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Part 1. Financial Information
Item 1. Financial Statements

NOVELL, INC.
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share and per share data)

July 31, October 31,
2005 2004
(unaudited)
ASSETS
CUTTEINE BSSEES: ...ttt ettt ettt bbbt h e b bk b st h £ e b et e b e b eb £ 8o h e b e s £ 14 Ao H e s e b £ b e b £ 4o s A b s £ e bt e b e b e s e b e b bt ne e bt nb e bt et eb bbb e a b e b
Cash and CASH EQUIVAIENTS ..ottt ettt ettt s st e et s ettt e bt et s s eses $ 985,830 $ 434,404
SNOTT-LEII INVESIMENTS ...ttt bbbt b bt E b bt e bbb bbbt bbbttt 618,461 777,063
Receivables (net of allowances of $15,124 and $24,396 at July 31, 2005 and October 31, 2004, respectively) .............. 255,426 269,431
PrEDAIA EX[PENSES. .. . eueieeeteteseisie ettt sttt ettt ettt e bt eses et e et e b e s e st e e b s e b e R et e b e R b e Rt e R £ R R ARt R ke R R et ekt et r ettt bt nn 33,399 25,190
OBNEE CUITEINT BSSEES ....vtutittetete ittt ettt bttt b sttt bbb bbb h £t H b h bbb s e bbb h et b bbbttt b bt 25,095 28,846
TOLAI CUITENT BSSEES ...ttt ettt b bt E bbb bbbt b bbbt e bbbt b b 1,918,211 1,534,934
Property, plant and EQUIPIMENT, NEL........coiiiieiiteie ettt bbbt e bbb b e e e b bR st s b bbbttt eb et bt an 211,729 231,468
LONG-LEIM INVESTIMENTS ...ttt bbb bbb bbbttt 56,490 55,986
GOOAWIIT ..o R 395,379 391,088
INEANGIDIE BSSEES, MEL ... ...ttt ettt bbbt b bt s e £ b b s e R e e e b e b e Rt R E s b e b e b e b £ £ s £ b b e b e bt £ et b e b b et bbb et ebe e nn 61,715 48,616
Deferred income taxes 630 —
OENEE BSSEES ...ttt b bbbt eh bbb h b bR h bR bbbt 27,098 29,456
TOTAI ASSELS ...vuvte et bbb R bbbt $ 2,671,252 $ 2,291,548
LIABILITIES, REDEEMABLE SECURITIES AND STOCKHOLDERS’ EQUITY
CUITENE HADIIITIES: ...ttt ettt ettt b e e s e e e b bR e e e £ b ek e b et e e b e b e s e s e e s e e ek e s e s et et s et e s e et ss et ebenin
ACCOUNES PAYADIE ... cvveiirieeteieteie ittt ettt r e e et se s e s e e e s s e s e e e e s e b e R e e e s e s e b e s e s e e st s e R e R e e e et eset e e e s s ntenennneas $ 48,660 $ 55,956
ACCTUEA COMPENSALION ...tttk b st b bbb et b b s b bbb s £ bbbt h £ e bbb st b e bbbt b bbb e 101,195 126,612
Other 8CCTUBH HADTIIEIES.......c.cviiiiiiice bbbttt 96,360 98,983
INCOME TAXES PAYADIE. ... .ttt ettt ettt s et se ettt ese et s e s e R e s e a et e s e s e s e e et seseb e e e s e s nteneennas 52,855 37,077
DETEITEA FEVENUE ...ttt bbb bbb bbbt bbbt b bbbt b bbbt ettt 365,365 374,186
TOtal CUITENt HIADIIITIES ... .cveeeieee bbbttt bbb 664,435 692,814
DEFEITEA INCOME TAXES ...ttt bbbt bbb £ e b b e bR £ £ £ e bbb e Rt e£ £ b e b e b e Rt R £ b e e e b e b e Rt e e e e bk eb b et et et st ebebe e an e 4,065 3,855
Senior CONVEILIDIE HEBDENTUIES .........c.ouiiiiiiic bbbttt 600,000 600,000
TOTAL HADTIITIES ...t bbbt bbbt 1,268,500 1,296,669
L LT YT (=T =1 £ TSRS 6,308 6,515
REAEEMADIE SECUTTIES: ....vvttiiii ettt bbb bbb b bbbttt
Series B preferred stock, $.10 par value, Authorized — 1,000 shares; Issued —1,000 shares; Outstanding — 500
shares at July 31, 2005 and October 31, 2004 (at redemption VAlUE)........cccoueirirurireirininiecenisieee s 25,000 25,000
SEOCKNOIABIS” BOUILY: ....veviaietetete ettt bbbt bbbkttt b b s e e bbb E £ 1€ £ bbb e £ b e b b e R e e e £ e b e b e b eb et et b b e b b e et sn bt nan
Series A preferred stock, $.10 par value, Authorized — 499,000 shares; N0 shares iSSUEd..........cccourvrverrerirerirreierererennns — —
Common stock, par value $.10 per share, Authorized — 600,000,000 shares; Issued — 396,723,471 and 393,061,385
shares; Outstanding — 381,544,833 and 377,874,351 shares at July 31, 2005 and October 31, 2004, respectively.. 39,672 39,306
Additional PAI-IN CAPITAL .......cveveieiiieieieeie et se et e e e e s e b e ses e e et esesese e s e beset e e e s s esenernneas 462,889 431,102
Treasury stock, at cost — 15,178,638 and 15,187,034 shares at July 31, 2005 and October 31, 2004, respectively ....... (124,920) (124,989)
RELAINET BAIMINGS. ...ttt ettt b bttt bbb s £ b b e b b2 £ £ b b e b e b e e b £ e b b e R e R e e b ek b e b et et bt e b e b et bbb ebenas 989,150 607,851
Accumulated other comprehensive income .. 7,239 16,180
Unearned StOCK COMPENSALION .......c.euiiiieiiteiiii ettt ettt bbbt b ettt b bbb bbbt (2,586) (6,086)
TOtal SLOCKNOIUBIS™ EOUILY .....eueieetetctieiisete bbbttt 1,371,444 963,364
Total liabilities, redeemable securities, and StoCKNOIAErS” QUILY .........covovreveiciiiiicer s $ 2,671,252  $ 2,291,548

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



NOVELL, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except per share data)

Three Months Ended

July 31, July 31,
2005 2004
(unaudited)
I L £ =T o 11T USSR
SOTEWWAIE [ICEBNSES. ...ttt ettt ettt ettt ettt et e b e st e st e st e st e et e s st e st e se e st e sbesresbesreenssresseanes $ 45628 $ 57,024
MaAINTENANCE ANT SEIVICES. ... veeieveiirieitre et e ettt eteeete e st e e ette e sabeeetee e stbeesbeeesteeesbeeesbeeesbeeesbeeeareessrens 244 586 247 573
TOLAl NEE FEVENUE ...ttt ettt ettt sttt s sbt e ba e b e e be et e erbesraesbeesbeesren 290,214 304,597
(101 o) I C1Y/=] 10 ( R
10 AT =T Lo TSR 4,475 5,613
MaAINTENANCE ANG SEIVICES. ... veeiuveiireecre et e et ete e ettt e s e e et e e stbe e st e e stbe e ebeeestbeesbeeesbeeesseeesbeeenreessrens 101,534 98,343
TOtAl COSE OF FEVENUE ....c.veive ettt sttt b e ebe b e b e tbe s raesbeesbeesre 106,009 103,956
L (0TI o o) | USSR 184,205 200,641
O PTALING EXPBNSES: ...ttt ittt eteeseestetesbesbesbe bt e st e st e seeee e besbeebeebeeRees e e s e beebeebeebeebeeb e e neenbeneeebesbeabeabeeneens
Sales AN MATKELING .....oviieicc et e et e b s re st e besbeereeneenes 93,464 91,660
ProducCt AEVEIOPIMENL.........ccuiieiicece ettt et e e e e e e besbesresreeneereeneens 48,655 48,390
General and adMINISTIALIVE........cvciiiieie e s rae b e sbe e sbe e beebeenbe e 31,788 28,729
RESITUCLUNING EXPEINSES. .. e veteieeeteeseesiesiestestesteereeees e stestestesseaseaseeseesaessesbesseasaaseeneeseesseseessessenseens 9,375 9,250
Total OPErating EXPENSES ....o.veueiririeieite ettt ettt sttt et b e e sb et b e eneanes 183,282 178,029
INCOME TrOM OPEIALIONS .....c.viiviiiiiie ettt sttt e et e se et e st e e beebeeseeseeseesbesbesrestaaneeneas 923 22,612
(01 0Lt T ool ] 0TI (D 0L ST PR R
INVESTMENT INCOMIE ...vviiieiec ettt ettt e et e et e e be e e st e s e ebeeabesabesasbesebeesnbesanbeesabeeas 11,515 8,128
IMPAIrMENTt OF INVESIMENTS......ciiiiiiii bbb (683) (552)
Oher EXPENSES, NEL ...ttt ettt e e bbbt e e sb e sb e b e b ebe st e eneeneeneneas (1,574) (1,394)
Total Other INCOME, NBL....ccviiiriicie ettt e e s raesraesbeesre s 9,258 6,182
INCOME DEFOIE INCOME LAXES ..veevviiitie ettt ettt et ett e e s ree e sat e e s ba e e eba e e sbeeeebaeesbeeebeeesbesanbesaans 10,181 28,794
INCOME TBX BXPEINISE. .. tieiteitee ettt st sttt ettt ettt et s et e st e st e e be e te e st e ebe e ebeeebeenbeembesbeenbeenbeesbenbeesbeenbeeneens 8,041 5,389
NN =T T (o1 04T $ 2,140 $ 23,405
Net income available to common stockholders — DaSIC ..........ccceevveiiiiriciiccecece e $ 1,994 $ 23,216
Net income available to common stockholders — diluted ............ocvveeeiiiii i $ 1910 $ 23,886
Weighted-average shares outstanding — DASIC .......c.cccieiiiiiieie e 380,242 383,400
Weighted-average shares outstanding — dilUted.............ccceiiiiiiiiieicic e 385,377 414,191
Net income per share available to common stockholders — basiC..........ccceveverevieniniie s $ 001 $ 0.06
Net income per share available to common stockholders — diluted ............cccooveieieninieinnineeen, $ 000 $ 0.06

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



NOVELL, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except per share data)

Nine Months Ended

July 31, July 31,
2005 2004
(unaudited)
BT TBVENUR: ...ttt a Rt e Rt e r e et st n s e s r e nr e e nne e n e nnes
SOTEWAIE THCENSES ...ttt ettt sttt sttt ettt st et e st s st et e s bt et e et et ese e st e st e sbe et e sseesteseeesats $ 135692 $ 172,043
MAINTENANCE ANT SEIVICES ...evvieievee it ettt ettt ette e st ebt e st e e e sbe e e st eeeebes s sbaeebesssbeeenbessbesanrenas 741,701 693,217
TOAl NEE FEVENUE ...ttt bbbt ens 877,393 865,260
COSE OF TBVEINUE: .....c.ti ettt et e s b e b e et e bt e sbe e be et e s sbesbeesbeesbeesbeesbeensesasesbeeabeebeenteans
SOTIWAIE TICBNSES ...cvviiierei ettt e e st e et e e sb e e sbe e e sbb e e sbe e e sba e e beeesbeeabeeesbesareesaras 13,970 16,621
MAINTENANCE ANT SEIVICES ...cvveeieveeierie ettt ettt ete e stre et e e s b e e sbe e e st e e e ebes s sbeeebesssbasenbessbesanrenas 321,431 288,653
TOtal COSE OF FEVENUE .....c.iviieiiecee ettt 335,401 305,274
LC] 0TIy ] (0] 1| SRR 541,992 559,986
Operating (INCOME) EXPEINSES: ....c.ueruerueereeeetertestestessesteaseeseeseesteseeaaeaseaseaseessessesbesbesbesbeeseeneanseseenseneees
Sales AN MAFKELING .....ccviiiie et s re st e te b e te e e eneesrenes 288,420 268,534
Product deVEIOPMENT ......c..oiiiiiiie e sttt sb et e e s besbeebe e e e e eaeseens 146,832 149,161
General and adMINISLIALIVE ......viiieiiiieiie ettt b e b seereas 90,168 79,201
RESIIUCLUNING EXPEINSES ....vvvvereenietestestesreereeseesteseestestesseaseseesseseessessessessesseesseseessessessesseseaeesenns 21,155 13,987
Acquired in-process research and development.........cccvvvvirieiiecic s 480 —
Gain on sale of property, plant and eqQUIPMENT .........ccovvreii i (1,589) (2,977)
Gain on settlement of potential [itigatioN...........ccoeiiiiiiiiire e (447,560) —
TOtal OPErating EXPENSES ...c.uveuiieeie et sie st et ee e ettt st st e e e et e besbesbesbe bt sbe e e aneeneens 97,906 508,906
INCOME TIOM OPEIALIONS. .....eiuieeieiiie ettt sttt e e sae b e saesresreeneeneeeenes 444,086 51,080
OtNEr INCOME (EXPBNSE) .. teeueeute sttt ettt ese et be bt sb e be bt ebe et e s besbeeb e s ke ebeebeeseeseeseeabesbesbenbeaneebe e e eneees
INVESTMENT INCOME ...t bbbttt sb bt bbbt e e seenn et e 31,208 16,000
IMPAIrMENt OF INVESIMENTS. ..o bbb e (2,613) (2,448)
OLhEr BXPENSES, NBL...iviitieieieeie ettt e et e e et e st et e see st e s tesaeesee e e b e seesbesteaneenaeseenes (6,847) (4,518)
Total Other INCOME, NMEL.......i ittt e e sbe e sbe e e ebe e e ereeebee s 21,748 9,034
INCOME DETOIE INCOME TAXES ... ..o ittt e bbb se bbbt n e 465,834 60,114
INCOME TAX BXPEINSE «..teiiiieitiee st site ettt st e sttt e e st s bt e e st bt e s b b e e s bt e e s R b e e sb b e e sb b e e nbbe e sbbeesbbe e s bbeenabe e baeenbee et 84,160 16,191
NN LT AT 0] o TSP $ 381674 $ 43923
Net income available to common StocKhOIAEIS — DASIC........c.ccocviiiiiiiiiieie e $ 377312 $ 17,952
Net income available to common stockholders — diluted ..o, $ 381539 $ 17,952
Weighted-average shares outstanding — DASIC .........cccvivireieriie e 378,573 382,678
Weighted-average shares outstanding — diluted ...........ccooveierenene s 435,820 393,758
Net income per share available to common stockholders — basiC............ccoovveviiiienininiceee e, $ 1.00 $ 0.05
Net income per share available to common stockholders — diluted.............ocoiiiiiniiiice e, $ 088 $ 0.05

