,
Mr. Hovsepian served as Managing Director for Internet Capital Group, a venture capital firm. Prior to that, Mr. Hovsepian served in a
number of executive positions with IBM over an approximate 17-year period. Mr. Hovsepian is also the non-employee chairman of
the Board of Directors of Ann Taylor Corporation.

John Dragoon

John Dragoon has served as our Senior Vice President and Chief Marketing Officer since March 2006. Mr. Dragoon joined us in
October 2003 as Vice President, Worldwide Field Marketing. Prior to joining us, from April 2002 to September 2003, Mr. Dragoon
was the senior vice president of marketing and product management at Art Technology Group, a provider of Internet commerce,
service, and marketing solutions and from April 2001 to March 2003 served as vice president, operations, of Internet Capital Group, a
venture capital firm. Prior to his tenure at Internet Capital Group, Mr. Dragoon served in a number of sales and marketing positions at
IBM from 1984 to 2000.

Alan J. Friedman

Alan I, Friedman became Senior Vice President, People in July 2001 in connection with our acquisition of Cambridge Technology
Partners (*Cambridge™). Mr. Friedman served as Cambridge’s Senior Vice President of Human Resources, Enterprises Learning and
Knowledge Management from January 2000 to July 2001, and had joined Cambridge in December 1999 as Vice President of Learning
and Knowledge Management. Prior to joining Cambridge, Mr. Friedman was Senior Vice President of Human Resources for Arthur
D. Little, Inc., a consulting firm, from June 1993 to December 1999.

Dr. Jeffrey Jaffe

Dr. Jetfrey Jaffe, our Executive Vice President and Chief Technology Officer, jeined us in November 2005. From October 2001 to
October 2005, Dr. Jaffe served as President of Bell Labs Research and Advanced Technologies. Prior to that, Dr. Jaffe held a variety
of technical and management positions with [BM, most recently serving as general manager of IBM’s SecureWay business unit,
where he was responsible for IBM’s security, directory, and networking software business.

Colleen O 'Keefe

Colleen O’Keefe joined us in December 2006 as Novell’s Senior Vice President of Services to oversee our global technical support
group, which provides onsite and remote support services, technical training services, and professional services to customers, Prior to
Jjoining us, from September 2002 to November 2006, Ms. O’Keefe held several key leadership positions at NCR Corporation in the
Payment Solutions and Worldwide Services divisions. From September 1999 o March 2002, she served as senior vice president,
Customer Services, at Global Crossing. In addition, Ms. Q’Keefe served in a munber of positions in the telecommunications industry,
including 18 years at Southern New England Telephone and two years at AT&T.
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Dana C. Russell

Dana C. Russell has served as our Senior Vice President and Chief Financial Officer since February 2007. Prior to that, Mr. Russell
served as our Vice President and Interim Chief Financial Officer from June 2006 to February 2007, and as Vice President of Finance
from March 2000 to June 2006. Mr. Russell served as the Corporate Controller from June 2003 to June 2006, and was also the
Treasurer from December 2005 to June 2006. Mr. Russell joined us in 1994. Prior to joining us, Mr. Russell worked at Price
Waterhouse in Salt Lake City. Mr. Russell is a CPA licensed in the State of Utah.

Scott N. Semel :

Scott N. Semel joined us in September 2008 as our Senior Vice President, General Counsel and Secretary. Prior to joining us, Mr.
Semel was Chief Legal Officer and Corporate Secretary at Tele Atlas N.V., a Dutch Euronext company, from late 2006 to June 2008.
Mr. Semel also engaged in the private practice of law with GTC Law Group LLC, a boutique law firm which specializes in IP
strategy, mergers and acquisitions, and business and technology transactions, during 2006. Mr. Semel served as Vice President,
General Counsel and Secretary to Ascential Software Corporation, a NASDAQ listed company, from 2001 through April 2005, when
Ascential was sold to [BM, after which Mr. Seme! served as Associate General Counsel-Legal Transition Executive at IBM. Prior to
that, he served as Vice President, General Counsel and Secretary to NaviSite, Inc., a NASDAQ listed company. Prior to that, he also
served as general counsel to other public and private companies afier engaging in the private practice of law.

Item 1A. Risk Factors

We may experience difficulties, delays or unexpected costs in completing our cost reduction and sales growth strategic initiatives and
mav not achieve the anticipated benefits of these initiatives.

We previously announced four strategic initiatives as part of our plan to increase profitability through revenue growth and cost
reduction. These initiatives include a major shift in our sales strategy from direct to indirect sales; a shift to offshore research and
development teams to assume functions previously handled in more expensive environments; a move to a shared services model for
our financial and administrative functional support in order to reduce costs; and aligning our services business with each business unit
segment to drive product revenue. We may not realize, in full or in part, the anticipated benefits from one or more of these initiatives,
and other events and circumstances, such as difficulties, delays or unexpected costs, may occur which could result in our not tealizing
all or any of the anticipated benefits. If we are unable to realize these benefits, our ability to continue to fund our planned business
activities may be adversely affected. We are also subject to the risk of business disruption in connection with our strategic initiatives,
which could have a material adverse effect on our business, financial condition, and operating resuits.

We may not be able to attract and retain new customers through our indirect sales strategy, which may result in decreased or
Jluctuating revenue.

Qur ability to attract and retain new customers and achieve significant revenue growth in the future will depend in large part on our
abilitv to continue to establish and maintain strategic distribution and other collaborative relationships with industry-leading hardware
manufacturers, distributors, software vendors and enterprise solutions providers such as Microsoft, SAP, Dell, HP, IBM, Capgemini,
Atos Origin, Accenture and other third parties that are willing to recommend, design and implement solutions that include our
products. These relationships allow us to offer our products to a much larger customer base than we would otherwise be able to reach
through our direct sales and marketing efforts. We are currently investing, and plan to continue to invest, significant resources to
develop these distribution relationships. There can be no assurance, however, that we will be able to retain or attract a sufficient
number of existing or future distribution partners or that such partners will recommend, or continue to recommend, our products. Our
inability to establish or maintain successful relationships with distribution partners could have a material adverse effect on our
business, financial condition, and operating results.
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Qur reliance on an indirect sales channel for the distribution of our products could adversely affect the sales of our products.

We use a variety of distribution methods to sell our products, including indirect shannel partners, such as third-party OEMs, reselters
and distributors. A number of our indirect channei partners, in turn, distribute our products via their own networks of channel partners
(e-g., distributors and resellers) with whom we have no direct relationship. The distribution of our products through indirect channel
partners presents a number of special risks, including but not limited to:

*» our lack of control over the delivery of our products to end-users;
+ the ability of resellers and distributors to terminate their relationships with us on short notice;

* the failure of our indirect channel partners to market or support our products effectively or to release their products that are
embedded with our products in a timely manner;

+ our inability to effectively manage conflicts between our indirect channel partners and the end-users of our products;
= the impact of economic conditions or industry demand on our indirect channel partners; and
+ the failure of indirect channel partners to devote sufficient resources t> marketing and supporting our products,

As a result of these risks, revenues derived from indirect channel partners may fluctuate significantly, which could have a material
adverse effect on our business, financial condition, and operating results,

Our inability to renew SLES subscriptions with those customers who have received SLES certificates from Microsoft would adversely
affect our future sales and profitabiliry.

The Microsoft Agreements have been a significant factor in the growth of owr product revenue and the increase in our gross and
operating margins. We expect, barring unforeseen circumstances, to continue to benefit from the Microsoft Agreements in fiscal 2009.
Most of the Microsoft SLES certificate sales have been three-year arrangements that will begin to expire in the first quarter of fiscal
2010. Accordingly, the ongoing financial benefit of the Microsoft Agreements will depend on our ability to renew SLES subscriptions
with those customers who received SLES certificates from Microsoft and the pricing we are able to obtain in connection with such
renewals. If we are unable to renew the SLES subscriptions as they expire, o if renewed subscriptions are at a lower price than
Microsoft paid us for the SLES certificates, our financial results could be adversely affected if we cannot replace the revenue and
profits associated with the SLES certificates sold to, and distributed by, Microsoft with sales and profits from our other products.

Cur OES and NetWare-related revenue stream may decline at accelerated rates.

Sales of our OES and NetWare-related products have been declining for many vears and declines at accelerated rates could offset or
out-pace the growth in our other products. Although our strategy is to stabilize these sales declines with new product releases and
other efforts, combined OES and NetWare-related license and maintenance revenue declined by $8.1 million, or 4%, in fiscal 2008,
compared to fiscal 2007. If our strategy proves to be unsuccessful, our combined OES and NetWare-related revenue stream may
decline more rapidly than the growth of revenue streams from our other products, which could have a material adverse effect on our
business, financial condition, and operating results,

If our Open Platform Solutions, Identity and Security Management and Systems and Resource Management business unit segments do
not grow at the rates we anticipate, our results will be negatively impacted.

Our growth strategy focuses on three specific business unit segments: Open Platform Solutions, Identity and Security Management,
and Systems and Resource Management, with a specific emphasis on open source platforms. We have focused on these businesses
because we believe that they represent the best opportunity for us to profitably grow our revenue. Qur ability to achieve success with
this strategy is dependent on a number of factors including, but not limited to, the following:

» the growth of these markets;

= our development of key products and upgrades;
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« the acceptance of our products particularly by enterprise companies, large industry partners and major accounts;
« the decisions by customers to upgrade from older versions of our products to newer versions; and
+ the willingness of our distribution partners to sell our products.

If any of the business unit segments mentioned above do not grow at the rates we anticipate, our business, financial condition, and
operating results could be adversely affected.

The success of our acquisitions is dependent on our ability to integrate personnel, operations, and technology, and if we are not
successful, our revenue will not grow at the rate we anticipate.

Achieving the benefits of acquisitions depends in part on the successful integration of personnel, operations and technology. The
integration of acquisitions is subject to risks and requires significant expenditure of time and resources. The challenges involved in
integrating acquisitions include the following:

+ obtaining synergies from the companies’ organizations and service and product offerings effectively and quickly;

» bringing together marketing efforts so that the market receives useful information about the combined companies and their
products;

« coordinating sales efforts so that customers can do business easily with the combined companies;
« integrating product offerings, technology, back office, human resources, and accounting and financial systems;

« assimilating employees who come from diverse corporate cultural backgrounds into a common business culture revolving
around our business unit segments; and

« retaining key officers and employees who possess the necessary skills and experience to quickly and effectively transition
and intégrate the businesses.

Failure to effectively and timely complete the integration of acquisitions could materially harm the business and operating results of
the combined companies. Furthermore, we may assume significant liabilities in connection with acquisitions and/or incur substantial
accounting charges for restructuring and related expenses, write-off of purchased in-process research and development, impairment of
goodwill, amortization of intangible assets, and stock-based compensation expense. Using our cash on acquisitions may prevent us
from pursuing other business opportunities.
We may not be able to successfully compete in a challenging market for infrastructure software services.
The industries we compete in are highly competitive. We expect competition to continue to increase both from existing competitors
and new market entrants. Our competitors include, but are not limited to, Microsoft, Oracle, IBM, Sun, HP, Symantec, Avocent, and
Computer Associates. Qur primary competitor in the Linux market is Red Hat. Many of our competitors have greater financial,
technical and marketing resources than we have. We believe that competitive factors commeon to all of our segments include:

+ the pricing of our products and services and the pricing strategies of our competitors;

+ the timi‘_ng and markel acceptance of new products developed by us and our competitors;

» brand and product awareness;

= the performance, reliability and security of our products;

= the ability to preserve our legacy customer base;

+ the impact of current macroeconomic conditions on our customers or competitors that could increase pricing and other
pressures;
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* our ability to establish and maintain key strategic relationships with distributors, resellers, and other partners; and
+ our ability to attract and retain highly qualified development, services. and managerial personnel,
Our inability to meet customer demand for technical support services could adversely affect our customer relationships.

We offer technical support services with many of our products. There may be situations where we are unable to respond quickly
enough to accommodate short-term increases in customer demand for support services. We also may be unable to modify the format
of our support services to compete with changes in support services provided by our competitors. Any failure to maintain adequate
customer support could cause customer dissatisfaction, result in reduced sales of products and reductions in the renewals of software
maintenance and support agreements, and, accordingly, have a material advesse affect on our business, financial condition, and
operating results.

Our inability to maintain a strong brand could impact our future success.

We believe that the future success of our business depends on our ability to maintain and enhance our brand. If we fail to promote and
maintain our brand, we may not be able to expand our customer base or attract talented employees, and our business, financial
condition, and operating results could be materially and adversely affected.

We have experienced, and may continue to experience, delays in the introduction of new products due 1o various factors, which results
in lost revenue.

In the past we have experienced delays in the introduction of new products due to a number of factors including: the complexity of
software products, the need for extensive testing of software to ensure compatibility of new releases with a wide variety of application
software and hardware devices, the need to debug products prior to extensive distribution, and with regard to our open source
products, our increasing reliance on the work of third parties not employed by us. Our open source offerings depend to a large extent
on the efforts of developers not employed by us for the creation and modification of open source technologies. For example, Linus
Torvalds, the original developer of the Linux kernel, and a small group of engineers, many of whom are not employed by us, are
primarily responsible for the development and evolution of the Linux kernel that is a key component of our OES and SUSE Linux
Enterprise offerings. The timing and nature of new releases of the Linux kemnel are controlled by these third parties. Delays in
developing, completing, or shipping new or enhanced products could continue to result in delayed or reduced revenue for those
products and could adversely impact customer acceptance of those offerings.

Increasing our foreign research and development operations exposes us to risks that are beyond our control and could affect our
ability to operate successfully.

In order to enhance the cost-effectiveness of our operations, we have shifted portions of our research and development operations to
jurisdictions outside of the United States. The transition of even a portion of cur research and development operations to a foreign
country involves a number of iogistical and technical challenges that could result in product development delays and operational
interruptions, which could reduce our revenues and adversely affect our business. We may encounter comptications associated with
the set-up, migration and operation of business systems and equipment in expanded or new facilities. This could result in delays in our
rescarch and development efforts and otherwise disrupt our operations. If such delays or disruptions occur, they could damage our
reputation and otherwise adversely affect our business, financial condition, and operating results.

We cannot be certain that any shifts in our operations to offshore jurisdictions will ultimately produce sustained cost savings. We
cannot predict the extent of government support, availability of qualified workers, future labor rates, or monetary and economic
conditions in any offshore location where we may operate.

The relocation of labor resources may have a negative impact on our existing employees, which could negatively impact our
operations. In addition, we will likely be faced with competition in these offshore markets for qualified personnel, including skilled
design and technical personnel, and we expect this competition to increase as other companies expand their operations offshore, If the
supply of qualified personnel becomes limited due to increased competition o1 otherwise, it could increase our costs and employee
turnover rates.
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We rely on software licensed from third parties, including open source contributions of third-party programmers and corporations.

We use various types of software licensed from unaffiliated third parties. Our open source offerings, for example, are primarily
comprised of open source components developed by independent third parties over whom we exercise no control. The collective
licenses to third-party technologies are critical to our business. If we are unable to maintain licenses to third-party materials, our
distribution of relévant offerings may be delayed until we are able to develop, license, or acquire replacement technologies. Such a
delay could have a material adverse impact on our business.

In addition, if key, or a significant percentage of, developers or corporations decide 1o cease development of the Linux kernel or other
open source software, or if we are unable to maintain licenses to proprietary software or such software is no longer available to us on
commercially reasonable terms, we would have to either rely on another party (or parties) to develop these technologies, develop them
ourselves, or adapt our product strategy accordingly. This could increase our development expenses, delay our product releases and
upgrades, and adversely impact customer acceptance of our relevant offerings.

We mav not be able to attract and retain qualified personnel because of the intense competition for qualified personnel in the software
industry.

Qur ability to maintain our competitive technological position depends, in large part, on our ability to attract and retain highly
qualified development, services, and managerial personnel. Competition for personnel of the highest caliber is intense in the software
industry. The loss of certain key individuals, or a significant group of key personnel, would adversely affect our performance. The
failure to successfully hire snitable replacements in a timely manner could have a material adverse effect on our business, financial
condition, and operating results.

If third parties claim that we infringed upon their intellectual property, our ability to use some technologies and products could be
limited and we may incur significant costs to resolve these claims.

Litigation regarding intellectual property rights is commen in the software industry. We have from time to time reccived letters or
been the subject of claims suggesting that we are infringing upon the intellectual property rights of others. In addition, we have faced
and expect to continue to face from time to time disputes over rights and obligations concerning intellectual property. The cost and
time of defending ourselves can be significant. If an infringement claim is successful, we and our customers may be required to obtain
one or more licenses from third parties, and we may be obligated to pay or reimburse our customers for monetary damages. In such
instances, we or our customers may not be able to obtain necessary licenses from third parties at a reasonable cost or at all, and may
face delays in product shipment while developing or arranging for alternative technologies, which could adversely affect our operating
results.

In the event claims for indemnification are brought for intellectual property infringement, we could incur significant expenses, thereby
adversely affecting our operating results.

We indemnify customers against certain claims that our products, including open source components thereof, infringe upon the
intellectual property rights of others. Although indemnification programs for proprietary software are common in our industry,
indemnification programs that cover open source sofiware are less so. In the event that we are required to indemnify our customers
against claims for intellectual property infringement, we could incur significant expense reimbursing customers for their legal costs
and, in the event those claims are successful, for damages.

Legal actions taken by claimants alleging intellectual property infringement could adversely affect our revenue and business plan if
these legal actions cause a reduction in demand for our SUSE Linux and Ximian® products.

In January 2004, The SCO Group, Inc. (“SCO™) filed suit against us in Utah State Court and the case was later removed (o the U.S.
District Court in Utah (See Note S, “Legal Proceedings,” in the consolidated financial statements). SCO’s complaint asserted
ownership of UNIX copyrights and further alleged that our public statements and filings regarding the ownership of the copyrights in
UNIX have harmed SCO’s business reputation and affected its efforts to protect its ownership interest in UNIX and UnixWare. In
August 2007, the U.S. District Court granted us summary judgment against SCO, concluding that we retained ownership of the UNIX
copyrights, and dismissed SCO’s claims against us. SCO has recently appealed the final judgment of the District Court. 1f SCO is able
to successfully appeal the District Court’s decision, and then succeed on its claims before a jury, our future revenue and business plans
could be adversely |affected.
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Matters related to or arising out of our historical stock-based compensation practices, including government actions, litigation
matters, and downgrades in our credit ratings, could have a material adverse effect on our business, financial condition, operating
results and cash flows.

Our historical stock-based compensation practices have exposed us to risks associated with the judgments we made historically as well
as those made as a result of our review of those practices. Having determined that the amounts of stock-based compensation expense
that should have been recognized in certain historical periods were not material to those periods on either a quantitative or qualitative
basis, we made adjustments in accordance with applicable accounting rules. We did not restate our consolidated financial statements
for those prior periods. While we believe that we have made appropriate judgments regarding materiality and in determining the
correct measurement dates for our stock-based compensation awards, the Internal Revenue Service (“IRS”) may disagree with our
Jjudgments. The IRS has not, to our knowledge, expressed any disagreement with our judgments, but if the IRS were to do so, we may
incur additional expenses as a result of different tax decisions or other actions not currently contemplated.

As discussed in Part 11, Item 8, Note S, “Legal Proceedings,” of this report, derivative actions were filed against us and our current and
former officers and directors relating to our historical stock-based compensation practices. The plaintiffs in some of these actions have
voluntarily dismissed their claims. No assurance can be given regarding the cutcomes of the remaining pending litigation or any
possible government actions relating to our historical stock-based compensation practices. The resolution of such matters tnay be time
consuming and expensive, and may distract management from the conduct of our business. Furthermore, if we are subject to adverse
findings in litigation or government actions, we could be required to pay damages or penalties or have other remedies imposed, which
could harm our business, financial condition, operating results and cash flows.

We may not be able to protect our confidential information, and this could adversely affect our business.
We generally enter into contractual relationships with our employees to protect cur confidential information. The misappropriation of
our trade secrets or other proprietary information could harm our business. In addition, we may not be able to timely detect
unauthorized use of our intellectual property and take appropriate steps to enforce our rights, In the event we are unable to enforce
these contractual obligations and our intellectual property rights, our business could be adversely affected.
Our financial and operating results may fluctuate from quarter to quarter, which may cause the price of our common stock to decline.
Our financial and operating results may fluctuate from quarter to quarter due to a variety of factors including, but not limited to, the:

» timing of orders from customers and shipments to customers;

» decisions of our current and future customers not to renew their subscription agreements with us;

* impact of foreign currency exchange rates on the price of our products in international locations;

* inability to respond to the decline in revenue through the distribution channel; and

+ inability to deliver products that are satisfactory to our customers and distribution partners.
In addition, we often experience a higher volume of revenue at the end of each quarter. Because of this, fixed costs that are out of line
with revenue levels may not be detected until late in any given quarter and operating results could be adversely affected. Due to these
factors or other unanticipated events, our financial and operating results in any ore quarter may not be a reliable indicator of our future
performance.
I our goodwill or intangible assets become impaired we may be required to record a significant charge to earnings.
Under generally accepted accounting principles, we review our intangible assets for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable. Goodwill is tested for impairment at least annually. In determining
whether an asset is impaired, we must make assumptions regarding recoverability of costs, estimated future cash flows from the asset,
intended use of the asset and other related factors. Fair values are estimated using the combination of a discounted cash flow
methodology and a market analysis and averaging the results. Factors that may be considered a change in circurnstances, indicating

that the carrying value of our goodwill or amortizable intangible assets may not be recoverable, include a decline in stock price and
market capitalization, reduced future cash flow estimates, and slower growth rates in our industry, We may be required to record a
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significant charge in our financial statements during the period in which any impairment of our goodwill or amortizable intangible
assels is determined, negatively impacting our operating results.

Because we recognize revenue from maintenance and subscriptions over the term of the agreements, downturns or upturns in sales
may not be immediately reflected in our operating results.

We generally recognize maintenance and subscription revenue from customers ratably over the term of their agreements, which are
generally one to three years. As a result, much of the revenue we report in each quarter is deferred revenue from maintenance and
subscription agreements entered into during previous quarters. Consequently, a decline in maintenance and/or subscriptions sales in
any one quarter will not necessarily be fully reflected in the revenue in that quarter and will negatively affect our revenue in future
quarters. In addition, we may be unable to adjust our cost structure to reflect this reduced revenue. Accordingly, the effect of
significant downturns in sales and market acceptance of our products may not be fully reflected in our operating results until future
periods. Our maintenance and subscription model also makes it difficult for us to rapidly increase our revenue through additional sales
in any period, as revenue from new customers must be recognized over the term of the applicable agreement.

We may experience risks in our investments due to changes in the market, which could adversely affect the value or lquidity of our
investments.

At October 31, 2008, we had $1.1 billion in cash, cash equivalents and short-term investments. We maintain a portfolio of cash
equivalents and short- and long-term investments in a variety of securities that may include commercial paper, certificates of deposit,
money market funds and government debt securities. These available-for-sale investments are subject to interest rate risk, credit risk,
and general market risk and may decline in value.

For example, we have eight auction rate securities (“ARSs”) that are classified as long-term investments on our consolidated balance
sheets. During fiscal 2008, we recorded an other-than-temporary impairment charge of $28.7 million on these securities based on our
assessment that it is likely that the fair value of the ARSs will not fully recover in the foreseeable future, given a combination of
factors, including the duration, severity and continuing declining trend of the fair value of these securities as well as a deterioration in
some of the securities’ credit ratings. As of October 31, 2008, we estimate the fair value of these ARSs to be $11.1 million. Prior to
the impairment charges, the original cost of these ARSs was $39.8 million. The fair value of the ARSs could further change
significantly in the future and we may be required to record additional other-than-temporary impairment charges if there are further
reductions in fair value in future periods.

During fiscal 2008, our $77.4 million holdings in an enhanced liquidity fund were frozen due to liquidity issues. We believe that the
underlying securities are not impaired if held to maturity. As the underlying securities mature, the fund manager is distributing the
cash on a pro rata basis to the fund’s sharcholders. During fiscal 2008, we received $55.1 million in fund distributions. As of October
31, 2008, the balance of this investment is $22.3 million. We anticipate that $18.4 million of this balance will be distributed during the
next twelve months. The remaining $3.9 million is anticipated to be distributed more than one year after October 31, 2008, and is
classified as a long-term investment on our consolidated balance sheet at October 31, 2008. At present, the fund’s cash is being
distributed faster than originally scheduled. The fund continues to accrue and pay interest income and, as there are no other-than-
temporary impairment or valuation issues with these securities, no impairment charges were recorded in connection with this
investment.

We hold $1.5 million of Lehman Brothers Holdings Inc. (“Lehman Brothers™) corporate notes. As a result of Lehman Brothers’
bankruptcy announcement, a $1.3 million other-than-temporary charge was recorded in fiscal 2008 related to this security.

As noted above, our investments are subject to general credit, liquidity, market and interest rate risks. As a result, we may experience
further reductions in value or loss of liquidity of our investments. In addition, should any investment cease paying or reduce the
amount of interest paid to us, our interest income would suffer. These market risks associated with our investment portfolio could have
a material adverse effect on our business, financial condition, and operating results.
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The risks associated with conducting a global business could adversely affect our results.

We are a global corporation with subsidiaries, offices and employees around the world and, as such, we face certain risks in doing
business abroad that we do not face domestically. Risks inherent in transacting business internationally could negatively impact our
operating results, including:

+ costs and difficulties in staffing and managing international operations;
* unexpected changes in regulatory requirements;

« tariffs and other trade barriers;

+ difficulties in enforcing contractual and intellectual property rights;

* longer payment cycles;

* local political and economic conditions;

+ potentially adverse tax consequences, including restrictions on repatriating earnings and the threat of “double
taxation™; and

* fluctuations in currency exchange rates, which can affect demand and increase our costs.

Our professional services comtracts, which include technical support and training services, contain pricing risks and, if our estimates
prove inaccurate, could result in unprofitable activities.

A portion of our professional services revenue, which includes revenue from technical support and training support, is from fixed-
price, fixed-time contracts. Because of the complex nature of the services provided, it is sometimes difficult to accurately estimate the
cost, scope and duration of particular client engagements. If we do not accurately estimate the resources required for a project, do not
accurately assess the scope of work associated with a project, do not manage the project properly, or do not satisfy our obligations in a
manner consistent with the contract, then our costs to complete the project could increase substantially. We have occasionally had to
commit unanticipated additional resources to complete projects, and may have to take similar action in the future. We may not be
compensated for these additional costs or the commitment of these additional rescurces.

QOur professional services clients may cancel or reduce the scope of their engagements with us on short notice.

If our clients cancel or reduce the scope of a professional services engagement, we may be unable to reassign our professionals to new
engagements without delay. Personnel and related costs constitute a substantiel portion of our operating expenses. Because these
expenses are relatively fixed, and because we establish the levels of these expenses well in advance of any particular quarter,
cancellations or reductions in the scope of client engagements could result in the under-utilization of our professional services
employees, causing significant reductions in operating results for a particular quacter.

Uncertain economic conditions and reductions in IT spending could adversely affect our business, financial condition, and operating
resiilts.

In the past, unfavorable or uncertain economic conditions have resulted in reduced global IT spending rates that have adversely
affected the markets in which we do business. Accordingly, current and/or future weakness in the United States economy and/or in
the economies of the geographic regions in which we operate could have a negative impact on our revenues and operating resulls.
While we are unable to predict changes in general economic conditions and how the current global financial and market conditions
will affect global IT spending rates, we believe that there is the potential for a slowdown in global IT spending rates in the next few
quarters. This could result in reductions in sales of our products, longer sales cycles, slower adoption of new technologies, and
increased price competition. Any of these events would likely harm our business, financial condition, and operating results.
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Our stock price may be volatile in the future, and the stock price may decline.

The market price of our common stock has experienced significant fluctuations in the past and may continue to fluctuate in the future.
For example, despite meeting the majority of analysts’ performance expectations through the first three quarters of fiscal 2008, our
stock price declined 16% during the fourth quarter of fiscal 2008, The market price of cur common stock may be affected by a number
of factors, including:

+ announcements of quarterly operating results and revenue and earnings forecasts by us that fail to meet or be consistent
with our earlier projections or the expectations of our investors or securities analysts;

* announcements by either our competitors or customers that fail to meet or be consistent with their earlier projections or the
expectations of our investors or securities analysts;

* rumors, announcements, or press articles regarding our, or our competitors’, operations, management, organization,
financial condition, or financial statements;

+ changés in revenue and earnings estimates by us, our investors, or securities analysts;

+ accounting charges, including charges relating to the impairment of goodwill, intangible assets or other assets;
+ announcements of planned acquisitions or dispositions by us or by our competitors;

. annourllcements of new or planned products by us, our competitors, or our customers;

» gain or loss of a significant customer or partner;

* inquiries by the SEC, NASDAQ), law enforcement, or other regulatory bodies;

» acts of terrorism, the threat of war, and other crises or emergency situations; and

» economic slowdowns or the perception of an oncoming economic slowdown in any of the major markets in which we
operate.

The stock market in general, and the market prices of stocks of technology companies in particular, have experienced extreme price
volatility that has adversely affected, and may continue to adversely affect, the market price of our common stock for reasons
unrelated to our business or operating results.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

In the U.S., we own approximately 887,000 (and occupy approximately 667.000) square feet of office space on 46 acres in Provo,
Utah. We use that space for administrative offices and a product development center. We are consolidating our occupancy on the
Provo campus and are currently marketing 476,000 square feet of space for sale or lease. We also occupy 85,000 square feet of
warehouse space in and around Provo for operational support. We lease 71,000 square feet of office space in Waltham, Massachusetts
as our corporate headquarters and principal executive offices. We lease a 177,000 square-foot office building in Cambridge,
Massachusetts, of which we occupy approximately 22,000 square feet for product development activities and sublease the remainder.,
We lease offices that host sales, support and/or product development activity in Arkansas, California, Georgia, Illinois, Michigan,
New York, and Virginia.

Internationally, we own office buildings in the United Kingdom, Netherlands, South Africa, and India. We use these office buildings,
which vary in size from 18,000 to 85,000 square feet, for sales, support and administrative offices.
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We lease and occupy a shared service center in Dublin, Ireland of 31,000 square feet, and product development centers in Toronto,
Canada; Nuremberg, Germany; Prague, Czech Republic; Bangalore, India; and Beijing, China of 31,000 square feet, 64,000 square
feet, 19,000 square feet, 158,000 square feet and 14,200 square feet, respectively. In addition, each of our subsidiaries in Australia,
Austria, Belgium, Brazil, China, Denmark, Finland, France, Germany, India, lialy, Japan, Netherlands, New Zealand, Portugal,
Singapore, South Africa, Spain, Sweden, Switzerland, Taiwan, and United Kingdom, leases a small facility ysed as sales and support
offices.

The terms of the above leases vary from month-to-month to up to 17 years. We believe that our existing facilities are adequate to meet
our current requirements and we anticipate that suitable additional or substitute space will be available, as necessary, upon reasonable
terms.

ltem 3. Legal Proceedings

Incorporated by reference to Part t, ltem 8, Note S, “Legal Proceedings,” of this report.

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

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year covered by this report.

PART 11
[tem 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities

Our common stock trades on the NASDAQ Gilobal Select Market under the symbol “NOVL.” The following chart sets forth the high
and low sales prices of our common stock during each quarter of the last two fiscal years:

First Second Third Fourth
Quarter Quarter  Quarter  Quarter

HIER ettt sttt et a et se et et eneae s A bbbt b e e e en e e e eaeernns $ 759 § 759 § 710 § 6.62

W et e bt e et e et e e e e e e e eeaeera e eaaseenteaeeeeaen et eaaneeeeeeaneans $ 596 % 529 § 534 § 3.80
Fiscal 2007 .

2 B« OO RO U S $ 735 § 763 § 826 §$ 8.10

JLOW i iessaeiran i e e ciaesrr s et easseasasanasssasasssesnnasasesssanesssassss e shssasssessbeeebban s sesabesassensennesssaasanasese $ 570 § 618 § 668 § 5.76

No dividends have been declared on our common stock. We have no current plans to pay dividends on our common stock, and intend
to retain our earnings for use in our business. We had 6,838 stockholders of record at November 28, 2008.

Issuances of Unregistered Common Stock

Not Applicable
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Issuer Purchases of Equity Securities

The following table presents information regarding purchases of shares of our common stock pursuant to our share repurchase
program during the three months ended October 31, 2008.

Maximum
dollar value of
Total number of shares that
shares purchased may yet be
(In thousands, except per share amounts) Total number Average price as part of publicly purchased
of shares paid per announced plans under the plans
Period purchased share Or programs Or programs
August 1, 2008 through August 31, 2008 ..., 2,149 $ 5.62 2,100 % 43,401
September 1, 2008 through September 30, 2008 ................. 513 5.96 500 40416
October 1, 2008 through October 31, 2008..........coconiviiininens 1,550 4.67 1,550 33,180
TOMAL ot e 4,212 $ 5.31 4,150 § 33,180

The total number of shares purchased inctudes shares surrendered to us to satisfy tax withholding obligations in connection with the
vesting of restricted stock units, restricted stock rights, and stock issued under a stock-based deferred compensation plan totaling
36,955 shares in the months of August, September, and October of fiscal 2008. We also repurchased 25,000 shares of unvested
restricted stock in August 2008.

On May 13, 2008, our Board of Directors authorized the repurchase of up to $100 million of our outstanding common stock. There is
no fixed termination date for the repurchase program. As of October 31, 2008, 11.6 million shares of common stock have been
repurchased and retired under this program at an average price of $5.75 per share. The total amount paid for the repurchase of our
common stock was $66.8 million, leaving $33.2 million remaining to be repurchased under the current Board authorization.
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Performance Graph

The following graph compares the total return on a cumulative basis, assuming the reinvestment of dividends, of $100 invested on
October 31, 2003 in our common stock, the Standard & Poor’s 500 Composite Stock Price Index, and the Dow Jones U.S. Software
Index. The comparisons in the graph below are based upon historical data and are not indicative of, nor intended to forecast, future
performance of our common stock.

COMPARISON OF 5 YEAR CUMULATIVEE TOTAL RETURN
Among Novell, inc., The S&P 500 Index
And The Dow Jones US Software Index

—&8— Novell, Inc. — A— S&P 500 - - O - - Dow Jones US Software
Base Indexed/Cumulative Returns
Period Fiscal Year Ended Qctober 31,
Company/Index Name 2003 2004 2005 2006 2007 2008
NOVEHL INC. ittt r e e et e e e te e e ettt e s st s s s s saase e s st teeaemtneaassateeansns $ 100 12249 12981 102.21 128.79 79.39
SEP SO0 INAEX ..ttt st e rar e ete e et esbe e ebbesbba s sbbsbeaba s e esansaias $ 100 109.42 11896 138.40 158.56 101.32
Dow Jones U.S. SOftWAIE ..o et anee s $ 100 106.04 11223 12847 158.51 102.90
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Item 6. Selected Financial Data

The following selected historical consolidated financial data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our audited consolidated financial statements and related notes to
those statements included in this report. The selected historical consolidated financial data for the pertods presented have been derived

from our audited consolidated financial statements.

Fiscal Year Ended October 31,

2008 2007 2006 (a) 2005 (b) 2004
(In thousands, except per share data)

Statements of operations

NEL1EVENUE (C).nvovvirieerrrieeerie oot sessertssesseresraseenees $ 956,513 § 932499 § 919,331 $ 986,149 § 971,756
Gross Profit (C) e errres s e e 718,889 672,245 638,319 678,909 676,786
Income (loss) from operations {€)....coeveveivrrericcnveverseenns 4,776 (55,768) (42,194) 423,611 47,523
Income from continuing operations before taxes............... 22,878 8,415 27,180 457423 57,398
INCOME 1aX BXPENSE....c.oiieererrecirerie et ererss b seens 35,217 34,691 22,642 86,612 11,335
(Loss) income from continuing operations ..................c..... (12,339) (26,276) 4,538 370,811 46,063
Income (loss) from discontinued operations,

AEL OF LAKES 1ovvivriniiiriieeeeeeceeesareirastesessss s ssbe s eesenseres 3,594 (18,184) 15,015 5,911 11,125
(Loss) income before accounting change...........cccoovvveene, (8,745) (44,460) 19,553 376,722 57,188
Cumulative effect of accounting change, net of tax (d) ..... — — (897) — —
Net (l0SS) INCOME ..ottt res s e (8,745) (44,460} 18,656 376,722 57,188
(Loss) income from continuing operations, diluted ........... 3 (12,339) §  (26,276) § 4332 § 372,708 § 19,789
Net (loss) income available to common stockholders,

BIEU. . vt e e 5 (8,745) § (44,460) $ 18,220 § 378,159 § 30,818
(Loss) income from continuing operations per

common share, diluted ...........ccooooooiiiiii e $ (0.04) 3 (0.08) § 001 § 085 3% 0.05
Net (loss) income per common share, diluted.................... ¥ 0.02) % (0.13) § 005 3§ 086 § 0.08
Balance sheet
Cash, cash equivalents and short-term investments........... $ 1,067,847 $ 1,857,637 § 1,466,287 § 1,654904 § 1,211,467
Working capital........c.ooccevinininininiseir s 486,059 1,332,218 1,075,580 1,284,901 843,930
TOLAL ASSELS....vivicverriurcrarierisenrevsensesr e areease e sn e se s are s 2,269,349 2,834,394 2,449,723 2,761,858 2,293,358
Senior convertible debentures........coccevvivvvveiriiiseeeeeenn, 125,668 600,000 600,000 600,000 600,000
Series B Preferred Stock coovovernriieeeeeeeeeeve s — — 9,350 9,350 25,000
Total stockholders’ equity (€) ..coevoeeiecrviiiiviimiirirr s $ 1,087,528 § 1,158,326 § 1,104,650 § 1,386,486 $ 963,364
{a) In the first quarter of fiscal 2006, we adopted FASB Statement No. 123(R), which required us to record compensation expenses related to stock

(b)

(c)

(d)

(e}

awards. For fiscal 2008, 2007 and 2006, compensation expense related to stock awards totaled $33.8 million, $34.3 million and $35.3 million,
respectively. Prior years were not restated to inctude such expense.

In the first quarter of fiscal 2005, we recognized a gain of $447.6 million on a litigation settlement with Microsoft 1o settle potential anti-trust
litigation.

Net revenue, gross profit and income (loss) from operations for all periods presented excludes the results of divested subsidiaries which were
classified as discontinued operations (see Note E, “Divestitures,” in the consolidated financial statements contained in this report).

in May 2006, we adopted FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (“FIN 477), which required
us to recognize the cumulative effect of initially applying FIN 47 as a change in accounting principle.

As discussed in Note C, “Staff Accounting Bulletin No. 108,” to the consolidated financial statements contained in this report, in accordance
with the provisions of SAB 108, we decreased beginning retained earnings at November 1, 2005 by approximately $19.2 million, from $984.1
million to $964.9 million, with the offset to additional paid-in capital, to record a cumulative after-tax stock-based compensation expense that
should have been recognized in the consolidated financial statements during the period 1997 through 2005. Had the stock-based compensation
expense been recognized in each of the years during that period, net income would have been reduced by $0.7 million in fiscal 2004, and $0.2
million in fiscal 2005.

As discussed in Note K, “Income Taxes,” in the consolidated financial statements contained in this report, in accordance with the provisions of
FASB [aterpretation No. 48, we decreased beginning retained earnings at November |, 2007 by $1.4 million as part of cur implementation of
this standard.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Through our infrastructure software and ecosystem of business partnerships, we harmoniously integrate mixed IT environments,
allowing people and technology to work as one. We deliver an interoperable Linux platform and a portfolio of integrated IT
management software that helps customers worldwide reduce cost, complexity and risk. With our 25 years of experience and our
vision of interoperability and flexibility, we deliver powerful, next-generation business infrastructures that are designed to enable our
customers to stay competitive.

To best align our business with our strategy, we are organized into four business unit segments. Qur business unit segments are Open
Platform Solutions, ldentity and Security Management, Systems and Resource Management, and Workgroup. Below is a revenue
update on each of our business unit segments:

»  Within our Open Platform Solutions business unit segment, Linux and open source products remain an important growth area,
During fiscal 2008, we established and expanded relationships with several strategic partners to increase the reach of both our
server and desktop products, such as with Microsoft and SAP. Revenue from our Linux Platform Products increased 38% in
fiscal 2008 compared to fiscal 2007. Services revenue also increased 1%, such that total revenue from our Open Platform
Solutions business unit segment increased 29% in fiscal 2008 compared to fiscal 2007.

« We continue to expand our position in the Identity and Security Management market by offering products that deliver a
complele, integrated solution in the areas of security, compliance, and govemance issues. Within this segment, revenue from our
Identity and Access Management products increased 15% in fiscal 2008 compared to fiscal 2007. This product revenue increase
was offset by services revenue declines of 28%, such that total revenue from our Identity and Security Management business
unit segment decreased 5% in fiscal 2008 compared to fiscal 2007. '

+ Systems and Resource Management products continue to be an important part of our product offering. Qur strategy is to provide
a complete “desktop to data center” offering, with leadership in virtualization for both Linux and mixed-source environments.
Systems and Resource Management product revenue increased 15% in fiscal 2008 compared to fiscal 2007, of which 10% of the
increase was from the March 2008 acquisition of PlateSpin. The overall product revenue increase was partially offset by services
revenue declines of 18%, such that total revenue from our Systems and Resource Management business unit segment increased
10% in fiscal 2008 compared to fiscal 2007.

+ Qur Workgroup revenue base is an important source of cash flow and provides us with a potential opportunity to sell additional
products and services. We continued efforts to stabilize the decline of revenue from our legacy products, such as OES and
NetWare-related products. Our revenue from Workgroup products decreased 2% in fiscal 2008, compared to fiscal 2007. In
addition, services revenue was lower by 19%, such that total revenue from our Workgroup business unit segment decreased 4%
in fiscal 2008 compared to fiscal 2007. Given the current economic enviromnent these revenue declines may continue into fiscal
2009.

During the second quarter of fiscal 2008, we completed our acquisitions of PlateSpin and SiteScape (See the “Acquisitions” section
below for more detail).

Our services offerings are focused on supporting product sales, not generating stand-alone revenue or profits, which is in line with our
strategic initiatives. This includes focusing our services business on driving mere profitable product revenue while leveraging our
services capabilities internally and through third-party partners. Our results for fiscal 2008 showed signs of success in this initiative to
shift to a more profitable revenue mix, which is reflected in our higher total gross profit and total gross profit margins for fiscal 2008,
compared to fiscal 2007. Though total services revenue was down 20%, total product revenue was up 8%, resulting in a net increase in
total net revenue of 3% in fiscal 2008 compared to fiscal 2007. Foreign currency exchange rate fluctuations and the PlateSpin
acquisition each favorably impacted revenue by 2% during fiscal 2008, compared to fiscal 2007.

During fiscal 2008, we refined the improvements we have made in our sales, product development, and back office initiatives. In

conjunction with these initiatives, we incurred $28.6 million of net restructuring expenses, which was above our previously announced
range of $15 million to $25 million (See the “Restructuring Expenses” section below for more detail). While our initiatives and their

Novell Annual Report 2008 26



NOVELL, INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)

Overview (Continued)

implementation involve opportunities, risks, and challenges, barring unforeseen circumstances, we believe they position us well in this
challenging environment,

Given the current economic environment, we are cautious about our overall outlook for fiscal 2009, 1T market growth rates are
expected to slow, sales cycles are likely to extend and budgets for select IT invesiments may be reduced or delayed. But this
uncertainty creates opportunities for us. For example, as customers seek to leverage and extend their IT investments, we believe our
open and interoperable Linux and data center management solutions address our customer’s needs for reducing operating and
technology costs within the data center. Additionally, the recent financial turmoil demands stricter requirements for regulation and
audit, creating opportunities for certain of our products.

Critical Accounting Policies

An accounting policy is deemed to be critical if it requires us to make an accounting estimate based on assumptions about matters that
are uncertain at the time an accounting estimate is made, and if different estimates that reasonably could have been used or changes in
the accounting estimate that are reasonably likely to occur periodically could materially change the financial statements. We consider
accounting policies related to revenue recognition and related reserves, impairment of long-lived assets, valuation of deferred tax
assels, loss contingency accruals and share-based payments to be critical accounting policies due to the judgments and estimation
processes involved in each.

Revenue Recognition and Related Reserves

|
I
|
|
Our revenue is derived primartly from the sale of software licenses, software maintenance, upgrade protection, subscriptions of SUSE
Linux Enterprise Server, technical support, training, and professional services. Qur customers include: distributors, who setl our
| preducts to resellers, dealers, and VARs; OEMs, who integrate our products with their products or solutions; VARs, who provide
. solutions across multiple vertical market segments which usually include services; and end-users, who may purchase our products and
services directly from us or from other partners or resellers. Except for our SUSE Linux product, distributors do not order to stock and
! only order products when they have an end customer order. With respect to our SUSE Linux product, distributors place orders and the
| product is then sold to end customers principally through the retail channel. OEMs report the number of copies duplicated and sold via
. an activity or royalty report. Software maintenance. upgrade protection, technical support, and subscriptions of SLES typically involve
. one 10 three year coniract terms. Our standard practice is to provide customers with a 30-day general right of return. Such retum
i provision allows for a refund and/or eredit of any amount paid by our customers,
]

Revenue is recognized in accordance with Statement of Position (“SOP™) 97-2, “Software Revenue Recognition” (“SOP 97-2"), and
Staff Accounting Bulletin No. 104, “Revenue Recognition,” and related interpretations. When an arrangement does not require
significant production, modification, or customization of software or does not contain services considered to be essential to the
functionality of the software, revenue is recognized when the following four criteria are met:

* Persuasive evidence of an arrangement exists — We require evidence of an agreement with a customer specifying the
terms and conditions of the products or services to be delivered typically in the form of a signed contract or statement of
work accompanied by a purchase order.

+ Delivery has occurred — For software licenses, delivery takes place when the customer is given access to the software
programs via access to a website or shipped medium. For services, delivery takes place as the services are provided.

* The fee is fixed or determinable — Fees are fixed or determinable if they are not subject to cancellation or other payment
terms that exceed our standard payment terms. Typical payment terms are net 30 days.

‘ + Collection is probable — We perform a credit review of all customers with significant transactions to determine whether a

customer is creditworthy and collection is probable. Prior credit history with us, credit reports, financial statements, and
bank references are used to assess creditworthiness.
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Critical Accounting Policies (Continued)

In general, revenue for transactions that do not involve sofiware customization or services considered essential to the functionality of
the software is recognized as follows:

+ Software license fees for our SUSE Linux product are recognized when the product is seld to an end customer;
« Software license fees for sales through OEMs are recognized upon receipt of license activity or royalty reports;
» All other software license fees are recognized upon delivery of the software;

» Software maintenance, upgrade protection, technical support, and subscriptions of SLES are recognized ratably over the
contract term; and

+ Professional services, training and other similar services are recognized as the services are performed.

If the fee due from the customer is not fixed or determinable, revenue is recognized as payments become due from the customer. If
collection is not considered probable, revenue is recognized when the fee is collected. We record provisions against revenue for
estimated sales returns and allowances on product and service-related sales in the same period as the related revenue is recorded. We
aiso record a proviston to operating expenses for bad debts resulting from customers’ inability to pay for the products or services they
have received. These estimates are based on historical sales returns and bad debt expense, analyses of credit memo data, and other
known factors, such as bankruptcy. If the historical data we use to calculate these estimates does not accurately reflect future returns
or bad debts, adjustments to these reserves may be required that would increase or decrease revenue or net income.

