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Part I. — Financial Information
Item 1. Financial Statements
NOVELL, INC.
FINANCIAL STATEMENTS
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share and per share data)

ASSETS
Current assets:
Cash and Cash EQUIVAIENTS..........cccv i a e aesaenaesrenne s
SHOE-TEIM INVESIMENTS .....veeicvii sttt sttt e s b e e b s st e s st esssbesssbessbesssbessbesssbessnresans
RESIICTIEA CASN ...ttt et e e et e e st e e st e e e s eat e e e s sabeeessabbeeesbeeeesasbeeesssbenesanes
Receivables (net of allowances of $3,895 and $3,679 at January 31, 2009 and October 31,
2008, FESPECTIVELY) ...ttt ettt e
PrEPAId EXPEINSES ... .eviteiteeteeieeee ettt ettt bbbt bt e e s e e e b e b sbeeb e e be e b e e Rt e ne e e e e be bbb e
CUITENE AETEITEA TAX ASSELS ....vviie i ieteie ettt et ettt e ettt e s et e e s st e e e s bt e e s sbeae e s sabaeesssbaasesabanesssrbeneas
OLNET CUITENT ASSEES ....eiiviie e it e s st e e e ettt e ettt e s st e e s st be e e sbtee e s sabaeeseabbesesabaseessbbaeesssbassssabenessbeneeas
TOAl CUITENT ASSEES ...evvieiiriectie sttt ettt e s st e e st e s s b e e e b e e s sb e e s bae s sbessabesssbessabessbassnbesens
Property, plant and eqQUIPMENT, NEL...........coiiiieiieieie et se et sresresre e
LONG-TEIM INVESIMENTS. ....c.eiveiiecii ettt st st et e et e e e e besae st e s teeneese et e beseenre st es
(€000 111V 1 1
La e a0 o] T 7] S T SRS
DETEITEA INCOME TAXES. .. veiiiveeiteiiitee it e st e et e st e st e e st e e sbt e s sbbessbee e sbeessbeessbeeesbesssbessbesssbesssbesssbessnreeses
OBNBE BSSEES ....vveietieteee e ettt e ettt e s ettt e e sttt eeeebee e e s ettt e e s ssbeeessasessesbaeaesssbeeesaabeesesbeseesabbeeesasbansesareeessareneaas
TOLAL ASSEES ..erivviie ittt ete et e ettt e e ettt e s ettt e e sttt e e sabteeessabeeessabteeesabbeeesssbaaessabeeeesbeaeesaateeeessrrenean

Current liabilities:
ACCOUNTS PAYADIE ...ttt
ACCIUET COMPENSALION ...ttt ettt sttt b et b bbbt bbbt b bbb n et nnenes
Other acCrued HaDIITIES .....veiiiiiece e e e s sre e re s
Senior conVertible deDENTUIES ..........cvi it
INCOME TAXES PAYADIE ...ttt re st nns
(=) (=T g =To I =AY =T T SRS
Total cUrrent HaDIITIES ......ccvcviicic e sre s
=) (= G =To BT g Lol T S
Long-term deferred rEVENUE. .........cviie et sttt se et seenre e e
Other 10Ng-term [HabilItIES ......veeeiececec e e s nren
TOtAl HADIIIEIES . ..vviiviectie et et e et e e e et esbaesbeesbeenreannas

Stockholders’ equity:
Common stock, par value $0.10 per share, Authorized — 600,000,000 shares;
Issued — 359,504,300 and 358,526,217 shares at January 31, 2009 and October 31,
2008, respectively;
Outstanding — 344,385,979 and 343,407,896 shares at January 31, 2009 and October
31, 2008, reSPECLIVEIY ...oviciecieceee e reens
Additional paid-in CAPITAL.........cccoiiiiiii e
Treasury stock, at cost — 15,118,321 shares at January 31, 2009 and October
3L, 2008.....e ettt bbbt bbb bbbt a e b
] e pT=To =T g T TSP
Accumulated other COMPreneNSIVE 10SS ........coviiiiiiiere s
Total StOCKNOIAEIS™ BQUILY ......ovviviiciieie e
Total liabilities and StockhOIdErs” EQUILY..........ccouriiiiiiiiier e

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

January 31, October 31,
2009 2008
(unaudited)
$ 648,093 $ 680,034
387,334 387,813
52,879 52,701
111,775 193,088
32,508 34,365
4,718 5,685
25,705 32,006
1,263,012 1,385,692
168,126 174,978
12,991 14,972
616,801 582,117
57,817 53,320
36,483 36,244
21,848 22,026
$ 2,177,078 $ 2,269,349
$ 28544 $ 36,982
61,908 102,317
92,884 108,929
121,668 125,668
4,851 22,563
487,412 503,174
797,267 899,633
11,643 11,725
217,205 226,876
46,354 43,587
1,072,469 1,181,821
35,950 35,853
428,005 420,669
(124,424) (124,424)
783,236 772,559
(18,158) (17,129)
1,104,609 1,087,528
$ 2,177,078 $ 2,269,349