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



NOVELL, INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(amounts in thousands)

Nine Months Ended

July 31, July 31,
2005 2004
(unaudited)
Cash flows from operating activities
I T=T AT 1o 0T $ 381674 $ 43,923
Adjustments to reconcile net income to net cash provided by operating activities:.................
Depreciation and amOortization ...........c.ccoeviiiieiineee e 42,308 38,956
Decrease in accounts receivable alloWanCes ..o (9,352) (1,843)
Tax benefit from StOCK PIANS .........ooiiii e 16,166 —
Utilization of previously reserved acquired net operating [0SSeS .........ccceveveverviecnnnne. 29,600 —
Gain on sale of property, plant and eqQUIPMENT............ccciveiieiieie i (1,589) (1,977)
Impairment of investments, Net 0f GaINS .........ccccvviv i 1,108 2,448
Acquired in-process research and devVelopmEeNt ..........ccocvevevereviese s 480 —
Changes in current assets and liabilities, excluding the effect of acquisitions: ..............
RECEIVADIES ..ot 24,628 648
PrEPaitd EXPENSES . ..c.veuieterteiete sttt sttt sttt bttt ettt (8,209) (6,735)
Other CUITENT ASSELS.....cuveeiieiiieectie e et etee e etee et eree et ete e s re e sab e srbeesbte e sreeesaee s 3,873 269
Deferred INCOME TAXES ....oiviiviiiiieirieee et (630) (17,310)
ACCOUNES PAYADIE ...t e (7,720) (4,413)
ACCIUEH HADTITIES ... e (20,949) 7,092
DETEITEA FBVENUE. .......i ittt sb bbb (9,240) 6,536
Net cash provided by operating actiVities...........ccocvvvrerrieninnieneienee, 442,148 67,594
Cash flows from financing activities
Issuance of senior convertible debeNtUIES...........cooiiiiriiii e — 600,000
Payment of issuance costs on senior convertible debentures...........c.cooevveiieinieie s — (14,850)
Issuance of Series B preferred StOCK ........cciiviiiiiiicie i e — 50,000
Payment of cash dividends on Series B preferred StoCK ..........ccccceveiiieiinieiecieiese e (375) (291)
Issuance of COMMON STOCK, NEL ........ciiiiiiiriiiice e 16,035 47,983
Repurchases of common stock, held in treasury ..........ccocvvvviiciecicrc e — (125,000)
Net cash provided by financing activities..........cccoeviiiiiieniiiieiccc e, 15,660 557,842
Cash flows from investing activities
Purchases of property, plant and eqQUIPMENT ..........ccoviieierieiere e (20,168) (19,524)
Proceeds from the sale of property, plant and equUIpPMENt...........ccocvviviieieercre s 10,421 2,140
Purchases of Short-term INVESIMENTS........ccvirviiriiise e nne (798,735) (663,679)
Maturities of ShOrt-tErM INVESTMENTS ......ccvei it eare s 287,614 127,069
Sales Of ShOrt-termM INVESIMENTS ......ccviiiie et 664,913 343,096
Cash paid for acquisitions of Tally Systems and Immunix, net of cash acquired.................... (33,829) —
Cash paid for acquisitions of SUSE and Salmon, net of cash acquired ...........c.ccooeviiiienenn. — (205,620)
Purchase of intangible @SSELS .......oeieiiiieie e e (15,500) —
Proceeds from the sale of long-term iNVESIMENtS ..o 2,405 —
L@ ] 11 OSSPSR (3,503) (2,212)
Net cash provided by (used in) investing activitieS.........cccccevveverivrivvnrennnn. 93,618 (418,730)
Total increase in cash and cash eQUIVAIENES ...........cooiiiiiiiiiii s 551,426 206,706
Cash and cash equivalents — beginning of PEriod...........cociiiiiiiiiiiie e 434,404 366,932
Cash and cash equivalents — end Of PEFIOU.........ccviveieiercie e $ 985830 $ 573,638

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



NOVELL, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
July 31, 2005

A. Quarterly Financial Statements

The interim consolidated financial statements as of July 31, 2005 and for the three and nine months ended July 31,
2005 and 2004 were prepared by Novell, Inc. (“Novell”) pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC™) for interim financial reporting. The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ materially from those
estimates. The accompanying unaudited consolidated financial statements have been prepared in accordance with the
instructions to Form 10-Q but do not include all of the information and notes required by accounting principles generally
accepted in the United States and should, therefore, be read in conjunction with our fiscal 2004 Annual Report on Form 10-
K. These financial statements are unaudited and include all normal recurring adjustments that we believe are necessary for a
fair statement of the financial condition and results of operations as of and for these interim periods. The interim operating
results are not necessarily indicative of the results for a full year.

Reclassifications

Certain amounts reported in prior years have been reclassified from what was previously reported to conform to the
current year’s presentation. These reclassifications did not have any impact on net income and net income per share available
to common stockholders.

B. Acquisitions
Tally Systems Corp.

On April 1, 2005, we acquired a 100% interest in Tally Systems Corp. (“Tally”), a privately-held company
headquartered in Lebanon, New Hampshire. Tally provides automated PC hardware and software recognition products and
services used by customers to manage hardware and software assets. This acquisition enables us to enhance our current
ZENworks product offerings. The purchase price was approximately $17.3 million in cash, plus estimated transaction costs
of $0.4 million and excess facility costs of $4.5 million recorded as an acquisition liability. In addition, as a part of the
acquisition, we set up a bonus pool of $0.5 million for Tally employees who satisfy certain criteria. Any bonus payments out
of this pool will be expensed as they are earned.

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

The purchase price was allocated as follows:

Estimated Estimated
Fair Value Useful Life
(In thousands)
Fair value of net tangible assets aCQUITEd ..........ccccviviieeiieieic e $ 587 N/A
Identifiable INtANQIDIE ASSELS: .......viviicieicee e
Developed teChNOIOGY ......cviiiieicc e 3,200 4 years
Contractual relatioNSNIPS ......cvcvee e 1,700 3 years
CUStOMEr relatioNShIPS ...vveveeieicc e 280 3 years
INErNal USE SOTEWANE ....veiveceicecc e 90 3 years
(€000 1TV 1 1 PR 16,308 Indefinite
Total NEt ASSELS ACAUITEM ....vi.vveiieiiieieiisietee ettt e bbb n b $ 22165

The purchase price was allocated to the tangible and identifiable intangible assets and the excess of the total purchase price
over the amounts assigned was recorded as goodwill. We estimated the fair values of the intangible assets. Developed
technology, contractual relationships, customer relationships and internal use software are being amortized over their
estimated useful lives. Goodwill is not amortized but is periodically evaluated for impairment.

Net tangible assets of Tally consisted mainly of cash and cash equivalents, accounts receivable and fixed assets reduced by
accounts payable, deferred revenue and other liabilities.



Developed technology relates to Tally’s products that are commercially available and can be combined with Novell
products and services as well as proprietary technology that could be used in future product releases. To determine the value
of developed technology, the expected future cash flows attributable to the products was discounted to take into account risk
associated with these assets. This resulted in a valuation of approximately $3.2 million related to developed technology,
which had reached technological feasibility.

The valuation of contractual relationships in the amount of $1.7 million, which relates to a contract with an original
equipment manufacturer reseller in Europe, was determined based on estimated discounted future cash flow to be received as
a result of the relationship.

Goodwill from the acquisition resulted from our belief that the asset management products developed by Tally are a
valuable addition to our ZENworks product line and will help us remain competitive in the hardware and software
management products market. The goodwill from the Tally acquisition was allocated to our geographic operating segments
(see Note F).

Immunix, Inc.

On April 27, 2005, we acquired a 100% interest in Immunix, Inc. (“Immunix”), a privately-held company headquartered in
Portland, Oregon, which provides enterprise class, host intrusion prevention solutions for the Linux platform. This
acquisition enables us to expand security offerings on the Linux platform. The purchase price was approximately $17.3
million in cash, plus estimated transaction costs of $0.4 million. In addition, as a part of the acquisition, we set up a bonus
pool of $0.4 million for Immunix employees who satisfy certain criteria. Any bonus payments out of this pool will be
expensed as they are earned.

The purchase price was allocated as follows:

Estimated Estimated
Fair Value Useful Life
(In thousands)
Fair value of net tangible liabilities aSSUME..........ooiiiiiiii i $ (112 N/A
In-process research and deVelOPMENT ..ot e 480 N/A
Identifiable INtANGIDIE ASSELS:......cciiieiiie it e e e e sr b e sreare s
Developed tEChNOIOGY .......cii it resreene s 2,400 3 years
Trademarks/trade NAMES ......vcveieie et e e e sre s re e eneere e e enaeseenaeseesrenns 120 3 years
QR0 (140 LT =] P U0 S T oL 80 1 year
INEEINAI USE SOTEWAIE .. ..veeeeceie ettt e e se e renresrenrs 10 3 years
(7000 111V 71 1 OO 14,676 Indefinite
Total NEt ASSELS ACQUITEM ......veveriictiiietese ettt a bbb ss et b e s b s e st re s $ 17,654

The purchase price was allocated to the tangible and identifiable intangible assets and the excess of the total purchase
price over the amounts assigned was recorded as goodwill. We estimated the fair values of the intangible assets. Developed
technology, trademark/trade names, customer relationships and internal use software are being amortized over their estimated
useful lives. Goodwill is not amortized but is periodically evaluated for impairment.

Net tangible liabilities of Immunix consisted mainly of accounts payable and other liabilities reduced by cash and cash
equivalents, accounts receivable, and fixed assets.

In-process research and development in the amount of $0.5 million pertains to technology that was not technologically
feasible at the date of the acquisition, meaning it had not reached the working model stage, did not contain all of the major
functions planned for the product, and was not ready for initial customer testing. At the acquisition date, Immunix was
working on the next release of its product called AppArmor, which was to be released in September 2005. This future release
had not yet achieved technological feasibility. The in-process research and development was valued based on discounting
estimated future cash flows from the related products. Completion of the development of the future upgrades of these
products is dependent upon our delivery of our Linux applications products and our successful integration of the Immunix
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 upon acquisition.

Developed technology relates to Immunix products that are commercially available and can be combined with Novell
products and services. Discounted expected future cash flows attributable to the products was used to determine the value of
developed technology. This resulted in a valuation of approximately $2.4 million related to developed technology which had
reached technological feasibility.



Goodwill from the acquisition resulted from our belief that the Linux platform security products developed by
Immunix are a valuable addition to our Linux offerings and will help us remain competitive in the Linux market and increase
our Linux revenue. The goodwill from the Immunix acquisition was allocated to our geographic operating segments (see
Note F).

If the Tally and Immunix acquisitions had occurred on November 1, 2003, the unaudited pro forma results of
operations for the three and nine months ended July 31, 2005 and 2004 would have been:

Three months ended Nine months ended
(amounts in thousands) July 31, July 31, July 31, July 31,
2005 2004 2005 2004
REVENUE ...ttt e et e e te e e et e e e e etbe e e e ntee e e ennes $ 290,214 $ 306,046 $ 880,459 $ 870,640
Net income available to common stockholders — diluted ............ccooveeevieieiennee, $ 1,910 $ 23,038 $ 379429 $ 15,883
Net income per share available to common stockholders — diluted..................... $ 0.00 $ 0.06 $ 088 $ 0.05

C. Settlement of Potential Litigation

On November 8, 2004, we entered into an agreement with Microsoft Corporation (“Microsoft”) to settle potential
antitrust litigation related to our NetWare operating system in exchange for $536.0 million in cash. On November 18, 2004,
we received $536.0 million in cash from Microsoft. The financial terms of the settlement agreement, net of related legal fees
of approximately $88.4 million, resulted in a pre-tax gain of approximately $447.6 million in the first quarter of fiscal 2005.

D. Cash, Cash Equivalents, and Short-Term Investments

We consider all investments with an initial term to maturity of three months or less at the date of purchase to be cash
equivalents. Short-term investments are diversified, primarily consisting of investment grade securities that either mature
within the next 12 months or have other characteristics of short-term investments, such as auction dates within at least six
months of the prior auction date or being available to be used for current operations even if some maturities may extend
beyond one year. All auction rate securities are classified as short-term investments.

All marketable debt and equity securities that are included in cash, cash equivalents, 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 considering any applicable tax valuation allowances.
Fair values are based on quoted market prices where available. If quoted market prices are not available, 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. Gross unrealized gains and gross unrealized losses at July 31, 2005 were $0.9 million and
$5.5 million, respectively. Gross unrealized gains and gross unrealized losses at October 31, 2004 were $1.1 million and $1.0
million, respectively. At July 31, 2005, substantially all of the investments with gross unrealized losses had been in a
continuous unrealized loss position for less than 12 months. When securities are sold, their cost is determined based on the
first-in first-out method. The realized gains and losses related to these securities are included in investment income in the
consolidated statements of operations.

Realized gains and losses on short-term investments were as follows:

Three months ended Nine months ended
(amounts in thousands) July 31, July 31, July 31, July 31,
2005 2004 2005 2004
REAIIZEA GAINS.....covivieicicteeceeee ettt $ 60 $ 186 $ 445 $ 1,622
REAIZEA 10SSES.....cuviiiieiectice sttt re e (235 (168 (793) (455)

We did not record any impairment losses on short-term investments during the first nine months of fiscal 2005 or fiscal
2004.



E. Long-Term Investments

At July 31, 2005, long-term investments primarily consisted of investments made in venture capital partnerships and
other direct investments in equity securities of privately-held companies. Long-term investments are accounted for initially at
cost and written down to fair value when indicators of impairment are deemed to be other than temporary.

We routinely review our long-term investments for impairment. To assess impairment, we analyze forecasted financial
performance of the investees, the liquidation preference value of the stock we hold, and our estimate of the potential for
investment recovery based on all these factors. During the third quarters of fiscal 2005 and 2004, we recognized impairment
losses on long-term investments totaling $0.7 million and $0.6 million, respectively. During the first nine months of fiscal
2005 and 2004, we recognized impairment losses on long-term investments totaling $2.6 million and $2.4 million,
respectively. During the third quarter and first nine months of fiscal 2005, we recognized a gain of $1.5 million and $1.9
million, respectively, from the sale of long-term investments. During the third quarter and first nine months of fiscal 2004,
we recognized gains of $0.1 million and $1.5 million, respectively, from the sale of long-term investments.

