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NOVELL, INC.

FORM 10-K

In addition to historical information, this Annual Report on Form 10-K contains certain forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of
the Securities Act of 1934, as amended. All statements, other than statements of historical fact, regarding our
strategy, future operations, Ñnancial position, estimated revenue, projected costs, projected savings, prospects,
plans, opportunities and objectives constitute ""forward looking statements.'' The words ""may,'' ""will,''
""expects,'' ""plans,'' ""anticipates,'' ""believe,'' ""estimates,'' ""potential,'' or ""continue'' and similar types of
expressions identify such statements, although not all forward-looking statements contain these identifying
words. These statements are based upon information that is currently available to us and/or management's
current expectations, speak only as the date hereof, and are subject to certain risks and uncertainties. We
expressly disclaim any obligation or undertaking to update or revise forward-looking statements contained or
incorporated by reference herein to reÖect any change or expectations with regard thereto or to reÖect 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 diÅer materially from the results discussed in or implied by such forward-
looking statements as a result of a number of factors, which include, but are not limited to, those set forth
below in the section titled ""Risk Factors AÅecting Future Results of Operations''. We assume no obligation to
update any of our forward-looking statements for any reason, except as required by law. Readers should
carefully review the risk factors described in this document and in other documents that Novell Ñles from time
to time with the Securities and Exchange Commission.

PART I

Item 1. Business

The Company

Novell is a leading provider of information solutions, a position we have been in since 1983. We provide
identity management and web services solutions and cross-platform solutions on several operating systems,
including Linux, NetWare», Windows, and Unix. All of our solutions are supported by our worldwide services,
including consulting, training and technical services. Through these solutions, our customers can deliver
information or system resources from diverse sources, regardless of how they are implemented and regardless
of how they connect, in a secure and personalized way. We create value for our customers by reducing the
cost, complexity and vulnerability of today's information environments, allowing them to optimize the
performance of the resources and assets that they employ. With approximately 6,000 employees globally, we
serve customers all over the world.

We deliver this value to our customers by developing, maintaining and delivering information solutions in
the following categories:

Identity management and web services solutions. Our identity management and web services products
include applications that oÅer a full suite of capabilities, including the following:

‚ secure authentication and authorization services;

‚ single sign-on;

‚ provisioning capabilities; and

‚ portal and web services application infrastructure.

We believe that customers have recognized the need to manage the access, utilization and optimization of
assets through information systems that can understand, implement and administer business policies, not only

Novell annual report 2004 1



within organizations, but also between organizations and their customers and trading partners. Our web
services solutions enable organizations to balance growing user demands for services and information with the
organization's demands for increased security. Through identity management and web services, customers can
integrate business processes and systems, extending them within and across enterprise boundaries to interact
with customers, employees, suppliers and partners. This aÅords organizations the opportunity to make changes
to their business operations without incurring the cost of constantly changing their underlying application
software. These identity-based technologies not only regulate access to information and applications, but are
also increasingly becoming core components of numerous other products such as mobile phones and other
digital devices. Our strategy has been to develop identity management technologies as a set of discrete services
to accelerate time to value, as opposed to the use of a single monolithic application that can take years to
implement and deploy.

Cross-platform solutions. We oÅer two major operating system platforms, NetWare and SUSE»
LINUX, in support of our cross-platform solutions. Our solutions oÅer an enterprise-ready, scalable approach
to networking and collaboration services Ì including Ñle, print, messaging, scheduling and workspace. In
addition, our identity-driven, directory-based management modules allow customers to manage their comput-
ing environment from a single, central location. Our products are designed to operate within existing
heterogeneous computing environments as well as to provide tools and strategies to allow easy migration
between platforms to Ñt better with our customers' technology plans.

A major focus of our cross-platform solutions is to embrace and promote open source computing. Open
source is a term used to describe software source code that generally allows free use, modiÑcation, and
distribution of source code, subject to certain conditions. Open source software is generally built by a
community of developers, many of whom are unaÇliated with each other. Corporations also fund open source
projects or contribute code into open source to further assist the development eÅorts. We believe that a major
shift toward open source software is underway as companies are more critically evaluating the cost
eÅectiveness of their information technology (""IT'') investments, see value in having access to the source
code, and are looking for ways to avoid vendor lock-in.

We believe that we are uniquely positioned to drive the transition to greater use of open source software,
as well as to beneÑt from this trend. Widespread adoption of Linux and open source software was initially
hindered by weak technical support and a lack of applications, shortcomings that we are particularly well
positioned to address. We leverage our Ñnancial stability, experience, and global support capabilities to help
our customers integrate Linux and other open source software into their existing IT environments. While the
Öexibility and cost savings of Linux and open source have made it attractive to enterprise customers, we
believe these businesses look to proprietary software vendors to provide applications, management and
security. With our SUSE LINUX open source platform and our other cross-platform solutions, our customers
can deploy the best of closed and open source software that many businesses Ñnd more attractive. As an
example, our GroupWise» product now allows customers to collaborate seamlessly across their Windows and
Linux environments. We also provide solutions allowing IT managers to centrally control Linux, NetWare and
Windows systems in a consistent and straightforward way.

Worldwide services. We provide worldwide IT consulting, training and support services to address our
customers' needs. Our worldwide IT consulting practice provides the business knowledge and technical
expertise to help our customers implement and achieve maximum beneÑt from our products and solutions. We
also oÅer open source and identity driven services that are focused to aid our clients in rapidly integrating
applications or migrating existing platforms to Linux.

Through our training services, we oÅer skills assessments, advanced technical training courses, and
customized training directly and through authorized training service partners. We also oÅer testing and
certiÑcation programs to systems administrators, engineers, salespeople, and instructors on a wide variety of
technologies, including Linux. Over a decade ago, we introduced the concept of software engineer certiÑca-
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tions. Building on this program, we introduced our Novell» CertiÑed Linux Engineer and Novell CertiÑed
Linux Professional programs to accelerate the adoption of Linux and open source in the enterprise.

We provide our customers with a global support structure covering proprietary and open source technical
support. We deliver our technical support services through a variety of channels, including on-site dedicated
resources as well as through telephone, web, e-mail, and remote systems management.

Celerant Consulting. Celerant, a majority-owned subsidiary of Novell, provides value-based, operational
strategy and implementation consulting services to a wide variety of customers mainly in Europe and the
United States. Celerant specializes in improving the value derived from existing business processes by
accelerating time to value and eliminating non-value creating activities.

Novell was incorporated in Delaware on January 25, 1983. Our headquarters and principal executive
oÇces are located at 404 Wyman Street, Suite 500, Waltham, MA 02451. Our telephone number at that
address is (781) 464-8000. We also have oÇces located in Provo, Utah, telephone number (801) 861-7000.
Our European headquarters are located in Nuremberg, Germany, telephone number (49) 911 740 53 0. We
conduct primary product development activities in Provo, Utah; Waltham, Massachusetts; Cambridge,
Massachusetts; Dublin, Ireland; Nuremberg, Germany; and Bangalore, India. We also contract out some
product development activities to third-party developers.

Our Annual Report, Securities and Exchange Commission (""SEC'') Ñlings, earnings announcements,
and other Ñnancial information are available on our Investor Relations website at http://www.novell.com/ir.

We make freely available on our website at http://www.novell.com/company/shareholder/ our annual,
quarterly, and current reports, including any amendments to those reports, as soon as reasonable practicable
after they are Ñled with the SEC.

Mailed copies of these reports can be obtained free of charge through our automated telephone access
system at (800) 317-3195 or by emailing Novell's investor relations department at irmail@novell.com.

Components of Information Solutions

The following is a description of the core products and services that make up each of our information
solution categories.

Identity management and web services solutions.

‚ Identity Manager, formerly DirXML», is a powerful data-sharing and synchronization solution, often
referred to as a meta-directory solution, which automatically distributes new and updated information
across every designated application and directory on a network. This ensures that trusted e-business
customers, partners, and suppliers are accessing consistent information, regardless of the applications
and directories to which they have access.

‚ eDirectoryTM is a full-service, platform-independent directory that signiÑcantly simpliÑes the complexi-
ties of managing users and resources in a mixed Linux, NetWare, UNIX, and Windows environment.
It is a secure, scalable, cross-platform directory service that allows organizations to centrally store and
manage information across all networks and operating systems and leverage existing IT investments.

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

‚ iChain» is an identity-based security solution that controls access across technical and organizational
boundaries to applications, the Web, and network resources. iChain separates security from individual
applications and Web servers, enabling single-point, policy-based management of authentication and
access privileges throughout the Internet.
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‚ exteNdTM is a comprehensive suite for the rapid development and deployment of web services.
Customers can powerfully combine identity, integration, and portal services to securely deliver relevant
business information, at the appropriate time, to the right people.

‚ 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.

Cross-platform solutions.

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

‚ ZENworks» (Zero EÅort Networking) 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.

‚ GroupWise collaboration products oÅer traditional and mobile users solutions for communication over
intranets, extranets and the Internet.

‚ SUSE LINUX Enterprise Server is an enterprise-class, open source server operating system for
professional deployment in heterogeneous IT environments of all sizes and sectors. This operating
system integrates all server services relevant in Linux and constitutes a stable and secure platform for
the cost-eÇcient operation of IT environments.

‚ SUSE LINUX Professional is an open source product that combines a fast, secure operating system
with over 1,000 open source applications. It is ideal for new Linux users as well as technical
enthusiasts, and it is principally sold through the retail channel.

‚ Novell Linux Desktop, released in November 2004, is a business desktop product that brings together
the Linux operating environment with a complete set of oÇce applications. Among the more signiÑcant
business applications, it includes OpenOÇce (a word processor, spreadsheet, and presentation suite),
Mozilla's Firefox browser, and Novell EvolutionTM, a collaboration client for Linux.

Worldwide Services.

‚ Consulting services: We provide technical expertise to deliver world-class 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, all using a consistent, well-
deÑned methodology. Our consulting approach is based on a strong commitment to open standards,
interoperability, and the right blend of technology from Novell 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 Support program. Premium Support
provides customers with the Öexibility 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 Novell's most experienced engineers. The Dedicated Support Engineer,
Primary Support Engineer, and Account Management programs allow customers to build an ongoing
support relationship with Novell at an appropriate level for their needs. We have committed a
signiÑcant amount of technical support resources to the Linux open source platform. We also oÅer a
full array of remote monitoring services and managed services. These services help customers increase
system uptime, leveraging our experts to monitor and maintain the technologies our customers have
employed.
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‚ Technical Support Alliance (""TSANet''): TSANet is an industry organization that enables world
wide seamless collaborative support for multi-vendor support issues. TSANet was originally
organized in 1993, with Novell being instrumental in the formation and charter of the organization.
Membership today consists of more than one hundred software and hardware companies, including
industry leaders such as EMC Corporation (""EMC''), Hewlett-Packard Company (""HP''),
International Business Machines Corporation (""IBM''), Microsoft Corporation (""Microsoft''),
Novell, Sun Microsystems, Inc. (""Sun''), Unisys Corporation, and Veritas Software Corporation
(""Veritas''). We are an active member of TSANet worldwide, with representation on both the
North American Board of Trustees and the European Board of Directors. We were also a major
supporter in the creation of the TSANet Linux Community and are a sponsor member of that
community when it was announced in August 2004.

‚ Training Services: We accelerate the adoption of and enable the eÅective use of Novell products and
solutions through the delivery of timely and relevant instructor-led and technology-based training
course. Programs are delivered directly to customers and through our global channel of authorized
Novell training partners. Our courses provide customers with a thorough understanding of the
implementation, conÑguration, and administration of various Novell products and solutions. Addition-
ally, we oÅer a consultative Technical Skills Assessment that provides client's with an evaluation of
their proÑciencies and their knowledge gaps. Through our training services, we also provide Advanced
Technical Training at an engineering level to customers on a global basis.

‚ CertiÑed Novell EngineerSM (""CNE'') Program: Through the long-standing CNE˛ program, we
are strengthening the networking industry's self-support capability. CNE certiÑcate holders are
individuals who have received in-depth training and information and passed a comprehensive test
validating their ability to proÑciently administer both Novell and other networks.

‚ CertiÑed Linux Professional (""CLP'') Program: Announced in September of 2004, the CLP
program represents the cornerstone of our commitment to providing training and certiÑcation options
for our clients and partners who require credentials and validation of competency on our SUSE
LINUX Enterprise Server platform.

‚ CertiÑed Linux Engineer (""CLE'') Program: Announced in March 2003, the CLE program
represents the cornerstone of Novell's commitment to providing training and certiÑcation options for
client and partners requiring credentials and validation of competency on both Linux and Novell
Services for Linux technologies.

Strategy

Our mission is to reduce the cost, complexity and vulnerability of our customers' information environ-
ments, allowing them to optimize the performance of their resources and assets. We pursue this mission
through Ñve key strategies that address the following:

‚ our products and services;

‚ our professional services;

‚ our partnerships;

‚ multi-channel delivery; and

‚ continued development of our personnel.
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First, our product and services strategy focuses on two speciÑc areas that represent the greatest challenges
faced by IT executives today:

‚ Our strategy has been to develop identity-based technologies as a set of standards-based, discrete
services, as opposed to a monolithic application dependent upon the use of proprietary underlying
technologies. Our goal is to use identity services oÅerings as a foundation for establishing long-term
strategic relationships with key customers.

‚ Our innovative, open standards-based products are easy to deploy, simple to operate, reliable and
scalable, enabling IT executives to create more robust computing environments with reduced IT
budgets. A key tenet of our strategy is to embrace the open source movement, speciÑcally through the
distribution of SUSE LINUX and open source applications. We provide services on Linux from the
desktop to the server to the mainframe. Our plan is to continue to use our signiÑcant engineering and
support resources to encourage customers to adopt Linux, giving them the freedom of choice Linux
provides without the anxiety over whether an open source solution can truly be relied upon for mission
critical functions. In addition to distributing SUSE LINUX, our Open Enterprise Server product, due
to be released in the second quarter of Ñscal 2005, will give customers the opportunity to choose
between a NetWare environment or a Linux environment, providing customers a cost eÅective, secure,
reliable, and supported means to migrate to Linux and open source solutions, at the customer's option,
while maintaining all of the NetWare functionality to which they have become accustomed. Our goal is
that by providing a migration strategy, we will retain traditional NetWare customers and gain new
customers who are looking for the additional beneÑts that open source oÅers.

Second, our professional services are based on understanding the complexities our customers face in the
information economy and the way our products best enable success in our customers' environments. Our
strategy is to focus our consulting and training expertise on identity-driven solutions and open source software
adoption, and to provide a full range of support services for all proprietary and open source products oÅered by
us.

Third, we partner with the industry's leading independent software vendors, systems integrators, and
original equipment manufacturers to enhance the value delivered to customers. Some of our recent growth
stems from a select set of alliances. We expect to continue to pursue building these alliances as well as develop
other business channels. This extends our market reach and enables us to provide full solutions to our
customers.

Fourth, we deliver solutions through a multi-channel strategy, serving large organizations directly or with
systems integration partners and serving small and medium organizations through our channel partners. We
have reengaged and renewed our business partner and channel relationships, giving 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.

Fifth, we will continue to take advantage of innovation in our oÅerings, in our business practices and in
our go-to-market strategy. We strive to leverage all of our core competencies and product sets: operating
systems, resource management, identity management, application development, collaboration, cross-platform
interoperability, and heterogeneous environments. The continuous updating of our employees' skills remains a
priority so that customers receive the best possible value. Where appropriate, we also intend to augment our
oÅerings and delivery capabilities through acquisitions.

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

Our strategy for our Celerant consulting business is to remain focused on delivering measurable and
sustainable value to clients with a unique value-based pricing proposition. We will continue to build on our
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extensive experience and strong relationships in the chemicals, energy, manufacturing, telecommunications,
and process industries. We have expertise in the pharmaceuticals, retail, and utilities industries, among others,
on which we intend to build.

Strategic Relationships

We partner with industry leaders in the software, hardware, consulting, and system integration industries
to bring to market our solution sets. We believe that a well-managed and supported alliance portfolio is critical
to our success in today's competitive solutions market. Alliance engagements help increase our revenue and
enhance our exposure to customers around the world.

Our business partner strategy is based on having a single partner program with a goal of providing
consistent interactions with Novell. This approach creates an environment where a single business plan is
created, including technology enablement, certiÑcation, joint marketing, and sales initiatives. To ensure
partner eÇciency, we are building a partner ecosystem that combines our knowledge, services and solutions
with that of our partners' to provide customers the ability to adapt to, and proÑt from, the opportunities open
source brings to businesses.

Partnership engagements help expand our market leverage increasing revenue and enhancing exposure to
customers. A partial list of our strategic partnerships includes: IBM, HP, Dell, Inc. (""Dell''), Intel
Corporation, Oracle Corporation, SAP AG, Advanced Micro Devices, Inc., Veritas, Computer Associates
International, Inc. (""Computer Associates''), EMC, and Adobe Systems, Inc. These partners have all joined
the Novell PartnerNet» Program and gain value through participating in diÅerent partner tracks. Solution
providers gain access to various marketing campaigns and programs that help drive sales volumes. Technology
partners receive solution developer deliverables and services that ensure successful enablement of their
technology with our technology. We instruct our training partners so that they are able to in turn train our
customers.

Principal Markets, Segment and Geographic Information

We sell our products, services, and solutions directly through our sales force and indirectly through
resellers and distributors to corporations, government entities, and educational institutions both domestically
and internationally.

Our Chief Executive OÇcer and Worldwide Management Committee manage the overall growth and
performance of the company in terms of the following segments:

‚ North America Ì this geographic segment includes the United States and Canada.

‚ EMEA Ì this geographic segment includes Eastern and Western Europe, the Middle East and Africa.

‚ Asia PaciÑc Ì this geographic segment includes China, Southeast Asia, Australia, New Zealand and
India.

‚ Latin America Ì  this geographic segment includes Mexico, Central America, South America and the
Caribbean.

‚ Japan Ì this geographic segment is a majority-owned joint venture between Novell and several other
companies.

‚ Celerant consulting Ì this segment provides operational strategy and implementation consulting
services to a variety of customers mainly in Europe and the United States.

All geographic segments sell our software and services. Celerant consulting oÅers management consulting
services.
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Segment disclosures and geographical information for Ñscal years 2004, 2003, and 2002 are presented in
Part II, Item 8, Note W of the notes to the consolidated Ñnancial statements of this report, which is
incorporated by reference into this Part I, Item 1. As our strategy continues to evolve, the way in which
management views Ñnancial information to best evaluate performance and operating results may also change.

Acquisitions

On July 19, 2004, we acquired Salmon Ltd. (""Salmon''), a privately-held information technology
services and consulting Ñrm headquartered in Watford, England. The acquisition of Salmon enables us to
expand our range of IT consulting services oÅered in the United Kingdom.

On January 12, 2004, we acquired SUSE LINUX AG (""SUSE''), a privately-held company and leading
distributor of commercial Linux for enterprise servers. The acquisition of SUSE has expanded our ability to
support and distribute a complete package of Linux solutions and provides us the ability to oÅer the most
complete vertically-integrated set of open source infrastructure applications available.

On August 4, 2003, we acquired Ximian, Inc. (""Ximian''), a privately-held company and provider of
desktop and server solutions that enable enterprise Linux adoption. The acquisition of Ximian expanded our
ability to support Linux solutions, providing us with Linux desktop, groupware and management technologies.
Through this acquisition, along with the SUSE acquisition, we have brought leaders in the open source
community together with a strong core of Linux developers at Novell.

Product Development

Product development activities are conducted throughout the world to develop, translate and test
products that meet the needs of our customers. Our commitment to deliver world-class products that simplify,
secure, and accelerate business solutions means continued investment in product development. As a result of
our focus on the Linux operating system, our product development activities have expanded and now include
technology developed by the open source community.

Our product development 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 timing of releases, as well as other information related to the development of the Linux kernel and other
open source projects. Product development expenses for the Ñscal years 2004, 2003, and 2002 are discussed in
Part II, 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 business solutions via our channel market model, which we call our Clear Channel model,
with value added partners such as demand agents, vertical markets resellers, systems integrator distributors,
and OEMs who meet our criteria, as well as selling directly to named enterprise customers. In addition, we
conduct sales and marketing activities and provide technical support, training, and Ñeld service to our
customers from our 29 U.S. and 78 international sales oÇces.

Distributors. We have established a network of independent distributors who sell our products to
resellers, dealers, VARs (value added resellers), and computer retail outlets. As of October 31, 2004, there
were four U.S. distributors and approximately 123 international distributors.

VARs and Systems Integrators. We also sell directly to VARs and systems integrators who provide
solutions across multiple vertical market segments and whose volume of purchases warrants buying directly
from us.
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OEMs/Independent Hardware Vendors (""IHVs'')/Independent Software Vendors (""ISVs''). We li-
cense subsets of products to domestic and international OEMs/IHVs/ISVs for integration with their products
and/or solutions.

End-User Customers. We have assembled worldwide Ñeld resources to work directly with enterprise end
users and have engaged in license agreements with over 5,000 customers to date. Additionally, product
upgrades and software maintenance are sold directly to end-users. Customers can also purchase products and
services under license agreements through partners or resellers in or near their geographic locations.

Marketing Strategy. The goals of our marketing strategy are to contribute to our strategic decision-
making through in-depth understanding of market trends, customer needs, preferences, and buying patterns; to
build our market image; and to increase our revenue and market share in chosen target markets. We feel that
today's focus on streamlining operations and cost reduction has resulted in an increase in Chief Information
OÇcer (""CIO'') importance and control. Our primary marketing audience is the CIO and other senior
corporate executives, with additional audiences being the IT applications development staÅ and the
IT operations staÅ.

Marketing Initiatives. Our marketing activities are varied and tightly focused. To more closely align our
oÅerings with customer needs, we have created a customer council and have more closely integrated the
operations of marketing and product management. We have enhanced our Internet site to improve
communication of our value strategy. The events that we sponsor are tightly focused and leverage our
resources. Twice annually, Novell conducts BrainShare˛ Conferences in North America and Europe to inform
and educate customers, partners, developers, and the press and analyst community about our product and
solution strategy and oÅerings. In addition, we have other ongoing activities such as distribution of sales
literature, press releases, periodic product announcements, support of Novell user groups, publication of
technical and other articles in the trade press, and participation in industry seminars, conferences, and trade
shows. These activities are all designed to educate the market about our products and services.

International Revenue. In Ñscal 2004, 2003, and 2002, approximately 56%, 54%, and 49%, respectively,
of our revenue was generated from customers outside the U.S. Approximately 32% of our total revenue in
Ñscal 2004 was invoiced by us in U.S. dollars outside of the U.S. Local currency invoicing includes a
signiÑcant portion of invoices generated in our Irish shared service center, as well as other international local
oÇce billings. No one foreign country accounted for more than 10% of revenue in any period based on revenue
classiÑed by location of the end-user customers. For information regarding risk related to foreign operations,
see Part II, Item 7, ""Factors AÅecting Future Results of Operations,'' which information is incorporated by
reference into this Part I, Item 1.

Major Customers

None of our customers accounted for more than 10% of our revenue in Ñscal year 2004, 2003, or 2002.

Manufacturing Suppliers

Our physical products, which consist primarily of compact discs and manuals, are duplicated by outside
vendors. Multiple high-volume manufacturers are available and we do not rely on a single provider for our raw
materials, nor have we encountered problems with our existing manufacturing suppliers.

Backlog

Lead times for our products are relatively short. Consequently, we do not believe that backlog is a reliable
indicator of future revenue or earnings. Our practice is to ship products promptly upon the receipt of purchase
orders from our customers and, therefore, backlog is not signiÑcant.
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Competition

Geographic segments

The market for identity management and web services solutions and cross-platform solutions 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
geographic segments include the following:

‚ the ability to preserve our legacy customer base;

‚ our ability to sell both products and services as part of an overall solution;

‚ the timing and market acceptance of new solutions developed by us and our competitors;

‚ brand and product awareness;

‚ the performance, reliability, and security of our products;

‚ the completeness of our suite of product and solutions oÅerings;

‚ our ability to establish and maintain key strategic relationships with distributors, resellers, independent
software vendors, and other partners; and

‚ the pricing of our products and services and the pricing strategies of our competitors.

Competitors of our identity management and web services solutions and cross-platform solutions include
Microsoft, IBM, Sun, HP, Altiris, Inc., Computer Associates and Red Hat, Inc. Competitors of our worldwide
services group include IBM, Accenture Ltd. (""Accenture''), HP, Computer Services Corporation (""CSC'')
and Capgemini Group (""Capgemini'').

One pervasive factor facing us and all companies doing business in our industry is the presence Ì and
dominance Ì of Microsoft. In a decision upheld by a federal appellate court, Microsoft was found to have
violated Section 2 of the Sherman Act by unlawfully acting to maintain its monopoly over desktop operating
systems. And in a decision by the European Commission in 2004, now on appeal, the EC found Microsoft in
violation of Article 82 of the EC Treaty for refusal to supply critical interoperability information to its
competitors, including Novell. We remain concerned, however, that Microsoft may continue to engage in
business practices that unfairly inhibit the growth of its competitors, including Novell, and that the settlement
of the litigation between the Department of Justice and Microsoft and the decision in the EC will not
signiÑcantly aÅect Microsoft's practices.

Celerant consulting segment

The key competitive factors faced by the Celerant segment are attracting and retaining the highest
quality consultants; increasing the depth of our skills and expertise; broadening our consulting capabilities; and
having expertise in key functional areas. The market for management consulting services is highly competitive
due to the existence of various large consulting Ñrms. Many of these companies have greater Ñnancial,
technical and marketing resources and greater name recognition in the management consulting area, which
could inhibit our ability to grow our consulting business. Additionally, the worldwide marketplace for
management consulting services is highly fragmented. In diÅerent regions of the world, there may be multiple
competitors, many with niche consultancies. Examples of these various competitors include: A.T. Kearney,
Inc., McKinsey & Co., IBM Global Services, Capgemini, and The Management Consulting Group PLC.

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,
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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 been issued 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 eÅorts to protect our
intellectual property through contractual measures, unauthorized parties may still attempt to violate our
intellectual property rights.

Our business now includes a mix of proprietary oÅerings and oÅerings based on open source technologies.
With respect to proprietary oÅerings, we perform the majority of our development eÅorts internally, but we
also acquire and license technologies from third parties; no one license is critical to our business. Our open
source oÅerings 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. If we are unable to maintain licenses to third party materials, our distribution of relevant oÅerings
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.

The software industry is characterized by frequent litigation regarding patent, copyright and other
intellectual property rights and trends suggest that this may increase. We have from time to time 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 eÅect on our results of operations and Ñnancial condition, there can be no assurance that such
claims will not be asserted, or, if asserted, will be resolved in a satisfactory manner. In addition, there can be
no assurance that third-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 signiÑcant expense to us and divert the eÅorts 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 signiÑcant
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 or may be developed, manufactured,
or sold may not protect our products and intellectual property rights to the same extent as the laws of the
United States.

Seasonality

All Ñve geographic segments of our business often experience a higher volume of revenue at the end of
each quarter and during the fourth quarter of our Ñscal year due to the spending cycles of our customers and
the negotiation patterns typical in the software industry. Celerant consulting often experiences a lower volume
of revenue during the fourth Ñscal quarter as a large portion of its revenue is derived in Europe where many
take summer holidays in August.

Employees

As of December 31, 2004, we had 6,186 permanent and temporary employees. The functional distribution
of our employees was: sales and marketing Ì 1,371; product development Ì 1,620; general and administra-
tive Ì 846; and service, consulting, training, and operations Ì 2,349. Of these, 2,895 employees are in
locations outside the U.S. All of our U.S. personnel are based at our facilities in Utah, Massachusetts,
California, and various U.S. Ñeld oÇces. None of our employees are represented by a labor union, and we
consider our employee relations to be good.
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Competition for personnel of the highest caliber is intense in the software and consulting industries. To
make a long-term relationship with us rewarding, we endeavor to give our employees challenging work,
educational opportunities, competitive wages, sales commission plans, bonuses, and opportunities to partici-
pate Ñnancially in the ownership and success of Novell through stock option and stock purchase plans.

Executive OÇcers

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

Name Age Position

Jack L. Messman ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64 Chairman of the Board, President and Chief Executive OÇcer

Joseph S. Tibbetts, Jr. ÏÏÏÏÏÏÏÏÏÏ 52 Senior Vice President, Chief Financial OÇcer

Alan J. Friedman ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57 Senior Vice President, People

Joseph A. LaSala, Jr. ÏÏÏÏÏÏÏÏÏÏÏ 50 Senior Vice President, General Counsel and Secretary

Ronald W. Hovsepian ÏÏÏÏÏÏÏÏÏÏÏ 43 President, Novell North America

Richard Seibt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 President, Novell Europe, Middle East, Africa

Jack L. Messman

Jack L. Messman became President and Chief Executive OÇcer of Novell in July 2001 in connection
with Novell's acquisition of Cambridge Technology Partners, Inc. (""Cambridge'') and was appointed
Chairman of the Board of Directors in November 2001. He has been a director of Novell since 1985. From
August 1999 to July 2001, Mr. Messman was President and Chief Executive OÇcer of Cambridge.
Mr. Messman was the Chief Executive OÇcer of Union PaciÑc Resources Group Inc. (""UPR''), an oil and
gas company, from 1991 to August 1999 and its Chairman from 1996 to August 1999. Mr. Messman is also a
director of Safeguard ScientiÑcs, Inc., RadioShack Corporation, and Timminco, Ltd.

Joseph S. Tibbetts, Jr.

Joseph S. Tibbetts, Jr. joined Novell in February 2003 as Senior Vice President and Chief Financial
OÇcer. Mr. Tibbetts served as a member of Novell's Board of Directors from November 2002 until
February 4, 2003, at which time he resigned from the Board to join our management team. Mr. Tibbetts
served as a General Partner of Charles River Ventures, a venture capital Ñrm, from March 2000 to June 2002.
Prior to that, Mr. Tibbetts served as the Senior Vice President, Finance and Administration, Chief Financial
OÇcer and Treasurer of Lightbridge, Inc., a Ñrm focusing on customer relationship management solutions for
the telecommunications industry, from May 1998 to February 2000. Prior to that, Mr. Tibbetts served as Vice
President, Finance and Administration, Chief Financial OÇcer and Treasurer of SeaChange International,
Inc., a developer and manufacturer of digital server systems for the television industry, from June 1996 to
March 1998. Before then, Mr. Tibbetts spent 20 years at Price Waterhouse LLP (now Price-
waterhouseCoopers) where he was an audit partner for ten years and led the Ñrm's national software practice.

