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Part |I. Financial Information, Item 1. Financial Statements

NOVELL, INC.
CONSOLIDATED CONDENSED BALANCE SHEETS

January 31, 2001 October 31, 2000

Amounts in thousands, except share and per share data (Unaudited)
ASSETS
Current assets:
Cash and short-term investments $ 655449 $ 698193
Receivables, less alowances ($42,461 - January;
$33,469 - October) 161,095 196,672
Inventories 1,898 2,621
Prepaid expenses 25,458 26,120
Deferred and refundable income taxes 56,996 60,109
Other current assets 25179 23644
Total current assets 926,075 1,007,359
Property, plant and equipment, net 282,937 290,104
Long-term investments 397,876 383,583
Other assets 38,566 31,300
Total assets $ 1645454 $ 1712346
LIABILITIESAND SHAREHOLDERS EQUITY
Current liabilities:
Accounts payable $ 9,286 $ 85,050
Accrued compensation 56,849 54,546
Accrued marketing liabilities 12,500 13,632
Other accrued liabilities 58,786 59,644
Income taxes payable 26,145 39,043
Deferred revenue 220,154 203,163
Total current liabilities 468,720 455,078
Minority interests 11,457 12,183
Shareholders equity:
Common stock, par value $.10 per share
Authorized - 600,000,000 shares
Issued - 317,653,609 shares-January

327,618,192 shares-October 31,766 32,762
Retained earnings 1,250,626 1,319,853
Accumulated other comprehensive income (10ss) (101,797) (84,427)
Other (15.318) (23.103)
Total shareholders' equity 1165277 1,245,085
Total liabilities and shareholders equity $ 1645454 $ 1712346

See notes to consolidated unaudited condensed financial statements.



NOVELL, INC.
CONSOLIDATED UNAUDITED CONDENSED STATEMENTS OF OPERATIONS

Fiscal Quarter Ended

Jan. 31, 2001 Jan. 31, 2000
Amounts in thousands, except per share data
Net sales $ 245035 $ 316043
Cost of sales 65,862 78727
Gross profit 179,173 237,316
Operating expenses:
Sales and marketing 121,747 113,656
Product development 49,488 57,937
General and administrative 21,222 19,193
Total operating expenses 192,457 190,786
Income (loss) from operations (13,284) 46,530
Other income (expense)
Investment income 17,287 17,551
Other, net 544 (1,810
Other income, net 17,831 15,741
Income before taxes 4547 62,271
Income taxes 1273 17,436
Net income before cumulative effect of change in accounting
principle 3274 44,835
Cumulative effect of change in accounting principle (Note K) 11,048 --
Net income (loss) $ (7774 $__ 44835
Net income (loss) per share
Basic:
Before cumulative effect of change in accounting principle $ 0.01 $ 014
Cumulative effect of change in accounting principle (Note K) (0.03) --
$ (0.02) $ 014
Diluted:
Before cumulative effect of change in accounting principle $ 0.01 $ 0.13
Cumulative effect of change in accounting principle (Note K) (0.03) --
$ (002 $ 013
Weighted aver age shares outstanding:
Basic 322,183 326,906
Diluted 322,183 342,105
Pro forma amounts assuming the accounting change is applied r etr oactively
Net Income $ 3274 $ 37419
Net income per share (diluted) $ 001 $ 011

See notes to consolidated unaudited condensed financial statements.




NOVELL, INC.

CONSOLIDATED UNAUDITED CONDENSED STATEMENTSOF CASH FLOWS

Dollarsin thousands
Cash flowsfrom operating activities
Net income (loss)

Adjustmentsto reconcile net income (loss) to net cash
provided by oper ating activities

Depreciation and amortization

Stock plans income tax benefits

Decreasein receivables

Decrease (increase) ininventories

Decrease in prepaid expenses

Decrease in deferred and refundable income taxes
(Increase) decrease in other current assets

Increase (decrease) in current liabilities, net

Net cash provided from operating activities

Cash flows from financing activities
I ssuance of common stock, net
Repurchase of common stock

Net cash used by financing activities

Cash flowsfrom investing activities
Expenditures for property, plant and equipment
Purchases of short-term investments
Maturities of short-term investments

Sales of short-term investments

Expenditures for other long-term investments
Increasein restricted cash

Other

Net cash provided (used) by investing activities
Total increase (decrease) in cash and cash equivalents
Cash and cash equivalents - beginning of period
Cash and cash equivalents- end of period
Short-term investments - end of period

Cash and short-term investments- end of period

Supplemental disclosures of non-cash financing and investing activities:

I ssuance of restricted stock for acquisitions

See notes to consolidated unaudited condensed financial statements.

Three M onths Ended
Jan. 31, 2001 Jan. 31, 2000
$ (7,774 $ 44835
19,421 18,505
- 29,677
35577 47,653
723 (275)
662 3,784
4,439 19,442
(1,535) 10,480
13,642 33.264
65,155 140,837
4314 37,164
64,910 (88.781)
(60,596) (51,617)
(7,252 (10,674)
(285,812) (294,999)
213,259 280,750
58,336 163,507
(13,712 (130,009)
- (16,629)
(15,505) 15594
(50,686) 7,540
(46,127) 96,760
289,537 274,269
243,410 371,029
412,039 576,486
$ 655449 $ 947515
$ - $ 10,656



NOVELL, INC.
NOTESTO CONSOLIDATED UNAUDITED CONDENSED FINANCIAL STATEMENTS

A. Quarterly Financial Statements

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. The accompanying consolidated
unaudited condensed financial statements have been prepared in accordance with the instructions to Form 10-Q
but do not include all of the information and footnotes required by generally accepted accounting principles and
should, therefore, be read in conjunction with the Company's fiscal 2000 Annual Report on Form 10-K. These
financial statements do include all normal recurring adjustments that the Company believes necessary for a fair
presentation of the statements. The interim operating results are not necessarily indicative of the results for a
full year. Certain reclassifications, none of which affected net income, have been made to the prior years
amounts in order to conform to the current year’ s presentation.