Many of our software arrangements include multiple elements. Such elements typically include any or all of the following: software
licenses, rights to additional software products, software maintenance, upgrade protection, technical support, training and professional
services. For multiple-element arrangements that do not involve significant modizication or customization of the sofiware and do not
involve services that are considered essential to the functionality of the software, we allocate value to each element based on its
relative fair value, if sufficient Novell-specific objective evidence of fair value exists for each element of the arrangement. Novell-
specific objective evidence of fair value is determined based on the price charged when each element is sold separately. If sufficient
Novell-specific objective evidence of fair value exists for all undelivered elements, but does not exist for the delivered element,
typically the software, then the residual method is used to allocate value to each element. Under the residual method, each undelivered
element is allocated value based on Noveli-specific objective evidence of fair value for that element, as described above, and the
remainder of the total arrangement fee is allocated to the delivered element, typically the software. If sufficient Novell-specific
objective evidence of fair value does not exist for all undelivered elements and the arrangement involves rights to unspecified
additional software products, all revenue is recognized ratably over the term of the arrangement. If the arrangement does not involve
rights to unspecified additional software products, all revenue is initially defeited until typically the only remaining undelivered
element is software maintenance or technical support, at which time the entire fee is recognized ratably over the remaining
maintenance or support term.

In the case of multiple-element arrangements that involve significant modificatior. or customization of the software or involve services
that are considered essential to the functionality of the software, contract accounting is applied. When Novell-specific objective
evidence of fair value exists for sofiware maintenance or technical support in arrangements requiring contract accounting, the
professional services and license fees are combined and revenue is recognized on the percentage of completion basis. The percentage
of completion is generally calculated using hours incurred to date relative to the total expected hours for the entire project. The
cumulative impact of any revision in estimates to complete or recognition of loss:s on contracts is reflected in the period in which the
changes or losses become known. The maintenance or support fee is unbundled from the other elements and revenue is recognized
ratably over the maintenance or support term. When Novell-specific objective evidence of fair value does not exist for software
maintenance or support, then all revenue is deferred until completion of the professional services, at which time the entire fee is
recognized ratably over the remaining maintenance or support period.

For consolidated statements of operations classification purposes only, we allocate the revenue first to those elements for which we
have Novell-specific objective evidence of fair value, and any remaining recognized revenue is then allocated to those items for which
we lack Novell-specific objective evidence of fair value.
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Critical Accounting Policies (Continued)

Professional services contracts are either time-and-materials or fixed-price contracts. Revenue from time-and-materials contracts is
recognized as the services are performed. Revenue from fixed-price contracts is recognized based on the proportional performance
method, generally using estimated time to complete to measure the completed effort. The cumulative impact of any revision in
estimates to complete or recognition of losses on contracts is reflected in the period in which the changes or losses become known.
Professional services revenue includes reimbursable expenses charged to our clients,

Microsoft Agreements-Related Revenue. On November 2, 2006, we entered into the Microsoft Agreements. Each of the agreements is
scheduled to expire on January 1, 2012.

Under the Business Collaboration Agreement, we are marketing a combined offering with Microsoft. The combined offering consists
of SLES and a subscription for SLES support along with Microsoft Windows Server, Microsoft Virtual Server and Microsoft Viridian,
and is offered to customers desiring to deploy Linux and Windows in a virtualized setting. Microsoft made an upfront payment to us
ot $240 million for SLES subscription “certificates,” which Microsoft may use, resell or otherwise distribute over the term of the
agreement, allowing the certificate holder to redeem single or multi-year subscriptions for SLES support from us (entitling the
certificate holder to upgrades, updates and technical support). Microsoft agreed to spend $60 million over the term of the agreement
for marketing Linux and Windows virtualization scenarios and also agreed to spend $34 million over the term of the agreement for a
Microsoft sales force devoted primarily to marketing the combined offering. Microsoft agreed that for three years following the initial
date of the agreement it will not enter into an agreement with any other Linux distributor to encourage adoption of other company’s
Linux/Windows Server virtualization through a program substantially similar to the SLES subscription “certificate™ distribution
program.

The Technical Collaboration Agreement focuses primarily on four areas:

+ Development of technologies to optimize SLES and Windows, each running as guests in a virtualized setting on the other
operating system;

* Development of management tools for managing heterogeneous virtualization environments, to enable each party’s
management tools to command, control and configure the other party’s operating system in a virtual machine environment;

* Development of translators to improve interoperability between Microsoft Office and OpenOffice.org document formats;
and

= Collaboration on improving directory and identity interoperability and identity management between Microsoft Active
Directory software and Novell eDirectory software,

Under the Technical Collaboration Agreement, Microsoft agreed to provide funding to help accomplish these broad objectives, subject
to certain limitations,

Under the Patent Cooperation Agreement, Microsoft agreed to covenant with our customers not to assert ils patenis against our
customers for their use of our products and services for which we receive revenue directly or indirectly, with certain exceptions, while
we agreed to covenant with Microsoft’s customers not (o assert our patents against Microsoft’s customers for their use of Microsoft
products and services for which Microsoft receives revenue directly or indirectly, with certain exceptions. In addition, we and
Microsoft each irfevocably released the other party, and its customers, from any liability for patent infringement arising prior to
November 2, 2006, with certain exceptions. Both we and Microsoft have payment obligations under the Patent Cooperation
Agreement. Microsoft made an upfront net balancing payment to us of $108 million, and we are making ongoing payments to
Microsoft totaling 2 minimum of $40 million over the five-year term of the agreement based on a percentage of our Open Platform
Solutions and Open Enterprise Server revenues.

As the three agreements are interrelated and were negotiated and executed simultaneously, for accounting purposes we considered all
of the agreements to constitute one arrangement containing multiple elements. The SLES subscription purchases of $240 million were
within the scope of SOP 97-2, and are being accounted for based on vendor specific objective evidence of fair value. We recognize the
revenue ratably over the respective subscription terms beginning upon customer activation, or for subscriptions which expire un-
activated, if any, we will recognize revenue upon subscription expiration. Objective evidence of the fair value of elements within the
Patent Cooperation Agreement and Technical Collaboration Agreement did not exist. As such, we combined the $108 million for the
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Patent Cooperation Agreement payment and amounts we are receiving under the Technical Collaboration Agreement and are
recognizing this revenue ratably over the contractual term of the agreements of five years. Our periodic payments to Microsoft will be
recorded as a reduction of revenue. The contractual expenditures by Microsoft, including the dedicated sales force of $34 million and
the marketing funds of $60 million, do not obligate us to perform, and, therefore, do not have an accounting consequence to us.

Long-lived Assets

Our long-lived assets include net fixed assets, long-term investments, goodwill, and other intangible assets. At October 31, 2008, our
long-lived assets included $582.1 million of goodwill, $175.0 million of net property, plant and equipment, $53.3 million of
identifiable intangible assets, and $15.0 million of long-term investments.

We periodically review our net property, plant and equipment and finite-lived intangible assets for impairment in accordance with
Statement of Financial Accounting Standards (“SFAS”) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,”
whenever events or changes in circumstances indicate that the carrying value may not be recoverable. Factors that could indicate
impairment include significant underperformance of the asset as compared to historical or projected future operating results,
significant changes in the actual or intended use of the asset, or significant negative industry or economic trends. When we determine
that the carrying value of an asset may not be recoverable, the related estimated future undiscounted cash flows expected to result
from the use and eventual disposition of the asset are compared to the carrying value of the asset. If the sum of the estimated future
cash flows is less than the carrying amount, we record an impairment charge based on the difference between the carrying value of the
asset and its fair value, which we estimate based on discounted expected future cash flows. In determining whether an asset is
impaired, we must make assumptions regarding recoverability of costs, estimated future cash flows from the asset, intended use of the
asset and other related factors. If these estimates or their related assumptions change, we may be required to record impairment
charges for these assets.

We evaluate the recoverability of goodwill and indefinite-lived intangible assets annually as of August 1, or more frequently if events
or changes in circumstances warrant, such as a material adverse change in the business. Goodwill is considered to be impaired when
the carrying value of a reporting unit exceeds its estimated fair value. Indefinite-lived intangible assets are considered impaired if their
carrying value exceeds their estimated fair value. Fair values are estimated using the combination of a discounted cash flow
methodology and a market analysis and averaging the results. In assessing the recoverability of our goodwill and indefinite-lived
intangible assets, we must make assumptions regarding estimated future cash flows and other factors to determine the fair value of the
respective assets. This process requires subjective judgment at many points throughout the analysis. Changes in reporting units and
changes to the estimates used in the analyses, including estimated future cash flows, could cause one or more of the reporting units or
indefinite-lived intangibles to be valued differently in future periods. Future analysis could potentially result in a non-cash goodwill
impairment charge of up to $582.1 million, the full amount of our goodwill, depending on the estimated value of the reporting units
and the value of the net assets attributable to those reporting units at that time.

During the fourth quarters of fiscal 2008, 2007, and 2006, we completed our annual goodwill impairment reviews and determined that
there was no goodwill impairment. These assessments are made at the reporting unit level, which are our four business unit segments,
and therefore we could be subject to an impairment charge to goodwill if any one of our reporting units does not perform in line with
forecasts in the future. In addition, changes in the assumptions used in the analyses could have changed the resulting outcomes. For
example, to estimate the fair value of our reporting units at August I, 2008, we made estimates and judgments about future cash flows
based on our fiscal 2009 forecast and current long-range plans used to manage the business. These long-range estimates could change
in the future depending on internal changes as well as external factors. Future changes in estimates could possibly result in a non-cash
impairment charge that could have a material adverse impact on our results of operations,

Developed technology is generally amortized over three years as a cost of revenue. Customer relationships are amortized over one to
three years as a sales expense. Most of our trademarks/trade names have indefinite lives and therefore are not amortized but are
reviewed for impairment at least annually. During fiscal 2008, we recorded a $7.7 million impairment charge for developed
technology intangible assets that we acquired but later determined that we would not utilize as initially planned. During fiscal 2007,
we recorded a $3.9 million impairment charge for certain intangible assets we acquired as a part of the e-Security acquisition. During
fiscal 2006, we recorded a $1.2 million impairment charge for certain intangible assets we acquired as a part of the Ximian
acquisition.
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Deferred Tax Assets

In accordance with applicable accounting standards, we regularly assess our ability to realize our deferred tax assets. Assessments of
the realization of deferred tax assets require that management consider all available evidence, both positive and negative, and make
significant judgments about many factors, including the amount and likelihood of future income. Based on all the available evidence,
we continue to believe that it is more likely than not that most of our net deferred tax assets, and certain foreign deferred tax assets, are
not currently realizable. In reaching this determination, we evaluated our three year cumulative results, our pre-tax losses for the third
and fourth quarters of fiscal 2008, as well as the impacts that current economic conditions may have on our future results. As a result,
we continue to provide a valuation reserve on our U.S. net deferred tax assets and certain foreign deferred tax assets. It is reasonably
possible that we could reduce a significant portion of our valuation allowance in the near-term.

Valuation of Investments that do not have Active Markets

At October 31, 2008 and October 31, 2007, we held eight ARSs that are classified as long-term investments on our consolidated
balance sheets. Contractual maturities for these ARSs are 16 years or greater with an interest rate reset date approximately every 28
days. Until the fourth quarter of fiscal 2007, the carrying value of our ARSs approximated fair value. With the liquidity issues
experienced in the global credit and capital markets, our ARSs have experienced multiple failed auctions and the estimated market
value of these securities is less than cost.

We estimated the fair value of these ARSs using a discounted cash flow analysis that considered the following key inputs: (i) the
underlying structure of each security; (ii) the present value of the future principal and interest payments discounted at rates considered
to reflect current market conditions and the relevant risk associated with each security; and (iii) consideration of the time horizon that
the market value: of each security could return to its cost. We estimated that the fair market value of these securities at October 31,
2008 and Qctober 31, 2007 was $11.1 million and $37.3 million, respectively.

During fiscal 2008, we recorded an other-than-temporary impairment charge of $28.7 million based on our assessment that it is likely
that the fair value of the ARSs will not fully recover in the foreseeable future, given a combination of factors, including the duration,
severity and continued declining trend of the fair value of these securities as well as a deterioration in some of the securities’ credit
ratings. In connection with the other-than-temporary impairment charge, we reversed ali of the $2.5 million of temporary impairment
charges pertaining to these securities that were recorded in the “Accumulated other comprehensive income” line item in our
consolidated balance sheet in fiscal 2007. Prior to the impairment charges, the original cost of these ARSs was $39.8 million.

The fair value of the ARSs could further change significantly in the future and we may be required to record additional other-than-
temporary impairment charges if there are further reductions in fair value in future periods.

Loss Contingency Accruals and Restructurings

We are required to make accruals for certain loss contingencies related to litigation. We accrue these items in accordance with SFAS
No. 5, “Accounting for Contingencies™ (“SFAS No. 57, which requires us to accrue for losses we believe are probable and can be
reasonably estimated; however, the estimation of the amount to accrue requires significant judgment. Litigation accruals require us to
make assumptions about the future outcome of each case based on current information. During fiscal 2008 and 2006, we recorded a
$1.8 million and $24.0 miilion adjustment, respectively, to increase accruals related to loss contingencies due to changes in facts and
circumstances, respectively.

Prior to fiscal 2008, we evaluated our tax reserves under SFAS No. 3, which required us to accrue for losses we believed were
probable and could be reasonably estimated. In July 2006, the Financial Accounting Standards Board (“FASB™) issued FASB
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109” (“FIN 48”). FIN
48 clarifies the accounting for uncertainty in income taxes recognized in the financial statements in accordance with SFAS No. 109,
“Accounting for Income Taxes.” Under FIN 48, a company can recognize the benefit of an income tax position only if it is more likely
than not (greater than 50%) that the tax position will be sustained upon tax examination, based solely on the technical merits of the tax
position. Otherwise, no benefit can be recognized. The tax benefits recognized are measured based on the fargest benefit that has a
greater than fifty percent likelihood of being realized upon ultimate settlement. Additionally, companies are required to accrue interest
and related penalties, if applicable, on all tax exposures for which reserves have been established consistent with jurisdictional tax
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laws. The adoption of FIN 48 resulted in a $1.4 million non-cash adjustment to increase our reserves for unrecognized tax benefits and
a reduction to beginning retained earnings. Our policy for interest and penalties related to income tax exposures was not impacted as a
result of the adoption of the recognition and measurement provisions of FIN 48. Interest and penalties on tax reserves continue to be
classified as income tax expense in our consolidated statements of operations.

When our restructurings include leased facilities, in accordance with SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities,” we are required to make assumptions about future sublease income, which would offset our costs and decrease
our accrual. During fiscal 2007 and 2006, we recorded net increases of $0.3 million and $1.2 million, respectively, to increase accruals
related to facility reserves due to changes in facts and circumstances.

Share-based Payments

Under the fair value recognition provisions of SFAS No. 123(R), “Share-Based Payment” (“SFAS No. 123(R)"), stock-based
compensation cost is estimated at the grant date based on the fair value of the award and is recognized as expense over the requisite
service period of the award. The fair value of restricted stock awards is determined by reference to the fair market value of our
common stock on the date of grant. We use the Black-Scholes model to value both service condition and performance condition
option awards under SFAS No. 123(R). For awards with only service conditions and graded-vesting features, we recognize
compensation cost on a straight-line basis over the requisite service period. For awards with performance or market conditions granted
subsequent to our adoption of SFAS No. 123(R), we recognize stock-based compensation expense based on the graded-vesting
method.

Determining the appropriate fair value model and related assumptions requires judgment, including estimating stock price volatility,
forfeiture rates, and expected terms. The expected volatility rates are estimated based on historical and implied volatilities of our
common stock. The expected term represents the average time that options that vest are expected to be outstanding based on the
vesting provisions and our historical exercise, cancellation and expiration patterns. We estimate pre-vesting forfeitures when
recognizing stock-based compensation expense based on historical rates and forward-looking factors. We update these assumptions at
least on an annual basis and on an interim basis if significant changes to the assumptions are warranted. :

We issue performance-based equity awards, typically to semior executives, which vest upon the achievement of certain financial
performance goals, including revenue and income targets. Determining the appropriate amount to expense based on the anticipated
achievement of the stated goals requires judgment, including forecasting future financial results. The estimate of expense is revised
periodically based on the probability of achieving the required performance targets and adjustments are made as appropriate. The
cumulative tmpact of any revision is reflected in the period of change. If the financial performance poals are not met, the award does
not vest, so no compensation cost is recognized and any previously recognized stock-based compensation expense is reversed.

In the past, we issued market condition equity awards, typically to senior executives, the vesting of which is accelerated or contingent
upon the price of our common stock meeting specified pre-established stock price targets. For awards granted prior to our adoption of
SFAS No. 123(R), the fair value of each market condition award was estimated as of the grant date using the same option valuation
model used for time-based options without regard to the market condition criteria. As a result of our adoption of SFAS No. 123(R),
compensation cost is recognized over the estimated requisite service period and is not reversed if the market condition target is not
met. If the pre-established stock price targets are achieved, any remaining expense on the date the target is achieved is recognized
either immediately or, in situations where there is a remaining minimum time vesting period, ratably over that period.

Staff Accounting Bulletin No. 108

In September 2006, the Securities and Exchange Commission (“SEC”) staff issued Staff Accounting Bulletin No. 108, “Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”). SAB
108 was issued in order to eliminate the diversity of practice surrounding how public companies quantify financial statement

misstatements. SAB 108 is effective for fiscal years ending after November 15, 2006, but we adopted it early in fiscal 2006.

Traditionally, there have been two widely-recognized methods for quantifying the effects of financiat statement misstatements: the
“roll-over” method and the “iron curtain” method. The roll-over method focuses primarily on the impact of a misstatement on the
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income statemen:t, including the reversing effect of prior year misstatements, but its use can lead to the accumulation of misstatements
on the balance sheet. The iron curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance
sheet with less emphasis on the reversing effects of prior year errors on the income statement. Prior to our application of the guidance
in SAB 108, we ¢consistently applied the roll-over method when quantifying financial statement misstatements.

in SAB 108, the SEC staff established an approach that requires quantification of financial statement misstatements based on the
effects of misstatements on each of the financial statements and the related financial statement disclosures. This model is commonly
referred to as a “dual approach” because it requires quantification of errors under both the iron curtain and the roll-over methods.

|

SAB 108 permits us to initially apply its provisions to errors that are material under the dual method but were not previously material
under our previously used method of assessing materiality either by (i) restating prior financial statements as if the dual approach had
always been applied or (ii) recording the cumulative effect of initially applying the dual approach as adjustments to the carrying values
of the applicablel balance sheet accounts as of November 1, 2005 with an offsetting adjustment recorded to the opening balance of
retained earnings. We elected to record the effects of applying SAB 108 using the cumulative effect transition method and adjusted
beginning retained earnings for fiscal 2006 in the accompanying consolidated financial statements for misstatements associated with
our historical stock-based compensation expense and related income tax effects as described below. We do not consider any of the
misstatements to'have a material impact on our consolidated financial statements in any of the prior years affected under our previous
method for quantifying misstatements, the roll-over method.

[
Historical Stock-Based Compensation Practices

On May 23, 2(?07, we announced that we had completed our self-initiated, voluntary review of our historical stock-based
compensation practices and determined the related accounting impact.

The review was é:onducted under the direction of the Audit Committee of our Board of Directors, who engaged the law firm of Cahill
Gordon & Reindel LLP, with whom we had no previous relationship, as independent outside legal counsel to assist in conducting the
review. The scope of the review covered approximately 400 grant actions (on approximately 170 grant dates) from November 1, 1996
through September 12, 2006. Within these pools of grants are more than 58,000 individual grants. In total, the review encompassed
awards relating to more than 230 million shares of common stock granted over the ten-year period.

I

The Audit Comnjittee, together with its independent outside legal counsel, did not find any evidence of intentional wrongdeing by any
of our former or current employees, officers or directors. We have determined, however, that we utilized incorrect measurement dates
for some of the stack-based compensation awards granted during the review period, The incorrect measurement dates can be attributed
primarily to the following reasons:
l

Administrative Correctzons — In the period from fiscal 1997 to 2005, we corrected administrative errors identified subsequent to the
original authorization by awarding stock options that we dated with the original authorization date. The administrative errors included
incorrect lists of optionees, generally new hires who were inadvertently omitted from the lists of optionees because of the delayed
updating of our personnel list, and miscalculations of the number of options to be granted to particular employees on approved lists.

Number of Shares Approved Not Specified — Documented authorization for certain grants, primarily in the period from fiscal 1997
through 2000, lacked specificity for some portion or all of the grant.

| .
Authorization Incomplete or Received Late — For certain grants, primarily in the peried from fiscal 1997 through 2004, there is
incomplete documentation to determine with certainty when the grants were actually authorized or the authorization was received after
the stated grant date.

In light of the above findings, we and our advisors performed an exhaustive process to uncover all information that could be used in

making a judgment as to appropriate measurement dates. We used all available information to form conclusions as to the most likely
option granting actions that occurred and to form conclusions as to the appropriate measurement dates.
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Under APB No. 25, “Accounting for Stock Issued to Employees,” (“APB No. 25" because the exercise prices of the stock options on
the new measurement dates were, in some instances, lower than the fair market value of the underlying stock on such dates, we were
required to record stock-based compensation expense for these differences. As a result, stock-based compensation expense in a
cumulative after-tax amount of approximately $19.2 million should have been reported in the consolhidated financial statements for the
fiscal years 1997 through 2005. After considering the materiality of the amounts of stock-based compensation and related income tax
effects that should have been recognized in each of the applicable historic periods, including the interim periods of fiscal 2005 and
2006, we determined that the errors were not material to any prior period, on either a quantitative or qualitative basis, under our
previous method for quantifying misstatements, the roll-over method. Therefore, we have not restated our consolidated financial
statements for prior periods. In accordance with the provisions of SAB 108, we decreased beginning retained earnings at November 1,
2005 by approximately $19.2 million, from $984.1 million to $964.9 million, or a reduction of two percent, with the offset to
additional paid-in capital in the consolidated balance sheet.

Acquisitions
PlateSpin

On March 26, 2008, we acquired 100% of the outstanding stock of PlateSpin, a leader in support solutions for complete workload
lifecycle management and optimization for Windows, UNIX and Linux operating systems in the physical and virtual data center. The
purchase price consisted of $204.1 million in cash, plus merger and transaction ccsts of $3.8 million. PlateSpin’s products have been
integrated into our Systems and Resource Management business unit segment. PlateSpin’s results of operations were included in our
consolidated financial statements beginning on the acquisition date.

SiteScape

On February 13, 2008, we acquired 100% of the outstanding stock of SiteScape, Inc. (**SiteScape™), a provider of open collaboration
software, including Teaming + Conferencing products. The purchase price consisted of $18.5 million in cash, plus merger and
transaction costs of $0.4 million. SiteScape’s products have been integrated into our Workgroup business unit segment. SiteScape’s
results of operations were included in our consolidated financial statements beginning on the acquisition date.

Senforce

On August 1, 2007, we acquired 100% of the outstanding stock of Senforce Technologies, Inc. (“Senforce™), a provider of endpoint
security management, for $20.0 million in cash, plus transaction costs of $0.2 million. Endpoint security management focuses on
technology that provides data security for workstations, laptops or mobile devices in order to ensure that data cannot be accessed when
they are lost or stolen. Senforce’s products have been integrated into our Identity and Security Management business unit segment.
Senforce’s results of operations were included in our consolidated financial statements beginning on the acquisition date.

RedMajo

On November 17, 2006, we acquired 100% of the outstanding stock of RedMojo Inc. (“RedMojo™), a privately-held company that
specialized in cross-platform virtualization management software tools. RedMojc’s products have been integrated into our Systemns
and Resource Management business unit segment. The purchase price was approximately $9.7 million in cash, plus merger and
transaction costs of approximately $0.2 million. RedMojo’s results of operations were included in our consolidated financial
statements beginning on the acquisition date.

e-Security

On April 19, 2006, we acquired 100% of the outstanding stock of e-Security, Inc. (“e-Security”), a privately-held company
headquartered in Vienna, Virginia. e-Security provides security information, event management and compliance software. e-Security’s
products are now part of our Identity and Security Management business unit segment. The purchase price was approximately $71.7
million in cash, plus transaction costs of $1.1 million. e-Security’s results of operations were included in our consolidated financial
statemenis beginning on the acquisition date.
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Divestitures
Discontinued operations

Qur discontinued operations include the divestitures of our Cambridge Technology Partners (Switzerland) SA (“CTP Switzerland™),
subsidiary in fiscal 2008, our Salmon Lid. (“Salmon™) subsidiary in fiscal 2007 and our Celerant subsidiary in fiscal 2006. These
subsidiaries were the final components of our general Business Consulting segment. Detailed discussions of each of these divestitures
follows:

CTP Switzerland

On October 31, 2007, we signed an agreement to sell our CTP Switzerland subsidiary to a management-led buyout group for $0.8
million ($0.5 million was received at close on January 31, 2008, and an additional contingent payment of $0.3 million was received
during the fourth quarter of fiscal 2008). No further payments are due from CTP Switzerland. As of January 31, 2008, we ceased
shareholder and operational relationships with CTP Switzerland.

When we signed the agreement, we began classifying CTP Switzerland’s results as a discontinued operation in our consolidated
statements of operations and reclassified our results of operations for the prior comparable period. In fiscal 2007, we recognized an
estimated loss on disposal of $8.9 million resulting from the expected sale. During fiscal 2008, we recognized a gain on final
liquidation of CTP Switzerland of $1.4 million, for a total net loss on the disposition of $7.4 million.

Salmon

On March 12, 2007, we sold our shares in Salmon to Okam Limited, a U.K. Limited Holding Company, for $4.9 miilion, plus an
additiona! contingent payment of approximately $3.9 million to be received if Salmon meets certain cumulative future revenue targets
by the end of our fiscal 2009. Of the $4.9 million, $2.9 million was received at the time of sale and the remaining $2.0 million was
received during the second quarter of fiscal 2008. The $2.0 million was originally recorded as a receivable and included in the
calculation of the gain recorded in the second quarter of fiscal 2007. During the fourth quarter of fiscal 2008 we received $1.2 million
of the approximate $3.9 million contingent amount. As of the date of sale, we ceased further shareholder and operational relationships
with Salmon. Salmon’s sale has been recorded as a component of discontinued operations in our consolidated statements of
operations.

During the first quarter of fiscal 2007, we determined that it was more likely than not that Salmon would be sold. This determination
triggered the need to test the $11.9 million of goodwill related to Salmon for impairment. Using an estimate of proceeds to be received
upon sale as an indicator of Salmon’s fair value, we determined that $10.2 million of Salmon’s goodwill had become impaired, and
was, therefore, written off during the quarter as a component of discontinued operations in the consolidated statement of operations. In
addition, we also determined that $0.5 million of customer relationship intangible assets and $0.1 million of non-compete agreement
intangible assets had become impaired and, therefore, were also written off in the first quarter of fiscal 2007.

In the second quarter of fiscal 2007, we recognized a gain on the consummation of the sale of approximately $0.6 million. Salmon’s
results of operations are classified as a discontinued operation in our consolidated statements of operations.

Celerant

On May 24, 2006, we sold our shares in Celerant consulting to a group comprised of Celerant management and Caledonia Investments
plc for $77.0 miliion in cash. Celerant consulting was acquired by us in fiscal 2001 as part of the Cambridge Technology Partners
acquisition. There are no ongoing shareholder or operational relationships between us and Celerant consulting. The sale of Celerant
consulting does not impact our professional services business. Celerant’s results of operations are classified as a discontinued
operation in our consolidated statements of operations.

Celerant consulting is accounted for as a discontinued operation, and accordingly, its results of operations and the gain on the sale of
Celerant consulting are reported separately in a single line item in our consolidated statement of operations.
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The results of discontinued operations (CTP Switzerland, Salmon and Celerant) for fiscal 2008, 2007, and 2006 are as follows:

- Fiscal Year Ended Qctober 31,
2008 2007 2006

(In thousands)

CTP SWitzerland REt TEVENMUE.........ocoo oo s ereeressressesaeesseseseesnseneeane $ 6,566 3 25,625 $ 26,877
SAlMON MEL LEVENUE ..c.co ettt sttt s en st s ebns — 7,351 21,069
Celerant MEt FEVENUE .......ocvvvieicinvreeere ettt st es st s st sttt ettt — — 83.341
Y 6,566 3 32,976 3 131,287
CTP Switzerland income before tAXeS .......coveiee e cera e r e $ 105 b 739 $ 1,936
Salmon income BefOre tAXES ..........c..covvvivve s s sene e e — 83 1,740
Celerant income before taXes . ..viviviiie ittt _ — — 1,783
Income Before tAXES . ..vvvivcirieirre et et 105 822 5.459
Salmon impairment of long-lived assets..........cocovvviveceecineneir e ) — {10,848) —
Salmon gain ON SALE ... 1,223 628 —
CTP Switzerland gain on S8lE .......o.oc v e 1,430 — —
CTP Switzerland impairment of goodwill ..o, — (3,903) —
CTP Switzerland impairment 1085, .......ocvviriieiiriei e ve e ee et — (4.952) —
Celerant gain on Sale ..o s — — 11,117
Gain (loss) on discontinued OPerations .........cc.cceeeeevivievivisrereisesiareer s 2,653 (19,075) 11,117
Income tax (benefit) expense on discontinued operations .............ocovevcveenvnrnns (836) (69) 1,561
Income (loss} from discontinued Operations. ........cccceecomevrreieriiecrereinnnens 3 3,594 b (18,184 & 15,015
The net cash proceeds from the sale of our discontinued operations (CTP Switzerland, Salmon and Celerant) are as follows:
Fiscal Year Ended October 31,
(In thousands) 2008 2007 2006
CTP Switzerland net cash diStriBULIONS ..........cocveviiinrisiseiier e erseseseens $ 2,667y S — 3 —
Salmon net cash ProCEEUS ..o v esss s e ere e st ere st reaiens 3,231 783 —
Celerant net cash proceeds.......ccovvveviirirree e — — 37,922
Net cash proceeds from sale of discontinued operations.............ccc.cceeverernens 3 564 3 783 3 37,922
Sales of Subsidiaries

Our sales of subsidiaries include the divestitures of our Mexico subsidiary (“Mexico”) and our Argentina subsidiary (“Argentina”) in
fiscal 2008, and our Japan Consulting Group (“JCG”) in fiscal 2006. Detailed discussions of each of these divestitures follows:

Mexico and Argentina subsidiaries

On July 1, 2008, we sold our Mexico and our Argentina subsidiaries to one of our Latin American distribution partners for a total of
$6.6 million. Total selling costs for both subsidiaries were less than $0.1 million. As of October 31, 2008, the remaining receivable on
our consolidated balance sheet for the sale of the subsidiaries consists of $0.3 million for Mexico and $0.1 million for Argentina.
Payment of the remaining receivable will be made during the first quarter of fiscal 2009 afier the final working capital adjustments are
agreed upon. During fiscal 2008, we recorded a total loss on the sale of both sutsidiaries of $3.7 million, which included a goodwill
allocation of $1.5 million. These subsidiaries were primarily sales operations and sold products from our four business unit segments
(See the table in Note J, “Goodwill and Intangible Assets™ for the goodwill amounts allocated to each business unit segment).

We will continue to sell products to customers in these countries through the distribution partner. Accordingly, we will have

continuing cash flows from these businesses and have not presented them as discontinued operations in our consolidated statements of
operations.
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Japan Consulting Group

On August 10, 2006, we sold the JCG to Nihon Unisys, LTD (“Unisys™) for $4.0 million. $2.8 million of the selling price was paid at
closing and $1.2 million was contingent upon certain key employees remaining employed by Unisys for the 12 month period after
closing. In the fourth quarter of fiscal 2007, Unisys paid the contingent consideration of $0.2 million for each key employee that was
still employed by Unisys at the end of the retention period, totaling $1.2 million. We recorded a loss of $8.3 million in fiscal 2006
related to the excess carrying amount of the JCG over its fair value, of which $7.1 million was to write off goodwill. We also
recognized a gain of $1.2 million in fiscal 2007 related to contingent consideration.

The JCG is a key partner for us with respect to subcontracting consulting services. Likewise, cash flows from the JCG to us will
continue as we are a subcontractor for the JCG. As a result of our continuing involvement, the JCG has not been presented as a
discontinued operation.

The net cash (distributions) proceeds from the sale of our subsidiaries (Mexico, Argentina and the JCG) are as follows:

: Fiscal Year Ended October 31,
{In thousands) 2008 2007 2006

Mexico net cash distributed .........ocovovviiiiinece e $ (3 3 — $ —
Argentina net cash distributed..............oooo i (158) — —
JCG net cash Proceeds ... — 1.200 1.450

Net cash (distributions) proceeds from sale of subsidiaries ......................... 3 171y § 1,200 5 1,450

Results of Operations — Fiscal 2008 as compared to Fiscal 2007
Revenue '

We sell our sofiware and services primarily 10 corporations, government entities, educational institutions, independent hardware and
software vendors, resellers and distributors both domestically and internationally. In the consolidated statements of operations, we
categorize revenue as software licenses, maintenance and subscriptions, and services. All prior periods have been reclassified to
conform to the current year’s presentation. Software licenses revenue includes sales of proprietary licenses, upgrade licenses and
certain royalties. Maintenance and subscriptions revenue includes product maintenance agreements, Linux subscriptions, and upgrade
protection contracts. Services revenue includes professional services, technical support, and training.

Fiscal Year Ended October 31,

{Dollars in thousands) 2008 2007 Change
SORWAIe IICEIMSES .ooii e e e et e b srt e sassabessbere s testesneesneesneesnesanesnnenns $ 189,655 3 176,107 8%
Maintenance and SUDSCIIPHONS .......ooooomiii it eee e 613,063 564,354 9%
B VIS et ettt ettt e ee et s b et e e e s e b e ree et e et e e be e beeatesatesaeesaeeaneeneeneenrenee 153,795 192,038 (20)%
TOAL NEL FEVENMUE ... e cemessess e sere st ess et ess bbb s $ 956,513  §___932499 3%

Revenue in our software licenses category increased in fiscal 2008 compared to fiscal 2007 primarily due to increased license revenue
from our Systems and Resource Management products, which included $11.7 million of software license revenue from the acquisition
of PlateSpin, which we acquired in March 2008 and from our Identity and Security Management products. These increases were offset
somewhat by an anticipated decrease in combined OES and NetWare-related license revenue.

Maintenance and subscriptions revenue increased in fiscal 2008 compared to fiscal 2007 primarily due to increased revenue from our
Linux Platform Products, which increased $33.1 miilion, or 38%, and from higher Systems and Resource Management and Identity
and Security Management maintenance and subscriptions revenue. Workgroup maintenance and subscriptions revenue was basically
flat in fiscal 2008 compared to fiscal 2007,

Services revenue decreased in fiscal 2008 compared to fiscal 2007 reflecting the impact of realigning our services business to be more
efficient and product focused.
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Foreign exchange rate fluctuations favorably impacted revenue by $21.9 million in fiscal 2008 compared to fiscal 2007, as measured
by using beginning of fiscal year foreign currency exchange rates on non-U.S. dollar denominated revenue.

Our revenue by business unit segment for fiscal 2008 and fiscal 2007 is detailed below,

Net revenue in the Open Platform Solutions segment was as follows:

Fiscal Year Ended October 31

{Dollars in thousands) 2008 2007 Change
SOTEWATE [ICEMSES 1.vvvviviviviiecirnstcerreieestes s s et aan s va e teese s e et et e et e s eb snnes $ 164 b 197 (17)%
Maintenance and SUDSCIIPLIONS ... ..couiciiiiiiern et ee e sb et sbst e ne e emens 128,646 93,844 37%
B TVICES oot et e et e e e et e e e et ee e et e e e e e e ek s st e et e et e en e e ene e eeeeent e teanee et eeneeeneenaeraeereneeenns 26.048 25818 1%
TOAL MEL FEVENUIEC  ....eevveivieivecricttiste it e e era e e bbb tssabe sttt s smcrereeresn et s e bssarssanesais $ 154,858 b 119,859 29%

Revenue from our Open Platform Solutions segment increased in {iscal 2008 compared to fiscal 2007 primarily due to Linux Platform
Products, which increased maintenance and subscriptions revenue by $33.1 million, or 38%. Because much of the revenue we invoice
is deferred and recognized over time, we constder invoicing, or bookings, to be a key indicator of current sales force performance and
future revenue performance. For Linux Platform Products, invoicing decreased 33.1 million, or 16% in fiscal 2008 compared to fiscal
2007. This decrease was primarily due to the high invoicing levels of $73.3 millicn in the first quarter of fiscal 2007 that followed the
November 2, 2006 signing of the Microsoft Agreements. In fiscal 2008, the SLES centificates distributed by Microsoft accounted for
42% of Linux Platform Products invoicing. These agreements are discussed in more detail above in the Critical Accounting Policies
section, in the subsection entitled, “Microsoft Agreements-Related Revenue.”

Net revenue in the Identity and Security Management segment was as follows:

Fiscal Year Ended October 31,

{Dollars in thousands) 2008 067 Change
SO W AT [ICETISES 1iovtiiiiis et teeee et e eete e e e e et et ee b e e et s et eeeeneesere e eee e e e s sabestassebsestatarabeeennees 8 56,613 h) 50,506 12%
Maintenance and SUBSCIPLIONS ....cooiiiii ettt e e st e 80,610 75,177 7%
S BTVICRS 1. sveeeeteeeeeee et err et ersetsom s e eeeteateseaseseetere et sren e se e et s taasannensanneseentereantenee eenen 56,767 78.997 (28)%
TOTA] MEL FEVENUER ..ecvieciiciictiscer v ersc e e e e reet e et e s e e saasasasssersseteesrarreanreartesbeessasssaneses $ 193,990 $ 204,680 5o

Revenue from our Identity and Security Management segment decreased in fiscal 2008 compared to fiscal 2007 primarily due to lower
services revenue reflecting the impact of realigning our services business as discussed above, partially offset by higher Identity and
Access Management product revenue, which increased 15% during the period. Invoicing for [dentity and Access Management
products increased $29.1 million, or 25% in fiscal 2008 compared to fiscal 2007.

Net revenue in the Systems and Resource Management segment was as follows:

Fiscal Year Ended October 31

(Dollars in thousands) 2008 2007 Change
SOMTWALE JICBIISES 1vetvierrieiiiiiis st i st seesresa e et e et essesrssr s sae e baossaoatonseensesnsarnsernsssnsnsrsnrarns $ 48,837 $ 35,234 39%
Maintenance and SUDSCIIPLIONS ...coccvicii ettt ree s sae e e 121,650 112,510 8%
B BIVICES ettt ettt s e et ket At aRsr b ea bbb b4 e e R R b n et e b es bt s ereaes 22,734 27.872 (18)%
TOTAY B TEVEIIIE ..ottt et iste v e e errssee et s e st satasatesateseeernesansrassreeateessssasbansas 3 193,221 3 175,616 10%

Revenue from our Systems and Resource Management segment increased in fiscal 2008 compared to fiscal 2007 primarily as a result
of $19.0 million of higher revenue from our PlateSpin and Senforce acquisitions. Senforce was acquired in the fourth quarter of fiscal
2007 and PlateSpin was acquired in the second quarter of fiscal 2008. Invoicing for Systems and Resource Management products
increased 19% in fiscal 2008 compared to fiscal 2007,
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Net revenue in the Workgroup segiment was as follows:

Fiscal Year Ended October 31

(Dollars in thousands) 2008 2007 Change
SOFTWATE LICEIMSES ..ooveeieveieieeeereveiersssisterseesres e e sbssresbesae st e aresrtene et et s e e et eemtsba et s sesbssns $ 84,041 3 90,170 (1%
Maintenance and SUBSCIPLIONS .......ooviieieieiieie et e e erene et s enaneanes 282,157 282,823 —%
BIVICES . cveveeeeebe st et e et e teeteear e e er e vr e e nesbeaagne et ekt e nae Rt e e e e R r R n e e 48.246 59,351 (19%
TOA] NEL TEVENUE . ...crceeeee s eeieee ettt rereseseseeeeeeemememeeesesesesssbesbastbs st bbb bbb ne e en s §_ 414,444 $ 432344 ()%

Revenue from our Workgroup segment decreased in fiscal 2008 compared to fiscal 2007 primarily from lower services revenue.
Combined OES and NetWare-related revenue decreased $8.1 million, or 4%, partially offset by a $7.0 million, or 7%, increase in
Collaboration revenue. Invoicing for the combined OES and NetWare-related products was basically flat in fiscal 2008 compared to
fiscal 2007. Product invoicing for the Workgroup segment increased 1% in fiscal 2008 compared to fiscal 2007 after excluding the
$108.0 million of invoicing in the first quarter of fiscal 2007 related to the November 2, 2006 signing of the Microsoft Agreements.

Deferred revenue

We had total deferred revenue of $730.1 million at October 31, 2008 compared to $767.7 million at October 31, 2007. Deferred
revenue represents revenue that is expected 1o be recognized in future periods under maintenance contracts and subscriptions that are
recognized ratably over the related contract periods, typically one to three years. Deferred revenue related to the Microsoft
Agreements is recognized ratably over various related service periods, which can extend up to five years. The decrease in total
deferred revenue of $37.6 million is primarily attributable to the recognition of Microsoft-related deferred revenue during fiscal 2008.

Gross profit
- _Fiscal Year Ended October 31,
(Dollars in thousands) 2008 2007 Change
Software licenses gross Profit ... § 171,704 $ 157,602 9%
percentage of related revenue ... 91% 89%
Maintenance and subscriptions gross profit........ceveeeerieninnimnn e, § 561,384 $ 514,839 9%
percentage of relared FeVERLE ... s 92% 91%
SEIVICES BIOSS PIOMTh.urverveiererenerereremececmcecaccatreese st s b s s sd s e e srn e e es e $  (14,199) § (196) —%
percentage of Felated FEVENUE ...........ccvvimimiiiciee s (9)% —%
TOtAl ZIOSS PrOTIt.cvcviiiiiiiiereresere st bbb $ 718,889 $ 672,245 7%
PEFCERIALE Of FEVOMUE ... et ss s sm e e een st 75% 72%

Higher gross profit and gross profit as a percentage of related revenue for fiscal 2008 compared to fiscal 2007 reflects the benefits of
our prior restructuring actions, other cost reduction initiatives and favorable foreign currency exchange rate fluctuations. Our overall
gross profit improvement also reflected the benefits of realigning our services business to be more product focused resulting in a
change in revenue mix from negative margin services revenue to higher-margin product revenue as discussed above. Foreign currency
exchange rate fluctuations during fiscal 2008 compared to fiscal 2007 favorably impacted total gross profit by $16.1 million.
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Gross profit by business unit segment was as follows:

Fiscal Year Ended October 31

(Dollars in thousands) 2008 2007 Change
Open Platform SOIUtONS.........ocoovvviiiiiiiiiecce sttt e emee e e $ 112,650 s 80,921 39%
percentage of Felated PFEVERHE .............c.cccvvmiveieereeviissecie et rbne, 73% 68%
Identity and Security Management ..................ooorrininneeieiie bbb $ 113917 3 104973 9%
percentage of relaled FeVente .. ............cccociiiviviviioineeeereir e e, 39% 51%
Systems and Resource Management.............vvcoeeeeean et ssessseseens g 159,929 $ 142,752 12%
percentage of relaled FEVERUE ............ccccceivcivvorinirir e caa e et eis e, 83% 81%
WOTKEIOUD ...cvevceieees ettt et sttt e tere et et st et et s s s et eeeemesanssssnn st et et emmsesenenens $ 345270 ¥ 353,132 2)%
percentage of relaled FeVEMUE ...........cccccvvommeieeees e, 83% 82%
Common unallocated OPerating COSIS ........o..ivvieeieiiecee e se e e srsrsnane. 3 (12,877 8 (9,533) 35%
Total gross Profit .. et B 718,889 $ 672,245 7%
PEFCOIMAZE OF FEVEIMUE ...ttt st 75% 72%

The changes in gross profit in each of our segments as a percentage of related revenue in fiscal 2008 compared to fiscal 2007 can be
characterized as follows:

+ Open Platform Solutions — increased primarily due to higher revenue reflecting increased amounts of recognized revenue
from the Microsoft Agreements, and cost containment efforts.

* ldentity and Security Management — increased primarily due to a mare favorable mix of higher-margin product revenue
and cost containment efforts,

= Systems and Resource Management — increased primarily due to a more favorable mix of higher-margin product revenue.

* Workgroup — increased as a percentage of revenue primarily due to cost containment efforts, but decreased in total
dollars due to lower revenue.

Operating expenses

Fiscal Year Ended October 31,

(Dollars in thousands) 2008 2007 Change
Sales and MArKeting .......ccooveeiiiiiii ettt bbb s $ 361,832 % 346,777 4%,
AS & PEFCERNT Of @I FEVERMUE.........o.oeuereeeeeeeenareeterestsiteees e e aesassa e e s e e nn e es 38% 37%
Product develOpmient ..o ittt s $ 198,149 § 208,370 (5)%
as G PErcent Of HET FEVERUE.............ccccccccivvavatiiiriireeee e resa s esn s carns 21% 22%
General and admINISIFATIVE «..ieieeccececece et e es s ss e s etesaessrensmennssnens $ 111,429 % 127,118 (12)%
AS @ PrCENt Of ROl FEVENMUE. ........ocvovveiviesineseie s as bbb 12% 14%
RESITUCTUTINE EXPENMSES 1ovvirierrcreeerseereeserarastass e rnse e srare s rasessesbasaenessensesessesesssasasendons $ 28645 § 43,097 (3%
A5 A PErCENt Of NEE FEVENUE..........c.cceeeieieiriiir ettt et e et neeeens 3% 5%
Impairment of INtangible ASSetS .........ccvvieiiecccrre e et $ 7664 % 3.851 99%
A8 0 POYCENT Of HEE FEVENHE .....c..oovoeeveeieesren et e et ant st 1% —%
Loss (gain) on sale of subsidiaries ... $ 3694 § (1,200) 408%
US 4 PEFCEHT Of REE FEVERUE ...ttt enen et en s eess ettt e e —% —%
Purchased in-process research and development .......ooveciiieniieniecece e b 2700 % — —%
G5 & PErcent Of BE FEVEIUE. .....viviceeeeneeeeeee ittt et e et i sts e en —% —%
Total OPETALINE EXPENSES .ovvveevieeiceeeeeceeetrie s eebete e e e eeeeeaeeeeeeaeesensersebatansessineanas $ 714,113 § 728,013 (2)%
AS G PEYCENt Of NEI FEVENUE .......cooooivevteirieeeee e v st se s se st ee s enans 75% 78%

Sales and marketing expenses increased in fiscal 2008 compared to fiscal 2007 primarily due to $13.3 million of sales and marketing
expenses from PlateSpin, which was acquired during the second quarter of fiscal 2008 and $10.6 million of unfavorable foreign
currency exchange rate fluctuations. These increases were partially offset by cost reductions from our recent restructuring actions.
Sales and marketing headcount was lower by 13 employees, or 1%, at the end of fiscal 2008 compared to fiscal 2007.
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Product development expenses decreased in fiscal 2008 compared to fiscal 2007 reflecting the benefits of our strategic initiative of
integrating our product development approach and balancing between on and offshore development locations. These expense
decreases were partially offset by an additional $6.4 million of expense related to PlateSpin, as well as $3.8 million of unfavorable
foreign currency exchange rate fluctuations. Product development headcount increased by 85 employees, or 6%, at the end of fiscal
2008 compared to fiscal 2007, due primarily to increases from the PlateSpin and SiteScape acquisitions.

General and administrative expenses decreased in fiscal 2008 compared to fiscal 2007 primarily due to the completion of our
historical stock-based compensation review in the third quarter of fiscal 2007, which added $16.2 million of expenses in fiscal 2007.
These decreases were partially offset by $2.2 million of general and administrative expenses related to PlateSpin and $1.9 million
unfavorable foreign currency exchange rate fluctuations. General and administrative headeount was lower by 16 employees, or 3%, at
the end of fiscal 2008 compared to fiscat 2007.

During fiscal 2008, we recorded net restructuring expenses of $28.6 million. This was comprised of $31.0 million in restructuring
activities recognized during fiscal 2008 and $2.4 million in reductions of accruals for restructuring activities recorded in prior periods.