Alan J. Friedman

Alan J. Friedman became Senior Vice President, People of Novell in July 2001 in connection with
Novell's acquisition of 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 Ñrm, from June 1993 to December 1999.
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Joseph A. LaSala, Jr.

Joseph A. LaSala, Jr. became Senior Vice President, General Counsel and Secretary of Novell in July
2001 in connection with Novell's acquisition of Cambridge. From March 2000 to July 2001, Mr. LaSala
served as Senior Vice President, General Counsel and Secretary of Cambridge. Prior to joining Cambridge,
Mr. LaSala served as Vice President, General Counsel and Secretary of UPR. from January 1996 to March
2000. Mr. LaSala is a member of the board of directors of Buckeye Pipe Line Company, the general partner of
Buckeye Partners, L.P.

Ronald W. Hovsepian

Ronald W. Hovsepian joined Novell in June 2003 as President, Novell North America. From February
2002 to December 2002, Mr. Hovsepian was a Managing Director with Bear Stearns Asset Management, a
technology venture capital fund. From March 2000 to February 2002, Mr. Hovsepian served as Managing
Director for Internet Capital Group, a venture capital Ñrm (""ICG''). Mr. Hovsepian had most recently served
as ICG's Managing Director, Operations, where he was in charge of overseeing ICG's top 30 investments.
Prior to that, Mr. Hovsepian served in a number of positions with IBM over a 17-year period, most recently
serving as Vice President, Business Development. Prior to that, Mr. Hovsepian had also served as Worldwide
General Manager of Industry Solutions, Retail Sector and as Vice President, Supply Chain Solutions.
Mr. Hovsepian is a member of the board of directors of Ann Taylor Corporation.

Richard Seibt

Richard Seibt joined Novell in January 2004 in connection with our acquisition of SUSE LINUX AG
(""SUSE''), where he served as Chief Executive OÇcer since he joined in January 2003. Mr. Seibt became
President, Novell EMEA in February 2004. Prior to joining SUSE, Mr. Seibt served as Executive Board
Member of United Internet AG, an Internet service provider, from September 1998 to December 2002. Prior
to that, Mr. Seibt served in a number of positions with IBM, most recently serving as General Manager of the
OS/2 Business Unit, Vice President Software Sales and Marketing North America and Managing Director
IBM Germany.

Item 2. Properties

In the U.S., we own approximately 872,000 square feet and occupy approximately 834,000 square feet of
oÇce space on 46 acres in Provo, Utah, which is used for administrative oÇces and functions as our primary
product development center. We lease and occupy approximately 105,000 square-feet of oÇce space in
Waltham, Massachusetts, which is the location of our corporate headquarters and principal executive oÇces
and is also used for product development. We lease approximately 177,000 square-feet of oÇce building in
Cambridge, Massachusetts, of which we occupy approximately 23,000 square feet, sublease approximately
133,000 square-feet and approximately 22,000 square feet is vacant. We assumed the lease of a 100,000 square
foot facility in Billerica, Massachusetts, in conjunction with the acquisition of SilverStream Software Inc.
(""SilverStream''). This facility is currently unoccupied. We lease sales and support oÇces in California,
Colorado, Connecticut, Florida, Georgia, Illinois, Massachusetts, Michigan, Minnesota, Missouri, New York,
Oregon, Pennsylvania, Tennessee, Texas, Utah, Virginia, and Washington.

Internationally, we own an 85,000 square-foot oÇce building in Bracknell, United Kingdom, a
42,000 square-foot building in the Netherlands, and an 18,000 square-foot building in Johannesburg, South
Africa, all of which are used for sales and administrative oÇces. We lease and occupy a 21,000 square-foot
facility in Dublin, Ireland, which is used as a shared services center and for product localization, a
29,000 square-foot facility in Richmond, United Kingdom, 11,000 square feet of which is used as headquarters
and administrative oÇces for our Celerant subsidiary, and an 80,000 square-foot facility in Bangalore, India,
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which is used as a product development center. In conjunction with the SUSE acquisition, we assumed the
leases of various facilities in Germany totaling 110,000 square feet.

We have subsidiaries in Argentina, Australia, Austria, Belgium, Brazil, Canada, Chile, China, Colombia,
Czech Republic, Denmark, Finland, France, Germany, India, Ireland, Israel, Italy, Japan, Luxembourg,
Malaysia, Mexico, Netherlands, New Zealand, Norway, Philippines, Portugal, Puerto Rico, Singapore, Spain,
Sweden, Switzerland, Thailand, Taiwan, United Kingdom, and Venezuela, each of which leases a small
facility used as sales and support oÇces.

The terms of the above leases vary from month-to-month to up to 20 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 favorable terms.

Item 3. Legal Proceedings

In November 2004, we Ñled suit against Microsoft in the U.S. District Court, District of Utah. We seek
to be awarded treble damages in an amount to be determined at trial based on claims that Microsoft
eliminated competition in the oÇce productivity software market during the time that we owned the
WordPerfect word-processing application and the Quattro Pro spreadsheet application. Among other claims,
we alleged that Microsoft withheld certain critical technical information about Windows from us, thereby
impairing our ability to develop new versions of WordPerfect and other Novell oÇce productivity applications.
The complaint also alleges that Microsoft integrated certain technologies into Windows designed to exclude
WordPerfect and other Novell applications from relevant markets. In addition, we alleged that Microsoft used
its monopoly power to prevent OEM's from oÅering WordPerfect and other applications to customers. On
January 7, 2005, Microsoft Ñled a motion to dismiss the complaint. We will vigorously oppose the motion to
dismiss. 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 eÅect on our Ñnancial position, results of operations or cash Öows.

In May 2004, we received $18.5 million from The Canopy Group, Inc. (""Canopy'') in satisfaction of a
judgment against Canopy. The judgment arose out of a collection action Ñled by us against Canopy, wherein
we sought to recover a royalty payment due under a licensing agreement and arising out of a settlement
payment from a third party to Canopy. In connection with this payment, we recognized revenue of
$13.5 million and interest income of $5 million during the quarter ended July 31, 2004.

In January 2004, the SCO Group, Inc. (""SCO'') Ñled suit against us in the Third Judicial District Court
of Salt Lake County, State of Utah. We removed the claim to the U.S. District Court, District of Utah. SCO's
original complaint alleged that our public statements and Ñlings regarding the ownership of the copyrights in
UNIX and UnixWare have harmed SCO's business reputation and aÅected its eÅorts to protect its ownership
interest in UNIX and UnixWare. The District Court dismissed the original complaint, but allowed SCO an
opportunity to Ñle an amended complaint, which SCO did in July 2004. As with the original complaint, SCO
is again seeking 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
and to require us to withdraw all representations we have made regarding our ownership of the UNIX and
UnixWare copyrights and to pay actual, special and punitive damages in an amount to be proven at trial. We
have again sought to dismiss SCO's amended complaint and ultimately believe that we have meritorious
defenses to these claims even if our Motion to Dismiss is denied. Accordingly, we intend to vigorously defend
ourselves in this suit. 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 eÅect on our Ñnancial position, results
of operations or cash Öows.

SilverStream which we acquired in July 2002, and several of its former oÇcers and directors, as well as
the underwriters who handled SilverStream's two public oÅerings, were named as defendants in several class
action complaints that were Ñled on behalf of certain former stockholders of SilverStream who purchased
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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 plaintiÅs have brought against other issuers
and underwriters. These complaints all allege violations of the Securities Act, as amended and the Securities
Exchange Act of 1934, as amended. In particular, they allege, among other things, that there was undisclosed
compensation received by the underwriters of the public oÅerings of all of these issuers, including
SilverStream's. The plaintiÅs are seeking monetary damages, statutory compensation and other relief that may
be deemed appropriate by the court. A Consolidated Amended Complaint with respect to all of these
companies was Ñled in the U.S. District Court, Southern District of New York, on April 19, 2002. While we
believe that SilverStream and its former oÇcers and directors have meritorious defenses to the claims, a
Memorandum of Understanding has been reached between many of the defendants and the plaintiÅs, which
contemplate a settlement of the claims. The settlement, however, has not been Ñnalized. 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 eÅect on our Ñnancial position, results of operations or cash Öows.

In February 1998, a suit was Ñled in the U.S. District Court, District of Utah, against us and certain of
our oÇcers and directors, alleging violation of federal securities laws by concealing the true nature of our
Ñnancial condition and seeking unspeciÑed damages. The lawsuit was brought as a purported class action on
behalf of purchasers of our common stock from November 1, 1996 through April 22, 1997. After a Ñrst
dismissal of the suit on November 3, 2000 and a subsequent amendment to the complaint Ñled on
February 20, 2001, the U.S. District Court dismissed the amended complaint with prejudice for failure to state
a claim. Much of the District Court's Order of Dismissal was recently aÇrmed by the Tenth Circuit Court of
Appeals while certain claims were remanded for the District Court's further review. We believe we have
meritorious defenses to these remaining claims. While there can be no assurance as to the ultimate disposition
of the lawsuit, we do not believe that the resolution of this litigation will have a material adverse eÅect on our
Ñnancial position, results of operations or cash Öows.

We evaluate the adequacy of our legal reserves on a quarterly basis. During Ñscal 2004, we recorded a
reduction of $5 million in legal reserves relating to favorable developments in then current litigation matters
and a reduction of $4 million due to a one-time adjustment to the legal reserve. We are currently party to
various legal proceedings and claims including 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 or any of the above mentioned legal matters will have a
material adverse eÅect on our consolidated Ñnancial position, results of operations or cash Öows.

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 Ñscal year
covered by this report.
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PART II

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

Novell's common stock trades in the Nasdaq National 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 Ñscal
years:

First Second Third Fourth
Quarter Quarter Quarter Quarter

Fiscal 2004

HighÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $12.93 $14.24 $10.98 $7.45

Low ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5.64 $ 9.31 $ 6.32 $5.62

Fiscal 2003

HighÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3.98 $ 3.29 $ 3.85 $6.35

Low ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.63 $ 2.15 $ 2.72 $3.46

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. There were 8,566 stockholders of
record at December 31, 2004.

Repurchases of Common Stock

Maximum Dollar Value of
Total Number of Shares Shares That May Yet Be

Number of Average Purchased Under Publicly Repurchased Under Publicly
Shares Price Paid Announced Repurchase Announced Repurchase

Month Ended Purchased(1) per Share Programs Programs

August 31, 2004 ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì N/A N/A

September 30, 2004 ÏÏÏÏÏÏÏÏ Ì Ì N/A N/A

October 31, 2004ÏÏÏÏÏÏÏÏÏÏÏ 387 $6.31 N/A N/A

Totals ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 387 N/A N/A

On June 28, 2004, we Ñled a Form 8-K announcing our intention to use a portion of the proceeds from the
issuance of senior convertible debentures to repurchase, on a one-time basis, $125 million of common stock
(15,188,300 shares at $8.23 per share). These shares were repurchased on July 2, 2004, are held in treasury
and are classiÑed as treasury stock on our consolidated balance sheet at July 31, 2004.

(1) Repurchases of shares of common stock that have not been publicly announced represent forfeited
shares by employees to satisfy tax withholdings relating to vesting of restricted stock or payment of shares
from the deferred compensation plan.
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Item 6. Selected Financial Data

Fiscal Year Ended

October 31, October 31, October 31, October 31, October 31,
2004 2003 2002 2001 2000

(Amounts in thousands, except per share data)

Statement of operations

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,165,917 $1,105,496 $1,134,320 $1,050,796 $1,161,735

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 750,238 666,778 684,902 712,162 834,337

Income (loss) from operationsÏÏÏÏÏÏ 65,692 (27,822) (68,125) (120,813) (31,582)

Income (loss) before taxes ÏÏÏÏÏÏÏÏÏ 74,974 (55,010) (92,225) (276,766) 70,672

Income tax expense (beneÑt)ÏÏÏÏÏÏÏ 17,786 106,894 10,896 (14,944) 21,202

Net income (loss) before accounting
change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57,188 (161,904) (103,121) (261,822) 49,470

Cumulative eÅect of accounting
change, net of tax(a)ÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (143,702) (11,048) Ì

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57,188 (161,904) (246,823) (272,870) 49,470

Net income (loss) available to
common stockholders ÏÏÏÏÏÏÏÏÏÏÏ $ 31,092 $ (161,904) $ (246,823) $ (272,870) $ 49,470

Net income (loss) per common
share, basic and dilutedÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.44) $ (0.68) $ (0.82) $ 0.15

Balance sheet

Cash, cash equivalents and short-
term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,211,467 $ 751,852 $ 635,858 $ 705,243 $ 698,193

Working capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 842,120 404,095 328,031 416,463 552,281

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,291,548 1,567,653 1,665,065 1,904,006 1,712,346

Senior convertible debenturesÏÏÏÏÏÏÏ 600,000 Ì Ì Ì Ì

Redeemable preferred stock ÏÏÏÏÏÏÏÏ 25,000 Ì Ì Ì Ì

Stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 963,364 $ 934,470 $1,065,542 $1,270,667 $1,245,085

(a) In Ñscal 2001 we changed our method of accounting for revenue related to product sales to distribution
channel partners from recognizing the revenue upon shipment to the distribution partner to recognizing
such revenue upon the sale by the distribution partner to the end user.

In Ñscal 2002 we adopted Statement of Financial Accounting Standards No. 142, ""Goodwill and Other
Intangible Assets,'' resulting in a transitional goodwill impairment loss.

See the Management's Discussion and Analysis of Financial Condition and Results of Operations section for a
discussion of data comparisons.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview

The strategic focus of our business is to deliver to our customers identity management and web services
solutions and cross-platform solutions, supported by services solutions that complement our products.
Important factors in evaluating our 2004 Ñscal year results include the state of the global economy and IT
markets and our progress in implementing key initiatives. These initiatives include:

‚ reducing the rate of revenue decline in our legacy NetWare business;

‚ increasing revenue from our Linux and identity management businesses; and

‚ increasing sales of other products and services, including consulting services.

Our initiatives and their implementation involve risks and challenges. The following addresses our
progress with these initiatives and their implementation during Ñscal 2004, as well as the risks and challenges
we believe we face over the next year.

One of our most important strategies is to embrace the open source movement, speciÑcally the Linux
operating system, and to develop a competitive position in the Linux market. This strategy includes supporting
the Linux operating system in addition to the NetWare operating system by oÅering Novell products and
services that run on both Linux and NetWare platforms. Our acquisitions of Ximian and SUSE, as well as
restructurings in this and the prior Ñscal year, are direct results of this strategy. These acquisitions in particular
enable us to oÅer a full range of enterprise solutions on the Linux platform, from the desktop to the server to
the mainframe. We have completed the integration of Ximian and have made signiÑcant progress with the
integration of SUSE personnel, operations and technology into our business. We expect that the beneÑts of the
completed SUSE integration will not be fully realized until mid-Ñscal 2005. Our key open source and Linux
goals include the following:

‚ We need to successfully address the concerns of our NetWare installed base in order to eliminate
historic revenue declines by providing a well articulated technology roadmap that is applicable for their
businesses. The installed base is an important source of cash Öow and an opportunity for us to sell more
products. Excluding the impact of foreign currency eÅects, NetWare revenue for Ñscal 2004 declined
by 10% from Ñscal 2003. It is our goal that the release of our Open Enterprise Server (""OES'')
product, which will include both the SUSE Linux Enterprise Server (""SLES'') 9 and NetWare
operating systems, will keep customers with Novell. OES is designed as a platform to allow our
installed base to easily transition from NetWare to Linux, should they choose to migrate. Our intention
is that by providing customers with a clear migration path to our Linux products, we mitigate the risk
that customers may defect.

‚ We released SLES 9 during Ñscal 2004, which we believe to be a major milestone in enabling
enterprise Linux computing. We shipped approximately 40,000 SLES 9 units (including 12,000 to a
single customer) during Ñscal 2004 and 3,800 units of SLES 8 from the date of our acquisition of
SUSE to the release of SLES 9. We also signed Linux-related enterprise-wide agreements with three
Fortune 100 customers during the fourth quarter of Ñscal 2004. Our belief is that sales of our SUSE
LINUX products will increase as the market becomes more familiar with them. In addition, we believe
that our Linux initiatives will help grow the Linux market and provide sales opportunities for our other
products. As a result, we expect our existing product revenue streams and Ñnancial trends to beneÑt as
the overall Linux market grows in the future.

‚ Another important goal is to remove the barriers to adoption of Linux at the enterprise level. We
believe that our experience providing enterprise-level service, support, and products as well as other of
our competitive advantages will allow us to become the leader in Linux operating system distributions
in a relatively short period of time. We will continue to invest heavily in engineering, partnerships,
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support and training. We are constantly evaluating our entire solution stack, and we will make, buy or
license the appropriate technologies in order to provide a more complete, value-add oÅering.

Another goal is to expand our identity driven computing strategy. We are in the process of componentiz-
ing delivery of identity management solutions so customers can implement a broader strategy in smaller
modules, thereby reducing the time it takes to realize considerable business value and lowering their overall
risk in adopting an enterprise-wide identity strategy. We believe that a primary driver of growth will be the
demonstration of successful, small implementations that we can use as case studies and proof points.

In Ñscal 2004, we were able to turn our IT consulting business around to proÑtability at the contribution
margin level. In Ñscal 2005, we plan to continue to proÑtably grow the IT consulting business and to more
closely align the IT consulting engagements with the products we sell. We still intend to oÅer general IT
consulting, but it will no longer be our primary focus. We believe that we need to demonstrate to the
consulting and systems integrator (""CSI'') community that we are not direct competitors and show them how
to use our products to develop identity solutions for their customers, with our help, when needed.

As we have noted above, we are still a company in transition, and there is much work that lies ahead.
Although we continued to successfully cut costs in Ñscal 2004, reducing our work force and consolidating
facilities, in Ñscal 2005 we will need to maintain a transitional cost structure beyond that which a steady state
business would require in order to develop, market and sell our products and solutions. Over the next 12 to
18 months, we expect to maintain current spending levels or to increase spending in the following areas:

‚ We expect our research and development expenses as a percent of revenue will continue running higher
than where we'd like over the next year as a result of eÅorts to rearchitect several products such as
ZENworks, and eDirectory so that they will appeal to customers outside the NetWare installed base
and as a result of our ongoing investments in Linux, partnerships and training.

‚ Last year, we commenced the transition of our North America sales force to a new business model as a
result of our new products and repositioning. We made signiÑcant progress during 2004, and we
estimate that this transition will be complete by the end of Ñscal 2005.

‚ Our EMEA business is in need of similar changes to those we have been making in North America.
We expect to begin that process in the Ñrst Ñscal quarter of 2005 and expect the reorganization to last
12-18 months. To capitalize on Linux interest, we have created a pan-regional Linux Sales and
Business Development group in North America and EMEA to help coordinate our activities.

‚ Critical to Novell's performance over time is retaining and motivating our employees. Like many
companies, we have signiÑcantly limited compensation changes over the past two years. In 2005, we
plan to increase compensation, resulting in increased expense in both cost of sales and operating
expenses.

Cash Öow from operations is our principal source of liquidity. Additionally, we have recently had net cash
infusions of $460 million from our private placement of senior convertible debentures in July 2004 and
$448 million from our settlement of certain NetWare-related claims with Microsoft in November 2004. Our
strong liquidity will help facilitate the implementation of this transition, as well to quickly respond to market
developments and business opportunities that may arise.

Despite recent improvements in the economy, we believe that we are still in a relatively soft IT spending
environment in North America. Although IT demand trends appear to be slowly improving, we are seeing that
CIOs are still cautious on IT investments. We see a continued reluctance to make large upfront commitments
to infrastructure projects because they typically take long to complete and touch every part of the IT
architecture. Longer sales cycles are resulting in pilot rollouts that may or may not turn into orders. Similarly,
the European economy remains Öat and IT budgets continue to be constrained in that region. As a result,
there was general weakness across all lines of our business in the EMEA region except for our SUSE LINUX
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products. We believe that our focus on Linux open source and identity management solutions will permit us to
exploit the two primary concerns of CIOs Ì security and total cost of ownership.

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 highly uncertain at the time an accounting estimate is made, and if
diÅerent estimates that reasonably could have been used or changes in the accounting estimate that are
reasonably likely to occur periodically could materially change the Ñnancial statements. We consider certain
accounting policies related to revenue recognition, impairment of long-lived assets, and valuation of deferred
tax assets to be critical policies due to the estimation processes involved in each.

Revenue Recognition. Our revenue is derived primarily from the sale of software licenses and
maintenance, technical support, training, and consulting services. Revenue is recognized in accordance with
the requirements of Statement of Position (""SOP'') 97-2, ""Software Revenue Recognition.'' Under
SOP 97-2, when an arrangement does not require signiÑcant production, modiÑcation or customization of the
software, revenue is recognized when the following four criteria are met:

‚ Persuasive evidence of an arrangement exists Ì We require evidence of an agreement with a customer
specifying the terms and conditions of the products or services to be delivered.

‚ Delivery has occurred Ì For software licenses, delivery takes place when the customer is given access
to the software programs. For services, delivery takes place as the services are provided.

‚ The fee is Ñxed or determinable Ì Fees are Ñxed or determinable if they are not subject to a refund or
cancellation and do not have payment terms that exceed our standard payment terms.

‚ Collection is probable Ì We perform a credit review of all customers with signiÑcant transactions to
determine whether a customer is credit worthy and collection is probable.

Revenue from software license fees is recognized upon delivery of the software. If the fee due from the
customer is not Ñxed 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. Allowances for
estimated sales returns and allowances are recorded in the same period as the related revenue. We recognize
revenue on the sale of shrink-wrapped box product through our distributor channel on a sell-through basis.

Revenue from maintenance contracts, subscriptions, support and other similar services is recognized as
services are performed over the term of the performance period. Certain sales require continuing service,
support and performance by us, and accordingly, a portion of the revenue is deferred until the future service,
support, and performance are provided.

Consulting project contracts are either time-and-materials or Ñxed-price contracts. Revenue from
consulting projects is recognized only if a signed contract exists, the fee is Ñxed or determinable, and collection
of the resulting receivable is probable. Revenue from time-and-materials contracts is recognized as the
services are performed. Revenue from Ñxed-price contracts is recognized using the proportional performance
method, using estimated time-to-completion to measure the percent complete. The cumulative impact of any
revision in estimates of the percent complete or recognition of losses on contracts is reÖected in the period in
which the changes or losses become known.

Many of our software arrangements include multiple elements, such as product upgrade protection,
software support services, consulting, and training, in addition to software licenses and maintenance. These
multiple element arrangements are accounted for using the proportional method of accounting in which we
allocate revenue to each element of the transaction based upon the relative fair values of the elements, which
may include software products, product upgrade protection, software support services, consulting, and training.
Fair value is determined by Novell-speciÑc objective evidence of the price charged to other customers when

20 Novell annual report 2004



each element is sold separately. We have established suÇcient Novell-speciÑc objective evidence of the fair
value of all elements of a multiple element arrangement.

Services revenue includes reimbursable expenses charged to our clients.

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 also record a provision to operating
expenses for bad debts resulting from customers' inability to pay for the products or services they have
received, due to such factors as bankruptcy. These estimates are based on historical sales returns and bad debt
expense, analyses of credit memo data, and other known factors. If the historical data we use to calculate these
estimates do not properly reÖect future returns or bad debts, revenue or net income could be overstated or
understated.

Long-lived Assets. Our long-lived assets include net Ñxed assets, long-term investments, goodwill, and
other intangible assets. At October 31, 2004, our long-lived assets included $231.5 million of net Ñxed assets,
$56.0 million of long-term investments, $391.1 million of goodwill, and $48.6 million of identiÑable intangible
assets.

Property, Plant, and Equipment. We periodically review our property, plant, and equipment for
impairment in accordance with Statement of Financial Accounting Standards (""SFAS'') No. 144,
""Accounting for the Impairment or Disposal of Long-Lived Assets.'' In determining whether an asset is
impaired, we must make assumptions regarding recoverability of costs, estimated future cash Öows 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. For example, in
the fourth quarter of Ñscal 2002, we determined that our facilities in San Jose, California and a small
building in Provo, Utah had become impaired due to changes in the intended use of the facilities, as well
as changes in the local commercial real estate market. Accordingly, an independent real estate consulting
Ñrm was retained to appraise the facilities. This resulted in a pre-tax, non-cash impairment charge of
$80 million. In the third quarter of Ñscal 2003, we sold our San Jose facility to a San Jose-based company
looking to remain in the area and seeking to satisfy speciÑc space requirements. As a result, we were able
to sell the facility for more than anticipated, and we recorded a $25 million gain on the sale.

Long-term Investments. The fair value of the long-term investments is dependent on the actual
Ñnancial performance of the companies or venture funds in which we have invested, the investees' market
value, and the volatility inherent in the external markets for these investments. In assessing potential
impairment for these private equity investments, we consider these factors as well as the forecasted
Ñnancial performance of our investees, liquidation preference value of the stock we hold, and estimated
potential for investment recovery based on all these factors. If any of these factors indicate that the
investment has become other-than-temporarily impaired, we may have to record additional impairment
charges not previously recognized. During Ñscal 2004, we recognized $5.4 million of impairment losses
related to our long-term investments. If general market conditions do not improve, or if any of the
companies or venture funds included in long-term investments do not meet performance goals, our
investments could become other-than-temporarily impaired as their values decline, causing us to record
further investment impairment charges.

Goodwill and Intangible Assets. In assessing the recoverability of our goodwill and other intangible
assets, we must make assumptions regarding estimated future cash Öows and other factors to determine
the fair value of the respective assets. This process is subjective and requires judgment at many points
throughout the analysis. If these estimates or their related assumptions change in the future, or if actual
cash Öows are below our estimates, we may be required to record impairment charges for these assets.

During the fourth quarters of Ñscal 2004, 2003 and 2002, we completed our annual goodwill impairment
review based on August 1, 2004, 2003 and 2002 balances and determined that there was no goodwill
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impairment as of those dates. These assessments are made at the segment level, and therefore we could
be subject to an impairment charge to goodwill or intangible assets if any one of the geographic segments
or Celerant is not performing well in the future. In addition, changes in the assumptions used in the
analysis could have changed the resulting outcome. For example, to estimate the fair value of our
reporting units at August 1, 2004, we made estimates and judgments about future cash Öows based on our
Ñscal 2005 forecast and current long-range plans used to manage the business. These long-range
estimates could change in the future depending on internal changes in our company 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 and customer relationships are amortized over three years as a cost of revenue. Our
trade names have an indeÑnite life and therefore are not amortized but are reviewed for impairment at
least annually. We review our intangible assets periodically for indicators of impairment in accordance
with SFAS No. 144. During Ñscal 2003, we recorded a $23.6 million impairment charge against certain
intangible assets we acquired as a part of the SilverStream acquisition.

Deferred Tax Assets. We perform quarterly and annual assessments of the realization of our deferred tax
assets considering all available evidence, both positive and negative. Assessments of the realization of deferred
tax assets require that management make significant judgments about many factors, including the amount and
likelihood of future taxable income. As a result of these assessments, we previously established valuation
allowances on select deferred tax assets that were considered to be at risk due to their unique characteristics and
limitations, such as capital loss carryovers and acquired tax attributes. Through the third quarter of fiscal 2003,
we concluded that it was more likely than not that the remaining recognized deferred tax assets would be
realized. The valuation allowance established in the fourth quarter of fiscal 2003 was recorded as a result of our
analysis of the facts and circumstances at that time, which led us to conclude that we could no longer forecast
future U.S. taxable income under the more likely than not standard required by SFAS No. 109 ""Accounting for
Income Taxes''. The Company's cumulative pre-tax book loss for three consecutive years ended October 31,
2003 imposed a high standard for compelling, positive evidence of the likelihood of, and ability to forecast, future
taxable income in the near term. As a result, in the fourth fiscal quarter 2003, we provided a full valuation
allowance against net deferred tax assets carried on our balance sheet.

In addition, during Ñscal 2004, we incurred U.S. pre-tax losses for tax reporting purposes. At October 31,
2004, we have been in a cumulative pre-tax loss position for each of the last three years. As a result, we have
provided a full valuation reserve on our deferred tax assets.

We recorded deferred tax liabilities during Ñscal 2004 for foreign jurisdictions. The deferred tax liabilities
recorded in foreign jurisdictions were attributable to book to tax basis diÅerences recorded as part of purchase
price accounting for the assets and liabilities of companies acquired during the year.

Loss Contingency Accruals. We are required to make accruals for certain loss contingencies related to
litigation, restructurings and taxes. We accrue these items in accordance with SFAS No. 5, ""Accounting for
Contingencies'' however the estimation of the amount to accrue requires signiÑcant judgment. Litigation
accruals require we make assumptions about the future outcome of each case based on current information.
When our restructurings include leased facilities, we are required to make assumptions about future sublease
income, which would oÅset our costs and decrease our accrual. From time to time, we are subjected to tax
audits and must make assumptions about the outcome of the audit. If any of the estimates or their related
assumptions change in the future, or if actual outcomes are diÅerent than our estimates, we may be required to
record additional charges or reduce our accruals For example, during Ñscal 2004, we recorded a $4.9 million
adjustment to a previous restructuring accrual due to changes in estimates we originally made regarding future
sublease income, a $5 million reduction of our litigation accrual due to changes in the estimated outcome of
certain ongoing legal cases and a $4 million reduction to our litigation accrual and $6 million reduction to our
income tax accrual due to one-time adjustments to these reserves.
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Results of Operations

Acquisitions

Salmon Ltd.

On July 19, 2004, we purchased all of the outstanding stock of Salmon Ltd, a privately-held information
technology services and consulting Ñrm headquartered in Watford, England, for approximately $8.2 million in
cash, plus estimated merger and transaction costs of $0.6 million. In addition, we recorded a deferred income
tax liability of $1.2 million resulting from the future tax consequences of the non-deductibility of identiÑed
intangible assets recorded in connection with this acquisition.

The purchase agreement provides for contingent payments of up to an additional $10.6 million based
upon the future revenues and proÑtability of both Salmon and Novell in the United Kingdom over a period of
two years. Any future earnout payments will be capitalized as goodwill when and if paid.