B. Cash and Short-term |nvestments

The Company considers all highly liquid debt instruments purchased with aterm to maturity of three months or
lessto be cash equivalents. Short-term investments are widely diversified, consisting primarily of short-term
investment grade securities, substantially all of which either mature within the next 12 months or have
characteristics of short-term investments. Municipal securitiesincluded in short-term investments have
contractual maturities ranging from oneto seven years. Money market preferreds have contractual maturities of
less than 180 days. No other short-term investments have contractual maturities. 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 market value. The unrealized gains and |osses related to these securities are included in shareholders’
equity, net of tax and after applicable valuation allowances. Fair market values are based on quoted market prices
where available; if quoted market prices are not available, then fair market values are based on quoted market
prices of comparableinstruments. The cost of securities sold is based on the specific identification method. Such
securities are anticipated to be used for current operations and are therefore classified as current assets, even
though some maturities may extend beyond one year.

Thefollowing isasummary of cash and short-term investments, all of which are considered available-for-sale.

Gross Gross Fair Market
Cost at Unrealized Unrealized Value at
Jan. 31, 2001 Gains L osses Jan. 31, 2001
(Amounts in thousands)
Cash and cash equivalents:
AN e bbb $ 126,095 $ - $ - $ 126,095
Corporate debt.................... 70,165 7 - 70,172
Money market funds 90,512 -- - 90,512
Total cash and cash equivalents 286,772 7 - 286,779
Short-term investments:
State and local government debt............ccccue..... 158,452 2,153 -- 160,605
Corporate debt.........oeeveeeirneerneeeeereerseerseens 34,575 912 - 35,487
Money market preferreds 98,600 - -- 98,600
Mutual funds......ccoeeeeevevececrree e 55,491 - (8541) 46,950
EqQUity SECUNTIES......c.ccveevcteeteeeeeeee e 29,861 6,746 (9,579) 27,028
Total short-terminvestments..........cccccceuvene. 376,979 9,811 (18,120) 368,670
Total cash and short-term investments....... $ 663751 $ 9818 $ (18120) $ 655449



Gross Gross Fair Market

Cost at Unrealized Unrealized Value at
Oct. 31, 2000 Gains L osses Oct. 31, 2000
(Amounts in thousands)
Cash and cash equivalents:
CASN ettt $ $ — $ — $ 137,968
137,968
Corporate debt.........ccccevevecvrenccereree e 54,514 1 — 54,515
Money market funds — — 97,044
97,054
Total cash and cash equivalents.................. 289,536 1 — 289,537
Short-term investments:
State and local government debt............ccooevcrnenee. 221,565 — (1,274) 220,291
Corporate debt.........c.cccveerrreeenireenerneerienas 48,257 238 — 48,495
Money market preferreds 57,000 — — 57,000
Mutual funds.......ccceeevnne. 54,082 — (8,543) 45539
EqQUity SECUNTIES......c.ccveetcreereeeeeeee e 20,267 (8.157) 37,331
25221
Total short-terminvestments..........ccccevene. 406,125 20,505 (17,974) 408,656
Total cash and short-term investments...... $ $ 20506 $ (17.974) $ 698193
— 695661

During the first three months of fiscal 2001, the Company realized gains of $6.4 million and realized losses of $2.8
million on the sale of securities compared to realized gains of $6.7 million and realized losses of $0.9 million in the
first three months of fiscal 2000. In addition, during the first quarter of fiscal 2001, the Company wrote off $2.6
million related to investments that had become impaired. The Company reviews al of its short-term investments
for impairment and recognizes impairment |0sses as necessary.

C. Other Assets

The primary components of other assets as of January 31, 2001 and October 31, 2000 were long-term investments
related to restricted cash for the Company’ s off-bal ance-sheet financing of its buildingsin San Jose, California
and Provo, Utah, investments made through the Novell Venture Fund, and strategic long-term equity
investments, including the Company’ sinvestment in marchFIRST.

The Company marksits public equity securities to market each month and records the related unrealized gain or
loss as a component of comprehensive income. The Company also reviews itsinvestmentsin long-term public
and private equity securities and venture funds for impairment and recognizes |0sses as necessary. As of
January 31, 2001, unrealized losses on public long-term equity securities totaled $91 million, all of which related to
the investment in marchFIRST.

D. Income Taxes
The Company's estimated effective tax rate, before the effect of the cumulative change in accounting principle,
for the first three months of fiscal 2001 was 28.0%, the same as in the first three months of fiscal 2000. The
Company paid cash amounts for income taxes of $1.0 million in the first three months of fiscal 2001 and $2.0
million during the same period of fiscal 2000.

E. Lineof Credit

The Company currently has a $10 million unsecured revolving bank line of credit, with interest at the prime rate.
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Theline of credit expires on February 28, 2002 and can be renewed at the option of the Company. The line can be
used for either letter of credit or working capital purposes. The line is subject to the terms of aloan agreement
containing financial covenants and restrictions, none of which are expected to significantly affect the Company’s
operations. At January 31, 2001, there were standby letters of credit of $1.5 million outstanding under this
agreement. The Company also has an additional $10 million credit facility with another bank, which is not subject
to aloan agreement. At January 31, 2001, there was $0.4 million of standby letters of credit outstanding under
this arrangement.

Restructuring

During the fourth quarter of fiscal 2000, the Company recorded arestructuring charge of approximately $48.0
million as aresult of the Company’s plan to change its business strategy to address changes in the market due to
technology changes, customer demands, and methods of distribution. Specific actions taken included reducing
the Company’ s workforce worldwide by approximately 700 employees (approximately 13%), consolidating
facilities and disposing of excess fixed assets, abandoning and writing off technologies that no longer fit within
the Company’s new strategy, discontinuing unprofitable products and closing officesin unprofitable locations.
The following table summarizes the activity related to restructuring costs and activitiesin the first quarter of
fiscal 2001.