The restructuring actions undertaken during fiscal 2008 are a continuation of the restructuring plan that we began during the fourth
quarter of fiscal 2006. The restructuring plan is related to our strategy to implement a comprehensive transformation of our business
and to achieve competitive operating margins. This strategy had four main initiatives; 1) improving our sales model and sales staff
specialization; 2) integrating our product development approach and balancing between on and offshore development locations; 3)
improving our administrative and support functions; and 4) transforming our services business to be more efficient and product
focused. Specific actions taken during fiscal 2008 included reducing our workforce by 364 employees. At October 31, 2008, our total
headcount was approximately 4,000. We also vacated several facilities and terminated some service provider contracts.

In the third quarter of fiscal 2008, we acquired $12.0 million of developed technology, which was integrated into our Identity and
Security Management business unit segment. During the fourth quarter of fiscal 2008, we completed our detailed internal reviews of
the technology and determined that we would not utilize all of the acquired developed technology as initially planned. These reviews
determined that only a portion of the acquired developed technology would be utilized in our products. We used discounted cash flow
models to estimate the fair value of this acquired developed technology based upon the updated plans, and determined that $7.7
million had become impaired. This intangible asset was written down and the related charge was recorded as a component of
operating expenses in the consolidated statements of operations during fiscal 2008. The entire $7.7 million impairment charge related
to the Identity and Security Management business unit segment. As part of this review, it was determined that the estimated useful life
of the remaining asset would be four years.

The impairment of intangible assets of $3.9 million in fiscal 2007 related to developed technology, customer relationship and trade
name intangible assets acquired as a part of the e-Security acquisition. During fiscal 2007, as part of our periodic review of intangible
assets, we determined that e-Security’s financial performance declined significantly and that its estimated future undiscounted direct
cash flows would not be sufficient to cover the carrying value of its intangible assets. We used discounted cash flow models to
estimate the value of e-Security’s intangible assets and determined that $2.5 million, $1.3 million and $0.1 million of e-Security’s
developed technology, customer relationship and trade name intangible assets, respectively, had become impaired. These intangible
assets were writteri down and the related charges were recorded as a component of operating expenses in the consolidated statements
of operations during fiscal 2007. This entire $3.9 million impairment charge related to the Identity and Security Management business
unit segment.

The fiscal 2008 loss on sale of subsidiaries resulted from the divestiture of our Mexico and Argentina subsidiaries discussed in the
“Divestitures™ section, above. The fiscal 2007 gain on sale of subsidiaries relates to the contingent earn-out received for the JCG,
discussed in the *“Divestitures™ section, above,

Purchased in-process research and development of $2.7 million during fiscal 2008 related to the PlateSpin acquisition. At the
acquisition date, PlateSpin was developing the next release of its three major products. These releases had not yet reached
technological feasibility at the time of the acquisition. The purchased in-process research and development did not have any
alternative future use and did not otherwise qualify for capitalization. As a result, this amount was expensed upon acquisition.
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Foreign currency exchange rate fluctuations during fiscal 2008 compared to fiscal 2007 favorably impacted revenue by $21.9 million,
unfavorably impacted operating expenses by $22.0 million and unfavorably impacted income (loss) from operations by $0.1 million.

Other income (expense), net

Fiscal Year Ended October 31

(Dollars in thousands) 2008 2007 Change
INVESIMENT INCOME ...uvitiiiiieiceeie et v e rr et sr et e s sr e st s re st assatesenerenaesreaneens 3 71,640 b3 86,531 {(17)%
4S G PEFCENT OF REE FEVERUE. ......covreriririiriririssesse v isssssnssnesessessnsssssesssssseses s sssssnsasoss 7% 9%
Impairment of INVESIMENLS .....cc.oiiiiiiriecece ettt s e e e n e e $ 30,029y % — —%
AS @ PEYCENT Of ME FEVENUE .....veoeeeeveeeeviveieetsisetsssats e st esa b es e eeee et eseseeeeeeenee {3)% —%
Gain on sale of venture capital funds.........cccooveeeierniiiei e $ — 3 3,591 —%
AS @ PEFCENT Of HEE FEVENUE ..o veeveverireieieseeeenieseeneeteseesestessesestesessessensstessansnsorssesssrtens —% —%
Interest expense and Other, NBL.. ..o ciceic e erees e ere e eae st sre s sreres $ 23,514y &% (25,939) 9%
S (0 PEFCONE Of HET FEVERUE .......c.oevieveieiesiesrereeiesieivirisssresesberesnsssasssnsstesssesssstesesssstons {2)% (3)%
Total other INCOME, MEL...... ... e s re s e sr e s ears b 18,102 $ 64,183 (72)%

AS 4 PEFCENT Of REI FEVEHHE ......coeceeeeeeeeteseseesesseeeeressasstssss s sanss et ess s emetenines 2% 7%

Investment income includes income from short- and long-term investments. Investment income for fiscal 2008 decreased compared to
fiscal 2007 due primarily to a decrease in cash, cash equivalents and short-term investments resulting primarily from the PlateSpin
acquisition, repurchases of our 0.50% senior convertible debentures due 2024 {“Debentures™), our stock repurchase program, and
lower interest rates.

During fiscal 2008, we recorded an other-than-temporary impairment charge of ;328.7 million related to our Auction Rate Securities
(“ARSs”). For further information see the “Liguidity and Capital Resources” section below. We hold $1.5 million of Lehman
Brothers’ corporate notes. As a result of Lehman Brothers’ bankruptcy announcement, a $1.3 mitlion other-than-temporary charge
was recorded in fiscal 2008 related to this security.

During the first quarter of fiscal 2007, we sold the final portion of our venture capital funds, resulting in a gain of $3.6 million.
Interest expense and other, net for fiscal 2008 decreased compared to fiscal 2007 due primarily from the Debenture repurchases,
which resulted in a $4.6 million gain and from lower interest expense. At October 31, 2008, we had repurchased $474.3 million of the

original $600 million of Debentures,

Income tax expense on income from continuing operations

Fiscal Year Ended October 31

{Dollars in thousands) 2008 2007 Change
INICOTTIE LAX EXPETISE  1r1rrrivierrissareineerrrrririrtsssesssssasessssesssesasssssssssesssssessssssssssessesssessessosaons $ 35217 $ 34,691 2%
EfTECLIVE LAX TALE ... ooveiveecctieeeseceeiers sttt e e st s st s sae s e sato s s s btsabaeabesabesatesateranans 154% 412%

We account for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109™). SFAS No. 109
requires that we record deferred tax assets and liabilities based upon the future tax consequence of differences between the book and
tax basis of assets and liabilities, and other tax attributes. SFAS No. 109 also requires that we assess the ability to realize deferred tax
assets based upon a “more likely than not” standard and provide a valuation allowance for any tax assets not deemed realizable under
this standard.

Due to the utilization of a significant amount of our net operating loss carryforwards in previous years, substantially all of the future
benefit received from our remaining net operating loss carryforwards used to offset U.S. taxable income will be credited to additional
paid-in capital or goodwill and not to income tax expense. In addition, the windfall tax benefits associated with stock-based
compensation will be credited to additional paid-in capital. In connection with our adoption of SFAS No. 123(R) in fiscal 2006, we
elected to follow the tax ordering laws to determine the sequence in which deductions, net operating loss carryforwards, and tax
credits are utilized. Accordingly, during fiscal 2008 a tax benefit of $18.5 million was credited to additional paid-in capital reflecting a
$20.8 million tax benefit relating to stock options for current year exercises and utilization of previously reserved net operating losses
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and tax credits, partially offset by a $2.3 million adjustment for prior year tax filings. During fiscal 2008, a tax benefit relating to the
utilization of previously reserved acquired net operating losses of $5.0 million was credited to goodwill.

As of October 31, 2008, we had $132.7 million in net operating loss carryforwards from acquired companies that will expire in years
2018 through 2026. These loss carryforwards from acquired companies can be utilized to offset future taxable income, but are subject
to certain aznnual limitations. The benefit of the use of these loss carryforwards will be recorded to first reduce goodwill relating to the
acquisition, second to reduce other non-current intangible assets relating to the acquisition, and third to reduce income tax expense. In
addition, we have approximately $189.8 million of foreign loss carryforwards, of which $7.5 million, $5.4 million, and $13.1 million
are subject to expiration in years 2009, 2010, and 2011-2028, respectively. The remaining losses do not expire. We have $83.4 million
in capital loss carryforwards, which, if not utilized, will expire in fiscal years 2009 through 2012. We have foreign tax credit
carryforwards of $33.8 million that expire between fiscal years 2009 and 2017, general business credit carryforwards of $89.2 million
that expire between fiscal years 2010 and 2027, and alternative minimum tax credit carryforwards of $11.1 miilion that do not expire.
We also have various state net operating loss and credit carryforwards that expire in accordance with the respective state statutes.

As of October 31, 2008, deferred tax assets of approximately $16.8 million pertain to certain tax credits and net operating loss
carryforwards resulting from the exercise of employee stock options. If realized, the tax benefit of these credits and losses will be
accounted for as a credit to stockholders’ equity. Additionally, deferred tax assets of $58.0 million relate to acquired entities. These
acquired deferred tax assets are subject to limitation under the change of ownership rules of the Internal Revenue Code and have a full
valuation allowance. Approximately $38.9 million of future tax benefit relating to these deferred tax assets will be recorded to first
reduce goodwill relating to the acquisition, second to reduce other non-current intangible assets relating to the acquisition, and third to
reduce income tax expense.

The effective tax rate for fiscal 2008 differs from the federal statutory rate of 35% primarily due to the effects of foreign taxes, stock-
based compensation plans, and differences between the book and tax treatment of certain income items on which a valuation
allowance has been recorded. The effective tax rate on continuing operations for fiscal 2008 was 153.9% compared to an effective tax
rate of 412.2% for the same period in fiscal 2007. Included in the fiscal 2008 effective tax rate are $3.3 million in adjustments related
to settlements of prior period audits and tax filings. The effective tax rate for fiscal 2008 differs from the effective tax rate for fiscal
2007 because, even though we had losses from continuing operations in fiscal 2007, we had income tax expense resulting primarily
from the use of previously reserved U.S. net operating loss carryovers.

In accordance with determinations made pursuant to the applicable accounting standards, we continue to believe that it is more likely
than not that most of our net deferred tax assets will not be realized based on all available evidence, As a result, we have provided a
vatuation allowance on those U.S. net deferred tax assets. In reaching this determination, we evaluated our three-year cumulative
results, our pre-tax losses for the third and fourth quarters of fiscal 2008, as well as the impacts that current economic conditions may
have on our future results. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation
allowance is no longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future income tax
provisions, goodwill or additional paid-in capital. It is reasonably possible that we could reduce a significant portion of our valuation
allowance in the near-term. The valuation allowance on deferred tax assets increased by $0.8 million in fiscal 2008 primarily due to
stock-based compensation and other originating assets, new acquisitions, and changes in our deferred tax liabilities. During the fiscal
year, we reduced our deferred tax asset and valuation allowance by $33.2 million for certain operating losses and credits that are not
valid in the future as a result of tax law limitations.

We have not provided deferred taxes relative to undistributed earnings of foreign subsidiaries as such undistributed earnings are
considered to be indefinitely reinvested. Prior to this fiscal year, we had provided deferred taxes on the undistributed earnings of
certain foreign subsidiaries, but such deferred taxes were reversed during the current fiscal year based on our assertion to remain
indefinitely reinvested in all foreign subsidiaries. We consider the earnings to be indefinitely reinvested based on management’s
overall business strategy, including anticipated future uses of global cash balances. We will calculate any potential future tax liabilities
relating to these undistributed foreign earnings if we no longer meet the criteria to remain indefinitely reinvested. Total undistributed
earnings of approximately $328.6 million at October 31, 2008 may become taxable upon their remittance as dividends or upon the sale
or liquidation of these foreign subsidiaries. Tt is not practicable to determine the amounts of net additional income tax that may be
payable if such earnings were repatriated.
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Prior to fiscal 2008, we evaluated our tax reserves under SFAS No. 5, “Accounting for Contingencies” (“SFAS No. 5”). SFAS No. 5
required us to accrue for losses we believed were probable and could be reasonably estimated. In July 2006, the FASB issued
Interpretation No, 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 1097 (“FIN 48™). FIN
48 clarifies the accounting for uncertainty in income taxes recognized in the financial statements in accordance with SFAS No. 109,
“Accounting for Income Taxes.” Under FIN 48, a company can recognize the benzfit of an income tax position only if it is more likely
than not {greater than 50%) that the tax position will be sustained upon tax examination, based solely on the technical merits of the tax
position. Otherwise, no benefil can be recognized. The tax benefits recognized are measured based on the largest benefit that has a
greater than 50% likelihood of being realized upon ultimate settlement. Additionally, companies are required to accrue interest and
related penalties, if applicable, on all tax exposures for which reserves have beea established consistent with jurisdictional tax laws.
The adoption of FIN 48 resulted in a $1.4 million non-cash adjustment to increase our reserves for unrecognized tax benefits and a
reduction to beginning retained earnings. Qur policy for interest and penalties related to income tax exposures was not impacted as a
result of the adoption of the recognition and measurement provisions of FIN 48, Interest and penalties on tax reserves continue to bhe
classified as income tax expense in our consolidated statements of operations.

As of November 1, 2007, we had reserves for unrecognized tax benefits totaling $55.1 million, including the $1.4 million effect of
adopting FIN 48, of which $35.7 million would favorably impact our effective tax rate if recognized. As of October 31, 2008, we had
reserves for unrecognized tax benefits totaling $49.9 million, of which $33.5 million would favorably impact the effective tax rate if
recognized. The $5.2 million decrease in reserves for unrecognized tax benefits during the fiscal year relates primarily to benefits
recognized as a result of the lapse of statutes of limitations, settlements with tax authorities, and changes to measurement of existing
uncertain tax positions for changes in foreign exchange rates, partially offset by increases for unrecognized tax benefits originating
during the year.

During fiscal 2008, we accrued approximately $2.5 million in interest related to unrecognized tax benefits, partially offset by a $2.2
million reduction in accrued interest attributable to the decrease in unrecognized tax benefits in which the statute of limitations lapsed
during the year. We had approximately $7.1 million and $7.4 million accrued for the payment of interest related to unrecognized to
benefits as of November 1, 2007 and October 31, 2008, respectively.

We have recorded a $39.7 million liability for unrecognized tax benefits and related interest in the line item, “Other long-term
liabilities™ on our consolidated balance sheet. The remaining $1.2 million of unrecognized tax benefits and related interest has been
recorded in the line item, “Income taxes payable,” in the consolidated balance sheet.

The difference between the total unrecognized tax benefits and those affecting the effective tax rate is due to certain unrecognized tax
benefits that would impact our deferred taxes if recognized. As of October 31, 2008, we believe it is reasonably possible that $1.2
million of unrecognized tax benefits will decrease within the next 12 months as the result of statute of limitations expiring in various
Jurisdictions, We do not believe that the favorable $1.2 million decrease in unrecognized tax benefits would significantly impact the
effective tax rate in any one period.

We conduct business globally and, as a result, one or more of our subsidiaries file income tax returns in the U.S. federal jurisdiction
and various state and foreign jurisdictions. In the normal course of business, we are subject to examination by taxing authorities
throughout the world. During January 2008, the U.S. Internal Revenue Service opened an examination for fiscal 2005 and 2006, in
addition, we are at various stages in examinations in some foreign jurisdictions. With few exceptions, we are no longer subject to U.S.
federal, state and local income tax examinations for years prior to fiscal 1998 or non-U.S. income tax examinations for years prior to
fiscal 2004.

Net loss components

Fiscal Year Ended October 31,

(In thousands) 2008 2007

Loss from CONtMUING OPEIAtIONS. ........ccveeeeeieeee ettt e et e e eae e e e eeeesnestesmeetesrenseieeeeeseene et eemeeseans $ 12,339y % (26,276)
Income (loss) from discontinued operations, NELOF LAX ..., .o rerrrieeoreesis v e eresrstesnas e e s s erenes 3.594 (18.184)
INELLOSS ottt e m e e ae bttt s s et et e b e b b nareeeee s s et e s ettt ettt rr et sase e $ (8745 § (44,460)

Discontinued operations relates to the sales of CTP Switzerland and Salmon, discussed in the “Divestitures” section, above,
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! Fiscal Year Ended October 31,
{Dollars In thousands) 2007 2006 Change

SOTEWATE HOETISES <. eev oo eeeeeeeeeeee et cat et s ee b eae et s e st e b b s ess s sssate s s ee e s b e et be et s s sneanssanassnansaarsrns g 176,107 ) 173,678 1%
Maintenance and SUBSCIPLONS .....coocioiei it 564,354 536,993 5%
S BTVICES ot veeveiereenterreerrrererere e besbeesateeaeesesaseebeseeseeaseeasssaseeaeeabeeateenteenses eneerneerneebseetsatena 192.038 208,660 (8)%

TOUA] MO FEVEIUE ... cvovocrisimseecie it $ 932,499 h) 919,331 1%

Revenue in our software licenses category increased in fiscal 2007 compared to fiscal 2006 primarily due to increased license revenue
from our Identity and Security Management products and increased license revenue from our Systems and Resource Management
products as a result of the acquisition of Senforce. These increases were offset somewhat by an anticipated decrease in combined OES
and NetWare-related license revenue.

Maintenance and subscriptions revenue increased in fiscal 2007 compared to fiscal 2006 primarily due to increased revenue from our

Linux Platform Products, which increased $39.1 million, or §1%.
|

Services revenue decreased in fiscal 2007 compared to fiscal 2006 primarily due to decreased services revenue related to our Identity
and Security Management and Workgroup products.

Forzign exchange rate fluctuations favorably impacted revenue by $15.2 million in fiscal 2007 compared to fiscal 2006,
Our revenue by business unit segment for fiscal 2007 and fiscal 2006 is detailed below.

|
Net revenue in the Open Piatform Solutions segment was as follows:

Fiscal Year Ended October 31,

(Dnllafs In thousands) 2007 2006 Change
SOTTWEATE HCEIISES 1.vviviveiviiresseistesaessasteiresssissessessessasssesasssnsasesasaeseascassinsaaseassasnemsaseenennnenes 3 197 b 605 (67)Y%
Maintenance and subscnptlons ....................................................................................... 93,844 55,810 68%
BN T4 L TR U 25,818 17,046 51%
TOtA] NEL TEVENUE ..o vee e eeeeeee et e eeeese et eee e eeessease bbbt b s s esesesssenssnees § 119,859 h) 73,461 63%

Revenue from cur Open Platform Solutions segment increased in fiscal 2007 compared to fiscal 2006 primarily due to increased
Linux Platform Products revenue, which increased $39.1 million, or 81%, due to the impact of the Microsoft Agreements. In addition,
Open Platform Solutions-related services revenue increased in fiscal 2007 compared to fiscal 2006. For Linux Platform Products,
invoicing increased 200% in fiscal 2007 compared to fiscal 2006, including the impact of the Microsoft Agreements.

Net revenue in the Tdentity and Security Management segment was as follows:

l Fiscal Year Ended October 31,

(Dollars In thousands) 2007 2006 Change
SO EWATE LICEIISES oot e e e e e e e et e e e e e e iant s sbsesrase s $ 50,506 $ 46,190 9%
Maintenance and subscrlpnons ....................................................................................... 75,177 77,054 (2)%
S ETVICES 1 cvvverereureroesseinresseeceeseemsaeseasesaseeatasssassseaseesbes st e e esse st aaeseseabeennsesneesneasneannesnrenne 78.997 86.645 (9%
TOMA] BT TEVENUE ... esssseseses e eesess s eseseosseseeessssseeeseesessnensasesees s §___ 204,680 3 209,889 (2)%

Revenue from our [dentity and Security Management segment decreased in fiscal 2007 compared to fiscal 2006 primarily due to
decreased revenue! from Identity and Security Management-related services. Invoicing for Identity and Access Management products
increased 11% in fj'lscal 2007 compared to fiscal 2006,
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Net revenue in the Systems and Resource Management segment was as follows:

Fiscat Year Ended October 31,

(Dollars In thousands) 2007 2006 Change
SO WA HCBIISES tevutiiintieee et eee e e e e e eeeveataransseensaseasseansesssnsessrresssessseeasesansessase $ 35,234 $ 30,839 14%
Maintenance and SUDSCIIPLONS 1...c.civerriinresre it e 112,510 115,342 (2)%
by i T <L SO OO R TSRO T TP RUUPU RSO 27.872 28.052 (1%
TOLAl ML TEVEIIUS ..ottt s sttt s e 1t ee e e e e ee et e e eeeeeneeeee s aerens 3 175,616 S 174,233 1%

Revenue from our Systems and Resource Management segment increased in fiscal 2007 compared to fiscal 2006 primarily due to
revenue from the acquisition of Senforce in the fourth quarter of fiscal 2007. Invoicing increased 3% in fiscal 2007 compared to fiscal
2000.

Net revenue in the Workgroup segment was as follows:

Fiscal Year Ended October 31

{Dollars In thousands) 2007 2006 Change
SOFIWATE HICEIISES 1vvirerereiresieeeeseirrsese st e s e seres s et ese s s et s st e st b e st eb s seasabeserens £enens 5 90,170 b 96,044 (6)%
Maintenance and SUBSCTIPHONS ....oviiiiiiiiii ittt aeenes —enens 282,823 288,787 (2%
B BIVICES ..ttt et ettt ee e bbb e e et s sr et ek e srennene Teners 59.351 72.703 (18)%
TOLAL REE FEVEIIE ... st e st s r e rb et ere st ss e srsbesaesnee s sans § 432344 § 457534 (6)%

Revenue from our Workgroup segment decreased in fiscal 2007 compared to fiscal 2006 primarily due to a decrease in combined OES
and NetWare-related revenue of 15% and decreased revenue from services. The decrease in the combined OES and NetWare-related
revenue was at the lower end of our anticipated 15%-20% year-over-year revenue decline due in part to revenue from our Novell
Open Workgroup Suite offering. Invoicing for the Workgroup products decreased by 7% in fiscal 2007 compared to fiscal 2006,
excluding the impact of the Microsoft Agreements, ‘

Revenue from Business Consulting was $4.2 million in fiscal 2006. Business Consulting in fiscal 2006 was comprised of the JCG,
which was divested during fiscal 2006 (See the “Divestitures” section above for more detail). As noted above, results of operations
for CTP Switzerland and Salmon (previous components of Business Consulting) are classified as discontinued operations in our
statements of operations.

Gross profit
Fiscal Year Ended October 31,
(Doliars in thousands) 2007 2006 Change
Software licenses Bross profil ... e e $ 157,602 $ 155,517 1%
perceniage of relaied FEVERUE ...............c.cccvvvvivsiviiisininess i s 89% 90%
Maintenance and subscriptions gross Profif........coovcv v e $ 514,839 $ 487313 6%
percentage of relaied FEVERUE ..............cooovinvieeinne e e e 91% 91%
SerVICES GLOSS PIOFIL..ieiiieieiecece ettt ettt et eae e st e e eveebe st e sr b e easstaresnesaereon $ (196) % (4,511 96%
percentage of relaied FeVenUE ..............ccccvviiciinse s s —% (2)%
TOtAl BTOSE PIOfIle.ccii it ies s s e s st e r e et ee e nenes $ 672,245 $ 638,319 5%

DEFCEMIAEE Of FEVENUE ..........oereeei ettt s 72% 69%

Gross profit from software licenses and maintenance and subscriptions as a percentage of related revenue in fiscal 2007 remained
relatively flat compared to fiscal 2006. The negative gross profit from services as a percentage of related revenue in fiscal 2007
improved compared to fiscal 2006 primarily due to better services margins, Our services offerings are focused on supporting product
sales, rather than generating stand-alone revenue or profits, in line with our strategic initiatives.
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Gross profit by business unit segment was as follows:

Fiscal Year Ended October 31,

{Dollars in thousands) 2007 2006 _Change
Open Platform SoLUtionS. ...t cssssnns 3 80,921 3 43,604 86%
percentage of related revenue ... 68% 59%
Identity and Security Management ... e 3 104,973 5 102,381 3%
| percentage of relaied FEVERUE ... e 51% 49%
~ Systems and Resource Management.. ..., $ 142,752 $ 142,046 0y
percentage of relQled reVenUe ..............ivinvereeee 81% 82%
WOTKETOUD ..ottt e e s bbb b a4 sb st bbb e en st $ 353,132 § 357,238 (1%
percentage of related FEVENNE ... 82% 78%
BUSINess COMSUIME . ........oooieteeiiiieiic it et e seccsesnensass s cece sttt srnanans: $ — $ 1,749 —%
percemtage of related revente ... —% 42%
Common unallocated Operating Costs ... s 5 (9,533) $ (8,699) (10)%
TOLAL ZrOSS PIOTIL covveeeeeiree e reem ettt st s nasnen s $ 672,245 $ 638319 5%
PErCERIAZE Of FEVENUEL ...c.eoeeerniir et 72% 69%

The changes in gross profit in each of our segments as a percentage of related revenue in fiscal 2007 compared to fiscal 2006 can be
characterized as follows:
|

« Open Platform Solutions — increased primarily due to higher related revenue and the related economies of scale, due in
part to the impact of the Microsoft Agreements.

« Identity and Security Management — increased primarily due to improved profitability from services and lower royalty
CcOsts.

« Systems and Resource Management — remained relatively flat.

« Workgroup — increased as a percentage of revenue primarily due to lower services costs, but decreased in total dollars
due to lower revenue.

» Business Consulting — eliminated with the sale of the JCG in fiscal 2006. As noted above, results of operations for CTP

Switzerland and Salmon (previous components of Business Consulting) are classified as discontinued operations in our
statements of operations.

Novell Annual Report 2008 47




NOVELL, INC.
MANAGEMENT'S DISCUSSION AND AMALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (Continued)
Results of Operations — Fiscal 2007 as compared to Fiscal 2006 (Continued)

Operating expenses

Fiscal Year Ended Octaber 31

(Doliars in thousands) 2007 2006 Change
Sales and MArKEHIE ........coiieiiericerr it es e e sas e st sassbasten 3 346,777  § 353,750 (2Y%
US O PEFCERNS Of BT FEVERUE. ....oceeevceccicitorereaneeeseeee e s ase st ass s sttt 37% 38%
Product develOPMENT ...........oooivieieceeee ettt ee e s $ 208370 % 180,380 16%
€S G PErCent Of NEl FEVERMUE ... .civvvvieeseceeeeeeeceeemiecseasassssasesssssessssesas s s s ssssesesesarosss 22% 20%
General and AAMINISITALIVE ....oocvveeer e eeeeeeeee e e er s e e e e eeeaeeeemeesneeeneaervessassesmbereas S 127,118 $ 126,924 —%%
AS @ PEICENE Of NI FEVERUE ......ecvoieevarieseieeeeienie st aiassessssesssssstesesnsessssssesa et seaeeees e s 14% 14%
RESITUCHINAE BXPENSES 1roviveis ettt ettt i ss s e eas b b es st sttt ettt eseens $ 4317 % 4,405 g78%
S G PEFCERE Of HEE FEVERMUE ........cveveeeeeereeiieietiisssie et eseetese e st resessesnsens 3% —%
Impairment of Itangible ASSELS ...........ovivvir e $ 3851 % 1,230 213%
US @ PETCENL Of REL FEVERMUE ..vvvvveeeveeeseeaseeeessaeiesssesssesesesetsireeaesssessssatssssnsarssasasasases —% —%
{Gain) loss on sale of SUDSIAIAIES. .....ovv. oot $ (1,200) % 8273 (115%
QS 0 PEYCERE Of RET FEVERMUE ...ttt et eeet et etasset et ene st et tanasters sraneas —% 1%
Purchased in-process research and development .........ooooovivvvvoieeicccece e h) — % 2,110 —%
S € PEFCEONL Of NET FEVERMUE ..o ceruremereeeeimeeneeeeae et ate st et saessstesae s s ste et sbes et —% —%
Gain on sale of property, plant and equipment, NEt .........ccccvrririninreiineeee e e $ — 3 (3,968) —%
a8 PEFCENT Of REL FEVERUE ......ovevetemeeeceavararssssisiessasaiassisissssesesesesnte e sesssssssemiasnrans —% (1%
Executive termination DenelitS ... oo ottt e e reees e st s e $ — 5 9,409 —%
€5 G PEVCENT OF HEE FEVERMUE ....ovvvivreieioreeeeee ettt srssasasesenensssasss bbb bbb s sstssas stssses —% 1%
Total OPETAtING EXPENSES ...c.ciiieesrrerecenereereereneneeseanssasassesssesrssssmsrsserererrassrasssass $ 728,013 % 680,513 7%
as @ PErcent Of REE FEVEIUE ........cc.ccvvereevenieneere s st eaesssas e saessstesee e steseesess 78% 74%

Sales and marketing expenses decreased in fiscal 2007 compared to fiscal 2006 primarily due to tighter expense control and a $1.8
miliion decrease in stock-based compensation expense resulting from lower levels of executive awards. Sales and marketing
headcount was approximately 132 employees, or 12%, lower at the end of fiscal 2007 compared to the end of fiscal 2006.

Product development expenses increased in fiscal 2007 compared to fiscal 2006 in each of our business unit segments primarily due to
planned incrementat spending related to our strategic initiative to reduce future costs and optimize our product development efforts, an
increase in stock-based compensation expense of $1.7 million, and additional expenses due to acquisitions during fiscal 2007. Product

development headcount increased by approximately 7 employees, or less than 1%, at the end of fiscal 2007 compared to the end of
fiscal 2006.

General and administrative expenses increased in fiscal 2007 compared to fiscal 2006 due primarily to higher legal fees, $11.8 million
of expenses related to our review of our historical stock-based compensation practices, which was completed in May 2007, and
unfavorable foreign currency exchange rate fluctuations. These increases were oifset somewhat by a decrease of $0.9 million in stock-
based compensation expense during fiscal 2007. General and administrative headcount was lower by approximately 47 employees, or
7%, at the end of fiscal 2007 compared to the end of fiscal 2006,

The restructuring actions undertaken during fiscal 2007 were a continuation of the restructuring plan that we began during the fourth
quarter of fiscal 2006. During fiscal 2007 we incurred net restructuring charges of $43.1 million, compared to $4.4 million in fiscal
2006. The restructuring plan is related to our strategy to implement a comprehensive transformation of our business and to achieve
competitive operating margins. This strategy had four main initiatives: 1) improving our sales model and sales staff specialization; 2)
integrating our product development approach and balancing between on and offshore development locations; 3) improving our
administrative and support functions; and 4) transforming our services business to be more efficient and product focused. During
fiscal 2007 we reduced our workforce by 619 employees compared to 24 employees during fiscal 2006. At October 31, 2007, our
total headcount was approximately 4.100. During fiscal 2007 we also vacated several facilities and terminated a service provider
contract.

The impairment of intangible assets of $3.9 million in fiscal 2007 related to dzveloped technology, customer relationship and trade
name intangible assets acquired as a part of the e-Security acquisition. During fiscal 2007, as part of our periodic review of intangible
assets, we determined that e-Security’s financial performance declined significantly and that its estimated future undiscounted direct
cash flows would not be sufficient to cover the carrying value of its intangible assets. We used discounted cash flow models to
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estimate the valueiof e-Security’s intangible assets and determined that $2.5 million, $1.3 million and $0.1 million of e-Security’s
developed technology, customer relationship and trade name intangible assets, respectively, had become impaired. These intangible
assets were writtelé down and the related charges were recorded as a component of operating expenses in the consolidated statements
of operations during fiscal 2007. The entire $3.9 million impairment charge related to the Identity and Security Management business

unit segment. l
b

The impairment of intangible assets of $1.2 million in fiscat 2006 related to our Ximian trademark/trade name intangible assets that
ceased being utilized in the fourth quarter of fiscal 2006 and no longer had any value.

]
The fiscal 2007 gatin on sale of subsidiaries of $1.2 million relates to the contingent earn-out received for the JCG, discussed in the
“Divestitures” section, above. The $8.3 million fiscal 2006 loss on sale of subsidiaries relates to the loss on the sale of the JCG.
Purchased in—procéss research and development of $2.1 million during fiscal 2006 related to the e-Security acquisition. At the
acquisition date, e-Security was developing its next release of its major product. This release had not yet reached technological
feasibility at the time of the acquisition. The purchased in-process research and development did not have any alternative future use
and did not otherwise qualify for capitalization. As a result, this amount was expensed upon acquisition.

During fiscal 2006, we recognized a $6.0 million gain on the sale of our two corporate aviation assets and certain corporate real estate
assets.

The executive termination benefits related to the termination of our former Chief Executive Officer and Chief Financial Officer by our
Board of Directors during the third quarter of fiscal 2006. They received benefits pursuant to their severance arrangements totaling
$9.4 million, of which approximately $2.7 million of the expense related to stock-based compensation and $6.7 million related to
severance and other benefits.

Foreign currency e;xchange rate fluctuations during fiscal 2007 compared to fiscal 2006 favorably impacted revenue by $15.2 million,
unfavorably impacted operating expenses by $19.9 million and unfavorably impacted income (loss) from operations by $4.7 million.

Other income (exp?nse), net

Fiscal Year Ended October 31,

(Dollars in thousands) 2007 2006 Change
IIIVESEITIETIE ITICOME ..ot eeeeeeeeeeee e eeeeeteeatebe e aessbbebtaaatsbsberaeteeasbabb s eab e ba e be s sbesrarararaberns $ 86,531 5 60,899 42%
as a percent of FIE FEVEIUE ... eeneeaeeaeanesmteee e se et ettt b et sbe st sbt e b et e b e s e sbenan srn s s aan s 2% 7%
IMPAIIMENt OF MVESIMENLS ..........veeeoeeveeeseeeeeseeeeeoeeeeeeeesseeeeesseeesessseeesssesesessseereesseseeneoss 5 — 5 (1,480) —5%
A5 (& PEFCENT OF NEL FEVEMUE. ..c.cccvvevieiirierieririerisresseressesssserseneerersasaererssssererssassreseensssens —% —%
Gain on sale of venture capital funds.........ccoiii s b 3,591 $ 17,953 (80)%
Q5 A PEFCENT Of BT FEVEIUE ... ceereeeiereeesiea et creres e sre e e s e e e sresesesrereene it —% 2%
Interest expense and Oer, N ... e eesense e 3 (25939) % (7,998) (224)%
S (@ PEFCERE O HE FEVENUE .....c.ovveveveivrrereinereinsseanseesansesesseseaesaeeseesnsesnae e eeenaees (3% {1)%
Total Other INCOME, DEL......ccvierririrerresre oot s s emc e ences $ 64,183 b 69,374 (M%
S & PEFCENT Of HEE FEVERMUE ..o et 7% 8%

Investment income includes income from short- and long-term investments. Investment income for fiscal 2007 increased compared to
fiscal 2006 due to higher interest rates and increased cash balances primarily from $355.6 million of cash received from the Microsoft
Agreements, :

I
During fiscal 2006, we recorded a $1.5 million other-than-temporary impairment charge related to some of our long-term investments

related to our venture capital funds.
]

During the fourth quarter of fiscal 2006, we sold all of our rights, titles, interests and obligations for 22 of our 23 venture capital funds,
which were cla551ﬁed in long-term investments in the consolidated balance sheet, for total proceeds of §71.3 million and a gain of
$18.0 million. The sale of one-half of one fund closed in fiscal 2006, and the sale of the remaining one-half of that fund closed at the
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beginning of fiscal 2007, resulting in an additional gain in fiscal 2007 of $3.6 million on proceeds of $5.0 million. The remaining
venture capital fund that was not sold has a book value of zero.

Interest expense and other, net for fiscal 2007 increased compared to fiscal 2006 due primarily to additional interest expense on our
Debentures. Due to the voluntary review of our historical stock-based compensation practices that was announced in August 2006 and
not completed until May 2007, we did not file our third quarter fiscal 2006 Form 10-Q, fiscal 2006 Form 10-K, and first quarter fiscal
2007 Form 10-Q in a timely manner. In September 2006, we received a letter :from Wells Fargo Bank, N.A., the trustee of our
Debentures, which asserted that we were in default under the indenture because of the delay in filing our Form 10-Q for the period
ended July 31, 2006. The letter stated that the asserted default would not become an “event of default” under the indenture if we cured
the default within 60 days after the date of the notice. We believe that this above-mentioned notice of default was invalid and without
merit because the indenture only requires us to provide the trustee copies of SEC reports within 15 days after such filings are actually
made. However, in order to avoid the expense and uncertainties of further disputing whether a default under the indenture had
occurred, we solicited consents from the holders of the Debentures to proposed amendments to the indenture that would give us until
Thursday, May 31, 2007 to become current in our SEC reporting obligations and a waiver of rights to pursue remedies available under
the indenture with respect to any default caused by our not filing SEC reports timely. On November 9, 2006, we received consents
from the holders of the Debentures, and therefore we and the trustee entered into a first supplemental indenture implementing the
proposed amendments described in the consent solicitation statements. Under the terms of the consent solicitation and first
supplemental indenture, we paid an additional 7.3% per annum, or $44.0 million, in special interest on the Debentures from November
9, 2006 to, but excluding November 9, 2007. In accordance with EITF 96-19, “Debtor’s Accounting for a Modification or Exchange
of Debt Instruments” ("EITF 96-19"), since the change in the terms of the Debentures did not result in substantially different cash
flows, this change in terms is accounted for as a modification of debt and not an extinguishment of debt, and therefore the additional
$44.0 million of special interest payments is expensed over the period from November 9, 2006 through July 15, 2009, the date the
Debentures are first callable by either party. During the period of November 9, 2006 through July 15, 2009, the new effective interest
rate on this debt, including the $44.0 million, is 3.2%. The $44.0 million of special interest payments were patd over three periods.
Payments of $8.1 million, $22.0 million and $13.9 million occurred in January 2007, July 2007, and January 2008, respectively. In
addition, we expensed approximately $1.5 million in fees paid to Citigroup for work performed on the consent process. On May 25,
2007, we filed our delinquent reports bringing us current with our SEC reporting obligations.

During fiscal 2007 and 2006, we incurred interest expense of $22.0 million and $6.0 million, respectively, including the amortization
of deferred financing costs, related to the Debentures,

Income tax expense on income from continuing operations

Fiscal Year Ended October 31,

(Dollars in thousands) , 2007 2000 Change
[TLCOMIE tAX EXPEIISE .ecvvrerrrrirrirrisiriesesarevsisessessessasessessnsessesrssessssassssessasessessarasssarasessestonsns $ 34,691 b 22,642 53%
| RE =10 A= b v 1= OO U PO 412% 83%

We are subject to income taxes in numerous jurisdictions and the use of estimates is required in determining our provision for income
taxes. In addition to the income taxes provided for continuing operations noted above, we received an income tax benefit from
discontinued operations of less than $0.1 million in fiscal 2007 and provided for an income tax expense from discontinued operations
of $1.6 million in fiscal 2006.

Due to the utilization of a significant amount of our net operating loss carryforwards in prior years, substantially all of the tax benefit
received from the use of our remaining net operating loss carryforwards to offset U.S. taxable income in fiscal 2007 and fiscal 2006
was credited to additional paid-in capital or goodwill and not to income tax expense. In addition, the windfall tax benefit associated
with stock-based compensation is also credited to additional paid-in capital. In connection with our adoption of SFAS No. 123(R), we
elected to follow the tax ordering rules to determine the sequence in which deductions and net operating loss carryforwards are
utilized. Accordingly, during fiscal 2007, a tax benefit relating to stock options of $13.1 million was credited to additional paid-in
capital and a benefit of $4.9 million was credited to goodwill. During fiscal 2006, a tax benefit relating to stock options of $15.3
million was credited to additional paid-in capital and a benefit of $6.6 million was credited to goodwill.

The effective tax rates for fiscal 2007 and fiscal 2006 differ from the federal statutory rate of 35% primarily due to the effects of
foreign taxes, stock-based compensation plans, non-deductible expenses, and differences between the book and tax treatment of
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certain items of income. Additionally, the benefit of the use of previously reserved U.S. net operating losses was credited to goodwill
or additional paid-in capital. The effective tax rate on income from continuing operations for fiscal 2007 was 412% compared to the
effective tax rate of 83% for fiscal 2006. The effective tax rate for fiscal 2007 was higher than the effective tax rate for fiscal 2006
primarily because we had near break-even earnings from operations, yet we had income tax expense associated with the use of
previously reserved U.S. net operating loss carryovers. The benefit of the use of these U.S. net operating loss carryovers was credited
to goodwill or additional paid-in capital, During fiscal 2006, we received a one-time tax benefit of $4.2 million from the Internal
Revenue Service relating to net operating loss carrybacks made possible under the “Job Creation and Worker Assistance Act of 2002.”

Net (loss) income components

|
|
Fiscal Year Ended October 31
(In thousands) 2007 2006

(Loss) income from cONtINUING OPETALIONS w.voveevevrririrrrrsreresssserrersassesesrerarereesesmensesscseessarssssmseamsessinn S (26,276) § 4,538
(Loss) income from discontinued operations, NEt 0F EaX .......cvevevriveesrcrniene e cinereesesre s, (18,184) 15,015
Cumulative effect of change in accounting prinCiple........ooeoevvimr e, — (897)
NEE (JOSSY INCOIME ..ottt ettt se e r e e s s e e s e e s e sa e ne s srem b sn b b asansraa s 444 $ 18656

Discontinued operations relates to the sales of CTP Switzerland, Salmon and Celerant consulting, discussed in the “Divestitures”
section, above.

In March 2005, the FASB issued Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (“FIN 47”), which
responded to diversity in practice of how SFAS No. 143, “Accounting for Asset Retirement Obligations,” was being implemented.
Specifically, FIN 47 recognized that, when uncertainty about the timing and/or settlement method existed, some entities were
recognizing the fair value of asset retirement obligations (“AROs™} prior to retirement of the asset, while others were recognizing the
fair value of the obligation only when it was probable that the asset would be retired on a specific date or when the asset was actually
retired. FIN 47 clarified that the uncertainty surrounding the timing and method of settlement when settlement is conditional on a
future event occurring should be reflected in the measurement of the liability, not in the recognition of the liability. AROs must be
recognized even though uncertainty may exist about the timing or method of settlement and therefore a liability should be recognized
when the ARO is incurred. We adopted FIN 47 effective May 1, 2006. FIN 47 requires an entity to recognize the cumulative effect of
initially applying FIN 47 as a change in accounting principle. Prior to the issuance of FIN 47, we accounted for AROs when it became
probable that the asset would be retired or when the asset was actually retired. Qur AROs result from facility operating leases where
we are the lessee and the lease agreement contains a reinstatement clause, which generally requires any leasehold improvements we
make to the leased property to be removed, at our cost, at the end of the lease.

Restructuring Exj)enses
Fiscal 2008

During fiscal 2008, we recorded net restructuring expenses of $28.6 million. This was comprised of $31.0 million in restructuring
activities recognized during fiscal 2008 and $2.4 million in reductions of accruals for restructuring activities recorded in prior periods.

The restructuring actions undertaken during fiscal 2008 are a continuation of the restructuring plan that we began during the fourth
quarter of fiscal 2006. The restructuring plan is related to our strategy to implement a comprehensive transformation of our business
and to achieve competitive operating margins, This strategy had four main initiatives: 1) improving our sales model and sales staff
specialization; 2) integrating our product development approach and balancing between on and offshore development locations; 3)
improving our administrative and support functions; and 4) transforming our services business to be more efficient and product
focused. Specific actions taken during fiscal 2008 included reducing our workforce by 364 employees. At October 31, 2008, our total
headcount was approximately 4,000. We also vacated several facilities and terminated some service provider contracts.

i
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The following table summarizes the activity related to the fiscal 2008 restructuring;

Severance Other
and Excess Restructuring
(In thousands) Benefits Facilities Related Costs Total
Onginal TESEIVE......coo it $ 25,583 $ 3,492 $ 1,949 $ 31,024
Cash PAYMENTS ... re e srarae e sre e (10,893) (2,213) (1,576) {14,682}
Non-cash adjUStITIENES ........cccvveecererrrreieese e erseressare s s 37 . (41) (144) (148)
Balance at October 31, 2008 ... 3 14,727 b 1,238 ) 229 £ 16,194

The remaining unpaid balance as of Qctober 31, 2008 is primarily for severance, which will be paid over the next twelve months, and
lease costs for redundant facilities, which will be paid over the respective remaining contract terms, the longest of which extends to
2013,

Fiscal 2007

During fiscal 2007, we recorded net restructuring expenses of $43.1 million, of which $43.3 million related to restructuring activities
recognized during fiscal 2007 and $0.2 million related to net releases of previously recorded restructuring liabilities. The fiscal 2007
restructuring action is a continuation of the restructuring plan that we began implementing during the fourth quarter of fiscal 2006 and
continued throughout fiscal 2007 and is related to our strategy discussed above.

Specific actions taken during fiscal 2007 included reducing our workforce by 619 employees and exiting several facilities. The
following table summarizes the activity related to the fiscal 2007 restructuring:

Severance , Other
and Excess Restructuring

(In thousznds) Benefits . Facilities Related Costs Total
OrigINal TESETVE...oeveieririeerrereeiermerirrssesesresseseesssreraeseerersersnrerenas $ 38796 % 4,238 $ 289 § 43,323
Cash PAYMENES .....cccoovv et e (17,383) (1,988) (273) (19,644)
Non-cash adjustments..........ccoovieiivneicrcin e (103) (149) {2) (254)
Balance at October 31, 2007 ..., 21,310 2,101 14 23,425
Cash PAYMENLS .....cocooiiieeiir e e cr e {20,189 (1,143) (14) (21,346)
Non-cash adjustments ... (974) 241 — (733)
Balance at October 31, 2008 ..o 3 147 § 1,199 $ — S 1346

The remaining unpaid balance as of October 31, 2008 is for benefits, which will be paid over the next six months, and lease costs for
redundant facilities which will be paid over the respective remaining contract terms, the longest of which extends to 2012,

Fiscal 2006

During fiscal 2006, we recorded net restructuring expenses of 34.4 million, $4.2 million of which related to restructuring activity
recognized during fiscal 2006 and $0.2 million related to net adjustments of previously recorded merger liabilities and restructuring
liabilities. The adjustments to the merger liabilities have been recorded in the ccnsolidated statement of operations since the changes
have occurred outside the relevant purchase price allocation period.

The fiscal 2006 restructuring expenses related to efforts to restructure our business to improve profitability, as discussed above.

Specific actions taken during fiscal 2006 included reducing our workforce by 24 employees, exiting a facility and liquidating two legal
entities.
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The following table summarizes the activity related to the fiscal 2006 restructuring:

Severance Other
and Excess Restructuring

(In thousands) Benefits Facilities Retated Costs Total
OTIgInal TESEIVE....c.ooviiiiiiiiieeieeeeeee vt st S 3.420 $ 606 $ 163 $ 4,i89
Cash PAYIMENIS ..ot enee s (323) (591) (35) (949}
Balance at October 31, 2006 ........c..cocoveeeiecviieiie e eeerre e vresseerens 3,097 15 128 3,240
Cash payments ..........ccccoiviciicreie e re s sre e srens (2,811) (15) (88) (2914
Non-cash adjuStmMENts ..o (286) — — (286)
Balance at October 31, 2007 .o e — — 40 40
Non-cash adjustments ... eee e — — (40) (40
Balance at October 31, 2008 ..o oviieeeeeeeeeee e eeeeeeeeseeeeens $ — 8 — § —_  § —
Liquidity and Capital Resources

October 31, October 31, Percentage
(Dollars in thousands) 2008 2007 Change
Cash, cash equivalents, and short-term iNVESIMEntS .............c.ooeeveeeeeeeeeceeer e $1,067,847  $1,857,637 (43)%
Percentage of tolal ASSELS .......oooveviiriniiiiiiie s 47% 65%
An overview of the significant cash flow activities are exptained below:
(in thousands) Fiscal 2008 Fiscat 2007 Fiscal 2006
Net cash provided by operating activities ..o e § 52807 § 422,548 £ 99,038
Proceeds from salés of and distributions from long-term investments ......................... 24,757 2917 10,972
Cash restricted due 10 HEZALON ....oovvivvirir e rees (52,701 — —
Net cash proceeds from sale of discontinued operations ... 564 783 37,922
Net cash (distributions) proceeds from sale of subsidiaries........ococooovviviiiicceecen, (7Y 1,200 1,450
Net cash paid for acquisitions and equity iNVESIMENT ... (219,553) (29,704) {75,775)
Purchase of intangible @SSets ...ccouviiiiviiiiirei it s (12,000) {1,175) (1,159)
Purchases of property, plant and equipment ..........occooeereriveiirninenene e (37,716) (25,235) (26,668)
Proceeds from the sale of property, plant and equipment.........ccoviriiinciiiieirenenes — — 24,992
Proceeds from repayment of note receivable .....covvivvininrnninie i — — 9,092
Proceeds from sale of venture capital funds ..o — 4,964 71,298
Issuance of COMIMON SIOCK, NEL ....cc..oiioiieicece ettt se e resansr s aresene 8,099 18,387 39,944
Common stock repurchases/retitemMents ..............ccooveeeieeiee e (66,8200 — {400,000)
1SSUANCE OF AEB L.oeviieiee et s et s et ar et nrn e 4,795 -— —
DEbENTUIE LEPULCRASES ....c.eeiieiieeieesc e et eb bbb bs s (456,500) — —

Net cash provided by operating activities in fiscal 2007 included the receipt of $355.6 million in cash in connection with the
November 2006 Microsoft Agreements.