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

Three months ended

January 31, January 31,
2009 2008
(unaudited)
Net revenue:
SOTEWAIE TICENSES. ... vviieeieietee sttt sttt ettt e et esene b ne e e nerenens $ 28,267 $ 40,202
Maintenance and SUDSCIIPLIONS ........ocuviiiirieiieieie ettt nre e e 158,815 150,067
ST Y o1 PSSRSO 27,789 40,657
TOLAI NEE FEVEINUE ...ttt bbbt st b bbb e et e e neenbe b 214,871 230,926
Cost of revenue:
SOTEWAIE TICENSES. ...ttt ettt bttt ettt b e b bttt b ettt et e e e b e sbesbenbenbesne s 2,526 3,099
Maintenance and SUDSCIIPLIONS ........ccviiiiiieiicieiec ettt sre s re e 12,899 10,941
SBIVICES 1.ttt sttt sttt sttt sttt sttt ettt b e et bt Ee Rt E e bt Ee bR bbbt bt b es 31,472 43,901
TOtAl COSE OF FEVENUE ...ttt ettt ettt sre e 46,897 57,941
C 0TIy ] (0] 1 | S 167,974 172,985
Operating expenses:
Sales aNd MAKETING ....vcvvieciece ettt re e r e e eeseenrenrenrens 76,894 88,005
ProduCt AEVEIOPIMENL.........oiiie ittt sttt et ne e snenbeneesreneenes 45,392 44,735
General and admMINISTIALIVE. ........cveiiiiiiie ettt st e et e e ere s e bes s ebessbessebeeenres e 24,195 27,397
RESITUCLUNING EXPENSES. ... e teiteetiereesieiestestestesteaseeseeees e seestestesseaseeseessestessesbestesteaseeseeseenseneessesseans 8,049 4,367
Gain 0N Sale OF SUDSTAIANY .....ccviiueiiiiece e bbb (200) —
TOtal OPEIrAtiNg EXPENSES ......eiueiieie ettt ettt eee sttt st ae b e st e besbesbesbe bt sbe e e eneeseesbenbesaen 154,330 164,504
INCOME TrOM OPEIALIONS ...ttt bbb b bbbt n et bbb e b e 13,644 8481
Other income (expense):
INVESTMENT INCOIME 1.ttt ittt sttt b et sttt e st e e be st e ebe st e s e ebe st e s e nbeseereabe e 7,176 22,906
IMPAIrMENt Of INVESIMENTS.....c.viiiiic ettt resrenes (1,677) —
Interest eXpense and OthEr, NEL ..o e e ere e (3,135) (5,750)
Total Other INCOME, NEL......c.oiiie bbb 2,364 17,156
Income from continuing operations DefOre taXeS........cov v virerieiicee e 16,008 25,637
INCOME TAX EXPNSE ....cveteresie sttt ettt ettt r et bbb r Rt bbbt s e e s nennear e e 6,367 10,953
Income from continUING OPEIAtIONS ........coveiiviriiiiereise ettt 9,641 14,684
Income from discontinued operations DEfOre taXeS..........covvreiirierieie e 1,036 1,285
Income tax benefit on discontinued OPEratioNns...........cocviireiieieieie s — (836)
Income from discontinued OPErAtIONS ..........cccoveiiiriiiiirieeeieie e e 1,036 2,121
N AT 470 TSSOSO $ 10,677 $ 16,805
Basic earnings per share:
Income from continUiNg OPEIatiONS .........ccccveiiiiieii it are e $ 0.03 $ 0.04
NEL INCOME PEIF SNAIE ...ttt et e e et te s resreeneene e e et e neeneenre e $ 0.03 $ 0.05
Diluted earnings per share:
Income from continUiNg OPEIatiONS .........ccoeiiirieiiiereiie et ane e $ 0.03 $ 0.04
NEL INCOME PEF SNAME ...ttt bbb ettt $ 0.03 $ 0.05
Weighted-average shares outstanding — DASIC.........coouriurriiiiiiireee e e 343,978 351,129
Weighted-average shares outstanding — diluted............cooiiiiiiiiiiii e 344,281 353,047

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



NOVELL, INC.
FINANCIAL STATEMENTS
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Stock-based COMPENSALION EXPENSE .....eiuiiieiieie ettt sttt se e b bbb eneas
Depreciation and amOortization ...........ccccviiveieiiieie e et re e
Change in accounts receivable allOWANCES...........ccviiiiiecicie e
Utilization of previously reserved acquired net operating l0SSeS.........ccccevvvevenieceeieeireiesienieas
Gain on discontinued operations, DEfOre taXES.......cuvvviviiviricieicre e
Gain 0N Sale OF SUDSIAIANY .....ccveiiiicice e nne s
IMPAIrMENt Of INVESTMENTS.....c.iiice et sreere e
Gain 0N deDENTUIE FEPUICNASES .....ccviieieitirieiesie ettt
Changes in current assets and liabilities, excluding the effect of acquisitions and
dispositions:
RECEIVADIES......eee bbbt
PrePaid BXPEINSES . .ccveiuieie ettt ettt sttt ettt et bbbt be e e e b e b sbe b e b e e ne e e e b e bbb e
OFNEI CUITENT ASSELS ...vetetieeeeeeie sttt sttt ettt b bbbt s e e b e bbb e bt b e et e b e b sbe b e
DEferred INCOME TAXES .. ..iveviitiieiisie ettt sttt bbbt neens
ACCOUNES PAYADIE ..ottt et e st este e e ra e et e srenrenes
ACCIUBH [TADTHEIES. ... vttt neenes
DEFEITEU FEVEINUE ...ttt ettt bttt sttt
Net cash provided by (used in) operating aCtiVitieS........cccccvvevvivvivnivceeiecere e
Cash flows from investing activities
Purchases of property, plant and eqUIPMENT .........ccooiiiiririieee e
Purchases of ShOrt-term INVESIMENTS..........ciiiiriiieee et nee e
Maturities of Short-term INVESIMENTS .........ooiiiiiieeee e e
Sales of SNOrt-term INVESIMENTS .........ouiie b
Proceeds from sales of and distributions from long-term investments...........c.cccoeveieieninc i
Cash paid for acquisitions, net of Cash aCQUITE ...........ccceviiiiiiiiieciccc e
Net cash proceeds (distributions) from sale of discontinued Operations...........c.ccocvvvvevveveeieieseseenn
Cash restricted due t0 HHIGAtiON..........c.ccueiiiiiie e e st e e sre s
(01 T=] SO RSSO
Net cash used in iNVEStING ACtIVITIES ......vvvviecie e
Cash flows from financing activities
(Surrenders) issuances of COMMON StOCK, NEL ..........ccoiiiiiiiiiii s
DEDENTUIE FEPUICNESES ......vcveiveeeieite ettt bttt bbbt bt sr et b et srenea
DD FEPAYMENT ...ttt bbbttt b e et b e et b e et rer b nre e
Excess tax benefits from stock-based COMPENSALION..........cccvriiieiiiiie e
Net cash (used in) provided by financing activities...........cccocviiiieiinicieiee e
Decrease in cash and cash eQUIVAIENTS ..........cooiiiiiie e e
Cash and cash equivalents — beginning of PEriod ..........ccccciiiiiiiecieic e
Cash and cash equivalents — end Of PErIOU..........ccovveieiiiiicie e