F. Goodwill and Intangible Assets
Goodwill

The following is a summary of goodwill as of the dates shown resulting from the indicated acquisitions:

(amounts in thousands) July 31, October 31,
2005 2004
SUSE .ttt bR b e R R R R bR R R bRttt b bbbt nn $ 176,963 $ 176,963
STIVEISIIBAM ...ttt bbbttt b bbb e bt bbbttt b e bbbt neann 112,622 124,622
D111 U3 TSR 33,852 34,855
Cambridge Technology Partners..........ccociiiiiniieineeeses s 25,903 42,500
1= 2RSSR 16,308 —
IMIMIUNIEX et bbbttt b e b e b e e bt Rt eh e e e e b bt eb e et e b e et e e e et ee 14,676 —
IST: 1] 14 To] PRSP SSRR 6,016 3,109
Other teChNOlOgY COMPANIES.......c.iiiiiiie et et e e et ee b e besreereens 9,039 9,039
TOtal GOOAWIIL .....oviiiiie bbb $ 395379 $ 391,088

Goodwill is allocated to our reporting segments as follows:

(amounts in thousands) North Asia Latin Celerant
America EMEA Pacific America Japan Consulting Total
Balance as of October 31, 2004...........cccco..e. $ 175548 $ 141,380 $ 20524 $ 5268 $ 5868 $ 42500 $ 391,088
Acquisition of Tally......ccccoovvvvviinincieiiee, 8,857 6,196 959 265 31 — 16,308
Acquisition of ImmuniX........cc.cccevverieieiennnen, 7,789 5,680 876 275 56 — 14,676
AJUSEMENES ..., (6,407) (2,899) (644) (97) (49) (16,597) (26,693)
Balance as of July 31, 2005...........ccccvevveiennns $ 185787 $ 150,357 $ 21,715 $ 5711 $ 5906 $ 25903 $ 395,379

Adjustments to goodwill during fiscal 2005 include an adjustment of approximately $29.6 million, attributable to
SilverStream, Cambridge Technology Partners (Celerant Consulting), and Ximian, related to the reversal of deferred tax asset
valuation allowances attributable to acquired net operating loss carryforwards that were utilized by income generated in the
first quarter, mainly from the Microsoft settlement. Goodwill was reduced for this adjustment because a portion of it related
to the valuation allowances on acquired net operating losses that were established during the allocation of the purchase price
for each of these acquisitions. Adjustments to goodwill also included an increase to Salmon goodwill of approximately $2.9
million, related to purchase price adjustments for a contingent earn-out payment which was earned in the third quarter of
fiscal 2005, an adjustment to merger liabilities for employee bonuses and the related taxes and foreign exchange rate
adjustments.
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Intangible Assets

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

(amounts in thousands) July 31, October 31,
2005 2004

TrademarkS/trade NAMES. .......ciiiiiieeieieic ettt e s be b e s e e neese e st e besresrenns $ 26231 $ 26,121

P ALEINES ..ttt bbb e bt e ba et r e e be b 14,495 —
Customer/contractual relationShiPs ........ccccvciiiiiiie e e 10,585 13,570
D cyY =] o] o1=To N (=Tl g To] [T | S 7,198 4,203
INEEINAI USE SOTEWAIE. .....c.eeveiecie ettt st e e ene e e e e e nrennas 2,948 4,340
NON-COMPELE AQIEEIMENT.......eeivieieeieeereeieeee st este e te e e e st e e e steesteeeeaseesreesseesseenseeneeaneesseensaens 258 382
Total identifiable iNtangible ASSELS........cccviviiriieiie e $ 61,715 $ 48,616

During the first quarter of fiscal 2005, we acquired a portfolio of patents and patent applications for $15.5 million.
These patents and patent applications were purchased to enhance our portfolio of intellectual property, and we believe they
will strengthen our ability to defend against those who might assert patent claims against open source products marketed and
supported by Novell, consistent with our publicly disclosed policy.

Approximately $26.1 million of our trademarks and trade names have indefinite lives and are not amortized but are
periodically evaluated for impairment. The remaining $0.1 million of our trademarks and trade names are amortized over
three years. Patents are amortized over ten years. Customer/contractual relationships, internal use software and non-compete
agreements are amortized over one to three years. Developed technology is amortized over three to four years. Amortization
of intangible assets for the third quarter of fiscal 2005 and 2004 was $3.9 million and $2.6 million, respectively.
Amortization of intangible assets for the first nine months of fiscal 2005 and 2004 was $10.3 million and $6.8 million,
respectively. Accumulated amortization was $25.8 million and $16.3 million at July 31, 2005 and 2004, respectively.
Amortization of intangibles is estimated to be approximately $3.6 million for the fourth quarter of fiscal 2005, $13.2 million
in fiscal 2006, $6.1 million in fiscal 2007, $3.1 million in fiscal 2008 and $2.0 million in fiscal 2009.

G. Income Taxes

We are subject to income taxes in numerous jurisdictions and the use of estimates is required in determining our
provision for income taxes. We provide for income taxes for each interim period for “ordinary’ income (pre-tax income
excluding unusual or infrequently occurring discrete items) based on the estimated annual effective tax rate for the year and
for the discrete items based on the difference in estimated annual tax with and without those items. Each of these is adjusted
for changes in estimates which occur during the period. The gain from the Microsoft settlement in the first quarter of fiscal
2005 is considered a discrete item. Income tax expense for the third quarter of fiscal 2005 was $8.0 million, of which $2.9
million relates to tax on additional forecasted taxable income in the United States. Due to the utilization of a significant
amount of our net operating loss carryforwards on the gain from the Microsoft settlement, the benefit received from our
remaining net operating loss carryforwards used to offset the additional forecasted U.S. taxable income is credited to
additional paid-in capital. Therefore, the $2.9 million income tax expense recorded in the third quarter of fiscal 2005 resulting
from the change in forecasted U.S. earnings was credited to additional paid-in capital. The remaining income tax expense of
$5.1 million primarily relates to foreign earnings.

Income tax expense for the first nine months of fiscal 2005 was $84.2 million, of which approximately $72.4 million
primarily relates to the Microsoft settlement income and approximately $11.8 million primarily relates to foreign earnings.

The effective tax rate for the full fiscal year 2004 was 23.7%. The effective tax rate for the full fiscal year 2005 will be
lower than the rate for fiscal 2004 primarily due to the use of net operating losses.

We continue to believe that it is more likely than not that our remaining U.S. net deferred tax assets will not be realized
based on the weight of all available evidence. As a result, we have provided a full valuation reserve on our U.S. net deferred
tax assets. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation
allowance is no longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future
income tax provisions, goodwill or additional paid-in-capital.

We paid cash for income taxes of $4.5 million and $17.4 million in the third quarter and first nine months of fiscal
2005, respectively. We paid cash for income taxes of $1.3 million and $5.3 million during the same periods of fiscal 2004.
We continue to evaluate our tax reserves under Statement of Financial Accounting Standards (“SFAS”) No. 5, “Accounting
for Contingencies.” The amount reflected in the consolidated balance sheet at July 31, 2005 is considered adequate.
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H. Line of Credit

We have a $25 million bank line of credit for the issuance of standby letters of credit. At July 31, 2005, there were
standby letters of credit of $17.7 million outstanding under this line, all of which are collateralized by cash. The bank line
expires on April 1, 2006. The bank line is subject to the terms of a credit agreement containing financial covenants and
restrictions, none of which are expected to affect our operations. We were in compliance with all financial covenants relating

to this line of credit as of July 31, 2005. In addition, at July 31, 2005, we had outstanding letters of credit of an insignificant
amount at other banks.

I. Restructuring Expenses

During the third quarter and first nine months of fiscal 2005, we recorded restructuring expenses of $9.4 million and
$21.2 million, respectively. Of the $21.2 million recorded in the first nine months of fiscal 2005, $0.7 million related to
adjustments to previously recorded merger liabilities, and the remaining $20.5 million related to restructuring activity
recognized during fiscal 2005. These restructuring expenses related to our continuing efforts to restructure our business to
focus on Linux and identity-driven computing and to re-align our Celerant consulting business in response to changing
market conditions. Specific actions taken included reducing our workforce by 267 employees during the first nine months of
fiscal 2005, mainly in consulting, sales, and product development. Total restructuring expenses recorded in the first nine
months of fiscal 2005 by reporting segment were as follows: North America $0.6 million, EMEA $15.2 million, Celerant
$1.5 million, Latin America $1.1 million, Japan $0.2 million, and corporate unallocated operating costs $1.9 million.
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Our restructuring activities in previous periods are disclosed in detail in our Annual Report on Form 10-K for the fiscal
year 2004. The following table summarizes the restructuring reserve balance and activity during the first nine months of

fiscal 2005:

(amounts in thousands)

Balance at October 31, 2004:
Workforce reductions ...................
Excess facilities, property and
EqUIPMENt.......oivrreceee e,
Other restructuring-related costs....

Total restructuring reserve
balance........c.ccccooeniinenn,

Restructuring expenses:
Workforce reductions ...................
Excess facilities, property and
EAUIPMENT.....veiiirieiiieieeeeeen
Other restructuring-related costs....

Total restructuring expenses.

Adjustments:

Workforce reductions ....................

Excess facilities, property and
EQUIPMENt......oiiiieiiceeee e,

Other restructuring-related costs....

Total adjustments .................

Payments:

Workforce reductions ....................

Excess facilities, property and
EQUIPMENt....c.oiiiieieie e,

Other restructuring-related costs....

Total payments........ccccceeene.

Balance at July 31, 2005:
Workforce reductions ....................
Excess facilities, property and
EQUIPMENt....cceieciie e,
Other restructuring-related costs....

Total restructuring reserve
balance.......cccocoocvvviinnnn,

Fiscal 2005 Fiscal 2004 Fiscal 2003 Fiscal 2002 Fiscal 2001
Restructurings Restructurings Restructuring Restructuring Restructurings Total
— 3 4658 $ 293 % — 3 — $ 40951
— 2,507 2,523 3,523 1,757 10,310
— — 1,842 1,076 280 3,198
— 7,165 4,658 4,599 2,037 18,459
19,458 — — — — 19,458
585 — — — — 585
1,265 — — — — 1,265
21,308 — — — — 21,308
— (825) (218) — — (1,043)
— 59 2,368 1,047 (622) 2,852
— — (1,826) (777) (15)  (2,618)
— (766) 324 270 (637) (809)
(9,431) (2,312) (75) — — (11,818)
(33) (1,060) (1,195) (920) (676)  (3,884)
(167) — (6) (260) (6) (439)
(9,631) (3,372) (1,276) (1,180) (682)  (16,141)
10,027 1,521 — — — 11,548
552 1,506 3,696 3,650 459 9,863
1,098 — 10 39 259 1,406
11,677 $ 3,027 % 3,706 $ 3,689 $ 718 $ 22,817

The following table summarizes the merger liabilities balance and activity during the first nine months of fiscal 2005:

(amounts in thousands)

Balance at Balance at
October 31, Additions from Additional Payments/ July 31,
2004 acquisitions expense adjustments 2005

$ 13314 $ 4372 $ 649 $ (4,620) $ 13,715

363 — (113) 250

444 — (322) 122

$ 13,314 $ 5179 $ 649 $ (5,055) $ 14,087

As of July 31, 2005, the remaining unpaid balances include accrued liabilities related to severance benefits which will
be paid out over the remaining severance obligation period, lease costs for redundant facilities which will be paid over the
respective remaining contract terms, and various employee-related severance costs which will be primarily paid over the next

twelve months.

13



J. Senior Convertible Debentures

On July 2, 2004, we issued and sold $600.0 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. During the third quarter of fiscal 2005, we incurred interest expense of $0.8
million. During the first nine months of fiscal 2005, we incurred interest expense of $2.3 million related to the Debentures
and made cash payments for interest of $3.1 million.

In connection with the issuance of the Debentures, we incurred $14.9 million of issuance costs, which primarily
consisted of investment banker, legal and other professional fees. These costs are classified within Other Assets and are being
amortized as interest expense using the effective interest method over the term from issuance through the date that the holders
can first require repurchase of the Debentures (July 15, 2009). Amortization expense related to the issuance costs was $0.7
million and $2.2 million for the third quarter and first nine months of fiscal 2005, respectively.

K. Guarantees

We have provided a guarantee to a foreign taxing authority in the amount of $2.4 million related to a foreign tax audit.
It is expected that the term of the foreign tax audit guarantee will continue until the conclusion of the audit. In addition, we
have provided a guarantee to a customer for the performance of one of our foreign subsidiaries on a maintenance contract in
the amount of $0.4 million. At July 31, 2005, we had $2.4 million accrued for these guarantees. We have also provided other
guarantees of insignificant amounts for various purposes.

Like most software vendors, we are party to a variety of agreements, primarily with customers, resellers, distributors,
and independent hardware and software vendors (generally, “customers™), pursuant to which we may be obligated to
indemnify the customer against third party allegations of intellectual property infringement resulting from the customer’s use
of our offerings or distribution of our software, either of which may include proprietary and/or open source materials. In such
circumstances, the customer must satisfy specified conditions to qualify for indemnification. Our obligations under these
agreements may be limited in terms of time and/or amount, and in some instances we may have recourse against third parties.

It is not possible to predict the maximum potential amount of future payments under these guarantees and
indemnifications or similar agreements due to the conditional nature of our obligations and the unique facts and
circumstances involved in each particular agreement. To date, we have not been required to make any payment guarantees
and indemnifications. We do not record a liability for potential litigation claims related to indemnification agreements with
our customers unless and until we conclude the likelihood of a material obligation is probable and estimable.

L. Commitments and Contingencies

As of July 31, 2005, we had a carrying value of $54.8 million related to long-term investments in various venture
capital funds and had commitments to contribute an additional $22.7 million to these funds at times and amounts as requested
by the fund managers.

M. Legal Proceedings

In November 2004, we filed suit against Microsoft in the U.S. District Court, District of Utah. We are seeking treble
damages under the Clayton Act, plus interest, in an amount to be determined at trial based on claims that Microsoft
eliminated competition in the office productivity software market during the time that we owned the WordPerfect word-
processing application and the Quattro Pro spreadsheet application. Among other claims, we allege that Microsoft withheld
certain critical technical information about Windows from us, thereby impairing our ability to develop new versions of
WordPerfect and other office productivity applications, and that Microsoft integrated certain technologies into Windows
designed to exclude WordPerfect and other Novell applications from relevant markets. In addition, we allege that Microsoft
used its monopoly power to prevent original equipment manufacturers from offering WordPerfect and other applications to
customers. On June 10, 2005, Microsoft’s motion to dismiss the complaint was granted in part and denied in part. Thereafter,
Microsoft asked that the Court’s decision be certified for interlocutory appeal to the United States Fourth Circuit Court of
Appeals. The Court granted this request on August 19, 2005 and it is now up to the Fourth Circuit Court whether it will
consider an appeal at this time. While there can be no assurance as to the ultimate disposition of the litigation, we do not
believe that its resolution will have a material adverse effect on our financial position, results of operations, or cash flows.