As of October 31, 2008, we had cash, cash equivalents and short-term investments of $384.3 million held in accounts outside the
United States, which would largely be subject to punitive taxation if repatriated. Our short-term investment portfolio is diversified
among security types, industry groups, and individual issuers. As of October 31, 2008, $5.5 million of our short-term investments are
designated to fund deferred compensation payments, which are paid out as requested by participants in the Novell, Inc. Deferred
Compensation Plan upon termination. As of October 31, 2008, our short-term investment portfolio includes gross unrealized gains and
losses of $3.2 million and $6.0 million, respectively. We monitor our investments and record losses when a decline in the investment’s
market value is determined to be other-than-temporary.

At October 31, 2008 and October 31, 2007, we held eight ARSs that are classified as long-term investments on our consolidated

balance sheets. Contractual maturities for these ARSs are 16 years or greater with an interest rate reset date approximately every 28
days. Until the fourth quarter of fiscal 2007, the carrying value of our ARSs approximated fair value. With the liquidity issues
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experienced in the global credit and capital markets, our ARSs have experienced multiple failed auctions and the estimated market
value of these securities at October 31, 2008 was $11.1 million.

We estimated the fair value of these ARSs using a discounted cash flow analysis that considered the following key inputs: (i) the
underlying structure of each security; (ii) the present value of the future principal and interest payments discounted at rates considered
to reflect current market conditions and the relevant risk associated with each security; and (iii) consideration of the time horizon that
the market value of each security could return to its cost. We estimated that the fair market value of these securities at Qctober 31,
2008 and October 31, 2007 was $11.1 million and $37.3 million, respectively.

During fiscal 2008, we recorded an other-than-temporary impairment charge of $28.7 million based on our assessment that it is likely
that the fair value of the ARSs will not fully recover in the foreseeable future, given a combination of factors, including the duration,
severity and continued declining trend of the fair value of these securities as well as a deterioration in some of the securities” credit
ratings. [n connection with the other-than-temporary impairment charge, we reversed all of the $2.5 million of temporary impairment
charges pertaining to these securities that were recorded in the “Accumulated other comprehensive income” line item in our
consolidated balance sheet in fiscal 2007. Prior to the impairment charges, the orizinal cost of these ARSs was $39.8 million.

The fair value of the ARSs could further change significantly in the future and we may be required to record additional other-than-
temporary impairment charges if there are further reductions in fair value in future periods.

During fiscal 2008, our holdings in an enhanced liquidity fund were frozen due to liquidity issues. We believe, barring unforeseen
circumstances, that the underlying securities are not impaired if held to maturity. As the underlying securities mature, the fund
manager is distributing the cash on a pro rata basis to the fund’s shareholders. During fiscal 2008, we received $55.1 million in fund
distributions. As of October 31, 2008, the balance of this investment is $22.3 million. We anticipate that $18.4 million of this balance
will be distributed during the next twelve months. The remaining $3.9 million is anticipated to be distributed more than one year after
October 31, 2008, and is classified as a long-term investment on our consolidated balance sheet. At present, the fund’s cash is being
distributed faster than originally scheduled. The fund continues to accrue and pay interest income and, as there are no other-than-
temporary impairment or valuation issues with these securities, no impairment charges were recorded in connection with this
investment,

Based on our ability to access our cash, cash equivalents, and short-term investments, our expected operating cash flows, and our other
potential sources of cash, we do not anticipate that the lack of liquidity in the enhanced liquidity fund and our ARSs wil! affect our
ability to operate our business in the usual course in the next twelve months.

In relation to the appeal we filed in the Amer Jneid legal matter, we were required by the court to post a $51.5 miilion bond during
fiscal 2008 (See Note S, “Legal Proceedings,” in the consolidated financial statements). The amount of the bond was determined by
statutory regulations and has no connection to the amount we believe may ultimiately be paid in this matter. The bond is held in an
interest-bearing account in our name, but is restricted and classified as such on our consolidated balance sheet. The restriction will
continue until the resolution of this legal matter. Since posting the bond near the end of the first quarter of fiscal 2008, the bond has
earned $1.1 million of interest, increasing restricted cash to $52.7 million.

According to the terms of the OIN agreement (See Note D. “Acquisitions and Equity [nvestments” in the consolidated financial
statements), under which we have a $20.0 million or 17% interest in OIN, we zould be required to make future cash contributions
which we plan to fund with cash from operating activities and cash on hand.

As of October 31, 2008, we have various operating leases related to our facilities. These leases have minimum annual lease
commitments of $19.8 million in fiscal 2009, $13.7 million in fiscal 2010, $10.3 million in fiscal 2011, $9.2 million in fiscal 2012,
$6.1 million in fiscal 2013, and $27.0 million thereafter. Furthermore, we have $22.7 million of minimum rentals to be received in the
future from subleases. ‘

Under the terms of the consent solicitation that was entered into as of November 9, 2006 related to the Debentures, we were required
to make special interest payments of $44.0 million over three periods. During fiscal 2008, we made total cash payments for interest of
$17.2 million, of which $13.9 million was for the final special interest payment. During fiscal 2008, we incurred interest expense,
including the amortization of deferred financing costs related to the Debentures, cf $18.8 million.
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During fiscal 2008, we received authorization from our Board of Directors to repurchase, from time to time, up to $600 million face
value of the Debentures in such quantities, at such prices, and in such manner as may be directed by our management. During fiscal
2008, we purchased and retired $474.3 million face value of the Debentures for total cash consideration of $456.5 million, including
$0.6 million of accrued interest. The portions of the unamortized debt issuance costs and prepaid interest related to the Debentures that
were repurchased were written off, resulting in a $4.6 million gain during fiscal 2008. This gain is shown as a component of the line
item “interest expense and other, net” in our consolidated statements of operations.

Holders of the Debentures may require us to repurchase all or a portion of their Debentures on July 15, 2009. As a result, at October
31, 2008, the outstanding balance of the Debentures and related deferred financing costs are classified as a current liability and asset,
respectively, on our consolidated balance sheet.

During fiscal 2008, we issued $4.8 million of debt to finance leasehold improvements for our Bangalore, India product development
facility. This debt currently has an interest rate of 10%, which may be reset every six months. Interest is paid monthly, and principai
payments of approximately $63 thousand are due over 77 months. The debt is collateralized by the fixed assets of our India subsidiary.
The 34.0 million long-term portion of the debt is a component of the line item, “Other long-term liabilities,” in our consolidated
balance sheet, and the $0.8 million current portion is a component of the line item, “Other accrued liabilities,” in our consolidated
balance sheet.

Our contractual obligations as of October 3t, 2008 are as follows:

Payments Due by Period

Less Than More Than

1 Year 1-3 Years 3-5 Years 5 Years

(in millions) Total (2009} (2010-2011) _(2012-2013) (2013+)
Debentures (@).....coo oo 3 125.7 § 1257 % — § — § —
Interest on Debentures (B)....oovie it 12.3 3.1 i.3 1.3 6.6
Debt IS5UANCE ...ovrceec et 4.8 0.8 1.5 1.5 1.0
Interest payments on debt 1SSUANCE ....c..ovvviviiieeiiicieeeeee e 1.4 0.4 0.6 0.3 0.1
Purchase obligations (€).....cocceeviiierieeiieeecee v e 13.2 11.8 1.4 — —
Operating lease 0bligations.........ovevoveveevveericevicrevie e 86.6 19.8 245 15.3 27.0
Tax reserves (FIN48) (d) cvvevveviieeceeecece e 40.9 1.2 243 3.7 6.7
Letters 0f Credil. oottt 12.2 12.2 — — —_
TOtAl ..ot et e b 2071 § 1750 § 536 § 27.1 3 414

{(a) Debenture holders may require us to repurchase all or a portion of their Debentures on July 15, 2009, However, if they do not
exercise their rights, the Debentures are due in July 2024,

(b) Interest on the Debentures assumes no conversions or repurchases.

(c) Purchase obligations represent future contracted payments under normal take or pay arrangements entered into as a part of the
normal course of business that are not recorded as liabilities at October 31, 2008.

(d) The timing of the payouts is estimated and subject to change.

Our principal sources of liquidity continue to be from operating activities, cash on hand, and short-term investments. At October 31,
2008, our principal unused sources of liquidity consisted of cash and cash equivalents of $680.0 million and short-term investments of
$387.8 million. Our liquidity needs for the next twelve months and beyond are principally for financing of fixed assets, repurchases of
common stock under our share repurchase plan, payments under our restructuring plans, product development investments,
maintaining flexibility in a dynamic and competitive operating environment, including pursuing potentiai acquisition and investment
opportunities, interest payments on the Debentures, any repurchases we may make of the Debentures, and the possible redemption of
our Debentures, which the holders can first require us to repurchase on July 15, 2009,
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We anticipate being able to fund these liquidity needs for the next twelve months with existing cash, cash equivalents, and short-term
investments together with cash generated from operating activities and investment income, barring unforeseen circumstances. We
believe that borrowings under our credit facilities or offerings of equity or debt securities are possible for expenditures beyond the
next twelve months, if the need arises, although such offerings may not be available to us on acceptable terms and are dependent on
market conditions at such time. I[nvestments will continue in product development and in new and existing areas of technology. Cash
may also be used to acquire technology through purchases and strategic acquisitions.

Recent Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 1577). SFAS No. 157 defines fair value
and provides enhanced guidance for using fair value to measure assets and liabilities. It also expands the amount of disclosure about
the use of fair value to measure assets and liabilities. The standard applies whenever other standards require assets or liabilities to be
measured at fair value but does not expand the use of fair value to any new circumstances. In February 2008, the FASB issued FASB
Staff Position No. 157-2, which delayed by one year the eftective date of SFAS No. 157 related to the valuation of nonfinancial assets
and liabilities. Accordingly, SFAS No. 157 is effective beginning the first fiscal vear that begins after November 15, 2007 (our fiscal
2009) except for those portions of SFAS No. 157 related to the valuation of nonfinancial assets and liabilities which is effective for
fiscal years beginning after November 15, 2008 (our fiscal 2010). This pronouncement will require new disclosures around our use of
fair value and is anticipated to be immaterial to our financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities™ (“SFAS
No. 159). SFAS No. 159 establishes presentation and disclosure requirements designed to facilitate comparisons between companies
that choose different measurement attributes for similar types of assets and liabilities. Previously, accounting rules required different
measurement attributes for different assets and liabilities that created artificial volatility in earnings. SFAS No. 159 helps to mitigate
this type of accounting-induced volatility by enabling companies to report related assets and liabilities at fair value, which would
likely reduce the need for companies to comply with detailed rules for hedge accounting. SFAS No. 159 is effective as of the
beginning of an entity’s first fiscal year beginning after November 15, 2007 (our fiscal 2009), though early adoption is permitted. The
adoption of this standard is optional. Since we do not currently have complex hedge accounting requirements, there is little incentive
to elect the fair value option on any of our applicable financial assets or liabilities. Therefore, we do not currently plan on utilizing the
fair value option as outlined in SFAS No. 159.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“*SFAS No. 141(R)"). This statement replaces
SFAS No. 141, “Business Combinations.” SFAS No. 141{R) establishes principles and requirements for how an acquiring company:
1) recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, including loss
contingencies such as litigation, and any non-controlling interest in the acquiree; 2) recognizes and measures the goodwill acquired in
the business combination or a gain from a bargain purchase; and 3) determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination, SFAS No. 141(R) is effective for
business combinations occurring on or after the beginning of the fiscal year beginning on or after December 135, 2008 (our fiscal
2010). For acquisitions that close after November 1, 2009 or for any acquisition-related tax adjustments that occur after November 1,
2009, this pronouncemeni will impact our financial position and results of operations.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an amendment
of ARB No. 51”7 (“SFAS No. 160”). SFAS No. 160 requires the ownership interests in subsidiaries held by parties other than the
parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate from
the parent’s equity. It also requires that the amount of consolidated net incoms attributable to the parent and to the noncontrolling
interest be clearly identified and presented on the face of the consolidated statement of income. SFAS No. 160 is effective for fiscal
vears and fiscal quarters beginning on or after December 15, 2008 {our fiscal 2010). The impact of this pronouncement on our
financial position and results of operations is anticipated to be immaterial.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment
of FASB Statement No. 133" (*SFAS No. 1617). SFAS No. 161 requires enhanced disclosures about a company’s derivative and
hedging activities, in particular: 1) how and why derivative instruments are utilized; 2) how derivative instruments and related hedged
items are accounted for under SFAS No. 133 and its related interpretations; and 3) how derivative instruments and related hedged
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items affect a company’s financial position, financial performance and cash flows. SFAS No. 161 is effective for financial statements
issued for fiscal years and interim periods beginning after November 15, 2008 (our second quarter of fiscal 2009), with early adoption
encouraged. As this pronouncement is only disclosure-related, it will not have an impact on our financial position and results of
operations. However, this pronouncement will require increased disclosures around our use of foreign exchange forward contracts,
which is our only use of derivative instruments.

[n April 2008, the FASB issued Staff Position No. 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP No. 142-3").
FSP No. 142-3 amends the guidance in FASB Statement No. 142, “Goodwill and Other Intangible Assets,” for estimating useful lives
of recognized intangible assets and requires additional disclosures related to renewing or extending the terms of a recognized
intangible asset. In estimating the useful life of a recognized intangible asset, FSP No. 142-3 requires companies to consider their
historical experience in renewing or extending similar arrangements together with the asset’s intended use, regardless of whether the
arrangements have explicit renewal or extension provisions. FSP No. 142-3 is effective for fiscal years beginning after December 15,
2008 (our fiscal 2010), and is to be applied prospectively to intangible assets acquired after the effective date. The disclosure
requirements are to be applied prospectively to all imtangible assets. For intangible assets acquired after November 1, 2009, this
pronouncement may impact our financial position and results of operations.

In September 2008, the FASB issued Staff Position No. FAS 133-1 and FIN 45-4, “Disclosures about Credit Derivatives and Certain
Ciuarantees” (“FSP No. FIN 45-4), This pronouncement amends the disclosure requirements of FASB Interpretation No. 43,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” to
require the disclosure of the current status of the payment/performance risk of the guarantee. The portions of FSP No. FIN 45-4 that
amend FAS 133-1 are not applicable to us as we do not use credit derivatives. The provisions of FSP No. FIN 45-4 are effective for
reporting periods (annual or interim) ending after November 15, 2008 (our first quarter of fiscal 2009). As FSP No. FIN 45-4 is only
disclosure-related it will not have an impact on our financial position and results of operations.

[tem 7A. Quantitative and Qualitative Disclosures Abour Market Risk

We are exposed‘lo financial market risks, including changes in interest rates, foreign currency exchange rates, and market prices of
equity securities. To mitigate some of these risks, we utilize currency forward contracts and currency options. We do not use
derivative financial instruments for speculative or trading purposes, and no significant derivative financial instruments were
outstanding at October 31, 2008.

!
Interest Rate Risk

The primary objective of our short-term investment activities is to preserve principal while maximizing yields without significantly
increasing risk. Our strategy is to invest in widely diversified short-term investments, consisting primarily of investment grade
securities, substantially all of which either mature within the next twelve months or have characteristics of short-term investments. A
hypothetical 50 basis point increase in interest rates would result in an approximate $2.9 million decrease (less than 1%4) in the fair
value of our available-for-sale securities. With what we believe to be the conservative nature of our investments and our strong cash
and short-term investment position, we believe that we are in a good position to weather the current economic conditions, barring
unforeseen circumstances.

Market Risk

We have experienced market risk and liquidity issues related to our investment funds. See the “Liquidity and Capital Resources”
section in Management’s Discussion and Analysis for more detail on these investments. We hold available-for-sale equity securities in
our short-term investment portfolio related to our deferred compensation plan. As of October 31, 2008, the gross unrealized loss
before tax effect.on the short-term public equity securities totaled $2.5 million. A reduction in prices of 10% of these short-term equity
securities would result in an approximately $0.5 million decrease (less than 0.2%) in the fair value of our short-term investments,

As a result of the failure of the auctions for our ARSs, and the ensuing duration, severity and continued decline of the fair value of

these securities, we recorded an other-than-temporary impairment charge of $28.7 million on our ARSs in fiscal 2008. We estimate
that these securities have a fair value of $11.1 million at October 31, 2008, If the issuers are unable to successfully close future
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auctions and their credit ratings significantly deteriorate, we may be required to further adjust the carrying value of these investments
and recognize additional other-than-temporary declines in fair value. Prior to the impairment charges, the original cost of these ARSs
was $39.8 million.

We also hold $1.5 million of Lehman Brothers™ corporate notes, As a result of Lehman Brothers’ bankruptcy announcement, a $1.3
million other-than-temporary charge was recorded in fiscal 2008 related to this security.

We continue to closely monitor current economic and market events to minimize our market risk on our investment portfolio. Based
on our ability to access our cash and other short-term investments, our expected operating cash flows, and our other potential sources
of cash, we do not anticipate that the lack of liquidity on these investments will affect our ability to operate our business in the usual
course in the next twelve months.

Foreign Currency Risk

We use derivatives to hedge those net assets and liabilities that, when re-measured or settled according to accounting principles
generally accepted in the United States, impact our consolidated statements of operations. Currency forward contracts are utilized in
these hedging programs. All forward contracts entered into by us are components of hedging programs and are entered into for the
sole purpose of hedging an existing or anticipated currency exposure, not for speculation or trading purposes. Gains and losses on
these currency forward contracts should generally be offset by corresponding gains and losses on the net foreign currency assets and
liabilities that they hedge, resulting in negligible net gain or loss overall on the hedged exposures. When hedging balance sheet
exposures, all gains and losses on forward contracts are recognized in other incoraé (expense) in the same period as when the gains
and losses on re-measurement of the foreign currency denominated assets and liabilities occur. All gains and losses related to foreign
exchange contracts are included in cash flows from operating activities in our consolidated statements of cash flows. Qur hedging
programs reduce, but do not always entirely eliminate, the impact of foreign currency exchange rate movements. If we do not hedge
against foreign currency exchange rate movement, an increase or decrease of 10% in exchange rates would result in an increase or
decrease in income before taxes of approximately $7.7 million. This number represents the exposure related to balance sheet re-
measurement only and assumes that all currencies move in the same direction at the same time relative to the U.S. dollar.

[f the U.S. dollar were to strengthen 10%, it is anticipated that the impact to revenu: would be approximately 2% to 3%, and we would
anticipate a comparable movement in the opposite direction for expenses. This assumes that all currencies move in the same direction
at the same time and the ratio of non-U.S. dollar denominated revenue and expenses to U.S. dollar denominated revenue and expenses
does not change from current levels. '

We do not currently hedge currency risk related to revenues or expenses denominated in foreign currencies. Foreign currency
exchange rate fluctuations during fiscal 2008, compared to fiscal 2007, favorably impacted revenue by $21.9 million, unfavorably
impacted operating expenses by $22.0 million and unfavorably impacted income (loss) from operations by $0.1 million.

All of the potential changes noted above are based on sensitivity analyses perforrned on our financial position at October 31, 2008.
Actual resuits may differ materially. '
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CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except per share data)

Fiscal Year Ended October 31,

2008 2007 2006
Net revenue:
Sofiware licenses... SRS RRURURURURRURTUTURTURTUO S 2.1 N 13 176,107 § 173,678
Maintenance and subscnpuons 613,063 564,354 536,993
Services .. 153.795 192038 208,660
Total nel TEVETILE ...uvvvrsersernrressesrsrvrsneseestesseesos et taesosenseeseeesrseme e srm s s bbbt s b s b n b nan 956.513 932.499 919,331
Cost of revenue:
SO IWATE HCBISES .. ovveeveerstrerreisasrerenrensensnnresstesasssasteestnsassesssesneesseesneesnsrasssssabassnssasssassnens 17,951 18,505 18,161
Maintenance and SubSCriptions ... s 51,679 49,515 49,680
SEIVICES c.veivitinriterserssessersernssassessssoesoe st aataetaetsarearesn s bt b s be s ee e b be b e e E S RE s RS s b S st e b e m e r e s 167,994 192,234 213,171
TOtal COSt OF FEVENUE ...eivvieviviriiiiirie et sn s e etk eaes 237.624 260,254 281,012
Gross profit 718,889 672,245 638,319
Operating expenses (income):
Sales and MAarkeling .. ...c.occooierieriiiiinre st 361,832 346,777 353,750
Product development.... ... e e 198,149 208,370 180,380
General and admNISIEBIIVE ..vve v ceeeeeereeermee vt se e b s s rabe s ssbessssranensrareessberasenaie sin 111,429 127,118 126,924
RESIMUCIUTING EXPEIESES. cvuruteireeseriasrereerensirsinsinrnrsess e ssscessesisseasemsnsssss e s sen s ebs s asssans s 28,645 43,097 4,405
Impairment of intangible assets............iiiiii 7,664 3,851 1,230
Loss (gam) on sale of subsidiaries............... 3,694 (1,200) 8,273
Purchased in-process research and developmem .............................................................. 2,700 — 2,110
Gain on sale of property, plant and equipment, net _ — (5,968)
Executive terminalion benefits ... ..o ' — — 9,409
Total OPeTating EXPEMSES . ..ccvirererrarinririrrerstei e emsseseseeesess s ees s e b s bbb 714,113 728,013 680.513
income (1055) fTOI OPETATIONS ..cco e ieee ettt s st e bbb er et 4.776 {55.768) (42.194)
Other income {expense):
TIIVESTIMIEIE IMCOMIE <o etissceiuresstssesnsrsarsarsnrar vrn gy e aseme e et aesmsonaemsensaranresnnrmeernbtsaians 71,640 86,531 60,899
Impairment of investments... (30,024) — (1,480)
Gain on sale of venture capnal funds — 3,591 17,953
Interest expense and Other, Mt ... e (23.514) (25.939) {7.998)
OTHET INCOITIE, 118 ..eiuviireievirseeseeeeeeaasseeree e e errsent s sttt basassrasoms e b e bt rar vt ra bRt sbrsanssbensansesans . 18.102 64,183 69.374
Income from continuing operations before taxes 22,878 8415 27,180
INICOME LAX EXPEILSE 1vevcerererersmesereretreeresameeesareereormeshobiasb s b st s b ar s b ss s e e sat s e sad e et ne st et smns st 35217 34,691 22.642
{Loss) income from cOnUNUING OPErationS.......ccooeiiriieni e et ess st st saeas (12,339) (26,276) 4,538
Income (loss) frem discontinued operations before taxes (including gain (loss) on
disposal of $2,653, (§19,075), and $11,117, in fiscal years 2008, 2007, and 2006,
TESPECUIVEIY) 1uererireececiee ettt b e as b s s b st 2,758 {18,253) 16,576
Income tax (benefit) expense on discontinued operations.................. (836) (69) 1,561
Income (loss) from discontinued OpPerations .........ccceiereieee s e 3,594 (18.184) 15,015
(Loss) income before cumulative effect of change in accounting principle ..o, (8,745) (44,460) 19,553
Cumulative effect of change in accountmg prmc1ple ............................................................. — — {897)
Net (loss) income. SRRV U SO URT PP VOVOUPOTOTUOROTRRRPOVRPN. SN £ YL ) {44460) § 18,650
Basic earnings per share:
{Loss) income from continuing 0PETatioNS ... ieameeiieressmmseress s et $ (0.04) (0.08) % 0.01
DiscONtNUEd OPETANIONS ......cvveicviietieic it tee s st s et ea b e et e 0.02 (0.05) 0.04
Cumulative effect of change in accounting principle ... o — — 0.00
Net (loss) income per share available to common stockholders.................iinnnnn b (0.02) {013 § 0.05
Diluted earnings per share:
(Loss) income from cominuing OPETALIONS ..o cevcerer e s sssssassesssensemssraenssaen b 9 (0.04) (0.08) $ 0.01
Discontinued operations... 0.02 (0.05) 0.04
Cumulative effect ofchange in accountmg prlnc:lple — — 0.00
Net (loss) income per share available to common B R {0.02) (0.13) 3 0.05
Weighted-average shares outstanding:
BASIC v tvetieteeieeesessesea s e eensreeresrese st eas e teaereebes e et se s e et e e e bR S AE et bbb s 350,207 347,552 361,174
111 =Y PO OO OO o O OO U OO OO O SO RO PPON 350,207 347,552 365,659

See notes to consolidated financial statements.
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NOVELL, INC.
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share and per share data)

ASSETS

Current assets:

Cash and cash equivalents.............ooooceinviniinnee ettt ettt e
SNOTT-TEITN IVESMEIIES ....viivivtitietieeeee e e e s e stessearsseeeresatetetaeeenenseeeeseeesntesstessentessensee e emeeseneenens
RESITICEEA CASH oottt ettt ettt e te e e e e e em e e e e e e e emas sk b sebsb s e e e e e e eeeeneeeeneaeene
Receivables (net of allowances of $3,679 and 33,897 at October 31, 2008 and 2007,
TESPECHIVEIY) oot e e s ar e s r e e bt ans
Prepaid expenses... O OSSO OO YOO PP U OO
Current deferred tax assets ..........................................................................................................
011112 T}y (o B 1 o SR SO POV SRR TUORRUPRR
TOLA] CUITENE ASSES ...vviiuemiureieeeeoneeereerreeesnsassssatsteeneeeaneseeameeeen s s0abssteeettme e neesmm e eeeeeeann

Property, plant and eqUIPMENt, NEL ..............oooviirec ettt eeenssssssnss s snese s rnrans
LONE-EITN INVESITMIENLS 1...iiiiiirieieieierietnie st s e et e st et e se e tese et e sesbsseeme et eme et eaesrasansesranaraeseasns
GOOAWIIL ...t e s
[NtANEIBLE ASSELS, MEL...rvre ettt eyttt bbb sm et
DEfEITEA INCOME LAXES .-v.-vevverereesesssseessise s reeresn s esssisssssssess s eeneeeeeassbessssssansaass s s e eseeneeeeeeeas
BB SSBLS ...ttt ettt bt et en bbb b et et ee et ee e aennnns

Current liabilities:

ACCOUNTS PAYADIE oevent e
ACCTUed COMPENSALDTI 11 vvevvrrcecacirietse s reassseses st st s ese s et et e e sr s sa et s st e ettt es s esens
Other accrued HabiliIEs .....c.ococciieiiicc et vttt s s s e s e s
Senior convertible debentures ...ttt et ee e
Income taxes Payable ...t a
DEferTed TEVENUE. ...oeecei ettt a e eras

Long-term AETEITEA TEVENUE. ....cooeoeeoereresro oo eeeeeeeeeeess s s esseesssessseseesssesesenesensseesess s ensesse s oo
Other 1ong-term HABIIES .....coccoieiirieeric e et e e s st et sse s s s bttt e emeee
Senior convertible deDENIUIES .........couii i e e et

Total abilities. ..ot bbb s

Stockholders® equity:

Common stock, par value $.10 per share, Authorized — 600,000,000 shares;
Issued — 358,526,217 and 365,739,499 shares at October 31, 2008 and 2007,
respectively;
Outstanding — 343,407,896 and 350,610,468 shares at October 31, 2008 and 2007,
TESPECHIVEIY oottt e ettt b et a e bt bbbt nn e e e s
Additional paid-in CaPIAL. ...t
Treasury stock, at cost — 15,118,321 and 15,129,031 shares at Qctober 31, 2008 and 2007,
FESPECHIVELY ..ottt as ettt
RETAINEA BATTHIZS . .oviviaiiiicececnniccvi ettt e e e ss s e e bt essb st ss s st sbs e
Accumulated other comprehensive {(10S8) INCOME.......cccooiriiiiinieie e e
Total stockhOlders™ BQUILY ........ccoviiuiiiice et srsber e sms s se et e s eva b s e sbe e snsanarea
Total liabilities and stockholders’ equILY ....ccccvivvieerieieicree e e

See notes to consolidated financial statements.
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October 31, October 31,
2008 2007
3 680,034 $  1,079819
387,813 777,818
52,701 —
193,088 208,318
34,365 53,316
5,685 —
32,006 35.065
1,385,692 2,154,336
174,978 180,537
14,972 37,304
582,117 404,612
53,320 33,572
36,244 14,518
22026 29.515
$. 2,260,340 3 2,854,394
5 36,982 5 45,135
102,317 112,794
108,929 122,850
125,668 —
22,563 46,724
503,174 494 615
899,633 822,118
11,725 884
226,876 273,066
43,587 —
— 600,000
1.181.821 1,696,068
35,853 36,574
420,669 413,182
(124,424) (124,512)
772,559 795,984
(17.129) 37.098
1,087,528 1,158,326
3 _2,269349 § 2,854,394
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NOVELL, INC.

CONSOLIDATED STATEMENTS OF STOCKHCLDERS’ EQUITY

Balance at October 31, 2005 ..o
Cumulative effect of adoption of SAB 108
Revised balance at November |, 2005.....
Stock issued from stock plans...........
Stock-based compensation expense
Compensation expense related to executive

termination benefits.......oovernere
Cumulative effect ofadopnon of SFAS

No. 123R ..
Stock plans income tax benefit...
Shares repurchased and retired...
Shares cancelled .....ovovinriinirininiine
Dividends on Series B Preferred Stock....
Change in unrealized gain on investments
Cumulative translation adjustment.......
Change in minimum pcnsion liability
Net income.. i
Comprehenswe income ..
Balance at October 31, 2006
Stack 1ssued from slock p]ans
Stock-based compensation expensc -
Stock plans income tax benefit......
Shares cancelled ...
Stock issued for conversion of Series B

Preferred Stock...
Dividends on Series B Preferred Stock
Impact to initially apply SFAS No. 158
Change in unrealized gain on investments.......
Cumulative translation adjustment........vne.
Net loss .. JOTT OO
Comprehcnsne ]oss . .
Balance at October 3] 20()7
Stock issued from stock plans ..c.oeeerreneicevens
Stock-based compensation expens:
Stock plans income tax benefit......
Shares cancelled ..
Shares rcpurchased and retired..
[mpact to initially adopt FIN 4§......................
Amortization included in net penodu:

pension costs .. -
Change in L]l’ll'La]lZf:d gam on mvcstments.,.....
Cumulative translation adjustmcnl
Net loss .. -
Comprehenswe loss... .
Balance at October 31 2008
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(Amounts in thousands)
Accamulated
Common Common Treasury Treasury Additions | Other Unearoed
Stock Stock Stock Stock Paid-In Retained Comprehensive  Compensation
hares Amount Shares Amount Capital __ Earnings Income and Other Total
400,994 £ 40,099 (15,173 $(124,875) § 483,157 § 984,107 § 7444 § (3.446) 5 1,386,486
— e — — 19.190 {19,190} — — —
400,994 40,099 (15,173)  (124,875) 502,347 964,917 7,444 (3.446) 1,386,486
9,549 955 23 191 40,482 — — — 41,628
— — — 35,265 — — — 35,265
— — — - 2,739 — — — 2,739
— — — — (3.446) — — 3,446 —_—
— — — — 15,263 — — — 15,263
{51,515) (5,152) —  (251911) (142937 — — (400,000}
(516) (51) — — (1,804) — — — (1,855)
— — — — (187) — (187)
— — - — 9 — 4,053 — 4,072
— — — —_ — — 1,850 — 1,950
— — — — —_ — 633 — 633
— — — — — 18,656 - — _ i8656
— — —_ — — —= — 25311
358,512 35,851 (15,150) (124,684) 338,954 840,449 14,080 —_ 1,104,650
6,112 577 21 172 21,008 — — — 21,757
— — — — 34,316 — — — 34,316
— — — — 13,099 — — — 13,099
(381) @ — — (3.395) — — — (3.399)
1,496 150 — — 9,200 — — — 9,350
— — - — - ®) — — )
— — — — —_ — 1,409 — 1,409
— — — — - — 4,385 — 4,385
— — — — —_ — 17,224 — 17,224
— — — — — (44,460) — — {44,460)
— — — — e = — — (22,851
365,739 36,574 (15,129 {124,512) 413,132 795,984 37,098 — 1,158,326
5,216 522 1 88 12,656 — — — 13,266
— — —_ — 33,818 — — — 33,818
— — — —_ 18,500 — — — 18,500
(802) (80) — - (5.118) — — — (5.198)
(1,627)  (1,163) - — (52,369}  (13.288) — — (66,820)
— - — — — (1,392) — — (1,392)
— — —_— — — — 2,234 — 2,234
— — — — — —_ (3,602) — (3,602)
— — — — — — (52,859) — (52,859
— —_ — — — (8,745) — — (8.,745)
— — — s — — — - (62.972)
358,526 $_35.853 _ (15118) $(124,424) §__420,659 §_ 772,559 § (17,129) § - § 1,087,528
See notes to consolidated financial statements,
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NOVELL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)

Cash flows from operating activities

Net {loss) income,.

Adjustments to rccon(:lle net (Ioss) income lo nct cash prowdcd by operatmg acmltles
Stock-based'compensation expense...
Depreciation and amortization ...............
Change in accounts receivable allowances...........c.ocovecvcrneee.

Utilization of prevmusly reserved acquired net operating loSSes..........cooviiiiciinc s

SUSE purchase price tax adjustment...
Purchased in-process research and devc]opment
Deferred iNCOME TXES ...oveenerevcoteeeeeeeereseeesessesene
Gain on sale of property, plant and equipment, net
Loss {gain} on sale of subsidiaries.... .
{Gain) loss on disposal of dlsconunued opcranons before taxes
Executive termination benefits, non-cash ... I
Gain on sale of previously impatred long- term mvestmenls
Impairment of IVESHTIETS e e e
Gain on debenture repurchases........
Gain on sale of venture capital funds
Impairment of intangible assets ..o
Cumulative effect of change in accounting principle.. i
Changes in assets and liabilities, excluding acquisitions and dispositions:
Receivables ... e
Prepaid expenses..
Other current assets..
Accounts payable.....
Accrued liabilittes ...
Deferred revenue..

Net cash prov1dcd by operatmg aclmtles

Cash flows from investing activities
Purchases of short-term investments ....
Maturities of short-term investments
Sales of short-term investments.. -
Proceeds from sales of and dmtrlbutlons fmm IOng term lmestments

Purchases of[ong-ierm ITIVESTITIEIIES - ocitcatcecneeme et reeeeme e e e st b

Cash restricted due to litigation ...

Net cash proceeds from sale of discontinued operatmns

Net cash (d]élrlbutlons) proceeds from sale of subsidiaries .
Net cash pai'cl for acquisitions and equity investment .......

Purchase of intangible assets............coccvecveeicnnee.
Purchases of property, plant and equipmen
Proceeds from the sale of property, plant and equipment .
Proceeds from repayment of note receivable.................
Proceeds from sale of venture capital funds...
Other...

Net cash pr0v1ded by (used m) mvcslmg act1v1 LS cuurererererenetatesrareterasarane et sneeresanasa s sensanesereennanane

Cash flows from financing activities
Issuance of common stock, net..

Excess tax benefits from stock- bascd compensat]on

Common stock repurchases/retirements ...
Issuance of debl..ocrinmianrinin
Debenture repurchases ..o et

Net cash (used in) provided by financing 8ctivites ... iiiiiese e
{Decrease) increase in cash and cash equIvalents. ...

Cash and cash equivalents — beginning of year ...

Cash and cash equivalents — end of YeaT ..o et

Supplemental disclosures of cash and non-cash financing and investing activities:

Conversion of Series B Preferred StOcK ...

Contribution of patents to Open Invention Network, LLC..........

Release of restricted cash for the acquisition of 1Ndia JOINT VENTUE. ... mssssesrresssssressssssarasscss

Fiscal Year Ended October 31,

]

i . .

! See notes to consolidated financial statements.
|
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2008 2007 2006
.8 (8,745) $ (44.460) § 18,656
33,818 34,316 35,265
42,892 20,438 46,976
(261) (1,722) (6,588)
5,026 4,844 6,585
— 24,677 —
2,700 — 2,110
(16,800) (13.,050) (4317
— — (5,968)
3,694 (1,200) 8,273
(2,653) 19,075 (11,117)
_ — 9400
(1,969) (2,917) (2,225)
30,024 — 1,480
(4,606) — -
— (3,591) (17,953
7,664 3,851 1,230

— — 897
16,748 20,098 33,276
10,593 (20,959) (4,102)
1,913 (5.520) (88)
(9,453) 1,538 (1,233
(12.209) 25432 (32,731
{45.569) 341,698 21.505
52,807 422,548 99,038
(427,549) (532,422) (503,584)
128,137 175,245 131,088
655,335 336,940 429,715
24,757 2,917 10,972
— — {9,499)
(52,701) — -
564 783 37.922
(171) 1,200 1,450
(219,553) (29,704) (75,775)
{12,000) (1,175) (1,159)
(37,716 (25.235) (26,668)
— — 24,992

— — 9,092

— 4,964 71,298
(19.769) 16.485 10,460
39334 (50.002) 110,304
8,099 18,387 39,944
18,500 13,099 15,263
(66,820) — (400,000)
4,795 — —
(456,500) — —
(491,926) 31,486 (314.793)
{399,785) 404,032 (135,451)
‘ L079,819 675,787 811,238
3 680,034 § 1679819 § 675,787
$ — 3 9350 § —
— — 14,383

— — 7,500

63




NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Summary of Business Operations

Through our infrastructure sofiware and ecosystem of business partnerships, we harmeniously integrate mixed information technology
(“1T™) environments, allowing people and technology to work as one. We deliver an interoperable Linux platform and a portfolio of
integrated IT management software that helps customers worldwide reduce cost, complexity and risk. With our 25 years of experience
and our vision of interoperability and flexibility, we deliver powerful, next-generation business infrastructures that enable our
customers to either become or stay competitive.

We were incorporated in the State of Delaware on January 25, 1983 and have established a reputation for innovation and industry
leadership. We currently have approximately 4,000 employees in 57 offices worldwide.

Our business unit segments are Open Platform Solutions, Identity and Security Management, Systems and Resource Management, and
Workgroup. They are described below in more detail.

Open Platform Solutions. We deliver Linux solutions for the enterprise. SUSE Linux Enterprise platform underpins all of our
products. SUSE Linux Enterprise is a leading distribution system that focuses considerable effort on interoperability and virtualization
within both open source and proprietary systems and provides ease in usability and management.

Identity and Security Management. Our identity, security, and access management solutions help customers integrate, secure and
manage IT assets as well as reduce complexity and ensure compliance. Adding this intelligence to every part of a customer’s IT
environment makes their systems more agile and secure. Our solutions leverage automated, centrally-managed policies to support the
enterprise.

Svstems and Resource Management. With our systems and resource management solutions, customers can define business and IT
policies to automate the management of multiple 1T resources, including the emerging challenge of managing virtual environments.
As a result, customers are able to reduce IT effort, control IT costs, and reduce IT skill requirements to fully manage and leverage
their IT investment. In addition to our existing Systems and Resource Management offerings under the ZENworks brand, during the
second quarter of fiscal 2008, we acquired PlateSpin ULC, formerly PlateSpin Ltd., (“PlateSpin™), which resulted in additional
products to this business unit segment.

Workgroup. We provide comprehensive and adaptable workgroup solutions that provide all the infrastructure, services and tools
customers require to effectively and securely collaborate across a myriad of devices. We offer the security, reliability, and
manageability our customers” employees need to efficiently get their jobs done at lower cost.

In addition to our technology offerings, within each of our business unit segments we offer a worldwide network of service personnel
to help our customers and third-party partners best utilize our software. We also have partnerships with application providers,
hardware and software vendors, and consultants and systems integrators. In this way, we can offer a full solution to our customers.

B. Summary of Significant Accounting Policies

. |
The accompanying consolidated financial statements reflect the application of significant accounting policies as described in this note
and elsewhere in the accompanying consolidated financial statements.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Novell, (nc., and its wholly-owned and majority-owned
subsidiaries. All material inter-company accounts and transactions have been eliminated in consolidation.

Management’s Estimates and Uncertainties
The preparation of financial statements in conformity with accounting principles generally accepted in the U.S. requires management

to make estimates and assumptions that affect the amounts reported and related disclosure of contingent assets and liabilities in the
financial statements and accompanying notes. Actual results could differ materially from those estimates.
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NOVELL, INC.
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS (Continued)

B. Summary of Significant Accounting Policies (Continued)

Reclassifications

Certain amounts reported in prior years have been reclassified from what was previously reported to conform to the current year’s
presentation. These reclassifications did not have any impact on net (loss) income in any period.

Foreign Currency Translation

The functional currency of all of our international subsidiaries, except for our Irish subsidiaries and a German holding company, is the
local currency. These subsidiaries generate and expend cash primarily in their respective local currencies. The assets and liabilities of
these subsidiaries are translated at current month-end exchange rates. Revenue and expenses are translated monthly at the average
monthly exchange rate. Translation adjustments are recorded in the line item, “Accumulated other comprehensive (loss) income,” in
the consolidated balance sheets. With respect to our Irish subsidiaries and German holding company, the functional currency is the
U.S. dollar for which translation gains and losses are included in the line item, “Interest expense and other, net” in the consolldated
statements of operations, Likewise, all transaction gains and losses are reported in the line item, “Interest expense and other, net,”

the consolidated statements of operations. Foreign currency exchange rate fluctuations resulted in net foreign exchange losses of $5. 6
mitlion, $2.0 million, and $0.7 million durmg fiscal 2008, 2007, and 2006, respectively.

Cash, Cash Equalen!s and Short-Term Invesrmems

We consider all investments with an initial term to maturity of three months or less at the date of purchase to be cash equivalents.
Short-term investments are diversified and consist of investment grade securities that; 1) mature within the next 12 months; 2) have
characteristics of short-term investments; or 3) are available to be vused for current operations even if some maturities may extend
beyond one year.

All marketable debt and equity securities that are included in short-term investments are considered available-for-sale and are carried
at fair value. Temporary increases or decreases in fair value are recorded as unrealized gains or losses in the “Accumulated other
comprehensive (loss) income” line item in our consolidated balance sheets. Other-than-temporary declines in fair value are recorded in
the “Impairment of investments” line item in the consolidated statements of operations. Fair values are based on quoted market prices.
When securities are sold, their cost is determined based on the first-in first-out method. The realized gains and losses related to these
securities are included in the line item, “Investment income™ in the consolidated statements of operations.

Concentrations of Credit Risk/Significant Customers

Financial instruments that subject us to credit risk primarily consist of cash equivalents, short- and long-term investments, accounts
receivable, and amounts due under subleases. Our credit risk is managed by investing cash and cash equivalents primarily in high-
quality money market instruments, securities of the U.S. government and its agencies, highly rated corporate debt, and highly rated
asset-backed securities all of which are of short duration. The $5.2 million in mortgage-backed securities debt that we hold (less than
1.4% of our short-term investments) is all related to bonds from Freddie Mac and Fannie Mae, which are not considered to be credit
risks, due to recent U.S. government actions. As of October 31, 2008, we have auction-rate securities (“ARSs™) which we determined
to have a fair value of $11.1 million that failed at auction and are no longer considered liquid. During fiscal 2008, we recorded other-
than-temporary-impairment charges of $28.7 million (see Note H, “Long-Term Investments™) related to the ARSs. The ARSs are
currently paying premium interest rates. However, given their decrease in fair value, the credit standing of the underlying issuers, and
the lack of liquidity, they are considered a credit risk and are being monitored accordingly. The future potential loss associated with
these securities is the remaining $11.1 million estimated fair value. Prior to the impairment charges, the original cost of these ARSs
was $39.8 million.

During fiscal 2008, our holdings in an enhanced liquidity fund were frozen due to liquidity issues, The fund manager is distributing
the cash on a pro rata basis to the fund’s shareholders and is doing so faster than originally scheduled. As of October 31, 2008, this
fund has a remaining balance of $22.3 million. The fund continues to accrue interest income and, as we are receiving the cash for
these securities, we do not consider them to be a credit risk (see Note H, “Long-Term Investments”).

We also hold $1.5 million of Lehman Brothers Holdings Inc. (“Lehman Brothers™) corporate notes. As a result of Lehman Brothers’
bankruptcy announcement, a $1.3 million other-than-temporary charge was recorded in fiscal 2008 related to this security.
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NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMEMTS (Continued)

B. Summary of Significant Accounting Policies (Continued)

Based on our ability to access our cash and other short-term investments, we do not anticipate that the lack of liquidity on the ARSs,
enhanced liquidity fund, and Lehman Brothers’ debt will affect our ability to operzte our business in the usual course in the next
twelve months.

Accounts receivable include amounts owed by geographically dispersed end-users, distributors, resellers, original equipment
manufacturers (“OEMs”) and other customers. No collateral is required. Accounts receivable are not sold or factored. At October 31,
2008 and 2007, there were no receivables greater than 10% of our total receivables outstanding with any one customer. We generally
have not experienced any material losses related to receivables from individual customers or groups of customers. Due to these
factors, no significant additional credit risk, beyond amounts provided for, is believed by management to be inherent in our accounts
receivable. Our subleases are with many different parties and thus no concentration of credit risk exists at October 31, 2008,

During the years ended October 31, 2008, 2007 and 2006, there were no customers who accounted for more than 10% of total net
revenue.

Equity Investments

We account for our equity investments where we hold more than 20 percent of the outstanding stock of the investee’s stock or where
we have the ability to significantly influence the operations or financial decisions of the investee under the equity method of
accounting in accordance with Accounting Principles Board Opinion No. 18, “The Equity Method of Accounting for Investments in
Common Stock.” We initialty record the investment at cost and adjust the carrying arnount each period to recognize our share of the
earnings or losses of the investee based on our percentage of ownership. We review our equity investments periodically for indicators
of impairment,

Property, Plant and Equipment

Property, plant and equipment are carried at cost less accumulated depreciation and amortization. Depreciation and amortization is
computed on the straight-line method over the estimated useful lives of the assets, or lease term, if shorter. Such lives are as follows:

Asset Classification Useful Lives

BUILAINES . etttk et b e et ebe a4 a ke e et R e et ST e e et gt e : 30 years
FURITUEE AN EQUIDITICIL . o\.ririvieviiisesivesersssassastesseeeeeeeaseaeeneesmeesesaesans caceeeae e sesmsasasaeeseemeasam e esarbene e geatebeeabememateteratnneeneens 2 -7 years
Leasehold improvements and Other ...t resne e st s e e e 3 - 10 years

We review our property, plant and equipment pericdically for indicators of impairment in accordance with Statement of Financial
Accounting Standards (“SFAS™) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144™), or
whenever events or changes in circumstances indicate that the carrying value may not be recoverable. Factors that could indicate an
impairment include significant underperformance of the asset as compared to historical or projected future operating results,
significant changes in the actual or intended use of the asset, or significant negative industry or economic trends. When we determine
that the carrying value of an asset may not be recoverable, the related estimated future undiscounted cash flows expected to result
from the use and eventual disposition of the asset are compared to the carrying value of the asset. If the sum of the estimated future
cash flows is less than the carrying amount, we record an impairment charge based on the difference between the carrying value of the
asset and its fair value, which we estimate based on discounted expected future cash flows. For fiscal 2008, 2007, and 2006, we have
not identified or recorded any impairment of our property, plant and equipment.