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

Three months ended

January 31, January 31,
2009 2008
(unaudited)
$ 10,677 $ 16,805
8,031 10,767
11,021 9,000
216 (363)
1,102 5,002
(1,036) (1,180)
(200) —
1,677 —
(68) —
87,801 74,869
2,194 (15,786)
6,536 3,483
646 (8,393)
(8,825) (10,386)
(77,237) (66,431)
(28,402) (43,673)
14,133 (26,286)
(3,512) (5,859)
(69,921) (167,178)
13,281 78,054
63,183 123,642
535 —
(42,950) —
1,036 (3,417)
(178) (51,495)
(3,015) (921)
(41,541) (27,174)
(498) 2,582
(3,869) —
(192) —
26 9,680
(4,533) 12,262
(31,941) (41,198)
680,034 1,079,819
$ 648,093 $ 1,038,621



NOVELL, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

A. Quarterly Financial Statements

The interim consolidated financial statements as of January 31, 2009 and for the three months ended January 31, 2009 and 2008 were
prepared by us pursuant to the rules and regulations of the Securities and Exchange Commission 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 Annual Report on Form 10-K
for the fiscal year ended October 31, 2008. The accompanying financial statements are unaudited and include all normal recurring
adjustments that we believe are necessary for a fair statement of our financial condition and results of operations as of and for the
interim periods presented. The interim operating results are not necessarily indicative of the results for a full year.

Reclassifications

Certain amounts reported in prior periods 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.

Revenue Recognition

Historically, we had stand-alone sales of software licenses, allowing for vendor-specific objective evidence (“VSOE”) of fair value for
substantially all software license products. Accordingly, the relative fair value, or proportional, revenue accounting method was used
to allocate the value of multi-element arrangements proportionally to the software license and other components.

At the start of fiscal 2009, we made a sales program change requiring all customers to initially purchase maintenance with licenses,
which is common industry practice. As a result of eliminating stand-alone software license sales, VSOE of fair value for software
licenses no longer exists. Accordingly, beginning in the first quarter of fiscal 2009, the residual method under Statement of Position
(“SOP”) 97-2, “Software Revenue Recognition”, as amended by SOP 98-9 “Modification of SOP 97-2, Software Revenue
Recognition, with Respect to Certain Transactions”, is now used to allocate the value of multi-element arrangements to the various
components, which is also common industry practice. Under the residual method, each undelivered element is allocated value based
on Novell-specific objective evidence of fair value for that element and the remainder of the total arrangement fee is allocated to the
delivered element, typically the software. This results in discounts being allocated to the software license rather than spread
proportionately over all elements. Therefore, when a discount exists, less revenue is recognized at the time of sale under the residual
method than under the relative fair value method, which we used prior to fiscal 2009. The change to the residual method did not
materially impact revenue in the first quarter of fiscal 2009.

B. Acquisitions
Managed Objects

On November 13, 2008, we acquired 100% of the outstanding stock of Managed Object Solutions, Inc. (“Managed Objects”), a
supplier of business service management solutions. The purchase price consisted of $46.3 million in cash, of which $43.8 million was
paid as of January 31, 2009. The remaining $2.5 million has been accrued and will be paid out during the second quarter of fiscal 2009
in accordance with the terms of the purchase agreement. In addition to the cash purchase price, we also incurred merger and
transaction costs of $1.1 million resulting in total consideration paid for Managed Objects of $47.4 million. This amount was
allocated as follows:

Estimated Estimated

(In thousands) Fair Value Useful Life
Net tangible aSSEtS ACAUITEA .........ouiiieiieiiteie ettt et $ 3,410 N/A
Identifiable intangible assets:

DeVeloped tECNNOIOGY ......c.veeiieieieie ettt b e e sre e 5,800 3 years

CUSLOMET TelAtiONSNIPS ....viveie et et re et re e 3,000 3 years
[© 0T o 11 | PSR PRSRRSSSRRSSN 35,176 Indefinite

Total Net aSSELS ACUITEM. ......c.ciiiiicece ettt st s re e e e b e b e nre e 3 47,386



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

B. Acquisitions (Continued)

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

Developed technology relates to Managed Objects products that were commercially available and could be combined with our
products and services. Discounted expected future cash flows attributable to the products were used to determine the fair value of
developed technology. This resulted in a valuation of $5.8 million related to developed technology that has reached technological
feasibility.