In January 2004, the SCO Group, Inc. (“SCO”) filed 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. SCQO’s original complaint alleged
that our public statements and filings regarding the ownership of the copyrights in UNIX and UnixWare have harmed SCO’s
business reputation and affected its efforts to protect its ownership interest in UNIX and UnixWare. The District Court
dismissed the original complaint, but allowed SCO an opportunity to file an amended complaint, which SCO did in July
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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, to require us to withdraw all representations we have made regarding our ownership of the UNIX and
UnixWare copyrights and to cause us to pay actual, special and punitive damages in an amount to be proven at trial. On June
27, 2005, our motion to dismiss SCO’s amended complaint was denied. On July 29, 2005 we filed an answer to the complaint
setting forth numerous affirmative defenses and counterclaims alleging slander of title and breach of contract, and seeking
declaratory actions and actual, special and punitive damages in an amount to be proven at trial. We believe that we have
meritorious defenses to SCO’s claims and meritorious support for our counterclaims. Accordingly, we intend to vigorously
pursue Novell’s claims while defending against the allegations in SCO’s complaint. Although there can be no assurance as to
the ultimate disposition of the suit, we do not believe that the resolution of this litigation will have a material adverse effect
on our financial position, results of operations or cash flows.

SilverStream, which we acquired in July 2002, and several of its former officers and directors, as well as the
underwriters who handled SilverStream’s two public offerings, were named as defendants in several class action complaints
that were filed on behalf of certain former stockholders of SilverStream who purchased shares of SilverStream common stock
between August 16, 1999 and December 6, 2000. These complaints are closely related to several hundred other complaints
that the same plaintiffs have brought against other issuers and underwriters. These complaints all allege violations of the
Securities Act, 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 offerings of all of the issuers, including SilverStream. A Consolidated Amended Complaint with respect to all of
these companies was filed in the U.S. District Court, Southern District of New York, on April 19, 2002. The plaintiffs are
seeking monetary damages, statutory compensation and other relief that may be deemed appropriate by the Court. While we
believe that SilverStream and its former officers and directors have meritorious defenses to the claims, a tentative settlement
has been reached between many of the defendants and the plaintiffs, which contemplates a settlement of the claims including
the ones against SilverStream and its former directors and officers. The settlement agreement, however, has not been finally
approved by the Court. While there can be no assurance as to the ultimate disposition of the litigation, we do not believe that
its resolution will have a material adverse effect on our financial position, results of operations or cash flows.

In February 1998, a suit was filed in the U.S. District Court, District of Utah, against us and certain of our officers and
directors, alleging violation of federal securities laws by concealing the true nature of our financial condition and seeking
unspecified 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 (the “class members”). After a first dismissal of the suit on November 3, 2000 and
a subsequent amendment to the complaint filed 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 affirmed
by the Tenth Circuit Court of Appeals while certain claims were remanded for the District Court’s further review. Recently,
we along with our directors and officers liability insurance carriers agreed to a proposed settlement that includes a settlement
payment of $13.9 million to a settlement fund for the class members. Of this amount, we contributed $0.6 million toward the
settlement payment and final approval of the settlement was entered by the Court on May 26, 2005.

We evaluate the adequacy of our legal reserves on a quarterly basis. 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 effect on our financial position, results of operations or
cash flows.

N. Redeemable Preferred Stock

On March 23, 2004, we entered into a definitive agreement with International Business Machines Corporation (“IBM”)
in connection with IBM’s previously announced $50 million investment in Novell. Under the agreement, IBM purchased
1,000 shares of our Series B redeemable preferred stock (“Series B Preferred Stock™). Each share of Series B Preferred Stock
is convertible at a rate of 8,000 shares of our common stock for every share of Series B Preferred Stock, which represents a
conversion price of $6.25 per common share. Because the fair value of Novell’s 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 pursuant to Emerging Issues Task Force (“EITF”) Issue No. 98-5, “Accounting for Convertible Securities with
Beneficial Conversion Features or Contingently Adjustable Conversion Ratios” in the second quarter of fiscal 2004. This had
no impact on net income, but did reduce net income available to common stockholders and thus reduced basic and diluted net
income per share available to common stockholders during the first nine months of fiscal 2004.

On June 17, 2004, IBM converted 500 shares of Series B Preferred Stock into four million shares of common stock.

15



The Series B Preferred Stock is entitled to a dividend of 2% of the redemption value per annum, payable quarterly in
cash. Dividends on the Series B Preferred Stock during the third quarter and first nine months of fiscal 2005 amounted to
$0.1 million and $0.4 million, respectively. Cash payments for dividends of $0.4 million were made during the first nine
months of fiscal 2005.

O. Net Income Per Share Available to Common Stockholders

Basic and diluted net income per share available to common stockholders is presented in conformity with SFAS No.
128, “Earnings per Share” and the related interpretation of the EITF Issue No. 03-06, “Participating Securities and the Two-
Class Method under FASB Statement No. 128.” Basic net income per share available to common stockholders is computed
by dividing net income available to common stockholders by the weighted-average number of common shares outstanding
during the period, excluding the dilutive effects of common stock equivalents. Net income available to common stockholders
excludes accumulated preferred stock dividends and earnings allocated to participating preferred stockholders. Diluted net
income available to common stockholders excludes the minority interest share of net income on a diluted basis. Common
stock equivalents include stock options, unvested restricted stock and, in certain circumstances, convertible securities such as
our Debentures and Series B Preferred Stock. Diluted net income per share assumes the conversion of the Series B Preferred
Stock and Debentures using the “if converted” method, if dilutive, and includes the dilutive effect of stock options under the
treasury stock method.

The following table reconciles the numerators and denominators of the net income per share calculation for the third
quarters of fiscal 2005 and 2004:

Three Months Ended

(amounts in thousands, except per share data) July 31, July 31,
2005 2004

Basic net income per share computation:

AT T 0] TSRS $ 2,140 $ 23,405
Dividends on Series B Preferred StOCK ..........ccoceviiieiiiieiieiieicsc e (125) (189)
Allocation of earnings to Series B Preferred stockholders ... cinsiecnenn, (21) —
Net income available to common stockholders...........cccooovvviiiiecie $ 1,994 $ 23,216
Weighted-average common shares outStanding ...........coceeerererieniene e 380,242 383,400
Basic net income per share available to common stockholders...........c.coevvvercienenciennn, $ 001 $ 0.06
Diluted net income per share computation:
AN LT T 0] o LTSRS $ 2,140 $ 23,405
Dividends on Series B Preferred StOCK ..........ccocvviviiviiiiesieeeicse e (125) —
Allocation of earnings to Series B Preferred stockholders............ccocovvininiiiiinenn (21) —
Minority interest in diluted NELINCOME .....coiiiiiiie e (84) —
Interest expense 0N the DEDENTUIES ..o — 242
Amortization of issuance costs 0N the DEDENTUIES .........cccoireierenene e — 239
Net income available to common StOCKNOIAEIS ..........ccceiiiieiiiencee e $ 1910 $ 23,886
Weighted-average common shares oUtStanding .........ccccovvviveeereerenesese e 380,242 383,400
Incremental shares attributable to the assumed exercise of outstanding options and
LT (01 10 53 (0 1o] R O R URRPOT 5,135 8,289
Incremental shares attributable to the assumed conversion of Debentures ...........c.......... — 16,415
Incremental shares attributable to the assumed conversion of Series B Preferred Stock .. — 6,087
Total adjusted weighted average common ShareS.........cccocevvveveninsiecneieenese e 385,377 414,191
Diluted net income per share available to common stockholders...........cccccooevevercrcnnenn $ 000 $ 0.06

The four million shares of common stock attributable to the assumed conversion of outstanding Series B Preferred
Stock and the incremental shares attributable to the 52 million shares attributable to the assumed conversion of outstanding
Debentures were not included in the calculation of diluted net income per share in the third quarter of fiscal 2005 as their
effects were antidilutive. Incremental shares attributable to options with exercise prices that were at or greater than the
average market price (“out of the money”) at July 31, 2005 were also not included in the calculation of diluted net income per
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share as their effect would have been antidilutive. Out of the money options for the third quarter of fiscal 2005 totaled

24,393,110.

The following table reconciles the numerators and denominators of the net income per share calculation for the nine

months ended July 31, 2005 and 2004:

(amounts in thousands, except per share data)

Basic net income per share computation:
INELINCOME .ot be e b e et e e st e e tb e s taesbeesbeesbeeneesaeesbeesbeenbeenns
Dividends on Series B Preferred StOCK ..........ccccveiiiiiiii i
Allocation of earnings to Series B Preferred stockholders...........ccccoveiiiiiiniiiicniicns
Beneficial conversion feature dividend on Series B Preferred StockK...........ccccceevevvenneenn

Net income available to common StOCKNOIAEIS ..o
Weighted-average common shares oUtStaNding ..........cccoererreneinieneineese e
Basic net income per share available to common stockholders...........ccocooeiiiciiiencnnnn

Diluted net income per share computation:
INEL INCOME .ttt et be b e e teereeab e e et e besbeetaeseenee e e nee e ans
Dividends on Series B Preferred StOCK ..........ccoceiiieiiiiiiiicie i
Allocation of earnings to Series B Preferred stockholders...........cccccoveveieiiiinie i,
Minority interest in diluted NEt INCOME .......ccveieiiie e
Beneficial conversion feature dividend on Series B Preferred Stock..........cccoocevvvernnnnne
Interest expense on the DEDENTUIES ...
Amortization of issuance costs on the DEDENTUIES .........cccevererererere e

Net income available to common StOCKNOIAEIS.........ceevciiiiiiiiiie e

Weighted-average common shares outsStanding ...........ccoceeviieeieeieericnesese e

Incremental shares attributable to the assumed exercise of outstanding options and
unvested restriCted SLOCK. ... ..o

Incremental shares attributable to the assumed conversion of Debentures ..............cc.......

Total adjusted weighted average cOMmMON SharesS..........ccocoveieiineninisieee e
Diluted net income per share available to common stockholders...........c..cccoeveiencniennnn

Nine Months Ended

July 31, July 31,
2005 2004
$ 381674 $ 43,923
(375) (291)
(3,987) —
— (25,680)
377,312 $ 17,952
378,573 382,678

1.00 $ 0.05

381,674 $ 43,923
(375) (291)
(3,987) —
(252) —
— (25,680)
2,250 —
2,229 —
381,539 $ 17,952
378,573 382,678
5,173 11,080
52,074 —
435,820 393,758

088 $ 0.05

The four million shares of common stock attributable to the assumed conversion of outstanding Series B Preferred
Stock were not included in the calculation of diluted net income per share in the first nine months of fiscal 2005 and 2004 as
their effect was antidilutive. Incremental shares attributable to the assumed conversion of the Debentures were excluded from
the fiscal 2004 calculation of diluted net loss per share as their effect was antidilutive. Incremental shares attributable to out
of the money options at July 31, 2005 were also not included in the calculation of diluted net income per share as their effect

would have been antidilutive.
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P. Comprehensive Income

The components of comprehensive income, net of tax, are as follows:

Three Months Ended Nine Months Ended
(amounts in thousands) July 31, July 31, July 31, July 31,

2005 2004 2005 2004
NEL INCOME......iiiiiiciiice ettt st st s re st e saeresbe et $ 2140 $ 23405 $ 381,674 $ 43,923
Change in net unrealized 10sS 0N INVESIMENES .......cccocvvvviir e (984 (480 (4,810 (2,685
Change in minimum pension lability...........cccoeviiniinniie, 183 (41 573 (1,522
Change in cumulative translation adjustments.........cccccoeererererenienenenennns (13,191 3,016 (4,704 6,379
Comprehensive iNCOME (10SS).....c..vcvereevieeierireeieieeee sttt $ (11,852 $ 25900 $ 372,733 $ 46,095

The components of accumulated other comprehensive income, net of related tax, are as follows:

(amounts in thousands) July 31, October 31,
2005 2004
Net unrealized gain (10SS) 0N INVESIMENT.........cccoeriiiiireireeeee e $ (4663) $ 147
Net accumulated minimum pension liability ... (683) (1,256)
Net cumulative translation adjustment............cccooeieiiiiienenneeee e 12,585 17,289
Accumulated other comprehensive INCOME..........ccccvcvvvieeieieneie e e $ 7239 $ 16,180

Q. Stock-Based Compensation

We account for our stock-based compensation plans for employees under the intrinsic value method of accounting as
defined by Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to Employees” and related
interpretations. We apply the disclosure provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” as
amended by SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure.”

At July 31, 2005, we had authorized several stock-based compensation plans. Under these plans, options to purchase
shares of our common stock can be granted to employees, consultants, and outside directors. We generally grant employees
stock options at an exercise price equal to the fair market value of our common stock on the date of grant. Thus, in
accordance with the intrinsic value method, no compensation expense (except compensation expense related to restricted
stock purchase rights, restricted units, below-market option grants, and grants to non-employees) has been recognized for our
stock-based compensation.

If compensation expense for our stock option and other equity plans had been determined based on the fair value of the
stock grants, in accordance with SFAS No. 123, our net income (loss) and net income (loss) per share would have been the
pro forma amounts indicated in the following table:

Three Months Ended Nine Months Ended
(amounts in thousands, except per share data) July 31, July 31, July 31, July 31,
2005 2004 2005 2004
NEt iNCOME AS FEPOME.........cvivirieeeteiiee et $ 2140 $ 23405 $ 381,674 $ 43,923
Less: total stock-based compensation expense determined under fair
value-based method for all awards, net of related tax effects............ (10,841) (13,949) (36,060) (38,628)
Add: total stock-based compensation expense recorded in the
statements Of OPEratioNS ........cccevvevieieienieie e 728 1,294 2,139 3,781
Pro forma net inCome (10SS) ......covcevveiiierieeiesiee e $ (7973) $ 10,750 $ 347,753 $ 9,076
Net income (loss) per share available to common stockholders.............
AS 1epOrted — DASIC ...t $ 0.01 $ 0.06 $ 1.00 $ 0.05
Pro forma — BasiC.........cccceiiiiiiiiiiicc e $ (002 $ 003 $ 091 $  (0.04)
As 1eported — dilUtEd ..........ccceveeiiiiiieec e $ 0.00 $ 0.06 $ 0.88 $ 0.05
Pro forma — diluted..........ccc.ceeiveiieciceece e $ 0.02) $ 003 $ 080 $ (0.04)

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 the third quarters of
fiscal 2005 and 2004: a risk-free interest rate of approximately 3.76% and 3.91%, respectively; a dividend yield of 0% for
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both quarters; a weighted-average expected life of 3.94 years and 4.73 years, respectively; and a volatility factor of the
expected market price of our common stock of 0.49 and 0.73, respectively. The weighted average fair value of options
granted in the third quarters of fiscal 2005 and 2004 was $2.65 and $5.69, respectively.