Balance at Balance at
October 31, Cash Non-Cash January 31,
2000 Payments Charges 2001
(Amountsin thousands)
Severance and benefits $ 6139 $ (3505 - $ 2634
Abandoned technology 286 - - 286
Redundant facilities and fixed assets 4,726 (261) (474) 3991
Other restructuring related costs 2,616 (671) - 1,945

$ 1376r  $ (443) $ (4719  $ 8856

Asof January 31, 2001, the remaining portion of the restructuring charge included in accrued liabilities related to
severance and benefits, abandoned technology, and other restructuring related costs will be paid during fiscal
2001. Amounts related to redundant facilities will be paid over the respective remaining lease terms.

Commitmentsand Contingencies

The Board of Directors has established the Novell Venture Fund within Novell’ sinvestment portfolio for the
purpose of making investmentsin private companies, mainly small capitalization stocks in the high-technology
industry sector, and funds managed by venture capitalists. These investments are intended to promote the
Company’ s business and strategic objectives. As of January 31, 2001, the Company had investments of $53.9
million in various venture capital funds and had commitments to contribute an additional $108.7 million to these
funds over the next two to three years, as requested by the fund managers.

Infiscal 1997, the Company entered into agreementsto lease buildings being constructed on land owned by the
Company in San Jose, Californiaand in Provo, Utah. The lessor has funded $223 million for construction of the
buildings. The leases are for a period of seven years and can be renewed for two additional five-year periods, by
either the lender or the Company, subject to the approval of the other party. Rent obligations commenced during
the second quarter of fiscal 1999 for the San Jose buildings and during the second quarter of fiscal 2000 for the
Provo buildings. Annual rent under each agreement is determined by taking the funded amount multiplied by the
secured interest rate. If the Company does not purchase the buildings, or arrange for the sale of the buildings, at
the end of the lease, the Company will guarantee the lessor no more than 85% of the residual value of the
buildings. The guaranteed residual value at January 31, 2001, was approximately $190 million. In addition, the



agreement calls for the Company to maintain aspecific level of restricted cash to serve as collateral for the leases
and maintain compliance with certain financial covenants. The value of restricted cash held as collateral at
January 31, 2001 was approximately $223 million, and isincluded in long-term investments.

In February 1998, asuit wasfiled in the U.S. District Court, District of Utah, against Novell and certain of its
officersand directors, alleging violation of federal securities laws by concealing the true nature of Novell’s
financial condition. The lawsuit was brought as a purported class action on behalf of purchasers of Novell
common stock from November 1, 1996, through April 22, 1997. The Federal District Court dismissed the original
complaint November 2, 2000; however, the plaintiffs filed an amended complaint November 22, 2000 in an effort to
remedy inadequaciesin the original complaint. Novell intends to seek dismissal of the amended complaint and
believes that the case is without merit. If the case continues, Novell intends to vigorously defend against the
allegations. While there can be no assurance as to the ultimate disposition of the lawsuit, Novell does not
believe that the resolution of thislitigation will have amaterial adverse effect on itsfinancial position, results of
operations, or cash flows.

In January 2001, Novell began ajury tria in asuit filed against Novell by Lantec, Inc. in the U.S. District Court,
District of Utah, for alleged anti-trust violations arising from Novell’ s acquisition of the GroupWise technology.
Thejudge ruled in favor of Novell and dismissed the original complaint; however, the plaintiffs have the
opportunity to appeal the decision. Novell does not believe that the resolution of thislitigation will have a
material adverse effect onitsfinancial position, results of operations, or cash flows.

The Company is a party to a number of legal claims arising in the ordinary course of business. The Company
believes the ultimate resolution of the claims will not have a material adverse effect on its financial position,
results of operations, or cash flows.

. Segment Information

The Company operates in one business segment, directory-enabled networking software and services.
Company’s products are sold throughout the world; in the U.S. via direct, OEM, reseller, and distributor
channels, and internationally through distributors who sell to dealers and end users. The Company is organized
into four business units, based on product or service type. Novell’ s business units are as follows:

* Net Management Services, which includes Directory-Enabled OS, management and collaboration products,
and UNIX royalties

* Net Directory Services, which includes NDS Directory Services and other directory products

» Net Content Services, which includes Internet Caching services

Novell Customer Services

Performance of the Company is evaluated by the Company’s chief decision makers, the Chief Executive Officer
and Executive Council, based on evaluation of revenue results by business unit and geographic region, and
expense results on a total company level. Separate financial information is not available by business unit in
regards to asset allocation, expense allocation, or profitability.

Revenue by product category Fiscal Quarter Ended
January 31, 2001 January 31, 2000

Dallars in thousands
Net Management Services $ 186,860 $ 259528
Net Directory Services 7,632 6,099
Net Content Services 1,858 1,265
Novell Customer Services 48,685 49,151

Total net sales $ 245035 $ 316043



Sales outside the U.S. are comprised of sales to international customers in Europe, the Middle East, Canada,
South America, and Asia Pacific. Other than salesin Ireland, international sales were not material individualy in
any other international location.

For the first three months of fiscal 2001 and fiscal 2000, sales to international customers were approximately
$106.4 million and $150.3 million, respectively. In the first three months of fiscal 2001 and fiscal 2000, 29% and
31%, respectively, of international sales were to European countries. No one foreign country accounted for 10%
or more of total net salesin either period.

There were no customers accounting for more than 10% of total revenue during the first three months of fiscal
2001. During thefirst quarter of fiscal 2000, one multi-national distributor accounted for 10% of total net revenue.