Customer relationships of $3.0 million relate primarily to customers under maintenance agreements. The fair value of these
relationships was determined based on discounted expected future cash flows to be received as a result of the agreements and
assumptions about their renewal rates.

Goodwill from the acquisition resulted from our belief that the business service management products developed by Managed Objects
are a valuable addition to our Systems and Resource Management offerings. We believe they will help us remain competitive in the
Systems and Resource Management market and increase our Systems and Resource Management revenue. The goodwill from the
Managed Objects acquisition was allocated to our Systems and Resource Management product business unit segment and is not tax-
deductible.

If the Managed Objects acquisition had occurred on November 1, 2008 and on November 1, 2007, our unaudited pro forma results of
operations would have been as follows:

Three months ended

January 31, January 31,
(In thousands) 2009 2008
INEE TEVENUE ......eceveeeete ettt ettt ese st et e st e ste et e et e st e st e ebesbesbe et e eseesteseeabesbesbestesseeseeseeabestestestessseseeeenseteseeas $ 215,320 $ 237,477
LS g Teo] 4 3T OSSOSO 9,818 15,576
Net income Per dilULEA SNAE .........cviiiie et sre e srenne s $ 0.03 $ 0.04

C. Divestitures
Discontinued Operations

Our discontinued operations include the divestitures of our Cambridge Technology Partners (Switzerland) SA (“CTP Switzerland”)
subsidiary in fiscal 2008, and our Salmon Ltd. (“Salmon”) subsidiary in fiscal 2007.

CTP Switzerland

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

Salmon

On March 12, 2007, we sold our shares in Salmon to Okam Limited, a U.K. Limited Holding Company, for $4.9 million, which has
been received, plus an additional contingent payment of approximately $3.9 million to be received if Salmon met certain cumulative
future revenue targets by the end of our fiscal 2009. During fiscal 2008, we received $1.2 million of the approximate $3.9 million
potential contingent amount. During the first quarter of fiscal 2009, we received an additional contingent payment of $1.0 million,
leaving approximately $1.7 million which could be received in the future.



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

C. Divestitures (Continued)

The cumulative recognized gain on the sale of Salmon is as follows:

(In thousands)

Gain before income taxes recognized iN fiSCAl 2007 .........ccoiiiiiiiiiiee e se e $ 628
Contingent payment received iN fiISCAl 2008 ...........co ittt bt e e nee b e 1,223
Contingent payment received in fiSCal 2009 .........ccuiiiiiiiiiieiiie e e e s be e e re e et naenre e e 1,036

Total gain recognized to date $ 2,887

The results of discontinued operations (CTP Switzerland and Salmon) are as follows:

Three months ended

January 31, January 31,

(In thousands) 2009 2008
CTP SWItZErIaNd NEL FEVENUE......ccueeiieieie ettt ettt sttt saesbe st st ste e enee e e eeseesaenees 3 — $ 6,566
CTP Switzerland iNCOME DEFOIE TAXES .....oviieeieiieieiee e $ — $ 105
CTP SwWitzerland gain 0N SAIE .........oviiiii bbb e sae s — 1,180
Gain on receipt of Salmon contingent PAYMENT..........cuiiiiiieiie e e 1,036 —
Income from discontinued operations DEfOre taXeS..........covereririerieie e 1,036 1,285
Income tax benefit on discontinued OPEratioNnS..........ccceivieiiieieiese e e — (836)
Income from discontinued OPEIatioNS .........c.ccvcviiveiiirieicece e $ 1,036 $ 2,121

The net cash proceeds (distributions) from the sale of our discontinued operations (CTP Switzerland and Salmon) are as follows:

Three months ended

January 31, January 31,
(In thousands) 2009 2008
CTP Switzerland net cash distribUtIONS ...........ccciiviiiciiiic s $ — $ (3,417)
Salmon contingent Cash FECEIPL.........viiieie ettt re e e e eeeneens 1,036 —
Net cash proceeds (distributions) from sale of discontinued operations............cccccvverrereenen. $ 1,036 $ (3,417)

Sale of Subsidiary

During fiscal 2008, we sold our Mexico subsidiary to one of our Latin American distribution partners. During the first quarter of fiscal
2009, we reached final settlement related to working capital adjustments. This resulted in a non-cash gain of $0.2 million. This gain is
shown as a component of the line item “Gain on sale of subsidiary” on our consolidated statements of operations. The cumulative
recognized loss on the sale of our Mexico subsidiary is as follows:

(In thousands)

Loss before income taxes recognized in fiSCal 2008............coiiiiiiiiiiiie et $ (3,065)
Gain before income taxes recognized in fiSCal 2009.........cc.ciiiiiiii e 200
Total 10SS FECOGNIZEA 1O UALE ... .cviieeieeiieeete ettt bbbttt bbbt b et b $ (2,865)

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 and consist of investment grade securities that: 1) mature within the next 12 months; 2) have
characteristics of short-term investments; or 3) are available to be used for current operating activities, even if some maturities may
extend beyond one year.