The following weighted average assumptions were used for grants in the first nine months of fiscal 2005 and 2004: a
risk-free interest rate of approximately 3.89% and 2.75%, respectively; a dividend yield of 0% for both periods; a weighted-
average expected life of 4.45 years and 3.72 years, respectively; and a volatility factor of the expected market price of our
common stock of 0.57 and 0.77, respectively. The weighted average fair value of options granted in the first nine months of
fiscal 2005 and fiscal 2004 was $3.01 and $5.66, respectively.

The employee stock purchase plan was suspended in April 2005: therefore no pro forma amounts are included in the
third quarter of fiscal 2005.

The following assumptions were used for employee stock purchase rights under the employee stock purchase plan for
shares that were issued in the first nine months of fiscal 2005 and 2004: a risk-free interest rate of approximately 1.71% and
1.07%, respectively; a dividend yield of 0% for both periods; a weighted-average expected life of six months for both
periods; and a volatility factor of the expected market price of our common stock of 0.74 and 0.77, respectively. The
weighted average fair value of the purchase rights issued in the first nine months of fiscal 2005 and 2004 was $2.50 and
$2.88, respectively.

R. Segment Information

We operate and report our financial results in six segments; five are based on geographic areas and the sixth is Celerant
consulting. Performance is evaluated by our Chief Executive Officer and our other chief decision makers and is based on
reviewing revenue and segment operating income (loss) information for each segment.

The geographic segments are:

¢ North America — includes the United States and Canada

«  EMEA — includes Eastern and Western Europe, Middle East, and Africa

*  Asia Pacific — includes China, Southeast Asia, Australia, New Zealand, and India

e Latin America — includes Mexico, Central America, South America, and the Caribbean

<  Japan — 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 offerings are sold in the United States directly and
through original equipment manufacturers, resellers, and distributor channels, and internationally directly and through
original equipment manufacturers and distributors who sell to dealers and end users. Operating results by segment are as
follows:

Three Months Ended

July 31, 2005 July 31, 2004
(amounts in thousands) Operating Operating

Net revenue income (loss) Net revenue income (loss)

NOFth AMEFICA . ...ee et $ 129886 $ 66,174 $ 141,078 $ 82,611
EMEA . . s 92,633 28,392 92,209 30,184
ASIA PACITIC. ..o 17,019 4,475 16,082 6,141
Latin AMETICA......cccvviiiececeeie e 5,590 628 4,539 (81)
JAPAN . 7,254 2,459 6,933 1,724
Common unallocated operating COStS.........ccocvvvvrivrereennnnns — (102,981) — (101,611)
Total geographic SEgmMeNts...........ccocervreeieeieienennn. 252,382 (853) 260,841 18,968
Celerant CoONSUITING .......ceoeriiierire e 37,832 1,776 43,756 3,644
Total per statements of operations ............ccccccvevene. $ 290,214 $ 923 $ 304597 $ 22,612

Nine Months Ended

July 31, 2005 July 31, 2004
. Operating Operating

(amounts in thousands) Net revenue income Net revenue income (loss)
NOIh AMEIICA ... .veveeerieeeirieiresis et $ 378869 $ 195888 $ 381,657 $ 210,493
EMEA ... e 287,227 73,998 279,072 94,465
ASIA PACITIC.....c i 45,871 8,777 46,293 15,196
Latin AMEIICA......coveeireieesie e 16,155 770 15,690 1,285
JAPAN . 23,483 8,576 19,666 3,831
Common unallocated operating income (COStS)................. — 146,904 — (286,739)
Total geographic SEgMeNts........ccccceevvveveveerieresnennn, 751,605 434,913 742,378 38,531
Celerant conSUItING .......ccovvevieieicie e 125,788 9,173 122,882 12,549
Total per statements of operations ............cccccvevnee. $ 877,393 $ 44408 $ 865260 $ 51,080

Common unallocated operating income (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. In addition, common unallocated operating income (costs) in the first nine months of fiscal 2005 also includes a $447.6
million net gain on settlement of potential litigation with Microsoft. For management reporting purposes, Celerant consulting
does not receive an allocation for these corporate services.

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

¢ ldentity-driven computing solutions — services that help customers with their identity management, data integrity
and security issues. Major products include Identity Manager, ZENworks(R), eDirectory, web services,
BorderManager, Secure Login, and iChain.

e Linux and platform services solutions — solutions that offer an effective and open approach to networking and
collaboration services, including file, print, messaging, scheduling, and workspace while using a cross-platform
approach. Major products include Open Enterprise Server, SUSE LINUX Enterprise Server, NetWare(R),
GroupWise(R), SUSE LINUX Professional, Novell Linux Desktop, Small Business Suite, Cluster Services, and
Novell iFolder.

e Global services and support — 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-driven computing and Linux and platform solutions.
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e Celerant consulting — operational strategy and implementation consulting services offered to a wide range of
customers across various sectors, worldwide.

Net revenue by solution category and Celerant consulting are as follows:

Three Months Ended Nine Months Ended
(amounts in thousands) July 31, July 31, July 31, July 31,
2005 2004 2005 2004
Identity-driven computing SOIULIONS...........ccccoeveiieniciesece e, $ 60278 $ 58224 $ 174,161 $ 163,982
Linux and platform services SOlUtioNS...........cccooeireiiineincnciieas 106,978 127,673 324,505 356,237
Total software licenses and maintenance............cocceeeevveeennens 167,256 185,897 498,666 520,219
Global services and SUPPOIT .........ccvveieeeeieee e 85,126 74,944 252,939 222,159
Total IT software and SOIULIONS .......c.cccvvviiieeiii e 252,382 260,841 751,605 742,378
Celerant CONSUITING.......ocviiiieieieere e 37,832 43,756 125,788 122,882
TOtal NELTEVENUE ..ottt $ 290,214 $ 304597 $ 877,393 $ 865,260

For the third quarters of fiscal 2005 and 2004, revenues in the United States were $126.5 million and $144.5 million,
respectively. Revenues in the United States in fiscal 2004 included $13.5 million of royalty revenue related to a legal
judgment against The Canopy Group, Inc. (“Canopy”). Revenues from customers outside the United States were $163.7
million and $160.1 million in the third quarter of fiscal 2005 and 2004, respectively. In the third quarters of fiscal 2005 and
2004, 75% and 77%, respectively, of our revenues outside the United States were in EMEA. During the third quarter of fiscal
2005, sales to customers in the United Kingdom accounted for 11% of our net revenue. No single customer accounted for
more than 10% of our total revenue for each period presented.

For the first nine months of fiscal 2005 and 2004, revenues in the United States were $376.2 million and $384.5
million, respectively, and revenues from customers outside the United States were $501.2 million and $480.8 million,
respectively. In the first nine months of fiscal 2005 and 2004, 76% and 77%, respectively, of our revenues outside the United
States were in EMEA. During the first nine months of fiscal 2005, sales to customers in the United Kingdom accounted for
11% of our net revenue. No single customer accounted for more than 10% of our total revenue for each period presented.

S. 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 July 31, 2005 is insignificant. Gains and losses recognized during a quarter on these
foreign currency contracts are recorded as other income or expense and generally offset corresponding gains and losses on
the underlying hedged assets and liabilities, resulting in negligible effect to our financial statements.

T. New Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued its final standard on accounting for
share-based payments, SFAS No. 123(R), “Share-Based Payment,” which replaces SFAS No. 123 and supersedes APB No.
25. 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 related employee service period.
SFAS No. 123(R) will be effective for us beginning with our first quarter of fiscal 2006.

As permitted by SFAS No. 123, we currently account for share-based payments to employees using the APB No. 25
intrinsic value method and, therefore we generally recognize no compensation cost for employee stock options. The adoption
of SFAS No. 123(R) will have a significant impact on our results of operations, although it is not expected to have any
impact on our overall financial position. The precise impact of the adoption of SFAS No. 123(R) cannot be predicted at this
time as it will depend on levels of share-based payments granted in the future. However, had SFAS No.
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123(R) been adopted in prior periods, the impact would have approximated the impact of SFAS No. 123, which is described
in Note Q. SFAS No. 123(R) also requires the benefits of tax deductions in excess of recognized compensation cost to be
reported as a financing cash flow, rather than as an operating cash flow as required under the current literature. This
requirement will reduce net operating cash flows and increase net financing cash flows in periods after the adoption. We
cannot estimate what those amounts will be in the future because they depend on, among other things, when employees
exercise stock options.

SFAS No. 123(R) allows companies to choose one of three transition methods: the modified prospective transition
method without restatement, modified prospective transition method with restatement, or modified retroactive transition
method. We have not yet determined which transition methodology we will use when we adopt SFAS No. 123(R).

In December 2004, the FASB issued FASB Staff Position (“FSP”) No. 109-1, Application of FASB Statement No. 109,
Accounting for Income Taxes, to the Tax Deduction on Qualified Production Activities Provided by the American Jobs
Creation Act of 2004 (““AJCA™). FSP No. 109-1 states that the impact of the tax deduction on qualified production activities
provided by the AJCA should be accounted for as a special deduction rather than a statutory rate reduction. We do not expect
the adoption of this provision to have a material impact on our overall financial position or results of operations.

In December 2004, the FASB issued FSP No. 109-2, Accounting and Disclosure Guidance for the Foreign Earnings
Repatriation Provision within the American Jobs Creation Act of 2004. The AJCA introduces a limited time 85% dividends
received deduction on the repatriation of certain foreign earnings to a U.S. taxpayer (repatriation provision), provided certain
criteria are met. FSP 109-2 provides accounting and disclosure guidance for the repatriation provision. We have no current
plans to utilize the repatriation provision available under the AJCA at this time.

U. Subsequent Events

On August 11, 2005, we signed a definitive agreement to acquire the remaining 50% ownership of our joint venture in
India from our joint venture partner for approximately $7.5 million in cash and other consideration. This acquisition will give
us 100% ownership of this entity.
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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 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, financial 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 expectations, speak only as of the date hereof,
and are subject to risks and uncertainties. We expressly disclaim any obligation, except as required by law, or undertaking to
update or revise forward-looking statements contained herein to reflect any change or expectations with regard thereto or to
reflect any change in events, conditions, or circumstances on which any such forward-looking statement is based, in whole or
in part. Our actual results may differ materially from the results discussed in or implied by such forward-looking statements.
We are subject to a number of risks similar to those of other companies of similar size in our industry, including pre-tax
losses, rapid technological changes, competition, limited number of suppliers, customer concentration, failure to successfully
integrate acquisitions, adverse government regulations, failure to manage international activities, and loss of key individuals.
Risks that may affect our operating results include, but are not limited to, those discussed in the “Risk Factors™ section of
our Annual Report on Form 10-K filed with the Securities and Exchange Commission on January 13, 2005.

Introduction

Novell is a leading provider of infrastructure software and services, founded in 1983. We provide identity and access
management, resource management, desktop, workgroup, and data center solutions on several operating systems, including
Linux, NetWare, Windows, and Unix. All of our solutions are supported by our global services and support, including
consulting, training and technical services. With these solutions, our customers can deliver information or system resources
through a combination of open source and proprietary software technologies. We create value for our customers by reducing
the cost, complexity and vulnerability of today’s information environments. With approximately 5,800 employees globally,
we serve customers all over the world.

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

Identity-driven computing solutions. Our identity-driven computing products include identity management, web
services, and resource management applications that offer a full suite of capabilities, including:

e secure authentication and authorization services;

e single sign-on;

e provisioning capabilities;

«  portal and web services application infrastructure; and

e centralizing, automating, and simplifying network management.

We believe that customers recognize the need to manage the access, utilization, and optimization of assets through
information systems that can interpret, 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 affords organizations the
opportunity to make changes to their business operations without incurring the cost of constantly changing their underlying
application software. Our identity-driven, directory-based management modules allow customers to manage their computing
environment from a single, central location. Our strategy has been to develop identity-driven technologies as a set of discrete,
but integrated, services to accelerate time to value, as opposed to the use of a single monolithic application that can take years
to implement and deploy. These identity-driven 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.

Linux and platform services solutions. We offer two major operating system platforms, NetWare and SUSE LINUX,
which support our Linux and platform services solutions. Our solutions offer an enterprise-ready, scalable approach to
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networking and collaboration services — including file, print, messaging, scheduling, and collaboration. 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 fit better with our customers’ technology plans.

A major focus of our Linux and platform services solutions is to embrace and promote open source development. Open
source is a term used to describe software source code that generally allows free use, modification, and distribution of source
code, subject to certain conditions. Open source software is generally built by a community of developers, many of whom are
unaffiliated with each other. Corporations also fund open source projects or contribute code into open source to further assist
development efforts. We believe that a major shift toward open source software is underway as companies are more critically
evaluating the cost effectiveness 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
benefit from this trend. Initially, widespread adoption of Linux and open source software was hindered by weak technical
support and a lack of applications. We are particularly well-positioned to address these shortcomings. We leverage our
financial stability, experience, and global support capabilities to help our customers integrate Linux and other open source
software into their existing IT environments. While the flexibility and cost savings of Linux and open source have made them
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 Linux and platform services
solutions, our customers can deploy the best of proprietary and open source software. As an example, our GroupWise product
now allows customers to collaborate seamlessly across their NetWare, 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.

Global services and support. 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 benefit from our products and solutions. We also offer open source and identity-
driven services that help our customers rapidly integrate applications or migrate existing platforms to Linux.

Through our training services, we offer skills assessments, advanced technical training courses, and customized
training directly and through authorized training service partners. We also offer testing and certification 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 certifications. Building on this program, we introduced our Novell Certified
Linux Engineer and Novell Certified 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 worldwide, primarily in Europe and the United States.
Celerant delivers rapid improvements in process and personnel performance, leading to sustained bottom-line benefits within
clearly defined timeframes.

Overview

The strategic focus of our business is to deliver to our customers identity-driven computing and Linux and platform
services solutions, supported by services that complement our products. Important factors in evaluating our results for the
third quarter of fiscal 2005 include the state of the global economy and IT markets and our progress in implementing our key
initiatives, including:

e increasing revenue from our Linux and identity-driven computing businesses,
« reducing the rate of revenue decline in our legacy NetWare and NetWare related applications business; and

e increasing sales of other products and services, including consulting services.
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The following discussion addresses our strategy and the challenges we believe we face over the next year.