Net Income (Loss) Per Share
Fiscal Quarter Ended

Amounts in thousands, except per share data Jan. 31, 2001 Jan. 31, 2000
Basic net income per share computation
Net income (loss) $ (1774 $ 44835
Weighted average shares outstanding 322,183 326,906
Basic net income (loss) per share $ (0.02) $ 014
Diluted net income per share computation
Net income (loss) $ (7774 $ 44835
Weighted average shares outstanding 322,183 326,906
Incremental shares attributable to exercise of

outstanding options (treasury stock method) - 15199
Total 322,183 342,105
Diluted net income (loss) per share 3 (0.02) $ 013

Comprehensive Income

The components of comprehensive income (loss), net of tax, for the quarter ended January 31, 2001 and 2000

were asfollows:
Fiscal Quarter Ended

Dollarsin thousands Jan. 31, 2001 Jan. 31, 2000
Net income (l0ss) $ (7,779 $ 44835
Changein net unrealized gain on investments (18,084) 74,646
Change in cumulative translation adjustment 714 (550)
Comprehensive income (l0ss) $ (25144 $ 118931

The components of accumulated other comprehensive income, net of related tax, at January 31, 2001 and October

31, 2000, are asfollows:

Jan. 31, 2001 Oct. 31, 2000
Dollarsin thousands
Net unrealized gain (loss) on investment: $ (99,278) $ (81,19%49)
Cumulative translation adjustment (2519 (3.233)
Accumulated other comprehensive income (10ss) $ (101,797 $ (84427



K. Recent Accounting Pronouncements

Revenue Recognition

The Company previously recognized revenue related to product sales to distribution channel partners upon
shipment to the partner and provided a reserve for contractual return obligations and other estimated product
returns. Effective November 1, 2000, the Company changed its method of accounting for revenue related to these
product sales to recognize such revenues upon the sell-through of the respective product from the distribution
channel partner to the end user. The Company believes the change in accounting principleis preferable based on
guidance provided in SEC Staff Accounting Bulletin No. 101, Revenue Recognition in Financial Statements. The
$11.0 million ($.03 per share) cumulative effect of the change (after reduction for income taxes of $6.1 million) is
included in income of thefirst quarter of fiscal 2001.

For the three months ended January 31, 2001, the Company recognized $6.8 million in revenue that was included
in the cumulative effect adjustment at November 1, 2000. The effect of that revenue on the first quarter was to
increase income by $4.9 million ($0.01 per share). Had the Company reported under its previous method of
accounting for revenue recognition, the effect on earnings without consideration of the cumulative effect of the
change would be a decrease in earnings of approximately $1.8 million or $.01 per share. The pro forma amounts
presented in the unaudited consolidated statements of income were calculated assuming the accounting change
was made retroactively to prior periods.

Derivative Instruments

During the first quarter of fiscal 2001, the Company adopted Statements of Financial Accounting Standards No.
133 and 138, “ Accounting for Derivative Instruments and Hedging Activities’ (SFAS 133 and SFAS 138). SFAS
133 established accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities requiring all companiesto recognize
derivatives as either assets or liabilities in the statement of financial position and measure those instruments at
fair value. SFAS 138 is an amendment to SFAS 133, which amended or modified certain issues discussed in SFAS
133. Implementation of SFAS 133 and SFAS 138 did not have a material impact on the Company’ s statement of
financial position, results of operations or cash flows.

L. Subsequent Events

On March 12, 2001, the Company announced that they had entered into a definitive agreement to acquire
Cambridge Technology Partners, Inc., aglobal information technology services and eSolutions provider. Novell
will exchange .668 shares of its common stock for every outstanding share of Cambridge. Thetransactionis
valued at approximately $266 million, based on the March 9,2001 closing price of $6.06 per share. The acquisition
will be accounted for as a purchase and is expected to be complete during the third quarter of fiscal 2001.

Upon closing, Novell Board member Jack Messman, who is also the president and chief executive officer of

Cambridge, will assumethe role of chief executive officer at Novell. Eric Schmidt will continue as chairman of the
board of directors of Novell and will assume the role of chief strategist of the Company.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Management’ s Discussion and Analysis of Financial Condition and Results of Operations (* MD&A” ) and other parts of
this Form 10-Q contain forward-looking statements that involve risks and uncertainties. All forward-looking statements are based
on information available to the Company on the date hereof, and the Company assumes no obligation to update any such forward-
looking statements. The Company’ s actual results may differ materially from the results discussed in such forward-looking
statements as a result of a number of factors, which incdude, but are certainly not limited to, those st forth below in the section
titled “ Risk Factors Affecting Future Results of Operations.”

Introduction

Novell, Inc., is a leading provider of Net services software that delivers services to secure and power al types of
networks—the Internet, intranets, and extranets; wired to wireless,; corporate and public—across leading operating
systems. Novell’s Net services software provides the foundation for one Net—a single global network that supports
new applications and forms of business. Worldwide channel, consulting, education and technical support programs,
aong with strategic aliances, combine Novell Net services software with third-party products and services to form
complete Net solutions.

Results of Operations

Net Sales
Q12001 Change Q12000
Net sales(thousands) $245,035 (225)% $316,043

Novell’ s products are organized around the following four business units, all within the directory-enabled networking
software services segment.

« Net Management Services, which includes Directory-Enabled OS, management and collaboration products,
and UNIX royalties

Net Directory Services, which includes NDS Directory Services and other directory products

« Net Content Services, which includes Internet Caching services

Novell Customer Services

Revenue from Net Management Services products decreased $72.7 million or 28% in the first quarter of fisca 2001
compared to the first quarter of fiscal 2000. Salesin the first quarter of fiscal 2001 were lower than the first quarter of
fiscal 2000 primarily due to “Year 2000” related sales that occurred in the prior year as companies purchased
additional software to become Year 2000 compliant. In addition, sales were also lower in first quarter fiscal 2001
compared to fiscal 2000 due to the continued decline in the Company's packaged software business, which saw a
decline in sales of 67% from the prior year first quarter, lower UNIX royalties, and continued weak sales performance
in Europe.