All marketable debt and equity securities that are included in short-term investments are considered available-for-sale and are carried
at fair value. Temporary increases or decreases in fair value are recorded as unrealized gains or losses in the “Accumulated other
comprehensive loss” line item in our consolidated balance sheets. Other-than-temporary declines in fair value are recorded in the
“Impairment of investments” line item in the consolidated statements of operations. Fair values are based on quoted market prices.



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

D. Cash, Cash Equivalents, and Short-Term Investments (Continued)
As of January 31, 2009, $5.5 million of our short-term investments are invested in equity securities designated for deferred
compensation payments. These funds are paid out as requested by participants in the Novell, Inc. Deferred Compensation Plan upon

termination.

As of January 31, 2009, contractual maturities of our short-term investments were:

Fair Market

(In thousands) Cost Value
LESS thAN ONB VBT .......vcvevvetetetctee ettt et b bbbt e e bbb bbb bbb se s bbb bans $ 44329 $ 45,059
DUE IN ONE 10 TWO YBAIS. ... .eiueeieeieeieiie et st ste e eteeae st e testeste e s teese e e e eesresbestesresteaneeseeseeteseesrenrs 166,981 170,028
DUE IN TWO 10 TNFEE YBAIS ..evicvieiecieie sttt ettt sttt sr et st b e beere e s e e e e besresrenras 93,679 95,196
Due in mMOre than thrE8 YEAIS .......ccueiiiiiie ettt st st e e e nbesresrenrs 58,618 59,332
NO CONFACTUAI MALUIILY ..o.veiveieicieeicee e et sre e r e e e e seenrenrs 20,447 17,719

Total ShOrt-term INVESIMENTS........cviiieirieere e $ 384,054 $ 387,334

When securities are sold, their cost is determined based on the first-in first-out method. The realized gains and losses related to these
securities are included in the “Investment income” line item in the consolidated statements of operations. Realized gains and losses on
short-term investments were as follows:

Three months ended

January 31, January 31,
(In thousands) 2009 2008
REAIZEU GAINS .......vcvieiictic ettt ettt ettt b et s e se bt e bt e s e st be s bt es e e et ebe st et ere e anas $ 1,042 $ 1,131
REANZEA 0SSES ... oottt ettt ettt ettt ettt ettt ettt ettt e et et e se st et et e et etese st etete et st ess s etese et atesnnatas $ 1,013  $ 114
Our net unrealized gains and losses related to our short-term investments were as follows:

January 31, October 31,
(In thousands) 2009 2008
GroSS UNTEAHZEA QAINS .....cvcviveveriiiiiie ettt ettt et b bbbttt b b e b e e s s bbb nane $ 7174 % 3,255
GrOSS UNTEANIZEM T0SSES .....viivieieiiicieiteete ettt sttt st e st e be e beere et e e et e beseesrees (3.894) (6,039)

Net UNrealized gains (I0SSES)......civciieiiciiteiieecte ettt e et st re et se et et e e te st e e te st et ebesbe e ebesbena $ 3280 $ (2,784)

We did not record any impairment losses on short-term investments during the first quarters of fiscal 2009 and 2008, as we considered
the unrealized losses to be temporary. We have the ability and intent to hold these investments until a recovery of fair value, which
may be at maturity.

E. Long-Term Investments

At January 31, 2009 and October 31, 2008, all of our auction-rate securities (“ARSs”) are classified as long-term investments on our
consolidated balance sheets. Contractual maturities for these ARSs are 16 years or greater with an interest reset date approximately
every 28 days. With the liquidity issues experienced in the global credit and capital markets, our ARSs have experienced multiple
failed auctions and the estimated market value of these securities is less than cost.

We estimated the fair value of these ARSs using a discounted cash flow analysis that considered the following key inputs: (i) the
underlying structure of each security; (ii) the present value of the future principal and interest payments discounted at rates considered
to reflect current market conditions and the relevant risk associated with each security; and (iii) consideration of the time horizon that
the market value of each security could return to its original cost. We estimated that the fair market value of these securities at January
31, 2009 and October 31, 2008 was $9.6 million and $11.1 million, respectively. Prior to the other-than-temporary impairment
charges, the original cost of these ARSs was $39.8 million.

During the first quarter of fiscal 2009, we recorded an other-than-temporary impairment charge of $1.7 million based on our
assessment that it is likely that the continuing decline in fair value of six of our ARSs will not fully recover in the foreseeable future,
given a combination of factors, including the duration, severity and continued declining trend of the fair value of these securities as
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E. Long-Term Investments (Continued)

well as a deterioration in some of the securities’ credit ratings. This other-than-temporary impairment charge of $1.7 million is in
addition to the $28.7 million of other-than-temporary impairment charges that were recorded during fiscal 2008. Two of our ARSs had
a slight improvement in estimated fair value during the first quarter of fiscal 2009 resulting in a $0.2 million unrealized gain.

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

During fiscal 2008, our holdings in an enhanced liquidity fund were frozen due to liquidity issues. We believe that the underlying
securities are not impaired if held to maturity. As the underlying securities mature, the fund manager is distributing the cash on a pro
rata basis to the fund’s shareholders. During the first quarter of fiscal 2009, we received $6.7 million. As of January 31, 2009, the
balance of this investment is $15.6 million. As of January 31, 2009, we anticipate that $12.2 million of this balance will be distributed
during the next twelve months. The remaining $3.4 million is anticipated to be distributed after January 31, 2010, and is classified as a
long-term investment on our consolidated balance sheets. The fund continues to accrue and pay interest income and, as there are no
other-than-temporary impairment or valuation issues with these securities, no impairment charges were recorded in connection with
this investment. The fair value of the fund was estimated by using the quoted prices of the underlying securities.