One of the most important elements of our strategy is to embrace the open source movement, specifically the Linux
development community, and to develop a competitive position in the Linux market. This strategy includes supporting the
Linux and NetWare operating systems and offering Novell products and services that help our customers easily migrate to the
Linux platform. Our key open source and Linux goals include the following:

e We need to successfully address the concerns of our NetWare installed base in order to mitigate historic revenue
declines by providing a well-articulated technology roadmap that is relevant to the customers’ businesses and that
helps them to migrate to the Linux platform. The installed base is an important source of cash flow and an
opportunity for us to sell more products. Excluding the impact of foreign currency effects, NetWare-related
revenue for the third quarter of fiscal 2005 declined by 8% from the year ago quarter. It is our goal that the release
of Open Enterprise Server (“OES”), which includes both the SUSE Linux Enterprise Server (“SLES”) and
NetWare operating systems, will provide customers with increased choice and flexibility, thereby encouraging
customers to renew their existing maintenance agreements 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
cancel their maintenance contracts with us.

e We released SLES 9 during fiscal 2004, which we believe to be a major milestone in enabling enterprise Linux
computing. We sold approximately 27,500 stand-alone subscriptions to SLES during the third quarter of fiscal
2005. 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 overall Linux market and provide
sales opportunities for our other products. As a result, we expect our existing product revenue streams and
financial trends to benefit 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, such as through the
availability of global technical support and breadth of service offerings. We believe that our experience providing
enterprise-level service, support, and products as well as our other competitive advantages will allow us to become
the leader in Linux operating system distributions. We will continue to build partnerships and invest in
engineering, 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-added offering.

«  We would like to add new geographic markets to our business. For example, our market share in China is showing
significant growth, and while the market for our solutions in China is currently small, it is growing very fast. We
recently announced plans to expand our investment in the China market with plans to set up a research and
development center there, open new regional sales branches, develop a local technology support center, and
strengthen ties with local partners.

¢ We have made significant progress in the last year building relationships with the independent software vendor
community, and we want to continue to expand our entire partner ecosystem. With regard to SLES, the number of
hardware and software solutions that are [certified or ready to be certified] increased during the third fiscal quarter
of 2005 to 1,590, up 13% from 1,409 at the end of the prior quarter and up from 372 at the end of the third fiscal
quarter of 2004. In addition, during the quarter we established several relationships with major partners.

Another critical element of our strategy is to expand our identity-driven computing business. We are componentizing
the 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.

We are in the process of rearchitecting several of our product lines to expand their appeal outside the Novell installed
base. We have several key upcoming product releases within the next six months around our identity management and
resource management solutions. It is our goal that the release of these products will result in increased sales.

In the third fiscal quarter of 2005, we were able to increase the profitability of our IT consulting services at the
contribution margin level from the year ago quarter. We plan to focus on continuing to increase IT consulting services that
relate to the products we sell. We still offer general IT consulting, but it is no longer our primary focus. We believe that we
need to demonstrate to the consulting and systems integrator community that we are not direct competitors and teach them
how to use our products to develop identity solutions for their customers, including with our help when needed.
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We are a company in transition, and we believe there is much work that lies ahead to complete the transformation.
Although 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, we are looking for other ways to cut costs.

e We expect our research and development expenses as a percent of revenue will be higher than our normal run rates
over the next 6 months because of (i) efforts to rearchitect several products such as ZENworks and eDirectory so
that they will be more appealing to customers outside the NetWare installed base, and (ii) investments in Linux,
partnerships and training.

< Infiscal 2004, we commenced the transition of our North America sales and consulting delivery teams to a new
business model as a result of our new products and repositioning. That transition is largely complete.

e Our EMEA sales and consulting delivery teams are involved in similar changes to those we have been making in
North America. We began that process in the first fiscal quarter of 2005 and expect the reorganization to take 12 to
18 months. During the third fiscal quarter of 2005, we announced a restructuring of our EMEA operations,
primarily of our sales and consulting teams, to reduce headcount in this region by approximately 120 personnel.
We believe that this restructuring will reduce quarterly operating expenses by $3 to 4 million per quarter going
forward after it is fully implemented, and we expect that field management will continue to reorganize this
segment to better align resources with opportunities.

«  We believe that we still need to make additional operational enhancements to our business which will lead to
further cost reductions and restructuring, currently targeted for the fourth fiscal quarter of 2005.

Despite recent improvements in the economy, we believe that we are still in a relatively challenging IT spending
environment in North America. We see that Chief Information Officers (“ClOs™) are still cautious in making IT investments.
We see a continued reluctance to make large upfront commitments to infrastructure projects because they typically take
significant time and effort 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 flat 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 identity management business. We believe that our focus on Linux, open source, and identity management solutions
will permit us to exploit the two primary concerns of CIOs — improving security and lowering cost of ownership.

Results of Operations
Acquisitions

Tally Systems Corp.

On April 1, 2005, we acquired a 100% interest in Tally Systems Corp., a privately-held company headquartered in
Lebanon, New Hampshire. Tally provides automated PC hardware and software recognition products and services used by
customers to manage hardware and software assets. These products and services are now part of our ZENworks product line.
The purchase price was approximately $17.3 million in cash, plus estimated transaction costs of $0.4 million and excess
facility costs of $4.5 million recorded as an acquisition liability.

Immunix, Inc.

On April 27, 2005, we acquired a 100% interest in Immunix, Inc., a privately-held company headquartered in Portland,
Oregon, which provides enterprise class, host intrusion prevention solutions for the Linux platform. This acquisition enables
us to expand security offerings on the Linux platform. The purchase price was approximately $17.3 million in cash, plus
estimated transaction costs of $0.4 million.

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 licenses revenue includes sales of proprietary licenses, upgrade
licenses and certain royalties. Maintenance and services includes all other revenue, including Linux subscriptions and
upgrade protection contracts.
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Three Months Ended Nine Months Ended

(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Software liCENSES......ccveveeee e $ 45628 $ 57,024 (200% $ 135,692 $ 172,043 2%
Maintenance and SErVICES........coccevvvriveeeirericveeereeenns 244 586 247,573 (1)% 741,701 693,217 7%
Total Net reVENUE .......ccvvevveeciciece e $ 290,214 $ 304,597 5)% $ 877,393 $ 865,260 1%

Overall, favorable foreign currency exchange rates increased revenue in the third quarter and first nine months of fiscal
2005 by approximately $3.8 million and $22.6 million, respectively, compared to the same periods in fiscal 2004. During the
third fiscal quarter 2005, we recognized Linux-related product revenue of $44 million, including $31 million from sales of
OES and $8 million from subscriptions to SLES.

Software licenses revenue decreased in the third quarter and in the first nine months of fiscal 2005 compared to the
same period of fiscal 2004 primarily due to declines in our installed base mainly due to NetWare. In addition, more of our
customers are purchasing under multiple product, multiple year contracts, which we record as maintenance and services.

The slight decrease in maintenance and services revenue during the third quarter of fiscal 2005 compared to the same
period of fiscal 2004 is primarily due to the recognition in the third quarter of fiscal 2004 of $13.5 million of royalty revenue
related to a legal judgment against The Canopy Group (“Canopy”), and a $5.9 million decrease in Celerant revenue offset by
higher IT consulting and services revenue of $9.1 million and increased maintenance revenue. IT consulting revenue
increased in the third quarter of fiscal 2005 due to the acquisition of Salmon, and increases in consulting revenue in North
America. The increase in maintenance and services revenue of $48.5 million during the first nine months of fiscal 2005
compared to the same period in fiscal 2004 is due primarily to higher IT consulting and services revenue of $30.8 million
from the acquisition of Salmon, increased revenue in all geographic regions and Celerant, and higher maintenance revenue.
The change in the mix of our revenue towards more maintenance and subscription contracts has also driven the increase in
revenue in the maintenance and services category. SLES maintenance subscription revenue was approximately $7.6 million
during the third quarter of fiscal 2005 compared to $4.2 million in the third quarter of fiscal 2004.

Net revenue by reporting segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
NOMh AMEIICA ..., $ 129,886 $ 141,078 (8)% $ 378,869 $ 381,657 (1)%
EMEA 92,633 92,209 —% 287,227 279,072 3%
ASIAPACITIC. ..o ) 17,019 16,082 6% 45,871 46,293 (1)%
Latin AMETICA....ccveiveiiiiiecie ettt s, 5,590 4,539 23% 16,155 15,690 3%
............................................................................................ 7,254 6,933 5% 23,483 19,666 19%
Celerant CoNSUIEING .......ccoeviiiiciceee e 37,832 43,756 (14)% 125,788 122,882 2%
Total NEL FEVENUE......ccveevieieeieere e $ 290,214 $ 304,597 (5)% $ 877,393 $ 865,260 1%

We further analyze revenue by solution categories within each operating segment.

Net revenue by solution category in the North America segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Identity-driven computing solutions.................... $ 32657 $ 30418 7% $ 92640 $ 83,299 11%
Linux and platform services solutions................. 56,790 74,098 (23)% 169,380 189,457 (11)%
Services and SUPPOIt........ccevereeeereenierieniesie e, 40,439 36,562 11% 116,849 108,901 7%
Total Net reVeNUE........ccevveveveercesieeceins, $ 129,886 $ 141,078 8)% $ 378,869 $ 381,657 (1)%

Revenue from North America decreased in the third quarter of fiscal 2005 compared to the same quarter in fiscal 2004
due primarily to the $13.5 million Canopy royalty revenue in the third quarter of fiscal 2004 and decreases in NetWare/OES
revenue of $3.4 million, offset by increases in ZENworks related revenue of approximately $1.0 million, web services
products revenue of approximately $1.2 million, and IT consulting revenue of approximately $3.7 million. The slight
decrease in North America segment revenues for the first nine months of fiscal 2005 compared to the same period in fiscal
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2004 is primarily due to the $13.5 million Canopy royalty revenue recognized in fiscal 2004 and lower NetWare/OES
revenue of $8.7 million, offset by increases in SLES revenue of $8.3 million, consulting and services revenue of $7.8 million,
ZENworks related revenue of $3.9 million, and web services product revenue of 5.4 million. Overall, foreign currency
exchange rates increased revenue in the North America segment by approximately $0.8 million and $2.4 million during the
third quarter and first nine months of fiscal 2005, respectively.

During the first, second and third quarters of fiscal 2005, North America signed new subscriptions related to
approximately 7,300 units, 8,300 units and 13,000 units, respectively, of SLES 9.

Net revenue by solution category in the EMEA segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Identity-driven computing solutions..............ccece., $ 21,155 $ 21,788 (3% $ 64321 $ 64,903 ()%
Linux and platform services solutions..................... 37,741 40,678 (1% 119,312 127,909 (7%
Services and SUPPOIt........ccvveeeeeeieerieienesesresreeeen, 33,737 29,743 13% 103,594 86,260 20%
Total Net reVeNUE.......ccvvvvieeiee e, $ 92,633 $ 92,209 —% $ 287,227 $ 279,072 3%

Revenue from EMEA remained flat in the third quarter of fiscal 2005 compared to the third quarter of fiscal 2004 and
increased 3% during the first nine months of fiscal 2005 compared to the same period in fiscal 2004. The European economy
continues to experience weakness and IT spending continues to be constrained. Overall, foreign currency exchange rates
increased revenue in the EMEA segment by approximately $1.6 million during the third quarter of fiscal 2005. Decreases in
product sales were offset by higher consulting revenue, primarily from the inclusion of Salmon for a full quarter in fiscal
2005. The increase in revenue during the first nine months was primarily due to favorable foreign currency rates of $13.3
million, increased IT consulting revenue of $11.7 million, after adjusting for foreign currency impacts, primarily from the
acquisition of Salmon, and increased SUSE revenue of $3.5 million, after adjusting for foreign currency impacts. These
increases were offset somewhat by decreases in NetWare/OES revenue of $11.9 million, Groupwise revenue of $3.1 million,
ZENworks related revenue of $2.2 million, and web services revenue of $1.1 million, all adjusted for foreign currency
impacts.

During the first, second and third quarters of fiscal 2005, EMEA signed new subscriptions related to approximately
12,400 units, 8,000 units and 10,300 units, respectively, of SLES 9.

Net revenue by solution category in the Asia Pacific segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Identity-driven computing solutions............cc.ceevevennen. $ 4931 $ 4,507 9% $ 12440 $ 11,715 6%
Linux and platform services solutions.............c.cc....... 5,795 6,535 (11)% 15,402 20,953 (26)%
Services and SUPPOIt........cccuverirereeieree e, 6,293 5,040 25% 18,029 13,625 32%
Total NEt FeVENUE.......cccvevevereiceeee e, $ 17,019 $ 16,082 6% $ 45871 $ 46,293 (1)%

The overall increase in Asia Pacific segment revenues for the third quarter of fiscal 2005 compared to the third quarter
of fiscal 2004 is primarily due to increases in consulting revenue of $1.2 million, web services related revenue of $0.4 million
and favorable foreign currency exchange rates. This increase was offset somewhat by decreases in NetWare/OES revenue of
$0.8 million. The overall decrease in Asia Pacific segment revenues for the first nine months of fiscal 2005 compared to the
same period in fiscal 2004 is primarily due to decreases in NetWare/OES revenue of $5.5 million and offset somewhat by
increases in consulting and services revenue of $4.4 million and favorable foreign currency exchange rates.
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Net revenue by solution category in the Latin America segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Identity-driven computing solutions ...........c.cccceeeevevee. $ 1004 $ 806 25% $ 3376 $ 2,782 21%
Linux and platform services solutions ............ccccceueneen. 2,114 1,749 21% 6,031 5,953 1%
Services and SUPPOIt ........ccerererereseseseeseseeeeseeneeens 2,472 1,984 25% 6,748 6,955 (3)%
Total NEt FEVENUE.........eviviieieeec e $ 559 $ 4,539 23% $ 16,155 $ 15,690 3%

The overall increase in Latin America segment revenues for the third quarter of fiscal 2005 compared to the third
quarter of fiscal 2004 is due to increased revenue in all categories. The overall increase in Latin America segment revenues
for the first nine months of fiscal 2005 compared to the same period of fiscal 2004 is primarily due to increased revenue in
the third quarter of fiscal 2005, which offset prior quarter declines.