Goodwill and Intangible Assets

We review our goodwill annually for impairment in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets™ (“SFAS
No. 1427). We evaluate the recoverability of goodwill and indefinite-lived intangible assets annually as of August 1, or more
frequently if events or changes in circumstances warrant, such as a material adverse change in the business. Goodwill is considered to
be impaired when the carrying value of a reporting unit exceeds its estimated fair value. Fair values are estimated using the
combination of a discounted cash flow methodology and a market analysis and averaging the results. Our reporting units are our four
business unit segments.
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NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

B. Summary 'of Significant Accounting Policies (Continued)

In accordance;with SFAS No. 142, we do not amortize goodwill or intangibles with indefinite lives resulting from acquisitions. We
review these assets periodically for potential impairment issues. Separable intangible assets that are not deemed to have an indefinite
life are amortized over their estimated useful lives.

We review our finite-lived intangible assets for indicators of impairment in accordance with SFAS No. 144 whenever events or
changes in cirbumstances indicate that the carrying value may not be recoverable. When we determine that the carrying value of an
asset may not be recoverable, the related estimated future undiscounted cash flows expected to result from the use and eventual
disposition of the asset are compared to the carrying value of the asset. If the sum of the estimated future cash flows is less than the
carrying amount, we record an impairment charge based on the difference between the carrying value of the asset and its fair value,
which we estimate based on discounted expected future cash flows,

Disclosure of Fair Value of Financial Instruments

Our financial instruments mainly consist of cash and cash equivalents, short- and long-term investments, accounts receivable,
accounts payable, accrued expenses, and the outstanding 0.50% senior convertible debentures due 2024 (“Debentures”). The carrying
amounts of our cash equivalents and short- and long-term investments, accounts receivable, accounts payable and accrued expenses
approximate fair value due to the short-term nature of these instruments. We periodically review the realizability of each short- and
long-term investment when impairment indicators exist with respect to the investment. If an other-than-temporary impairment of the
value of the investments is deemed to exist, the carrying value of the investment is written down to its estimated fair value. We
consider an irﬁpairment to be other-than-temporary when market evidence or issuer-specific knowledge does not reflect the financial
strength to support current carrying values. As of October 31, 2008 and 2007, we did not hold any publicly-traded long-term equity
securities. Our Debentures have interest rates that approximate current market rates; therefore, the carrying value approximates fair
value. Our 101:1g-term investments approximate fair value (See Note H, “Long-Term Investments™).

Revenue Recognition and Related Reserves

Our revenue ié derived primarily from the sale of software licenses, software maintenance, upgrade protection, subscriptions of SUSE
Linux Enterprise Server, technical support, training, and professional services. Our customers include: distributors, who sell our
products to resellers, dealers, and value added resellers (“VARs”); OEMs, who integrate our products with their products or solutions;
VARs, who provide solutions across multiple vertical market segments which usually include services; and end-users, who may
purchase our products and services directly from us or from other partners or resellers. Except for our SUSE Linux product,
distributors do not order to stock and only order products when they have an end customer order. With respect to our SUSE Linux
product, distributors place orders and the product is then sold to end customers principally through the retail channel. OEMs report the
number of copies duplicated and sold via an activity or royalty report. Software maintenance, upgrade protection, technical support,
and subscriptions of SUSE Linux Enterprise Server (“SLES”) typically involve one to three year contract terms. Our standard practice
is to provide customers with a 30-day general right of return. Such return provision allows for a refund and/or credit of any amount
paid by our customers.

Revenue is re!:ognized in accordance with Statement of Position (“SOP™) 97-2, “Software Revenue Recognition” (“SOP 97-27), and
Staff Accounting Bulletin No. 104, “Revenue Recognition,” and related interpretations. When an arrangement does not require
significant production, modification, or customization of software or does not contain services considered to be essential 1o the
functionality of the software, revenue is recognized when the following four criteria are met:

+ Persuasive evidence of an arrangement exists — We require evidence of an agreement with a customer specifying the
i e . . - . .
terms and conditions of the products or services to be delivered typically in the form of a signed contract or statement of
work accompanied by a purchase order.
|

- Délivery has occurred — For software licenses, delivery takes place when the customer is given access to the software
programs via access to a website or shipped medium. For services, delivery takes place as the services are provided.

» The fee is fixed or determinable — Fees are fixed or determinable if they are not subject to cancellation or other payment
terms that exceed our standard payment terms. Typical payment terms are net 30 days.
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» Collection is probable -— We perform a credit review of all customers with significant transactions to determine whether a
customer is creditworthy and collection is probable. Prior credit history with us, credit reports, financial statements, and
bank references are used to assess creditworthiness.

In general, revenue for transactions that do not involve software custornization or services considered essential to the functionality of
the software 1s recognized as follows:

+ Software license fees for our SUSE Linux product are recognized when the product is sold to an end customer;
* Software license fees for sales through OEMs are recognized upon receipt of license activity or royalty reports;
+ All other software license fees are recognized upon delivery of the software;

+ Software maintenance, upgrade protection, technical support, and subscriptions of SLES are recognized ratably over the
contract term; and

* Professional services, training and other similar services are recognized as the services are performed.

If the fee due from the customer is not fixed or determinable, revenue is recognized as paymenis become due from the customer. If
cotlection is not considered probable, revenue is recognized when the fee is collected. We tecord provisions against revenue for
estimated sales returns and allowances on product and service-related sales in the same period as the related revenue is recorded. We
also record a provision to operating expenses for bad debts resulting from customers’ inability to pay for the products or services they
have received. These estimates are based on historical sales returns and bad debt expense, analyses of credit memo data, and other
known factors, such as bankruptcy. If the historical data we use to calculate these estimates does not accurately reflect future returns
or bad debts, adjustments to these reserves may be required that would increase or decrease revenue or net income.

Many of our software arrangements include multiple elements. Such elements typically include any or all of the following: software
licenses, rights to additional software products, software maintenance, upgrade protection, technical support, training and professional
services. For multiple-element arrangements that do not involve significant modification or customization of the software and do not
involve services that are considered essential to the functionality of the software, we allocate value to each element based on its
relative fair value, if sufficient Novell-specific objective evidence of fair value exists for each element of the arrangement. Novell-
specific objective evidence of fair value is determined based on the price charged when each element is sold separately. If sufficient
Novell-specific objective evidence of fair value exists for all undelivered elements, but does not exist for the delivered element,
typically the software, then the residual method is used to ailocate value to each element. Under the residual method, each undelivered
element is allocated value based on Novell-specific objective evidence of fair value for that element, as described above, and the
remainder of the total arrangement fee is allocated to the delivered element, typically the software, If sufficient Novell-specific
objective evidence of fair value does not exist for all undelivered elements and the arrangement involves rights to unspecified
additional software products, all revenue is recognized ratably over the term of the arrangement. If the arrangement does not involve
rights to unspecified additional software products, all revenue is initially deferred until typically the only remaining undelivered
element is software maintenance or technical support, at which time the entire fee is recognized ratably over the remaining
maintenance or support term.

In the case of multiple-element arrangements that involve significant modification or customization of the software or involve services
that are considered essential to the functionality of the software, contract accounting is applied. When Novell-specific objective
evidence of fair value exists for software maintenance or technical support in arrangements requiring contract accounting, the
professional services and license fees are combined and revenue is recognized on the percentage of completion basis. The percentage
of completion is generally calculated using hours incurred to date relative to the total expected hours for the entire project. The
cumulative impact of any revision in estimates to complete or recognition of losses on contracts is reflected in the period in which the
changes or losses become known. The maintenance or support fee is unbundled frora the other elements and revenue is recognized
ratably over the maintenance or support term. When Novell-specific objective evicence of fair value does not exist for software
maintenance or support, then all revenue is deferred until completion of the professional services, at which time the entire fee is
recognized ratably over the remaining maintenance or support period.
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For consolidated statements of operations classification purposes only, we allocate the revenue first to those elements for which we
have Novell-specific objective evidence of fair value, and any remaining recognized revenue is then allocated to those items for which
we fack Novell-specific objective evidence of fair value.

Professional services contracts are either time-and-materials or fixed-price contracts. Revenue from time-and-materials contracts is
recognized as the services are performed. Revenue from fixed-price contracts is recognized based on the proportional performance
method, generally using estimated time to complete to measure the completed effort. The cumulative impact of any revision in
estimates to complete or recognition of losses on contracts is reflected in the peried in which the changes or losses become known.
Professional services revenue includes reimbursable expenses charged to our clients.

Microsoft Agreements-Related Revenue. On November 2, 2006, we entered into a Business Collaboration Agreement, a Technical
Collaboration Agreement, and a Patent Cooperation Agreement with Microsoft Corporation (“Microsoft”) that collectively are
designed to build, market and support a series of new solutions to make our products and Microsoft products work better together for
customers {“Microsoft Agreements™). Each of the agreements is scheduled to expire on January 1, 2012.

Under the Business Collaboration Agreement, we are marketing a combined offering with Microsoft. The combined offering consists
of SLES and a subscription for SLES support along with Microsoft Windows Server, Microsoft Virtual Server and Microsoft Viridian,
and is offered to customers desiring to deploy Linux and Windows in a virtualized setting. Microsoft made an upfront payment to us
of $240 million for SLES subscription “certificates,” which Microsoft may use, resell or otherwise distribute over the term of the
agreement, allowing the certificate holder to redeem single or multi-year subscriptions for SLES support freom us (entitling the
certificate holder to upgrades, updates and technical support). Microsoft agreed to spend $60 million over the term of the agreement
for marketing Linux and Windows virtualization scenarios and also agreed to spend $34 million over the term of the agreement for a
Microsoft sales force devoted primarily to marketing the combined offering. Microsoft agreed that for three years following the initial
date of the agreement it will not enter into an agreement with any other Linux distributor to encourage adoption of other company’s
Linux/Windows Server virtualization through a program substantially similar to the SLES subscription “certificate” distribution
program.

The Technical Collaboration Agreement focuses primarily on four areas:
+ Development of technologies to optimize SLES and Windows, each running as guests in a virtualized setting on the other
operating system;

« Development of management tools for managing heterogeneous virtualization environments, to enable each party’s
management tools to command, control and configure the other party’s operating system in a virtual machine environment;

« Development of translators to improve interoperability between Microsoft Office and OpenOffice.org document formats;
and

+ Collaboration on improving directory and identity interoperability and identity management between Microsoft Active
Directory software and Novell eDirectory software.

Under the Technical Collaboration Agreement, Microsoft agreed to provide funding to help accomplish these broad objectives, subject
to certain limitations.

Under the Patent Cooperation Agreement, Microsoft agreed to covenant with our customers not to assert its palents against our
customers for their use of our products and services for which we receive revenue directly or indirectly, with certain exceptions, while
we agreed to covenant with Microsoft’s customers not to assert our patents against Microsoft’s customers for their use of Microsoft
products and services for which Microsoft receives revenue directly or indirectly, with certain exceptions. In addition, we and
Microsoft each irrevocably released the other party, and its customers, from any liability for patent infringement arising prior to
November 2, 2006, with certain exceptions. Both we and Microsoft have payment obligations under the Patent Cooperation
Agreement. Microsoft made an upfront net balancing payment to us of $108 million, and we are making ongoing payments to
Microsoft totaling a minimum of $40 million over the five-year term of the agreement based on a percentage of our Open Platform
Solutions and Open Enterprise Server revenues.
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As the three agreements are interrelated and were negotiated and executed simultaneously, for accounting purposes we considered all
of the agreements to consltitule one arrangement containing multiple elements. The SLES subscription purchases of $240 million were
within the scope of SOP 97-2, and are being accounted for based on vendor specific objective evidence of fair value. We recognize the
revenue ratably over the respective subscription terms beginning upon customer activation, or for subscriptions which expire un-
activated, if any, we will recognize revenue upon subscription expiration. Objective: evidence of the fair value of elements within the
Patent Cooperation Agreement and Technical Collaboration Agreement did not exist. As such, we combined the $108 million for the
Patent Cooperation Agreement payment and amounts we are receiving under the Technical Collaboration Agreement and are
recognizing this revenue ratably over the contractual term of the agreements of five years. Our periodic payments to Microsoft will be
recorded as a reduction of revenue. The contractual expenditures by Microsoft, including the dedicated sales force of $34 mtllion and
the marketing funds of $60 million, do not obligate us to perform, and, therefore, do not have an accounting consequence to us.

Cost of Revenue

Cost of revenue includes the amortization of intangible assets related to products or services sold, royalty costs and costs associated
with personnel providing professional services and technical support services. '

Expenses

Product development costs are expensed as incurred. Due to the use of the working model approach under SFAS No. 86, “Accounting
for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed,” costs incurred subsequent to the establishment of
technological feasibility but prior to the general release of the product, have not been significant and therefore have not been
capitalized. '

Advertising costs are expensed as incurred. Advertising expenses totaled $5.9 millian, $7.7 million, and $3.6 million, in fiscal 2008,
2007, and 2006, respectively.

Share-based Payments

Under the fair value recognition provisions of SFAS No. 123(R), “Share-Based Payment” (“SFAS No. 123(R)"), stock-based
compensation cost is estimated at the grant date based on the fair value of the award and is recognized as expense over the requisite
service period of the award. The fair value of restricted stock awards is determined by reference to the fair market value of our
common stock on the date of grant. We use the Black-Scholes model to value both service condition and performance condition
option awards under SFAS No. 123(R). For awards with only service conditions and graded-vesting features, we recognize
compensation cost on a straight-line basis over the requisite service period, For awards with performance or market conditions granted
subsequent to our adoption of SFAS No. 123(R), we recognize stock-based compensation expense based on the graded-vesting
method.

Determining the appropriate fair value model and related assumptions requires judgment. including estimating stock price volatility,
forfeiture rates, and expected terms. The expected volatility rates are estimated based on historical and implied volatilities of our
common stock. The expected term represents the average time that options that vest are expected to be outstanding based on the
vesting provisions and our historical exercise, cancellation and expiration paiterns. We estimate pre-vesting forfeitures when
recognizing stock-based compensation expense based on historical rates and forward-looking factors. We update these assumptions at
least on an annual basis and on an interim basis if significant changes to the assumptions are warranted.

We issue performance-based equity awards, typically to senior executives, which vest upon the achievement of certain financial
performance goals, including revenue and income targets. Determining the appropriate amount to expense based on the anticipated
achievement of the stated goals requires judgment, including forecasting future financial results. The estimate of expense is revised
periodically based on the probability of achieving the required performance targets and adjustments are made as appropriate. The
cumulative impact of any revision is reflected in the period of change. If the financial performance goals are not met, the award does
not vest, S0 no compensation cost is recognized and any previously recognized stock-based compensation expense is reversed.

In the past, we issued market condition equity awards, typically to senior executives, the vesting of which is accelerated or contingent

upon the price of our common stock meeting specified pre-established stock price targets. For awards granted prior to our adoption of
SFAS No. 123(R)}, the fair value of each market condition award was estimated as of the grant date using the same option valuation
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mode! used for time-based options without regard to the market condition criteria. As a result of our adoption of SFAS No. 123(R),
compensation cost is recognized over the estimated requisite service period and is not reversed if the market condition target is not
met. If the pre-established stock price targets are achieved, any remaining expense on the date the target is achieved is recognized
either immediately or, in situations where there is a remaining minimum time vesting period, ratably over that period.

Net Income (Losls) Per Share

Basic and diluted net income (loss) per share available to common stockholders is presented in conformity with SFAS No. 128,
“Earnings per Share,” and the related interpretation in EITF Issue No. 03-06, “Participating Securities and the Two — Class Method
under Financial Accounting Standards Board (“FASB") Statement No. 128.” Basic net income (loss) per share available to common
stockholders is computed by dividing net income (loss) available to common stockholders by the actual weighted-average number of
common shares outstanding during the period. Net income (loss) available to common stockholders reflects net income (loss) after
deducting accumulated preferred stock dividends and eamings allocated to participating preferred stockholders. On November 10,
2006, our remaining outstanding Series B Preferred Stock was converted into our common stock. Diluted net income (loss) available
10 common stockholders is based on the basic calculation and assumes the conversion of the Series B Preferred Stock (for fiscal 2006,
when it was still outstanding) and Debentures using the “if converted” method, if dilutive, and includes the dilutive effect of potential
common shares, under the treasury stock method. Potential common shares include stock options, unvested restricted stock and, in
certain circumstances, convertible securities such as the Debentures and Series B Preferred Stock.

Derivative Instruments

A large portion of our revenue, expense, and capital purchasing activities are transacted in U.S. dollars. However, we enter into
transactions in other currencies, primarily the Euro, the British Pound Sterling, and certain other European, Latin American and Asian
currencies. To protect against reductions in value caused by changes in foreign exchange rates, we have established balance sheet and
inter-company hedging programs. We hedge currency risks of some assets and liabilities denominated in foreign currencics through
the use of one-month foreign currency forward contracts. We do not currently hedge currency risks related to revenue or expenses
denominated in foreign currencies.

We enter into these one-month hedging contracts two business days before the end of each month and settle them at the end of the
following month. Due to the short period of time between entering into the forward contracts and our fiscal year-end, the fair value of
the derivatives as of October 31, 2008 and 2007 is insignificant. Gains and losses recognized during the year on these foreign currency
contracts are recorded in the line item, “Interest expense and other, net,” in the consolidated statements of operations and would
generally be offset by corresponding losses or gains on the related hedged items.

Recent Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”). SFAS No. 157 defines fair value
and provides enhanced guidance for using fair value to measure assets and liabilities. It also expands the amount of disclosure about
the use of fair value to measure assets and liabilities. The standard applies whenever other standards require assets or liabilities to be
measured at fair value but does not expand the use of fair value to any new circumstances. In February 2008, the FASB issued FASB
Staff Position No. 157-2, which delayed by one year the effective date of SFAS No. 157 related to the valuation of nonfinancial assets
and liabilities. Accordingly, SFAS No. 157 is effective beginning the first fiscal year that begins after November 15, 2007 (our fiscal
2009) except for those portions of SFAS No. 157 related to the valuation of nonfinancial assets and liabilities which is effective for
fiscal years beginning after November 15, 2008 (our fiscal 2010). This pronouncement will require new disclosures around our use of
fair value and is anticipated to be immaterial to our financial position and results of operations.

in February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities™ (“*SFAS
No. 159™). SFAS No. 159 establishes presentation and disclosure requirements designed to facilitate comparisons between companies
that choose different measurement attributes for similar types of assets and liabilities. Previously, accounting rules required different
measurement attributes for different assets and liabilities that created artificial volatility in earnings. SFAS No. 159 helps to mitigate
this type of accounting-induced volatility by enabling companies to report related assets and liabilities at fair value, which would
likely reduce the need for companies to comply with detailed rules for hedge accounting. SFAS No. 159 is effective as of the
beginning of an entity’s first fiscal year beginning after November 15, 2007 (our fiscal 2009), though early adoption is permitted. The
adoption of this standard is optional, Since we do not currently have complex hedge accounting requirements, there is little incentive
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1o elect the fair value option on any of our applicable financial assets or liabilities. Therefore, we do not currently plan on utilizing the
fair value option as outlined in SFAS No. 159,

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“SFAS No. 141(R)”). This statement replaces
SFAS No. 141, “Business Combinations.” SFAS No. 141(R) establishes principles and requirements for how an acquiring company:
1) recognizes and measures in its financial statements the identifiable assets ncquired, the liabilities assumed, including loss
contingencies such as litigation, and any non-controlling interest in the acquiree; 2) recognizes and measures the goodwill acquired in
the business combination or a gain from a bargain purchase; and 3) determines what information to disclose to enable users of the
financial statemnents to evaluate the nature and financial effects of the business combination. SFAS No. 141(R) is effective for
business combinations occurring on or afier the beginning of the fiscal year beginning on or after December 15, 2008 (our fiscal
2010). For acquisitions that close after November 1, 2009 or for any acquisition-related tax adjustments that occur after November 1,
2009, this pronouncement will impact our financial position and results of operations.’

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Censolidated Financial Statementis — an amendment
of ARB No. 51" (“SFAS No. 1607). SFAS No. 160 requires the ownership interests in subsidiaries held by parties other than the
parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate from
the parent’s equity. It aiso requires that the amount of consolidated net income attributable to the parent and to the noncontrolling
interest be clearly identified and presented on the face of the consolidated statement of income. SFAS No. 160 is effective for fiscal
years and fiscal quarters beginning on or after December 15, 2008 (our fiscal 2010). The impact of this pronouncement on our
financial position and results of operations is anticipated to be immaterial,

In March 2008, the FASRB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment
of FASB Statement No. 133" (“SFAS No. 1617). SFAS No. 161 requires enhanced disclosures about a company’s derivative and
hedging activities, in particular: 1) how and why derivative instruments are utilized; 2) how derivative instruments and related hedged
items are accounted for under SFAS No. 133 and its related interpretations; and 2) how derivative instruments and related hedged
items affect a company’s financial position, financial performance and cash flows., SFAS No. 161 is effective for financial statements
issued for fiscal years and interim periods beginning after November 15, 2008 (our second quarter of fiscal 2009), with early adoption
encouraged. As this pronouncement is only disclosure-related, it will not have an impact on our financial position and results of
operations. However, this pronouncement will require increased disclosures around our use of foreign exchange forward contracts,
which is our only use of derivative instruments.

In April 2008, the FASB issued Staff Position No, 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP No. 142-3").
FSP No. 142-3 amends the guidance in FASB Statement No. 142, “Goodwill and Other Intangible Assets,” for estimating useful lives
of recognized intangible assets and requires additional disclosures related to renewing or extending the terms of a recognized
inlangible asset. In estimating the usefui life of a recognized intangible asset, FSP No. 142-3 requires companies to consider their
historical experience in renewing or extending similar arrangements together with the asset’s intended use, regardless of whether the
arrangements have explicit renewal or extension provisions. FSP No. 142-3 is effective for fiscal years beginning after December 15,
2008 (our fiscal 2010}, and is to be applied prospectively to intangible assets acquired after the effective date. The disclosure
requirements are to be applied prospectively to all intangible assets. For intangible assets acquired after November 1, 2009, this
pronouncement may impact our financial position and results of operations.

In September 2008, the FASB issued Staff Position No. FAS 133-1 and FIN 45-4, “Disclosures about Credit Derivatives and Certain
Guarantees” (“FSP No. FIN 45-4”). This pronouncement amends the disclosure requirements of FASB Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others™ to
require the disclosure of the current status of the payment/performance risk of the gnarantee. The portions of FSP No. FIN 45-4 that
amend FAS 133-1 are not applicable to us as we do not use credit derivatives. The arovisions of FSP No. FIN 45-4 are effective for
reporting periods (annual or interim) ending after November 15, 2008 (our first quarter of fiscal 2009). As FSP No. FIN 45-4 is only
disclosure-related it will not have an impact on our financial position and results of operations,
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In September 2006, the Securities and Exchange Commission (“SEC™) staff issued Staff Accounting Bulletin No. 108, “Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements™ (“SAB 1087). SAB
108 was issued in order to eliminate the diversity of practice surrounding how public companies quantify financial statement
misstatements. SAB 108 is effective for fiscal years ending after November 15, 2006, but we adopted it early in fiscal 2006.

Traditionally, there have been two widely-recognized methods for quantifying the effects of financial statement misstatements: the
“roll-over” method and the “iron curtain” method. The roll-over method focuses primarily on the impact of a misstatement on the
income statement, including the reversing effect of prior year misstatements, but its use can lead to the accumulation of misstatements
on the balance sheet. The iron curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance
sheet with less emphasis on the reversing effects of prior year errors on the income statement. Prior to our application of the guidance
in SAB 108, we consistently applied the ro!l-over method when quantifying financial statement misstatements.

In SAB 108, the SEC staff established an approach that requires quantification of financial statement misstatements based on the
effects of misstatements on each of the financial statements and the related financial statement disclosures. This model is commonly
referred to as a “dual approach” because it requires quantification of errors under both the iron curtain and the roll-over methods.

SAB 108 permits us to initially apply its provisions to errors that are material under the dual method but were not previously material
under our previously used method of assessing materiality either by (i) restating prior financial statements as if the dual approach had
always been applied or (ii) recording the cumulative effect of initially applying the dual approach as adjustments to the carrying values
of the applicable balance sheet accounts as of November I, 2005 with an offsetting adjustment recorded to the opening balance of
retained earnings. We elected to record the effects of applying SAB 108 using the cumulative effect transition method and adjusted
beginning retained earnings for fiscal 2006 in the accompanying consolidated financial statements for misstatements associated with
our historical stock-based compensation expense and related income tax effects as described below. We do not consider any of the
misstaternents to have a material impact on our consolidated financial statements in any of the prior years affected under our previous
method for quantifying misstatements, the roll-over method.

Historical Stock-Based Compensation Practices

On May 23, 2007, we announced that we had completed our self-initiated, voluntary review of our historical stock-based
compensation practices and determined the related accounting impact.

The review was conducted under the direction of the Audit Committee of our Board of Directors, who engaged the law firm of Cahill
Gordon & Reindel LLP, with whom we had no previous relationship, as independent outside legal counsel to assist in conducting the
review. The scope of the review covered approximately 400 grant actions (on approximately 170 grant dates) from November 1, 1996
through September 12, 2006. Within these pools of grants are more than 58,000 individual grants. In total, the review encompassed
awards relating 1o mote than 230 million shares of common stock granted over the ten-year period.

The Audit Committee, together with its independent outside legal counsel, did not find any evidence of intentional wrongdoing by any
of our former or current employees, officers or directors. We have determined, however, that we utilized incorrect measurement dates
for some of the stock-based compensation awards granted during the review period. The incorrect measurement dates can be attributed
primarily to the following reasons:

Administrative Corrections — In the period from fiscal 1997 to 2005, we corrected administrative errors identified subsequent to the
original authorization by awarding stock options that we dated with the original authorization date. The administrative errors included
incorrect lists of optionees, generally new hires who were inadvertently omitted from the lists of optionees because of the delayed
updating of our personnel list, and miscalculations of the number of options to be granted to particular employees on approved lists.

Number of Shares Approved Not Specified — Documented authorization for certain grants, primarily in the period from fiscal 1997
through 2000, lacked specificity for some portion or all of the grant,

Authorization Incomplete or Received Late — For certain grants, primarily in the period from fiscal 1997 through 2004, there is

incomplete documentation to determine with certainty when the grants were actually authorized or the authorization was received after
the stated grant date.
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In light of the above findings, we and our advisors performed an exhaustive process to uncover all information that could be used in
making a judgment as to appropriate measurement dates. We used all available information to form conclusions as to the most likely
option pranting actions that occurred and to form conclusions as to the appropriate raeasurement dates.

Under APB No. 23, “Accounting for Stock Issued to Employees,” (“APB No. 257) because the exercise prices of the stock options on
the new measurement dates were, in some instances, lower than the fair market value of the underlying stock on such dates, we were
required to record stock-based compensation expense for these differences. As a result, stock-based compensation expense in a
cumulative after-tax amount of approximately $19.2 million should have been reported in the consolidated financial statements for the
fiscal years 1997 through 2005. After considering the materiality of the amounts of stock-based compensation and related income tax
effects that should have been recognized in each of the applicable historic periods, including the interim periods of fiscal 2005 and
2006, we determined that the errors were not material to any prior period, on either a quantitative or qualitative basis, under our
previous method for quantifying misstatements, the roll-over method. Therefore, we have not restated our consolidated financial
statements for prior periods. In accordance with the provisions of SAB 108, we decreased beginning retained earnings at November 1,
2005 by approximately $19.2 million, from $984.1 million to $964.9 million, or a reduction of two percent, with the offset to
additional paid-in capital in the consolidated balance sheet.

D. Acquisitions and Equity Investments
PlateSpin
On March 26, 2008, we acquired 100% of the outstanding stock of PlateSpin, a leader in support solutions for complete workload

litecycle management and optimization for Windows, UNIX and Linux operating systems in the physical and virtual data center. The
purchase price, consisting of $204.1 million in cash, plus merger and transaction costs of $3.8 million, was allocated as foltows:

Estimated Estimated

{In thousands) Fair Value Useful Life
Net tangible assets ACQUILEA......c.o.ooiveieieeeeececceec et v e ss e et £ 3,303 N/A
Purchased in-process research and development.......cocooviiiiieic e 2,700 N/A
Identifiable intangible assets:

Developed teChNOIOEY . ... et st en e rae s 12,600 3 years

Customer relationShIPS. ... e e e 11,900 3 years

BT T 0 o U O R SRR 500 3 years
GOOAWILL ..viirt et et e e e n e e et e e e smeeseabe e abesns oo e 176,480 Indefinite

Total Net ASSETS ACQUITEA ....vveecviiririerire it e e ee it ets e et st st st sssbasn e ebesaese s emnaa e e aneaee $ 207,883

The acquired net tangible assets of PlateSpin consisted primarily of cash and cash equivalents, accounts receivable, prepaid expenses
and fixed assets, partially offset by accounts payable, and other current liabilities that we assumed.

Purchased in-process research and development, valued at $2.7 million, pertained to technology that was not technologically feasible
at the date of the acquisition, meaning it had not reached the working model stage, did not contain all of the major functions planned
for the product, and was not ready for initial customer testing. At the acquisition date, PlateSpin was working on the next release of
its three major products: PowerConvert, PowerRecon, and Forge, all of which were planned for release at various dates in the latter
part of calendar year 2008. These releases had not yet reached technological feasibility at the time of the acquisition. The purchased
in-process research and development was valued based on discounting estimated future cash flows from the related products. The
purchased in-process research and development does not have any alternative tuture use and did not otherwise qualify for
capitalization. As a result, this amount was expensed upon acquisition.

Developed technology relates to PlateSpin products that were commercially available and could be combined with our products and
services. Discounted expected future cash flows attributable to the products were used to determine the fair value of developed
technology. This resulted in a valuation of $12.6 mitlion related to developed technology that has reached technological feasibility,

Customer relationships of $11.9 million relate primarily to customers under maintenance agreements. The fair value of these

relationships was determined based on discounted expected future cash flows to be received as a result of the agreements and
assumptions about their renewal rates.
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PlateSpin’s trade name, with a fair value of $0.9 million, was determined using the relief-from-royalty method, which assigns a
royalty rate to the revenue streams that were expected from the products using the trade name. The royalty rate was determined based
on the history of PlateSpin’s trade name, the expected life, and information from comparable market transactions, applied to the
product revenue'and discounted to a present value.

Goodwill from the acquisition resulted from our belief that the workload lifecycle management products developed by PlateSpin are a
valuable addition to our Systems and Resource Management business unit segment. We believe they will help us remain competitive
in the Systems ,and Resource Management market and increase our Systems and Resource Management business unit segment
revenue. The goodwill from the PlateSpin acquisition was allocated to our Systems and Resource Management business unit segment
and is tax deductible due to a tax election that treats the acquisition of a foreign company as an asset purchase.

|
SiteScape ;

|
On February 13, 2008, we acquired 100% of the outstanding stock of SiteScape, Inc. (“SiteScape™), a provider of open collaboration
software, including Teaming + Conferencing products. The purchase price, consisting of $18.5 million in cash, plus merger and
transaction costsI of $0.4 million, was allocated as follows:

: Estimated Estimated

{In thousands) . Fair Value Useful Life
Net Liabilities @SSUME ..o e s $ (3,792) N/A
[dentifiable intangible assets:

Developed technOlOBY ..ot s e s 1,800 3 years

Custommer TelatiONSHIPS .....v.vc e e s bt 1,200 3 years
Goodwill ......... 0 0 e 19.723 Indefinite

Total net as8ets CQUITE ..o i e 8 18,931

The assumed nét liabilities of SiteScape consisted primarily of accounts payable and other current liabilities, partially offset by
acquired cash and cash equivalents and accounts receivable.

Developed technology relates to SiteScape products that were commercially available and could be combined with our products and
services. Discounted expected future cash flows attributable to the products were used to determine the fair value of developed
technology. This resulted in a valuation of $1.8 million related to developed technology that has reached technological feasibility.

Customer relationships of $1.2 million relate primarily to customers under maintenance agreements. The fair value of these
relationships was determined based on discounted expected future cash flows to be received as a result of the agreements and
assumptions about their renewal rates.

Goodwill from the acquisition resulted from our belief that the open collaboration products developed by SiteScape are a valuable
addition to our Workgroup product offerings. We believe they will help us remain competitive in the Workgroup market and increase
our Workgroup business unit segment revenue. The goodwill from the SiteScape acquisition was allocated to our Workgroup business
unit segment and is not tax deductible.

If the PlateSpin ‘and SiteScape acquisitions had occurred on November 1, 2007 (fiscal 2008) and on November 1, 2006 (fiscal 2007),
our unaudited ptEo forma results of operations would have been as follows:

| Fiscal Year Ended October 31,
(Amounts in thousands, except per share amounts) 1008 2007 2006

INEE TEVEIIUE ... b eevcete v et vese e seertssasassterseste s esbevaaasseseaseeseseemeesesmeesneseneensesmemns $ 967,767 % 965,045 $ 939,467
Net (loss) income available to common stockholders..........cc.oeevvinicinns (19,835) (62,411} 14,521
Net (loss) incon*;le per share available to common stockholders .......c.ooceeeenee 8 0.06) % (018 § 0.04

Qur pro forma ;net loss for fiscal 2008, 2007 and 2006 includes $2.7 million of non-recurring purchased in-process research and
development costs.
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Senforce

On August 1, 2007, we acquired 100% of the outstanding stock of Senforce Technologies, Inc. (“Senforce™), a provider of endpoint
security management, for $20.0 million in cash plus transaction costs of $0.2 million. Endpoint security management focuses on
technology that provides data security for workstations, laptops or mobile devices in order to ensure that data cannot be accessed when
they are lost or stolen. Senforce’s products have been integrated into our Security and Resource Management business unit segment.

Senforce’s results of operations were included in our consolidated financial statements beginning on the acquisition date.

The purchase price was allocated as follows:

Estimated Estimated

{In thousands) : Fair Value Useful Life
Net Habilities aSSUMEA ...c.oovviiiiieiciee ettt r st er s e st s st nts s srsssnesanssna 3 (8) N/A
ldentifiable intangible assets:

Developed technology .......oviiiiiiiiiiiiii e 2,000 3 years

Customer relationShiPs . ...t s nan 500 3 years
GOOAWILL L.t e s et st e et et et s se s ebe st et eamarene et e e eeennaeernee 17,728 Indefinite

Total net asSets ACQUILEA .....ccvevviieiieieietr ettt b et er et ar e sseberenes 3 20,220

Developed technology and customer relationship assets are being amortized over their estimated useful lives.

Developed technology relates to Senforce’s products that were commercially available and could be combined with our products and
services. Discounted expected future cash flows attributable to the products were used to determine the value of developed
technology. This resulted in a valuation of approximately $2.0 million related to developed technology that had reached technological
feasibility.

CGoodwill from the acquisition resulted from our belief that the security management products developed by Senforce are a valuable
addition to our Systems and Resource Management business unit segment. We believe they will help us remain competitive in the
endpoint security management markets and increase our revenue. The goodwill from the Senforce acquisition was allocated to our
Systems and Resource Management business unit segment and s not tax deductible.

If the Senforce acquisition had occurred on November 1, 2006 (fiscal 2007) and on November 1, 2005 (fiscal 2006), our unaudited pro
forma results of operations would have been as follows:

Fiscal Year Ended October 31,

(Amounts in thousands, except per share amounts) 2007 2006

IO TEVEIIUIE ... cvvi ittt et eee e e s s e es e em e e et ee e e saeesasssatsaasssseanseananbasns e et st ssatarnternsebesetssnesmseansenesenes $ 934,069 b 920,503
Net (loss} income avaitable to common Stockholders.......c.oeeriiiecicnicieiceecie e e (49,345) 11,879
Net (loss) inicome per share available to common stockholders .............cccooeivirio v $ 0.14) % 0.03
RedMojo

On November 17, 2006, we acquired 100% of the outstanding stock of RedMajo Inc. (“RedMojo™), a privately-held company that
specialized in cross-platform virtualization management software tools. RedMojo’s products have been integrated into our Systems
and Resource Management business unit segment. The purchase price was approximately $9.7 million in cash plus merger and
transaction costs of approximately $0.2 million. RedMojo’s results of operations were included in our conselidated financial
statements beginning on the acquisition date.
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The purchase price was allocated as follows:

Estimated Estimated
(In thousands} Fair Value Useful Life
Identifiable intangible assets:
Developed LeChNOIOZY ... e e e be b sa e s $ 2,370 3 years
GOOAWILL ....oivveseees st ee et et e et e et e ettt e b st ea e sa e e s ae s Epeb e b sb i sh bt mh e e mnm e s seem e s e ameennneanssssis 7.554 Indefinite
Total net 3SSetS ACUITEL ...evvrerereeecrircr e e e S 9,924

Developed technology assets are being amortized over their estimated useful lives.

Devetoped technology relates to RedMojo products that were commercially available and could be combined with our products and
services. Discounted expected future cash flows attributable to the products were used to determine the value of developed
technology. This resulted in a valuation of approximately $2.4 million related to developed technology that had reached technological
feasibility.

Goodwill from the acquisition resulted from our belief that the virtualization products developed by RedMojo are a vatuable addition
to our Systems and Resource Management business unit segment. We believe they will help us remain competitive in the
virtualization markets and increase our Systems and Resource Management business unit segment revenue. The goodwill from the
RedMojo acquisition was allocated to our Systems and Resource Management business unit segment and is not tax deductible.

RedMojo’s revenue and income were immaterial in prior years and would not have had a material impact to our reported financial
results.

e-Security '

On April 19, 2006, we acquired 100% of the outstanding stock of e-Security, Inc. (“e-Security”), a privately-held company
headquartered in Vienna, Virginia. e-Secunity provides security information, event management and compliance software. e-Security’s
products are now part of our Identity and Security Management business unit segment. The purchase price was approximately $71.7
million in cash, plus transaction costs of $1.1 million. e-Security’s results of operations were included in our consolidated financial
statements beginning on the acquisition date.

The purchase price was allocated as follows:

Estimated Estimated

(In thousands) Fair Value Usefu! Life
Nt HADITIEIES ASSUIMIEA ..ot etteee ettt vt e s e e ba e b e b b e ebbeebsesrberresesesraentramsgensesansenneennenaen b (1,135) N/A
Purchased in-process research and development 2,110 N/A
Identifiable intangible assets:

Developed teChIOIOZY ... cvervierercrreie e 6,920 3 years

Customer relationNSIIPS ...c.ooee i e e 3,640 3 years

Trademarks/tTade MAIMES. ........ooiiiiiii i iie et et ir s s e e e s e e s ssnnr e e e s rresersabe s re e seeme eee e neeneanns 390 3 years
Goodwill ....... et e R R e b s AR AR SRR RE ot R0 bs 60,908 Indefinite

Total net assets aCqUITEd.....coeceeviiiiic et b 8 12,833

i ‘ . .
We estimated the fair values of the intangible assets as further described below. Developed technology, customer relationships, and
trademarks/trade names are being amortized over their estimated useful lives. The net liabilities assumed from e-Security consisted
mainly of accounts payable and other liabilities reduced by cash and cash equivalents, accounts receivable, and fixed assets.

Purchased in-process research and development valued in the amount of $2.1 million pertained to technology that was not
technologically feasible at the date of the acquisition, meaning it had not reached the working model stage, did not contain all of the
major functions planned for the product, and was not ready for initial customer testing. At the acquisition date, e-Security was
working on the next two releases of its product called Sentinel, one of which was released in the third calendar quarter of 2006 and the
second was released in 2007. These releases had not yet achieved technological feasibility at the time of acquisition. The purchased in-
process research and development was valued based on discounting estimated future cash flows from the related products. Completion
of the development of the future upgrades of the Sentinel products is dependent upon our successful integration of the e-Security
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products with our products and services. The purchased in-process research and development does not have any alternative future use
and did not otherwise qualify for capitalization. As a result, this amount was expensed upon acquisition.

Developed technology relates to e-Security products that were commercially availuble and could be combined with our products and
services. Discounted expected future cash flows attributable to the products were used to determine the value of developed
technology. This resuited in a valuation of approximately $6.9 million related to developed technology that had reached technological
feasibility.

The valuation of customer relationships in the amount of $3.6 million, which relates primarily to customers under maintenance
agreements, was determined based on discounted expected future cash flows to be received as a result of the agreements and
assumptions about their renewal rates.

Goodwill from the acquisition resulted from our belief that the Sentinel products developed by e-Security are a valuable addition to
our Identity and Security Management business unit segment, We believe they will help us remain competitive in the security and
compliance markets and increase our Identity and Access Management product revenue. The goodwill from the e-Security acquisition
was allocated among our business unit segments and is not tax deductible.

If the e-Security acquisition had cccurred on November 1, 2005 (fiscal 2006), the unaudited pro forma results of operations would
have been as follows:

Fiscal Year Ended

(In thousands, except per share amounts) October 31, 2006
INCE FEVEIILE ..o e seeeeeetae e e eeeete s s ssneees e i teeesesetessaneeeesaetesasasatesranteeeesmee e s et een et e emtet e e e s sate s tsnenensnnessemttseaases b 923,827
Net income available to common StOCKROIAerS. ... ettt e e 13,261
Net income per share available o common stockholders — diluted ... e $ 0.04

We analyze our intangible assets periodically for indicators of impairment. During fiscal 2007, as part of our periodic review of
intangible assets, we determined that e-Security’s financial performance declined significantly and that its estimated future
undiscounted direct cash flows would not be sufficient to cover the carrying value of its intangible assets., We used discounted cash
flow models to estimate the value of e-Security’s intangible assets and determined that $2.5 million, $1.3 million and $0.1 million of
e-Security’s developed technology, customer relationship and trade name intangible assets, respectively, had become impaired. These
intangible assets were written down and the related charges were recorded as a component of operating expenses in the consolidated
statements of operations during fiscal 2007. The entire $3.9 million impairment charge related to the Identity and Security
Management business unit segment.

Open Invention Network, LLC

In November 2005, Open [nvention Network, LLC (“OIN") was established by us, International Business Machines Corporation,
Koninklijke Philips Electronics N.V., Red Hat, Inc. (“Red Hat™) and Sony Corporation. In fiscal 2007, NEC became an investor in
OIN, diluting our ownership percentage to 17%. OIN is a privately-held company that has and will acquire patents to promote Linux
and open source by offering its patents on a royalty-free basis to any company, institution or individual that agrees not to assert its
patents against the Linux operating system or certain Linux-related applications. In addition, QIN, in its discretion, will enforce its
patents to the extent it believes such action will serve to further protect and promote Linux and open source, Each party contributed
capital with a fair value of $20.0 million to OIN. We account for our 17% ownershi) interest using the equity method of accounting.
Our $20.0 million contribution consisted of patents with a fair value of $15.8 million, including $0.3 million of prepaid acquisition
costs, and cash of $4.2 million. At the time of the contribution, the patents had a book value of $14.4 million, including $0.3 million of
prepaid acquisition costs. The $1.4 million difference between the fair value and book value of the patents is being amortized to our
investment in OIN account and equity income over the remaining estimated useful life of the patents, which is approximately nine
years. Our investment in OIN as of October 31, 2008 of $18.8 million is classified in the line item, “Other assets” in the consolidated
balance sheet.
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In December 2005, we acquired the remaining 50% ownership of our sales and marketing joint venture in India from our joint venture

' partner for approximately $7.5 million in cash and other consideration. At the time of the acquisition, the net book value of the
minority interest was $5.3 million. The $2.0 million difference between the net book value of the minority interest and the amount we
paid for the remaining 50% ownership was recorded as goodwill.

E. Divestitures
Discontinued operations

Our discontinued operations include the divestitures of our Cambridge Technology Partners (Switzerland) SA (“CTP Switzerland”),
subsidiary in fiscal 2008, our Salmon Ltd. (“Salmon”) subsidiary in fiscal 2007 and our Celerant subsidiary in fiscal 2006. These
subsidiaries were!the final components of our general Business Consulting segment. Detailed discussions of each of these divestitures
follows:

CTP Switzerland

On October 31, 2007, we signed an agreement to sell our CTP Switzerland subsidiary to a management-led buyout group for $0.8
million ($0.5 million was received at close on January 31, 2008, and an additional contingent payment of $0.3 million was received
during the fourth quarter of fiscal 2008). No further payments are due from CTP Switzerland. As of January 31, 2008, we ceased
shareholder and operational relationships with CTP Switzerland.

When we signed the agreement, we began classifying CTP Switzerland’s results as a discontinued operation in our consolidated
statements of operations and reclassified our results of operations for the prior comparable period. In fiscal 2007, we recognized an
estimated loss on disposal of $8.9 million resulting from the expected sale. During fiscal 2008, we recognized a gain on final
liquidation of CTiP Switzerland of $1.4 million, for a total net loss on the disposition of $7.4 million.

The net loss on the sale of CTP Switzerland was calculated as follows:

{In thousands)

BT Lol L OO OO OO SUOTPITOTOPTROI PSSP A SOSRREER § 750
T0SES 10 SEIL e oeies i e stesseee e e e eeoeeemtettsstsssenatasnressresanesmseresase st eessesssssameoEeamE e oA e e oAb e R L e e R e e e oA e eS e e e e AN e TS et e AL s e a s (304)
l 446
Net book value of CTP Switzerland:
Cash.............. o eeeeeereeeee eerveetaYetasentetestteaaaretteseiatasiasteseaentenanttaranseseemanbestsieiaseeeanEeesierarestiaEL e e e bbbt e A s e e R nenenanr e g e s e 3,417
ACCOUNLS TECEIVADIE, NEE Luviiuiisiitisisrseseeeeieeeecet et es e st s b e st s er s pr s e saeee e e b ea b s S eh e d eSS RS e e LB sa b b e T 3,508
T CLETEIIE BSSELS 1. nverreeeeeeeeeeeaeeeeesesstssssesasessanessnbesranseansaeaaneesabeseas st saE e e Ee L frTem s emensea kb eabs b s saEEanann L ey st e s e et bt e s 1,718
OLhET LOME-LETIT ASSEES....-cueuruerecc e ecrtstsstatas b s s srasres e s bbb bR TR b AT 315
CUTTEIIL JTADTLITIES. ..o oee e eeeeveeseeem oo eemeeeeeeeenessesasesaessesensesnsassem s emsemseemeesesutob e aR R R e ARE PR PR PR e bR s rm e s e A AR L E S s SRR e aE e s s bt st st nan s (3,322)
Realization of curnulative translation adjUSIMENT c....covminirinriisiess bt (1,668)
1IMPAirmMent Of ZOOAWIl......oiiiiiie et s 3.903
7.871
Net loss on sale of CTP Switzerland before INCOME LAXES .....oocvivviviriiiniiis st s (7,425)
Loss before income taxes recognized in f150al 2007 ..ot e $ (8,855)
Gain before income taxes recognized in fiscal 2008.......ccooiiiii e $ 1,430
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Salmon

On March 12, 2007, we sold our shares in Saimon to Okam Limited, a U.K. Limited Holding Company, for $4.9 million, plus an
additional contingent payment of approximately $3.9 million 10 be received if Salrnon meets certain cumulative future revenue targets
by the end of our fiscal 2009. Of the $4.9 million, $2.9 million was received at the time of sale and the remaining $2.0 million was
received during the second quarter of fiscal 2008. The $2.0 million was originally recorded as a receivable and included in the
calculation of the gain recorded in the second quarter of fiscal 2007. During the fourth quarter of fiscal 2008 we received $1.2 million
of the approximate $3.9 million contingent amount. As of the date of sale, we ceased further shareholder and operational relationships
with Salmon. Salmon’s sale has been recorded as a component of discontinued operations in our consclidated statements of
operations.