Revenues of $6.5 million and expenses of $6.1 million were included in our statement of operations
related to Salmon for the period from acquisition (July 19, 2004) to October 31, 2004.

SUSE LINUX AG

On January 12, 2004, we purchased substantially all of the outstanding stock of SUSE LINUX AG, a
privately-held company and a leading provider of Linux-based products, for approximately $210.0 million in
cash, plus estimated merger and transaction costs of $9.0 million. In addition, we recorded a deferred income
tax liability of $3.0 million resulting from the future tax consequences of the non-deductibility of identiÑed
intangible assets recorded in connection with this acquisition.

Revenues of approximately $36.2 million and expenses of approximately $42.2 million were included in
our statement of operations related to SUSE for the period from acquisition (January 12, 2004) to
October 31, 2004.

Ximian, Inc.

On August 4, 2003, we acquired Ximian, Inc., a privately-held company and provider of desktop and
server solutions that enable enterprise Linux adoption, approximately $40.0 million in cash and estimated
transaction costs of $0.5 million. Ximian's results of operations have been incorporated into our statement of
operations beginning on the acquisition date of August 4, 2003.

SilverStream Software, Inc.

On July 17, 2002, we acquired substantially all of the outstanding shares of SilverStream at a price of
$9.00 per share. At the closing date of the merger, approximately 23.5 million shares of SilverStream common
stock were outstanding, resulting in a total cash acquisition price of $210.8 million. Direct transaction costs
were approximately $1.1 million and the fair value of SilverStream stock options assumed, both vested and
unvested, totaled $28.6 million. Silverstream's results of operations have been incorporated into our statement
of operations beginning on the acquisition date of July 17, 2002.

Revenue

We sell our products, services, and solutions primarily to corporations, government entities, educational
institutions, resellers and distributors both domestically and internationally. In the statement of operations, we
categorize revenue as software licenses or maintenance and services. Software license revenue includes new
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license revenue only. Maintenance and services includes all other revenue including Linux subscriptions and
upgrade protection contracts.

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

New software licenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 238 $ 265 $ 319 (10)% (17)%

Maintenance and services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 928 840 815 10% 3%

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,166 $1,105 $1,134 6% (3)%

New software license revenue decreased in Ñscal 2004 compared to Ñscal 2003 and in Ñscal 2003
compared to Ñscal 2002 primarily as a result of lower NetWare, collaboration and ZENworks new license
sales. Revenue from NetWare licenses decreased by $21 million or 20% from Ñscal 2003 to Ñscal 2004 and
$39 million or 27% from Ñscal 2002 to Ñscal 2003. Revenue from Collaboration licenses decreased $3.3 million
or 9% from Ñscal 2003 to Ñscal 2004 and $6.2 million or 14% from Ñscal 2002 to Ñscal 2003. Revenue from
ZENworks licenses decreased by $1.4 million or 3% from Ñscal 2003 to Ñscal 2004 and $4.3 million or 9%
from Ñscal 2002 to Ñscal 2003. These decreases were oÅset somewhat by favorable foreign exchange rates,
particularly in Europe and the addition of approximately $4.4 million of revenue from SUSE.

Maintenance and services revenue increased in Ñscal 2004 compared to Ñscal 2003 primarily due to
increased worldwide services revenue, which increased $8.5 million or 3%, the recognition of $13.5 million of
royalty revenue related to the legal judgment against The Canopy Group, Inc. (""Canopy''), the addition of
$31.8 million in SUSE services revenue, and the beneÑt of favorable foreign exchange rates, primarily in
Europe. These increases were oÅset somewhat by lower NetWare maintenance revenue, which decreased by
$9.0 million or 5%. In total, NetWare revenue decreased by 10% from Ñscal 2003 to 2004. The increase from
Ñscal 2002 to Ñscal 2003 relates primarily to increased collaboration, ZENworks, and identity management
maintenance revenue, oÅset somewhat by lower consulting revenue.

Further explanation of revenue trends by product follows in the discussion of revenue by segment.

Revenues by reporting segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

North America ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 515 $ 508 $ 577 1% (12)%

Europe, Middle East, and Africa (""EMEA'') ÏÏÏÏÏÏÏÏÏ 378 348 323 9% 8%

Asia PaciÑc ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62 60 55 3% 9%

Latin AmericaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 24 27 (13)% (11)%

Japan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28 26 27 8% (4)%

Celerant ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162 139 125 17% 11%

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,166 $1,105 $1,134 6% (3)%
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We further analyze revenue by solution categories within each geographic segment. Revenues by solution
category in North America were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Identity management and web services solutionsÏÏÏÏÏÏÏÏÏÏÏÏ $ 49 $ 49 $ 45 Ì% 9%

Cross-platform solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 319 309 353 3% (13)%

ServicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 147 150 179 (2)% (16)%

Total net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $515 $508 $577 1% (12)%

The 1% overall increase in the North America segment revenues for Ñscal 2004 compared to Ñscal 2003 is
primarily due to increased revenue in our cross-platform services solution category. This increase is due
primarily to the recognition of $13.5 million of royalty revenue related to the legal judgment against Canopy.
Excluding the Canopy revenue, North America revenue for Ñscal 2004 decreased by $7 million or 1%
compared to the Ñscal 2003. These declines are primarily due to a $18.2 million or 11% decline in Ñscal 2004
in NetWare revenues and a $3.5 million or 2% decrease in worldwide services revenue. These declines are
oÅset somewhat by increases in ZENworks revenues of $8 million or 13% for Ñscal 2004 compared to Ñscal
2003, principally related to our successful release of ZENworks 6.5 during the third quarter of Ñscal 2004 and
the addition of $11 million in revenue from SUSE in Ñscal 2004. The SUSE revenue included subscriptions
related to approximately 25,000 units of SLES 9. Revenues in identity management and web solutions and
services remained relatively Öat.

Revenue in the North America segment decreased in Ñscal 2003 compared to 2002 by 12%. The decrease
is mainly a result of a $34.5 million or 17% decrease in NetWare revenue as a result of declining license
maintenance sales, and a $28.3 million reduction in IT consulting revenues, which was due to the diÇcult
economy, which caused corporate IT spending in general to decrease. These decreases were oÅset somewhat
by increased identity management and web services revenue, primarily in the exteNd product line.

Revenues by solution category in the EMEA segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Identity management and web services solutionsÏÏÏÏÏÏÏÏÏÏÏÏ $ 41 $ 37 $ 30 11% 23%

Cross-platform solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 213 199 196 7% 2%

ServicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 124 112 97 11% 15%

Total net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $378 $348 $323 9% 8%

The 9% overall increase in the EMEA segment revenues for Ñscal 2004 compared to Ñscal 2003 was due
primarily to favorable foreign currency exchange rates, which increased revenues by approximately $18 million
for Ñscal 2004. This increase is also due to the inclusion of SUSE revenues in the cross-platform services
solution category of $21 million for Ñscal 2004 compared to no SUSE revenue in Ñscal 2003. Also, revenues
for Ñscal 2004 increased by approximately $7 million due to the inclusion of Salmon revenues. During Ñscal
2004, SUSE revenue in EMEA included subscriptions related to approximately 13,000 units of SLES 9 and
3,800 units of SLES 8 during Ñscal 2004.

Excluding the impact of foreign currency exchange rates, SUSE revenues and Salmon revenues, revenues
for EMEA for Ñscal 2004 decreased by approximately $16 million or 4% due primarily to declining NetWare
revenue and lower than expected maintenance renewals in Germany and the United Kingdom.

Revenue in the EMEA segment increased by 8% in 2003 compared to 2002. The increase was mainly due
to favorable exchange rates coupled with slight increases in product revenue and IT consulting sales.
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Revenues by solution category in the Asia PaciÑc segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Identity management and web services solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8 $ 7 $ 5 14% 40%

Cross-platform solutionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34 36 34 (6)% 6%

Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 17 16 18% 6%

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $62 $60 $55 3% 9%

The 3% overall increase in Asia PaciÑc segment revenues for Ñscal 2004 compared to Ñscal 2003 is
primarily due to favorable foreign currency exchange rates, improved revenues for our services, ZENworks
and identity management products, oÅset somewhat by decreases in NetWare revenue of approximately
$4 million or 17%.

Revenue in the Asia PaciÑc segment increased by 9% in 2003 compared to 2002. The increase in 2003 is
mainly a result of favorable exchange rates coupled with Öat product and services sales.

Revenues by solution category in the Latin America segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Identity management and web services solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2 $ 3 $ 1 (33)% 200%

Cross-platform solutionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 11 12 (9)% (8)%

Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 10 14 (10)% (29)%

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21 $24 $27 (13)% (11)%

The 13% overall decline in Latin America segment revenues for Ñscal 2004 is primarily due to a 19%
decrease in NetWare revenue, a 14% decrease in collaboration products, a 26% decrease in identity
management and web services revenue, and a 10% decrease in services revenue. These decreases were
somewhat oÅset by a 15% increase in ZENworks revenue due primarily to our successful release of
ZENworks 6.5 during the third quarter. Revenue in the Latin America segment decreased by 11% in 2003
compared to 2002. The decrease in 2003 is mainly a result of a 20% decrease in NetWare revenue, a 21%
decrease in ZENworks revenue, and a 30% decrease in services revenue, oÅset somewhat by increased
collaboration revenue. Overall, the decrease in revenues reÖect the poor economic conditions in Latin America
resulting in lower IT spending.

Revenues by solution category in the Japan segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Identity management and web services solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1 $ 1 $ 1 Ì% Ì%

Cross-platform solutionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19 15 14 27% 7%

Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 10 12 (20)% (17)%

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $28 $26 $27 8% (4)%

The 8% overall increase in Japan segment revenues for Ñscal 2004 is primarily due to increased royalty
revenue, oÅset somewhat by declining services revenue. Revenue in the Japan segment decreased by 4% in
2003 compared to 2002 primarily due to decreased services revenue.
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Revenues in the Celerant consulting segment were as follows:

2004 vs 2003 vs
2004 2003 2002 2003 2002

(In millions) (Percentage change)

Celerant consulting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $162 $139 $125 17% 11%

Celerant revenues for Ñscal 2004 increased 17% compared to the prior year due to a combination of
underlying growth in the business and favorable currency exchange rates. Excluding the impact of the foreign
currency exchange rates, revenue increased by 8% for Ñscal 2004 compared to Ñscal 2003 due to improved
revenue growth in our European businesses.

Revenue in the Celerant consulting segment increased by 11% in 2003 compared to 2002 due to favorable
exchange rates and increased demand for services.

Deferred revenue

Deferred revenue represents revenue that has been billed or collected, but that will be recognized when
the earnings process is completed in future periods. The majority of deferred revenue relates to maintenance
contracts and subscriptions and is recognized ratably over the related periods, typically one year. At
October 31, 2004, deferred revenue increased by $52 million or 16% to $374 million compared to the balance
at October 31, 2003. This increase is largely attributable to a $12 million increase due to favorable foreign
currency exchange rates, a $17 million increase due to the inclusion of SUSE deferred revenue, and the
remaining increase is primarily due to advanced invoicing of maintenance contract renewals and to changes in
our business mix moving towards more maintenance and subscription contracts.

Forward-looking revenue trends

We expect NetWare to continue to decline in Ñscal 2005 and we will attempt to oÅset this decline with
growth in our new products. Based on our review of industry trend reports from industry analysts, we expect
the Linux and identity management markets to grow between 30-35% and 14-16%, respectively, in Ñscal 2005.
We anticipate our revenues in these areas will increase as well. In addition based on our review of IDC reports,
we anticipate an overall improvement in IT spending of around 7%, which should help us increase our
ZENworks, consulting and support revenue in Ñscal 2005.

Gross proÑt

2004 vs 2003 vs
2004 2003 2002 2003 2002

($ in millions) (Percentage change)

New software licenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $215 $233 $288 (8)% (19)%

as a percent of new software license revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏ 90% 88% 90%

Maintenance and services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $535 $433 $397 23% 9%

as a percent of maintenance and services revenue ÏÏÏÏÏÏÏÏÏ 58% 52% 49%

Total gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $750 $667 $685 12% (3)%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64% 60% 60%

The increase in gross proÑt from new software licenses as a percentage of related revenue from Ñscal 2003
to Ñscal 2004 and the decrease in gross proÑt from software licenses as a percentage of related revenue from
Ñscal 2002 to Ñscal 2003 are due to an intangible asset impairment charge taken in Ñscal 2003 against software
licenses of $9.6 million. This charge related to intangible assets from the acquisition of SilverStream.

The increase in gross proÑt from maintenance and services as a percentage of related revenue from Ñscal
2003 to Ñscal 2004 is primarily due to the recognition of $13.5 million of revenue in connection with the
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Canopy legal judgment during Ñscal 2004, which had relatively little corresponding cost of sales. In addition,
our margins were positively impacted by increased consulting billing rates, which increased from $135 per
hour in Ñscal 2003 to $144 per hour in Ñscal 2004 and from cost savings related to workforce reductions we
implemented during Ñscal 2003 and 2004, mainly in the North America and EMEA segments.

Gross proÑt as a percentage of revenue on maintenance and services increased in Ñscal 2003 relative to
Ñscal 2002 due to eÅorts to improve resource utilization in our IT consulting services such as elimination of
excess capacity, which was partially oÅset by the intangible asset impairment charge of $14.0 million taken
against maintenance and services in Ñscal 2003.

Forward-looking gross margin trends

We expect gross margin percentages will decrease in Ñscal 2005 as our revenue mix continues to shift
from software licenses to services as our Linux and worldwide services businesses improve. Additionally,
during Ñscal 2005 we anticipate that gross margin percentages will be lower as we increase our investment in
restructuring the North America and EMEA businesses and in increasing compensation to retain and
motivate our employees, who have had limited compensation increases over the last two years.

Operating expenses

2004 vs 2003 vs
2004 2003 2002 2003 2002

($ in millions) (Percentage change)

Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $363 $381 $359 (5)% 6%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31% 34% 32%

Product developmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $199 $184 $169 8% 9%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17% 17% 15%

General and administrativeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $102 $111 $123 (8)% (10)%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9% 10% 11%

Restructuring expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23 $ 43 $ 19 (47)% 126%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2% 4% 2%

Purchased in-process research and development ÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 1 $ 3 Ì (67)%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì% Ì% Ì%

(Gains)/impairments on real property ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (2) $(25) $ 80 92% (131)%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì% (2)% 7%

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $685 $695 $753 (1)% (8)%

as a percent of net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59% 63% 66%

Sales and marketing expenses in total and as a percentage of revenue, decreased in Ñscal 2004 compared
to Ñscal 2003 due primarily to lower marketing spending, mainly in corporate advertising and the eÅect of
Ñscal 2003 and 2004 restructurings, oÅset somewhat by additional expenses related to the SUSE and Salmon
acquisitions in Ñscal 2004. This decline is oÅset somewhat by changes in foreign currency exchange rates.
Sales and marketing expense, in total and as a percentage of revenue, increased in Ñscal 2003 compared to
Ñscal 2002 primarily as a result of higher advertising costs and the addition of SilverStream sales and
marketing costs, including SilverStream employees, for the full twelve months of Ñscal 2003.

Product development costs in Ñscal 2004 increased compared to Ñscal 2003 due to increased research and
development activity from the acquisitions of Ximian and SUSE. Product development headcount increased
by 140 engineers compared to the prior year due primarily to the acquisitions of Ximian and SUSE, oÅset by
workforce reductions in other areas of product development. Product development expenses, in total and as a
percentage of revenue, increased in Ñscal 2003 compared to Ñscal 2002 primarily due to the addition of
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SilverStream product development costs, including SilverStream employees who became Novell product
development employees in July 2002.

General and administrative expenses in Ñscal 2004 decreased compared to Ñscal 2003 primarily due to
favorable legal developments that allowed us to reduce our legal reserves by $5 million during our second
quarter of Ñscal 2004, one-time adjustments to our medical liabilities, accounts payable accruals, and legal
reserves of $7.9 million during our fourth quarter of Ñscal 2004, and a one-time adjustment to decrease bad
debt expense by $1.8 million compared to Ñscal 2003, oÅset somewhat by increased expenses related to the
addition of SUSE and Salmon general and administrative costs. General and administrative expenses
decreased, in total and as a percentage of revenue, in Ñscal 2003 from Ñscal 2002 primarily due to a full year's
impact of restructuring activities undertaken in 2002. This decrease was partially oÅset by the addition of
SilverStream general and administrative costs in July 2002.

Purchased in-process research and development is technology purchased in the acquisitions of Ximian
and SilverStream 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. In-process research and development was valued based on discounting
forecasted cash Öows that will be generated directly from the related products. The in-process research and
development does not have any alternative future use and did not otherwise qualify for capitalization. As a
result, the entire amount was expensed.

Forward-looking operating expense trends

In order to fully transition our business from our legacy products, such as NetWare, to those that will
drive our future growth, such as Linux, we will need to maintain a transitional cost structure in order to
develop, market and sell these products and solutions. SpeciÑcally, we anticipate our investment in product
development in Ñscal 2005 will be higher than recent years as we develop new products and re-architect older
products. We expect to continue to incur costs in North America as we complete the process of restructuring
this organization and expect to incur costs to similarly restructure our EMEA business. We plan to increase
compensation to retain and motivate our employees in Ñscal 2005, who have had limited compensation
increases over the last two years. This will increase both cost of sales and operating expenses.

(Gain)/impairment on real property

During Ñscal 2004, we recognized a gain of $2.0 million on the sale of one of our facilities. During the
fourth quarter of Ñscal 2002, we determined that there were indicators of impairment related to our facility in
San Jose, California and a small building in Provo, Utah due to the move of most employees from San Jose to
other facilities, as well as changes in the local real estate market. We then performed an analysis of each of the
property's future undiscounted cash Öows and determined that their estimated future cost recovery was lower
than the recorded net book value of the assets. Based on the results of this analysis, we obtained an
independent appraisal to determine the fair value of these locations. Based on the fair value of these facilities
as determined by the independent appraisals, we recorded a pre-tax non-cash impairment charge of
$80 million. In the third quarter of Ñscal 2003, we sold our facility in San Jose, California, for $125 million,
which resulted in a realized gain of $25 million.

Restructuring Expenses

Second, third and fourth quarters of Ñscal 2004

During the second, third and fourth quarters of Ñscal 2004, we recorded net restructuring expenses of
$5.3 million, $9.7 million, and $4.0 million, respectively. These restructuring expenses were in response to the
evolution of our business strategy to develop a competitive position in the Linux market. This strategy includes
plans to support the Linux operating system in addition to the NetWare operating system, by oÅering our
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products and services that run on Linux, NetWare and other platforms. The acquisitions of Ximian and SUSE
are direct results of the evolution in our business strategy. These changes were made to address market
penetration for Linux and NetWare and to address NetWare revenue declines. SpeciÑc actions taken include
reducing our workforce by 54 employees during the second quarter, 65 employees during the third quarter, and
17 employees during the fourth quarter of Ñscal 2004, mainly in consulting, sales and product development in
EMEA and North America. In addition, we consolidated facilities, resulting in the closure of two sales
facilities and the disposal of excess equipment and tenant improvements in the United States. Total
restructuring expenses for Ñscal 2004 by reporting segment were as follows: North America $5.5 million,
EMEA $9.4 million, Asia PaciÑc $0.4 million, Latin America $0.2 million, and non-allocated corporate costs
$3.5 million.

The following table summarizes the activity during Ñscal 2004 related to this restructuring:

Balance at
Original Cash Non-Cash October 31,
Reserve Payments Adjustments 2004

(In millions)

Severance and beneÑtsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13 $ (8) $Ì $5

Excess facilities and property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 (4) Ì 2

$19 $(12) $Ì $7

As of October 31, 2004, the remaining balance of the Ñscal 2004 restructuring expenses included accrued
liabilities related to severance and beneÑts, which will be paid out over the remaining severance obligation
period, not to exceed two years, lease costs for redundant facilities, which will be paid over the respective
remaining contract terms, and various severed employee related costs, which will be paid over the respective
remaining contract terms.

During Ñscal 2004, we also recorded a $5.9 million restructuring expense to increase prior restructuring
liabilities by $1.0 million and prior merger-related liabilities by $4.9 million, and we released approximately
$2.1 million of excess restructuring reserves related to prior restructuring events. The increases were the result
of changes in estimates used when the original expenses were recorded primarily due to changes in the real
estate market in the United Kingdom. The net impact of the Ñscal 2004 restructurings and the release of the
prior restructuring excess reserves was an expense of $22.9 million in Ñscal 2004.

Third quarter of Ñscal 2003

During the third quarter of Ñscal 2003, we recorded a pre-tax restructuring expense of approximately
$27.8 million resulting from the restructuring of our operations in response to changes in general market
conditions, changing customer demands, and the evolution of our business strategy relative to the identity
management and web services areas of our business and our revised strategy. This strategy includes plans to
support Linux in addition to NetWare by oÅering our products and services that run on both NetWare and
Linux platforms. These changes in strategy and company structure were made to address the then current
revenue declines. SpeciÑc actions taken included reducing our workforce worldwide by approximately 600
employees (approximately 10%) across all functions and geographies, with a majority coming from product
development, sales, and general and administrative functions, primarily in the United States. In addition, we
consolidated facilities and disposed of excess equipment. Total restructuring expenses by reporting segment
were as follows: North America $18.9 million, EMEA $6.0 million, Asia PaciÑc $2.4 million, and Latin
America $0.5 million of the total restructuring expense.

As of October 31, 2004, the remaining balance of the third quarter of Ñscal 2003 restructuring expense
included accrued liabilities related to redundant facilities and other Ñxed contracts, which will be paid over the
respective remaining contract terms, and various severed employee related costs, which will be paid over the
respective remaining contract terms.
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The following table summarizes the activity related to this restructuring.

Balance at Balance at
Original Cash Non-Cash October 31, Cash Non-Cash October 31,
Expense Payments Adjustments 2003 Payments Adjustments 2004

(In millions)

Severance and beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $20 $(18) $ 4 $ 6 $ (7) $1 $Ì

Excess facilities and property

and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 (3) 6 9 (6) Ì 3

Other restructuring-related costs ÏÏÏÏÏÏÏÏÏ 2 Ì Ì 2 Ì Ì 2

$28 $(21) $10 $17 $(13) $1 $ 5

During the fourth quarter of Ñscal 2003, we accrued an additional $10 million related to the completion of
restructuring activities that were part of the previous quarter's plan of restructuring. The additional accrual
relates mainly to the severance of approximately 100 employees and the closing of excess facilities. Such
activities occurred mostly in the North America reporting segment.

During the third quarter of Ñscal 2003, we also released approximately $2 million related to excess
restructuring reserves related to the second quarter Ñscal 2002 restructuring event. The net impact of the third
quarter Ñscal 2003 restructuring and the release of the excess Ñscal 2002 restructuring reserves was an expense
of $26 million.

Second quarter of Ñscal 2003

During the second quarter of Ñscal 2003, we determined that the amount we had originally accrued for
facility-related costs in previous restructurings was too low and accrued an additional $8 million. The original
liability was based on estimated sublease rates and timing, which have been aÅected by the decline in the real
estate market.

Second quarter of Ñscal 2002

During the second quarter of Ñscal 2002, we recorded a pre-tax restructuring expense of approximately
$20 million. The expense was a result of our continued move toward becoming a business solutions provider,
addressing changes in the market due to technology changes, and becoming more customer-focused. SpeciÑc
actions taken included: reducing our workforce worldwide by approximately 50 employees (less than 1%)
across all functional areas, consolidating facilities, closing oÇces in unproÑtable locations, and disposing of
excess property and equipment. The following table summarizes the activity related to the second quarter
Ñscal 2002 restructuring.

Non-Cash Balance at Non-Cash Balance at Non-Cash Balance at
Original Cash Expenses/ October 31, Cash Expenses/ October 31, Cash Expenses/ October 31,
Expense Payments Adjustments 2002 Payments Adjustments 2003 Payments Adjustments 2004

(In millions)

Severance and
beneÑts ÏÏÏÏÏÏ $15 $ (9) $(2) $4 $(3) $Ì $1 $(1) $Ì $Ì

Excess facilities
and property
and equipment 5 (1) Ì 4 (4) 4 4 (2) 2 4

Other
restructuring-
related costs ÏÏ 1 Ì Ì 1 (1) Ì Ì Ì 1 1

$21 $(10) $(2) $9 $(8) $ 4 $5 $(3) $ 3 $ 5

As of October 31, 2004, the remaining balance of the second quarter 2002 restructuring expense included
redundant facilities and other Ñxed contracts, which will be paid over the respective remaining contract terms.
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During the second quarter of Ñscal 2002, we also released approximately $1.3 million of excess accruals
related to the Ñscal 2000 restructuring, which reduced the restructuring costs reÖected on the statement of
operations for Ñscal 2002. These excess accruals relate to facilities and legal costs that were not required.

Other income (expense), net

2004 vs 2003 vs
2004 2003 2002 2003 2002

($ in millions) (Percentage change)

Investment impairments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5) $(35) $(58) 86% 40%

as a percent of net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì% (3)% (5)%

Investment income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23 $ 13 $ 25 77% (48)%

as a percent of net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2% 1% 2%

Other expenses, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(9) $ (5) $ 9 (80)% (155)%

as a percent of net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1)% Ì% 1%

Total other income (expense), net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 9 $(27) $(24) 133% (13)%

as a percent of net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1% (2)% (2)%

Our long-term investments consist primarily of investments in venture capital fund partnerships and other
direct investments in equity securities of privately-held securities. The decline in investment impairments
during Ñscal 2004 and Ñscal 2003 from the prior years is primarily the result of more stable fund valuations as
compared to the same periods in Ñscal 2003 and Ñscal 2002.

Investment income for Ñscal 2004 increased compared to Ñscal 2003 due to the collection of $5 million of
interest income earned in connection with the favorable legal judgment against Canopy during the third
quarter of Ñscal 2004. Investment income decreased in Ñscal 2003 from Ñscal 2002 primarily due to lower
yields on short-term investments.

Other expenses, net, for Ñscal 2004 increased compared to Ñscal 2003 primarily due to higher foreign
currency transaction losses and a slight increase in interest expense of $2.0 million related to the issuance of
senior convertible debentures on July 2, 2004. Other expenses, net, for Ñscal 2003 decreased compared to Ñscal
2002 primarily due to higher foreign currency transaction losses.

Income tax expense

2004 vs 2003 vs
2004 2003 2002 2003 2002

($ in millions) (Percentage change)

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $18 $107 $11 (83)% 873%

as a percent of revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2% 10% 1%

EÅective tax rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24% 194% 12%

The eÅective tax rate for Ñscal 2004 signiÑcantly decreased from Ñscal 2003 primarily as a result of a full
valuation allowance that was established for our total deferred tax assets during the fourth quarter of 2003. For
Ñscal 2004, we did not record income tax expense for U.S. activity. On a U.S. tax return basis, we expect a
taxable loss for 2004. Thus, we concluded that we could not forecast future U.S. taxable income under the
more likely than not standard. Accordingly, current year deferred tax provisions were also recorded as
adjustments to the valuation allowance.

The eÅective tax rate for Ñscal 2003 signiÑcantly changed from the eÅective tax rate for Ñscal 2002
primarily as a result of the need for additional valuation allowances in Ñscal 2003. In the fourth quarter of
2003, we provided a full valuation allowance against net deferred tax assets carried on our balance sheet.
SFAS No. 109 requires an assessment of a company's current and previous performance and other relevant
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factors when determining the need for such a valuation allowance. Under this pronouncement, factors such as
current and previous operating losses are given greater weight than the outlook for future proÑtability in
determining deferred tax asset carrying value. This adjustment will have no impact on our cash Öow or future
prospects, nor does it alter our ability to utilize the underlying tax net operating loss and credit carryforwards
in the future. 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 adjustment to the valuation allowance will
increase or decrease future income tax provisions.

In connection with our review of our tax reserves for the fourth quarter of 2004, we determined that the
amount of reserves required for tax exposures was less than the amount recorded in the Ñnancial statements.
As a result, we reduced the tax reserve and provision by $6 million.

On November 8, 2004, we announced an agreement with Microsoft to settle potential antitrust litigation.
A gain of $448 million, the settlement less estimated transaction costs, will be included in operating income in
our Ñrst Ñscal quarter ended January 31, 2005. We anticipate using net operating loss carryforwards against
this income, and expect an estimated $10 million current liability as a result of the related alternative
minimum tax.

Preferred stock dividends

2004 2003 2002

($ in millions)

Non-cash deemed dividend related to beneÑcial conversion feature of preferred
stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(26) $Ì $Ì

Preferred stock cash dividendsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(Ì) $Ì $Ì

On March 23, 2004, we entered into a deÑnitive agreement with IBM providing for an investment of
$50 million by IBM in Novell. The primary terms of the investment, which were negotiated in November
2003, entailed the purchase by IBM of 1,000 shares of our Series B redeemable preferred stock that are
convertible into 8 million shares of our common stock at a price of $6.25 per common share. The shares are
entitled to a dividend of 2% per annum, payable quarterly in cash. Dividends on preferred stock were
$0.4 million during Ñscal 2004.

Because the fair value of our common stock of $9.46 per share on March 23, 2004 was greater than the
conversion price of $6.25 per share, we recorded a one-time, non-cash deemed dividend of $25.7 million
attributable to the value of the Series B preferred stock's conversion feature. This beneÑcial conversion feature
had no impact on net income, but did reduce earnings attributable to common stockholders and thus reduced
basic and diluted earnings per share by approximately $0.07 in Ñscal 2004.

On June 17, 2004, 500 shares of Series B Preferred Stock, with a carrying value of $25 million, were
converted into 4 million shares of our common stock.