Revenue from Net Directory Services products was $7.6 million in the first quarter of fiscal 2001 compared to $6.1
million in the first quarter of fiscal 2000. The 25% increase was mainly due to increased unit sales of products
introduced during fiscal 2000, such as Single Sign-on, DirXML, and iChain, slightly offset by a decrease in NDS
Directory Services sales.

Revenue from Net Content Services products was $1.9 million in the first quarter of fiscal 2001 compared to $1.3
million in the first quarter of fiscal 2000. The 47% increase was mainly due to growth in the Internet caching market,
which resulted in higher unit sales.
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Revenue from Novell Customer Services revenues were $48.7 million and $49.2 million in thefirst quarter of fiscal 2001
and fiscal 2000, respectively. The slight decrease was a result of decreased education revenues, offset by higher
consulting and service revenue.

The Company previously recognized revenue related to product sales to distribution channel partners upon shipment
to the partner and provided areserve for contractual return obligations and other estimated product returns. Effective
November 1, 2000, the Company changed its method of accounting for revenue related to these product sales to
recognize such revenues upon the sell-through of the respective product from the distribution channel partner to the
end user. The Company believes the change in accounting principleis preferable based on guidance provided in SEC
Staff Accounting Bulletin No. 101, Revenue Recognition in Financial Statements. The $11.0 million ($.03 per share)
cumulative effect of the change (after reduction for income taxes of $6.5 million) is included in income of the first
quarter of fiscal 2001.

For the three months ended January 31, 2001, the Company recognized $6.8 million in revenue that was included in
the cumulative effect adjustment at November 1, 2000. The effect of that revenue on the first quarter was to increase
income by $4.9 million ($0.01 per share). Had the Company reported under its previous method of accounting for
revenue recognition, the effect on earnings without consideration of the cumulative effect of the change would be a
decrease in earnings of approximately $1.8 million or $.01 per share. The pro forma amounts presented in the
unaudited consolidated statements of income were calculated assuming the accounting change was made
retroactively to prior periods.

International sales represented 43% of total salesin the first three months of fiscal 2001 compared to 48% in the first
three months of fiscal 2000. During the first three months of fiscal 2001, international revenue decreased 29% while
domestic revenue decreased 16% compared to the same period of fiscal 2000. Internationally, the Company
experienced weakened salesin Europe, Japan, Latin Americaand Canadain fiscal 2001.

The Company is currently addressing the decline in sales, particularly the decrease in channel sales, in an effort to
improve results in future periods. During fiscal 2000, the Company reorganized its sales force and product groups to
better service its customers and to focus its resources on taking advantage of new opportunities. The Company has
continued these efforts in fiscal 2001, and anticipates that it will take a couple of quarters to fully implement these
changes and realize the benefits from them.

Gross Profit
Q12001 Change Q1 2000
Gross profit (thousands) $179,173 (24.5% $237,316
Percentage of net sales 73.1% 75.1%

Gross profit as a percentage of sales decreased in the first quarter 2001 compared to the same period of fiscal 2000
due primarily to the effects of decreased product sales levels and higher costs for services related to the Company’s
consulting business. The mix between software sales and services, education and consulting revenue continues to
shift with software sales becoming a smaller percentage of total sales.
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Operating Expenses

Q12001 Change Q1 2000
Sales and marketing (thousands) $121,747 7.1% $113,656
Percentage of net sales 49.7% 36.0%
Product development (thousands) $ 49,488 (14.6)% $ 57,937
Percentage of net sales 20.2% 18.3%
General and administrative (thousands) $ 21,222 10.6% $ 19,193
Percentage of net sales 8.7% 6.1%
Total operating expenses (thousands) $192457 0.9% $190,786
Percentage of net sales 78.5% 60.4%

Sales and marketing expenses increased by $8.1 million in the first quarter of fiscal 2001 compared to the same period
of fiscal 2000. Sales and marketing expenses fluctuate in any given period due to timing of product promotions,
advertising or other discretionary expenses. Also, beginning in the second half of fiscal 2000 and continuing in fiscal
2001, the Company increased its sales and marketing expenditures, where appropriate, in an effort to focus on
improving future sales growth. The increased expenditures included costs for advertising and promotion, as well as
sales force training. Increased expenditures and lower sales during fiscal 2001 caused sales and marketing expenses
as a percentage of salesto increase.

Product development expenses decreased $8.4 million in the first quarter of fiscal 2001 compared to the same period of
fiscal 2000 due primarily to decreased headcount as a result of the restructuring in the fourth quarter of fiscal 2000.
Product development expenses increased as a percentage of net sales in the first quarter of 2001 due to lower sales
levels.

General and administrative expenses increased $2.0 million during the first quarter of fiscal 2001 compared to the first
quarter of fiscal 2000. The increase was primarily due to costs incurred for the formation of Volera, the Company’s
new internet content subsidiary, offset somewhat by lower operating costs from decreased headcount as a result of
the restructuring in the fourth quarter of fiscal 2000. Decreased sales levels in fiscal 2001 caused general and
administrative expenses as a percentage of sales to increase in the first quarter of fiscal 2001 compared to the same
period of fiscal 2000.

Restructuring
During the fourth quarter of fiscal 2000, the Company recorded a restructuring charge of approximately $48 million as

aresult of the Company’s plan to change its business strategy to address changes in the market due to technol ogy
changes, customer demands, and methods of distribution. Specific actions taken included reducing the Company’s
workforce worldwide by approximately 700 employees (approximately 13%), consolidating facilities and disposing of
excess fixed assets, abandoning and writing off technol ogies that no longer fit within the Company’s new strategy,
discontinuing unprofitable products and closing offices in unprofitable locations. The following table summarizes the
restructuring costs and activities as of the first quarter of fiscal 2001.