Buring the first quarter of fiscal 2007, we determined that it was more likely than not that Salmon would be sold. This determination
triggered the need to test the $11.9 million of goodwill related to Salmon for impairment. Using an estimate of proceeds to be received
upon sale as an indicator of Salmon’s fair value, we determined that $10.2 million of Salmon’s goodwill had become impaired, and
was, therefore, written off during the quarter as a component of discontinued operations in the consolidated statement of operations. In
addition, we also determined that $0.5 million of customer relationship intangible assets and $0.1 million of non-compete agreement
intangible assets had become impaired and, therefore, were also written off in the first quarter of fiscal 2007.

In the second quarter of fiscal 2007, we recognized a gain on the consummation of the sale of approximately $0.6 million. Salmon’s
results of operations are classified as a discontinued operation in our consolidated statements of operations.

The gain on the sale of Salmon was calculated as follows:

(In thousands)

SAUES PTACE ettt c ettt eyt bebs e b ee e et et e A eE £ 1E £ e aeat b ek em A £ rs b <4 E SR ee e AR e A e A eR e e et e s et £ s e e annn bt $ 4914
LCOSES L0 SRIL. ittt ettt e cteceater e ere e b e e e b ee e b e eae et e et e ese st eetese b e anta b eoa e A tebeenbeeabesatesat sasennrereenresnreenteontsnes (102)
4812

8Dttt e e a bt e e e e A bt 1R e ein s e Rt be e b A b S st St teeeeeeeeennes FASeenEeeeAbteeRbeetaternteretstitateeteeeoneenrt 2,165

OHEE CUITEIIL ASSETS 1. v veeeeriititi it et e et eae st et e st et st et e e ea e sm et amcee e e e emeeaes e RREeb R e RS R R oAb bbbt e b et oot sme e e e ennoren 4,089

GBOOAWILL ...t e e e et e e e e e et s 424404448t e e e e smsm e e s s s eeeese s e aaamtane Se4sbsssnbetssamesenseteaeanseeeenneaesanseeansts 2,177

L0001 g 1eT T T o T T - T OSSOSO SO VOO VUSSR 139
LABBDIIITIES <eoeieteieitiiiti ettt ettt e e b e s b e b s Sas bt e e e st b e et et e e b enne et ae (4,386)

4,184

Gain before income taxes recognized in 0SCal 2007 ..o e e 628

Contingent payment received in fiscal 2008 ..o e 1.223

Total gain reCOBMZEd 10 QaLE.......oiiiiiericiee ettt s se et et e st am et e seenb e e nsereeaesemnasarean 8 1,851

Celerant

On May 24, 2006, we sold our shares in Celerant consulting to a group comprised of Celerant management and Caledonia Investments
plc for $77.0 million in cash. Celerant consulting was acquired by us in fiscal 2001 as part of the Cambridge Technology Partners
acquisition. There are no ongoing shareholder or operational relationships between us and Celerant consulting. The sale of Celerant
consulting does not impact our professional services business. Celerant’s results of operations are classified as a discontinued
operation in our consolidated statements of operations.

Celerant consulting is accounted for as a discontinued operation, and accordingly, its results of operations and the gain on the sale of
Celerant consulting are reported separately in a single line item in our consolidated statement of operations.
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The gain on the sale of Celerant was calculated as follows:

(In thousands)

SAIES PIICE .ucvvurvieieeeisieeseseseseseserer s meeaeae e e e e emem e oo ee bbb o4 EE AL LR E 4R bbb SRR 4T e e 3 77,014
COSES 10 SEIL.. ot et e e veeevbbesrsnt e e esre s eemeassbae s saemseemseeaases s beeesaessh b e SRR e R SR b R e e e e At T 4R E TR AT RS e s e e e ne e e s bektba s ks abas s (3.248)

Net book value of Celerant:

0T OO OO0 OO OO U OO OO OTOTUUS PRI 37,344
ACCOUNTS TECEIVABIE, MEL cuiveeireeeeeeeeeeec ettt s et b b et n b e e bbb b bt e b s e a s na s n s 35,185
BT CUITEIIE BSSELS 1ovvvveereaveeereemrrssssssssrressssssaeassneseeimseseasseessetstsssietnssassnsessaamenesarsssss s sasossatesssabesssnsusninsnsnsssnnnsnsssersn 2,418
GOOAWIIL....o ettt bbb bbbt sb et b bR SRS SRR e R ke AR R R e 24,452
L DT LOMEBIII BSSEES . 0veverereseeee e e ettt et et s e bbb bbb 8000304747545 414822 E 5SS n R R e R s n e 1,978
CUITEIIE TIADIITIES. ...t ovieret ot rectee e et et e e et e e e eeeeeeaneetabstasstesabssbat e abeesasn e e saee e re e s RRbesrassammarascsatessnnssanenmneesaneebassatns {26,878)
L 0 LA L= -] S OO OO OO PO R SOTRRROPT P PrOR (2,993)
Realization of cumulative translation adjustment and Other..............oii e (8.857)
62,649

Gain on sale of Celerant before INCOME TAXES ........ocorrircrieriernns s e criss e £ 1117

The results of discontinued operations (CTP Switzerland, Salmon and Celerant) for fiscal 2008, 2007, and 2006 are as follows:

Fiscal Year Ended October 31,

(In thousands) 2008 2007 2006

CTP Switzerland Net TEVETIUE. ...ttt eaaeenaesessaesrreres $ 6,566 h 25,625 $ 26,877
SaAlMON B TEVETIUE .. .. vveeeeeeiee e eeereee e e e e e tee et s et tabeba s seesvevn b e e e e e s s enssantraeerasarses — 7,351 21,069
ClETANT NEE FEVETIUE .vvvveveerererrreeereeeriiieieeesessinteereseesseesaeesssietaasesssssssisntasasasaarane — — 83.341

b 6,566 $ 32,976 5 131,287

CTP Switzerland income before taxes .........cccoovvevininreeeecieiiriesnin e 3 105 5 739 $ 1,936
SalmMON INCOME DEIOIE tAXES 1vviireereeeeirereiieeeeeeieeeeereree e eteeessesaresesessrssasareeesnans — 83 1,740
Celerant income before taXes........eevevuerceciriiii e s — — 1,783
INCOME DEFOTE LAXES .eeeereee e e s e sses s e 105 822 5459
Salmon impairment of long-lived assets ........covvriireeierenire s — (10,848) —
Salmon gain on SAle ........vereei e 1,223 628 —_
CTP Switzerland gain on Sale ... 1,430 — —
CTP Switzerland impairment of goodwill ..., — (3,903) —
CTP Switzerland impairment LOSS.......cvueevirereormmmrseeceeene s — (4,952) —
Celerant gain 0 SAle..........ccovviiiriciic e — — 11,117
Gain (loss) on discontinued OPErations ...........cccocuveeevininiiserecomensinesninas 2,653 (19,075) 1,117
Income tax (benefit) expense on discontinued OPerations .........c.ceevvennssnsseeacas (836) {69) 1.561
Income {loss) from discontinued OPerations..........ccecveeeererre e reseeeeseennes 3 3,594 3 (18,184y § 15,015
The net cash proceeds from the sale of our discontinued operations (CTP Switzerland, Salmon and Celerant) are as follows:
' Fiscal Year Ended QOctober 31,
{In thousands) 2008 2007 2006
CTP Switzerland net cash distributions ... b 2667) § — 3 —
Salmon net cash proceeds .........ovveiriiiiiecceer s 3,231 783 —
Celerant net cash proceeds............oooviiiincisininnin — — 37.922
Net cash proceeds from sale of discontinued operations..........couvvennniiin h) 364 hy __783 3 37,922
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E. Divestitures (Continued)
Sales of Subsidiaries

Our sales of subsidiaries include the divestitures of our Mexico subsidiary (*Mexico™) and our Argentina subsidiary (“Argentina”) in
fiscal 2008, and our Japan Consulting Group (“JCG™) in fiscal 2006, Detaited discussions of each of these divestitures follows:

Mexico and Argentina subsidiaries

On July 1, 2008, we sold our Mexico and our Argentina subsidiaries to one of our Latin American distribution partners for a total of
$6.6 million, Total selling costs for both subsidiaries were less than $0.1 million. As of October 31, 2008, the remaining receivable on
our consolidated balance sheet for the sale of the subsidiaries consists of $0.3 million for Mexico and $0.1 million for Argentina.
Payment of the remaining receivable will be made during the first quarter of fiscal 22009 after the final working capital adjustments are
agreed upon. During fiscal 2008, we recorded a total loss on the sale of both subsidiaries of $3.7 million, which included a goodwill
allocation of $1.5 million. These subsidiaries were primarily sales operations and sold products from our four business unit segments
(See the table in Note J, “Goodwill and Intangible Assets” for the goodwill amounts allocated to each business unit segment).

The loss on the sale of both subsidiaries was calculated as follows:

(In thousands) Mexico Argentina Total
SIS PIICE .o.eeeeeeece et e et et eans e v e et rat et ea s en et b reae e $ 5,891 $ 636 $ 6,577
COSIS 10 SEIL..uiiitiiierere s ettt e np i bbbt (24) (22) (46)
5,867 664 6.531
Net book value:
ASSELS ..ooeivieeeeie et srtstee ettt a bt s b sy a bt et n s 8,268 1,671 9,939
LABDIIIEIES ...oocvocee ittt es {1,357) (538) (1,895)
Allocated ZoOAWIll ..ot 1,330 155 1,485
Realization of cumulative translation adjustment ..............cooevererirenenn. 691 5 696
8,932 1,293 10,225
L0SS before iNCOME LAXES ..vvvuiverireeeccreteseeeecevesernenessessesesssersnansnns $ (3,063) $ (629) $ (3.694)

We will continue to sell products to customers in these countries through the distribution partner. Accordingly, we will have
continuing cash flows from these businesses and have not presented them as discontinued operations in our consolidated statements of
operations.

Janan Consulting Group

On August 10, 2006, we sold the JCG to Nihon Unisys, LTD (*Unisys™) for $4.0 million. $2.8 million of the selling price was paid at
closing and $1.2 million was contingent upon certain key employees remaining eraployed by Unisys for the 12 month period after
closing. In the fourth quarter of fiscal 2007, Unisys paid the contingent consideration of $0.2 million for each key employee that was
still employed by Unisys at the end of the retention period, totaling $1.2 million, We recorded a loss of $8.3 million in fiscal 2006
related to the excess carrying amount of the JCG over its fair value, of which 7.1 million was to write off goodwill. We also
recognized a gain of $1.2 million in fiscal 2007 related to contingent consideration.
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The loss was calculated as follows:

(In thousands)

Fair value of JCG (including contingent selliNg PriCe) ...vc oo irerere ettt e $ 2,800
(COSES B0 SEIL. ...ttt it et ettt e st s st e st e ae et e et s e beea b e saeesrer freebe st et aaa N ea 1R e R g e Rn g2 en e nAee e e s < e R e eaneeneeeneebsskd b sha R n e s (393)

Net book value:

‘ CCUTTENE @SSEES ...ttt iiieiiet et eeeet et e e se e e e s b e et e bese e e s e s s be s s b et ee £ se e bR RE SR b SR e e s o s b s e s e s s b 1A E R4 140 e A s a R e n e e rb et ert e ranaean 2,935
j GOOAWILe.oo vttt sttt e e et e et ssat e s b e eesbe s esst et tssaneesabeassaessnbsesbas s sabe sk aaaan s e 4assamaneeamanemsaeensesabaaanbeseraseanbas saaaesare e 7,106
| CUITENE HABILTIBS ...cieiiiiiirisiiit et crtee st e s s e ssss s s e e s nr e s e e e rrersssrarsaesant e et aessnessaseeanee e s aseerene sme e e sesebbas bbb e sabasar e s s bae s (619)
Realization of cumulative translation adjustment and other..........cocoov e 1,258
10,680
Loss on sale of JCG before income taxes in f1SCAL 2006 ... oot ecciiie s siee s et ssssas s e trtesebatasransseeaasneasaansneesnneees (8.273)
Contingent consideration received in fiscal 2007 .......vorriererinreencic st 1.200
Loss on sale 0f JCG BEfOre IMCOME LAXES, NET .....viicieiiierieeeesteieessssesiseerirnsessressssessssesssesssssassesasneessserasssssessmnsssasasssnessons 3 (1,073)
The JCG is a key partner for us with respect 1o subcontracting consulting services. Likewise, cash flows from the JCG to us will
continue as we are a subcontractor for the JCG. As a result of our continuing involvement, the JCG has not been presented as a
discontinued operation.
The net cash (distributions) proceeds from the sale of our subsidiaries {(Mexico, Argentina and the JCG) are as follows:
Fiscal Year Ended October 31,
{In thousands) 2008 2007 2006
Mexico net cash distributed .......ccocoocvvrnrerninan, ettt —————————eteanaaararann $ (13 § — 3 —
Argentina net cash distributed..........cooooiir (158) — —
JCG net cash Proceeds ..ot e — 1.200 1.450
Net cash (distributions) proceeds from sale of subsidiaries ... 3 471y 8 1,200 3 1,450

F. Cash and Sﬁort-Term Investments

The following is a summary of our short-term available-for-sale investments at October 31, 2008 and 2007:

Fair Market
Cost at Gross Gross Value at
October 31, Unrealized Unrealized October 31,
(In thousands) 2008 Gains Losses 2008
Short-term investments:
U.S. government and agency SeCUrities.......oovvvrereecccrcrnennen, A 227,992 $ 3,060 $ (380) § 230,672
Corporate notes and bonds ..o, 100,335 193 (1,928) 98,600
Asset-backed SECUTIHES .......ooovviiiiiinii 54,302 2 (1,218) 53,086
EQUItY SECUTIHIES .....oeieirii e 7,969 — {2.514) 5.455
Total short-term INVeStMENtS .......ooeveeeveeeeeeeeeeeeeeeeeeeeeee e g 390,598 S___3,255 $ (6040) S___ 387813
Fair Market
Cost at Gross Gross Value at
. October 31, Unrealized Unrealized October 31,
(In thousands) 2007 Gains Laosses 2007
Short-term investments:
AUCHION TALE SECUTTLIES. ...c.mieeiececciriicr e ccremrie e, $ 5000 8 — 3 — % 5,000
U.S. government and agency Securities ......cc.ccoceevvenvinirinenen, 338,338 1,976 (218) 340,096
Corporate notes and bonds........ccocccrv e, 313,284 801 (331) 313,754
Asset-backed securities ... 110,821 339 (105) 111,055
EQUItY SECUTITIES . ¢oeve e e 7,060 853 — 7913
Total short-term investMentS ...........cccocvvveieeeiee e $ 774,503 $ 3969 $ (654 § 777,818
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F. Cash and Short-Term Investments {Continued)

At October 31, 2008, approximately $5.5 million market value of our equity securities are designated for deferred compensation
payments, which are paid out as requested by the participants of the plan upon termination.

At October 31, 2008, contractual maturities of our short-term investments were:

Fair Market

{In thousands) Cost Value_
LESS THAN OMNE YEAT....coiiiiireeieec it e ee e s s e ss e isas s e sas s aesseas b e sas s s ersasd st annans bebesnesbasnse e ssrens $ 54,971 $ 55,134
DUE i ONE O WO YEATS ....ovviriiiririririciiseieeiesserseerasasesnsss s nre e seesseasbebs s besedeseasasetatsse 1areesesemssntenenens 152,917 153,832
DUE IN WO 10 ThIEE YEATS 1eveei it ecete ettt e s e e s sb e s st s e e s e st et eeeeeeeemee et eeestasatett et ane ereerseneemeenensennes 100,055 99,789
Due in MOTe than ThTEE YEATS ..c.vvviiueeeieieeeecececeieeiri ittt e sttt st s sses s s sesseresesaseons 56,289 55,206
NO CONMTACTUAL MALUTILY ..c.oiviiiiiiiiiiicviiri e sees et e s b eseses e se e s e e be s bees e e st esss sssbssannies 26,366 23,852

Total ShOTt-LEITN IAVESLITIEMIS 1o.vvicueeeriesessesres et sersrereeteassessssstasemteemseeeeeesabeeteantesass esbeemeeneeeemsennnans $ 390,598 3 387,813

We had net unrealized losses related to short-term investments of $2.8 million at October 31, 2008 and net unrealized gains of $3.3
million at October 31, 2007. We realized gains on the sales of securities of $10.6 million, $0.6 million, and $0.7 mitlion in fiscal 2008,
2007, and 2006, respectively, while realizing losses on sales of securities of $2.6 millicn, $1.4 million, and $2.1 million during those
same periods, respectively. At October 31, 2008, no investments had been in a continuous unrealized loss position for more than 12
months, and $164.6 million market value of the investments with gross unrealized losses of $6.0 million had been in a continuous
unrealized loss position for less than 12 months. The unrealized losses on our investments were caused primarily by interest rate
increases and not the credit quality of the issuers. We have the ability and intent to hold these investments until a recovery of fair
value, which may be at maturity.

We hold $1.5 million of Lehman Brothers’ corporate notes. As a result of Lehman Brothers’ bankruptcy announcement, a $1.3 million
other-than-temporary charge was recorded in fiscal 2008 related to this security.

G. Restricted Cash

In relation to the appeal we filed in the Amer Jneid legal matter, we were required by the court to post a $51.5 million bond during
fiscal 2008 (See Note S, “Legal Proceedings”). The amount of the bond was determined by statutory regulations and has no
connection to the amount we believe may ultimately be paid in this matter. The bond is held in an interest-bearing account in our
name, but is restricted and classified as such on our consolidated balance sheet. The restriction will continue until the resolution of this
legal matter. Since posting the bond near the end of the first quarter of fiscal 2008, the bond has earned $1.1 million of interest,
increasing restricted cash to $52.7 million.

H. Long-Term Investments

At October 31, 2008 and October 31, 2007, we held eight ARSs that are classified as long-term investments on our consolidated
balance sheets. Contractual maturities for these ARSs are 16 years or greater with an interest rate reset date approximately every 28
days. Until the fourth quarter of fiscal 2007, the carrying value of our ARSs approximated fair value. With the liquidity issues
experienced in the global credit and capital markets, our ARSs have experienced multiple failed auctions and the estimated market
value of these securities is less than cost.

We estimated the fair value of these ARSs using a discounted cash flow analysis that considered the following key inputs: (i) the
underlying structure of each security; (ii) the present value of the future principal and interest payments discounted at rates considered
to reflect current market conditions and the relevant risk associated with each securty; and (iii) consideration of the time horizon that
the market value of each security could return to its cost. We estimated that the fair market value of these securities at October 31,
2008 and October 31, 2007 was $11.1 million and $37.3 million, respectively.

During fiscal 2008, we recorded an other-than-temporary impairment charge of $28.7 million based on our assessment that it is likely
that the fair value of the ARSs will not fully recover in the foreseeable future, given a combination of factors, including the duration,
severity and continued declining trend of the fair value of these securities as well us a deterioration in some of the securities’ credit
ratings. In connection with the other-than-temporary impairment charge, we reversed all of the $2.5 million of temporary impairment
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H. Long-Term Investments {(Continued)

charges pertaining to these securities that were recorded in the “Accumulated other comprehensive income” line item in our
consolidated balance sheet in fiscal 2007. Prior to the impairment charges, the original cost of these ARSs was $39.8 million.

The fair value of the ARSs could further change significantly in the future and we may be required to record additional other-than-
temporary impairment charges if there are further reductions in fair value in future periods.

During fiscal 2008, our holdings in an enhanced liquidity fund were frozen due to liquidity issues. We believe that the underlying
securities are not impaired if held to maturity. As the underlying securities mature, the fund manager is distributing the cash on a pro
rata basis to the fund’s shareholders. During fiscal 2008, we received $55.1 million in fund distributions. As of October 31, 2008, the
balance of this investment is $22.3 million. We anticipate that $18.4 million of this balance will be distributed during the next twelve
months. The remaining $3.9 million is anticipated to be distributed more than one year after October 31, 2008, and is classified as a
long-term investment on our consolidated balance sheet. At present, the fund’s cash is being distributed faster than originally
scheduled. The fund continues to accrue and pay interest income and, as there are no other-than-temporary impairment or valuation
issues with these securities, no impairment charges were recorded in connection with this investment.

During the fourth quarter of fiscal 2006, we sold all of our rights, titles, interests and obligations for 22 of our 23 venture capital funds,
which were classified in long-term investments in the consolidated balance sheet, for total proceeds of $71.3 million and a gain of
$18.0 million. The sale of one-half of one fund closed in fiscal 2006, and the sale of the remaining one-half of that fund closed at the
beginning of fiscal 2007, resulting in an additional gain in fiscal 2007 of $3.6 million on proceeds of $5.0 million. The remaining
venture capital fund that was not sold has a book value of zero.

Based on our ability to access our cash, cash equivalents, and short-term investments, our expected operating cash flows, and our other
potential sources of cash, we do not anticipate that the lack of liquidity in the enhanced liquidity fund and our ARSs will affect our
ability to operate our business in the usual course in the next twelve months.

1. Property, Plant and Equipment

Property, plant and equipment consist of the following:

October 31, October 31,
(In thousands) 2008 2007
Buildings and AN ....cccoer oot ee et ar sttt bbbt barsenes $ 189,958 $ 199,686
Furniiture and EQUIPIMENT ......c.coi oot ettt s e e ss e e s ese s e s esessenseseesesbeaberanrasesessn 199,091 217,037
Leasehold improvements and Other ... 46.005 47.943
Property, plant and equipment, 8t COSE.......ooiiiiii ettt ss e s ar e sese s ernrernas 435,054 464,666
Accumulated dEPrECIATION ....c.c.ciii ittt sttt st r e st b e s s sa e n e s (260.076) (284,129)
Property, plant and equIpmMent, NEL.........ccoiirriririsccrvinrennerereee s e s reesseocenncess $ 174,978 $ 180,537

Depreciation and amortization expense related to property, plant and equipment totaled $27.4 million, $29.1 million, and $31.2
million, in fiscal 2008, 2007, and 2006, respectively.

During fiscal 2006, we sold corporate aviation assets and certain corporate real estate assets with a net book value of $19.0 million for
$25.0 million, net of commissions, resulting in a gain of $6.0 million.
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J. Goodwill and Intangible Assets

Goodwill

Goodwill allocated to our business unit segments as of October 31, 2008 and 2007 is as follows:

Identity and Systems and
Open Platform Security Resource Business

(In thousands) Solutions Management _Manugement Workgroup Consulting Total
Balance as of October 31, 2006.................. $ 75919 % 87,336 § 103236 § 142354 $§ 15856 § 424,701
Senforce acquUISItION....c..ccveevcevcrcececcs — — 17,728 — — 17,728
RedMojo acquisition............ccoecveevneeieeeevenene — — 7.554 — — 7.554
Salmon tmpairment..........ocoooiiiiiiciceen, — — — — (10,207) (10,207)
Salmon disposttion.........cocivvveccniniennorenn: — — — -— (2,177) 2,177
CTP Switzerland impairment......c....c..ccoeveve — — — — (3,903) (3,903)
SUSE purchase price tax adjustment ........... (4,442) (5,182) (6,416) (8.637) — (24,677)
AFUSHTIENTS ..veeeieeeereesiev e {878) {1.012) (1,300) {(1.648) 431 {4.407)

Balance as of October 31, 2007 ............ 70,599 81,142 120,802 132,069 — 404,612
PlateSpin acquisition........coeeevveceeerieciccieeens — —_ 176,480 — —- 176,480
Impact of foreign currency translation......... — — (12,113) — — (12,113)
SiteScape acquISItioN .....coceevieeecreececnens — — — 19,723 — 19,723
Mexico/Argentina disposition............cc..oee.. {468) (355) (251) @il — (1,485)
AdJUSIMENTS oo (873) (1,021) {1.483) (1.723) — (5,100)

Balance as of October 31, 2008 ............. $ 69258 § 79766 § 283435 § 149658 % — § 582,117

The $12.1 million decrease in impact of foreign currency translation results from the portion of goodwill related to PlateSpin that is
denominated in Canadian dollars, and therefore, subject to foreign currency exchange rate fluctuations. Adjustments during fiscal
2008 decreased goodwill by $5.1 million. The adjustments were comprised primarily of a $5.0 million decrease due to tax adjustments
and a $0.1 million decrease from merger liability adjustments. The $5.0 million tax adjustments were attributable to the SilverStream,
Ximian, Immunix, Tally, RedMojo, Senforce and SiteScape acquisitions and related to the reversal of deferred tax asset valuation
allowances for acquired net operating loss carryforwards that were utilized by income generated during fiscal 2008. For information
on our PlateSpin and SiteScape acquisitions, see Note D, “Acquisitions and Equity Investments.” For information on the
Mexico/Argentina dispositions, see Note E, “Divestitures.”

Adjustments during fiscal 2007 decreased goodwill by $4.4 million. The adjustments were comprised principally of $4.9 million in
tax-related adjustments partially offset by a $0.5 million increase in foreign currency adjustments. The $4.9 million tax adjustments
were attributable to the SilverStream, Immunix, Ximian, Tally and Senforce acquisitions and related to the reversal of deferred tax
asset valuation allowances for acquired net operating loss carryforwards that were utilized by taxable income generated in fiscal 2007.
For information on the Senforce and RedMojo acquisitions, see Note D, “Acquisitions and Equity Investments.” For information on
the Salmon impairment and disposition, see Note E, “Divestitures.”

During the fourth quarter of fiscal 2007, we entered into an agreement to sell our CTP Switzerland subsidiary. As a result of this
agreement, we tested the $3.9 million of goodwill related to CTP Switzerland, the last remaining component of the Business
Consulting reporting unit. Using an estimate of proceeds to be received upon sale as an indicator of CTP Switzerland’s fair value, we
determined that the entire $3.9 million of goodwill was impaired, and was, therefoe, written off during fiscal 2007 as a component of
the loss on discontinued operations in the consolidated statements of operations. The CTP Switzerland sale closed during the first
quarter of fiscal 2008 (See Note D, “Divestitures”).

During the fourth quarter of fiscal 2007, the German tax authorities issued new guidance conforming to German Supreme Court
rulings that resulted in: 1) the valuation allowance being removed on deferred tax assets related to net operating losses acquired as part
of the acquisition of SuSE Linux AG (“SUSE™), and 2) a reduction in tax reserves raducing goodwill by $24.7 million.

On August 1, 2008, 2007 and 2006, we performed our annual goodwill impairment test under SFAS No. 142, To estimate the fair
value of our reporting units, management made estimates and judgments about future cash flows based on assumptions that are
consistent with both short-term and long-range plans used to manage the business. We also considered factors such as our market
capitalization and current economic events in assessing the fair value of the reporting units. Based on the results of cur analysis, we
determined that no goodwill impairment existed in any of our reporting units for any year reported as a result of the annual impairment
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J. Goodwill andilntangible Assets (Continued)

test, This process requires subjective judgment at many points throughout the analysis, Changes to the estimates used in the analysis,
including estimated future cash flows, could cause one or more of the reporting units or indefinite-lived intangibles to be valued
differently in future periods. It is at least reasonably possible that future analyses could result in a material non-cash goodwill
impairment charge.

Intangible Assets
!

The following is & summary of intangible assets:

i October 31, 2008 Qctober 31, 2007

' Gross Aceumulated Net Book Gross Accumulated Net Book Asset
(In theusands) ! Amount Amortization Yalue Amount Amortization Value Lives
Developed technology ........ $ 52,769 $ (354100 § 17,359 $ 34,033 $ (26203 $ 7.830  3-4 years

, 3 years or
Trademarks/tradeinames ..... 25,631 {666) 24,965 24,731 (419) 24,312 Indefinite
Customer relationships........ 31,911 (20,915 10,996 18,811 (17,393 1,418 3 years
Internal use software ........... 5,057 {5,057 — 5,057 {5.045) 12 3 years

Total intangible assets... 3 115,368 §__(62,048) § 53,320 $ 82632 $ (49060) § 33,572

During the third quarter of fiscal 2008, we acquired $12.0 million of developed technology. This developed technology relates to our
Identity and Security Management business unit segment. During fiscal 2008, we acquired developed technology, customer
relationships, and trademarks and trade names of $12.6 million, $11.9 million and $0.9 millicn, respectively, related to the PlateSpin
acquisition, which was integrated into our Systems and Resource Management business unit segment. During fiscal 2008, we also
acquired developéd technology, and customer relationships of $1.8 million, and $1.2 million, respectively, related o the SiteScape
acquisition, which was integrated into our Workgroup business unit segment.

During fiscal 2007, we acquired developed technology of $2.4 million related to the acquisition of RedMojo, which was integrated
into our Systems and Resource Management business unit segment. During fiscal 2007, we acquired developed technology for $0.9
miltion, which has been integrated into our Identity and Security Management business unit segment. During fiscal 2007, we acquired
developed technology ot $2.0 million and $0.5 million of customer relationships related to the acquisition of Senforce, which has been
integrated into our Systems and Resource Management business unit segment.

Developed technology at October 31, 2008 related primarily to the Systems and Resource Management product line as a result of our
acquisitions of PlateSpin, Senforce, and RedMojo and to our Identity and Security Management product line from the e-Security
acquisition. Trademarks and trade names at October 31, 2008 related primarily to the SUSE and PlateSpin individual product names,
which we continue to use, of which $24.2 million relates to SUSE, and has an indefinite life. Customer relationships at October 31,
2008 related prim?rily to the customers we acquired as a part of our acquisitions of PlateSpin, Senforce, and e-Security.

Amortization expense on intangible assets was $13.0 million, $8.4 million, and $12.8 million in fiscal 2008, 2007, and 2006,
respectively. Amortization of intangible assets is estimated to be $13.3 million in fiscal 2009, $11.0 million in fiscal 2010, $4.5
million in fiscal 2011, and $0.3 million in fiscal 2012, with nothing thereafter.

During the fourth quarter of fiscal 2008, we completed our detailed internal reviews of the $12.0 million of developed technology
acquired in the third quarter of fiscal 2008 and determined that we would not utilize all of this developed technology as initially
planned. These reviews determined that only a portion of the acquired developed technelogy would be utilized in our products. We
used discounted cash flow models to estimate the fair value of this acquired developed technology based upon the updated plans, and
determined that $7.7 million had become impaired. This intangible asset was written down and the related charge was recorded as a
component of operating expenses in the consolidated statements of operations during fiscal 2008. The entire $7.7 million impairment
charge related to the Identity and Security Management business unit segment. As part of this review, it was determined that the
estimated useful life of the remaining asset would be four years.

During fiscal 2007, as part of our periodic review of intangible assets, we determined that e-Security’s financial performance declined
significantly and that its estimated future undiscounted direct cash flows would not be sufficient to cover the carrying value of its
intangible assets. We used discounted cash flow models to estimate the value of e-Security’s intangible assets and determined that
$2.5 million, $1.3 million and $0.1 million of e-Security’s developed technology, customer relationship and trade name intangible
1
i
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assets, respectively, had become impaired. These intangible assets were written down and the related charges were recorded as a
component of operating expense in the consolidated statements of operations during fiscal 2007. The entire $3.9 million impairment
charge related to the Identity and Security Management business unit segment.

As discussed above in Note E, “Divestitures,” in the sub-section, “Salmon,” we reviewed other long-lived assets related to Salmon for
impairment. This review resulted in the determination that $0.5 million of customer relationship intangible assets and $0.1 million of
non-compete agreement intangible assets had become impaired and, therefore, were written off during fiscal 2007.

K. Income Taxes

We account for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109”), SFAS No. 109
requires that we record deferred tax assets and liabilities based upon the future tax consequence of differences between the book and
tax basis of assets and liabilities, and other tax attributes. SFAS No. 109 also requires that we assess the ability to realize deferred tax
assets based upon a “more likely than not” standard and provide a valuation atlowance for any tax assets not deemed realizable under
this standard.

The components of income tax expense attributable to continuing operations consist of the following:

Fiscal Year Ended October 31,

(In thousands) < 2008 2007 2006
Income tax expense
Current: 1
Federal........oocoooreveeereic e e s $ 48,778 $ 18,652 $ 14,846
S ....eeeeeeeeees et eseeiere e ee e ee e e e e eeaeeeeeemmebessets b e e bba e r e s rnrenenara e s nre s ns 4,884 1,175 1,612
FOPEIRIN oot st n et s s n b (1.875) 7.857 10,525
Total current InCOME taX EXPENSE ..vvveeeeereeireiee e eesesra e, 51,787 27,684 26,983
Deferred: '
Federal . vttt se s ~(23961) 276 133
] 1 (2 O OO PO OSSOSO ‘ — - —
FOTEIZI ovviieiir ittt ea ettt ar e e 7,391 6,731 (4.474)
Total deferred income tax (benefit} expense........cveveeecivicinncnccnnnns (16.570) 7.007 (4.341)
Total income tax expense from continuing oOperations ...............c..... $ 35217 § 34,691 b 22,642

Differences between the U.S. statutory and effective tax rates computed as a percentage of income from continuing operations before
income taxes are as follows:

Fiscal Year Ended October 31,

2008 2007 2006

ULS. SLALULOTY FAEL oeverreeeterie s emeecsemeseereos st s b s se e ket ab e s st s sa e e s ta s e e ns s smnat e 35.0% 35.0% 35.0%
State income taxes, net of federal tax effect........cooiiiiiic 1.5 . 472 0.8
Research and development tax credits ... (9.9) (66.6) (4.9)
Foreign income taxed at different rates than U.S. statutory rate ..., (6.1} 80.5 (9.8)
Valuation allowWances ... e e e 2332 3246 58.9
Stock-based COmMPENSAtION..c.co i e 12.2 359 1.9
Adjustments to prior year tax Provisions ..........ov e, {4.4) — (6.5)
Change in assertion for unremitted €arnings.......ovviveisiraveemninicninnnininnninenes © (110.8) — —
Loss on sale of foreign subsidiaries ..o — — 9.3
NOT-TeCUrTIng taX DENEFI ..o e — — (15.5)
Recognition of previously unrecognized tax benefits ..., (1.3) — —
L0107 oY= AU OOPUUUUURUUTU OO PP 4.5 (1.4 4.1

Effective tax rate on continuing OPerations. ..........covveesereeeerceeeieeceeceeneaiens 153.9% 412.2% 83.3%
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K. Income Taxes (Continued)

Domestic and foreign cormponents of income from continuing operations and before taxes are as follows:

Fiscal Year Ended October 31,

{In thousands) 2008 2007 2006
DIOIMIBSTIC oottt ettt a ettt r e s e e e e e et e et e e et b 280 3 (15278) % 6,098
FOTRIZN ..ottt e ettt eme st st e e as e ensessenemteres 22,598 23.693 21,082
Total income from continuing operations, before taxes .........c.ooovvreninens $ 228718 % 8415 % 27,180
Cash paid for INCOME tAXES (.occcviiniveeeeeee et ca st sess sttt st e e s s e $ 12,854 b 10,272 5 14,829

The components of deferred tax assets at October 31, 2008 and 2007 are as follows:

October 31, October 31,
{In thousands) 2008 2007
Deferred income taxes;
Deferred tax assets:
AACCTUALIS oottt eee st s e e ettt beabe s g4 At see it e en e teseeetesaeseeeae e e e tesaeeneeeaRteatteias $ 117,992 3 38,822
Capital 1088 CAITYTOIWATD ........iviviviereeeeicec e e e e bbb e s 32,162 42,881
Credit CArTYTOTWATTS. ...ttt et st e st et esae et s st ste e b e e s b s s beerrame s eesenseans 133,706 168,140
Net operating 10ss carryfOrwards..... ..ot 105,859 155,808
INVESEMENT TMPAITINEIIES ...veiiiviiiesiee et e e ere st te st e st e e e e eteseesesteseesesbeseesseaeebesrareesseasass 34,167 21,792
Receivable valuation ACCOUNLS.........cccveiiiiie et ceeceie et st satesr e s e s essne s et eaesammenneenes 1,071 984
Stock-based COMPENSATION EXPERSE ....eiiiriretirieierermieeererseee e teecevesreresrestereobrassessessseseses 18,364 14,970
DT JERITIS 1. veevviieieeecee e e cen e ere vt e et s en b s s e me e et et e et eamssssssatasateraternsennssnresnsssnbesnbesaens 8,958 11,225
GroSS ARTRITEA TAX BSSELS . .eiiiiciictiiriiiere et eereee e et e e et e seesaeesaeresoseeabeaabeesesenesanesmeesreennsaaneenteanseins 452,279 454,622
Valuation AlIOWANCE ..........covvrvrereiesecceeie et eeeterreee e b re v sesseemse st ss st sstaaatesatesatasaseesatessseresrbesnan (409.219) (408.422)
Tolal deferTed tAX ASSEIS .....ccovieeerrc et s s ee e bt st s ts et e b e vateemacsreseennas 43.060 46.200
Deferred tax liabilities:
DEPTECIAtION .....ooviiiitisitct et bbb (6,916) (3,944)
FOTEIEM CAITIIES ...ovivvietiii vt ee ettt ss st ss sttt eaeen e eeea e eneesenae e s seseesenegansanesssbsantos — (25,352)
Intangibles from ACqUISTLIONS ...t et sa e sess s ea st (5.940) (3,269)
Total deferred tax HABITIIES .....oovv oottt sreese e e e e e e e e e e eeanesseesmeenssneesen (12,856) (32.565)
Net deferred tax @SSELS ..o s s ae s s abs et st rs 3 30204 b 13,635

Due to the utilization of a significant amount of our net operating loss carryforwards in previous years, substantially all of the future
benefit received from our remaining net operating loss carryforwards used to offset U.S. taxable income will be credited to additional
paid-in capital or goodwill and not to income tax expense. In addition, the windfall tax benefits associated with stock-based
compensation wiil be credited to additional paid-in capital. In connection with our adoption of SFAS No. 123(R) in fiscal 2006, we
elected to follow the tax ordering laws to determine the sequence in which deductions, net operating loss carryforwards, and tax
credits are utilized. Accordingly, during fiscal 2008 a tax benefit of $18.5 million was credited to additional paid-in capital reflecting a
$20.8 miilion tax benefit relating to stock opticns for current year exercises and utilization of previously reserved net operating losses
and tax credits, partially offset by a $2.3 million adjustment for prior year tax filings. During fiscal 2008, a tax benefit relating to the
utilization of previously reserved acquired net operating losses of $5.0 million was credited to goodwill.

As of October 31, 2008, we had $132.7 million in net operating loss carryforwards from acquired companies that will expire in years
2018 through 2026. These loss carryforwards from acquired companies can be utilized to offset future taxable income, but are subject
to certain annual limitations. The benefit of the use of these loss carryforwards will be recorded to first reduce goodwill relating to the
acquisition, second to reduce other non-current intangible assets relating to the acquisition, and third to reduce income tax expense. In
addition, we have approximately $189.8 million of foreign loss carryforwards, of which $7.5 million, $5.4 million, and $13.1 million
are subject to expiration in years 2009, 2010, and 2011-2028, respectively. The remaining losses do not expire. We have $83.4 million
in capital loss carryforwards, which, if not utilized, will expire in fiscal years 2009 through 2012. We have foreign tax credit
carryforwards of $33.8 million that expire between fiscal years 2009 and 2017, general business credit carryforwards of $89.2 million
that expire between fiscal years 2010 and 2027, and altemative minimum tax credit carryforwards of $11.1 million that do not expire.
We also have various state net operating loss and credit carryforwards that expire in accordance with the respective state stawtes.

As of October 31, 2008, deferred tax assets of approximately $16.8 million pertain to certain tax credits and net operating loss
carryforwards resulting from the exercise of employee stock options. [f realized, the tax benefit of these credits and losses will be

Navell Annual Repart 2008 89




NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

K. Income Taxes (Continued)

accounted for as a credit to stockholders’ equity. Additionally, deferred tax assets of $58.0 million relate to acquired entities. These
acquired deferred tax assets are subiect to limitation under the change of ownership rules of the Internal Revenue Code and have a full
valuation allowance. Approximately $38.9 million of future tax benefit relating to these deferred tax assets will be recorded to first
reduce goodwill relating to the acquisition, second to reduce other non-current intzngible assets relating to the acquisition, and third to
reduce income tax expense.

The effective tax rate for fiscal 2008 differs from the federal statutory rate of 35% primarily due to the effects of foreign taxes, stock-
based compensation plans, and differences between the book and tax treatment of certain income items on which a valuation
allowance has been recorded. The effective tax rate on continuing operations for fiscal 2008 was 153.9% compared to an effective tax
rate of 412.2% for the same period in fiscal 2007. Included in the fiscal 2008 effective tax rate are $3.3 million in adjustments related
to settlements of prior period audits and tax filings. The effective tax rate for fiscal 2008 differs from the effective tax rate for fiscal
2007 because, even though we had losses from continuing operations in fiscal 2007, we had income tax expense resulting primarily
from the use of previously reserved U.S. net operating loss carryovers.

In accordance with determinations made pursuant to the applicable accounting standards, we continue to believe that it is more likely
than not that most of our net deferred tax assets will not be realized based on all available evidence. As a result, we have provided a
valuation allowance on those U.S. net deferred tax assets. In reaching this determination, we evaluated our three-year cumulative
results, our pre-tax losses for the third and fourth quarters of fiscal 2008, as well as the impacts that current economic conditions may
have on our future results. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation
allowance is no longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future income tax
provisions, goodwill or additional paid-in capital. [t is reasonably possible that we could reduce a significant portion of our valuation
allowance in the near-term. The valuation allowance on deferred tax assets increased by $0.8 million in fiscal 2008 primarily due to
stock-based compensation and other originating assets, new acquisitions, and changes in our deferred tax liabilities. During the fiscal
vear, we reduced our deferred tax asset and valuation allowance by $33.2 millien for certain operating losses and credits that are not
valid in the future as a result of tax law limitations.

We have not provided deferred taxes relative to undistributed earnings of foreign subsidiaries as such undistributed earnings are
considered to be indefinitely reinvested. Prior to this fiscal year, we had provided deferred taxes on the undistributed earnings of
certain foreign subsidiartes, but such deferred taxes were reversed during the current fiscal year based on our assertion to remain
indefinitely reinvested in all foreign subsidiaries. We consider the earnings to be indefinitely reinvested based on management’s
overall business strategy, including anticipated future uses of global cash balances, We will calculate any potential future tax liabilities
relating to these undistributed foreign earnings if we no longer meet the criteria to remain indefinitely reinvested. Total undistributed
earnings of approximately $328.6 million at October 31, 2008 may become taxable upon their remittance as dividends or upon the sale
or liquidation of these foreign subsidiaries. It is not practicable to determine the amounts of net additional income tax that may be
payable if such earnings were repatriated.

Prior to fiscal 2008, we evaluated our tax reserves under SFAS No. 5, “Accounting for Contingencies” (“SFAS No. 5”). SFAS No. 5
required us to accrue for losses we believed were probable and could be reasonably estimated. In July 2006, the FASB issued
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No, 109” (“FIN 487). FIN
48 clarifies the accounting for uncertainty in income taxes recognized in the financial statements in accordance with SFAS No. 109,
“Accounting for Income Taxes.” Under FIN 48, a company can recognize the benefit of an income tax position only if it is more likely
than not (greater than 50%) that the tax position will be sustained upon tax examination, based solely on the technical merits of the tax
position. Otherwise, no benefit can be recognized. The tax benefits recognized are measured based on the largest benefit that has a
greater than 50% likelihood of being realized upon ultimate settlement. Additionally, companies are required to accrue interest and
related penalties, if applicable, on all tax exposures for which reserves have been established consistent with jurisdictional tax laws.
The adoption of FIN 48 resulted in a $1.4 million non-cash adjustment to increase our reserves for unrecognized tax benefits and a
reduction to beginning retained eamnings. Our policy for interest and penalties related to income tax exposures was not impacted as a
result of the adoption of the recognition and measurement provisions of FIN 48. Interest and penalties on tax reserves continue to be
classified as income tax expense in our consolidated statements of operations.

Novell Annual Report 2008 90




NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

K. Income Taxes {Continued)

As of November 1, 2007, we had reserves for unrecognized tax benefits totaling $55.1 million, including the $1.4 million effect of
adopting FIN 48, of which $35.7 million would favorably impact our effective tax rate if recognized. As of October 31, 2008, we had
reserves for unrecogmzed tax benefits totaling $49.9 million, of which $33.5 million would favorably impact the effective tax rate if
recognized. The $5.2 million decrease in reserves for unrecognized tax benefits during the fiscal year relates primarily to benefits
recognized as a result of the lapse of statutes of limitations, settlements with tax authorities, and changes to measurement of existing
uncertain tax positions for changes in foreign exchange rates, partially offset by increases for unrecognized tax benefits originating
during the year.
|

During fiscal 2008, we accrued approximately $2.5 million in interest related to unrecognized tax benefits, partialty offset by a $2.2
million reduction;in accrued interest attributable to the decrease in unrecognized tax benefits in which the statute of limitations lapsed
during the year. We had approximately $7.1 million and $7.4 million accrued for the payment of interest related to unrecognized to
benefits as of November 1, 2007 and October 31, 2008, respectively.

I
We have recorded a $39.7 million liability for unrecognized tax benefits and related interest in the line item, “Other long-term
liabilities” on our consolidated balance sheet. The remaining $1.2 million of unrecognized tax benefits and related interest has been
recorded in the line item, “Income taxes payable,” in the consolidated balance sheet.

The difference between the total unrecognized tax benefits and those affecting the effective tax rate is due to certain unrecognized tax
benefits that would impact our deferred taxes if recognized. As of QOctober 31, 2008, we believe it is reasonably possible that $1.2
million of unrecognized tax benefits will decrease within the next 12 months as the result of statute of limitations expiring in various
jurisdictions. Weido not believe that the favorable $1.2 million decrease in unrecognized tax benefits would significantly impact the
effective tax rate in any one period.

The following is 4 reconciliation of our change in uncertain tax positions pursuant to FIN 48;
[

I Total Gross

! Unrecognized Tax
{In thousands) , Benefits
Balance at NOVembBer 1, 2007 ..ot ee et et e e sseessese e sesmeeses e sseesenssesseseassenseseeeereenes $ 55,092
Increases related to current fiscal Year tax POSIIONS.....c.cccviiiiiiorci e aeee e see e se e sr e e sne s 6,449
Increases related to prior fiscal YEar tax POSIHONS .......oovvvirrrrrirrieie ettt et ee e 2,923
Decreases related to settlement of prior fiscal year tax POSIIONS .....c.ceeevieieceeieiev e erers s eree e sre s (2,687)
Expiration of statute of limitations for assesSMEnt OF LAXES........c.ococeevvieeririenenrerrmre e resnsereesesssens s sesens (11915)

Balance at October 31, 2008 ..o e $ 49,862

We conduct bUSiI:lESS globally and, as a result, one or more of our subsidiaries file income tax returns in the U.S. federal jurisdiction
and various state. and foreign jurisdictions. In the normal course of business, we are subject to examination by taxing authorities
throughout the world. During January 2008, the U.S. Internal Revenue Service opened an examination for fiscal 2005 and 2006. In
addition, we are at various stages in examinations in some foreign jurisdictions, With few exceptions, we are no longer subject to U.S.
federal, state and;local income tax examinations for years prior to fiscal 1998 or non-U.S. income tax examinations for years prior to
fiscal 2004.

{
L. Other Accrued Liabilities

l
Other accrued liabilities consist of the foHowing:

1 October 31, October 31,

(In thousands) : 2008 2007
RESIMUCTUTING TESEIVES ......vvivitett ittt ce e es sttt $ 20,570 $ 30,685
Accrued property and OTHer LAXES ......ocoii ittt ettt bea s se s ene e reenn 15,831 16,170
METZEr HahHItIES L ooee e r a1ttt e e e e e e e e e e e e e e e e eeen e e eeeaeane e 10,618 13,050
ACCTUEH TOYAIIES .o e e e s e s e e st e et ae e bt e e tbe e bt e s tbaen bt eassesanss tabsestnsatn 10,984 8,791
Accrued MArKeliNg EXPENSES ..oocii ittt ssessss s ras s esesaea s sbe s assebessassebessenssbasssrassnis 5,296 10,514
OHEL BCCLURBH EXPEISES. .. et reeetiieceieeeeeeeeie e e rtrr st s e e erer e e b s rseaesbes e ss et ertssr e eestserssensmanbasens 45,630 43.640

Total other actrued HabilItIEs ... ..o s e s e e b 108,929 h 122,850
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M. Restructuring Expenses and Merger Liabilities
Fiscal 2008

During fiscal 2008, we recorded net restructuring expenses of $28.6 million. This was comprised of $31.0 million in restructuring
activities recognized during fiscal 2008 and $2.4 million in reductions of accruals for restructuring activities recorded in prior periods.