Change in Accounting Principle

EÅective November 1, 2001, we adopted SFAS No. 142, which requires the discontinuance of
amortization related to goodwill and indeÑnite lived intangible assets. These assets are subject to an
impairment test at least annually. In addition, SFAS No. 142 includes provisions requiring the identiÑcation of
reporting units upon adoption for the purpose of assessing potential future impairments and the performance
of an initial impairment analysis within the Ñrst six months after adoption. We completed our goodwill
impairment analysis during the second quarter of Ñscal 2002 and recognized a transitional goodwill
impairment loss of $144 million related to our consulting segment as of November 1, 2001, which was
recorded as the cumulative eÅect of a change in accounting principle in our consolidated statements of
operations.
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Liquidity and Capital Resources

October 31, October 31, Percentage
2004 2003 Change

($ in millions)

Cash and short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,211 $752 61%

Percentage of total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53% 48%

An overview of the signiÑcant cash Öow activities for Ñscal 2004 and 2003 are as follows:

Fiscal 2004 Fiscal 2003 Fiscal 2002

(Dollar amounts in millions)

Cash provided by operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 119 $ 55 $ 51

Issuance of senior convertible debentures, net of issuance costs ÏÏÏÏ 585 Ì Ì

Issuance of convertible preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 Ì Ì

Issuance of common stock, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58 20 13

Repurchase of common stock Ì held in treasury ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (125) Ì Ì

Expenditures for property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27) (39) (28)

Proceeds from sales of property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏ 5 125 16

Net cash paid for acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (206) (41) (106)

Cash, cash equivalents, and short-term investments increased $459.6 million or 61% from October 31,
2003 to October 31, 2004. This increase is primarily due to the following:

‚ improved cash Öows from operating activities of $119.1 million primarily due to cost reductions over
the past several quarters;

‚ the issuance of senior convertible debentures (""Debentures'') on July 2, 2004 in the amount of
$600 million, less issuance costs of $14.9 million;

‚ the issuance of $50 million of Series B preferred stock on March 23, 2004;

‚ the net issuance of $58.2 million of common stock during the year, primarily associated with employee
exercises of stock options and purchases through the employee stock purchase program; and

‚ the sale of property, plant and equipment, including buildings and land in Orem, Utah, which netted
$5.0 million in cash.

These increases are oÅset by decreases in cash, cash equivalents, and short-term investments due to the
following:

‚ a $125 million repurchase of common stock during the third quarter of Ñscal 2004 in connection with
our Debentures oÅering;

‚ the purchase of property, plant and equipment for $27 million;

‚ the purchase of SUSE on January 10, 2004 for $210 million less $10 million of cash acquired; and

‚ the purchase of Salmon on July 19, 2004 for $8.4 million less cash acquired of $3.1 million.

As of October 31, 2004, we had cash, cash equivalents and other short-term investments of approximately
$272 million held in accounts outside the United States. Our short-term investment portfolio is diversiÑed
among security types, industry groups, and individual issuers. To achieve potentially higher returns, a portion
of our investment portfolio is invested in equity securities and mutual funds, which are subject to market risk.
Approximately $4.5 million of our short-term investments is restricted for deferred compensation payments,
which are paid out as requested by the plan participants. Our short-term investment portfolio includes gross
unrealized gains and losses of $1.1 million and $1.0 million, respectively, as of October 31, 2004. We monitor
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our investments and record losses when a decline in the investment's market value is determined to be other
than temporary.

We also invest excess cash in long-term investments through the Novell Venture account, Cambridge
Technology Capital Fund I L.P. (""CTC I''), and directly in equity securities in privately-held companies.
Investments made through the Novell Venture account and CTC I are generally in private companies,
including small capitalization stocks in the high-technology industry sector, and in funds managed by venture
capitalists for the promotion of our business and strategic objectives. As of October 31, 2004, we had a
carrying value of $54.0 million related to investments in various venture capital funds and had commitments to
contribute an additional $32.9 million to these funds, of which we estimate approximately $19.9 million could
be contributed in Ñscal 2005, approximately $9.3 million in Ñscal 2006, and approximately $3.7 million
thereafter as requested by the fund managers. Through our acquisition of Cambridge, we also own both
limited and general partnership interests in CTC I of approximately 24%. As of October 31, 2004, we had an
investment balance of $0.2 million in CTC I and had commitments to contribute an additional $0.3 million
through 2007. We intend to fund these investments with cash from operations and cash on hand.

As of October 31, 2004, we have various operating leases related to our facilities with remaining terms of
more than one year. These leases have minimum annual lease commitments of $27.9 million in Ñscal 2005,
$22.1 million in Ñscal 2006, $19.1 million in Ñscal 2007, $13.4 million in Ñscal 2008, $7.2 million in Ñscal 2009,
and $9.0 million thereafter. Furthermore, we have $24.0 million of minimum rentals to be received in the
future from subleases.

On July 2, 2004, we issued and sold $600 million aggregate principal amount of our senior convertible
debentures due 2024. The Debentures pay interest at 0.50% per annum, payable semi-annually on January 15
and July 15 of each year, commencing January 15, 2005. Each $1,000 principal amount of Debentures is
convertible, at the option of the holders, into 86.7905 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 speciÑed duration, (2) the
trading price of the Debentures is below a certain threshold, subject to speciÑed exceptions, (3) the
Debentures have been called for redemption, or (4) speciÑed corporate transactions have occurred. None of
the conversion triggers were met as of October 31, 2004. 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 July 15, 2019,
or upon the occurrence of certain events, including a change in control. The Debentures can be redeemed by
us for cash beginning on or after July 20, 2009.

In connection with the issuance of the Debentures, we incurred $14.9 million of issuance costs, which
primarily consisted of investment banker fees and legal and other professional fees. These costs are included in
other assets and are being amortized as interest expense using the eÅective interest method over the term from
issuance through the Ñrst date that the holders can require repurchase of the Debentures (July 15, 2009).
Amortization expense related to the issuance costs was $1.0 million for the Ñscal year ended October 31, 2004.
In addition, interest expense was $1.0 million for the Ñscal year ended October 31, 2004. We intend to use the
proceeds from these Debentures for general corporate purposes, including potential acquisitions.

As of October 31, 2004, we also have $25 million of Series B preferred stock outstanding. The preferred
stock is redeemable at our option, and by the holder only under certain change in control circumstances.
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Contractual Obligations

Payments Due by Period

Less than More than
1 Year 1-3 Years 3-5 Years 5 Years

Total (2005) (2006-2007) (2008-2009) (Beyond 2009)

(In millions)

Commitments to venture capital funds ÏÏÏÏ $ 33.2 $19.9 $12.6 $ 0.7 $ Ì

Senior convertible debentures ÏÏÏÏÏÏÏÏÏÏÏÏ 600.0 Ì Ì Ì 600.0

Interest on senior convertible debentures(a) 59.0 3.0 6.0 6.0 44.0

Purchase commitments(b) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.0 6.6 1.9 0.4 0.1

Operating lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 98.7 27.9 41.2 20.6 9.0

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $799.9 $57.4 $61.7 $27.7 $653.1

Other contractual obligations:

Dividends on preferred stockÏÏÏÏÏÏÏÏÏÏÏ (c) 0.5 1.0 1.0 (c)

(a) Interest on senior convertible debentures assumes no conversions.

(b) 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,
2004.

(c) Dividend payments are indeÑnite and are $500,000 per year.

On November 8, 2004, Novell announced an agreement with Microsoft to settle potential antitrust
litigation related to our NetWare operating system in exchange for $536 million in cash, which we received on
November 18, 2004. The Ñnancial terms of the NetWare settlement agreement, net of related legal fees, are
expected to result in a pre-tax gain of approximately $448 million in the Ñrst quarter of Ñscal 2005.

Our principal source of liquidity continues to be from operations, cash on hand, and short-term
investments. At October 31, 2004, our principal unused sources of liquidity consisted of cash and cash
equivalents of $434.4 million and short-term investments in the amount of $777.1 million. During Ñscal 2004,
we generated $119 million of cash Öow from operations, including $18.5 million from the settlement of
litigation with Canopy. Our liquidity needs for the next twelve months are principally for Ñnancing of Ñxed
assets, commitments to our venture capital funds and product development and to maintain Öexibility in a
dynamic and competitive operating environment, including the ability to pursue potential acquisition and
investment opportunities. Our liquidity needs beyond the next twelve months include those mentioned
previously in addition to redemption of our Debentures.

We anticipate generating positive cash Öows from operations in addition to investment income in Ñscal
2005 suÇcient to fund operations. We anticipate being able to fund our current operations, future potential
acquisitions, any further integration, restructuring or additional merger-related costs, and planned capital
expenditures for the next twelve months with existing cash and short-term investments together with cash
generated from operations and investment income. We believe that borrowings under our credit facilities or
oÅerings of equity or debt securities are possible for expenditures beyond the next twelve months, if the need
arises, although such oÅerings may not be available to us on acceptable terms and are dependent on market
conditions at such time. Investments 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. We
also anticipate having adequate cash in Ñscal 2005 for necessary capital expenditures.

Recent Pronouncements

In March 2004, the Emerging Issues Task Force (""EITF'') reached a Ñnal consensus on Issue 03-6,
""Participating Securities and the Two Ì Class Method under Financial Accounting Standards Board
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(""FASB'') Statement 128,'' Issue 03-6 requires the two-class method of calculating earnings per share for
companies that have issued securities other than common stock that contractually entitle the holder to
participate in dividends of the company. Because the Series B preferred stock participates in dividends, we are
required to use the two-class method of calculating earnings per share, eÅective in Ñscal 2004 and retroactively
for all prior periods. This change in computational methods had no impact on earnings per share for any period
in Ñscal 2004 or any prior period.

In November 2004, the EITF reached a Ñnal conclusion on Issue 04-8, ""Accounting Issues Related to
Certain Features of Contingently Convertible Debt and the EÅect on Diluted Earnings per Share''. EITF
Issue 04-8 addresses when the dilutive eÅect of contingently convertible debt with a market price trigger
should be included in diluted earnings per share calculations. The EITF's conclusion is that the market price
trigger should be ignored and that these securities should be treated as convertible securities and included in
diluted earnings per share regardless of whether the conversion contingencies have been met. Because our
senior convertible debentures are contingently convertible debt with a market price trigger, we will be required
to comply with EITF Issue 04-8 beginning in the Ñrst quarter of Ñscal 2005. Had the conclusions of EITF
Issue 04-8 been eÅective for Ñscal 2004, reported earnings per share would not have changed due to the timing
of our issuance of the senior convertible debentures. However, future earnings per share could be impacted by
the adoption of this standard. For example, had the senior convertible debentures been outstanding for the
Ñscal year ended October 31, 2004, on a pro forma basis our diluted earnings per share attributable to common
stock would have been $0.07 instead of our reported $0.08 per diluted share and our weighted average number
of shares would have increased by approximately 52 million shares.

In December 2004, the FASB issued its Ñnal standard on accounting for employee stock options,
SFAS No. 123(R), ""Share-Based Payment'', which replaces SFAS Nos. 123 and supercedes Accounting
Principles Board Opinion 25, ""Accounting for Stock Issued to Employees.'' SFAS No. 123(R) requires all
companies to measure compensation costs for all share-based payments, including stock options, at fair value
and expense such payments to the statement of operations over the service period. SFAS No. 123(R) is
eÅective beginning for interim or annual periods beginning after June  15, 2005, which would be our fourth
Ñscal quarter of Ñscal 2005. We are in the process of determining the impact SFAS No. 123(R) will have on
our consolidated Ñnancial statements.

Risk Factors

Our NetWare revenue stream continues to deteriorate.

We have been selling and upgrading NetWare for many years, sales of which have been declining.
Overall, NetWare license and maintenance revenue of our business declined by $36 million in Ñscal 2004,
excluding the impact of favorable foreign exchange rates. Our next generations of NetWare enterprise-ready
operating system and services, Open Enterprise Server, will give customers the opportunity to choose between
a NetWare operating system and a Linux operating system, providing NetWare customers a means to migrate
to Linux and open source solutions while maintaining enterprise-class functionality to which they have
become accustomed. Our goal is that by providing a migration strategy, we will retain existing NetWare
customers and gain new customers who are looking for the additional beneÑts that open source has to oÅer. If
this strategy is unsuccessful, our NetWare revenue stream will deteriorate faster than the growth of revenue
streams from our other products.

We had net losses in Ñscal years 2002 and 2003 and may not maintain proÑtability.

We had net losses of $161.9 million in 2003 and $246.8 million in 2002. Although we generated net
income of $57.2 million in 2004, we cannot be certain that we will generate suÇcient revenues to maintain
proÑtability. If our revenues grow more slowly than we anticipate, or if our operating expenses increase more
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than we expect or cannot be reduced in the event of lower revenues, our business will be materially and
adversely aÅected.

If our identity management and cross-platform services solutions do not grow at the rate we anticipate, our
growth will be negatively impacted.

Our product strategy focuses on two speciÑc areas: identity management and web services solutions, and
cross-platform services solutions with a speciÑc emphasis on open source platforms. We have focused on these
oÅerings because we believe that identity driven solutions and open source platforms are two of the fastest
growing segments in our industry, and we believe that they represent the best opportunity for us to proÑtably
grow our revenues. Our 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;

‚ development of key product solutions and upgrades;

‚ the acceptance of these solutions by clients, particularly enterprise companies;

‚ enticing customers to upgrade from older versions of our products to newer versions;

‚ successfully selling technical support and other Novell solutions to our maintenance customers of our
open source products; and

‚ the acceptance of those products by large industry partners and major accounts.

We may not be able to successfully compete in a challenging market for computer software and consulting
services.

The industries we compete in are  highly competitive. We expect competition to continue to increase both
from existing competitors and new market entrants. Competitors of our identity management and web services
solutions and cross-platform solutions include Microsoft, IBM, Sun, HP, Altiris, and Computer Associates.
Our primary competitor in the North America Linux market is Red Hat. Competitors of our worldwide
services group include IBM, Accenture, HP, CSC and Capgemini. Competitors of our Celerant consulting
segment include A.T. Kearney, McKinsey & Co., IBM Global Services, Capgemini, and The Management
Consulting Group. Many of our competitors have greater Ñnancial, technical and marketing resources than we
have. We believe that competitive factors common to all of our segments include:

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

‚ the timing and market acceptance of new solutions 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;

‚ our ability to establish and maintain key strategic relationships with distributors, resellers and other
partners; and

‚ our ability to attract and retain highly qualiÑed development, consulting and managerial personnel.

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 signiÑcant costs to resolve these claims.

Litigation regarding intellectual property rights is common in the software industry. We have from time
to time received letters or been the subject of claims suggesting that we are infringing upon the intellectual
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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
signiÑcant. 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 aÅect our operating results.

In the event claims for indemniÑcation are brought for intellectual property infringement, we could incur
signiÑcant expenses, thereby adversely aÅecting our results of operations.

We indemnify customers against certain claims that our products infringe upon the intellectual property
rights of others. Additionally, under our Novell Linux IndemniÑcation Program, we oÅer indemniÑcation for
copyright infringement claims made by third parties against registered Novell customers who obtain SUSE
LINUX Enterprise Server 8, SUSE LINUX Enterprise Server 9, SUSE LINUX Retail Solution, and Novell
Linux Desktop, and who, after January 12, 2004, obtain upgrade protection and a qualifying technical support
contract from us or a participating channel partner. Although indemniÑcation programs for proprietary
software are common in our industry, indemniÑcation programs that cover open source software are not. For
example, SCO has brought claims against two end users of Linux and has threatened to bring claims against
other end users of Linux arising out of the facts alleged in SCO's lawsuit against IBM and in SCO's public
statements. In the event that claims for indemniÑcation are brought for intellectual property infringement, we
could incur signiÑcant expense reimbursing customers for their legal costs and, in the event those claims are
successful, for damages.

Legal actions being taken by SCO could adversely aÅect our revenues and business plan if these legal
actions cause a reduction in demand for our SUSE LINUX and Ximian products.

SCO Ñled a legal action in March 2003 against IBM alleging, among other things, that Linux is an
unauthorized derivative of UNIX and that portions of UNIX intellectual property that SCO alleges it owns
have been included in the Linux operating system without authorization. In addition, SCO has warned that
legal liability for the use of Linux may extend to commercial users, has threatened users with litigation and
sought licensing fees from them, and more recently has Ñled Linux related suits against other parties. As
discussed below, SCO has sued Novell for slander of title relating to disputes about whether Novell or SCO
owns the copyrights to UNIX, on which some of SCO's Linux-related claims depend. It is possible that
SCO's actions may reduce general demand for Linux and Linux related products and services. In this event,
demand for our Linux (or open-source) products and services could decrease, thereby reducing revenue, and
would otherwise adversely aÅect our business since we have made a strategic decision to become active in the
Linux market.

A lawsuit Ñled against us by SCO could result in a substantial judgment against us and adversely aÅect
our revenues and business plan if they are successful.

In January 2004, SCO Ñled suit against us in the Third Judicial District Court of Salt Lake County, State
of Utah. We removed the claim to the U.S. District Court, District of Utah. SCO's original complaint alleged
that our public statements and Ñlings regarding the ownership of the copyrights in UNIX and UnixWare have
harmed SCO's business reputation and aÅected its eÅorts to protect its ownership interest in UNIX and
UnixWare. The District Court dismissed the original complaint, but allowed SCO an opportunity to Ñle an
amended complaint, which SCO did in July 2004. As with the original complaint, SCO is again seeking 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 and to require us to
withdraw all representations we have made regarding our ownership of the UNIX and UnixWare copyrights
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and to pay actual, special and punitive damages in an amount to be proven at trial. We have again sought to
dismiss SCO's amended complaint. Our revenues and business plan could be adversely aÅected if SCO is
ultimately successful.

We have experienced delays in the introduction of new products due to various factors, resulting in lost
revenue.

We have in the past 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 Novell. Additionally, our open source oÅerings depend to
a large extent on the eÅorts of developers not employed by us for the creation and update 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 Open Enterprise Server oÅering. The timing and nature of
new releases of the Linux kernel are controlled by these third parties. Delays in developing, completing, or
shipping new or enhanced products could result in delayed or reduced revenues for those products and could
adversely impact customer acceptance of those oÅerings.

We beneÑt from the open source contributions of third-party programmers and corporations, and if they
cease to make these contributions, our product strategy could be adversely aÅected.

Our open source oÅerings depend to a large extent on the eÅorts of developers not employed by us for the
creation and update of open source technologies. Also, we and many other corporations contribute software
into the open source movement. If key members, or a signiÑcant percentage, of this group of developers or
corporations decides to cease development of the Linux kernel or other open source applications, 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 or adversely impact customer acceptance of open source oÅerings.

We may not be able to attract and retain qualiÑed personnel because of the intense competition for
qualiÑed personnel in the computer and consulting industries.

Our ability to maintain our competitive technological position depends, in large part, on our ability to
attract and retain highly qualiÑed development, consulting, and managerial personnel. Competition for
personnel of the highest caliber is intense in the software and consulting industries. The loss of certain key
individuals, or a signiÑcant group of key personnel, would adversely aÅect our performance. The failure to
successfully hire suitable replacements in a timely manner could have a material adverse eÅect on our
business.

If our relationships with other IT services organizations become impaired we could lose business.

We maintain relationships with IT services organizations that recommend, design and implement
solutions for their customers' businesses that include our products. Any of these organizations could decide at
any time to not continue to do business with us or to not recommend our products. A change in the willingness
of these IT service organizations to do business with us or recommend our products could result in lower
revenues.
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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 beneÑts of acquisitions will depend in part on the successful integration of personnel,
operations and technology. The integration of acquisitions will be subject to risks and will require signiÑcant
expenditure of time and resources. The challenges involved in integrating acquisitions include the following:

‚ obtaining synergies from the companies' organizations;

‚ obtaining synergies from the companies' service and product oÅerings eÅectively and quickly;

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

‚ coordinating sales eÅorts so that customers can do business easily with the combined companies;

‚ integrating product oÅerings, technology, back oÇce, human resources, accounting and Ñnancial
systems;

‚ assimilating employees who come from diverse corporate cultural backgrounds into a common business
culture revolving around our solutions oÅerings; and

‚ retaining key oÇcers and employees who possess the necessary skills and experience to quickly and
eÅectively transition and integrate the businesses.

Failure to eÅectively and timely complete the integration of acquisitions could materially harm the
business and operating results of the combined companies. In addition, goodwill related to any acquisitions
could become impaired. Furthermore, we may assume signiÑcant liabilities in connection with acquisitions we
make or become responsible for liabilities of the acquired businesses.

Our Ñnancial and operating results may vary and may fall below analysts' estimates, which may cause the
price of our common stock to decline.

We do not currently provide estimates of our revenues or results of operations for future periods. Our
operating results may Öuctuate from quarter to quarter due to a variety of factors including, but not limited to:

‚ timing of orders from customers and shipments to customers;

‚ 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;

‚ inability to deliver solutions as expected by our customers and systems integration partners.

In addition, we often experience a higher volume of revenue at the end of each quarter and during the
fourth quarter of our Ñscal year. Because of this, Ñxed costs that are out of line with revenue levels may not be
detected until late in any given quarter and results of operations could be adversely aÅected.

Due to these factors or other unanticipated events, quarter-to-quarter comparisons of our operating
results may not be reliable indicators of our future performance. In addition, from time to time our quarterly
Ñnancial results may fall below the expectations of the securities and industry analysts who publish reports on
our company, or of investors generally. This could cause the market price of our securities to decline, perhaps
signiÑcantly.
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We face increased risks in conducting a global business.

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

‚ costs and diÇculties in staÇng and managing international operations;

‚ unexpected changes in regulatory requirements;

‚ tariÅs and other trade barriers;

‚ diÇculties 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

‚ Öuctuations in currency exchange rates, which can aÅect demand and increase our costs.

We may not be able to protect our conÑdential information, and this could adversely aÅect our business.

We generally enter into contractual relationships with our employees that protect our conÑdential
information. The misappropriation of our trade secrets or other proprietary information could seriously 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 aÅected.

Some of our short-term, long-term, and venture capital fund investments have become impaired and
additional investments could become impaired.

Our investment portfolio includes investments in public equity securities, small capitalization stocks in
the high-technology industry sector, private companies, and funds managed by venture capitalists. Many of
these investments might become other-than-temporarily impaired. During our Ñscal years ended October 31,
2004 and 2003, we recorded impairment charges of $5 million and $35 million, respectively, related to some of
the investments in our portfolio whose market value had experienced an other-than-temporary decline. As of
October 31, 2004, we had net unrealized gains, net of taxes, on investments totaling approximately
$0.1 million. If the funds in which we have invested suÅer poor Ñnancial performance, or if the private
companies in which we have invested are not successfully acquired or undertake initial public oÅerings, the
value of our investments may decrease further.

Our consulting services contracts contain pricing risks and, if our estimates prove inaccurate, we could lose
money.

Our IT and Celerant consulting businesses derive a portion of their revenue from Ñxed-price, Ñxed-time
contracts. Because of the complex nature of the services provided, it is sometimes diÇcult 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 resources.
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Additionally, our Celerant consulting business derives revenue from projects priced on a contingency basis. If
results are not met, or if a dispute arises, we may not be able to realize a potentially large amount of revenue.

Our IT and Celerant consulting clients can cancel or reduce the scope of their engagements with us on
short notice.

If our clients cancel or reduce the scope of an engagement with our IT or Celerant consulting business,
we may be unable to reassign our professionals to new engagements without delay. Personnel and related costs
constitute a substantial portion of our operating expenses. Because these expenses are relatively Ñxed, 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 signiÑcant reductions in operating results for a particular quarter.

Recent changes in the accounting treatment of the Debentures may cause us to report signiÑcant dilution of
our earnings per share.

In November 2004, the EITF reached a Ñnal conclusion on Issue 04-8 that changed the accounting
treatment for contingent convertible debt, including the Debentures. As a result, the shares of common stock
issuable upon conversion of the Debentures must be included in any calculation of earnings per share on a
fully diluted basis. This change has retroactive eÅect and will cause us to report, in our Form 10-Q for our Ñrst
quarter of Ñscal 2005, signiÑcant dilution of our earnings per share reÖecting the shares of our common stock
underlying the outstanding Debentures. Our stock price may suÅer due to the report of lower earnings per
share.

Conversion of the Debentures into shares of our common stock will dilute the ownership interests of
existing stockholders.

The conversion of some or all of the Debentures into shares of common stock will dilute the ownership
interest of existing common stockholders. Any large volume sales in the public market of the common stock
issued upon such conversion could adversely aÅect prevailing market prices of our common stock. In addition,
the existence of the Debentures may encourage short selling by market participants because the conversion of
the Debentures could depress the price of our common stock.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to Ñnancial 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 Ñnancial instruments for speculative or trading
purposes, and no signiÑcant derivative Ñnancial instruments were outstanding at October 31, 2004.

Interest Rate Risk

The primary objective of our short-term investment activities is to preserve principal while maximizing
yields without signiÑcantly increasing risk. Our strategy is to invest in widely diversiÑed 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 approximately $2.1 million decrease (less than 0.5%) in the fair
value of our available-for-sale securities.

Market Risk

We also hold available-for-sale equity securities in our short-term investment portfolio. As of October 31,
2004, gross unrealized gains, before tax eÅect on the short-term public equity securities totaled $0.6 million. A
reduction in prices of 10% of these short-term equity securities would result in approximately a $0.5 million
decrease (less than 0.5%) in the fair value of our short-term investments.

In addition, we invest in equity securities issued by privately-held companies that are included in our
long-term portfolio of investments, primarily for the promotion of business and strategic objectives. These
investments are generally in thinly capitalized companies in the high-technology industry sector or venture
capital funds. Because of the nature of these investments, we are exposed to equity price risks. We typically do
not attempt to reduce or eliminate our market exposure on these securities. A 10% adverse change in equity
prices of long-term equity securities would result in an approximate $5.5 million decrease in the fair value of
our long-term securities.

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 U.S., impact our consolidated statement 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 would generally be oÅset 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
income (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 Öows from operating activities in the consolidated statements of cash Öows. Our hedging
programs reduce, but do not always entirely eliminate, the impact of foreign currency exchange rate
movements. If we did 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
$3.6 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.

All of the potential changes noted above are based on sensitivity analyses performed on our Ñnancial
position at October 31, 2004. Actual results may diÅer materially.
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NOVELL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except per share data)

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

Net revenue:
New software licenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 238,419 $ 265,256 $ 319,281
Maintenance and services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 927,498 840,240 815,039

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,165,917 1,105,496 1,134,320

Cost of revenue:
New software licenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,478 31,773 31,175
Maintenance and services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 392,201 406,945 418,243

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 415,679 438,718 449,418

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 750,238 666,778 684,902

Operating expenses:
Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 362,569 380,826 358,742
Product development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 198,614 183,758 169,247
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,437 110,963 122,588
Restructuring expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,903 43,067 19,100
Purchased in-process research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 920 3,000
(Gain on sale) impairment of property, plant and equipment ÏÏ (1,977) (24,934) 80,350

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 684,546 694,600 753,027

Income (loss) from operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65,692 (27,822) (68,125)

Other income (expense):
Investment incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,401 13,033 24,654
Impairment of investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,415) (34,735) (57,572)
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,704) (5,486) 8,818

Other income (expense), net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,282 (27,188) (24,100)

Income (loss) before taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74,974 (55,010) (92,225)
Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,786 106,894 10,896

Income (loss) before accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57,188 (161,904) (103,121)
Cumulative eÅect of accounting change, net of taxes ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (143,702)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57,188 (161,904) (246,823)
Deemed dividend related to beneÑcial conversion feature of

preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,680) Ì Ì
Preferred stock dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (416) Ì Ì

Net income (loss) available to common stockholdersÏÏÏÏÏÏÏÏÏÏÏ $ 31,092 $ (161,904) $ (246,823)

Weighted-average shares outstanding:
Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 381,100 370,545 363,569
Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 390,879 370,545 363,569

Net income (loss) per common share, basic and diluted:
Before cumulative eÅect of accounting change ÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.44) $ (0.28)
Cumulative eÅect of accounting change, net of taxes ÏÏÏÏÏÏÏ Ì Ì (0.40)

Net income (loss) per common share, basic and diluted ÏÏÏÏ $ 0.08 $ (0.44) $ (0.68)

See notes to consolidated Ñnancial statements.
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NOVELL, INC.

CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share and per share data)

October 31, October 31,
2004 2003

A S S E T S
Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 434,404 $ 366,932
Short-term investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 777,063 384,920
Receivables (net of allowances of $24,396 and $26,852 at October 31, 2004 and

2003, respectively)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 269,431 232,492
Prepaid expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,190 23,005
Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,846 23,204

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,534,934 1,030,553
Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 231,468 255,526
Long-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55,986 50,948
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 391,088 213,300
Intangible assets, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48,616 10,800
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,456 6,526

Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,291,548 $1,567,653

LIABILITIES, REDEEMABLE SECURITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 55,956 $ 50,258
Accrued compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126,612 101,164
Other accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 98,983 117,073
Income taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,077 35,493
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 374,186 322,470

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 692,814 626,458
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,855 Ì
Senior convertible debenturesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 600,000 Ì

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,296,669 626,458

Minority interestsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,515 6,725

Redeemable securities:
Series B preferred stock, $.10 par value, Authorized Ì 1,000 shares;
Outstanding Ì 500 and no shares at October 31, 2004 and 2003, respectively (at

redemption value) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,000 Ì

Stockholders' equity:
Series A preferred stock, $.10 par value,

Authorized Ì 499,000 shares; no shares issued ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì
Common stock, par value $.10 per share, Authorized Ì 600,000,000 shares;

Issued Ì 393,061,385 and 376,460,107 shares at October 31, 2004 and 2003,
respectively, Outstanding Ì 377,874,351 and 376,460,107 shares at
October 31, 2004 and 2003, respectivelyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,306 37,646

Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 431,102 319,016
Treasury stock, at cost Ì 15,187,034 and no shares at October 31, 2004 and 2003,

respectivelyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (124,989) Ì
Retained earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 607,851 576,759
Accumulated other comprehensive income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,180 7,068
OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,086) (6,019)

Total stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 963,364 934,470

Total liabilities, redeemable securities and stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏ $2,291,548 $1,567,653

See notes to consolidated Ñnancial statements.
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NOVELL, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(Amounts in thousands)

Accumulated
Common Common Treasury Treasury Additional Other
Stock Stock Stock Stock Paid-In Retained Comprehensive
Shares Amount Shares Amount Capital Earnings Income Other Total

Balance at October 31, 2001 362,341 $36,234 Ì $ Ì $256,332 $ 985,486 $ 2,455 $(9,840) $1,270,667
Stock issued from stock

plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,737 574 Ì Ì 13,780 Ì Ì (1,254) 13,100
Stock options issued for

acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 28,583 Ì Ì (4,826) 23,757
Shares cancelled ÏÏÏÏÏÏÏÏÏÏ (540) (55) Ì Ì (1,556) Ì Ì 1,697 86
Amortization of unearned

stock compensation ÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì 7,153 7,153
Change in unrealized gain on

investments, net of tax ÏÏÏ Ì Ì Ì Ì Ì Ì (2,828) Ì (2,828)
Cumulative translation

adjustment, net of tax ÏÏÏÏ Ì Ì Ì Ì Ì Ì 430 Ì 430
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (246,823) Ì Ì (246,823)

Comprehensive loss ÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì Ì (249,221)

Balance at October 31, 2002 367,538 36,753 Ì Ì 297,139 738,663 57 (7,070) 1,065,542
Stock issued from stock

plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,008 902 Ì Ì 22,499 Ì Ì (2,872) 20,529
Shares cancelled ÏÏÏÏÏÏÏÏÏÏ (86) (9) Ì Ì (622) Ì Ì 232 (399)
Amortization of unearned

stock compensation ÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì 3,691 3,691
Change in unrealized gain on

investments, net of tax ÏÏÏ Ì Ì Ì Ì Ì Ì (705) Ì (705)
Cumulative translation

adjustment, net of tax ÏÏÏÏ Ì Ì Ì Ì Ì Ì 7,716 Ì 7,716
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (161,904) Ì Ì (161,904)

Comprehensive loss ÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì Ì (154,893)

Balance at October 31, 2003 376,460 37,646 Ì Ì 319,016 576,759 7,068 (6,019) 934,470
Stock issued from stock

plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,757 1,276 1 11 63,101 Ì Ì (5,452) 58,936
Stock issued for conversion

of preferred stockÏÏÏÏÏÏÏÏ 4,000 400 Ì Ì 24,600 Ì Ì Ì 25,000
Shares repurchased ÏÏÏÏÏÏÏÏ Ì Ì (15,188) (125,000) Ì Ì Ì Ì (125,000)
Shares cancelled ÏÏÏÏÏÏÏÏÏÏ (156) (16) Ì Ì (1,295) Ì Ì 537 (774)
Amortization of unearned

stock compensation ÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì 4,848 4,848
BeneÑcial conversion feature Ì Ì Ì Ì 25,680 (25,680) Ì Ì Ì
Dividends on preferred stock Ì Ì Ì Ì Ì (416) Ì Ì (416)
Change in unrealized gain on

investments, net of tax ÏÏÏ Ì Ì Ì Ì Ì Ì (1,352) Ì (1,352)
Cumulative translation

adjustment, net of tax ÏÏÏÏ Ì Ì Ì Ì Ì Ì 11,720 Ì 11,720
Change in minimum pension

liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì (1,256) Ì (1,256)
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 57,188 Ì Ì 57,188

Comprehensive incomeÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì Ì 66,301

Balance at October 31, 2004 393,061 $39,306 (15,187) $(124,989) $431,102 $ 607,851 $16,180 $(6,086) $ 963,364

See notes to consolidated Ñnancial statements.