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

F. Fair Value Measurements

Effective November 1, 2008, we adopted Statement of Financial Accounting Standards (“SFAS”) No. 157, “Fair Value
Measurements” (“SFAS No. 157”). In February 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff
Position (“FSP”) No. SFAS 157-2, “Effective Date of FASB Statement No. 157” (“FSP No. SFAS 157-2"), which provides a one-year
deferral of the effective date of SFAS No. 157 for non-financial assets and non-financial liabilities, except those that are recognized or
disclosed in the financial statements at fair value at least annually. Accordingly, we adopted the provisions of SFAS No. 157 with
respect to our financial assets and financial liabilities. The adoption of SFAS No. 157 did not impact our results of operations, but
rather provided us with a framework for measuring fair value and enhanced our disclosures about fair value measurements. Likewise,
our adoption in our fiscal 2010 of FSP No. SFAS 157-2 is not anticipated to impact our results of operations but will enhance our
disclosures about fair value measurements for non-financial assets and non-financial liabilities, except those that are recognized or
disclosed in the financial statements at fair value at least annually.

Under SFAS No. 157, fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an
exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between willing market
participants on the measurement date. Valuation techniques used to measure fair value under SFAS No. 157 should maximize the use
of observable inputs and minimize the use of unobservable inputs. SFAS No. 157 describes a fair value hierarchy based on three levels
of market inputs (Levels 1, 2 & 3), of which the first two are considered observable and the last unobservable, that may be used to
measure fair value.

Our Level 1 financial instruments are valued using quoted prices in active markets for identical instruments. Level 2 financial
instruments are valued using quoted prices for identical instruments in less active markets or using other observable market inputs for
comparable instruments. Level 3 financial instruments are valued using unobservable inputs that are supported by little or no market
activity and that are significant to the fair value of the assets or liabilities.
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F. Fair Value Measurements (Continued)

The following table summarizes the composition and fair value hierarchy of our financial assets and liabilities as of January 31, 2009:

Fair Value Measurements Using

Quoted Prices in Significant
Active Markets Other Significant
Total as of for Identical Observable Unobservable
January 31, Assets Inputs Inputs
(In thousands) 2009 (Level 1) (Level 2) (Level 3)
Short-term iNVEStMENtS ........cccccvvrrnnnnsceceeiine. $ 387,334 $ 375137 $ 12,197 $ —
Long-term inVeStMENtS ........coevvevererern e e, 12,991 — 3,374 9,617
TOtAl oo, $ 400,325 $ 375,137 $ 15,571 $ 9,617

The following table summarizes the composition and fair value hierarchy of our financial assets and liabilities as of October 31, 2008:

Fair Value Measurements Using

Quoted Prices in Significant
Active Markets Other Significant
Total as of for Identical Observable Unobservable
October 31, Assets Inputs Inputs
(In thousands) 2008 (Level 1) (Level 2) (Level 3)
Short-term iNVestMents ........ccccvveeve e ciecce e $ 387,813 $ 369,417 $ 18,396 $ —
Long-term inVeStMENtS .........cccvreeieiieree e 14,972 — 3,909 11,063
TOtal o $ 402,785 $ 369417 $ 22,305 $ 11,063

The following table summarizes the change in composition and fair value hierarchy of our Level 3 financial assets and liabilities for
the first quarter of fiscal 2009:

Fair Value Measurements
Using Significant Unobservable
Inputs (L evel 3)

(In thousands) Long-term Investments
Beginning balance as of OCtober 31, 2008..........cccviieieiierieie et re e sr e e s $ 11,063
Total gains or losses:
g Tod 0o [=To T I Vg T PSP S (1,677)
Included in accumulated other cOmprehenSive 10SS .........cccvvviriiecicierce e, 231
Ending balance as of January 31, 2009 .........ccccoveieiireiisere e $ 9,617

G. Goodwill and Intangible Assets
Goodwill

Goodwill allocated to our business unit segments as of January 31, 2009 is as follows:

Identity and Systems and
Open Platform Security Resource
(In thousands) Solutions Management Management Workgroup Total
Balance as of October 31, 2008 ........c..cccccvrvrirennn. $ 69,258 $ 79,766 $ 283435 $ 149658 $ 582,117
Managed Objects acquisition..........cccceververiernenn, — — 35,176 — 35,176
Impact of foreign currency translation................. — — 610 — 610
AJUSEMENTS ... — — (1,097) (5) (1,102)
Balance as of January 31, 2009..........ccccoevuee. $ 69,2568 $ 79,766 $ 318124 $ 149653 $ 616,801

Adjustments during the first quarter of fiscal 2009 decreased goodwill by $1.1 million. These adjustments were related to the reversal
of deferred tax asset valuation allowances for acquired net operating loss carryforwards for the Managed Objects acquisition that were
utilized by income generated in the first quarter of fiscal 20009.