Balance at Balance at
October 31, Cash Non-Cash January 31,
2000 Payments Charges 2001
(Amountsin thousands)

Severance and benefits $ 6139 $ (3505 - $ 2634
Abandoned technology 286 - - 286
Redundant facilities and fixed assets 4,726 (261) (474) 3991
Other restructuring related costs 2,616 (671) - 1945

$ 1376r  $ (443) $ (4719  $ 8856
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Asof January 31, 2001, the remaining portion of the restructuring charge included in accrued liabilities related to
severance and benefits, abandoned technology, and other restructuring related costs will be paid during fiscal 2001.
Amountsrelated to redundant facilities will be paid over the respective remaining lease terms.

Q12001 Change Q1 2000

Employees at end of period 4,794 (10.2)% 5,338
Annualized revenue per average employee

(thousands) $ 202 (14.00% $ 235
Annualized net income per average employee,

before accounting change (thousands) $ 27 (91.9% $ 333

Headcount decreased from the first quarter of 2000 to the first quarter of 2001, primarily due to the reductionin force
that occurred during the fourth quarter of fiscal 2000 as a part of the restructuring.

Other Income, Net

Q12001 Change Q1 2000
Other income, net (thousands) $17,831 13.3% $15,741
Percentage of net sales 7.3% 50%

The primary component of other income, net isinvestment income, which was $17.3 million in the first quarter of fiscal
2001 compared to $17.6 million in the first quarter of fiscal 2000. The Company realized capital losses of $2.8 million
and realized capital gains of $6.4 million during the first three months of fiscal 2001, compared to realized capital
losses of $0.9 million and realized capital gains were $6.7 million during the same period of fiscal 2000. First quarter
2001 realized lossesincluded a $2.6 million impairment loss on one of the Company’ s short-term investments.

Income Taxes
Q12001 Change Q1 2000
Income taxes (thousands) $ 1273 (92.7)% $ 17,436
Percentage of net sales 0.5% 5.5%
Effective tax rate 28.0% 28.0%

The effective tax rate for fiscal 2001, before cumulative effect of accounting change, is estimated to be 28%, the same
asfisca 2000.

Net Income (L oss) and Net Income (L oss) Per Share

(dollarsin thousands, except per share data) Q12001 Change Q1 2000
Income before accounting change $ 3274 (92.7)% $ 44,835
Percentage of net sales 1.3% 14.2%
Net income (loss) $ (7,774) (117.3)% $ 44,835
Percentage of net sales (3.2% 14.2%
Income per share, before accounting change —

basic $ o001 $ 014
Net income (loss) per share - basic $ (002 $ 014
Income per share, before accounting change -

diluted $ o001 $ 013
Net income (loss) per share - diluted $ (002 $ 013
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Liquidity and Capital Resources

Q12001 Change Q4 2000
Cash and short-term investments (thousands) $655,449 (6.1)% $698,193
Percentage of total assets 39.8% 40.8%

Cash and short-term investments decreased by $42.7 million to $655.4 million at January 31, 2001, down from $698.2
million at October 31, 2000. During the first three months of fiscal 2001, cash and short-term investments decreased
primarily due to cash outflows of $64.9 million for the repurchase of common stock, $40.0 million for net purchases of
long-term investments and other long-term investing activities and $7.3 million to purchase property, plant and
equipment. These cash outflows were offset by $65.2 million provided from operating activities and $4.3 million from
the issuance of common stock.

The Company’ sinvestment portfolio is diversified among security types, industry groups, and individual issuers. To
achieve potentially higher returns, a portion of the Company’ sinvestment portfolio isinvested in equity securities
and mutual funds, which incur market risk. The Company’sinvestment portfolio includes equity securities with gross
unrealized gains of $9.7 million and gross unrealized losses of $109.0 million as of January 31, 2001. Included in the
Company’ s unrealized losses at January 31, 2001 were the Company’ sinvestmentsin marchFIRST, Inc., which had
unrealized losses of $91.0 million, Entrust, which had unrealized losses of $7.6 million, and Caldera, which had
unrealized losses of $1.8 million. Because of the decline in the stock price of these investments, the Company is
monitoring their status and will record alossif their decline is other than temporary. No other individual security had
material unrealized losses as of the end of the first quarter 2001.

The Company's principal source of liquidity has been from operations. At January 31, 2001, the Company's principal

unused sources of liquidity consisted of cash and short-term investments and available borrowing capacity of

approximately $18 million under its credit facilities. The Company's liquidity needs are principally for the Company's

financing of accounts receivable, capital assets, strategic investments, product development and flexibility in a
dynamic and competitive operating environment.

During the first three months of fiscal 2001, the Company continued to generate cash from operations. The Company
anticipates being able to fund its current operations and planned capital expendituresfor the foreseeable future with
existing cash and short-term investments together with internally generated funds. The Company believes that
borrowings under the Company’ s credit facilities or public offerings of equity or debt securities are available if the
need arises. 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. Capital expendituresin fiscal
2001 are anticipated to be approximately $65 million, but could be reduced if the growth of the Company islessthan
presently anticipated. The Company also intends to commit an additional $60 million during fiscal 2001 to venture
capital funds.

During the fourth quarter of fiscal 2000, the Board of Directors authorized the use of up to $500 million for the
repurchase of additional outstanding shares of the Company’s common stock through October 31, 2001. As of
January 31, 2001, $82.4 million had been spent to repurchase 12.4 million shares under this plan at an average price of
$6.67 per share.

Subsequent Events

On March 12, 2001, the Company announced that they had entered into a definitive agreement to acquire Cambridge
Technology Partners, Inc., aglobal information technology services and eSolutions provider. Novell will exchange
.668 shares of its common stock for every outstanding share of Cambridge. The transactionisvalued at
approximately $266 million, based on the March 9,2001 closing price of $6.06 per share. The acquisition will be
accounted for as a purchase and is expected to be complete during the third quarter of fiscal 2001.
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Upon closing, Novell Board member Jack Messman, who is aso the president and chief executive officer of
Cambridge, will assumethe role of chief executive officer at Novell. Eric Schmidt will continue as chairman of the
board of directors of Novell and will assume the role of chief strategist of the Company.