48 Novell annual report 2004



NOVELL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

Cash Öows from operating activities
Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 57,188 $(161,904) $(246,823)
Adjustments to reconcile net income (loss) to net cash provided by operating

activities:
Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,482 61,058 68,785
Gain on sale of property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,639) (25,299) (8,762)
Gain on sale of long-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,567) Ì Ì
Impairment of goodwill and intangible assets, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,935 143,702
Impairment of investments and property, plant and equipmentÏÏÏÏÏÏÏÏÏÏÏÏ 5,415 34,735 137,922
Purchased in-process research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 920 3,000
Changes in current assets and liabilities, excluding the eÅect of acquisitions:

Receivables, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,250) (17,215) 18,599
Prepaid expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,467) 1,135 7,580
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 870 105,277 (14,035)
Other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,069) 368 7,741
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,261 47,195 32,083
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,492 (7,213) (23,386)
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,619) 2,014 (74,932)

Net cash provided by operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 119,097 55,006 51,474

Cash Öows from Ñnancing activities
Issuance of common stock, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,162 20,130 13,186
Issuance of convertible preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50,000 Ì Ì
Issuance of senior convertible debenturesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 600,000 Ì Ì
Payment of issuance costs on senior convertible debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,850) Ì Ì
Payment of cash dividends on preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (292) Ì Ì
Repurchases of common stock, held in treasury ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (125,000) Ì Ì

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 568,020 20,130 13,186

Cash Öows from investing activities
Purchases of property, plant and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26,997) (39,468) (27,610)
Proceeds from the sale of property, plant and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,951 125,000 16,050
Purchases of short-term investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (999,078) (727,817) (549,008)
Maturities of short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160,611 117,485 262,974
Sales of short-term investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 444,972 396,462 477,313
Proceeds from sale of long-term investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,567
Cash paid for acquisition of Salmon, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,322) Ì Ì
Cash paid for acquisition of SUSE, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (200,298) Ì Ì
Cash paid for acquisition of Ximian, net of cash acquiredÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (40,046) Ì
Cash paid for acquisition of SilverStream, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (102,975)
Cash paid for acquisition of Volera minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1,050) (3,500)
Purchases of long-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,702) (14,322) (26,143)
OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,651 11,565 14,299

Net cash (used in) provided by investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (619,645) (172,191) 61,400

Total increase (decrease) in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 67,472 (97,055) 126,060
Cash and cash equivalents Ì beginning of periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 366,932 463,987 337,927

Cash and cash equivalents Ì end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 434,404 $ 366,932 $ 463,987

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

Deemed dividend related to beneÑcial conversion feature of Series B
preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 25,680 $ Ì $ Ì

Conversion of Series B preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,000 Ì Ì
Issuance of notes receivable for sale of property, plant and equipment ÏÏÏÏÏÏÏ 9,935 Ì Ì
Cash paid for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì
Cash paid for income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 11,212 $ 17,806 $ 20,514

See notes to consolidated Ñnancial statements.
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A. Summary of Business Operations

Novell is a leading provider of information solutions, a position we have been in since 1983. We provide
identity management and web services solutions and cross-platform solutions on several operating systems,
including Linux, NetWare, Windows, and Unix. All of our solutions are supported by our worldwide services,
including consulting, training and technical services. Through these solutions, our customers can deliver
information or system resources from diverse sources, regardless of how they are implemented and regardless
of how they connect, in a secure and personalized way. We create value for our customers by reducing the
cost, complexity and vulnerability of today's information environments, allowing them to optimize the
performance of the resources and assets that they employ. With approximately 6,000 employees globally, we
serve customers all over the world.

We deliver this value to our customers by developing, maintaining and delivering the following four
solution categories:

Identity management and web services solutions. Our identity management and web services products
include applications that oÅer a full suite of capabilities, including the following:

‚ secure authentication and authorization services;

‚ single sign-on;

‚ provisioning capabilities; and

‚ portal and web services application infrastructure.

We believe that customers have recognized the need to manage the access, utilization and optimization of
assets through information systems that can understand, implement and administer business policies, not only
within organizations, but also between organizations and their customers and trading partners. Our web
services solutions enable organizations to balance growing user demands for services and information with the
organization's demands for increased security. Through identity management and web services, customers can
integrate business processes and systems, extending them within and across enterprise boundaries to interact
with customers, employees, suppliers and partners. This aÅords organizations the opportunity to make changes
to their business operations without incurring the cost of constantly changing their underlying application
software. These identity-based technologies not only regulate access to information and applications, but are
also increasingly becoming core components of numerous other products such as mobile phones and other
digital devices. Our strategy has been to develop identity management technologies as a set of discrete services
to accelerate time to value, as opposed to the use of a single monolithic application that can take years to
implement and deploy.

Cross-platform solutions. We oÅer two major operating system platforms, NetWare and SUSE
LINUX, in support of our cross-platform solutions. Our solutions oÅer an enterprise-ready, scalable approach
to networking and collaboration services Ì including Ñle, print, messaging, scheduling and workspace. In
addition, our identity-driven, directory-based management modules allow customers to manage their comput-
ing environment from a single, central location. Our products are designed to operate within existing
heterogeneous computing environments as well as to provide tools and strategies to allow easy migration
between platforms to Ñt better with our customers' technology plans.
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A major focus of our cross-platform solutions is to embrace and promote open source computing. Open
source is a term used to describe software source code that generally allows free use, modiÑcation, and
distribution of source code, subject to certain conditions. Open source software is generally built by a
community of developers, many of whom are unaÇliated with each other. Corporations also fund open source
projects or contribute code into open source to further assist the development eÅorts. We believe that a major
shift toward open source software is underway as companies are more critically evaluating the cost
eÅectiveness of their information technology (""IT'') investments, are intrigued about having access to the
source code, and are looking for ways to avoid vendor lock-in.

We believe that we are uniquely positioned to drive the transition to greater use of open source software,
as well as to beneÑt from this trend. Widespread adoption of Linux and open source software was initially
hindered by weak technical support and a lack of applications, shortcomings that we are particularly well
positioned to address. We leverage our Ñnancial stability, experience, and global support capabilities to help
our customers integrate Linux and other open source software into their existing IT environments. While the
Öexibility and cost savings of Linux and open source have made it attractive to enterprise customers, we
believe these businesses look to proprietary software vendors to provide applications, management and
security. With our SUSE LINUX open source platform and our other cross-platform solutions, our customers
can deploy the best of closed and open source software that many businesses Ñnd more attractive. As an
example, our GroupWise product now allows customers to collaborate seamlessly across their Windows and
Linux environments. We also provide solutions allowing IT managers to centrally control Linux, NetWare and
Windows systems in a consistent and straightforward way.

Worldwide services. We provide worldwide IT consulting, training and support services to address our
customers' needs. Our worldwide IT consulting practice provides the business knowledge and technical
expertise to help our customers implement and achieve maximum beneÑt from our products and solutions. We
also oÅer open source and identity driven services that are focused to aid our clients in rapidly integrating
applications or migrating existing platforms to Linux.

Through our training services, we oÅer skills assessments, advanced technical training courses, and
customized training directly and through authorized training service partners. We also oÅer testing and
certiÑcation programs to systems administrators, engineers, salespeople, and instructors on a wide variety of
technologies, including Linux. Over a decade ago, we introduced the concept of software engineer certiÑca-
tions. Building on this program, we introduced our Novell CertiÑed Linux Engineer and Novell CertiÑed
Linux Professional programs to accelerate the adoption of Linux and open source in the enterprise.

We provide our customers with a global support structure covering proprietary and open source technical
support. We deliver our technical support services through a variety of channels, including on-site dedicated
resources as well as through telephone, web, e-mail, and remote systems management.

Celerant Consulting. Celerant, a majority-owned subsidiary of Novell, provides value-based, operational
strategy and implementation consulting services to a wide variety of customers mainly in Europe and the
United States. Celerant specializes in improving the value derived from existing business processes by
accelerating time to value and eliminating non-value creating activities.

We are subject to a number of risks similar to those of other companies of similar size in our industry,
including a recent history of pre-tax losses, rapid technological changes, competition, limited number of
suppliers, customer concentration, integration of acquisitions, government regulations, management of
international activities and dependence on key individuals.
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B. Summary of SigniÑcant Accounting Policies

The accompanying consolidated Ñnancial statements reÖect the application of signiÑcant accounting
policies as described in this note and elsewhere in the accompanying consolidated Ñnancial statements.

Principles of Consolidation

The accompanying consolidated Ñnancial statements include the accounts of Novell, Inc., its subsidiaries
and majority-owned joint ventures. All material inter-company accounts and transactions have been
eliminated in consolidation.

Management's Estimates and Uncertainties

The preparation of Ñnancial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that aÅect the amounts reported
in the Ñnancial statements and accompanying notes. Actual results could diÅer materially from those
estimates.

ReclassiÑcations

Certain amounts reported in prior years have been reclassiÑed from what was previously reported to
conform to the current year's presentation.

Foreign Currency Translation

Due to increased activity in non-U.S. dollar currencies, beginning November 1, 2002, we determined the
functional currency of all of our international subsidiaries, except for our Irish subsidiaries and a German
holding company, to be the local currency. In our Irish subsidiary and German holding company, the
functional currency is the U.S. dollar. These subsidiaries generate and expend cash primarily in their
respective local currencies. 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 accumulated other comprehensive income. Previously, the
functional currency of our international subsidiaries, except Novell Japan, Novell India, and the
international subsidiaries of Cambridge Technology Partners (""Cambridge'') and SilverStream Software,
Inc. (""SilverStream''), was the U.S. dollar. All transaction gains and losses are reported in other income
(expense). Foreign exchange resulted in a loss of $5.0 million and $3.0 million, respectively, during Ñscal
2004 and 2003, and a gain of $0.3 million in Ñscal 2002.

Cash, Cash Equivalents and Short-Term Investments

We consider all investments purchased with an initial term to maturity of three months or less to be cash
equivalents. All auction market securities are classiÑed as short-term investments. Short-term invest-
ments are diversiÑed, primarily consisting of investment grade securities that either mature within the
next 12 months or have other characteristics of short-term investments. All of our auction market
securities have auction dates within at least 6 months of the prior auction date. Our Ñxed income
securities have maturities, puts, announced calls, auctions, or resets ranging from zero to seven years.
These securities are available to be used for current operations and thus are classiÑed as short-term
investments, even though some maturities may extend beyond one year.

52 Novell annual report 2004



NOVELL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

All marketable debt and equity securities that are included in cash and short-term investments are
considered available-for-sale and are carried at fair value. The unrealized gains and losses related to these
securities are included in accumulated other comprehensive income, net of tax, after any applicable tax
valuation allowances (see Note U). Fair values are based on quoted market prices where available. If
quoted market prices are not available, as in the case of municipal debt securities, we use third-party
pricing services to assist in determining fair value. In many instances, these services examine the pricing
of similar instruments to estimate fair value. When securities are sold, their cost is determined based on
the speciÑc identiÑcation method.

Concentrations of Credit Risk

Financial instruments that subject us to credit risk primarily consist of cash and cash equivalents, short-
term investments, accounts receivable, notes receivable, and amounts due under subleases. Our credit
risk is managed by investing cash and cash equivalents in high-quality money market instruments and
securities of the U.S. government and its agencies. Accounts receivable include amounts owed by
geographically dispersed end users, distributors, resellers, and original equipment manufacturer
(""OEM'') customers. No collateral is required. We provide a standard right of return of 30 days.
Provisions are made for sales returns and bad debts and are based on historical experience and on speciÑc
customer situations. Accounts receivable are not sold or factored. There were no customers with
outstanding receivable balances greater than 10% of total accounts receivable at October 31, 2004 or
2003. We generally have not experienced any material losses related to receivables from individual
customers or groups of customers. Due to these factors, no signiÑcant additional credit risk, beyond
amounts provided for, is believed by management to be inherent in our accounts receivable. Our long-
term notes receivable in the amount of $9.8 million is secured by collateral. Our subleases are with many
diÅerent parties and thus no concentration of credit risk exists at October 31, 2004.

During the years ended October 31, 2004, 2003 and 2002 there were no customers who accounted for
more than 10% of total net revenue.

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 classiÑcation Useful Lives

Buildings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 years

Furniture and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ó 7 years

Leasehold improvements and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 Ó 10 years

Goodwill and Intangible Assets

In accordance with SFAS No. 142, ""Goodwill and Other Intangible Assets'', we do not amortize goodwill
or intangibles with indeÑnite lives resulting from acquisitions. We review these assets periodically for
potential impairment issues. Separable intangible assets that are not deemed to have an indeÑnite life are
amortized over their estimated useful lives.
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Disclosure of Fair Value of Financial Instruments

Our Ñnancial instruments mainly consist of cash and cash equivalents, short-term investments, accounts
receivable, notes receivable, long-term investments, accounts payable, and senior convertible debentures.
The carrying amounts of our cash equivalents and short-term investments, accounts receivable and
accounts payable approximate fair value due to the short-term nature of these instruments. Long-term
investments are accounted for initially at cost. The Company periodically reviews the realizability of each
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 impairment to be other than
temporary when market evidence or issuer-speciÑc knowledge does not reÖect long-term growth to
support current carrying values. As of October 31, 2004 and 2003, we did not hold any publicly-traded
long-term equity securities. Our long-term notes receivable and senior convertible debentures have
interest rates that approximate current market rates; therefore the carrying value of the both approximate
fair value.

Revenue

Our revenue is derived primarily from the sale of software licenses and maintenance, technical support,
training, and consulting services. Revenue is recognized in accordance with the requirements of
Statement of Position (""SOP'') 97-2, ""Software Revenue Recognition.'' Under SOP 97-2, when an
arrangement does not require signiÑcant production, modiÑcation or customization of the software,
revenue is recognized when the following four criteria are met:

‚ Persuasive evidence of an arrangement exists Ì We require evidence of an agreement with a
customer specifying the terms and conditions of the products or services to be delivered.

‚ Delivery has occurred Ì For software licenses, delivery takes place when the customer is given
access to the software programs. For services, delivery takes place as the services are provided.

‚ The fee is Ñxed or determinable Ì Fees are Ñxed or determinable if they are not subject to a refund
or cancellation and do not have payment terms that exceed our standard terms.

‚ Collectibility is probable Ì We perform a credit review of all customers with signiÑcant transactions
to determine whether a customer is credit-worthy and collectibility is probable.

Revenue from software license fees is generally recognized upon delivery of the software. If the fee due
from the customer is not Ñxed 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.
Allowances for estimated sales returns and allowances are recorded in the same period as the related
revenue. We recognize revenue on the sale of shrink-wrapped box products through our distributor
channel on a sell-through basis.

Revenue from maintenance contracts, subscription agreements, support, and other similar services, is
recognized as services are performed over the term of the performance period. Certain sales require
continuing service, support, and performance by us, and accordingly, a portion of the revenue is deferred
until the future service, support, and performance are provided.

Consulting project contracts are either time-and-materials or Ñxed-price contracts. Revenue from
consulting projects is recognized only if a signed contract exists, the fee is Ñxed or determinable, and
collection of the resulting receivable is probable. Revenue from time-and-materials contracts is recog-
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nized as the services are performed. Revenue from Ñxed-price contracts is recognized using the
proportional performance method, using the estimated time-to-completion to measure the percent
complete. The cumulative impact of any revision in estimates of the percent complete or recognition of
losses on contracts is reÖected in the period in which the changes or losses become known.

Many of our software arrangements include multiple elements, such as product upgrade protection,
software support services, consulting, and training, in addition to software licenses and maintenance.
These multiple element arrangements are accounted for using a proportional method of accounting in
which we allocate revenue to each element of the transaction based upon the relative fair values of the
elements, which may include software products, product upgrade protection, software support services,
consulting, and training. Fair value is determined by Novell-speciÑc objective evidence of the price
charged to other customers when each element is sold separately. We have established suÇcient Novell-
speciÑc objective evidence of the fair value of all elements of a multiple element arrangement.

Services revenue includes reimbursable expenses charged to our clients.

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 also record a provision to operating
expenses for bad debts resulting from customers' inability to pay for the products or services they have
received, due to such factors as bankruptcy. These estimates are based on historical sales returns and bad
debt expense, analyses of credit memo data, and other known factors.

Cost of Revenue

Amortization charges for product and services related intangible assets are recorded as a cost of revenue
in the statements of operations.

Expenses

Product development costs are expensed as incurred. Due to the use of the working model approach,
capitalized development costs have not been material.

Advertising costs are expensed as incurred. Advertising expenses totaled $10.6 million, $37.5 million, and
$19.5 million, in Ñscal 2004, 2003, and 2002, respectively.

Stock-Based Compensation

We account for our stock-based compensation plans under the intrinsic value method of accounting as
deÑned by Accounting Principles Board (""APB'') Opinion No. 25, ""Accounting for Stock Issued to
Employees'' and related interpretations. We apply the disclosure provisions of SFAS No. 123, ""Account-
ing for Stock-Based Compensation,'' as amended by SFAS No. 148, ""Accounting for Stock-Based
Compensation Ì Transition and Disclosure.'' We account for stock-based awards issued to non-
employees using the fair value model as deÑned by SFAS No. 123.
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At October 31, 2004, we had authorized several stock-based compensation plans which are more fully
described in Note R. Under these plans, options to purchase shares of our common stock could be
granted to employees, consultants, and outside directors. Under the intrinsic value method, compensation
expense is calculated based on the diÅerence between the fair value of our common stock and the option
exercise price at the date of grant. We generally grant employee stock options with an exercise price equal
to the fair value of our common stock. If compensation expense for our stock-based compensation had
been determined based on the fair value of the stock grants, our net income (loss) and net income (loss)
per share would have been the pro forma amounts indicated below:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands,
except per share amounts)

Net income (loss) available to common stockholders:

As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 31,092 $(161,904) $(246,823)

Less: total stock-based compensation expense
determined under fair value-based method for all
awards, net of related tax eÅects ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (51,436) (28,753) (63,086)

Add: total stock-based compensation expense recorded
in the statement of operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,940 3,445 7,534

Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(15,404) $(187,212) $(302,375)

Net income (loss) per common share:

As reported basic and dilutedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.44) $ (0.68)

Pro forma basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.04) $ (0.51) $ (0.83)

For the purpose of the above table, the fair value of each option grant is estimated as of the date of grant
using the Black-Scholes option-pricing model with the following weighted-average assumptions used for
grants in Ñscal 2004, 2003, and 2002: a risk-free interest rate of approximately 2.8% for Ñscal 2004, 2.8%
for Ñscal 2003, and 3.6% for Ñscal 2002; a dividend yield of 0.0% for all years; a weighted-average
expected life of 3.75 years for Ñscal 2004 and Ñve years for Ñscal 2003 and 2002; and a volatility factor of
the expected market price of our common stock of 0.77 for Ñscal 2004, 0.85 for Ñscal 2003, and 0.87 for
Ñscal 2002. The weighted-average fair value of options granted in Ñscal 2004, 2003, and 2002 was $5.63,
$2.38, and $1.70, respectively.

We do not recognize compensation expense related to employee purchase rights under the Novell, Inc.
1989 Employee Stock Purchase Plan. Pro forma compensation expense is estimated for the fair value of
the employees' purchase rights using the Black-Scholes model with the following assumptions for the
rights granted in Ñscal 2004, 2003, and 2002: a dividend yield of 0.0% for all years; an expected life of six
months for all years; an expected volatility factor of 0.77 for Ñscal 2004, 0.85 for Ñscal 2003, and 0.87 for
Ñscal 2002; and a risk-free interest rate of approximately 1.2% for Ñscal 2004, 1.1% for Ñscal 2003, and
1.5% for Ñscal 2002. The weighted-average fair value of the purchase rights granted on April 19, 2004,
October 20, 2003, May 7, 2003, October 21, 2002, April 22, 2002, and October 22, 2001, was $4.19,
$2.19, $1.07, $0.93, $1.50, and $1.52, respectively.
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Net Income (Loss) 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.'' Basic net income (loss) per share attributable to
common stockholders is computed by dividing net income (loss) by the weighted-average number of
common shares outstanding during the period and excludes the dilutive eÅects of common stock
equivalents. Common stock equivalents include stock options and, in certain circumstances, convertible
securities such as our senior convertible debentures and convertible Series B preferred stock. Diluted
earnings per share includes the dilutive eÅect of common stock equivalents.

In March 2004, the EITF reached a Ñnal consensus on Issue 03-6, ""Participating Securities and the
Two Ì Class Method under FASB Statement 128. ""Issue 03-6 requires the two-class method of
calculating earnings per share for companies that have issued securities other than common stock that
contractually entitle the holder to participate in dividends of the company. Because the Series B preferred
stock participates in dividends, we are required to use the two-class method of calculating earnings per
share, eÅective in Ñscal 2004 and retroactively for all prior periods. This change in computational
methods had no impact on earnings per share for any period in Ñscal 2004 or any prior period.

Derivative Instruments

A large portion of our revenue, expense, and capital purchasing activities are transacted in U.S. dollars.
However, we do enter into transactions in other currencies, primarily the Euro, Japanese Yen, 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 currencies
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 the year-end, the fair value of the derivatives as of October 31, 2004 is insigniÑcant.
Gains and losses recognized during the year on these foreign currency contracts are recorded as other
income or expense and would generally be oÅset by corresponding losses or gains on the related hedged
items, resulting in negligible net exposure to our Ñnancial statements.

Recent Pronouncements

In November 2004, the EITF reached a Ñnal conclusion on Issue 04-8, ""Accounting Issues Related to
Certain Features of Contingently Convertible Debt and the EÅect on Diluted Earnings per Share''. This
issue addresses when the dilutive eÅect of contingently convertible debt with a market price trigger
should be included in diluted earnings per share calculations. The EITF's conclusion is that the market
price trigger should be ignored and that these securities should be treated as convertible securities and
included in diluted earnings per share regardless of whether the conversion contingencies have been met.
The eÅect of Issue 04-8 is discussed in Note T.

In December 2004, the FASB issued its Ñnal standard on accounting for employee stock options,
SFAS No. 123(R), ""Share-Based Payment'', which replaces SFAS Nos. 123 and supercedes Account-
ing Principles Board Opinion 25, ""Accounting for Stock Issued to Employees.'' SFAS No. 123(R)
requires all companies to measure compensation costs for all share-based payments, including stock
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options, at fair value and expense such payments to the statement of operations over the service period.
SFAS No. 123(R) is eÅective beginning for interim or annual periods beginning after June 15, 2005,
which would be our fourth Ñscal quarter of Ñscal 2005. We are in the process of determining the impact
SFAS No. 123(R) will have on our consolidated Ñnancial statements.

C. Acquisitions

Salmon Ltd.

On July 19, 2004, we purchased all of the outstanding stock of Salmon Ltd. (""Salmon''), a privately-held
information technology services and consulting Ñrm headquartered in Watford, England, for approximately
$8.2 million in cash, plus estimated merger and transaction costs of $0.6 million. In addition, we recorded a
deferred income tax liability of $1.2 million resulting from the future tax consequences of the non-
deductibility of identiÑed intangible assets recorded in connection with this acquisition.

The acquisition of Salmon enables us to expand our range of IT consulting services in the United
Kingdom. Salmon's results of operations have been included in the consolidated Ñnancial statements
beginning on the acquisition date.

The purchase price was preliminarily allocated as follows:

Estimated
Acquisition Cost Asset Life

(In thousands)

Fair value of net tangible assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,007 N/A

IdentiÑable intangible assets:

Customer relationships ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,417 3 years

Non-compete agreement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 422 3 years

GoodwillÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,109 IndeÑnite

Total acquisition cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $9,955

The purchase price has been allocated to the tangible and identiÑable intangible assets and the excess of
the total purchase price over the amounts assigned has been recorded as goodwill. We estimated the fair
values of the intangible assets. Customer relationships and the non-compete agreement are being amortized
over their estimated useful lives. Goodwill is not amortized but is periodically evaluated for impairment.

The purchase price allocation will be adjusted as integration plans, including restructuring, are Ñnalized,
as allowed by SFAS No. 141, ""Business Combinations''.

The purchase agreement provides for contingent payments of up to an additional $10.6 million based
upon the future revenues and proÑtability of both Salmon and Novell in the United Kingdom over a period of
two years. Any future earnout payments will be capitalized as goodwill when and if paid.

Net tangible assets of Salmon consisted mainly of cash and cash equivalents, accounts receivable, Ñxed
assets, accounts payable, and other liabilities.

Goodwill from the acquisition resulted from our belief that the consulting methodologies and expertise
Salmon had developed are valuable to our services business. We also believed it was more beneÑcial to acquire
such knowledge rather than to develop it in-house. The goodwill from the Salmon acquisition was allocated to
our EMEA segment.
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The valuation of customer relationships in the amount of $3.4 million was determined by comparing
estimated future cash Öow with and without the relationships in place.

The non-compete agreement in the amount of $0.4 million relates to an agreement Salmon has with a key
individual. The valuation of the agreement was determined by estimating the present value of future cash
Öows with and without the non-compete agreement in place.

If the Salmon acquisition had occurred on November 1, 2002, the unaudited pro forma results of
operations for the Ñscal years ended October 31, 2004 and 2003 would have been:

Fiscal Year Ended

Oct. 31, Oct. 31,
2004 2003

(Amounts in thousands,
except per-share amounts)

Net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,181,514 $1,123,969

Net income (loss) attributable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏ 29,184 (160,061)

Net income (loss) per share attributable to common stockholders Ì
basicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.43)

Net income (loss) per share attributable to common stockholders Ì
diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.07 $ (0.43)

SUSE LINUX AG

On January 12, 2004, we purchased substantially all of the outstanding stock of SUSE LINUX AG
(""SUSE''), a privately-held company and a leading provider of Linux-based products, for approximately
$210.0 million in cash, plus estimated merger and transaction costs of $9.0 million. In addition, we recorded a
deferred income tax liability of $3.0 million resulting from the future tax consequences of the non-
deductibility of identiÑed intangible assets recorded in connection with this acquisition. The deferred income
tax liability was originally valued at $17.3 million; however, during the fourth quarter of Ñscal 2004 we
completed a reorganization of certain subsidiaries of SUSE Linux AG in accordance with German merger law
that resulted in a reduction of the deferred tax liability and goodwill of approximately $14.3 million.

The acquisition of SUSE enables us to oÅer a full range of enterprise solutions on the Linux platform,
from the desktop to the server to the mainframe. SUSE's results of operations have been incorporated into
ours beginning on the acquisition date.

The purchase price was preliminarily allocated as follows:

Estimated
Acquisition Cost Asset Life

(In thousands)

Fair value of net tangible assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,599 N/A

IdentiÑable intangible assets:

Customer relationships ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,385 3 years

Internal use software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,864 3 years

Trademarks/trade names ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,221 IndeÑnite

GoodwillÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 176,963 IndeÑnite

Total acquisition costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $222,032
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The purchase price has been allocated to the tangible and identiÑable intangible assets and the excess of
the total purchase price over the amounts assigned has been recorded as goodwill. We estimated the fair
values of the intangible assets. Customer relationships and internal use software are being amortized over their
estimated useful lives. Trademarks, trade names and goodwill are not amortized but are periodically evaluated
for impairment.

The purchase price allocation will be adjusted as integration plans, including restructuring, are Ñnalized,
as allowed by SFAS No. 141.

Net tangible assets of SUSE consisted mainly of cash and cash equivalents, accounts receivable, Ñxed
assets, accounts payable, and other liabilities.

Goodwill from the acquisition resulted from our belief that the technology SUSE had developed is
valuable to our solutions oÅerings. We also believed it was more beneÑcial to acquire such knowledge rather
than to develop it in-house. The goodwill from the SUSE acquisition has been allocated to our geographic
segments based on anticipated future revenue to be derived from this transaction.