11
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G. Goodwill and Intangible Assets (Continued)
Intangible Assets

The following is a summary of intangible assets:

January 31, 2009 October 31, 2008

Gross Accumulated Net Book Gross Accumulated Net Book Asset

(In thousands) Amount Amortization Value Amount Amortization Value Lives
Developed technology ..................... $ 58569 $  (38,164) $ 20,405 $ 52,769 $ (35,410) $ 17,359 3-4 years
3 years or
Trademarks/trade names.................. 25,631 (754) 24,877 25,631 (666) 24,965 Indefinite

Customer relationships.........c..c........ 34,911 (22,376) 12,535 31,911 (20,915) 10,996 3 years

Internal use software............cccceue.e. 5,057 (5,057) — 5,057 (5,057) — 3years

Total intangible assets................ $124,168 $ (66,351) $ 57,817 $115368 $ (62,048) $ 53,320

Amortization of intangible assets for the first quarters of fiscal 2009 and 2008 was $4.3 million and $1.5 million, respectively.
Amortization of existing intangibles is estimated to be approximately $11.8 million for the remainder of fiscal 2009, $13.9 million in
fiscal 2010, $7.4 million in fiscal 2011, and $0.5 million in fiscal 2012, with nothing thereafter. See Note B, “Acquisitions,” for details
about the increase in intangible assets from our Managed Objects acquisition during the first quarter of fiscal 2009.

We evaluate the recoverability of goodwill and indefinite-lived intangible assets annually as of August 1. In addition, we evaluate the
recoverability of our goodwill and all our intangible assets if events or changes in circumstances warrant, such as a material adverse
change in the business.

H. 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. For the first quarter of fiscal 2009, we provided $6.4 million for income tax expense on continuing operations. Income tax
expense was recorded based on the estimated annual effective tax rate for the year applied to “ordinary” income (pre-tax income
excluding unusual or infrequently occurring discrete items). Due to the utilization of a significant amount of our net operating loss
carryforwards in previous years, the majority of future benefit received from our remaining net operating loss carryforwards used to
offset U.S. taxable income will be credited to goodwill and not to income tax expense. In addition, the windfall tax benefits associated
with stock-based compensation will be credited to additional paid-in capital. In connection with our adoption of SFAS No. 123(R),
“Share-Based Payment” (“SFAS No. 123(R)"), in fiscal 2006, we elected to follow the tax ordering laws to determine the sequence in
which deductions, net operating loss carryforwards, and tax credits are utilized. During the first quarter of fiscal 2009, there were no
significant adjustments to additional paid-in capital as a result of tax benefits relating to stock options for current year exercises or
utilization of previously reserved net operating losses and tax credits.

Income Tax Expense

The effective tax rate for the first quarter of fiscal 2009 differs from the federal statutory rate of 35% primarily due to the effects of
foreign taxes, stock-based compensation plans, and differences between the book and tax treatment of certain income items on which
a valuation allowance has been recorded. The effective tax rate on continuing operations for the first quarter of fiscal 2009 was 40%
compared to an effective tax rate of 43% for the same period in fiscal 2008.

Valuation Allowance

In accordance with determinations made pursuant to the applicable accounting standards, we continue to believe that it is more likely
than not that most of our remaining U.S. net deferred tax assets will not be realized based on all available evidence. As a result, we
have provided a valuation allowance on those U.S. net deferred tax assets. In reaching this determination, we evaluated our three-year
cumulative results, pre-tax losses in recent quarters, as well as the impacts that current economic conditions may have on our future
results. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation allowance is no
longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future income tax provisions,

12
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H. Income Taxes (Continued)

goodwill or additional paid-in capital. It is reasonably possible that we could reduce a significant portion of our valuation allowance in
the near-term.

Income Tax Reserves

As of January 31, 2009, we had reserves for unrecognized tax benefits totaling $52.3 million, of which $35.3 million would favorably
impact the effective tax rate if recognized. As of October 31, 2008, we had reserves for unrecognized tax benefits totaling $49.9
million. The $2.4 million increase in reserves for unrecognized tax benefits during the first quarter of fiscal 2009 relates primarily to
accruals for tax positions taken in prior years.

During the first quarter of fiscal 2009, we accrued approximately $0.6 million in interest related to unrecognized tax benefits. We had
approximately $8.0 million and $7.4 million accrued for the payment of interest related to unrecognized tax benefits as of January 31,
2009 and October 31, 2008, respectively.

As of January 31, 2009, we have recorded a $42.1 million liability for unrecognized tax benefits and related interest in the line item
“Other long-term liabilities” on our consolidated balance sheet. We have also recorded $1.2 million of unrecognized tax benefits and
related interest in the line item “Income taxes payable” on our consolidated balance sheet.

The difference between the total unrecognized tax benefits and those affecting the effective tax rate is due to certain unrecognized tax
benefits that would have a full valuation allowance if recognized. As of January 31, 2009, we believe it is reasonably possible that
$1.0 million of unrecognized tax benefits plus accrued interest will decrease within the next 12 months as the result of statute of
limitations expiring in various jurisdictions. We do not believe that the favorable $1.0 million decrease in unrecognized tax benefits
would significantly impact the effective tax rate in any one period.

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

I. Restructuring and Merger Liabilities
Restructuring Liabilities

During the first quarter of fiscal 2009, we recorded net restructuring expenses of $8.0 million. This was comprised of $7.7 million for
2009 restructuring actions and $0.3 million in additions to accruals for changes in estimates related to prior period restructuring
activities.