Net revenue by solution category in the Japan segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Identity-driven computing solutions ............c.cccceevevnee. $ 531 $ 705 (5% $ 1376 $ 1,284 7%
Linux and platform services solutions ............c.cc.cevenien, 4,537 4,612 (2)% 14,388 11,965 20%
Services and SUPPOIt ........cceverereresese e seseeeeseeneeens 2,186 1,616 35% 7,719 6,417 20%
Total NEt FEVENUE........veviverieiceec e, $ 7254 $ 6,933 5% $ 23483 $ 19,666 19%

The overall increase in Japan segment revenues for the third quarter of fiscal 2005 compared to the third quarter of
fiscal 2004 is primarily due to an increase in services revenue, which offset declines in product related revenue. The overall
increase in Japan segment revenues for the first nine months of fiscal 2005 compared to the same period of fiscal 2004 is
primarily due to higher royalty revenue of approximately $2.2 million and increased consulting revenue.

Net revenue in the Celerant consulting segment was as follows:

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
Celerant CoNSUITING .........ccovveveveeirieieecee e, $ 37,832 $ 43,756 (14)% $ 125,788 $ 122,882 2%

Celerant revenues for the third quarter of fiscal 2005 decreased compared to the third quarter of fiscal 2004 primarily in
the United States. Celerant revenues for the first nine months of fiscal 2005 increased over the same period in fiscal 2004 due
to favorable foreign currency exchange rates.

Deferred revenue

Deferred revenue represents revenue that is expected to be recognized in future periods. The majority of deferred
revenue relates to maintenance contracts and subscriptions and is recognized ratably over the related service periods,
typically one year. As more of our revenue contracts shift to multiple product, multiple year subscription arrangements, we
will expect that a greater proportion of our revenue will initially be deferred revenue and recognized over the contract term as
maintenance and subscription revenue. At July 31, 2005, deferred revenue decreased $8.8 million or 2% compared to the
balance at October 31, 2004. At July 31, 2005, there was approximately $20.3 million of SLES deferred revenue included in
this balance compared to approximately $17.3 million at October 31, 2004. The decrease in total deferred revenue from
October 31, 2004 is due primarily to seasonably lower invoicing offset somewhat by the increase in maintenance and
subscription contracts. The increase in the third quarter 2005 deferred revenue over the same period of fiscal 2004 of $27.9
million is primarily attributable to $1.7 million additional revenue from acquisitions, $4.1 million increase due to favorable
foreign currency exchange rates, approximately $9.8 million due to advanced invoicing of maintenance contract renewals and
approximately $13.9 million due to increases in maintenance and subscription contracts.
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Gross profit

Three Months Ended

Nine Months Ended

(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change

Software licenses gross profit ................ $ 41,153 $ 51411 (20)% $ 121,722 $ 155,422 (22)%

percentage of related revenue...... 90% 90% 90% 90%
Maintenance and services gross profit... $ 143,052 $ 149,230 4% $ 420,270 $ 404,564 4%

percentage of related revenue...... 58% 60% 57% 58%
Total gross profit................. $ 184205 $ 200,641 (8)% $ 541,992 $ 559,986 (3)%

percentage of
revenue .......c.co...... 63% 66% 62% 65%

The decrease in gross profit from software licenses for the third quarter and first nine months of fiscal 2005 compared
to the same periods of fiscal 2004 is primarily due to decreased sales of software licenses.

The decrease in gross profit from maintenance and services as a percentage of related revenue for the third quarter and

first nine months of 2005 compared to the same periods of fiscal 2004 is primarily due to the impact of the Canopy royalty

revenue in the third quarter of fiscal 2004 and a shift in the mix of revenue in this category to lower margin consulting
services revenue, increased royalty costs and increased amortization of intangible assets associated with recent acquisitions.

Operating expenses

Three Months Ended

Nine Months Ended

(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change

Sales and marketing.........c.cccvcvevevieeserreiesenienen, 93,464 $ 91,660 2% $ 288,420 $ 268,534 7%
percentage of reVeNUEe........ccocvvveevverieienenn, 32% 30% 33% 31%

Product development...........ccccoovreinenninennnnnn, 48,655 $ 48,390 1% $ 146,832 $ 149,161 (2)%
percentage of reVeNUEe.........cccvvvevvverierienenn, 17% 16% 17% 17%

General and administrative........ccococvverveienennenenn, 31,788 $ 28,729 11% $ 90,168 $ 79,201 14%
percentage of revVenue..........ccocevceveeeeeens, 11% 9% 10% 9%

ReStructuring EXPENSES........coeevereeerereieseererenns, 9375 $ 9,250 1% $ 21,155 $ 13,987 51%
percentage of reVenUe..........ccccvvvveveveernenns, 3% 3% 2% 2%

Acquired in-process research and development .. — $ — —% $ 480 $ — —%
percentage of reVenUE..........ccccvvvveveeernenns, —% —% —% —%

Gain on sale of property, plant and equipment... — $ — —% $ (1,589 $ (1,977) (20)%
percentage of revVenue..........ccocvvevvvevenennn, —% —% —% —%

Gain on settlement of potential litigation ........... — $ — —% $ (447,560) $ — —%
percentage Of reVeNUEe.........cccvvvevveerierienenn, —% —% 51% —%

Total operating expenses (income) ........... $ 1832282 $ 178,029 3% $ 97,906 $ 508,906 (81)%
percentage of revenue .................... 63% 58% 11% 59%

Sales and marketing expenses, in total and as a percentage of revenue, for the third quarter and first nine months of
fiscal 2005, increased compared to the same periods in fiscal 2004 due primarily to increased marketing activities in North
America and Europe. Unfavorable foreign currency exchange rates increased sales and marketing expenses by approximately
$7.3 million in the first nine months of fiscal 2005. In addition, during the first nine months of fiscal 2005, sales and
marketing expenses increased due to the inclusion of SUSE for the full period in fiscal 2005.

Product development expenses in the third quarter of fiscal 2005 remained relatively flat compared to the same period
of fiscal 2004. Product development expenses during the first nine months of fiscal 2005 decreased slightly compared to the
same period in fiscal 2004 due primarily to approximately $1 million of severance charges incurred in the first quarter of
fiscal 2004 that were not incurred in fiscal 2005. Realized savings in fiscal 2005 from prior year headcount reductions were
offset by increases in compensation and benefit costs.

General and administrative expenses increased in the third quarter of fiscal 2005 compared to the same period in fiscal
2004 due primarily to higher legal and consulting fees and charitable contributions amounting to $2.7 million, a write off of
unrecoverable sales tax of $1.4 million, and severance costs of $0.7 million offset by lower compensation costs of $2.2
million. General and administrative expenses for the first nine months of fiscal 2005 compared to the same period in fiscal
2004 increased primarily due to a $9 million legal accrual reversal in the prior year, higher fees for legal and consulting of
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$3.6 million, and an adjustment of sales tax of $1.4 million, offset somewhat by an adjustment of bad debt allowances and
other accruals of $3.6 million during fiscal 2005.

During the third quarter and first nine months of fiscal 2005, we recorded restructuring expenses of $9.4 million and
$21.2 million, respectively. Of the $21.2 million recorded in the first nine months of fiscal 2005, $0.7 million related to
adjustments to previously recorded merger liabilities, and the remaining $20.5 million related to restructuring activity
recognized during fiscal 2005. These restructuring expenses related to our continuing efforts to restructure our business to
focus on Linux and identity-driven computing and to re-align our Celerant consulting business in response to changing
market conditions. Specific actions taken included reducing our workforce by 267 employees during the first nine months of
fiscal 2005, mainly in consulting, sales and product development. Total restructuring expenses recorded in the first nine
months of fiscal 2005 by reporting segment were as follows: North America $0.6 million, EMEA $15.2 million, Celerant
$1.5 million, Latin America $1.1 million, Japan $0.2 million, and corporate unallocated operating costs $1.9 million.

During the first quarter of fiscal 2005, we recognized a gain of $1.6 million on the sale of our facility in Lindon, Utah
and a gain on a settlement of $447.6 million, net of legal expenses of approximately $88.4 million, with Microsoft
concerning potential anti-trust litigation related to our NetWare operating system.

Other income (expense)

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
INVESEMENE INCOME ...vveveieeececeee e $ 11515 $ 8,128 42% $ 31,208 $ 16,000 95%
percentage Of reVEeNUE.........ccccecveieneie e 4% 3% 4% 2%
Impairment of iNVEStMENLS...........ccccceveveieieiiiicice e $ (683) $ (552) 24% $ (2,613) $ (2,448) %
percentage Of reVEeNUE.........cccceeveieiene e —% —% —% —%
Other XPENSES, NEL ......ceveveveeeeeree et $ (1574 $ (1,399 13% $ (6,847) $ (4,518) 52%
percentage of reVENUE.........ccccvevvevereresese e (1)% (1)% (1)% (1)%
Total other income, Net..........cccvvvvvevevcrennas $ 9258 $ 6,182 50% $ 21,748 $ 9,034 141%
percentage of revenue............ccoevevenee. 3% 2% 3% 1%

Novell’s long-term investments consist primarily of investments in venture capital partnerships and other direct
investments in equity securities of privately-held companies. Investment income includes income from short-term and long-
term investments. Investment income for the third quarter and first nine months of fiscal 2005 increased compared to the
same periods in fiscal 2004 due to interest earned on the $460.0 million, net received from the issuance of the Debentures
issued in the third quarter of fiscal 2004, after the related stock buy-back and issuance costs, and the $447.6 million cash
received from Microsoft in the first quarter of fiscal 2005 in connection with the favorable settlement of potential anti-trust
litigation, after related legal fees. Investment income in fiscal 2005 also included long-term investment gains of $1.9 million.
Investment income in the third quarter and first nine months of fiscal 2004 included $5.0 million of interest income earned in
connection with a favorable legal judgment against Canopy.

To assess impairment, we analyze forecasted financial performance of the investees, the liquidation preference value of
the stock we hold, and our estimate of the potential for investment recovery based on all these factors.

Other expenses, net for the third quarter and first nine months of fiscal 2005 increased compared to the same periods in
fiscal 2004. The increase in interest expense of $1.0 million for the third quarter and $4.0 million for the first nine months
was related to the issuance of the Debentures in the third quarter of fiscal 2004. This increase was offset somewhat by lower
foreign currency transaction losses and minority interest.

Income tax expense

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
INCOME taX EXPENSE ...ttt $ 8041 $ 5389 49% $ 84,160 $ 16,191 420%
percentage Of FEVENUE..........c.ccevereinericcncece s 3% 2% 10% 2%
Effective taX rate ....c.coveveee e 79% 19% 18% 27%

We are subject to income taxes in numerous jurisdictions and the use of estimates is required in determining our
provision for income taxes. We provide for income taxes for each interim period for ‘ordinary’ income (pre-tax income
excluding unusual or infrequently occurring discrete items) based on the estimated annual effective tax rate for the year and
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for the discrete items based on the differential in estimated annual tax with and without those items. Each of these is adjusted
for changes in estimates which occur during the period. The gain from the Microsoft settlement in the first quarter of fiscal
2005 is considered a discrete item. Income tax expense for the third quarter of fiscal 2005 was $8.0 million, of which $2.9
million relates to tax on additional forecasted taxable income in the United States. Due to the utilization of a significant
amount of our net operating loss carryforwards on the gain from the Microsoft settlement, the benefit received from our
remaining net operating loss carryforwards used to offset the additional forecasted U.S. taxable income is credited to
additional paid-in capital. Therefore, the $2.9 million income tax expense recorded in the third quarter of fiscal 2005 resulting
from the change in forecasted U.S. earnings was credited to additional paid-in capital. The remaining income tax expense of
$5.1 million relates to foreign earnings.

Income tax expense for the first nine months of fiscal 2005 was $84.2 million, of which approximately $72.4 million
primarily relates to the Microsoft settlement income and approximately $11.8 million primarily relates to foreign earnings.

The effective tax rate for the full fiscal year 2004 was 23.7%. The effective tax rate for the full fiscal year 2005 will be
lower than the rate for fiscal 2004 primarily due to the use of net operating losses.

We continue to believe that it is more likely than not that our remaining U.S. net deferred tax assets will not be realized
based on the weight of all available evidence. As a result, we have provided a full valuation reserve on our U.S. net deferred
tax assets. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation
allowance is no longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future
income tax provisions, goodwill or additional paid-in-capital.

We continue to evaluate our tax reserves under Statement of Financial Accounting Standards (“SFAS”) No. 5,
“Accounting for Contingencies.” The amount reflected in the consolidated balance sheet at July 31, 2005 is considered
adequate.

Net income available to common stockholders

Three Months Ended Nine Months Ended
(dollars in thousands) July 31, July 31, July 31, July 31,
2005 2004 Change 2005 2004 Change
NEL INCOME ...t $ 2140 $ 23,405 (91)% $ 381,674 $ 43,923 769%
Net income available to common stockholders - basic............. $ 1994 $ 23,216 91)% $ 377,312 $ 17,952 2,002%
Net income available to common stockholders — diluted........... $ 1910 $ 23,886 (92)% $ 381,539 $ 17,952 2,025%

Net income was favorably impacted in the third quarter and first nine months of fiscal 2005 by approximately $0.5
million and $3.5 million, respectively, due to foreign exchange rate fluctuations.

Net income available to common stockholders — basic for the third quarter and first nine months of fiscal 2005 differs
from net income due to the deduction of Series B Preferred Stock dividends and earnings allocated to Series B Preferred
stockholders, which are required to be deducted from net income to arrive at net income available to common stockholders.

Net income available to common stockholders — diluted for the third quarter of fiscal 2005 differs from net income
available to common stockholders — basic due to a deduction for minority interest related to diluted net income. Net income
available to common stockholders — diluted for the first nine months of fiscal 2005 differs from net income available to
common stockholders — basic due to a deduction for minority interest related to diluted net income and adding back the
interest expense and amortization of debt issuance costs attributable to the Debentures. In computing the diluted net income
per share for the first nine months of fiscal 2005, it is assumed the Debentures are converted into common stock at the
beginning of the period, and we would therefore not incur interest expense or amortization costs related to the Debentures.

Net income available to common stockholders — basic in the third quarter and first nine months of fiscal 2004 differs
from net income in those periods due to the Series B Preferred Stock dividends that are required to be deducted from net
income to arrive at net income available to common stockholders — basic. Net income available to common stockholders—
basic in the first nine months of fiscal 2004 also differs due to the deemed dividend related to the beneficial conversion
feature of the Series B Preferred Stock.