Customer relationships in the amount of $13.4 million, net of tax, relate to the following types of
contracts:

‚ product maintenance services;

‚ business support services;

‚ partner memberships;

‚ alliances; and

‚ customer backlog.

The valuation of product maintenance services, business support services, and partner memberships were
determined by comparing the estimated future cash Öows generated from annual renewals of each contract,
versus such cash Öows without the renewals of such contracts. The valuation of alliances was determined using
the replacement cost approach. The valuation of customer backlog was determined based on forecasted cash
Öows from Ñrm orders that had been placed that SUSE is expected to service.

Internal use software in the amount of $5.9 million relates to proprietary know-how that is technologically
feasible at the acquisition date. These included three operational software applications that SUSE used to
package, test, and conÑgure the open source software for distribution to customers. The valuation of the
internal use software was determined using the replacement cost approach, whereby estimates of the value are
based upon the estimated cost to recreate the software.

The value of trademarks and trade names was determined based on assigning a royalty rate to the revenue
streams that were expected from the products using the SUSE trade names. The royalty rate was determined
based on trade name recognition, marketing support, and contribution of the trade name's value relative to the
revenue drivers. The pre-tax royalty rate of two percent was applied to the product revenue and discounted to a
present value, resulting in a valuation of approximately $24.2 million.
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If the SUSE acquisition had occurred on November 1, 2002, the unaudited pro forma results of
operations for the Ñscal years ended October 31, 2004 and 2003 would have been:

Fiscal Year Ended

Oct. 31, Oct. 31,
2004 2003

(Amounts in thousands,
except per share amounts)

Net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,173,890 $1,140,201

Net income (loss) attributable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏ 30,135 (177,170)

Net income (loss) per share attributable to common stockholders Ì
basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.48)

Ximian, Inc.

On August 4, 2003, we acquired Ximian, Inc. (""Ximian''), a privately-held company and provider of
desktop and server solutions that enable enterprise Linux adoption, for approximately $40.0 million in cash
and estimated transaction costs of $0.5 million. This transaction was accounted for as a purchase. Ximian's
results of operations have been incorporated into Novell's beginning on the acquisition date of August 4, 2003.

The value of the acquisition was allocated as follows:

Estimated
Acquisition Cost Asset Life

(In thousands)

Fair value of net tangible assets acquiredÏÏÏÏÏÏÏÏÏÏÏÏ $ 161 N/A

Intangible assets:

Purchased in-process research and development ÏÏÏÏ 920 Expensed in Ñscal 2003

Developed technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,532 3 years

Customer relationships ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 307 3 years

Trademarks/trade names ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 755 IndeÑnite

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,854 IndeÑnite

$40,529

Goodwill, shown in the table above, includes a $2.9 million charge to record deferred income tax liability
for the future amortization of developed technology and customer relationships. As a result, developed
technology and customer relationships are shown above net of this income tax eÅect.

Results of operations of Ximian are included in our results of operations beginning August 4, 2003.
Goodwill from the acquisition resulted from our belief that the technology Ximian had developed is valuable
to our product oÅerings. We also believed it was more beneÑcial to acquire such technology rather than to
develop it in-house. The goodwill from the Ximian acquisition has been allocated to our geographic segments
based on anticipated future revenue to be derived from this transaction.

Net tangible assets of Ximian consisted mainly of cash and cash equivalents, accounts receivable, Ñxed
assets, accounts payable, and other liabilities.

The $0.9 million of in-process research and development pertains to technology that was not technologi-
cally 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.
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Shortly before the acquisition, Ximian released its latest version of each of its products, thus there was
minimal in-process research and development at the acquisition date. In-process research and development
was valued based on discounting forecasted cash Öows that will be generated directly from the related
products. Completion of development of the future upgrades of these products is dependent upon our delivery
of our Linux applications products and our successful integration of Ximian. The in-process research and
development does not have any alternative future use and did not otherwise qualify for capitalization. As a
result, the entire amount was expensed.

Developed technology relates to Ximian's products that are commercially available and can be combined
with Novell products and services. To determine the value of developed technology, the expected future cash
Öow attributable to the products was discounted taking into account risk associated with these assets relative
to the in-process research and development. The analysis resulted in a valuation of approximately $3.5 million
for developed technology, which had reached technological feasibility.

The valuation of customer relationships in the amount of $0.3 million, net of tax, was determined by
comparing estimated future cash Öows with and without the relationship in place.

The value of trademarks and trade names was determined based on assigning a royalty rate to the revenue
streams that were expected from the products using the Ximian˛ trade names. The royalty rate was
determined based on trade name recognition, marketing support, and contribution of the trade name's value
relative to the revenue drivers. The pre-tax royalty rate of one percent was applied to the product revenue and
discounted to a present value, resulting in a valuation of approximately $0.8 million.

SilverStream Software, Inc.

In July 2002, we acquired substantially all of the outstanding shares of SilverStream at a price of
$9.00 per share. At the closing date of the merger, approximately 23.5 million shares of SilverStream common
stock were outstanding, resulting in a total cash acquisition price of $210.8 million. Direct transaction costs
were approximately $1.1 million and the fair value of SilverStream stock options assumed, both vested and
unvested, totaled $28.6 million.

With respect to stock options assumed as a part of the merger, all SilverStream options, vested and
unvested, were exchanged for Novell options with the same terms and vesting characteristics. The fair value of
these options was included in the acquisition purchase price. The portion of the intrinsic value related to
unvested options that will be earned over the remaining vesting period of those options was deducted from the
fair value of the unvested options and recorded as deferred compensation. This deferred compensation was
amortized over the remaining vesting period of approximately two years, in accordance with Financial
Accounting Standards Board Interpretation No. 44 ""Accounting for Certain Transactions Involving Stock
Compensation''. In total, options to purchase approximately 5 million shares of SilverStream common stock
were converted into options to purchase approximately 15 million shares of Novell, Inc. common stock using a
conversion ratio of 3.0518.

The fair value of the options was determined using the Black-Scholes model using the following
assumptions:

‚ fair market value of the underlying shares was based on the average closing price of Novell's common
stock on June 10, 2002, and the three days prior to and subsequent to that date.

‚ expected option life of 2-5 years.

‚ expected volatility of 80%.
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‚ risk free interest rate of 5%.

‚ expected dividend rate of 0%.

The value of the acquisition was allocated as follows:

Acquisition Cost Asset Life (in years)

(In thousands)

Net tangible assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 86,083 N/A

Deferred compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,826 2 years

Intangible assets

Purchased in-process research and development ÏÏÏÏ 3,000 Expensed in Ñscal 2002

Developed technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,800 3 years

Trademarks/trade names ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,200 IndeÑnite

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 124,622 IndeÑnite

$240,531

Goodwill from the acquisition resulted from our belief that the technology SilverStream had developed is
valuable to our web services product oÅerings. We also believe it was more beneÑcial to acquire such
technology rather than develop it in-house. The goodwill from the SilverStream acquisition was allocated to
our geographic segments based on forecasted sales of SilverStream products by geography.

Net tangible assets of SilverStream consisted mainly of cash and cash equivalents, accounts receivable,
Ñxed assets, accounts payable, and other liabilities.

The $3 million of in-process research and development pertains to replacement and enhancement
technology that was included in the next versions of the exteNd product suite, and 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. Shortly before
the acquisition, SilverStream released its latest version of each of the products in the exteNd suite, thus there
was minimal in-process research and development at the acquisition date. In-process research and develop-
ment was valued based on discounting forecasted cash Öows directly from the related products. Completion of
development of the future upgrades of these products is dependant upon the delivery of our web services
products and successfully integrating SilverStream. The in-process research and development did not have any
alternative future use and did not otherwise qualify for capitalization.

Developed technology related to SilverStream's exteNd products that were shipping at the date of the
acquisition and could be combined with our products and services. To determine the value of developed
technology, the expected future cash Öow attributable to the exteNd products was discounted taking into
account risk associated with these assets relative to the in-process research and development. The analysis
resulted in a valuation of approximately $20 million for developed technology, which had reached technologi-
cal feasibility.

The value of trademarks and trade names was determined based on assigning a royalty rate to the revenue
streams expected from the products using the exteNd trade names. The royalty rate was determined based on
trade name recognition, marketing support and contribution of the trade name's value relative to the revenue
drivers. A pre-tax royalty rates of 0.5 percent was applied to the anticipated product revenue and discounted to
a present value, resulting in a valuation of approximately $2 million.
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Our statement of operations includes SilverStream results subsequent to July 20, 2002. The unaudited
pro forma consolidated statement of operations data for Ñscal 2002 set forth below gives eÅect to the
acquisition of SilverStream as if it had occurred on November 1, 2001. The unaudited pro forma results for
these periods include an adjustment to reÖect amortization of intangibles recorded in conjunction with the
acquisition and the adoption of SFAS No. 142 at the beginning of the periods.

Fiscal Year Ended
October 31, 2002

(Amounts in
thousands, except
per share data)

Net revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,162,176

Net loss before accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (189,909)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (333,645)

Net loss per share Ì basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.92)

D. Short-Term Investments

Following is a summary of our short-term investments at Ñscal year ended October 31, 2004 and 2003:

Fair
Market

Cost at Gross Gross Value at
October 31, Unrealized Unrealized October 31,

2004 Gains Losses 2004

(Amounts in thousands)

Short-term investments:

Auction market securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $358,200 $ 5 $ Ì $358,205

U.S. government and agency securities ÏÏÏÏÏÏ 200,415 216 (416) 200,215

Corporate notes and bonds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 171,461 284 (407) 171,338

Asset and mortgage-backed securities ÏÏÏÏÏÏÏ 42,552 7 (157) 42,402

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,288 615 Ì 4,903

Total short-term investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏ $776,916 $1,127 $(980) $777,063

Fair
Market

Cost at Gross Gross Value at
October 31, Unrealized Unrealized October 31,

2003 Gains Losses 2003

(Amounts in thousands)

Short-term investments:

Auction market securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 76,600 $ 14 $ (7) $ 76,607

U.S. government and agency securities ÏÏÏÏÏÏÏ 115,538 388 (127) 115,799

Corporate notes and bonds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 176,462 1,307 (195) 177,574

Asset and mortgage-backed securities ÏÏÏÏÏÏÏÏ 9,780 19 (14) 9,785

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,742 413 Ì 5,155

Total short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏ $383,122 $2,141 $(343) $384,920
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At October 31, 2004, approximately $4.5 million of our equity securities are restricted for deferred
compensation payments, which are paid out as requested by the participants of the plan. We had net
unrealized gains related to short-term investments, net of deferred taxes, of $0.1 million and $1.2 million at
October 31, 2004 and 2003, respectively. We realized gains on the sales of securities of $5.3 million,
$1.8 million, and $8.1 million, in Ñscal 2004, 2003, and 2002, respectively, while realizing losses on sales of
securities of $0.6 million, $0.5 million, and $1.3 million, during those same periods, respectively. In addition,
during Ñscal 2002 we recognized a $2.9 million loss on short-term investments due to a change in market value
that was considered to be other-than-temporary.

E. Notes Receivable

In October 2004, we completed the sale of three buildings we owned in Orem, Utah for $12.8 million,
including a $10 million note receivable. The note is secured by the buildings and land as well as a personal
guarantee and letters of credit. The note bears interest at 5.50375% for the Ñrst year and LIBOR plus 3%
thereafter through the maturity date. Principal payments on the note are to be made periodically with a Ñnal
lump sum payment on the maturity date in October 2009. As of October 31, 2004, there was $0.1 million
recorded in other current assets and $9.8 million recorded in other assets.

F. Long-Term Investments

The primary components of long-term investments as of October 31, 2004 and 2003 were investments
made through the Novell Venture account, Cambridge Technology Capital Fund I L.P. (""CTC I''), or
directly by us for strategic direct investments in private long-term equity securities. Long-term investments are
accounted for initially at cost and written down to fair market value when indicators of impairment are
deemed to be other than temporary. At October 31, 2004 and 2003, we had long term investment of
$56.0 million and $50.9 million, respectively.

Investments made through the Novell Venture account generally are in private companies, primarily
small capitalization stocks in the high-technology industry sector. Within the Novell Venture account there
are also investments in venture capital funds that are managed largely by external venture capitalists.
Investments made through CTC I generally are in expansion-stage, private companies providing products and
services within the technology industry. The values of the investments made through the Novell Venture
account and CTC I are dependent on the Ñnancial performance, successful acquisition, and/or initial public
oÅering of the investees.

We routinely review our investments in private securities and venture funds for impairment. During Ñscal
2004, 2003, and 2002 we recognized impairment losses on long-term investments totaling $5.4 million,
$34.7 million, and $54.4 million, respectively. During Ñscal 2004, we recognized a $1.6 million gain on the sale
of long-term investments.
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G. Property, Plant and Equipment

Property, plant and equipment consists of the following:

October 31, October 31,
2004 2003

(Amounts in thousands)

Buildings and land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 210,453 $ 226,971

Furniture and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 214,429 220,914

Leasehold improvements and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 86,580 91,454

Property, plant and equipment, at cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 511,462 539,339

Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (279,994) (283,813)

Property, plant and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 231,468 $ 255,526

Depreciation and amortization expense related to property, plant and equipment totaled $40.0 million,
$47.3 million, and $58.2 million, in Ñscal 2004, 2003, and 2002, respectively.

In October 2004, we completed the sale of three buildings we owned in Orem, Utah for $12.8 million,
including $10 million we Ñnanced though a secured note receivable. This transaction resulted in a loss of
approximately $0.3 million. During Ñscal 2004, we also sold an additional facility for $2 million. This facility
had a net book value of zero at the time of sale. In May 2003, we completed the sale of our 512,000 square
foot oÇce complex, and approximately 48 acres of land in San Jose, California in two transactions for
$125 million cash, resulting in a total net gain of approximately $24.9 million.

We review our property, plant and equipment annually for indicators of impairment in accordance with
SFAS No. 144, ""Accounting for the Impairment or Disposal of Long-Lived Assets.'' As of October 31, 2004,
we have not identiÑed or recorded any impairments of our property, plant and equipment.

H. Goodwill and Intangible Assets

Goodwill

Goodwill includes approximately $177.0 million from the January 2004 acquisition of SUSE, approxi-
mately $124.6 million from the July 2002 acquisition of SilverStream, approximately $43.0 million from the
July 2001 acquisition of Cambridge, approximately $34.9 million from the August 2003 acquisition of Ximian,
approximately $3.1 million from the acquisition of Salmon, and approximately $9.0 million related to the
acquisition of several small technology-related companies. Goodwill has been allocated to our operating
segments described in Note W.
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The following is a summary of goodwill, which has been allocated to our operating segments, which we
consider to be reporting units for allocating and evaluating goodwill:

North Asia Latin
America EMEA PaciÑc America Japan Celerant Total

(In thousands)

Balance at October 31, 2003 ÏÏÏÏÏÏÏÏÏ $ 85,067 $ 74,100 $ 8,887 $1,750 $ 996 $42,500 $213,300

Acquisition of SUSEÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 91,792 65,022 11,733 3,539 4,877 Ì 176,963

Acquisition of SalmonÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,109 Ì Ì Ì Ì 3,109

Adjustments* ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,311) (851) (96) (21) (5) Ì (2,284)

Balance at October 31, 2004 ÏÏÏÏÏÏÏÏÏ $175,548 $141,380 $20,524 $5,268 $5,868 $42,500 $391,088

* Adjustments relate to the release of excess merger-related liabilities related to the acquisitions of Ximian
and SilverStream.

SFAS No. 142 requires that companies perform an impairment test within six months of adopting the
statement and at least annually thereafter. Steps required in the impairment test include: Step 1 Ì identifying
reporting units, assigning assets and liabilities to the reporting units, assigning goodwill to reporting units, and
determining if the fair value of each reporting unit is less than its carrying amount. If the fair value of any
reporting unit is below carrying value, Step 2 Ì determining the impairment amount Ì is performed.

In the fourth quarters of Ñscal 2004 and 2003, we performed our annual goodwill impairment test under
SFAS No. 142. This test was performed as of August 1, 2004 and 2003, respectively. To estimate the fair
value of our reporting units, management made estimates and judgments about future cash Öows 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 in assessing the fair value of the business. Based on
the results of our analyses, we determined that no goodwill impairment existed in any of our reporting units for
either year.

Changes to the estimates used in the analyses, including estimated future cash Öows, could cause one or
more of the reporting units to be valued diÅerently in future periods. Future analysis could possibly result in a
non-cash goodwill impairment charge of up to $391.1 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.

Intangible Assets

The following is a summary of intangible assets, net of accumulated amortization:

October 31, October 31,
2004 2003 Asset Lives

(Amounts in thousands)

Trademarks and trade names ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $26,121 $ 2,390 IndeÑnite

Developed technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,203 8,410 3 years

Customer relationships ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,570 Ì 3 years

Internal use software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,340 Ì 3 years

Non-compete agreement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 382 Ì 3 years

Total intangible assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $48,616 $10,800

Novell annual report 2004 67



NOVELL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Trademarks and trade names at October 31, 2004 related primarily to the SUSE, Ximian» and
SilverStream individual product names, which we continue to use. Developed technology at October 31, 2004
related primarily to the Linux product line as a result of our January 2004 acquisition of SUSE, cross-platform
services product line as a result of our acquisition of Ximian and the exteNd product line that we acquired as a
part of our acquisition of SilverStream. During the third quarter of Ñscal 2003, we determined that impairment
indicators existed related to the developed technology and trade names we acquired from SilverStream as a
result of unexpected revenue declines and the evident failure to achieve revenue growth targets for the exteNd
products. Based on a valuation of these assets, we recorded a $23.6 million charge to cost of revenue to write
down these assets to estimated fair value, which was determined by the net present value of future estimated
revenue streams attributed to these assets. Customer relationships at October 31, 2004 related primarily to the
customers we acquired as a part of our acquisitions of SUSE and Salmon. Internal use software at October 31,
2004 related to certain build tools we acquired through our acquisition of SUSE. Non-compete agreement
related to certain agreements that were assumed through our acquisition of Salmon.

We analyze our intangible assets periodically for indicators of impairment. No indicators of impairments
to our intangible assets were noted during Ñscal 2004.

Intangible assets are shown net of accumulated amortization of $9.5 million and $11.0 million at
October 31, 2004 and 2003, respectively. Amortization expense was $9.5 million in Ñscal 2004, $11.0 million
in Ñscal 2003, and $6.3 million in Ñscal 2002. Amortization of intangibles is estimated to be approximately
$10.9 million in Ñscal 2005, $9.3 million in Ñscal 2006, and $2.2 million in Ñscal 2007.

I. Income Taxes

We account for income taxes in accordance with SFAS No. 109, ""Accounting for Income Taxes.''
SFAS No. 109 requires that we record deferred tax assets and liabilities based upon the future tax
consequence of diÅerences 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. The components of income tax expense consist of the following:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Income tax expense

Current:

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,819) $ Ì $ Ì

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 500 800 1,488

Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,826 23,512 19,625

Total current income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,507 24,312 21,113

Deferred:

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 88,747 (14,696)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4,222) (5,093)

Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (721) (1,943) 9,572

Total deferred income tax expense (beneÑt) ÏÏÏÏÏÏ (721) 82,582 (10,217)

Total income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17,786 $106,894 $ 10,896
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DiÅerences between the U.S. statutory and eÅective tax rates are as follows:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

U.S. statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35.0% (35.0)% (35.0)%
State income taxes, net of federal tax eÅect ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4.0) (2.5)
Research and development tax creditsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.7) (6.7) (4.2)
Tax exempt income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (0.9)
Foreign income taxed at diÅerent rates than U.S. statutory rate Ì (9.8) (8.0)
Valuation allowances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.0) 209.2 59.0
Reversal of permanently invested earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 32.9 Ì
Non-recurring tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7.8) Ì Ì
Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.2 7.7 3.4

EÅective tax (beneÑt) rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.7% 194.3% 11.8%

Domestic and foreign components of income (loss) before taxes are as follows:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Domestic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $36,651 $(129,395) $(168,341)
Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,323 74,385 76,116

Total income (loss) before taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $74,974 $ (55,010) $ (92,225)

Cash paid for income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11,212 $ 17,806 $ 20,514

The components of deferred tax assets at October 31, 2004 and 2003 are as follows:

October 31, October 31,
2004 2003

(Amounts in thousands)

Deferred income taxes:
Deferred tax assets:

Accruals ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 19,105 $ 25,332
Capital loss carryforwardÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48,288 40,053
Credit carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131,037 125,596
Net operating loss carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 263,494 237,421
Intangibles from acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,856
Investment impairments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,303 56,081
Receivable valuation accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,774 5,848
Other itemsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 738 (963)

Gross deferred tax assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 514,739 493,224
Valuation allowanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (456,516) (423,436)

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,223 69,788

Deferred tax liabilities:
Depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,827) (7,660)
Foreign earningsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (46,396) (62,128)
Intangibles from acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,855) Ì

Total deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (62,078) (69,788)

Net deferred tax assets (liabilities) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (3,855) $ Ì
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We perform quarterly and annual assessments of the realization of our deferred tax assets considering all
available evidence, both positive and negative. As a result of these assessments, prior to Ñscal 2003 we
established valuation allowances on select deferred tax assets that were considered to be at risk due to their
unique characteristics and limitations, such as capital loss carryovers and acquired tax attributes. Through the
third quarter of Ñscal 2003, we concluded that it was more likely than not that the remaining recognized
deferred tax assets would be realized. The valuation allowance established in the fourth quarter of Ñscal 2003
was recorded as a result of our analysis of the facts and circumstances at that time, which led us to conclude
that we could no longer forecast future U.S. taxable income under the more likely than not standard required
by SFAS No. 109. Our cumulative pre-tax book loss for three consecutive years ended October 31, 2003,
imposed a high standard for compelling, positive evidence of the likelihood of, and ability to forecast, future
taxable income in the near term. As a result, in the fourth Ñscal quarter 2003, we provided a full valuation
allowance against net deferred tax assets carried on our balance sheet. In conjunction with our decision to
provide a full valuation allowance on our net deferred tax assets in 2003, we also recorded a deferred tax
liability for our foreign earnings that were previously considered permanently invested. This resulted in an
additional deferred tax liability of $18.1 million.

At the end of Ñscal 2004 we again assessed the ability to realize our deferred tax assets. We concluded
that we could not forecast future taxable income under the more likely than not standard. Accordingly, current
year deferred tax provisions were oÅset by adjustments to the valuation allowance. The valuation allowances
reduce our deferred tax assets to zero. The valuation allowance on deferred tax assets increased by $33 million,
$77 million, and $98 million in Ñscal 2004, 2003 and 2002 respectively. The October 31, 2003 deferred tax
assets have been adjusted to recognize a correction of previously reported items of approximately $53 million.
These amounts are fully reserved and accordingly have no impact on the Ñnancial statements.

We recorded deferred tax liabilities during Ñscal 2004 for foreign jurisdictions, which were attributable to
book and tax basis diÅerences recorded as part of purchase price accounting for the assets and liabilities of
companies acquired during the year.

As of October 31, 2004, we had U.S. net operating loss carryforwards for federal tax purposes of
approximately $445 million. If not utilized, these carryforwards will expire in Ñscal years 2020 through 2024.
These amounts do not include an additional $261 million in net operating loss carryforwards from acquired
companies that will expire in years 2010 through 2022. These loss carryforwards from acquired companies can
be utilized to oÅset future taxable income, but are subject to certain annual limitations. In addition, we have
approximately $100 million of foreign loss carryforwards, of which $7 million, $4 million, $2 million, and
$3 million are subject to expiration in years 2006 though 2009, respectively. The remaining losses do not
expire. We have $125 million in capital loss carryforwards, which, if not utilized, will expire in Ñscal years
2006 through 2009. We have foreign tax credit carryforwards of $35 million that expire between 2009 and
2014, and general business credit carryforwards of $91 million that expire between 2018 and 2024.

As of October 31, 2004, deferred tax assets of approximately $55 million pertain to certain tax credits and
net operating loss carryforwards resulting from the exercise of employee stock options. If recognized, the tax
beneÑt of these credits and losses will be accounted for as a credit to stockholders' equity. Deferred tax assets
of $126 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 been fully valued. Any future beneÑt
relating to these deferred tax assets will Ñrst reduce goodwill relating to the acquisition, second reduce other
non-current intangible assets relating to the acquisition, and third reduce income tax expense.
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In connection with our review of the tax reserves for the fourth quarter of 2004, we determined that the
amount of reserves related to tax exposures was less than the amount recorded in the Ñnancial statements. As
a result, we reduced the tax reserves by $6 million.

On November 8, 2004, Novell announced an agreement with Microsoft to settle potential antitrust
litigation. A gain of $448 million, the settlement less estimated transaction costs, will be included in operating
income in the Ñrst Ñscal quarter ended January 31, 2005. The company anticipates using net operating loss
carryforwards against this income, and expects an estimated $10 million current liability as a result of the
Alternative Minimum Tax.

J. Other Accrued Liabilities

Other accrued liabilities consist of the following:

October 31, October 31,
2004 2003

(Amounts in thousands)

Other accrued expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $48,104 $ 58,837

Restructuring reserves ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,178 28,277

Accrued property and other taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,451 17,309

Accrued marketing expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,032 6,940

Accrued royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,101 5,710

Accrued interest and dividendsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,117 Ì

Total other accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $98,983 $117,073

K. Restructuring Expenses

Second, third and fourth quarters of Ñscal 2004

During the second, third and fourth quarters of Ñscal 2004, we recorded net restructuring expenses of
$5.3 million, $9.7 million, and $4.0 million, respectively. These restructuring expenses were in response to the
evolution of our business strategy to develop a competitive position in the Linux market. This strategy includes
plans to support the Linux operating system in addition to the NetWare operating system, by oÅering our
products and services that run on Linux, NetWare and other platforms. The acquisitions of Ximian and SUSE
are direct results of the evolution in our business strategy. These changes were made to address market
penetration for Linux and NetWare and to address NetWare revenue declines. SpeciÑc actions taken include
reducing our workforce by 54 employees during the second quarter, 65 employees during the third quarter, and
17 employees during the fourth quarter of Ñscal 2004, mainly in consulting, sales and product development in
EMEA and North America. In addition, we consolidated facilities, resulting in the closure of two sales
facilities and the disposal of excess equipment and tenant improvements in the United States. Total
restructuring expenses for Ñscal 2004 by reporting segment were as follows: North America $5.5 million,
EMEA $9.4 million, Asia PaciÑc $0.4 million, Latin America $0.2 million, and non-allocated corporate costs
$3.5 million.
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The following table summarizes the activity during Ñscal 2004 related to this restructuring:

Balance at
Original Cash Non-Cash October 31,
Reserve Payments Adjustments 2004

(In thousands)

Severance and beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $12,910 $ (8,252) $Ì $4,658

Excess facilities, property and equipmentÏÏÏÏÏÏÏ 6,152 (3,645) Ì 2,507

$19,062 $(11,897) $Ì $7,165

As of October 31, 2004, the remaining balance of the Ñscal 2004 restructuring expenses included accrued
liabilities related to severance and beneÑts, which will be paid out over the remaining severance obligation
period, not to exceed two years, lease costs for redundant facilities, which will be paid over the respective
remaining contract terms, and various severed employee related costs, which will be paid over the respective
remaining contract terms.

During Ñscal 2004, we also recorded a $5.9 million restructuring expense to increase prior restructuring
liabilities by $1.0 million and prior merger-related liabilities by $4.9 million, and we released approximately
$2.1 million of excess restructuring reserves related to prior restructuring events. The increases were the result
of changes in estimates used when the original expenses were recorded primarily due to changes in the real
estate market in the United Kingdom. The net impact of the Ñscal 2004 restructurings and the release of the
prior restructuring excess reserves was an expense of $22.9 million in Ñscal 2004. These adjustments, which
pertain to separate restructuring events, are included in the applicable tables that follow.

Third quarter of Ñscal 2003

During the third quarter of Ñscal 2003, we recorded a pre-tax restructuring expense of approximately
$27.8 million resulting from the restructuring of our operations in response to changes in general market
conditions, changing customer demands, and the evolution of our business strategy relative to the identity
management and web services areas of our business and our revised strategy. This strategy includes plans to
support Linux in addition to NetWare, by oÅering our products and services that run on both NetWare and
Linux platforms. These changes in strategy and company structure were made to address the current revenue
declines. SpeciÑc actions taken included reducing our workforce worldwide by approximately 600 employees
(approximately 10%) across all functions and geographies, with a majority coming from product development,
sales, and general and administrative functions, primarily in the United States. In addition, we consolidated
facilities, and disposed of excess equipment. Total restructuring expenses by reporting segment were as
follows: North America $18.9 million, EMEA $6.0 million, Asia PaciÑc $2.4 million, and Latin America
$0.5 million

As of October 31, 2004, the remaining balance of the third quarter of Ñscal 2003 restructuring expense
included accrued liabilities related to redundant facilities and other Ñxed contracts, which will be paid over the
respective remaining contract terms, and various severed employee related costs, which will be paid over the
respective remaining contract terms.
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The following table summarizes the activity related to this restructuring.

Balance at Balance at
Original Cash Non-Cash October 31, Cash Non-Cash October 31,
Expense Payments Adjustments 2003 Payments Adjustments 2004

(In thousands)

Severance and beneÑts ÏÏÏÏÏÏÏÏÏ $20,287 $(17,163) $ 3,755 $ 6,879 $ (7,462) $ 876 $ 293

Excess facilities, property and
equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,778 (3,079) 5,735 8,434 (5,911) Ì 2,523

Other restructuring-related costs 1,729 (423) 536 1,842 Ì Ì 1,842

$27,794 $(20,665) $10,026 $17,155 $ (13,373) $ 876 $4,658

During the fourth quarter of Ñscal 2003, we accrued an additional $10 million related to the completion of
restructuring activities that were part of the previous quarter's plan of restructuring. The additional accrual
relates mainly to the severance of approximately 100 employees and the closing of excess facilities. Such
activities occurred mostly in the North America reporting segment.

During the third quarter of Ñscal 2003, we also released approximately $2 million related to excess
restructuring reserves related to the second quarter Ñscal 2002 restructuring event. The net impact of the third
quarter Ñscal 2003 restructuring and the release of the excess Ñscal 2002 restructuring reserves was an expense
of $26 million.