Risk Factors Affecting Future Results of Operations

The Company’ s future results of operationsinvolve anumber of risks and uncertainties. Among the factors that
could cause actual resultsto differ materially from historical results are the following: business conditions and the
general economy; competitive factors, such asrival operating systems, directories and applications; acceptance of
new products and price pressures; availability of third-party compatible products at below market prices; risk of
nonpayment of accounts or notes receivable; risks associated with foreign operations; risk of product line or
inventory obsol escence due to shiftsin technol ogies or market demand; timing of software product introductions;
market fluctuations of investment securities; and litigation.

Other factors may also adversely affect the Company’ s earnings and stock price, including but not limited to:
« competition for qualified employees

« competition from competitors

 delaysintheintroduction of new products

« success of new products or technologies

 stock market fluctuations unrelated to Company performance

Our Financial Results May Vary

The Company often experiences a higher volume of sales at the end of the quarter and during the fourth quarter.
Because of this, fixed coststhat are out of line with sales levels may not be detected until late in any given quarter.
Asaresult, results of operations could be adversely affected, and even produce aloss.

Operating results have been and may also be affected by other factorsincluding, but not limited to:

« timing of ordersfrom customers and shipments to customers

« product mix, ashift from higher margin products, such aslicensing, to lower margin products or services, such as
boxed products

« delaysor problemswith our fulfillment agents

« impact of foreign currency exchange rates on the price of our productsin international locations

« our inability to respond to the decline in sales through the distribution channel

« our inability to derive benefits from the restructuring and new corporate strategy

We Face Intense Competition for Attracting and Retaining Qualified Personne in the Computer Industry

The ahility of the Company to maintain its competitive technological position will depend, inlarge part, on its ability
to attract and retain highly qualified development and managerial personnel. Competition for such personnel is
intense and thereis arisk of departure due to the competitive environment in the software industry. Theloss of a
significant group of key personnel would adversely affect the Company’ s performance. Over the past year, the
Company has lost several of itsvice presidents. The failure to successfully promote and hire suitable replacementsin
atimely manner could have amaterial adverse effect on the Company’s business.

We competein the highly competitive market for computer software

Novell believesthat the principal competitive factors are technical innovation to meet dynamic market needs,
marketing strength, system/performance, customer service and support, reliability, ease of use, security, and
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price/performance.

The market for computer software remains competitive due to such factors as Microsoft’ s presence in all sectors of
the software business. The Company does not have the product breadth and market power of Microsoft. Microsoft’'s
ability to ship networking products with features and functionality that are competitive with Novell, together with its
ability to offer incentives to customers to purchase certain productsin order to obtain favorable sales terms or
necessary compatibility or information with respect to other products, may significantly inhibit the Company’s ability
to grow its business. In addition, as Microsoft creates new operating systems and applications, there can be no
assurance that Novell will be able to ensure that its products will be compatible with those of Microsoft.

Additionally, the Company may face competition from other industry companies, which could introduce competitive
products. If any of these competing products achieves market acceptance, Novell’ s business and results of
operations could be materially adversely affected.

We Have Experienced Ddaysin the Introduction of New Products Due to Various Factors

Asiscommon in the computer software industry, Novell has experienced delays in the introduction of new products
due to: the complexity of software products, the need for extensive testing of software to ensure compatibility of new
releases with awide variety of application software and hardware devices, and the need to “ debug” products prior to
extensive distribution. Significant delays in devel oping, completing or shipping new or enhanced products would
adversely affect the Company.

Moreover, the Company may experience delays in market acceptance of new releases of its products as the Company
engages in marketing and education of the user base regarding the advantages and system requirements for the new
products and as customers eval uate the advantages and disadvantages of upgrading. The Company has
encountered these issues on each major new release of its products, and expectsthat it will encounter such issuesin
the future. Novell’ s ahility to achieve desired levels of sales growth depends at least in part on the successful
completion, introduction and sale of new versions of its products. There can be no assurance that the Company will
be ableto respond effectively to technological changes or new product announcements by others, or that the
Company'’s research and development efforts will be successful. Should Novell experience material delays or sales
shortfalls with respect to new product rel eases, the Company’ s sales and net income could be adversely affected.

We May Naot Be Successful at Introducing New Technologies

Another goal of the Company is to achieve widespread acceptance and adoption of Novell’s Net Services and e-
solutions products, Directory Services (NDS), and the products and applications that take advantage of directory
services. The Company’ s ability to achieve success with its Net Services and NDS solutionsis dependent on a
number of factorsincluding but not limited to the following: development of key Net Services and directory products
and upgrades, the acceptance of those products by large industry partners, the marketing of those products through
appropriate channels of distribution, and the acceptance of those products in major accounts. The Company has only
had limited success in introducing new technologies and there can be no assurance of success with Net Services or
NDS solutions.

Our Bxiging Product Sales May Deteriorate More Rapidly than Sales of Our New Products Increase
The Company has several existing products, which it has been selling and upgrading for many years. Technology
shifts or competition could occur causing sales of these products to decline at afaster rate than the Company is able

to increase sales of new products or technol ogies.

We Face Productivity and Financial Risks Due To The Power CridsIn California
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The Company conducts operationsin San Jose, California, which is currently experiencing an energy crisis. If the
state of Californiais not able to remedy this problem, the Company could suffer work stoppages, oss of data, and/or
higher operating costs due to significantly higher utility costs.