The restructuring actions undertaken during fiscal 2008 are a continuation of the restructuring plan that we began during the fourth
quarter of fiscal 2006. The restructuring plan is related to our strategy to implement a comprehensive transformation of our business
and to achieve competitive operating margins. This strategy had four main initiatives: 1) improving our sales model and sales staff
specialization; 2} integrating our product development approach and balancing between on and offshore development locations; 3)
improving our administrative and support functions; and 4) transforming our services business to be more efficient and product
focused. Specific actions taken during fiscal 2008 included reducing our workforce by 364 employees. At October 31, 2008, our total
headcount was approximately 4,000, We also vacated several facilities and terminated some service provider contracts. The following
table summarizes the activity related to the fiscal 2008 restructuring:

Severance Other
and Excess Restructuring
(In thousands) Benefits Facilities Related Costs Total
OrIgiNal TESEIVE.....oiiiireirir e e nr s $ 25,583 % 3492 § 1,949 § 31,024
Cash PAYMENTS ..ottt (10,893) (2,213) (1,576) (14,682)
Non-cash adjustments ..........ccovvivireeiiseie e 37 (41) (144) (148)
Balance at October 31, 2008 ......ooovveveereeeesererersseseresersnsesesseneas $ 14,727 § 1,238 § 229 § 16,194

The remaining unpaid balance as of Qctober 31, 2008 is primarily for severance, which will be paid over the next twelve months, and
lease costs for redundant facilities, which will be paid over the respective remaining contract terms, the longest of which extends to
2013. '

Fiscal 2007

During fiscal 2007, we recorded net restructuring expenses of $43.1 million, of whaich $43.3 million related to restructuring activities
recognized during fiscal 2007 and $0.2 million related to net releases of previously recorded restructuring liabilities. The fiscal 2007
restructuring action is a continuation of the restructuring plan that we began implementing during the fourth quarter of fiscal 2006 and
continued throughout fiscal 2007 and is related to our strategy discussed above.

Specific actions taken during fiscal 2007 included reducing our workforce by 619 employees and exiting several facilities. The
following table summarizes the activity related to the fiscal 2007 restructuring:

Severance Other
and Excess Restructuring

{In thousands) Benefits Facilities Related Costs Total
OFZINAL TESEIVE ..e.eieeieieieeeeeeeeee sttt st en 5 38,796 § 4238 § 280 § 43,323
Cash PAYIMENLS .....ceveee e sn e s e sasnr 0 {17,383) (1,988) 279 (19,644)
Non-cash adJustments ... ..c.oceeiriiiie e (103) (149) {2 (254)
Balance at October 31, 2007 .o 21,310 2,101 14 23,425
Cash PAYMENTS ..ot e (20,189) (1,143) (14) (21,346)
Non-cash adjustments ..........ccooiieieeoieiere e (974) 241 — (733)
Balance at October 31, 2008.........cooiivienireeeeee e b 147  § 1,19 §$ — $. 1346

The remaining unpaid balance as of October 31, 2008 is for benefits, which will be paid over the next six months, and lease costs for
redundant facilities which will be paid over the respective remaining contract terms, the longest of which extends to 2012,
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M. Restructuring Expenses and Merger Liabilities (Continued)
Fiscal 2006

During fiscal 2006, we recorded net restructuring expenses of $4.4 million, $4.2 million of which related to restructuring activity
recognized during fiscal 2006 and $0.2 million related to net adjustments of previously recorded merger liabilities and restructuring
liabilities. The adjustments to the merger liabilities have been recorded in the consolidated statement of operations since the changes
have occurred outside the relevant purchase price allocation period.

The fiscal 2006 restructuring expenses related to efforts to restructure our business to improve profitability, as discussed above.
Specific actions taken during fiscal 2006 included reducing our workforce by 24 employees, exiting a facility and liquidating two legal
entities. The following table summarizes the activity related to the fiscal 2006 restructuring:

Severance Other
. and Excess Restructuring

(In thousands) ! Benefits Facilitiey Related Costs Total
OngInal FESEIVE..Lo...ovoeiceee ettt $ 3420 § 606 § 163 $ 4,189
Cash PAYIMENLS ...c.oovivieecieeerii et e srsseeresnsaies (323) (391) (35} (949)
Balance at October 31, 2000........coooiiciieevie e 3,097 15 128 3.240
Cash PAYMENTS ...1ecieisisieeses et {2,811) (15) (88) (2,914)
Non-cash adjustments ..............cccocvrrriniiisirrerec e (286) — — (286)
Balance at Octobér 31, 2007 ..o — — 40 40
Non-cash adJUSUMENIS ..........ceoeemerrisiri st — — (40) {40)
Balance at October 31, 2008 ...vvveveveveeeiiseceeevcee e § — 3 — § - § =

Fiscal 2005

During fiscal 2005, we recorded net restructuring expenses of $57.7 million, of which $53.6 million related to restructuring activity
recognized during fiscal 2005 and $5.3 million related to adjustments of previously recorded merger liabilities to adjust lease accruals,
less a net release of $1.2 million related to an adjustment of prior period restructuring liabilities. The following table summarizes the
activity related to the fiscal 2005 restructuring:

Severance Other
and Excess Restructuring

(In thousands) Benefits Facilities Retated Costs Total
Balance at October 31, 2005 ... earesns $ 28492 § 6,451 $ 259§ 35202
Cash payments ... (25,438) (4,022) (202) | (29,662)
Non-cash adJuSHTIENES .........c.covreeirrrerrrenein e (1,721) 1,437 — (284)
Balance at Octobér 31, 2006.....c...ooeoviceeeiverereese e 1,333 3,866 57 5,256
Cash PAYMIENES ..ot (479) (353) 24 (808)
Non-cash adjustments.............cccccecrmvvrrrnirvreninnierieere e 380 (106) 14 288
Balance at October 31, 2007 ..ooooeeeeeee s 1,234 3,407 95 4,736
Cash payments ... (16) (1,468) — (1,484)
Non-cash adjustments ..o (1.201) (3 {95) {1,299)
Balance at October 31, 2008 ..o $ 17 g 1,936 3 — § 1953

The remaining unpaid balance as of October 31, 2008 is primarily for lease costs for redundant facilities, which wil! be paid over the
respective remaining contract terms, the longest of which extends to 2012,
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M. Restructuring Expenses and Merger Liabilities (Continued)
Fiscal 2004

During fiscal 2004, we recorded net restructuring expenses of $19.1 million. The following table summarizes the activity related to the
fiscal 2004 restructuring:

Severance
and Excess

{In thousands) Benefits Facilities Total
Balance at October 31, 2005 ... sesssssssessesssaneens $ 1,243 % 1457  § 2,700
Cash PAYIMIENTS ..ot e sttt st ebcasen e bt es b s e s (1,012} (1,067) (2,079)
NOR-CASH AAJUSTIMENES c.eovvveriiiiieieii ettt te et eas ettt et eee e e eme s e st s e (231} 487 256
Balance at October 31, 2006 ........ccoooiiiiiiiiieinieesces ittt ettt — 877 877
Cash PaymEnts ... e — (482) (482)
Non-cash adjUSIMENtS ............oviviiiiirvicre s ens s ressenes — (100) (100)
Balance at October 31, 2007 ...ttt s s e — 295 295
aSh PAYIMENTS ..ot aesrs s ss b st e e e en e beenenes — (159) (159)
NON-cash adjUSIIMENES .....ooooiiiiiiiee ettt s e b e — (M (7)
Balance at October 31, 2008 ..........ccoimmrrirer e 3 — § 129 § 129

The remaining unpaid balance as of October 31, 2008 is for lease costs for redundant facilities, which will be paid over the respective
remaining contract terms, the longest of which extends to 2009.

Fiscal 2003

During fiscal 2003, we recorded a net restructuring expense of approximately $37.8 million. The following table summarizes the
activity related to the fiscal 2003 restructuring:

Severance Other
and Excess Restructuring

{In thousands) Benefits Facilities Retated Costs Total
Balance at October 31, 2005.......ocovviiviererevseimeeisrersseresssesnesrs s $ - 3 3,121 $ 10§ 3,131
Cash PAYMENTS ..o e s — (1,343} (10 {1,353)
NON-cash adjuStMENES ........ccocooviiiieiieeeee e — 434 — 434
Balance at October 31, 2000.......ccvvevveevriereeereermerre s revsserssens — 2,212 — 2,212
Cash PAYMIENES ....ooviiiriiee et e s — (1,160} — (1,160)
Non-cash adjustments ..........cccoovrereiiinnimresne e — (60) — (60)
Balance at October 31, 2007 ..ot — 992 — 992
Cash PAYMENLS ..o — (441) — (441)
Non-cash adjustments ..........covveeenvinirvnseireereererrerieressveens — {152) — (152)
Balance at October 31, 2008 ..o $ — § 399 § — 8 399

The remaining unpaid balance as of October 31, 2008 is for lease costs for redundant facilities, which will be paid over the respective
remaining contract terms, the longest of which extends to 2010.
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M. Restructuring Expenses and Merger Liabilities (Continued)
Fiscal 2002

During fiscal 2002, we recorded restructuring expenses of $20.4 miilion. The following table summarizes the activity related to the
fiscal 2002 restructuring:

Severance Other
and Excess Restructuring

{In thousands) Benefits Facilities Related Costs Total
Balance at October 31, 2005 .........ccovvvvivvveverrenrnseseeseen e eee s $ — 3 3,660 ] 37 % 3,097
Cash PAYMENES .........coormiiereeieerire e s sneres — (1.424) (37) (1.461)
Balance at October 31, 2006 .......cviiiiiiiiiiiiiiir e s — 2,236 — 2,236
Cash Payments .........oo oot —- (937) — (937)
Non-cash adjustments .........c.coevvrrinirini e — (102) — (102)
Balance at October 31, 2007 ... e — 1,197 — 1,197
CaSh PAYIMENIS .....coovieiiieeiiieie bbbttt ebabe s s e seseeeeas — (648) — (648)
Balance at October 31, 2008 ... 3 — 3 549 8 — 549

As of October 31, 2008, the remaining balance of the fiscal 2002 restructuring expense included lease costs for redundant facilities,
which will be paid over the respective remaining contract terms, the longest of which extends to 2009.

Merger Liabilities

The following table summarizes the merger liabilities balance and activity during fiscal 2008:

Balance at Additions Balance at
October 31, from Payments/ October 31,
(In thousands) : 2007 Acquisitions Adjustments 2008
Facilities related ... ..o $ 12,725 $ 150 $ (2,520 8 10,355
Employee related ... — 454 (284) 170
OMhET .ot s 325 3.630 (3.862) 93
Total merger labilities .........oocovernereimnerreaonnnnneneen, 3 13,050 5 4,234 b (6,666) § 10,618

The additions from acquisitions relate to the SiteScape and PlateSpin acquisitions (See Note D, “Acquisitions and Equity
Investments™). As of October 31, 2008, the remaining unpaid balance is for lease costs for redundant facilities, which will be paid over
the respective remaining contract terms, the longest of which extends to 2025, severance and related benefits, which will be paid over
the next six months, and professional fees, which will be paid over the next twelve months.

N. Line of Credit

We have a $20.0 million bank line of credit available for letter of credit purposes. As of October 31, 2008, there were standby letters
of credit of $12.2 million outstanding under this line, all of which are collateralized by cash. The bank line of credit expires on April 1,
2009. The bank line of credit is subject to the terms of a credit agreement containing financial covenants and restrictions, none of
which are expected to affect our operations. As of October 31, 2008, we are in full compliance with all the financial covenants and
restrictions contained in this credit agreement. In addition, as of October 31, 2008, we had outstanding letters of credit of an
insignificant amount at other banks.

O. Asset Retirement Obligations

[n March 2005, the FASB issued Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (“FIN 477), which
responded to a diversity in practice of how SFAS No. 143, “Accounting for Asset Retirement Obligations,” was being implemented.
Specifically, FIN 47 recognized that, when uncertainty about the timing and/or settlement method existed, some entities were
recognizing the fair value of asset retirement obligations (“*ARQs") prior to retirement of the asset, while others were recognizing the
fair value of the obligation only when it was probable that the asset would be retired on a specific date or when the asset was actually
retired. FIN 47 clarified that the uncertainty surrounding the timing and method of settlement when settlement is conditional on a
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future event occurring should be reflecied in the measurement of the liability, not in the recognition of the liability. AROs must be
recognized even though uncertainty may exist about the timing or method of settlement and therefore a liability should be recognized
when the ARO is incurred. We adopted FIN 47 on May I, 2006. FIN 47 requires an entity to recognize the cumulative effect of
initially applying FIN 47 as a change in accounting principle.

Prior to the issuance of FIN 47, we accounted for AROs when it became probable that the asset would be retired or when the asset was
actually retired. Our AROs result from facility operating leases where we are the lessee and the lease agreement contains a
reinstatement clause, which generally requires any leasehold improvements we mzke to the leased property be removed, at our cost, at
the end of the lease.

Upon adoption, we recorded an increase to leasehold improvements within our fixed assets of $0.9 million, an increase to accrued
liabilities of $1.8 million and an expense recorded as a cumulative effect of implementing this accounting change of $0.9 million.

P. Senior Convertible Debentures

On July 2, 2004, we issued and sold $600 million aggregate principal amount of Crebentures due 2024. The Debentures pay interest at
0.50% per annum, payable semi-annually on January 15 and July 15 of each vear, commencing January 15, 2005. Each $1,000
principal amount of Debentures is convertible, at the option of the holders, into approximately 86.79 shares of our common stock prior
to July 15, 2024 if (1) the price of our common stock trades above 130% of the conversion price for a specified duration, (2) the
trading price of the Debentures is below a certain threshold, subject to specified exceptions, (3) the Debentures have been cailed for
redemption, or (4) specified corporate transactions have occurred. None of the conversion triggers have been met as of October 31,
2008. The conversion rate is subject to certain adjustments. The conversion rate initially represents a conversion price of $11.52 per
share. Holders of the Debentures may require us to repurchase all or a portion of their Debentures on July 15, 2009, July 15, 2014 and
luly 15, 2019, or upon the occurrence of certain events including a change in control. We may redeem the Debentures for cash
beginning on or after July 20, 2009.

The Debentures were sold to an “accredited investor” within the meaning of Rule 501 under the Securities Act of 1933, as amended
{the “Securities Act™), in reliance upon the private placement exemption afforded by Section 4(2) of the Securities Act. The initial
investor offered and resold the Debentures to “qualified institutional buyers” under Rule 144A of the Securities Act. As of October 31,
2008, the common stock issuable upon the conversion of the Debentures was eligible for sale to the public under Rule 144(k). We
have evaluated the terms of the call feature, redemption feature, and the conversion feature under applicable accounting literature,
including SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” and EITF 00-19, “Accounting for
Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock,” and concluded that none of these
features should be separately accounted for as derivatives.

In connection with the issuance of the Debentures, we incurred $14.9 miltion of issuance costs, which primarily consisted of
investment banker fees and legal and other professional fees. These costs are being amottized as interest expense using the effective
interest method over the term from issuance through the first date that the holders can require repurchase of the Debentures, which is
July 15, 2009. Amortization expense related to the issuance costs was $2.5 million, $3.0 million and $3.0 million for fiscal 2008,
2007, and 2006, respectively.

Due to the voluntary review of our historical stock-based compensation practices that was announced in August 2006 and not
completed until May 2007, we did not file our third quarter fiscal 2006 Form 10-Q, fiscal 2006 Form 10-K, and first quarter fiscal
2007 Form 10-Q@ in a timely manner. [n September 2006, we received a letter from Wells Fargo Bank, N.A., the trustee of our
Debentures, which asserted that we were in default under the indenture because of the delay in filing our Form 10-Q for the period
ended July 31, 2006. The letter stated thai the asserted default would not become an “event of default” under the indenture if we cured
the default within 60 days after the date of the notice. We believe that this above-mentioned notice of default was invalid and without
merit because the indenture only requires us to provide the trustee copies of SEC reports within 15 days afier such filings are actually
made. However, in order to avoid the expense and uncertainties of further disputing whether a default under the indenture had
occurred, we solicited consents from the holders of the Debentures to proposed amendments to the indenture that would give us until
Thursday, May 31, 2007 to become current in our SEC reporting obligations and a waiver of rights to pursue remedies available under
the indenture with respect to any default caused by our not filing SEC reports timely. On November 9, 2006, we received consents
from the holders of the Debentures, and therefore we and the trustee entered into a first supplemental indenture implementing the
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proposed amendments described in the consent solicitation statements. Under the terms of the consent solicitation and first
supplemental indénture, we paid an additional 7.3% per annum, or $44.0 million, in special interest on the Debentures from November
9, 2006 to, but excluding November 9, 2007. In accordance with EITF 96-19, “Debtor’s Accounting for a Modification or Exchange
of Debt Instruments” (“EITF 96-197), since the change in the terms of the Debentures did not result in substantially different cash
flows, this change in terms is accounted for as a modification of debt and not an extinguishment of debt, and therefore the additional
$44.0 million of special interest payments is expensed over the period from November 9, 2006 through July 15, 2009, the date the
Debentures are first caltable by either party. During the period of November 9, 2006 through July 15, 2009, the new effective interest
rate on this debt,;including the $44.0 million, is 3.2%. The $44.0 million of special interest payments were paid over three periods.
Payments of $8.1 million, $22.0 million and $13.9 million occurred in January 2007, July 2007, and January 2008, respectively. In
addition, we expensed approximately $1.5 million in fees paid to Citigroup for work performed on the consent process. On May 25,
2007, we filed our delinquent reports bringing us current with our SEC reporting obligations.

During fiscal 2008, 2007 and 2006, we incurred interest expense of $18.8 million, $22.0 million and $6.0 million, respectively,
including the amortization of deferred financing costs related to the Debentures. During fiscal 2008, we made cash payments for
interest of $17.2 million, of which $13.9 million was for the final special interest payment.
|

During fiscal 2008, we received authorization from our Board of Directors to repurchase, from time to time, up to $600 million face
value of the Debentures in such quantities, at such prices, and in such manner as may be directed by our management. During fiscal
2008, we purchased and retired $474.3 million face value of the Debentures for total cash consideration of $456.5 million, including
$0.6 million of accrued interest. The portions of the unamortized debt issuance costs and prepaid interest related to the Debentures that
wete repurchased were written off, resulting in a $4.6 million gain during fiscal 2008. This gain is shown as a component of the line
item “Interest expense and other, net” in our consolidated statements of operations,

Holders of the Debentures may require us to repurchase all or a portion of their Debentures on July 15, 2009. As a result, at October
31, 2008, the $125.7 million outstanding balance of the Debentures and related deferred financing costs are classified as a current
liability and asset, respectively, on our consolidated balance sheet.

Q. Guarantees

Like most software vendors, we are party to a variety of agreements, primarily with customers, resellers, distributors, and independent
hardware and software vendors (generally, “Customers”™), pursuant to which we may be obligated to indemnify the Customer against
third-party allegations of intellectual property infringement resulting from the Customer’s use of our offerings or distribution of our
software, either of which may include proprietary and/or open source materials. In such circumstances, the Customer must satisfy
specified conditions to qualify for indemnification. Our obligations under these agreements may be limited in terms of time and/or
amount, and in some instances we may have recourse against third parties.

[t is not possible t;o predict the maximum potential amount of future payments under these guarantees and indemnifications or similar
agreements due to the conditional nature of our obligations and the unique facts and circumstances involved in each particular
agreement. To date, we have not been required to make any payment guarantees and indemnifications. We do not record a liability for
potential litigation claims related to indemnification agreements with our Customers unless and until we conclude the likelihood of a
material obligation is probable and estimable.

R. Commitments and Contingencies

As of October 31, 2008, we have various operating leases related to our facilities. These leases have minimum annual lease
commitments of $19.8 million in fiscat 2009, $13.7 million in fiscal 2010, $10.8 million in fiscal 2011, $9.2 million in fiscal 2012,
$6.1 million in fiscal 2013, and $27.0 million thereafier. Furthermore, we have $22.7 million of minimum rentals to be received in the
future from subleases,

Rent expense, net of sublease rental income, for operating and month-to-month leases was 817.5 mllllon $16.7 million, and $18.5
million, in fiscal 2008, 2007, and 2006, respectively.
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During fiscal 2008, we issued $4.8 million of debt to finance leasehold improvements for our Bangalore, India product development
facility. This debt currently has an interest rate of 10%, which may be reset everv six months. Interest is paid monthly and principal
payments of approximately $63 thousand are due over 77 months. The debt is collateralized by the fixed assets of our India
subsidiary. The $4.0 million long-term portion of the debt is a component of the line item, “Other long-term liabilities,” in our
consolidated balance sheet, and the $0.8 million current portion is a component of the line item, “Other accrued liabilities,” in our
consolidated balance sheet.

S. Legal Proceedings

Between September and November of 2006, seven separate derivative complaints were filed in Massachusetts state and federal courts
against us and many of our current and former officers and directors asserting various claims related to alleged options backdating.
We are also named as a nominal defendant in these complaints, although the actions are derivative in nature and purportedly asserted
on our behalf. These actions arose out of our announcement of a veluntary review of our historical stock-based compensation
practices. The complaints essentially allege that, since 1999, we materially understated our compensation expenses and, as a result,
overstated actual income. The five actions filed in federal court have been consolidated, and the parties to that action stipulated that
the defendants’ answer or motion to dismiss is due 45 days after the filing of an amended complaint. The parties filed the stipulation
with the Court setting forth a schedule for the filing of an amended complaint and the briefing on our motion to dismiss. No amended
complaints have been filed in the federal court cases. The two state court cases were consolidated before the Business Litigation
Session of the Massachusetts Suffolk County Superior Court. After we filed a motion to dismiss the state court complaints, plaintiffs’
counsel informed us that they did not intend to file a reply to the motion and would stipulate to the dismissal of the state court
complaints. We believe there are strong defenses to the remaining consolidated cases pending in the federal court. While there can be
no assurance as to the ultimate disposition of the litigation, we do not believe that its resolution will have a material adverse effect on
our financial position, results of operations or cash flows. :

On January 20, 2004, The SCO Group, Inc. (“SCO”) filed suit against us in the Third Judicial District Court of Salt Lake County,
State of Utah. Upon our motion, the action was removed to the U.S. District Court, District of Utah. 8C(O’s original complaint alleged
that our public statements and filings regarding the ownership of the copyrights in UNIX and UnixWare harmed SCQ’s business
reputation and affected its efforts to protect its ownership interest in UNIX and UnixWare. Qur answer set forth numerous affirmative
defenses and counterclaims alleging slander of title and breach of contract, and secking declaratory actions and actual, special and
punitive damages in an amount to be proven at trial. On February 3, 2006, SCO filed a Second Amended Complaint alleging that we
had violated supposed non-competition provisions of the agreement under which we sold certain UNIX-related assets to SCO, that we
infringed SCO’s copyrights, and that we are engaging in unfair competition by artempting to deprive SCO of the value of the UNIX
technology. SCO sought to require us to assign all copyrights that we have registered in UNIX and UnixWare to SCO, to prevent us
from representing that we have any ownership interest in the UNIX and UnixWare copyrights, to require us to withdraw all
representations we have made regarding our ownership of the UNIX and UnixWare copyrights, and to cause us to pay actual, special
and punitive damages in an amount to be proven at trial. As a result of SCO’s Second Amended Complaint, our wholly-owned
subsidiary, SUSE,, filed a demand for arbitration before the International Court of Arbitration in Zurich, Switzerland, pursuant to a
“UnitedLinux Agreement” in which SCO and SUSE were parties. On Augus: 10, 2007, the U.S. District Court Judge issued a
Memorandum Decision and Order that granted us summary judgment against SCO on significant issues in the litigation. The District
Court determined that we own the UNIX copyrights and dismissed certain of SCO’s claims against us. On September 14, 2007, SCO
filed a petition for relief under Chapter 11 of the U.S. Bankruptcy Code. On July 16, 2008, the U.S. District Court issued Findings of
Fact and Conclusions of Law wherein the Court determined that SCO owed us $2.5 million (along with an additional amount for
prejudgment interest) from amounts received under a license agreement between SCO and Sun Microsystems, Inc. (“Sun”). The Court
concluded that SCO lacked authority to enter into the 2003 agreement with Sun, and as such, we were entitted to a share (one-third) of
the amount SCO received under that agreement. The Court further concluded that SCO's licenses to Microsoft and other “SCOsource
licensees” included an “incidental” license to Unix SVRX code and therefore we were not entitled to any proceeds from such licenses.
On November 20, 2008, the U.S. District Court entered Final Judgment dismissing SCO's remaining claims against us and awarded us
$3.5 million. On November 25, 2008, SCO filed a Notice of Appeal from that decision to the Tenth Circuit Court of Appeals. Of the
total judgment amount, $625 thousand will be treated as constructive trust funds and placed in an escrow account pending the outcome
of SCO's appeal from the final judgment. As for the SUSE arbitration proceeding, hearings before the International Arbitral Tribunal
have been stayed by the court in the SCO bankruptcy case. Although there can be no assurance as to the ultimate disposition of the
suit, we do not believe that the resolution of this litigation will have a material adverse effect on our financial position, results of
operations or cash flows.
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On July 12, 2002, Amer Jneid and other related plaintiffs filed a complaint in the Superior Court of California, Orange County,
alleging claims for breach of contract, fraud in the inducement, misrepresentation, infliction of emotional distress, rescission, slander
and other claims against us in connection with our purchase of so-called “DeFrame” technology from the plaintiffs and two affiliated
corporations (TriPole Corporation and Novetrix), and employment agreements that we entered into with the plaintiffs in connection
with the purchase, The complaint sought unspecified damages, including “punitive damages.” The dispute (resulting in these claims)
arises out of the plalnt]ffS assertion that we failed to properly account for license distributions which the plaintiffs claim would have
entitled them to certain bonus payouts under the purchase and employment agreements. After a lengthy j Jury trial in January 2007, the
jury returned a verdict in favor of the various plaintiffs on certain contract claims and in favor of us on various remaining claims. Asa
result of the verdict, a judgment was entered against us on August 27, 2007 in the amount of $19.0 million plus an additional $4.5
million in prejudgment interest. In addition, the court has awarded plaintiffs attorneys’ fees and costs related to the litigation. We have
filed Notices of Appeal of the judgment and the related orders to the California Court of Appeals. We believe we have strong legal
arguments that could result in reversal of the judgment and the lower court’s orders; however, we believe settlement is also a
possibility. We accrued $27.0 million in prior fiscal periods for this matter. During the first quarter of fiscal 2008, we posted a $51.5
million bond in conjunction with our appeal of this judgment. The amount of the bond was determined by statutory regulations and
has no connection to the amount we believe may ultimately be paid in this matter. (See Note G, “Restricted Cash”). While there can be
no assurance as to the ultimate disposition of the litigation, we do not believe that its resolution will have a materlal adverse effect on
our financial position or results of operations.

SilverStream, which we acquired in July 2002, and several of its former officers and directors, as welil as the underwriters who
handled SilverStream’s two public offerings, were named as defendants in several class action complaints that were filed on behalf of
certain former stockholders of SilverStream who purchased shares of SilverStream common stock between August 16, 1999 and
December 6, 2000. These complaints are closely related to several hundred other complaints that the same plaintiffs have brought
against other issuers and underwriters. These complaints all allege violations of the Securities Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended. In particular, they allege, among other things, that there was undisctosed compensation
received by the underwriters of the public offerings of all of the issuers, including SilverStream. A Consolidated Amended Complaint
with respect to all of these complaints was filed in the U.S. District Court, Southern District of New York, on April 19, 2002. While
we believe that SilverStream and its former officers and directors have meritorious defenses to the claims, the various parties are
pursuing settlement discussions that, if successful, would resolve all claims, including the ones against SilverStream and its former
directors and officers. Any settlement agreement must receive final approval from the court and efforts to pursue the same are
ongoing. While there can be no assurance as to the ultimate disposition of the litigation, we do not believe that its resolution will have
a material adverse effect on our financial position, results of operations or cash flows.

On November 12, 2004, we filed suit against Microsoft in the U.S. District Court, District of Utah. We are seeking treble and other
damages under the Clayton Act, based on claims that Microsoft eliminated competition in the office productivity software market
during the time that we owned the WordPerfect word-processing application and the Quattro Pro spreadsheet application. Among
other claims, we allege that Microsoft withheld certain critical technical information about the Windows operating system
(“Windows”} from us, thereby impairing our ability to develop new versions of WordPerfect and other office productivity
applications, and that Microsoft integrated certain technologies into Windows designed to exclude WordPerfect and other applications
owned by us from relevant markets. In addition, we allege that Microsoft used its monopoly power to prevent original equipment
manufacturers from offering WordPerfect and other applications to customers. On June 10, 2005, Microsoft’s motion to dismiss the
complaint was granted in part and denied in part. On October 15, 2007, the U.S. Fourth Circuit Court of Appeals affirmed the District
Court’s ruling. On March 18, 2008, the United States Supreme Court rejected Microsoft's Petition for a Writ of Certiorari seeking to
appeal the Fourth Circuit's Decision. As a result of these rulings, we are now proceeding with the remaining claims against Microsoft.

In November 2007, we were served with a complaint by IP Innovations (a patent litigation company), alleging that the distribution of
Linux-based products by both Red Hat (a co-defendant in the case) and us violates certain U.S. Patents. Our initial evaluation of the
patent claims asserted by the plaintiff indicates that we have strong defenses to the claims. Although we are preparing to defend
against the claims, we have also had settlement discussions with 1P Innovations that we are hopeful may lead to a settlement without
the need for protracted litigation. We accrued $1.3 million for this matter. While there can be no assurance as to the ultimate
disposition of the litigation, we do not believe that its resolution will have a material adverse effect on our financial position, results of
operations or cash flows.
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In addition to the matters discussed above, we are currently party to various legal proceedings and claims involving former employees,
either asserted or unasserted, which arise in the ordinary course of business. While the outcome of these matters cannot be predicted
with certainty, we do not believe that the outcome of any of these claims will have a material adverse effect, individually or in the
aggregate, on our consolidated financial position, results of operations or cash flows. We account for legal reserves under SFAS No. 5,
which requires us to accrue for losses that we believe are probable and can be reasonably estimated. We evaluate the adequacy of our
legal reserves based on our assessment of many factors, including our interpretations of the law and our assumptions about the future
outcome of each case based on current information. It is reasonably possible that our legal reserves could be increased or decreased in
the near term based on our assessment, or reassessment, of these factors. ;

T. Stockholders’ Equity
Stock Repurchase

On May 13, 2008, our Board of Directors authorized the repurchase of up to $100.0 million of our outstanding common stock. There
is no fixed termination date for the repurchase program. As of October 31, 2003, 11.6 million shares of common stock have been
repurchased and retired under this program at an average price of $5.75 per share. The total amount paid for the repurchase of our
common stock was $66.8 million, leaving $33.2 million remaining 1o be repurchaszd under the current Board authorization.

On September 22, 2005, our Board of Directors approved a share repurchase program for up to $200.0 million of cur common stock
through September 21, 2006, On April 4, 2006, our Board of Directors approved an amendment to the share repurchase program
increasing the Himit on repurchase from $200.0 million to $400.0 million and extending the program through April 3, 2007. As of July
31, 2006, we completed the repurchase program purchasing 51.5 million shares of common stock at an average price of $7.76 per
share.

Stock Award Plans

We currentty have five stock award plans that allow us to grant stock options, restricted stock units and other equity-based awards to
employees and consultants. In addition, we currently have one stock plan for norn-employee members of the Board of Directors that
expired in April 2008 and is discussed in more detail below. When granting stock. options, we typically grant nonstatutory options at
fair market value on the grant date, defined in the stock award plans as the closing price of our stock on the day prior to grant, Our
current practice is to grant nonstatutory options or restricted units to mid- and upper-management at the time of hire. We also maintain
an ongoeing annual grant program under which certain employees are eligible for consideration based on their past performance or
future retention requirement, For the past three fiscal years, restricted units have been used for the annual grant program. These plans
are discussed in more detail below.

The 2000 Stock Plan and the 1991 Stock Plan

The 2000 Stock Plan (the “2000 Plan™), with an aggregate of 16.0 million shares of common stock initially reserved for issuance,
provides for the grant of incentive stock options, nonstatutory stock options, restricted stock purchase rights and common stock
equivalents (“CSE’s”} and was approved by stockholders in April 2000. Shares of common stock may also be issued under the 2000
Plan to satisfy our obligations under our Stock Based Deferred Compensation Plan. As of October 31, 2008, a total of 5.0 million
shares of common stock remained available for issuance pursuant to the 2000 Plan.

The 1991 Stock Plan (the “1991 Plan™), with an aggregate of 80.3 million shares of common stock initially reserved for issuance,
provides for the grant of nonqualified stock options, restricted stock purchase rights, restricted units, stock appreciation rights and
long-term performance awards and was most recently approved by stockholders in March 1994. As of October 31, 2008, a total of
11.7 million shares of common stock remained available for issuance pursuant to the 1991 Flan.

Under both plans, options are granted at the fair market value of our common stock at the date of grant (defined in the plans as the
closing price on the day prior to the grant date), generally vest over 48 months (although options have been granted that vest over 24
or 36 months), are exercisable upon vesting and expire either four, eight or ten years from the date of grant. Under both plans,
restricted stock purchase rights have been granted providing for the sale of our common stock to certain employees at a purchase price
of $0.10 per share, Shares of restricted common stock are subject to repurchase by us at the original purchase price until such time as
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they have vested. Grants of restricted stock generally vest over a three- or four-year period. There were 189,412 shares of outstanding
restricted common stock that remained unvested and subject to repurchase at October 31, 2008. Under the 1991 Plan, restricted stock
units may be granted to employees. These units vest annually over three years, annually over four years, or at the end of three years
from their date of grant, have an exercise price of either $0.00 or $0.10 and are payable in common stock. Under the 2000 Plan, CSE’s
may be issued to non-employee members of our Board of Directors, who elect to have all or a portion of their board retainer deferred
through the purchase of CSE’s. The purchase price for CSE’s is equal to the fair market value of our common stock on the date of
purchase (defined in the plan as the closing price on the day prior to the grant date). Participating board members who defer
compensation into the award of CSE’s specify the future date such common stock equivalents will be converted into shares of our
common stock.

The 2000 Nonqualified Stock Option Plan

The 2000 Nongualified Stock Option Plan (the “2000 NQ Plan”), with an aggregate of 28.0 million shares of common stock initially
reserved for issuance, provides for the grant of nonstatutory stock options. As of October 31, 2008, a total of 14.4 million shares of
common stock remained available for issvance pursuant to the 2000 NQ Plan. Under the 2000 NQ Pian, nonstatutory opticns are
granted at the fair market value of our common stock at the date of grant (defined in the plan as the closing price on the day prior to
the grant date), generally vest over 48 months (although options have been granted that vest over 24 months), are exercisable upon
vesting and expire either four, eight or ten years from the date of grant.

The Novell/SilverStream 1997 Stock Option Plan

The Novell/SilverStream 1997 Stock Option Plan (the “SilverStream 1997 Plan™), with an aggregate of 12.5 million shares of
common stock initially reserved for issuance, provides for the grant of incentive stock options, nonstatutory stock options, restricted
stock and other stock-based awards, was most recently approved by stockholders of SilverStream in May of 2002, and was assumed
by us in July 2002 in connection with our acquisition of SilverStream. As of October 31, 2008, a total of 2.9 million shares of common
stock remained available for issuance pursuant to the SilverStream 1997 Plan. Under the SilverStream 1997 Plan, options are typically
granted at the fair market value of our common stock at the date of grant (defined as the closing price on the day prior to the grant
date). Options that had been granted prior to our acquisition of SilverStream were granted at the fair market value of SilverStream’s
common stock at the date of grant and were converted to options to acquire our common stock based on the terms of the acquisition.
Options generally vest over 48 months (although options had been granted before our acquisition of SilverStream that vest over 42 or
60 months), are exercisable upon vesting, and expire eight or ten years from the date of grant.

The Novell/SilverStream 2001 Stock Option Plan

The Novell/SilverStream 2001 Stock Option Plan (the “SilverStream 2001 Plan™), with an aggregate of 2.4 million shares of common
stock initially reserved for issuance, provides for the grant of nonstatutory stock options. We assumed the SilverStream 2001 Plan in
July 2002 in connection with the acquisition of SilverStream. As of October 31, 2008, a total of 0.7 million shares of common stock
remain available for issuance pursuant to the SilverStream 2001 Plan. Under the SilverStream 2001 Plan, options are granted at the
fair market value of our common stock at the date of grant. Options that had been granted prior to our acquisition of SilverStream
were granted at the fair market value of SilverStream’s common stock at the date of grant and were converted to options to acquire our
common stock based on the terms of the acquisition. Options generally vest over 48 months (although options had been granted before
our acquisition of SilverStream that vest over 42 months), are exercisable upon vesting and expire eight or ten years from the date of
grant.

The Stock Option Plan for Non-Employee Directors

The Stock Option Plan for Non-Employee Directors (the “Director Plan™) expired in April 2008. No new awards can be granted under
the Director Plan; however, we continue to manage outstanding options under the Director Plan. Since the expiration of the Director
Plan, all stock-based compensation awards to Directors have been issued under the 1991 Plan and 2000 Plan. The Director Plan
provided for two types of non-discretionary stock option grants to non-employee members of our Board of Directors: an initial grant
of 30,000 options at the time a director was first elected or appointed to the Board, with options vesting annually over four years and
exercisable upon vesting; and an annual grant of 15,000 options upon reelection to the Board, with options vesting annually over two
years and exercisable upon vesting. Under the Director Plan, options were granted at the fair market value of our common stock at the
date of grant (de'ﬁned in the plans as the closing price on the day prior to the grant date). The Director Plan, as amended, was approved
by the stockholders in April 1996. Options expire ten years from the date of grant.
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Additional Stock Option Plans

Miscelianeous plans assumed due to acquisitions (including two additional SilverStream plans not mentioned above that were also
assumed in connection with the SilverStream acquisition) have terminated, and no further options may be granted under these plans.
Options previously granted under these plans that have not yet expired or otherwise become unexercisable continue to be administered
under such plans, and any portions that expire or become unexercisable for any reason shall be cancelled and be unavailable for future

issuance.

A summary of the status of our stock award plans as of October 31, 2008, 2007 and 2006 is presented below.

Fiscal 2008 Fiscal 2007 Fiscal 2006
Weighted- Weighted- Weighted-
Average Average Average
(Number of awards in thousands) Number of Exercise Number of Exercise Number of Exercise
Awards Price Awards Price Awards Price
QOutstanding at beginning of year.........c........... T39,070 % 571 42,657 % 6.28 49530 §$ 6.72
Granted:
Price at fair value........ocovvvvvvveeecrvennennns 3,902 6.62 3614 6.59 3,232 8.29
Price at less than fair value........oceeveennen. 5,050 0.00 5,730 0.00 5,706 0.10
EXercised.....ocoovivvinniie e isines (4,982) 2.29 (5,839) 3.32 (9,406) 428
Cancelled:
Forfeited ... e (2,590) 116 (2,266) 3.38 (4,081) 7.10
Expired .....cooveeeiieeeceice e (7.529) 9.30 (4.826) 8.59 (2.324) 979
Qutstanding at end of year ..............cooovvevevvnnen. 32921 $ 484 ___39070 $ 5.71 42,657 $ 6.28
Exercisable at end of year.......cccoevvecevvrnnene. 16,724 § 6.71 __ 23552 § 735 __20,181 § 7.17

The following table summarizes information about stock awards outstanding at Ociober 31, 2008:

Awards Exercisable |

Awards Qutstanding
Weighted-
{(Number of awards in thousands) Number of Average

Awards Remaining
Range of Exercise Prices Outstanding Contractual Life
$0.00—83.72 e 11,141 1.88
$3.75=35.02 oo 3,489 2.67
3508 —85.55 s 3,271 4.17
$5.62 - 8635 e 3,318 5.29
$6.36 - 5800 .o 6,188 6.19
SBO2—-59.00...iecce e, 1,265 5.10
8919 —F10.63 e 2,074 2.26
S10.68 83888 i 2,175 2.27
Total ..o 32,921 3.52

The following table summarizes general information as of October 31, 2008:

{Number of shares and awards in thousands)

Awards available for futire grants...........cccovieioiricr et
Shares of common stock OUISIANAINE......cocveriieieiee ettt es et eeseseas
Awards granted during the year as a percentage of outstanding common stock

In fiscal 2008 and 2007, we provided a mechanism to cure potentially adverse tax consequences under Section 409A of the Internal
Revenue Code of 1986, as amended, arising from options with incorrect measurement dates that were identified during our internal
stock option review (for a discussion of the review, see “Historical Stock-Based Compensation Practices” under Note C, “Staff
Accounting Bulletin No. 108™). This mechanism was provided to two of our executive officers in fiscal 2008 and as a tender offer to
certain of our employees in fiscal 2007. Pursuant to agreements with the two executives, in fiscal 2008, we cancelled options that had
been previously granted to acquire an aggregate of 213,000 shares of our common stack and granted new options to acquire the same
number of shares. The fiscal 2007 tender offer to certain employees resulted in 1,258,178 shares of previously granted awards being
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Weighted- Number of Weighted- !
Average Awards Average '
Exercise Price Exercisable Exercise Price '
$ 0.52 1,924  § 3.00 :
4.51 3,489 4.51
5.54 2,896 554
6.09 1,789 6.14 |
6.95 1,704 7.18 |
8.47 790 841
9.60 1,957 9.61
11.94 2175 11.94
$ 4.84 16,724 $ 6.71
Fiscal 2008 Fiscal 2007
34,641 33,714
343 408 350,610
............................... 2.6% 2.7%
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T. Stockholders’Equity (Continued)

cancelled and re-granted with a new grant date. The re-granted options have the same terms as the cancelled options other than the
new grant date.

Employee Stock Purchase Plan

We have an Employee Stock Purchase Plan (the “Purchase Plan™) under which we are authorized to issue up 1o 34.0 million shares of
our common stock to our employees who work at least 20 hours a week and more than five months a year. The maximum number of
shares that can be purchased by employees during any fiscal year is 3.0 million shares. Under the terms of the Purchase Plan, there
are two six-month offer periods per year, and employees can choose to have up to [0% of their eligible compensation withheld to
purchase our common stock at 95% of the fair market value of our common stock on the purchase date. The Purchase Plan is
considered non-compensatory under SFAS No. 123(R) and, accordingly, no stock-based compensation expense has been recorded for
issuances under the Purchase Plan.

Under the Purchase Plan, we issued 0.2 million, 0.3 million, and 0.1 million shares to employees in fiscal 2008, 2007, and 2006,
respectively. This plan will expire in July 2009 and will not be renewed.

Shares Reserved for Future Issuance

As of October 31, 2008, there were 67.6 million shares of commeon stock reserved for stock award exercises and releases, and 4.4
million shares of common stock reserved for issuances under the Purchase Plan.

U. Stock-Based Compensation

Our consolidated statements of operations include the following amounts of stock-based compensation expense in the respective
captions:

Fiscal Year Ended Qctober 31,

(In thousands) 2008 2007 2006
COSt O TEVEINUE .e.evveiierere e eteee st sss s nsesm e ss e s rsae st nsee s as s sb et e r et v renann) b 3.658 b 4,425 $ 4,096
Sales And MATKENE ........c.ooviirrireereirirrr s 10,134 9,722 11,533
Product development ... 10,363 9,965 8,226
General and adminiSITAtIVE ....c.covvvvrrvriiiiiiii et 9,663 10,204 11.147
OPETALINE EXPEMSES civtrurrararsrsrirrirrrrssssis s s s st st st rasa s s 30,160 29.891 30,906
Discontinued OpPeTatioNS.... ... s — — 263
TaX DENETTL . cocivivieiiiereeieere et e st s s s b e e bbb er s — — —
Total stock-based cCOMPENSation EXPENSE ....vveiiviviisrssiessmnensasneaeens $ 33818 $ 34,316 b 35,265

Total unrecognized stock-based compensation expense expected to be recognized over an estimated weighted-average amortization
period of 2.3 years was $68.1 million at October 31, 2008.

SFAS No. 123(R) also requires the benefits of tax deductions in excess of recognized compensation cost to be reported as a financing
cash flow, rather than as an operating cash flow as required under APB No. 25 and related interpretations. This requirement reduced
our net operating cash flows and increased our net financing cash flows by $18.5 million, $13.1 million and $15.3 million in fiscal
2008, 2007 and 2006, respectively.

Stock-based compensation expense during fiscal 2007 included $2.5 million related to the modification of certain vested stock awards
that otherwise would have expired during the period when our stock awards were not exercisable due to the delay in the filing of our
SEC financial reports in connection with our review of our historical stock-based compensation practices (“Suspension Period”). We
modified vested stock-based compensation awards held by terminated employees whose post termination exercise period was affected
by the Suspension Period, giving them 60 days to exercise their awards once the Suspension Period ended.
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U. Stock-Based Compensation {Continued)

Stock Plans

All stock-based compensation awards are issued under one of the stock award plans discussed in Note T, “Stockholders’ Equity.”
When granting stock options, we grant nonstatutory options at fair market value on the date of grant (defined as the closing price on
the day prior to the grant date). We also grant restricted stock units.

Time-Based Stock Awards

Our weighted-average assumptions used in the Black-Scholes valuation mode! for equity awards with time-based vesting provisions
granted during fiscal 2008, 2007, and 2006 are shown below:

— Fiscal Year Ended October 31,

2008 2007 2006
Expected vOIatility .....cccoooeiiireciccre ettt 37% 44% 50%
Expected dividends ......c.cooovieeevniinonnr s, ‘ 0% 0% o)
EXPECLE tEITI c.ooviiirrr ettt smere et es e s nansans 4 years 4 years 4 years
RiSK-fTee INLETESE TALE......e e er et cesisceicst e e e nenaeaase e ne s e e 29-47% 3.7-48% 43-5.1%

The expected volatility rate was estimated based on equal weighting of the historical volatility of our common stock over a four-year
period and the implied volatilities of our common stock. The expected term wus estimated based on our historical experience of
exercise, cancellation, and expiration patterns. The risk-free interest rates are based on four year U.S. Treasury STRIPS.

The pre-vesting forfeiture rate used for fiscal 2008 and 2007 was 10%, which was based on historical rates and forward-looking
factors. As required under SFAS No. 123(R), we adjust the estimated forfetture rate to our actual experience.

A summary of the time-based stock awards, which includes stock options and restricted stock units, as of October 31, 2008, and
changes during the fiscal year then ended, is as follows:

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
(In thousands) (Years) (In thousands)
Stock Awards
Outstanding at November 1, 2007 ... oo, 35969 % 5.80
Granted;
Price equal to fair market value ............coocovivnnn e 2,319 6.55
Price less than fair market value ..........cooeieveeeciecieosereesreeeeeeeeeenens 4,424 0.00
Exercised or released.. ..o (4,459) 2.44
Forfeited or expired ... oot (9.4452) 7.87
Qutstanding at Qctober 31, 2008 ... 28,401 481 34 5 40973
Exercisable at October 31, 2008 ...ttt 1697 % 6.71 34 % 3,725

The weighted-average grant-date fair value of time-based stock awards granted during fiscal 2008 was $5.05. The total intrinsic value
of awards exercised or released during fiscal 2008 was $17.7 million. As of October 31, 2008, there was $65.8 million of
unrecognized siock-based compensation cost related to time-based stock awards, That cost is expected to be recognized over a
weighted-average period of 2.3 years.
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U. Stock-Based Compensation {Continued)

A summary of time-based unvested restricted stock as of October 31, 2008, and changes during the fiscal year then ended, is as
follows:

Weighted-
Average
Grant Date
(Shares in thousands)' Shares Fair Value
Unvested Restricted Stock
Unvested at NOVEMIDET 1, 2007 ....vvreeeeeeeeeee sttt eb b s ss s am s sn b s b s b bbb s b 199 $ 7.81
GTANLEM - L — —
R0 R S OO OO O TP PP PP TIPS (101) 7.72
FOTEEIEEA ..ot e ee e tebtvabtsebtsabasatssssaaneaabeer b ea e rmseemsemeene e b oe b as b ottt eab e s Res sabesasnanenaneensaese s (5) 8.61
Unvested at October 31, 2008 ... et sesse s dsas b e s e g 93 b 1.87

As of October 31, 2008, there was $0.4 miilion of unrecognized compensation cost related to unvested restricted stock. That cost is
expected to be recognized over a weighted-average period of 0.7 years. The total fair value of time-based restricted stock that vested
during fiscal 2008 was $0.8 million.