Second quarter of Ñscal 2003

During the second quarter of Ñscal 2003, we determined that the amount we had originally accrued for
facility-related costs in previous restructurings was too low and accrued an additional $8 million. The original
liability was based on estimated sublease rates and timing, which were aÅected by the decline in the real estate
market. This additional amount, which pertains to three separate restructuring events, is included in the
applicable tables that follow.

Second quarter of Ñscal 2002

During the second quarter of Ñscal 2002, we recorded a pre-tax restructuring expense of approximately
$20 million. The expense was a result of our continued move toward becoming a business solutions provider,
addressing changes in the market due to technology changes, and becoming more customer-focused. SpeciÑc
actions taken included: reducing our workforce worldwide by approximately 50 employees (less than 1%)
across all functional areas, consolidating facilities, closing oÇces in unproÑtable locations, and disposing of
excess property and equipment. The following table summarizes the activity related to the second quarter
Ñscal 2002 restructuring.

Non-Cash Balance at Non-Cash Balance at Non-Cash Balance at
Original Cash Expenses/ October 31, Cash Expenses/ October 31, Cash Expenses/ October 31,
Expense Payments Adjustments 2002 Payments Adjustments 2003 Payments Adjustments 2004

(In thousands)

Severance and
beneÑts ÏÏÏÏÏÏÏÏ $14,748 $ (9,172) $(1,318) $4,258 $(3,152) $ (100) $1,006 $(1,006) $ Ì $ Ì

Excess facilities,
property and
equipment ÏÏÏÏÏÏ 5,146 (925) Ì 4,221 (4,460) 4,381 4,142 (2,216) 1,597 3,523

Other restructuring-
related costs ÏÏÏÏ 492 (42) (150) 300 Ì Ì 300 (41) 817 1,076

$20,386 $(10,139) $(1,468) $8,779 $(7,612) $ 4,281 $5,448 $(3,263) $ 2,414 $ 4,599
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As of October 31, 2004, the remaining balance of the second quarter 2002 restructuring expense included
redundant facilities and other Ñxed contracts, which will be paid over the respective remaining contract terms.

During the second quarter of Ñscal 2002, we also released approximately $1.3 million of excess accruals
related to the Ñscal 2000 restructuring, which reduced the restructuring costs reÖected on the statement of
operations for Ñscal 2002. These excess accruals relate to facilities and legal costs that were not required.

Fourth quarter of Ñscal 2001

During the fourth quarter of Ñscal 2001, we recorded $51 million of pre-tax, restructuring expenses
resulting from changes in general market conditions, changing customer demands, and the evolution of our
business strategy, all of which required us to restructure our operations. This business strategy focused on
business solutions designed to secure and power the networked world across leading operating systems. The
execution of this strategy included reÑning our consulting initiatives, refocusing research and development
eÅorts, deÑning sales and marketing eÅorts to be more customer and solutions oriented, and adjusting the
overall cost structure given then current revenue levels and our strategic direction.

SpeciÑc actions included reducing our workforce worldwide by approximately 1,100 employees (approxi-
mately 16%), consolidating excess facilities and disposing of excess property and equipment, terminating a
management consulting contract that no longer Ñts with our strategic focus, and abandoning and writing oÅ
technologies that no longer Ñt within our new strategy. We also realigned our remaining resources to better
manage and control our business. The following table summarizes the costs and activities related to the fourth
quarter 2001 restructuring.

Balance at Non-Cash Balance at Non-Cash Balance at Non-Cash Balance at
October 31, Cash Expenses/ October 31, Cash Expenses/ October 31, Cash Expenses/ October 31,

2001 Payments Adjustments 2002 Payments Adjustments 2003 Payments Adjustments 2004

(In thousands)

Severance and
beneÑts ÏÏÏÏÏÏ $32,793 $(27,676) $(4,000) $1,117 $(1,013) $ Ì $ 104 $ (104) $ Ì $ Ì

Excess facilities,
property and
equipmentÏÏÏÏ 10,896 (8,215) 1,970 4,651 (2,181) 262 2,732 (862) (333) 1,537

Other
restructuring-
related costs ÏÏ 911 (287) Ì 624 (439) Ì 185 Ì 95 280

$44,600 $(36,178) $(2,030) $6,392 $(3,633) $ 262 $ 3,021 $ (966) $ (238) $ 1,817

As of October 31, 2004, the remaining balance of the fourth quarter 2001 restructuring charge included
accrued liabilities largely related to redundant facilities costs, which will be paid over the respective remaining
lease terms.

Third quarter of Ñscal 2001

During the third quarter of Ñscal 2001, we recorded a restructuring expense of approximately $30 million,
pre-tax, as a result of our acquisition of Cambridge and changes in our business to move towards a business
solutions strategy.

SpeciÑc actions included reducing our workforce worldwide by approximately 280 employees (approxi-
mately 5% before the addition of Cambridge) across all functional areas, consolidating facilities and disposing
of excess property and equipment, abandoning and writing oÅ technologies that no longer Ñt within our new
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integrated strategy, and discontinuing unproÑtable product lines. The following table summarizes the activity
related to the third quarter 2001 restructuring costs.

Balance at Balance at Non-Cash Balance at Non-Cash Balance at
October 31, Cash October 31, Cash Expenses/ October 31, Cash Expenses/ October 31,

2001 Payments 2002 Payments Adjustments 2003 Payments Adjustments 2004

(In thousands)

Severance and beneÑts ÏÏÏÏÏÏ $ 3,377 $ (3,377) $ Ì $ Ì $ Ì $ Ì $ Ì $ Ì $ Ì

Excess facilities, property and
equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,736 (5,847) 3,889 (1,914) 678 2,653 (422) (2,011) 220

Other restructuring-related
costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,224 (1,087) 137 (137) Ì Ì Ì Ì Ì

$14,337 $(10,311) $ 4,026 $(2,051) $ 678 $ 2,653 $ (422) $(2,011) $ 220

L. Line of Credit

We have a $25 million bank line of credit available for letter of credit purposes. At October 31, 2004,
there were standby letters of credit of $18.3 million outstanding under this line, all of which are secured by
cash. The bank line expires on April 1, 2005. The bank line is subject to the terms of a credit agreement
containing Ñnancial covenants and restrictions, none of which are expected to aÅect our operations. We are in
compliance with all Ñnancial covenants relating to this line of credit as of October 31, 2004. In addition, at
October 31, 2004, we had outstanding letters of credit of an insigniÑcant amount at other banks.

M. Senior Convertible Debentures

On July 2, 2004, we issued and sold $600 million aggregate principal amount of our senior convertible
debentures (""Debentures'') due 2024. The Debentures pay interest at 0.50% per annum, payable semi-
annually on January 15 and July 15 of each year, commencing January 15, 2005. Each $1,000 principal
amount of Debentures is convertible, at the option of the holders, into 86.7905 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
speciÑed duration, (2) the trading price of the Debentures is below a certain threshold, subject to speciÑed
exceptions, (3) the Debentures have been called for redemption, or (4) speciÑed corporate transactions have
occurred. None of the conversion triggers have been met as of October 31, 2004. 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 July 15, 2019, or upon the occurrence of certain events including a change in control. The
Debentures can be redeemed by us 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, in reliance upon the private placement exemption aÅorded by
Section 4(2) of the Securities Act. The initial investor oÅered and resold the Debentures to ""qualiÑed
institutional buyers'' under Rule 144A of the Securities Act.

In connection with the issuance of the Debentures, we incurred $14.9 million of issuance costs, which
primarily consisted of investment banker fees and legal and other professional fees. These costs are classiÑed
within Other Assets and are being amortized as interest expense using the eÅective interest method over the
term from issuance through the Ñrst date that the holders can require repurchase of the Debentures (July 15,
2009). Amortization expense related to the issuance costs was $1.0 million and interest expense on the
Debentures was $1.0 million for the Ñscal year ended October 31, 2004.
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N. Guarantees

During the first quarter of fiscal 2002, we sold our subsidiary in the Czech Republic. As a part of this
transaction, we provided a guarantee to the landlord of the building we leased in the Czech Republic whereby we
agreed to pay any and all monies due under the lease, including legal fees if the new lessee defaults on the lease.
During the fiscal year 2003, we paid approximately $0.1 million against this guarantee and at October 31, 2004,
we had accrued an additional $0.2 million, which represents our liability exposure if the new lessee continues in
default, excluding legal fees. In addition, we have provided a guarantee in the amount of $2 million related to a
foreign tax audit. As of October 31, 2004 we had accrued $2 million for this guarantee. No amounts have been
paid against this guarantee. It is expected that the term of the guarantee will continue until the conclusion of the
audit. We have also provided other guarantees of insignificant amounts for various purposes.

As an element of our standard contract terms, we include an indemniÑcation clause in our agreements
with our customers that indemnify the licensee against certain liability and damages arising from intellectual
property infringement claims resulting from their use or distribution of our software. Additionally, during the
Ñrst quarter of Ñscal 2004, we implemented our Novell Linux IndemniÑcation Program. Under this program,
indemniÑcation is oÅered for copyright infringement claims made by third parties against registered Novell
customers who obtain certain Novell Linux products and who meet other requirements relating to technical
support. We do not record a liability for potential litigation claims related to indemniÑcation agreements with
our customers, unless and until we conclude the likelihood of a material obligation is probable and estimable.

O. Commitments and Contingencies

The Board of Directors established a venture investment program within our investment portfolio for the
purpose of promoting our business and strategic objectives by making investments in private companies,
mainly small capitalization stocks in the high-technology industry sector, and in funds managed by venture
capitalists for the promotion of our business and strategic objectives. As of October 31, 2004, we had a
carrying value of $54.0 million related to investments in various venture capital funds and had commitments to
contribute an additional $32.9 million to these funds, of which approximately $19.9 million could be
contributed in Ñscal 2005, approximately $9.3 million in Ñscal 2006, and approximately $3.7 million thereafter
as requested by the fund managers. Through our acquisition of Cambridge, we also own both limited and
general partnership interests in CTC I of approximately 24%. As of October 31, 2004, we had an investment
balance of $0.2 million in CTC I and had commitments to contribute an additional $0.3 million through 2007.

As of October 31, 2004, we have various operating leases related to our facilities with remaining terms of
more than one year. These leases have minimum annual lease commitments of $27.9 million in Ñscal 2005,
$22.1 million in Ñscal 2006, $19.1 million in Ñscal 2007, $13.4 million in Ñscal 2008, $7.2 million in Ñscal 2009,
and $9.0 million thereafter. Furthermore, we have $24.0 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 $21.5 million,
$24 million, and $29 million, in Ñscal 2004, 2003, and 2002, respectively.

P. Legal Proceedings

In November 2004, we Ñled suit against Microsoft in the U.S. District Court, District of Utah. We seek
to be awarded treble damages in an amount to be determined at trial based on claims that Microsoft
eliminated competition in the oÇce productivity software market during the time that we owned the
WordPerfect word-processing application and the Quattro Pro spreadsheet application. Among other claims,
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we alleged that Microsoft withheld certain critical technical information about Windows from us, thereby
impairing our ability to develop new versions of WordPerfect and other Novell oÇce productivity applications.
The complaint also alleges that Microsoft integrated certain technologies into Windows designed to exclude
WordPerfect and other Novell applications from relevant markets. In addition, we alleged that Microsoft used
its monopoly power to prevent OEM's from oÅering WordPerfect and other applications to customers. On
January 7, 2005, Microsoft Ñled a motion to dismiss the complaint. We will vigorously oppose the motion to
dismiss. 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 eÅect on our Ñnancial position, results of operations or cash Öows.

In May 2004, we received $18.5 million from The Canopy Group, Inc. (""Canopy'') in satisfaction of a
judgment against Canopy. The judgment arose out of a collection action Ñled by us against Canopy, wherein
we sought to recover a royalty payment due under a licensing agreement and arising out of a settlement
payment from a third party to Canopy. In connection with this payment, we recognized revenue of
$13.5 million and interest income of $5 million during the quarter ended July 31, 2004.

In January 2004, the SCO Group, Inc. (""SCO'') Ñled suit against us in the Third Judicial District Court
of Salt Lake County, State of Utah. We removed the claim to the U.S. District Court, District of Utah. SCO's
original complaint alleged that our public statements and Ñlings regarding the ownership of the copyrights in
UNIX and UnixWare have harmed SCO's business reputation and aÅected its eÅorts to protect its ownership
interest in UNIX and UnixWare. The District Court dismissed the original complaint, but allowed SCO an
opportunity to Ñle an amended complaint, which SCO did in July 2004. As with the original complaint, SCO
is again seeking 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
and to require us to withdraw all representations we have made regarding our ownership of the UNIX and
UnixWare copyrights and to pay actual, special and punitive damages in an amount to be proven at trial. We
have again sought to dismiss SCO's amended complaint and ultimately believe that we have meritorious
defenses to these claims even if our Motion to Dismiss is denied. Accordingly, we intend to vigorously defend
ourselves in this suit. 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 eÅect on our Ñnancial position, results
of operations or cash Öows.

SilverStream, which we acquired in July 2002, and several of its former oÇcers and directors, as well as
the underwriters who handled SilverStream's two public oÅerings, were named as defendants in several class
action complaints that were Ñled 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 plaintiÅs have brought against other issuers
and underwriters. These complaints all allege violations of the Securities Act, as amended ""The Securities
Act,'' and the Securities Exchange Act of 1934, as amended ""The Exchange Act.'' In particular, they allege,
among other things, that there was undisclosed compensation received by the underwriters of the public
oÅerings of all of these issuers, including SilverStream's. The plaintiÅs are seeking monetary damages,
statutory compensation and other relief that may be deemed appropriate by the court. A Consolidated
Amended Complaint with respect to all of these companies was Ñled in the U.S. District Court, Southern
District of New York, on April 19, 2002. While we believe that SilverStream and its former oÇcers and
directors have meritorious defenses to the claims, a Memorandum of Understanding has been reached
between many of the defendants and the plaintiÅs, which contemplate a settlement of the claims. The
settlement, however, has not been Ñnalized. 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 eÅect on our Ñnancial position,
results of operations or cash Öows.
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In February 1998, a suit was Ñled in the U.S. District Court, District of Utah, against us and certain of
our oÇcers and directors, alleging violation of federal securities laws by concealing the true nature of our
Ñnancial condition and seeking unspeciÑed damages. The lawsuit was brought as a purported class action on
behalf of purchasers of our common stock from November 1, 1996 through April 22, 1997. After a Ñrst
dismissal of the suit on November 3, 2000 and a subsequent amendment to the complaint Ñled on
February 20, 2001, the U.S. District Court dismissed the amended complaint with prejudice for failure to state
a claim. Much of the District Court's Order of Dismissal was recently aÇrmed by the Tenth Circuit Court of
Appeals while certain claims were remanded for the District Court's further review. We believe we have
meritorious defenses to these remaining claims. While there can be no assurance as to the ultimate disposition
of the lawsuit, we do not believe that the resolution of this litigation will have a material adverse eÅect on our
Ñnancial position, results of operations or cash Öows.

We evaluate the adequacy of our legal reserves on a quarterly basis. During Ñscal 2004, we recorded a
reduction of $5 million in legal reserves relating to favorable developments in current litigation matters and a
reduction of $4 million due to a one-time adjustment to the legal reserves. We are currently party to various
legal proceedings and claims including 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 or any of the above mentioned legal matters will have a
material adverse eÅect on our consolidated Ñnancial position, results of operations or cash Öows.

Q. Redeemable Preferred Stock

On March 23, 2004, we entered into a deÑnitive agreement with International Business Machines
Corporation (""IBM'') in connection with IBM's previously announced $50 million investment in Novell. The
primary terms of the investment were negotiated in November 2003 and entailed 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 is entitled to a dividend of 2% per annum, payable quarterly in cash. Dividends on the Series B Preferred
Stock during Ñscal 2004 amounted to $0.4 million, of which $0.3 million was paid out during the year.

Because the fair value of our common stock of $9.46 per share on March 23, 2004 was greater than the
conversion price of $6.25 per share of Series B Preferred Stock, we recorded a one-time, non-cash deemed
dividend of $25.7 million pursuant to EITF Issue No. 98-5, ""Accounting for Convertible Securities with
BeneÑcial Conversion Features or Contingently Adjustable Conversion Ratios.''

The Series B Preferred Stock is convertible at any time at the option of the holder and has a liquidation
value equal to $50,000 per share. Each share of Preferred Stock issued and outstanding is entitled to the
number of votes equal to the number of shares of common stock into which it is convertible. The Series B
Preferred Stock is senior to the common stock with respect to dividends and liquidation preferences. The
Series B Preferred Stock is redeemable at our option, and by the holder only under certain change in control
circumstances. Because the redemption is not certain to occur, the Series B Preferred Stock is not required to
be classiÑed as a liability, but rather is classiÑed in the mezzanine section of the balance sheet and is stated at
redemption value.

On June 17, 2004, 500 shares of Series B Preferred Stock, with a carrying value of $25 million, were
converted into 4 million shares of our common stock.
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R. Stockholders' Equity

Preferred Share Rights Agreement

In December 1988, the Board of Directors adopted a Preferred Share Rights Agreement. This plan was
most recently amended in September 1999 and expires on November 21, 2006. The plan provides for a
dividend of rights, which cannot be exercised until certain events occur, to purchase shares of our Series A
Preferred Stock. Each common stockholder of record has one right for each share of common stock owned.
This plan was adopted to ensure that all of our stockholders receive fair value for their common stock in the
event a third party proposes to acquire us and to guard against coercive tactics to gain control of us without
oÅering fair value to our stockholders. We have 499,000 authorized shares of Series A Preferred Stock with a
par value of $0.10 per share, none of which were issued or outstanding at October 31, 2004 or October 31,
2003.

Stock Repurchase

On July 2, 2004, we used approximately $125 million of the proceeds from the issuance of the Debentures
to repurchase 15,188,300 shares of common stock at $8.23 per share. These shares are held in treasury and are
classiÑed as treasury stock on our consolidated balance sheet.

Stock Option Plans

Pursuant to an exchange oÅer dated May 14, 2003, approved by our stockholders at our 2003 Annual
Meeting held on May 1, 2003, through the approval of amendments to our stock option plans, we oÅered a
stock option exchange program to our non-executive employees, giving them the right to exchange outstanding
stock options with an exercise price of $5.03 per share or higher for new options that were granted on
December 16, 2003. The options tendered under the program were replaced with options to purchase a fewer
number of shares than the original options would have provided, based upon an exchange ratio dependent
upon the exercise price of the tendered option.

Under the program, options to purchase 17.0 million shares of our common stock were tendered,
representing approximately 64% of the options that were eligible for the exchange. These tendered options
were cancelled and are no longer outstanding. We issued new options with an exercise price of $9.14, the fair
market value of our common stock on December 16, 2003, to purchase an aggregate of 8.9 million shares of
our common stock. We apply the intrinsic value method and related interpretations in accounting for stock
options granted under our stock option plans. Accordingly, no compensation expense has been recognized in
connection with the grant of replacement options. We have amended the Novell/SilverStream 1997 Stock
Option Plan to reduce the aggregate number of shares of common stock issuable there under by 8.1 million
shares, the excess of the number of options tendered over the number of options reissued.

We currently have Ñve broad-based stock option plans with options available for grant to employees and
consultants, and one stock option plan with options available for grant to members of the Board of Directors.
We typically grant nonstatutory options at fair market value. In addition, we occasionally grant restricted stock
purchase rights and restricted units to certain employees. Prior to 2002, we granted options to virtually all
employees at their time of hire. Our current practice is to grant options to mid- and upper-management at
time of hire. We also maintain an on-going annual grant program under which certain employees are eligible
for consideration for performance and retention grants. These plans are discussed in more detail below.
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The 2000 Stock Plan and the 1991 Stock Plan

The 2000 Stock Plan (the ""2000 Plan''), with an aggregate of 16 million shares of common stock
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, 2004, a total of 5,632,390 shares of common
stock remained available for issuance pursuant to the 2000 Plan. The 1991 Stock Plan (the ""1991 Plan''), with
an aggregate of 80,277,765 shares of common stock reserved for issuance, provides for the grant of
nonqualiÑed stock options, restricted stock purchase rights, restricted units, stock appreciation rights and long-
term performance awards and was most recently approved by the stockholders in March 1994. As of
October 31, 2004, a total of 19,583,461 shares of common stock remained available for issuance pursuant to
the 1991 Plan. Under both plans, options are granted at the fair market value of our common stock at the date
of grant, 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 until they have vested. Grants of restricted stock generally vest over a three-year period. There were
1,182,500 shares of outstanding restricted common stock that remained unvested and subject to repurchase at
the end of Ñscal 2004. Under the 1991 Plan, restricted units may be granted to international employees. These
units vest three years from their date of grant, have an exercise price of $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 retainers 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. 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 NonqualiÑed Stock Option Plan

The 2000 NonqualiÑed Stock Option Plan (the ""2000 NQ Plan''), with an aggregate of 26 million shares
of common stock reserved for issuance, provides for the grant of nonstatutory stock options. As of October 31,
2004, a total of 12,904,116 shares of common stock remained available for issuance pursuant to the 2000 NQ
Plan. Under the 2000 NQ Plan, nonstatutory options are granted at the fair market value of our common stock
at the date of grant, 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
12,530,883 shares of common stock reserved for issuance, after taking into account the retirement of
8,090,788 shares in January 2004 in connection with Novell's stock option exchange program, provides for the
grant of incentive stock options and nonstatutory stock options, 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, 2004, a total of 6,512,393 shares of common stock remained available for
issuance pursuant to the SilverStream 1997 Plan. Under the SilverStream 1997 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.
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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
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
2,426,494 shares of common stock 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, 2004, a total of 701,481 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 date of grant.

The Stock Option Plan for Non-Employee Directors

The Stock Option Plan for Non-Employee Directors (the ""Director Plan''), with an aggregate of
1,500,000 shares of common stock reserved for issuance, provides 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 is Ñrst elected or appointed to the Board, with options vesting over four years and exercisable
upon vesting; and an annual grant of 15,000 options upon reelection to the Board, with options vesting over two
years and exercisable upon vesting. Under the Director Plan, options are granted at the fair market value of
our common stock at the date of grant. The Director Plan was approved by the stockholders in April 1996. As
of October 31, 2004, a total of 574,500 shares of common stock remained available for issuance pursuant to
the Director Plan. Options expire ten years from the date of grant.

Additional Stock Option Plans

Miscellaneous 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 option plans as of October 31, 2004, 2003 and 2002 is presented
below. As noted previously, options to purchase 17.0 million shares of the company's stock were forfeited in
Ñscal year 2003 in connection with our stock option exchange program. These forfeited options are included in
the Ñscal 2003 activity below. On December 16, 2003, we issued replacement options to purchase 8.9 million
shares of our common stock with an exercise price of $9.14 per share.
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Fiscal 2004 Fiscal 2003 Fiscal 2002

Weighted- Weighted- Weighted-
Number of Average Number of Average Number of Average
Options Exercise Price Options Exercise Price Options Exercise Price

(Number of options in thousands)

Outstanding at beginning of year ÏÏ 41,875 $5.21 75,814 $ 7.75 74,510 $ 8.79
Granted:

Price at fair valueÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,893 9.58 6,387 3.27 5,053 3.96
Price at greater than fair valueÏÏ Ì Ì Ì Ì Ì Ì
Price at less than fair valueÏÏÏÏÏ 486 0.10 820 0.10 400 0.10

Assumed:
Price at greater than fair valueÏÏ Ì Ì Ì Ì 6,857 11.10
Price at less than fair valueÏÏÏÏÏ Ì Ì 8,163 1.11

ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,530) 4.41 (4,725) 2.38 (1,369) 2.00
Cancelled:

Forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,593) 8.59 (35,051) 10.49 (17,694) 9.70
Expired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5) 5.62 (1,370) 8.40 (106) 23.92

Outstanding at end of year ÏÏÏÏÏÏÏ 46,126 $6.76 41,875 $ 5.21 75,814 $ 7.75

Exercisable at end of yearÏÏÏÏÏÏÏÏ 23,247 $5.73 26,887 $ 6.04 48,349 $ 8.92

The following table summarizes information about stock options outstanding at October 31, 2004:

Options Outstanding
Options ExercisableWeighted-

Range of Number of Average Weighted- Number of Weighted-
Exercise Options Remaining Average Options Average
Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price

(Number of options in thousands)

$0.00 Ó $ 3.06 6,035 6.14 $ 2.30 3,119 $ 2.32
$3.12 Ó $ 3.92 4,656 6.71 3.72 2,490 3.75
$3.93 Ó $ 4.68 6,573 6.65 4.53 6,065 4.57
$4.70 Ó $ 6.91 7,380 5.95 5.40 6,375 5.37
$6.93 Ó $ 9.14 9,975 3.53 8.95 1,087 8.34
$9.19 Ó $38.88 11,507 6.44 10.58 4,111 11.08

$0.00 Ó $38.88 46,126 5.75 $ 6.76 23,247 $ 5.73

Other information:
Fiscal 2004 Fiscal 2003

(Number of shares and
options in thousands)

Options available for future grants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45,908 68,727
Shares of common stock outstanding at year endÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 377,874 376,460
Options granted during the year as a percentage of outstanding

common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5% 2%
Option holders as a percentage of total employeesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74% 82%

Employee Stock Purchase Plan

In May 2003, the stockholders approved a 10 million share increase to the Company's 1989 Employee
Stock Purchase Plan (the ""Purchase Plan''). As amended, we are now authorized to issue up to 34 million
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shares of our common stock to our employees who work at least 20 hours a week and more than Ñve months a
year. In May 2003, the Purchase Plan was further amended to limit the number of shares that can be
purchased by employees during any Ñscal year to 3 million shares. Under the terms of the Purchase Plan, there
are two six-month oÅer periods per year, and employees can choose to have up to 10% of their salary withheld
to purchase our common stock. The purchase price of the common stock is 85% of the lower of the
subscription date fair market value or the purchase date fair market value. Approximately 35% of the eligible
employees participated in the Purchase Plan in Ñscal 2004, 33% in Ñscal 2003, and 34% in Ñscal 2002. Under
the Purchase Plan, we issued 2.2 million shares to employees in Ñscal 2004 and 4 million shares to employees
in each of Ñscal 2003 and 2002. This plan has approximately 6.3 million shares available for future issuance.

Shares Reserved for Future Issuance

As of October 31, 2004, there were 92,034,795 shares of common stock reserved for stock option
exercises, 6,279,752 shares of common stock reserved for issuances under the stock purchase program,
4,000,000 shares reserved for the conversion of Series B preferred stock, and 52,074,300 shares reserved for the
conversion of our Debentures.

S. Employee Savings and Retirement Plans

We adopted a 401(k) savings and retirement plan in December 1986. The plan covers all Novell
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) retirement and savings plan allows us to contribute an amount
equal to 100% of the employee's contribution up to the higher of 4% of each employee's compensation or the
maximum contribution allowed by tax laws.

SilverStream had a 401(k) savings plan, to which eligible employees could contribute up to 15% of their
annual compensation, subject to limitations established by the Internal Revenue Code of 1986, as amended.
SilverStream could elect to contribute a discretionary matching contribution to each such participant's
deferred compensation account equal to a discretionary percentage determined by SilverStream. On Janu-
ary 1, 2003, the SilverStream 401(k) savings plan was rolled into the Novell 401(k) retirement and savings
plan.

Ximian had a 401(k) savings plan, to which eligible employees could contribute up to 20% of their
annual compensation, subject to limitations established by the Internal Revenue Code of 1986, as amended.
On January 1, 2004, Ximian employees were eligible to participate in the Novell, Inc. 401(k) retirement and
savings plan, as amended. The Ximian plan assets have been rolled into the Novell, Inc. 401(k) retirement
and savings plan.

SUSE had a 401(k) savings plan, to which eligible employees could contribute up to 100% of their
annual compensation, subject to limitations established by the Internal Revenue Code of 1986, as amended.
SUSE could elect to contribute a discretionary matching contribution to each such participant's deferred
compensation account equal to a discretionary percentage determined by SUSE. On October 1, 2004, the
SUSE 401(k) savings plan was rolled into the Novell 401(k) retirement and savings plan.

Our Celerant subsidiary sponsors a deÑned beneÑt pension plan covering approximately 28 former
Celerant employees. The plan was closed to new members as of April 5, 1997. Actuarial gains or losses are
being amortized over a 15 year period, and the amortization charges are included within the overall net
periodic pension costs, which is charged to the income statement. As of October 31, 2004, the beneÑt
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obligation of the plan was approximately $2.7 million and funded status of the plan was a deÑcit of
approximately $0.9 million, which was recorded as a liability.

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.

Company matching contributions on our 401(k) savings and retirement plan and other retirement plans
were $20.6 million, $22.7 million, and $18.6 million, in Ñscal 2004, 2003, and 2002, respectively.

T. Net Income (Loss) Per Share Attributable to Common Stockholders

The following table reconciles the numerators and denominators of the earnings per share calculation for
the Ñscal years ended October 31, 2004, 2003, and 2002:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands, except per share
data)

Basic net income (loss) per share computation:

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 57,188 $(161,904) $(246,823)

Deemed dividend related to beneÑcial conversion feature
of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,680) Ì Ì

Dividends on Series B preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (416) Ì Ì

Allocation of earnings to preferred stockholdersÏÏÏÏÏÏÏÏ (274) Ì Ì

Net income (loss) attributable to common stockholders $ 30,818 $(161,904) $(246,823)

Weighted-average common shares outstanding ÏÏÏÏÏÏÏÏ 381,100 370,545 363,569

Basic net income (loss) per share attributable to
common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.44) $ (0.68)

Diluted net income (loss) per share computation:

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 57,188 $(161,904) $(246,823)

Deemed dividend related to beneÑcial conversion feature
of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,680) Ì Ì

Dividends on Series B preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (416) Ì Ì

Allocation of earnings to preferred stockholdersÏÏÏÏÏÏÏÏ (274) Ì Ì

Net income (loss) attributable to common stockholders $ 30,818 $(161,904) $(246,823)

Weighted-average common shares outstanding ÏÏÏÏÏÏÏÏ 381,100 370,545 363,569

Incremental shares attributable to the assumed exercise
of outstanding options ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,779 Ì Ì

Total adjusted weighted average common sharesÏÏÏÏÏ 390,879 370,545 363,569

Diluted net income (loss) per share attributable to
common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.08 $ (0.44) $ (0.68)

Incremental shares attributable to the assumed exercise of outstanding options of 2,277,414, and 639,938
have been excluded from the calculation of diluted net loss per share for Ñscal 2003 and 2002, respectively, as
their eÅect would have been anti-dilutive due to the net loss incurred in those periods. Incremental shares
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attributable to the assumed conversion of convertible preferred stock of 3,388,406 have been excluded from
the calculation of diluted earnings per share in Ñscal 2004 as their eÅect 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, 2004, 2003, and 2002 were also excluded from the calculation of
diluted earnings per share as their eÅect would have been antidilutive. At October 31, 2004, 2003, and 2002,
there were 18,539,606, 50,497,016, and 70,309,436 out of the money options, respectively, that had been
excluded.