We Face Risks from Our International Operations

The Company has sales officesin countries worldwide. It also has significant operationsin Ireland and Japan, and
conducts product development in India. International operations are subject to inherent risksincluding, but not
limited to: fluctuating currency exchangerates, longer payment cycles, difficulties in managing multiple offshore
operations, increased tariffs and duties, price controls, restrictions on foreign currencies, trade barriers, and political
unrest. These factors could have amaterial impact on our financial condition in the future.

Our Long-termand Venture Capital Fund Investments Could Become Impaired

Included in the Company’ sinvestment portfolio are investments made for strategic business purposes, such as
marchFIRST, and investments through the Novell Venture Fund. Novell Venture Fund investments are in private
companies, generally small capitalization stocks in the high-technology industry sector, and funds managed by
venture capitalists. The value of these investments is dependent on the performance, successful acquisition, and/or
initial public offering of theinvestees. Some or al of these investments could become permanently impaired in the
future requiring the Company to record investment | osses.

Our Sock Price Wi Fluctuate

The Company’ s future earnings and stock price could be subject to significant volatility, particularly on aquarterly
basis. Due to analysts' expectations of continued growth, any such shortfall in earnings can be expected to have an
immediate and significant adverse effect on the trading price of Novell’s Common Stock in any given period. Revenue
fluctuations may also contribute to the volatility of the trading price of Novell Common Stock in any given period.

In addition, the market prices for securities of software companies have been very volatile recently and historically
they have also shown to be volatile aswell. The market price of Novell Common Stock, in particular, has been subject
to widefluctuationsin the past. Asaresult of the foregoing factors and other factorsthat may arise in the future, the
market price of Novell’s Common Stock may be subject to significant fluctuations within a short period of time. These
fluctuations may be due to factors specific to the Company, to changesin analysts’ earnings estimates, or to factors
affecting the computer industry or the securities marketsin general.

Novell believesthat it has the product offerings, facilities, personnel, and competitive and financial resources for

continued business success, but future revenues, costs, margins, product mix, and profitsare all influenced by a
number of factors, such as those discussed above.
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Item 3. Qualitative and Quantitative Disclosures About Market Risk

The Company is exposed to financial market risks, including changesin interest rates, foreign currency exchange
rates and marketabl e equity security prices. To mitigate some of these risks, the Company utilizes currency forward
contracts and currency options. The Company does not use derivative financial instruments for speculative or
trading purposes, and no derivative financial instruments were outstanding at January 31, 2001.

Interest Rate Risk

The primary objective of the Company’sinvestment activitiesisto preserve principal while maximizing yields without
significantly increasing risk. Thisisaccomplished by investing in widely diversified short-term investments,
consisting primarily of investment grade securities, substantially all of which either mature within the next 12 months
or have characteristics of short-term investments. A hypothetical 50 basis point increase in interest rates would result
in an approximate $5.1 million decrease (approximately 1%) in the fair value of the Company’ s available-for-sale
securities.

Market Risk

The Company also holds available-for-sale equity securitiesin its short-term investment portfolio. As of January 31,
2001, unrealized losses on short-term public equity securities totaled $8.3 million, which pertained primarily to the
Company’ sinvestmentsin Entrust ($7.6 million) and Caldera ($1.8 million). A 10% adverse changein prices of these
short-term equity securities would result in an approximate $3 million decrease in the fair value of the Company’s
short-term investments.

In addition, the Company investsin long-term equity securities and venture capital funds, included inits portfolio of
investments, for the promotion of business and strategic objectives. Theinvestments are generally in small
capitalization stocksin the high-technology industry sector, both public and private. Because of the nature of these
investments, the Company is exposed to equity price risks. The Company typically does not attempt to reduce or
eliminate its market exposure on these securities. As of January 31, 2001, unrealized |osses on long-term public equity
securities totaled $91.0 million, which pertained to the Company’ s investment in marchFIRST. A 10% adverse change
in equity prices of long-term equity securities, including those held in the venture capital funds, would result in an
approximate $14 million decrease in the fair value of the Company’slong-term equity security and venture capital
investments.

Foreign Currency Risk

The Company hedges currency risks of investments denominated in foreign currencies with currency forward
contracts. Gains and losses on these foreign currency investments would generally be offset by corresponding
losses and gains on the related hedging instruments, resulting in negligible net exposure to the Company. A
substantial majority of the Company’ s revenue, expense and capital purchasing activities are transacted in U.S.
dollars. However, the Company does enter into transactions in other currencies, primarily Japanese yen and certain
other Asian and European currencies. To protect against reductionsin value and the volatility of future cash flows
caused by changesin foreign exchange rates, the Company has established bal ance sheet hedging programs.
Currency forward contracts and currency options are utilized in these hedging programs. The Company’ s hedging
programs reduce, but do not always entirely eliminate, the impact of foreign currency exchange rate movements. If the
Company did not hedge against foreign currency exchange rate movement, an adverse change of 10% in exchange
rates would result in a decline in income before taxes of approximately $6 million.

All of the potential changes noted above are based on sensitivity analyses performed on the Company’ s financial
position at January 31, 2001. Actual results may differ materially.
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Part I1. Other Information

Except aslisted below, all information required by itemsin Part 11 is omitted because the items are inapplicable or the
answer is negative.

Item 1. Legal Proceedings.

The information required by this item is incorporated herein by reference to Footnote G of the Company’s financial
statements contained in Part 1, Item 1 of this Form 10-Q.

Item 6. Exhibitsand Reportson Form 8-K.

(a) Exhibits

Exhibit

Number Description
None

(b) Reportson Form 8-K.

Notice of Novell’'s scheduled report of fourth quarter results and related conference call to be held on November
21, 2000, asfiled on November 8, 2000 under Item 5.

Announcement of the formation of Novell’ s Executive Management Group, as filed on November 13, 2000 under
Item 5.

*Filed herewith.
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SGNATURES

Pursuant to the requirements of the Securities and 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: March 15, 2001 /s/ DennisR. Raney
DennisR. Raney
Chief Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)
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