Performance-Based and Market-Condition Awards

We have issued performance-based equity awards to certain senior executives. These awards have the potential to vest over one to
four years upon the achievement of certain specific financial performance goals, specifically related to the achievement of budgeted
revenue and operating income targets in each fisca! year. The performance-based options were granted at an exercise price equal 1o the
fair market value of our common stock on the date the option was legally granted and have a contractual life ranging from two to eight
years.

In the past, we have issued market-condition equity awards to certain senior executives the vesting of which is accelerated or
contingent upon the price of our common stock meeting certain pre-established stock price targets. After various forfeitures, currently
there are only 4 grants to two executives, totaling 109,000 options, that are still vesting. These awards will vest on the sixth
anniversary of the grant date, December 2009, if the market-condition is not previously achieved. The market-condition options were
granted at an exercise price equal to the fair market value of our common stock on the date of the grant and have a contractual life of
eight years. No market-condition awards were granted during fiscal 2008.

The fair value of each performance-based option was estimated on the grant date using the Black-Scholes option valuation model
without consideration of the performance measures or market conditions. The inputs for expected volatility, expected term, expected
dividends, and risk-free interest rate used in estimating the fair value of performance-based awards.in fiscal 2008 are the same as those
noted above under time-based stock awards.

A summary of the performance-based and market-condition options and restricted stock units as of October 31, 2008, and changes
during the fiscal 'year then ended, is as follows:

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
(In thousands) (Years) {In thousands)
Stock Awards
Qutstanding at November 1, 2007 ..., 2471 % 4.16
Fair value determined during year.......c...ocooevvmeniniiinesniis e 271 7.09
Granted:
Price equal to fair market value ... 792 6.71
Price less than fair market value......ccooeeeviicniieeeecee 484 6.00
Exercised or released...........oivvviniimeisicsiceinnn s (524) 0.99
Forfeited or eXpired.....oocviiciniicrmerececcessc e (770} 6.03
Qutstanding at October 31, 2008 ...t 2,724 453 39 3 4,457
Exercisable at October 31, 2008 .......ooiovvioreieriiee e eessssae e 328 § 6.76 34 3 —
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U. Stock-Based Compensation (Continued)

The weighted-average grant-date fair value of awards granted during fiscal 2008 was $3.93. The total intrinsic value of stock awards
exercised or released during fiscal 2008 was $3.0 million. As of October 31, 2008, there was $1.9 million of unrecognized
compensation cost related to performance-based and market-condition awards. That cost is expected to be recognized ratably overa
one to two year period.

As of October 31, 2008, there were 1.4 million stock awards that have been legally granted and remain outstanding but have not yet
been valued because all of the conditions necessary to establish the grant date for SFAS No. 123(R) purposes have not yet occurred.
The grant date of these stock awards will not occur until budgets are approved by our Board of Directors for the respective years
specified in the performance targets.

A status of the unvested, performance-based and market-condition restricted stock as of October 31, 2008, and changes during the
fiscal year then ended, is as follows:

Weighted-
Average
Grant Date
(Shares in thousands) Shares Fair Value
Unvested Restricted Stock
Unvested at November 1, 2007 (fair value determingd) ...cooooovievieeeiieeiiri it se e 229 ] 6.87
GIANLEA . ...1ees ettt et et crts st s e s easae s tesseens sabesae e e be e s s aass s at s 2t e taeeemseeneen —eabasasssbesameemnenes - —
VESTEA ..ot r et e b e et e a et (102) 6.72
FOTTRITEA ..ot er et e ea et e r e r st r e et ea e et e se et e sateee e e e s e ae et aese st et e e e eeeenens (30) 7.16
Unvested at October 31, 2008......cu et eeessee e e e s e e eeeenetaestt e e et neneneeeneanee 97 $ 7.41

As of October 31, 2008, there was no unrecognized stock-based compensation cost related to unvested, performance-based and
market-condition restricted stock. All expense for unvested awards was recognized over the fiscal 2008 service period. The awards
will be released during the first quarter of fiscal 2009.

V. Employee Savings and Retirement Plans

We adopted a 401(k) savings and retirement plan in December 1986. The plan covers all of our U.S. employees who are 21 years of
age or older who are scheduled to complete 1,000 hours of service during any consecutive 12-month period. Our 401(k) savings and
retirement plan allows us to contribute an amount equal to 100% of each employee’s contribution up to the higher of 4% of the
employee’s compensation or the maximum contribution allowed by tax laws. We made matching contributions on our 401(k) savings
and retirement plan and other retirement plans of $15.3 million, $20.5 million, and $20.6 million, in fiscal 2008, 2007, and 2006,
respectively.

In fiscal 2007, we adopted SFAS No. 158, “Employers” Accounting for Defined Benefit Pension and Other Post retirement Plans, an
amendment of SFAS Nos. 87, 88, 106, and 132(R)” (*SFAS No. 158”). This staternent required us to recognize, in our balance sheet,
the under-funded status of our defined benefit pension plans sponsored by our subsidiaries, This was measured as the present value of
the benefit obligation since the assets we have designated to fund the pension obligation do not qualify as plan assets in accordance
with SFAS No. 87. The recognition of the SFAS No. 87 transition obligation of $0.7 million and the actuarial gain of $2.1 million was
offset with an adjustment to accumulated other comprehensive income in sharehclders’ equity. SFAS No. 158 did not change how
post-retirement benefits are accounted for and reported in the statements of operations.

The defined benefit pension plan sponsored by one of our German subsidiaries covers 94 current employees and 205 former
employees or retirees as of October 31, 2008. The plan was closed to new members as of November 2004. Actuarial gains or losses
are being amortized over a 20.5 year period, and the amortization charges are included within the overall net periodic pension costs,
which are charged to the statements of operations.
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V. Employee Savings and Retirement Plans (Continued)

Other plan information is as follows:

{In thousands) Fiscal 2008 Fiscal 2007 __Fiscal 2006
Change in benefit obligation
Benefit obligation at beginning of fiscal year ..o Y 13,204 $ 12,001 $ 12,217
Service cost.......... et eeeeeeeneaeaeteb e A rar s oAt e e e enen e e e Ry ee et ot n e e e b e b et eh e E s n ey 610 814 857
TEHEEIEST COSTvviviarerereerriereeseeeetesteseteneeannrereeesreresrartsa gt eanmsmsmesnnseon et et st abe st e saarans 692 646 539
Actuarial (2ai0) L08S...oiveriiic (2,617) (2,801) (1,299)
Benefits PAI ...........oiiriiire e s (29) (an )]
Foreign eXChange ... (1326} 2,561 {306)
Benefit obligation at end of fiscal Year ..., by 10534 § 13204 §F__ 12.00]
Funded status (beniefit obligation)... ... $ (10,534) § (13,204) % (12,001)
Unrecognized net actuarial (Zain} 108S...........coiiiinnin e — — 620
Unrecognized net oblIZation ..o — s 640
Accrued BENEIIT COSL......uvieeaerererereeeeeeeeteeaesetsieteneneses s sotsaens s sssanaes Y (10,534 3 (13204) 3§ (10,741)
Components of accumulated other comprehensive income
SFAS No. 87 transition oBIZALION ........covvrereecei e sr e s $ (5400 § (691)
ACHUACIAL AN c.vivvirecerecreeriae vt 4183 2,100
Total recognized in accumulated other comprehensive INCOME ...overrenenens 3 3,643 A 1,409

Fiscal Year Ended October 31,

\ 2008 - 2007
(Dollars in thousands}

Weighted-average assumptions

D ESCOUIE FAUE coevuiereiveesreeeensssssessesssassrmmeeseseamesssmeeeeesbesssabate s ot srt et hR e e T 1A 0t e srsmameannsnesssbbmasansnssrebebssaean 6.3% 5.5%
Rate OF SAIATY IMETEASE ....o.vurviieirieiei et e st em st s b st bbb 3.0% 3.0%
POSt-retirement PENSION iNCIEASES ...oviuiiiisisiesnt v sr s ettt s et s 2.0% 2.0%
Net PEHOAIC PENSION COSL.... e it st bt hY 1,012 $ 1,415

The amount of accumulated other comprehensive income that is expected to be amortized in fiscal 2009 is approximately $158
thousand. Estimated benefit payments for fiscal 2009, 2010, 2011, 2012, 2013 and thereafter are £37 thousand, $37 thousand, $42
thousand, $46 thousand, $93 thousand, and $790 thousand, respectively. At October 31, 2008, we had assets valued at $13.0 million
designated to fund the German pension obligation, which do not qualify as plan assets in accordance with SFAS No. 87.

We also have other retirement plans in certain foreign countries in which we employ personnel. Each plan is consistent with local laws
and business practices.
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W, Income (Loss) Per Share Attributable to Common Stockholders

The following table reconciles the numerators and denominators of the earnings per share calculation for fiscal 2008, 2007, and 2006:

Fiscal Year Ended October 31,

{In thousands, except per share data) 3008 2007

Basic income from continuing operations per share computation:

{Loss) income from continUing OPerations ..........ocoeevveeeeeeemeeceeeeeeereervsresreeseeseens 5 (12,339) § (26,276)
Dividends on Series B Preferred Stock........ocvieeienrnii e — —
Allocation of earnings to stockholders of Series B Preferred Stock ............cceeeeeee. — —

{Loss) income attributable to common stockholders........c.occoooceviccinnne. b (12,339) § (26276) § 4,332
Weighted-average common shares outstanding, excluding unvested
FESHACTEA STOCK 1oerieeiiiiiie ittt ceeee e et e e ettt s s st e ee e eeeeeeeeeeeneesevateressseeeemenees : 350,207 347,552
Basic (loss) income from continuing operations per share attributable to
coMMON SIOCKNOMETS...ovvvivice ettt ettt 3 004y $ {0.08)
Diluted income from continuing operations per share computation:

(Loss) income from cOntinUIng OPerations .......cocovveeemiecuieeieeeiririsssessesesssseserseens 3 (12,339) § {26,276)
Dividends on Series B Preferred StocK ... cesrsnnens — —
Allocation of earnings to the holders of Series B Preferred Stock.........ccoccovevnenie — —

Diluted (loss) income from continuing operations attributable

to common StOCKhOIARIS .. ..voveieeceee e § (12,339 $__ (26,276)

Weighted-average common shares outstanding, excluding unvested restricted
SEOCK .ot eeemn oottt etk et st r bbbt et r s gas et en s e 350,207 347,552
Incremental shares attributable to the assumed exercise of outstanding

s 4332

options, unvested restricted stock, and other stock plans...........ccoooeviieveernnne.

Total adjusted weighted average common shares.........ccccecocviveieiiiiereeene. 350,207 347,552
Diluted {loss) income from continuing operations per share
attributable to common stockholders ... 3 {004) § (0.08)

In the calculation of diluted earnings per share, 43.8 million shares of common stock in fiscal 2008 and 52.1 million shares of
common stock in fiscal 2007 and 2006, attributable to the assumed conversion of the Debentures, were excluded from the calculation
in all presented periods as their effect would have been anti-dilutive. Incremental shares attributable to the assumed conversion of
Series B Preferred Stock have been excluded from the caleulation of diluted carings per share in fiscal 2006 as their effect would

have been anti-dilutive.

Incremental shares attributable to options with exercise prices that were at or greater than the average market price (“out of the
money”") at October 31, 2008, 2007, and 2006 were also excluded from the calculation of diluted earnings per share as their effect
would have been antidilutive. At October 31, 2008, 2007, and 2006, there were 16,145,801, 19,186,638, and 21,521,748, out of the
money options, respectively, that had been excluded. Incremental shares of 1,450,136 and 2,279,173 attributable to the assumed
exercise of outstanding in-the-money stock awards were not included in the calculation of diluted loss per share for fiscal 2008 and

2007, respectively, as their effect would have been anti-dilutive due to the loss in those periods.

X. Comprehensive Income

Our accumulated other comprehensive (loss) income is comprised of the following:

Fiscal Year Ended October 31,

(In thousands) 2008

Net unrealized (10S5) 22N 0N INVESMENES ........ocvvverirerieiiiiii s s seesaeseene st e se s e sreresss b $ (2,784)

Pension ACIHAIIAL SAIN ..ottt sttt et b ket ettt e e e eens 4,183

Pension transition oblIZation............c..c.oi et v rar s r e (540)

Cumulative translation adjuStMENt.........cuiiiecoreerireerteeere it e et e sre s esasseseresssraseserese (17.988)
Total accumulated other comprehensive (1058) INCOMIE .o.viiivecceceveceireeeree e ee e 5 (17,129)
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X. Comprehensive' Income {Continued)

Changes to accumulated other comprehensive (loss) income are as follows:

Fiscal Year Ended October 31,

(In thousands) 2008 2007 2006
Total change in gross unrealized (loss) gain on investments during the year.... § (9,631) § 2,961 3 3.558
Adjustment for net realized gains on investments included in net
INCOME (1OSS) «.vieremireeerarereeerieareree e eeeemara i s s s e s ba bbb 6.029 1.424 495
Net unrealized (foss) gain on NVESHMENIS ...cccovvveerivirirerreseeee e (3,602) 4385 4,053
Minimum pension Hability ... — — 633
Pension adjuStmMEnt w......c.viveriiieeres e ettt st 2,234 1,409 —
Cumulative translation adjustments ...........occcoooeiiinini e, (52,859) 17,224 1,950
Other comprehensive (1088) INCOME ......oovvrreirniiniccerecceecececiiiisiians $ (54227) % 23,018 3 6,636

The components of accumulated other comprehensive (loss) income were not tax affected due to the fact that the related deferred tax
assets were fully reserved at October 31, 2008, 2007, and 2006, respectively. Cumulative translation adjustments of $52.9 million

reflected the strengthening of the U.S. dollar during fiscal 2008 compared to other currencies.

Y. Related Party Transactions

During fiscal 2008, 2007, and 2006, we received consulting services from J.D. Robinson Incorporated. Mr. Robinson, currently on our
Board of Directors, is also Chairman and Chief Executive Officer and the sole shareholder of J.D. Robinson Incorporated. The
agreement provides for payments of $0.2 million per year for these services. In each of fiscal 2008, 2007, and 2006, services in the

amount of $0.2 million were provided by J.D. Robinson.

Z. Segment Information

We operate and report our financial results in four business unit segments based on information solution categories. The segments are:

» Open Platform Solutions

- Identity and Security Management
» Systems and Resource Management
+ Workgroup

Our performance is evaluated by our Chief Executive Officer and our other chief decision makers based on reviewing revenue and
operating income (loss) information for each segment. The business unit segments sell both our software and services. These offerings

are sold directly to end-users and through OEMs, reseliers, and distributors who sell to dealers and end-users.

Novell Annual Report 2008

109




NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Z. Segment Information (Continued)

Operating results by segment are as follows:

. Fiscal 2008
Operating
(In thousands) __Net Revenue Gross Profit Income (Loss)
Open Platform SOIMIONS ..........cooviiieirere st $ 154,858 3 112,650 $ 52,862
Identity and Security Management ........cccococvvvvrorermnmrmiminssssceceeeseeenereenssnensens 193,990 113,917 68,346
Systems and Resource Management.........ccccvvvenvevrinneniessiessrsrssseresssssens 193,221 159,929 116,885
WOTKETOUD .ottt st set b et e e e e sme b e b 414,444 345,270 305,887
Common unallocated OpPerating COSIS ........covvevtrireierinnereser e esearereesereernenn, _ — (12.877) (539.204)
Total per statements 0f OPETAtIONS.....o.vvvirrerrr e v esrssesesesrsnsererennen B 936,513 3 718,389 3 4,776
Fiscal 2007
Operating
(In thousands) __Net Revenue Gross Profit Income (1.055)
Open Platform SOIUtIONS........covvveivivreeee ettt s st ees s 5 119,859 $ 80,921 $ 28,142
1dentity and Security Management ..o sevenenn, 204,680 104,973 44,555
Systems and Resource Management..........cccoerniiniencene et 175,616 142,752 106,450
W OTKBIOUP ...everee ettt bttt e s bbb b ememca e b et e ne e e reema s bbb 432,344 353,132 304,331
Common unallocated OPerating COSTS oo et ta e, — (9.533) (539.286)
Total per statements 0f OPErAtIONS.......occevvreciiiiieiiimeeee e, 3 932,499 § 672,245 3 (55,768)
Fiscal 2006
Qperating
(In thousands) __Net Revenue Gross Profit Income {Loss)
Open Platform Solutions.........ovvie e e, S 73461 ) 43,604 S (1,698)
Identity and Security Management ..........cc.ooovvermorrerererivs e erssnsases 209,889 102,381 47,758
Systemns and Resource Management........cocoieviniiiiniinnnnenieenvscsincc e, 174,233 142,046 116,526
W OTKEZIOUP oottt et bbb, 457,534 357,238 311,684
BUSINESs CONSUILINE . ..ocooiriiriiiriisieniseereeee e e e s it s v e eemsee e meseee e eneeeeaeans 4,214 1,749 1,749
Common unailocated Operating CoSts ...t — (8.699) (518.213)
Total per statements of OPErations...........ocoooeeoiiniinii s 919,331 3 638,319 3 (42,194)

Common unallocated operating costs include corporate services common to all segments such as sales and marketing, general and
administrative costs, stock-based compensation expense, acquisition-related intangible asset amortization, acquisition-related
integration expenses, restructuring expenses, impairments, purchased in-process research and development, and certain litigation
settlement income or expenses. QOur chief decision makers monitor all common unaliocated operating costs closely but not in the
context of our business unit segment reporting.
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NOVELL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Z. Segment Information {(Continued)

Geographic Inform&n'on
Our revenue is genérated from all parts of the world. No one foreign country accounted for more than 10% of total revenue in any
period. For purposes of the table below we have grouped our revenue as follows:

« US.

+ Rest of Americas — includes Canada and South America

* EMEA + includes Eastern and Western Europe, Middle East, and Africa

» Asia Pacific — includes China, Southeast Asia, Australia, New Zealand, Japan and India

Fiscal Year Ended October 31,

(In thousands) 2008 2007 2006

Net revenue:
0 T OO SO PSR RU OO PPPPPPP, $ 461,400 $ 467,132 $ 465,228
RESE OF AINETICAS ...ooeooeoeetisieissisesssessssisseesrener s erssrissaesenessnreensnessansesaseess 70,534 73,001 71,212
EMEA ..ot et eetba e s aa b s s s re e e a s ne e e r e s s ae e tata s nnn s s 343,255 312,798 297,937
ASIB PACITIC 1o ettt es st et vaasaabs b s et e s e sna e st e snaneaneeaesnenen 81,324 79,568 84.954

TOUAl MOt FEVEIIUE 1. v et eeeereeeeeeeeeeseseteessesnesasssssesssrsssssssssennrsnss B 956,513 3 932,499 b 919,331

Long-lived assets at fiscal year end:

L OO OO YUY OT S OSSR $ 479339 § 428450 $ 386,494
RESt Of AMEIICAS ..eeiovevreeiret e e e e ettt et esans s te s s eams s s e nnrneeennnreessarnne 291,017 172,901 200,007
EMEA ............. SO O TR O TS U T PRO 49,754 47,758 57,704
ASIA PACITIC .ottt 5277 6916 7,247

Total long-lived assets at fiscal year end..........coveoeeeiiii 8 825,387 b 656,025 $ 651,452

Reconciliation of long-lived assets to total assets is as follows:

Fiscal Year Ended October 31,
(In thousands) 2008 2007

LONEZ-HVED BSSEES ....eeeree e cresenrereesesesecsecctcecssssesmamassres s bbb bbb e bbb b snsn e e $ 825,387 $ 656,025
OLhEr LONZ-TETTN BESEES 1vevvrverrererrerrereetereriei st seeierescem e e e ameaeeteteit b s sesms s Rt s b e se e e s b e se e s nr e a s r b amsme s enes 58,270 44,033
Current assets........ et eeebeieeseererereireetsisEerrareeTRte ae s et i st eEeeEe it eReeatenebe Lt iR E RS e R e e v 1,385,692 2,154,336

10171 1, 1= OO U O SO U TP PO § 2269349 § 2,854,394

In fiscal 2008, 2007, and 2006, sales to international customers were $495.1 million, $465.4 million, and $454.1 million, respectively.
In fiscal 2008, 2007, and 2006, revenue in EMEA accounted for 69%, 67%, and 66%, of our total international revenue, respectively.
There were no customers who accounted for more than 10% of revenue in any period.
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NOVELL, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

AA. Executive Termination Benefits

During fiscal 2006, our former Chief Executive Officer and Chief Financial Officer were terminated by our Board of Directors. They
received benefits pursuant to their respective severance agreements totaling $9.4 million, of which approximately $2.7 million related
to stock-based compensation and $6.7 million related to severance and other benefits.

AB. Redeemable Preferred Stock

On March 23, 2004, we entered into a definitive agreement with IBM in connection with IBM’s previously announced $50.0 million
investment in us, The primary terms of the investment were negotiated in November 2003 and involved the purchase by IBM of
1,000 shares of our Series B redeemable preferred stock (“Series B Preferred Stock™) that are convertible into 8 million shares of our
common stock at a conversion price of $6.25 per common share. The Series B Preferred Stock was entitled to a dividend of 2% per
annum, payable quarterly in cash. Dividends on the Series B Preferred Stock during fiscal 2006 amounted to $0.2 miltion.

On November 10, 2006, IBM converted the remaining 187 outstanding shares of our Series B Preferred Stock into 1.5 million shares
of our common stock.

AC. Subsequent Event
On November 13, 2008, we completed the previously announced acquisition of Managed Object Solutions, Inc. (“Managed Objects™),
for approximately $45 million in cash. Managed Objects is a provider of business service management software and will extend our

portfolio of data center solutions by adding tools to provide a unified view of all information and workloads. Managed Objects will
become part of our Systems and Resource Management business unit segment.
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i NOVELL, INC.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Novell, Inc.:

In our opinion, 1;he| consolidated financial statements listed in the index appearing under Item 15 (a)(1) present fairly, in all material
respects, the finandial position of Novell, Inc. and its subsidiaries at Qctober 31, 2008 and 2007, and the results of their operations and
their cash flows for each of the three years in the period ended October 31, 2008 in conformity with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the index appearing
under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of October 31, 2008, based on criteria established in /nternal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible for
these financial statements and financial statement schedule, for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in Management’s Annual Report on Internal
Control over Finarncial Reporting appearing under Item 9A. Our responsibility is to express opinions on these financial statements, the
financial statement schedule and on the Company’s internat control over financial reporting based on our integrated audits. We
conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note O to the consolidated financial statements, the Company changed the manner in which it accounts for
conditional asset retirement obligation in fiscal 2006. As discussed in Note K to the consolidated financial statements, the Company
changed the manner in which it accounts for unrecognized tax benefits in fiscal 2008.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting; and the preparation of financial statements for external purposes in accordance with generally acceptediaccounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.
f

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

As described in Management’s Annual Report on Internal Control over Financial Reporting, management has excluded PlateSpin
ULC, from its assessment of internal control over financial reporting as of October 31, 2008 because of its acquisition in fiscal 2008.
We have also excluded PlateSpin ULC, from our audit of internal control over financial reporting, PlateSpin ULC is a wholly-owned
subsidiary whose total assets and total revenues represent 1% and 2%, respectively, of the related consolidated financial statement
amounts as of and for the year ended October 31, 2008.

/s/ PRICEWATERHOUSECOOPERS LLP

Boston, Massachusetts
December 23, 2008
t
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NOVELL, INC,
SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA

(In thousands, except per share data)

Fiscal Year Ended October 31, 2008

INEETEVENUE ..coveeceerevcriesenieiess e e erssrasbasbasess e besesnensnsanns
Gross profit
Income (loss) from continuing operations before taxes............
Income (loss) from continuing operations
Net income (loss)
Income (loss) from continuing operations per share, basic.......
Income (loss) from continuing operations per share, diluted....
Net income (foss) per common share, basic.......covvvveecncininns
Net income (loss} per common share, diluted...........coeureenenee.
Fiscal Year Ended October 31, 2007

NET FEVEIUE ..ottt eaees
Gross profit

(Loss) income from continuing operations before taxes...........

Loss from continuing OPerations..........ueeeeevemneesceessesvernseenens
Net loss
Loss from continuing operations per share, basic..........oovuvene
Loss from continuing operations per share, diluted..................
Net loss per common share, basic.........o.ovvcivivecreceeeesicieneeeen,
Net loss per common share, diluted

Unaudited
First second Third Fourth
Quarter __Quarter Quarter Quarter Fiscal Year
$ 230,926 § 235666 § 245,185 § 244,736 § 956,513
172,387 174,558 185,015 186,889 718,889
25,637 19,519 (7,805) (14,473) 22,878
14,684 5,866 (15,125) (17,764) (12,339)
16,805 5,866 (15,125) (16,291) (8,745)
$ 004 S 002 S$ (004 $ (005 $ (0.04)
b3 004 § 002 % (004 3 (0.05) % (0.04)
$ 005 $ 002 $ (0.04) $ (0.05) $ (0.02)
$ 005 $ 002 $ (0.04) $ (0.05) $ (0.02)
$ 21838 5 232387 § 236,790 $ 244936 $ 932,499
153,939 167,817 170,267 180,222 672,245
(2,583) 12,014 5,338 3,646 8415
(12,169) (1,312) (3,632) (9,163) (26,276)
(19,945) (2,388) (3,679) (17,948) (44,460}
$ (0.04) § (0.00) $ (0.01) $ (0.03) $ (0.08)
£ 004 $ 000y $ (001 & (003 § (0.08)
5 (0.06) $ (0.01) % 0.0y % (0.05) § (0.13)
$ (006 $ (001) $ (00 $ (005 $ (0.13)

Item Y. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A, Controls and Procedures

Effectiveness of Disclosure Controls and Procedures.

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this report. Based on that evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that our disclosure controls and procedures as of the end of the period covered by this

report were effective such that the information required to be disclosed by us in reports filed under the Securities Exchange Act of

1934, as amended (“Exchange Act”) is (i) recorded, proces

SEC’s rules and forms and (ii) accumulated and communicated to our management, including our Chief Executive Officer and Chief

sed, summarized and reported within the time periods specified in the

Financial Officer, as appropriate to allow timely decisions regarding disclosure. A controls system cannot provide absolute assurance,

however, that the objectives of the controls system are met

. and no evaluation of controls can provide absolute assurance that all

control issues and instances of fraud, if any, within a company have been detected.
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NOVELL, INC.
CONTROLS AND PROCEDURES (Contlnued)

Management’s Annual Report on Internal Control over Financial Reporting.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control
over financial reporting is defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act as a process designed by, or under the
supervision of, our Chief Executive Officer and Chief Financial Officer and effected by our Board of Directors, management and
other personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles and includes those policies and
procedures that:

+ pertain to the maintenance of records that in reasonable detail accurately and fairly reflect transactions and dispositions of
our assets;

« provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that our receipts and expenditures are being made only in
accordance with authorizations of our management and directors; and

* provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
our assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Our management assessed the effectiveness of our internal control over financial reporting as of October 31, 2008 using the criteria set
forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Intemal Control-Integrated Framework.
Our assessment excludes PlateSpin ULC, which we acquired on March 26, 2008. The total assets and net revenues of PlateSpin ULC
represent fess than 1% and 2%, respectively, of our consolidated total assets and net revenues as of and for the year ended October 31,
2008, Based on this assessment using those criteria, our management concluded that, as of October 31, 2008, our internal control over
financial reporting was effective. The effectiveness of our internal contro!l over financial reporting as of October 31, 2008 has been
audited by PricewaterhouseCoopers LLP, our independent registered public accounting firm, as stated in their report, which appears
under [tem 8.

Changes in Internal Control Over Financial Reporting.

None

Item 9B. Other Information

None
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NOVELL, INC.
Part Il

Item 10. Directors, Executive Officers and Corporate Governance

Information about our Directors is incorporated by reference to the information contained in the section of our 2009 Proxy Statement
captioned “Election of Directors.” Information about compliance with Section 16(a} of the Exchange Act is incorporated by reference
to the information contained in the section of our 2009 Proxy Statement captioned “Section 16(a) Beneficial Ownership Reportmg
Compliance.”

Information about our Code of Business Ethics governing our employees, including our Chief Executive Officer and our Chief
Financial Officer and Principal Accounting Officer, and the Non-Employee Director Code of Ethics governing our Directors, is
incorporated by reference to the information contained in the section of our 2009 Proxy Statement captioned “Corporate Governance
— Codes of Ethics.” Information regarding the procedures by which our stockholdérs may recommend nominees to our Board of
Directors is incorporated by reference to the information contained in the section of our 2009 Proxy Statement captioned “Corporate
Governance — Director Nominations.”

Information about our Audit Committee, including the members of the Audit Committee and our Audit Committee financial experts,
is incorporated by reference to the information contained in the section of our 2009 Proxy Statement captioned “Corporate
Governance -~ Board Committees.” The balance of the information requ1red by this item is contained in the discussion entitled
Executive Officers of the Registrant in Part I of this Form 10-K.

Cur Code of Business Ethics meets the definition of “code of ethics” under the rules and regulations of the SEC and is posted on our
website at Attp.//www.novell.com/company/ir/cg/ through the Corporate Governance page.

Item 11, Executive Compensation

The information required by Item 11 of Form 10-K is incorporated by reference to the information contained in the section of our

2009 Proxy Statement captioned “Executive Compensation.”
|

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

The information required by Item 12 of Form 10-K is incorporated by reference to the information contained in the sections of our
2009 Proxy Statement captioned “Share Ownership by Principal Stockholders, Directors and Management” and “Share Ownership by
Principal Stockholders, Directors and Management — Equity Compensation Plan Information.”

Item 13. Certain Relationships and Related Transactions and Director Independence

The information required by Htem 13 of Form 10-K is incorporated by reference to the information contained in the sections of our
2009 Proxy Statement captioned “Corporate Governance — Related Person Transactions Policy and Procedures,” “Corporate
Governance — Transaction with Related Person,” and “Corporate Governance — Board of Directors and Director Independence.”

Item 14. Principal Accountant Fees and Services

The information required by Item 14 of Form 10-K is incorporated by reference to the information contained in the section of our
2009 Proxy Statement captioned “Information About Our Independent Registered Public Accounting Firm.”
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NOVELL, INC.
PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) (1.) Financial Statements:
The following documents are filed as a part of this Annual Report on Form 10-K for Novell, Inc.:

Consolidated Statements of Operations for the fiscal years ended October 31, 2008, October 31, 2007 and October 31, 2006.
Consolidated Balance Sheets at October 31, 2008 and QOctober 31, 2007.

Consolidated Statements of Stockholders’ Equity for the ﬁscgl years ended October 31, 2008, October 31, 2007 and October 31, 2006.
Consolidated Statements of Cash Flows for the fiscal years ended October 31, 2008, October 31, 2007 and October 31, 2006.

Notes to Consolidated Financial Statements.

Report of PricewaterhouseCoopers LLP, Independent Registered Public Accounting Firm,

(2.) Financial Statement Schedules:

The following consclidated financial statement schedule is included on page 120 of this Form 10-K:

Schedule H — Valuation and Qualifying Accounts

Schedules other than that listed above are omitted because they are not required, not applicable or because the required information is
shown in the consolidated financial statements or notes thereto.

(3.) Exhibits:

A list of the exhibits required to be filed as part of this report is set forth in the Exhibit Index on page 121 of this Form 10-K, which
immediately precedes such exhibits, and is incorporated herein by reference.

(b) Exhibits
See Item 15(a)(3).
{c) Financial Statement Schedules

See Item 15(a)(2).
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NOVELL, INC.

SIGNATURES

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

Novell, Inc.
(Registrant)

By: /s/ RONALD W. HOVSEPIAN
Ronald W. Hovsepian,
President and Chief Executive Officer

Date: December 23, 2008
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NOVELL, INC.

SIGNATURES

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.

Name
/s/ RONALD W. HOVSEPIAN

Ronald W. Hovsepian

/s/ DANA C. RUSSELL

Dana C. Russell

/s/ ALBERT AIELLO

Albert Aiello

/s/ FRED CORRADO

Fred Corrado

/s/ RICHARD L. CRANDALL

Richard L. Crandall

/s/ PATRICK S. JONES

Patrick S. Jones

/s/ CLAUDINE B. MALONE

Claudine B. Malone

/s/ RICHARD L. NOLAN

Richard L. Nolan

/s/ THOMAS G. PLASKETT

Thomas G. Plaskett

/s/ JOHN W. PODUSKA, SR.

John W, Poduska, Sr.

/st JAMES D. ROBINSON, III

James D. Robinson, III

/s/ KATHY BRITTAIN WHITE

Kathy Brittain White
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Title

President and Chief Executive Officer

(Principal Executive Officer)

Senior Vice President and Chief Financial

Officer (Principal Financial and
Accounting Officer)

Director

Director

Director

Director

Director

Director

Director

Director

Director

Director

Date
December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008

December 23, 2008
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Additions

Balance at Charged to
Beginning Return

(In thousands) of Period Allowances

Fiscal year ended

QOctober 31,2006 ... 3 16,638 § 1,202

October 31, 2007 ... - ¥ 5574 8 1,385

October 31, 2008 ....coccvrreee. 3 3,897 % 1,920

NOVELL, INC.

Accounts Receivable Allowance

Additions

Deductions
Charged to Additions from
Bad Debt from Return
Allowances Acquisition Allowinces
3 51 % 320 § 7,103
$ 7% 8 45 3 2,723
$ 266 % 43 3 1,760

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Deductions
from Bad Deductions Balance
Debt From at End
Allowances Disposition of Period |
b 1,273 % 4261 $ 5,574
b 463§ — % 3,897 !
$ 687 5 — 3 3,679
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NOVELL, INC.

EXHIBIT INDEX
|
Exhibit
Number : Description
3l Certificate of Incorporation. (1) {(Exhibit 3.1)
3.2 By-Laws, as amended and restated April 10, 2007. (2) (Exhibit 3.2)
4.1 Reference is made to Exhibit 3.1
i 42 Form of certificate representing the shares of Novell common stock. (3) (Exhibit 4.3}
4.3 Indenture dated as of July 2, 2004 between the Registrant and Wells Fargo Bank, National Association, as Trustee, (4)
(Exhibit 4.1)
4.4 First Supplemental Indenture dated as of November 9, 2006 between the Registrant and Wells Fargo Bank, National

Association, as Trustee. (5) (Exhibit 99.2)

10.1 Registration Rights Agreement dated July 2, 2004 between the Registrant and Citigroup Global Markets Inc., for itself and
on behalf of certain purchasers. (4) (Exhibit 10.1}

10.2* Novell, Inc. 1989 Employee Stock Purchase Plan (As Amended April 17, 2001). (6) (Exhibit 4.1)

10.3* Novell, Ine. 1991 Stock Plan (As Amended April 12, 1995). (7) (Exhibit 4.1)

10.4* Novell, Ine. 2000 Stock Plan (As Amended April 3, 2003 and May 13, 2008). (17) (Exhibit 10.1)

10.5* Novell, Inc. Nonstatutory 2000 Stock Option Plan, (8) (Exhibit 4.1)

10.6* Novell, Inc. Stock Option Plan for Non-Employee Directors (As Amended January 12, 1996). {(9) (Exhibit 4.1)
10.7* Noye]l, Inc./SilverStream Software, Inc. Amended and Restated 1997 Stock Incentive Plan. (10} (Exhibit 4.2)
10.8*  Novell, Inc./SilverStream Software, Inc. 2001 Stock Incentive Plan. (10) (Exhibit 4.3)

10.9* Novell Inc./SilverStream Software, Inc./Bondi Software Inc. Employee Stock Option Plan, As Amended, Effective
November 1, 1999. {10) (Exhibit 4.5)

10.10*  Novell, Inc. Stock Based Deferred Compensation Plan Effective as of April 1, 2003. (11) (Appendix E)

10.11*  Novell, Inc. Stock-Based Deferred Compensation Plan -- Stock Purchase Assistance Subplan, Effective as of October 14,
2004. (12) (Exhibit 10.13)

10.12*  Severance Agreement dated as of May 29, 2003 between the Registrant and Ronald W. Hovsepian. (13) (Exhibit 10.17)

10.13*  Amendment 2005-1 to Severance Agreement dated as of October 31, 2005 between the Registrant and Ronald W,
Hovsepian. (14) (Exhibit 10.18)

10.14*  Severance Agreement dated as of March 25, 2003 between the Registrant and Joseph A. LaSala, Jr. (13) (Exhibit 10.18)
10.15*  Severance Agreement dated as of October 3, 2005 between the Registrant and Thomas M. Francese. (14) (Exhibit 10.22)
10.16*  Severance Agreement dated as of November 28, 2005 between the Registrant and Jeftfrey M. Jaffe. (14) (Exhibit 10.23)
10.17*  Severance Agreement dated as of April 24, 2007 between the Registrant and Dana C. Russell. (15} (Exhibit 10.1)

10.18*  Novell, Inc. Non-Employee Director Remuneration and Expense Reimbursement Summary, (17) (Exhibit 10.2)

10.19*  Stock Option Amendment Agreement dated as of January 10, 2008 between the Registrant and Dana C. Russell. (17)
(Exhibit 10.3)

10.20*  Novell, Inc. Deferred Compensation Plan (As Amended and Restated as of November 1, 1999) and Amendments Thereto.
(12) (Exhibit 10.23)

10.21*  Offer letter dated and countersigned May 27, 2003 between the Registrant and Ronald W. Hovsepian. (16) (Exhibit 10.28)

10.22%  Offer letter dated August 31, 2005 and countersigned September 2, 2005 between the Registrant and Thomas M. Francese.
(16) (Exhibit 10.30)

10.23*  Letter of Understanding dated August 1, 2006 between the Registrant and Thomas M. Francese. (16) (Exhibit 10.31)
10.24*  Offer letter dated and countersigned November 7, 2005 between the Registrant and Jeffrey M. Jaffe. (16) (Exhibit 10.32)
10.25*  Novell, Inc. 2008 Annual Bonus Program for Executives. (18)
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NOVELL, INC.
EXHIBIT INDEX (Continued)

10.26*%  Separation of Employment and General Release Agreement dated August 1, 2008 between the Registrant and Thomas M.

10.27

10.28

10.29

10.30

21

23.1
311
31.2
321
322

(D

@

(3)

(4

()

(6)

M

8)

&)

(10)

(11)

(12)

Francese. {(19) (Exhibit 10.1)

Second Amended and Restated Technical Collaboration Agreement effective November 2, 2006 between the Registrant and
Microsoft Corporation. (16)(20) (Exhibit 10.33)

First Amended and Restated Business Collaboration Agreement effective November 2, 2006 between the Registrant and
Microsoft Corporation. (16)(20) (Exhibit 10.34)

Patent Coopetation Agreement effective November 2, 2006 between the Registrant and Microsoft Corporation. (16)(20)
{(Exhibit 10.35)

Side Letter Agreement, dated November 7, 2006, to the Patent Cooperation Agreement between the Registrant and
Microsoft Corporation. (16) (Exhibit 10.36)

Subsidiaries of the Registrant. (21)

Consent of PricewaterhouseCoopers, LLP, Independent Registered Public Accounting Firm. (21)
Rule 13a-14(a) Certification. (21)

Rule 13a-14(a) Certification. (21)

18 U.S.C. Section 1350 Certification. (21)

18 U.S.C. Section 1350 Certification. (21)

indicates management contracts or compensatory plans
Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Quarterly Report on
Form 10-Q, filed for the fiscal quarter ended April 30, 2004 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Current Report on Form
8-K, filed April 16,2007 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Registration Statement
on Form S-1, filed November 30, 1984, and amendments thereto (File No. 2- 94613).

Incorporated by reference to the Exhibit identified in parentheses, filed as an cxhibit to the Registrant’s Quarterly Report on
Form 10-Q, filed for the fiscal quarter ended July 31, 2004 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Current Report on Form
8-K, filed November 15, 2006 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Registration Statement
on Form $-8, filed October 12, 2001 (File No. 333-71502).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhlb:t to the Registrant’s Registration Statement
on Form S-8, filed May 30, 1956 (File No. 333-04773).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Registration Statement
on Form S-8, filed July 13, 2000 (File No. 333-41328).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Registration Statement
on Form §-8, filed May 30, 1996 (File No. 333-04823).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Registration Statement
on Form S-8, filed August 6, 2002 (File No. 333-97713).

Incorporated by reference to the Appendix identified in parentheses, filed as an exhibit to the Proxy Statement of the Registrant
on Form Def 14A, filed March 17, 2003 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Annual Report on Form
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(13)

(14)

(15)

(16)

(17)

(18)
(19)

(20)

@n

NOVELL, INC.
EXHIBIT INDEX (Continued)

10-K, filed for the fiscal year ended October 31, 2004 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Annual Report on Form
10-K, filed for the fiscal year ended October 31, 2003 (File No. 0-13351).

Incorpdrated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Annual Report on Form
10-K, filed for the fiscal year ended October 31, 2005 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Current Report on Form
8-K, filed April 27, 2007 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Annual Report on Form
10-K, filed for the fiscal year ended October 31, 2006 (File No, 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Quarterly Report on
Form 10-Q, filed for the fiscal quarter ended July 31, 2008 (File No. 0-13351).

Incorporated by reference to lhe'Registrant’s Current Report on Form 8-K, filed April 11, 2008 (File No. 0-13351).

Incorporated by reference to the Exhibit identified in parentheses, filed as an exhibit to the Registrant’s Current Report on Form
8-K, filed August 6, 2008 (File No. 0-13351).

Portions of this exhibit have been omitted and filed separately with the Securities and Exchange Commission pursuant to a
request for confidential treatment.

Filed herewith.
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How to Contact Novell

Novell

www.novelf.com

Corporate, product, program, financial and shareholder information, in-
cluding press releases and quarterly eamings announcements, can be
found on the Novell Web site.

Customer Information

crc@novell.com

The Novell Customer Response Center provides information on Novell
products, pregrams and services. Call toll free at 888 321 4CRC.

Investor Relations
irmail@novel.com

Novell, Inc.

404 Wyman Street, Suite 500
Waltham, MA 02451

800 317 3195

781 464 9505

The Novell Investor Relations siaff responds to financial inquiries and
requests for financial literature.

The Novell Annual Repon, SEC filings, eamings announcements, and
other financial information are available on the Novell Investor Rela-
tions Web site at www.novell.corm/ir. Mailed copies of financial materials
and reports, including exhibits, can be obtained for free through our
automated telephone access system at 800 317 3195, by e-mailing our
investor relations department at irmail@novell.com, or by mailing a writ-
ten request to the address listed above.

Shareholder Services
shareholder_services@novell.com
Navell, Inc.

404 Wyman Street, Suite 500
Waltham, MA 02451

Novell Shareholder Services provides information about the annual
meeting of stockholders, changes in stock registration and other stock
administration services.

News

www.novel.com/news/oressfroom

For the most recent news and press releases regarding Novell, Inc.,
please visit our Web site.

Annual Meeting
The Novell annual maeting of stockholders will be held:

Monday, April 6, 2009 at 10 a.m. EDT
404 Wyman Street, Suite 500 {the Novell executive cffice building)
Waltham, Massachu:elts

Form 10-K

The Novell Annual Raport on Form 10-K for the fiscal year that ended
October 31, 2008 is available on the Novell Investor Relations Web site
at www.novell.com/ir. Mailed copies of the Form 10-K, without exhibits,
can be obtained for free through our automated telephone access system
at 800 317 3195, by e mailing our investor relations department at imail@
novell.com, or by mailing a written request to the following address:

Novell, Inc. Investor Relations
404 Wyman Street, Suite 500
Waltham, MA 02451

Transfer Agent and Registrar
www.melloninvestor.com

BNY Mellon Shareowner Services, LLC
480 Washington Bivd., 27th Floor
Newport Office Center VII

Jersey City, NJ 07310

Toll-free: 888 581 9375

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLF Boston, Massachusetts, has served as
our independent registered public accounting firm since fiscal 2005.
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Office Locations

United States Offices

Arkansas
Bentonville

California
Santa Cruz

Georgia
Alpharetta

linois '
Qakbrook Terrace

Massachusetts
Cambridge
Maynard
Waltham

Michigan
Souihfield

New York
New York City

New Hampshire
Lebanon

Utah
Provo

Virginia
Vienna

International Offices

Australia
Brisbane
Canberra
Melbourne
Sydney

Austria
Vienna

Belgium
Brussels

Brazil
Sao Paulo

Canada
Toronto

China
Beijing
Guangzhou
Hong Kong
Shanghai

Czech Republic
Prague

Denmark
Horsholm

Finland
Espoo

France
Lyon
Parig

Germany
Berfin
Dlsseldorf
Frankfurt
Munich
Nuremberg

India
Bangalore
Caicutta
Chennai
Delhi
Mumbai

Ireland
Dublin

Italy
Milan
Rome

Japan
Tokyo

Malaysla
Kuala Lumpur

Netherlands
Capelle

New Zealand
Wellington

Portugal
Lishon

Singapore
Singapore

South Africa
Capetown
Johannesburg

Spain
Barcelona
Madrid

Sweden
Stockholm

Switzerland
Zirich

Taiwan
Taipei

United Kingdom
Bracknell
Edinburgh




Directors and Executive Officers

Board of Directors

Richard L. Crandall #

Chairman of the Board

Founding Managing Director of Arbor Partners

Founder and Chairman of the Enterprise Software Roundtable

Ronald W. Hovsepian
President and Chief Executive Officer
Novell, Inc.

Albert Alello, Jr. T #
Managing Director of Albert Aielto & Associates

Fred Corrado t
Retired Vice Chairman of the Board and

Chief Financial Officer of The Great Atlantic & Pacific Tea Company, Inc.

Patrick S. Jones 1
Retired Senior Vice President and Chief Financial Officer of
Gemplus International S.A.

Claudine B. Malone t *
President and Chief Executive Officer of
Financial and Management Consuiting Inc.

Richard L. Nolan #

Wiliam Barclay Harding) Professor of Management of Technology, emeritus,
Harvard Business Sct.ool and

Philip M. Condit Professor of Business Administration,

University of Washinglon

Thomas G. Plaskett *
Chairman of Fox Run Capital Associates

John W. Poduska, Sv. *
Retired Chairman of Advanced Visual Systems, Inc.

James D. Robinson, Il
Co-Founder and General Partner of RRE Ventures
Chairman of RRE Investors, LLC

Kathy Brittain White * #
Founder of Horizon Institute of Technology
Founder of Rural Sourcing, Inc.

1 Member of Audit Commitiee
* Member o! Compensation Ccmmities
# Member of Corporate Govermiance Committea

Executive Officers
Ronald W. Hovsepian
President and Chief Executive Officer

Jeffrey M. Jaffe
Executive Vice President and Chief Technology Officer

John Dragoon
Senior Vice Presicent and Chief Marketing Officer

Alan J. Friedman
Senior Vice President of Pecple

Colleen O’Keefe
Senior Vice President o Services

Dana C. Russell
Senior Vice President and Chief Financial Officer

Scott N. Semel
Senior Vice President
General Counsel and Secretary
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