As of October 31, 2004, our Debentures are contingently convertible into 52,074,300 shares of common
stock. Under current accounting literature, the dilutive eÅect of these contingently issuable shares of common
stock is included in the calculation of diluted earnings per share only when the conversion contingencies have
been satisÑed. Because none of the conversion contingencies were satisÑed during Ñscal year ended
October 31, 2004, these contingently issuable shares were excluded in the determination of diluted earnings
per share.

In November 2004, the EITF reached a Ñnal conclusion on Issue 04-8, ""Accounting Issues Related to
Certain Features of Contingently Convertible Debt and the EÅect on Diluted Earnings per Share''. This issue
addresses when the dilutive eÅect of contingently convertible debt with a market price trigger should be
included in diluted earnings per share calculations. The EITF's conclusion is that the market price trigger
should be ignored and that these securities should be treated as convertible securities and included in diluted
earnings per share regardless of whether the conversion contingencies have been met. Because our senior
convertible debentures are contingently convertible debt with a market price trigger, we will be required to
comply with EITF Issue 04-8 beginning in the Ñrst quarter of Ñscal 2005. Had the conclusions of EITF
Issue 04-8 been eÅective for Ñscal 2004, reported earnings per share would not have changed due to the timing
of our issuance of the senior convertible debentures. However, future earnings per share could be impacted by
the adoption of this standard. For example, had the senior convertible debentures been outstanding for the
Ñscal year ended October 31, 2004, on a pro forma basis our diluted earnings per share attributable to common
stock would have been $0.07 instead of the reported $0.08 per diluted share and our weighted average number
of shares would have increased by approximately 52 million shares.

U. Comprehensive Income

Our accumulated other comprehensive income (loss) is comprised of the following:

Fiscal Year Ended

October 31, October 31,
2004 2003

(Amounts in thousands)

Net unrealized gain on investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 147 $1,499

Minimum pension liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,256) Ì

Cumulative translation adjustmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,289 5,569

Total other comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $16,180 $7,068
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Changes to accumulated other comprehensive income are as follows:

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Total gross unrealized loss on investments during the year, net of tax
beneÑt of $2,670, $941, and $6,408 respectivelyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(4,251) $(1,503) $(10,203)

Adjustment for unrealized loss on investment impairments ÏÏÏÏÏÏÏÏÏ Ì Ì 3,130

Adjustment for net realized gains on investments included in net
income (loss), net of tax expense of $1,821, $500, and $2,666,
respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,899 798 4,245

Net unrealized loss on investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,352) (705) (2,828)

Minimum pension liability, net of tax expense of $788, $0, and $0,
respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,256) Ì Ì

Cumulative translation adjustments, net of tax expense of $7,362,
$4,828, and $270, respectivelyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,720 7,716 430

Other comprehensive income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 9,112 $ 7,011 $ (2,398)

V. Related Party Transactions

During 2004 and 2003, we received consulting services from J.D. Robinson Incorporated. Mr. Robinson,
a director of Novell, is Chairman and Chief Executive OÇcer 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 Ñscal
2004 and 2003, services in the amount of $0.2 million were provided by J.D. Robinson.

W. Segment Information

Beginning November 1, 2002, we reorganized our operations and began reporting our Ñnancial results in
four segments; three are based on geographic areas and the fourth is Celerant consulting. The geographic
segments were Americas, EMEA, and Asia PaciÑc. Beginning in Ñscal 2004, we separated our Americas
segment into North America and Latin America and separated Japan from our Asia PaciÑc segment. We have
applied this presentation to all periods presented for comparability. Performance is evaluated by our Chief
Executive OÇcer and our chief decision makers, and is based on reviewing revenue and segment operating
income (loss) information for each of the geographic segments and for the Celerant consulting segment.

The geographic segments include:

‚ North America Ì includes the United States and Canada

‚ EMEA Ì includes Eastern and Western Europe, Middle East, and Africa

‚ Asia PaciÑc Ì includes China, Southeast Asia, Australia, New Zealand, and India

‚ Latin America Ì includes Mexico, Central America, South America and the Caribbean

‚ Japan Ì this geographic segment is a majority-owned joint venture between Novell and several other
companies
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All geographic segments sell our software and services. These oÅerings are sold in the United States via
direct, OEM, reseller, and distributor channels, and internationally are sold directly and through distributors
who sell to dealers and end users. Operating results by segment are as follows:

Fiscal 2004 Fiscal 2003 Fiscal 2002

Operating Operating Operating
Net Revenue Income (Loss) Net Revenue Income (Loss) Net Revenue Income (Loss)

(Amounts in thousands)

North America ÏÏÏÏÏÏ $ 514,477 $ 269,137 $ 507,526 $ 225,471 $ 577,574 $ 272,856

EMEAÏÏÏÏÏÏÏÏÏÏÏÏÏ 378,273 122,159 348,105 122,897 322,705 122,010

Asia PaciÑc ÏÏÏÏÏÏÏÏÏ 61,774 20,116 60,141 13,229 55,027 12,287

Latin America ÏÏÏÏÏÏ 21,026 1,685 24,036 4,750 26,972 6,307

Japan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,304 7,089 26,359 4,055 26,810 1,531

Common unallocated
operating costs ÏÏÏÏ Ì (350,827) Ì (381,414) Ì (382,360)

Total geographic
segments ÏÏÏÏÏÏÏÏÏÏÏ 1,003,854 69,359 966,167 (11,012) 1,009,088 32,631

Celerant consultingÏÏÏÏÏ 162,063 17,631 139,329 5,115 125,232 5,167

Unallocated integration,
impairment and
restructuring costs ÏÏÏ Ì (21,298) Ì (21,925) Ì (105,923)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,165,917 $ 65,692 $1,105,496 $ (27,822) $1,134,320 $ (68,125)

Common unallocated operating costs include corporate services common to all geographic segments such
as corporate sales and marketing, product development, corporate general and administrative costs, and
corporate infrastructure costs. Celerant consulting does not utilize these corporate services.

In addition to reviewing geographic and Celerant consulting segment results, our chief decision makers
review net revenue by solution category. These solution categories are:

‚ Identity management and web services solutions Ì solutions that help customers with their identity
management and security issues. Products include Identity Manager, eDirectory, Border Manager,
iChain, exteNd, and Secure Login.

‚ Cross-platform solutions Ì solutions that oÅer an eÅective and open approach to networking and
collaboration services, including Ñle, print, messaging, scheduling, workspace, etc. while using a cross-
platform approach. Products include NetWare, ZENworks, GroupWise, SUSE LINUX Enterprise
Server, SUSE LINUX Professional, Novell LINUX Desktop, and Novell iFolder».

‚ Worldwide services Ì comprehensive worldwide IT consulting, training, and support services that
apply business solutions to our customers' business situations, providing the business knowledge and
technical expertise to help our customers implement our identity management, web services, and cross-
platform services.

‚ Celerant consulting Ì operational strategy and implementation consulting services oÅered to a wide
range of customers across various sectors, worldwide.
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Revenue by Solution Category

Fiscal Years Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Identity management and web services solutions ÏÏÏÏÏ $ 101,531 $ 96,977 $ 82,610

Cross-platform solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 597,475 569,859 608,750

Total software licenses and maintenanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 699,006 666,836 691,360

Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 304,848 299,331 317,728

Total IT software and solutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,003,854 966,167 1,009,088

Celerant consulting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162,063 139,329 125,232

Total net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,165,917 $1,105,496 $1,134,320

Geographic Information

Revenue outside the United States are comprised of revenue to customers in Europe, Africa, the Middle
East, Canada, South America, Australia, and Asia PaciÑc. Other than revenue from Ireland, international
revenue was not material individually in any other international location. Inter-company revenue between
geographic areas is accounted for at prices representative of unaÇliated party transactions. ""U.S. operations''
include shipments to customers in the U.S., licensing to OEMs, and exports of Ñnished goods directly to
international customers, primarily in Canada, South America, and Asia. ""Irish operations'' include shipments
from Ireland of product to customers throughout Europe, the Middle East, and Africa, and licensing to
OEMs. The Irish operation acts as the sales principal and thus records the revenue on shipments it makes.
The Irish operation uses our other European, Middle Eastern, and African subsidiaries as commissionaires
and commission agents to assist in the sales of software and in turn pays them a commission. This inter-
company commission is included in the eliminations. ""Other international operations'' primarily includes
revenue from consulting and service contracts.

Fiscal Year Ended

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Revenue:
U.S. operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 587,710 $ 682,909 $ 711,320
Irish operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 320,624 305,697 270,126
Other international operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 311,799 216,364 211,001
Eliminations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (54,216) (99,474) (58,127)

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,165,917 $1,105,496 $1,134,320

Long-lived assets at year end:
U.S. operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 715,005 $ 753,712 $1,007,391
Irish operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 291,168 108,709 109,250
Other international operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326,033 94,528 75,476
Eliminations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (605,048) (426,438) (520,913)

Total long-lived assets at year endÏÏÏÏÏÏÏÏÏÏÏ $ 727,158 $ 530,511 $ 671,204
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Reconciliation of long-lived assets to total assets is as follows:

October 31, October 31, October 31,
2004 2003 2002

(Amounts in thousands)

Long-lived assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 727,158 $ 530,574 $ 671,204

Other long-term assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,456 6,526 74,323

Current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,534,934 1,030,553 919,538

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,291,548 $1,567,653 $1,665,065

In Ñscal 2004, 2003, and 2002, sales to international customers were approximately $648.5 million,
$593.1 million, and $551.7 million, respectively. In Ñscal 2004, 2003, and 2002, international sales to the
EMEA segment were 77% 75%, and 73%, of international sales, respectively. No one foreign country
accounted for more than 10% of total revenue in any period and there were no customers who accounted for
more than 10% of revenue in any period.

X. Derivative Instruments

A large portion of our revenue, expense, and capital purchasing activities is transacted in U.S. dollars. We
do not currently hedge currency risks related to revenue or expenses denominated in foreign currencies.
However, we hedge currency risks of some assets and liabilities denominated in foreign currencies to protect
against reductions in value caused by changes in foreign exchange rates. We have established balance sheet
and intercompany hedging programs that use one-month foreign currency forward contracts, primarily on the
Euro, Japanese Yen, and certain other European, Latin American and Asian 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 the quarter-end, the fair value of the derivatives as of October 31, 2004 is insigniÑcant.
Gains and losses recognized during a quarter on these foreign currency contracts are recorded as other income
or expense and generally oÅset corresponding gains and losses on the underlying hedged assets and liabilities,
resulting in negligible eÅect to our Ñnancial statements.

Y. Subsequent Events

On November 8, 2004, Novell announced an agreement with Microsoft Corporation to settle potential
antitrust litigation related to our NetWare operating system in exchange for $536 million in cash, which we
received on November 18, 2004. The Ñnancial terms of the NetWare settlement agreement, net of related
legal fees, are expected to result in a pre-tax gain of approximately $448 million in the Ñrst quarter of Ñscal
2005. We will account for this transaction, and any related tax eÅects, in the Ñrst quarter of Ñscal 2005.
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REPORT OF ERNST & YOUNG LLP,
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders Ì Novell, Inc.

We have audited the accompanying consolidated balance sheets of Novell, Inc. and subsidiaries (the
Company) as of October 31, 2004 and 2003, and the related consolidated statements of operations,
stockholders' equity, and cash Öows for each of the three years in the period ended October 31, 2004. Our
audits also included the Ñnancial statement schedule listed in the Index at Item 15(a)(2). These Ñnancial
statements and schedule are the responsibility of the Company's management. Our responsibility is to express
an opinion on these Ñnancial statements and schedule based on our 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 audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by management, as
well as evaluating the overall Ñnancial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the Ñnancial statements referred to above present fairly, in all material respects, the
consolidated Ñnancial position of Novell, Inc. and subsidiaries at October 31, 2004 and 2003, and the
consolidated results of their operations and their cash Öows for each of the three years in the period ended
October 31, 2004, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related Ñnancial statement schedule, when considered in relation to the basic Ñnancial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein.

/s/ ERNST & YOUNG LLP

Boston, Massachusetts
November 16, 2004
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First Second Third Fourth
Quarter Quarter Quarter Quarter Fiscal Year

(Amounts in thousands, except per share data)

Fiscal Year Ended October 31, 2004

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $267,107 $ 293,556 $304,597 $ 300,657 $1,165,917

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 172,231 187,114 200,641 190,252 750,238

Income before taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,483 14,837 28,794 14,860 74,974

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,135 10,383 23,405 13,265 57,188

Net income (loss) available to common
stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 10,135 $ (15,399) $ 23,216 $ 13,140 $ 31,092

Net income (loss) per common share,
basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.03 $ (0.04) $ 0.06 $ 0.03 $ 0.08

Fiscal Year Ended October 31, 2003

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $259,971 $ 275,967 $282,809 $ 286,749 $1,105,496

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162,407 167,196 151,763* 185,412 666,778

Income (loss) before taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,354) (34,984) (23,762) 16,090 (55,010)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,888) (28,612) (12,400) (109,004) (161,904)

Net loss available to common
stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(11,888) $ (28,612) $(12,400) $(109,004) $ (161,904)

Net income (loss) per common share,
basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.03) $ (0.08) $ (0.03) $ (0.29) $ (0.44)

Fiscal Year Ended October 31, 2002

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $277,859 $ 273,853 $282,273 $ 300,335 $1,134,320

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160,290 161,025 172,451 191,136 684,902

Income (loss) before taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,930 (32,042) 15,498 (87,611) (92,225)

Net income (loss) before accounting
change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,351 (29,749) 9,949 (91,672) (103,121)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,351 (173,451) 9,949 (91,672) (246,823)

Net income (loss) available to common
stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,351 $(173,451) $ 9,949 $ (91,672) $ (246,823)

Net income (loss) per common share
before accounting change, basic and
diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.02 $ (0.08) $ 0.03 $ (0.25) $ (0.28)

Net income (loss) per common share,
basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.02 $ (0.48) $ 0.03 $ (0.25) $ (0.68)

* ReÖects the reclassiÑcation of an intangible asset impairment loss of $23.6 million to cost of revenue from
other income (expense) as previously recorded in our Form 10-Q for the third quarter of Ñscal 2003.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

On September 27, 2004, we retained PricewaterhouseCoopers LLP (""PwC'') as our independent
registered public accounting Ñrm eÅective for the Ñscal year 2005 beginning November 1, 2004. PwC replaces
Ernst & Young LLP, which we retained to complete the Ñscal year 2004 audit. On September 27, 2004, we
Ñled a current report on Form 8-K to report this change (as amended on October 7, 2004).

Item 9A. Controls and Procedures

(a) Our management, with the participation of our Chief Executive OÇcer and Chief Financial OÇcer,
evaluated the eÅectiveness of our disclosure controls and procedures as of the end of the period covered by this
report. Based on that evaluation, the Chief Executive OÇcer and Chief Financial OÇcer concluded that our
disclosure controls and procedures as of the end of the period covered by this report were designed and
functioning eÅectively to provide reasonable assurance that the information required to be disclosed by us in
reports Ñled under the Securities Exchange Act of 1934 is recorded, processed, summarized, and reported
within the time periods speciÑed in the SEC's rules and forms. We believe that a controls system, no matter
how well designed and operated, cannot provide absolute assurance 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.

(b) No change in our internal control over Ñnancial reporting occurred during our fourth Ñscal quarter
that has materially aÅected, or is reasonably likely to materially aÅect, our internal control over Ñnancial
reporting.

Item 9B. Other Information

On January 7, 2005, we entered into a change in control agreement (the ""Agreement'') with Jack L.
Messman, our President and Chief Executive OÇcer. Pursuant to the Agreement, in the event that
Mr. Messman's employment with us were to be terminated without a change in control, we would provide the
following beneÑts: (i) an amount equal to two times Mr. Messman's base salary and target bonus; (ii) a
prorated bonus for the year of termination; (iii) twelve months of continued health and dental coverage;
(iv) one year of accelerated vesting of Mr. Messman's stock options; (v) one year of accelerated vesting of
Mr. Messman's restricted common stock; and (vi) reimbursement for outplacement beneÑts that are actually
provided, not to exceed 20% of Mr. Messman's base salary. In the event of an involuntary termination in
connection with a change in control, Mr. Messman would receive the following beneÑts: (i) an amount equal
to three times Mr. Messman's base salary and target bonus; (ii) a prorated bonus for the year of termination;
(iii) 36 months of continued health and dental coverage; (iv) a lump sum cash payment of what Novell would
have paid as matching contributions under the Novell 401(k) plan for 36 months after Mr. Messman's
termination date; (v) a lump sum cash payment of what Novell would have paid as premiums under
Mr. Messman's split-dollar life insurance policy for 36 months after Mr. Messman's termination date;
(vi) payment of certain legal fees; (vii) outstanding restricted common stock, if any, and other equity rights, if
any, will become fully vested; (viii) outstanding stock options will become fully vested; (ix) a lump sum
payment equal to 20% of Mr. Messman's base salary which may be used to cover the costs of outplacement
assistance; and (x) if the payments provided to the executive exceed the amount that triggers the excise tax
under section 4999 of the Tax Code by more than 10%, the payments will be grossed-up. Mr. Messman also
has the right to terminate his employment for any reason during the 30-day period after the Ñrst anniversary of
a change in control and still receive these beneÑts. Additionally, the Agreement contains non-competition and
non-solicitation provisions.
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PART III

Item 10. Directors and Executive OÇcers of Registrant

The information required with respect to directors is incorporated herein by reference to the information
contained in the section captioned ""Election of Directors'' of our deÑnitive proxy statement (the ""Proxy
Statement'') for the Annual Meeting of Stockholders to be held April 14, 2005, to be Ñled with the Securities
and Exchange Commission pursuant to Regulation 14A under the Securities and Exchange Act of 1934, as
amended (the ""Exchange Act''). The information with respect to our audit committee Ñnancial expert is
incorporated herein by reference to the information contained in the section captioned ""Corporate Govern-
ance'' of the Proxy Statement. We have undertaken to provide to any person without charge, upon request, a
copy of our code of ethics applicable to our chief executive oÇcer and senior Ñnancial oÇcers. You may obtain
a copy of this code of ethics through our automated telephone access system at 800-317-3195 or by e-mailing
Novell's investor relations department at irmail@novell.com. The information required by this Item regarding
our executive oÇcers is set forth above in Item 1 in Part I hereof under the heading entitled ""Executive
OÇcers'' which information is incorporated by reference into this Part III, Item 10.

The information regarding Ñlings under Section 16(a) of the Exchange Act is incorporated herein by
reference to the section captioned ""Section 16(a) BeneÑcial Ownership Reporting Compliance'' of the Proxy
Statement.

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 captioned ""Executive Compensation'' of the Proxy Statement.

Item 12. Security Ownership of Certain BeneÑcial 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 section captioned ""Securities Ownership by Principal Stockholders and Management'' of the
Proxy Statement.

Item 13. Certain Relationships and Related Transactions

The information required by Item 13 of Form 10-K is incorporated by reference to the information
contained in the sections captioned ""Executive Compensation Ì Employment Contracts, Termination of
Employment and Change-in-Control Arrangements'' and ""Certain Transactions'' of the Proxy Statement.

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 sections captioned ""Principal Accountant Fees and Services'' of the Proxy Statement.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a) (1.) Financial Statements:

The following documents are Ñled as a part of this Annual Report on Form 10-K for Novell, Inc.:

Consolidated Statements of Operations for the Ñscal years ended October 31, 2004, October 31,
2003 and October 31, 2002.

Consolidated Balance Sheets at October 31, 2004 and October 31, 2003.

Consolidated Statements of Stockholders' Equity for the Ñscal years ended October 31, 2004,
October 31, 2003 and October 31, 2002.

Consolidated Statements of Cash Flows for the Ñscal years ended October 31, 2004, October 31,
2003 and October 31, 2002.

Notes to Consolidated Financial Statements.

Report of Ernst & Young LLP, Independent Registered Public Accounting Firm.

(2.) Financial Statement Schedules:

The following consolidated Ñnancial statement schedule is included on page 97 of this Form 10-K:

Schedule II Ì 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 Ñnancial statements or notes thereto.

(3.) Exhibits:

A list of the exhibits required to be Ñled as part of this report is set forth in the Exhibit Index on page 98
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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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)

Date: January 13, 2005 By: /s/ JACK L. MESSMAN

Jack L. Messman,
Chairman of the Board, President

and Chief Executive OÇcer
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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 Title Date

/s/ JACK L. MESSMAN Chairman of the Board, President, January 13, 2005
Chief Executive OÇcer and Director(Jack L. Messman)

(Principal Executive OÇcer)

/s/ JOSEPH S. TIBBETTS, JR. Senior Vice President, Chief January 13, 2005
Financial OÇcer (Principal Financial(Joseph S. Tibbetts, Jr.)

and Accounting OÇcer)

/s/ ALBERT AIELLO Director January 13, 2005

(Albert Aiello)

/s/ FRED CORRADO Director January 13, 2005

(Fred Corrado)

/s/ RICHARD L. CRANDALL Director January 13, 2005

(Richard L. Crandall)

/s/ WAYNE MACKIE Director January 13, 2005

(Wayne Mackie)

Director

(Claudine B. Malone)

/s/ RICHARD L. NOLAN Director January 13, 2005

(Richard L. Nolan)

/s/ THOMAS G. PLASKETT Director January 13, 2005

(Thomas G. Plaskett)

/s/ JOHN W. PODUSKA, SR. Director January 13, 2005

(John W. Poduska, Sr.)

/s/ JAMES D. ROBINSON, III Director January 13, 2005

(James D. Robinson, III)

/s/ KATHY BRITTAIN WHITE Director January 13, 2005

(Kathy Brittain White)
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NOVELL, INC.

SCHEDULE II Ì VALUATION AND QUALIFYING ACCOUNTS
Accounts Receivable Allowance

Additions Additions Deductions Deductions
Balance at Charged to Charged to Additions from from Bad Balance
Beginning Return Bad Debt from Return Debt at End
of Period Allowances Allowances Acquisition Allowances Allowances of Period

(In thousands)

Fiscal year ended

October 31, 2002 ÏÏ $47,249 $30,916 $2,819 $1,861 $32,734 $10,435 $39,676

October 31, 2003 ÏÏ $39,676 $ 9,838 $2,134 $ Ì $20,527 $ 4,269 $26,852

October 31, 2004 ÏÏ $26,852 $30,301 $ 763 $2,468 $32,854 $ 3,133 $24,396
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EXHIBIT INDEX

Exhibit
Number Description

2.1 Amendment No. 1 to Agreement and Plan of Reorganization, dated as of May 24, 2001, by
and among Novell, Inc., Ceres Neptune Acquisition Corp. and Cambridge Technology Partners
(Massachusetts), Inc.(1)(Annex A)

2.2 Agreement and Plan of Merger, dated as of June 9, 2002 by and among Novell, Inc., Delaware
Planet, Inc. and SilverStream Software, Inc.(2)(Exhibit 2.1)

3.1 CertiÑcate of Incorporation.(3)(Exhibit 3.1)

3.2 By-Laws, as amended and restated February 26, 2002.(4)(Exhibit 3.2)

4.1 Reference is made to Exhibit 3.1.

4.2 Form of certiÑcate representing the shares of Novell common stock.(5)(Exhibit 4.3)

4.3 Preferred Shares Rights Agreement, dated as of December 7, 1988, as amended and restated
eÅective September 20, 1999, by and between Novell, Inc. and ChaseMellon Shareholder
Services, L.L.C.(6)(Exhibit 1)

4.4 Indenture dated as of July 2, 2004 between the Registrant and Wells Fargo Bank, National
Association, as Trustee.(7)(Exhibit 4.1)

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.(7)(Exhibit 10.1)

10.2* Novell, Inc. 1989 Employee Stock Purchase Plan.(8)(Exhibit 4.1)

10.3* Novell, Inc. 1991 Stock Plan.(9)(Exhibit 4.1)

10.4* Novell, Inc. 2000 Stock Plan.(10)(Exhibit 4.2)

10.5* Novell, Inc. 2000 Stock Option Plan.(10)(Exhibit 4.1)

10.6* UNIX System Laboratories, Inc. Stock Option Plan.(11)(Exhibit 4.3)

10.7* Novell, Inc. Stock Option Plan for Non-Employee Directors.(12)(Exhibit 4.1)

10.8* Novell, Inc./SilverStream Software, Inc. 1997 Stock Incentive Plan.(13)(Exhibit 4.2)

10.9* Novell, Inc./SilverStream Software, Inc. 2001 Stock Incentive Plan.(13)(Exhibit 4.3)

10.10* Novell, Inc./SilverStream Software, Inc./eObject, Inc. 2000 Stock Plan.(13)(Exhibit 4.4)

10.11* Novell, Inc./SilverStream Software, Inc./Bondi Software, Inc. Employee Stock Option
Plan.(13)(Exhibit 4.5)

10.12* Novell, Inc. Stock Based Deferred Compensation Plan.(14)(Appendix E)

10.13* Novell, Inc. Stock-Based Deferred Compensation Plan Ì Stock Purchase Assistance
Subplan.(15)

10.14* Key Employment Agreement dated as of May 22, 2001 between the Registrant and Jack L.
Messman.(1)(Exhibit C to Annex A)

10.15* Severance Agreement dated as of January 7, 2005 between the Registrant and Jack L.
Messman.(15)

10.16* Severance Agreement dated as of March 25, 2003 between the Registrant and Alan J.
Friedman.(16)(Exhibit 10.16)

10.17* Severance Agreement dated as of May 29, 2003 between the Registrant and Ronald W.
Hovsepian.(16)(Exhibit 10.17)

10.18* Severance Agreement dated as of March 25, 2003 between the Registrant and Joseph A.
LaSala, Jr.(16)(Exhibit 10.18)
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Exhibit
Number Description

10.19* Severance Agreement dated as of February 10, 2003 between the Registrant and Joseph S.
Tibbetts, Jr.(16)(Exhibit 10.20)

10.20* Letter Agreement dated December 15, 1995 between Novell, Inc. and RRE Advisors,
LLC.(17)(Exhibit 10.2)

10.21* Letter Agreement dated July 14, 2001 between Novell, Inc. and Dennis R.
Raney.(18)(Exhibit 10.15)

10.22* Novell, Inc. Non-employee Director Compensation Summary.(15)

10.23* Novell, Inc. Deferred Compensation Plan.(15)

21 Subsidiaries of the Registrant.(15)

23.1 Consent of Ernst & Young LLP, Independent Auditors.(15)

31.1 CertiÑcation pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002(15)

31.2 CertiÑcation pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002(15)

32.1 CertiÑcation pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002(15)

32.2 CertiÑcation pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002(15)

* Indicates management contracts or compensatory plans

(1) Incorporated by reference to the Annex or Exhibit identiÑed in parentheses, Ñled as an annex or exhibit
to the Proxy Statement-Prospectus forming a part of the Registration Statement on Form S-4 (Reg.
No. 333-59326) of the Registrant, Ñled April 20, 2001 and amended May 25, 2001.

(2) Incorporated by reference to the Exhibit identiÑed in the parentheses, Ñled as an exhibit to the
Registrant's Report on Form 8-K, Ñled June 10, 2002 (File No. 0-13351).

(3) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Quarterly Report on Form 10-Q, Ñled for the Ñscal quarter ended April 30, 2004 (File No. 0-13351).

(4) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Annual Report on Form 10-K, Ñled for the Ñscal year ended October 31, 2002.

(5) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-1, Ñled November 30, 1984, and amendments thereto (File
No. 2-94613).

(6) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Report on Form 8-A, dated December 13, 1999 (File No. 0-13351).

(7) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Quarterly Report on Form 10-Q, Ñled for the Ñscal quarter ended July 31, 2004 (File No. 0-13351).

(8) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled October 12, 2001 (File No. 333-62087).

(9) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled May 29, 1996 (File No. 333-04775).

(10) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled July 1, 2000 (File No. 333-41328).
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(11) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled July 2, 1993 (File No. 33-65440).

(12) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled May 30, 1996 (File No. 333-04823).

(13) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Registration Statement on Form S-8, Ñled August 6, 2002 (File No. 333-97713).

(14) Incorporated by reference to the Appendix identiÑed in parentheses, Ñled as an exhibit to the Proxy
Statement of the Registrant Ñled March 17, 2003.

(15) Filed herewith.

(16) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Annual Report on Form 10-K, Ñled for the Ñscal year ended October 31, 2003 (File No. 0-13351).

(17) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Quarterly Report on Form 10-Q, Ñled for the Ñscal quarter ended January 31, 2002 (File No. 0-13351).

(18) Incorporated by reference to the Exhibit identiÑed in parentheses, Ñled as an exhibit to the Registrant's
Annual Report on Form 10-K, Ñled for the Ñscal year ended October 31, 2001 (File No. 0-13351).

100 Novell annual report 2004


	PART I
	Item 1.Business
	Item 2.Properties
	Item 3.Legal Proceedings
	Item 4.Submission of Matters to a Vote of Security Holders
	PART II
	Item 5.Market for Registrant's Common Equity and Related Stockholder Matters, and Issuer Purchases o�
	Item 6.Selected Financial Data
	Item 7.Management's Discussion and Analysis of Financial Condition and Results of Operations
	Item 7A.Quantitative and Qualitative Disclosures About Market Risk
	Item 8.Financial Statements and Supplementary Data
	Item 9.Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
	Item 9A.Controls and Procedures
	Item 9B.Other Information
	PART III
	Item 10.Directors and Executive Officers of Registrant
	Item 11.Executive Compensation
	Item 12.Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matte�
	Item 13.Certain Relationships and Related Transactions
	Item 14.Principal Accountant Fees and Services
	PART IV
	Item 15.Exhibits and Financial Statement Schedules