Net income available to common stockholders — diluted for the third quarter of fiscal 2004 differs from net income
available to common stockholders — basic due to the Series B Preferred Stock dividends and interest expense and
amortization of issuance costs attributable to the Debentures that are added back to net income. In computing the diluted net
income per share for the third quarter of fiscal 2005, it is assumed the Series B Preferred Stock and the Debentures are
converted into common stock at the beginning of the period, and we would therefore not incur dividends, interest expense or
amortization costs related to the Series B Preferred Stock and Debentures.
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Liquidity and Capital Resources

(dollars in thousands) July 31, 2005 October 31, 2004 Change
Cash, cash equivalents and short-term investments ..........ccc.coceevvvrierreenns $ 1604291 $ 1,211,467 32%
Percent of t0tal @SSELS .......covvieiieiiiiece e 60% 53%

An overview of the significant cash flow activities for the nine months ended July 31, 2005 and July 31, 2004 is as
follows:

Nine Months Ended

(dollars in thousands) July 31, 2005 July 31, 2004
Cash provided by operating activities, including potential litigation settlement ........................ $ 442,148 $ 67,594
Issuance Of COMMON SEOCK, NEL........oiiiiiieiire e bbb 16,035 47,983
Purchases of property, plant and eqQUIPMENT ..........cocoiiiiiieieieee e (20,168) (19,524)
Proceeds from the sale of property, plant and equipmMeNnt ... 10,421 2,140
Purchase of intangible @SSELS .......ccviiiiciiiicie e e e (15,500) —
Cash paid for acquisitions, net of cash aCqUIred..........cccceveveiiiiiiiicie s (33,829) (205,620)
Issuances of Debentures, Net Of ISSUBNCE COSES .......viiiiiiireise e — 585,150
Issuances of Series B Preferred StOCK ..o — 50,000
Repurchase of common stock, held iN treaSUrY ...........cccvviiiinirsie e — (125,000)
Proceeds from the sale of 10Ng-term INVESIMENTS ..........ccoviiiiiiiee e 2,405 —
Other long-term INVESLING ACHIVITIES.........c.ciiiiiiiieiee e (3,503) (2,212)

Cash, cash equivalents, and short-term investments increased $393 million or 32% from October 31, 2004 to July 31,
2005 primarily due to:

» the receipt of $536 million in cash, $447.6 million in cash net of legal fees, related to an agreement with Microsoft
concerning potential antitrust litigation related to our NetWare operating system (included in cash provided by
operating activities),

e net cash proceeds of $10.4 million from the sale of a facility in Lindon, Utah,

e the net issuance of $16.0 million of common stock from the exercise of stock options during the first nine months
of fiscal 2005, and

» net cash proceeds of $2.4 million from the sale of long-term investments.

These increases are offset by decreases in cash, cash equivalents and short-term investments primarily due to:
e expenditures for property, plant and equipment of $20.2 million,

»  cash paid for a portfolio of patents of $15.5 million, and

e cash paid for the acquisitions of Tally and Immunix, net of cash acquired, of $33.8 million.

As of July 31, 2005, we had cash, cash equivalents and other short-term investments of approximately $301.6 million
held in accounts outside the United States. Our short-term investment portfolio is diversified among security types, industry
groups, and individual issuers, and consists primarily of investment grade securities. 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 $5.8 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
$0.9 million and $5.5 million, respectively, as of July 31, 2005. We monitor our investments and record losses when a
decline in the investment’s market value is determined to be other than temporary.

We have long-term investments through the Novell Venture account, and directly in equity securities in privately-held
companies. Investments made through the Novell Venture account 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 July 31, 2005, we had a carrying value of $54.8 million related to investments in
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various venture capital funds and had commitments to contribute an additional $22.7 million to these funds, of which we
estimate approximately $17.1 million could be contributed in the remainder of fiscal 2005, approximately $4.9 million in
fiscal 2006, and approximately $0.7 million thereafter as requested by the fund managers. We intend to fund these
investments with cash from operations and cash on hand.

We have various operating leases related to our facilities with remaining terms of more than one year. These leases
have minimum lease commitments of $8.8 million in the fourth quarter of fiscal 2005, $29.9 million in fiscal 2006, $25.9
million in fiscal 2007, $18.9 million in fiscal 2008, $12.3 million in fiscal 2009, and $35.1 million thereafter. Furthermore,
we have $23.2 million of minimum rentals to be received from subleases.

On July 2, 2004, we issued and sold $600.0 million aggregate principal amount of our 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. We paid $3.1 million in interest expense during the first nine months of fiscal 2005.

As of July 31, 2005, we also have 500 shares of Series B Preferred Stock outstanding with a carrying value of $25
million. The Series B Preferred Stock is redeemable at our option and by the holder under certain change in control
circumstances.

There have been no significant changes to our contractual obligations as disclosed in our fiscal 2004 Form 10-K.

Our principal sources of liquidity continue to be from operations, cash on hand, and short-term investments. At July 31,
2005, our principal unused sources of liquidity consisted of cash and cash equivalents of $985.8 million and short-term
investments in the amount of $618.5 million. During the first nine months of fiscal 2005, we generated $442.1 million of cash
flow from operations, including $447.6 million from the settlement of potential litigation with Microsoft. Our liquidity needs
for the next twelve months are principally for financing of fixed assets, commitments to our venture capital funds and product
development and to maintain flexibility 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 possible redemption of our Debentures, which the holders can first require us to
repurchase on July 15, 2009.

We anticipate generating positive cash flows from operations in addition to investment income in fiscal 2005 sufficient
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 offerings of equity or debt securities are possible for expenditures beyond the
next twelve months, if the need arises, although such offerings may not be available to us on acceptable terms and are
dependent on market conditions at such time. 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 fiscal 2005 for necessary capital expenditures.

New Accounting Pronouncements

In December 2004, the FASB issued its final standard on accounting for share-based payments, SFAS No. 123(R),
“Share-Based Payment,” which replaces SFAS No. 123 and supersedes APB No. 25. 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 related employee service period. SFAS No. 123(R) will be effective for
us beginning with our first quarter of fiscal 2006.

As permitted by SFAS No. 123, we currently account for share-based payments to employees using the APB No. 25
intrinsic value method and, therefore we generally recognize no compensation cost for employee stock options. The adoption
of SFAS No. 123(R) will have a significant impact on our results of operations, although it is not expected to have any
impact on our overall financial position. The precise impact of the adoption of SFAS No. 123(R) cannot be predicted at this
time as it will depend on levels of share-based payments granted in the future. However, had SFAS No. 123(R) been adopted
in prior periods, the impact would have approximated the impact of SFAS No. 123, which is described in Note Q. SFAS No.
123(R) also requires the benefits of tax deductions in excess of recognized compensation cost be reported as a financing cash
flow, rather than as an operating cash flow as required under the current literature. This requirement will reduce net operating
cash flows and increase net financing cash flows in periods after the adoption. We cannot estimate what those amounts will
be in the future because they depend on, among other things, when employees exercise stock options.
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SFAS No. 123(R) allows companies to choose one of three transition methods: the modified prospective transition
method without restatement, modified prospective transition method with restatement, or modified retroactive transition
method. We have not yet determined which transition methodology we will use when we adopt SFAS No. 123(R).

In December 2004, the FASB issuedFSP No. 109-1, Application of FASB Statement No. 109, Accounting for Income
Taxes, to the Tax Deduction on Qualified Production Activities Provided by the American Jobs Creation Act of 2004
(“AJCA™). FSP No. 109-1 states that the impact of the tax deduction on qualified production activities provided by the AJCA
should be accounted for as a special deduction rather than a statutory rate reduction. We do not expect the adoption of this
provision to have a material impact on our overall financial position or results of operations.

In December 2004, the FASB issued FSP No. 109-2, Accounting and Disclosure Guidance for the Foreign Earnings
Repatriation Provision within the American Jobs Creation Act of 2004. The AJCA introduces a limited time 85% dividends
received deduction on the repatriation of certain foreign earnings to a U.S. taxpayer (repatriation provision), provided certain
criteria are met. FSP 109-2 provides accounting and disclosure guidance for the repatriation provision. We have no current
plans to utilize the repatriation provision available under the AJCA at this time.

Subsequent Events

On August 11, 2005, we signed a definitive agreement to acquire the remaining 50% ownership of our joint venture in
India from our joint venture partner for approximately $7.5 million in cash and other consideration. This acquisition will give
us 100% ownership of this entity.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to financial market risks, including changes in interest rates, foreign currency exchange rates, and
market prices of equity securities. To mitigate some of our foreign currency exchange risks, we utilize currency forward
contracts and currency options. We do not use derivative financial instruments for speculative or trading purposes, and no
significant derivative financial instruments were outstanding at July 31, 2005.

Interest Rate Risk

The primary objective of our short-term investment activities is to preserve principal while maximizing yields without
significantly increasing risk. Our strategy is to invest in widely diversified short-term investments, consisting primarily of
investment grade securities, substantially all of which either mature within the next twelve months or have characteristics of
short-term investments. A hypothetical 50 basis point increase in interest rates would result in an approximately $3.4 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 July 31, 2005, gross
unrealized gains, before tax effect on the short-term public equity securities totaled $0.8 million. A reduction in prices of
10% of these short-term equity securities would result in an approximately $0.6 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 $5.6
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 United States, 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 offset by
corresponding gains and losses on the net foreign currency assets and liabilities that they hedge, resulting in negligible net
gain or loss overall on the hedged exposures. When hedging balance sheet exposures, all gains and losses on forward
contracts are recognized in other 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 flows from operating activities in the consolidated statements of cash flows. Our hedging programs reduce,
but do not always entirely eliminate, the impact of foreign currency exchange rate movements. If we do not hedge against
foreign currency exchange rate movement, an increase or decrease of 10% in exchange rates would result in an increase or
decrease in income before taxes of approximately $4.3 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 financial position at July
31, 2005. Actual results may differ materially.
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Item 4. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

Novell’s management, with the participation of the Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of disclosure controls and procedures as of the end of the period covered by this report. Based on that
evaluation, the Chief Executive Officer and Chief Financial Officer concluded that disclosure controls and procedures as of
the end of the period covered by this report were designed and functioning effectively to provide reasonable assurance that
the information required to be disclosed in reports filed under the Securities Exchange Act of 1934, as amended, is (i)
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms and (ii) accumulated and communicated to our management, including the Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding disclosure.

(b) Change in Internal Control over Financial Reporting

No change in Novell’s internal control procedures occurred during the most recent fiscal quarter that materially affects,
or is reasonably likely to materially affect, internal control over financial reporting.

Part I1. Other Information
Except as listed below, other items in Part 1l are omitted because the items are inapplicable or require no response.
Item 1. Legal Proceedings

The information required by this item is incorporated herein by reference to Note M of our financial statements
contained in Part I, Item 1 of this Form 10-Q.

Item 6. Exhibits

(a) Exhibits
Exhibit
Number
Description

12.1 Computation of Ratio of Earnings to Fixed Charges
31.1 Rule 13a-14(a) Certification

31.2 Rule 13a-14(a) Certification

321 18 U.S.C. Section 1350 Certification

32.2 18 U.S.C. Section 1350 Certification
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SIGNATURES

Pursuant to the requirements 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: September 8, 2005 By:[s/ JosePH S. TIBBETTS, JR.

Joseph S. Tibbetts, Jr.
Chief Financial Officer

(Principal Financial Officer and Principal
Accounting Officer)
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EXHIBIT 12.1

Ratio of Earnings to Fixed Charges
(unaudited)

Year Ended October 31, Three Months Nine Months
(amounts in thousands, except ratios) JET)?Z? JELJT)??’;(ZI’.
2000 2001 2002 2003 2004 2005 2005
Consolidated pretax earnings from
continuing operations before
minority interest............ccoeuennen. $ 68,676 $ (270,355) $ (95,722) $ (54,597) $ 75518 $ 10,570 $ 465,626
Interest eXPense .......coccvveververvnenens — — — — 992 750 2,250
Amortization of debt issuance
COSES .t — — — — 982 743 2,229
Interest portion of rental expense... 10,200 10,500 8,700 7,200 6,440 1,676 5,161
Earnings ......ccocooevvveinniinnens $ 78876 $ (259,855) $ (87,022) $ (47,397) $ 83,932 $ 13,739 $ 475,266
Interest EXPenSe ........cceevevevevevnenen. $ — % — 3 — 3 — 3 992 $ 750 $ 2,250
Amortization of debt issuance
COSES it — — — — 982 743 2,229
Interest portion of rental expense... 10,200 10,500 8,700 7,200 6,440 1,676 5,161
Fixed charges .........ccoceevvuenae $ 10200 $ 10500 $ 8700 $ 7,200 $ 8414 $ 3,169 $ 9,640
Ratio of earnings to fixed charges . 7.7 @ @ @) 10.0 4.3 49.3

(@) Due to the loss in fiscal 2001, 2002, and 2003, the ratio coverage was less than 1:1 in each of those periods. The
Company would have had to generate additional earnings of $259.9 million, $87.0 million, and $47.4 million in fiscal
2001, 2002, and 2003, respectively, to achieve a coverage of 1:1.
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EXHIBIT 31.1

CERTIFICATIONS

I, Jack L. Messman, President and Chief Executive Officer of Novell, Inc., certify that:

1.
2.

I have reviewed this quarterly report on Form 10-Q of Novell, Inc;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

c¢) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a)  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize,
and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: September 8, 2005

/sl Jack L. MESSMAN

Jack L. Messman
President and Chief Executive Officer
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EXHIBIT 31.2

I, Joseph S. Tibbetts, Jr., Senior Vice President and Chief Financial Officer of Novell, certify that:

1.
2.

I have reviewed this quarterly report on Form 10-Q of Novell, Inc;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a)  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize,
and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: September 8, 2005

/s/ JosepH S. TIBBETTS, JR.

Joseph S. Tibbetts, Jr.
Senior Vice President and Chief Financial Officer
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EXHIBIT 32.1
SECTION 906 CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER

I, Jack L. Messman, Chief Executive Officer of Novell, Inc., a Delaware corporation (the “Company”), hereby certify
that, to my knowledge:

(1) The Company’s periodic report on Form 10-Q for the period ended July 31, 2005 (the “Form 10-Q”) fully
complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended; and

(2) The information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.

* k%
CHIEF EXECUTIVE OFFICER

/s/ Jack L. MESSMAN
Jack L. Messman

Date: September 8, 2005
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EXHIBIT 32.2
SECTION 906 CERTIFICATION BY THE CHIEF FINANCIAL OFFICER

I, Joseph S. Tibbetts, Jr., Chief Financial Officer of Novell, Inc., a Delaware corporation (the “Company”), hereby
certify that, to my knowledge:

(1) The Company’s periodic report on Form 10-Q for the period ended July 31, 2005 (the “Form 10-Q”) fully
complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended; and

(2) The information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.

* * %

CHIEF FINANCIAL OFFICER

/s/ JosepH S. TIBBETTS, JR.
Joseph S. Tibbetts, Jr.

Date: September 8, 2005
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