The restructuring actions undertaken during the first quarter of fiscal 2009 are primarily a continuation of the restructuring plan that
we began during the fourth quarter of fiscal 2006. The restructuring plan is related to our strategy to implement a comprehensive
transformation of our business and to achieve competitive operating margins. Specific actions taken during the first quarter of fiscal
2009 included reducing our workforce by 63 employees, comprised of: 25 product development employees, 18 technical support
employees, 10 sales and marketing employees, 7 general and administrative employees, and 3 consulting employees. At January 31,
20009, our total headcount was approximately 3,900. We also vacated several facilities.
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I. Restructuring and Merger Liabilities (Continued)

Our restructuring activities in prior periods are disclosed in detail in our Annual Report on Form 10-K for fiscal 2008. The following
table summarizes the restructuring reserve balance as of January 31, 2009 and activity during the first quarter of fiscal 2009:

Prior to
(In thousands) Fiscal 2009 Fiscal 2008 Fiscal 2007 Fiscal 2006 Total
Balance as of October 31, 2008:
Workforce reductions.........c.cceeveeeveieieiineinsieeevennens $ — $ 14727 % 147  $ 17 $ 14891
Excess facilities, property and equipment............... — 1,238 1,199 3,013 5,450
Other restructuring-related COStS.........cccooeveiereennn. — 229 — — 229
Total restructuring reserve balance................... — 16,194 1,346 3,030 20,570
Original charge/adjustments:
Workforce reductions..........cccccevevveveveneneseceennan, 5,197 105 (39) 1 5,264
Excess facilities, property and equipment............... 2,470 298 (9) 38 2,797
Other restructuring-related COStS........c.ccoevrvrivinenens — (12) — — (12)
Total original charge/adjustments............cc.ce.e... 7,667 391 (48) 39 8,049
Payments:
Workforce reductions...........ccocceevereineincncienennns (421) (9,113) (42) — (9,575)
Excess facilities, property and equipment............... — (308) (174) (816) (1,298)
Other restructuring-related COStS........c.coeerirerennnns — (217) — — (217)
Total PAYMENTS ..o (421) (9,638) (215) (816) (11,090)
Balance as of January 31, 2009:
Workforce reductions...........ccoevvvereieneneieneienennns 4,776 5,719 67 18 10,580
Excess facilities, property and equipment............... 2,470 1,228 1,016 2,235 6,949
Other restructuring-related Costs..........ccccevvevvernennn. — — — — —
Total restructuring reserve balance ................... $ 7246 $ 6,947 $ 1,083 3 2253 $ 17,529

The net adjustments increasing the restructuring reserves during the first quarter of fiscal 2009 by $0.3 million related to changes in
prior fiscal year estimates for various severance and related benefits and facility reserves. These adjustments are reflected in the table
above for the respective fiscal year.

As of January 31, 2009, the remaining unpaid restructuring balances include accrued liabilities related to lease costs for redundant
facilities, which will be paid over the respective remaining contract terms, the longest of which extends to 2014, and severance and
other benefits, which will primarily be paid over the next twelve months.

Merger Liabilities

The following table summarizes the merger liabilities balance and activity associated with our acquisitions, including transaction
costs, during the first quarter of fiscal 2009:

Balance at Additions from Payments/ Balance at
(In thousands) October 31, 2008 Acquisitions Adjustments January 31, 2009
Facilities related...........cccceceieieieieieeeesc e $ 10,355 $ 145 % (1,028) $ 9,472
Employee related .........ccovvveeiiicie e 170 — (145) 25
OFNET . e 93 917 (846) 164
Total merger labilities..........cccooveiveviiviiecece e $ 10618 $ 1062 $ (2,019) $ 9,661

The additions from acquisitions relate to the Managed Objects acquisition (See Note B, “Acquisitions”). As of January 31, 2009, the
remaining unpaid merger liability balances include accrued liabilities related to lease costs for redundant facilities, which will be paid
over the respective remaining contract terms, the longest of which extends to 2025, severance and related benefits, and professional
fees, which will be paid over the next twelve months.
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J. Senior Convertible Debentures

During the first quarter of fiscal 2009, we made total cash payments for interest of $0.3 million related to the 0.5% senior convertible
debentures due 2024 (“Debentures”). During the first quarters of fiscal 2009 and 2008, we incurred interest expense, including the
amortization of deferred financing costs related to the Debentures, of $1.2 million and $5.6 million, respectively.

During fiscal 2008, we received authorization from our Board of Directors to repurchase, from time to time, up to $600 million face
value of the Debentures in such quantities, at such prices, and in such manner as may be directed by our management. During the first
quarter of fiscal 2009, we purchased and retired $4.0 million face value of the Debentures for total cash consideration of $3.9 million,
including less than $0.1 million of accrued interest. The portions of the unamortized debt issuance costs and prepaid interest related to
the Debentures that were repurchased were written off resulting in a $0.1 million gain during the first quarter of fiscal 2009. This gain
is shown as a component of the line item “Interest expense and other, net” in our consolidated statements of operations.

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

K. Legal Proceedings

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 of 1933, as amended, and the
Securities Exchange Act of 1934, as amended. In particular, they allege, among other things, that there was undisclosed compensation
received by the underwriters of the public offerings of all of the issuers, including SilverStream. A Consolidated Amended Complaint
with respect to all of these complaints was filed in the U.S. District Court, Southern District of New York, on April 19, 2002. While
we believe that SilverStream and its former officers and directors have meritorious defenses to the claims, the various parties are
pursuing settlement discussions that, if successful, would resolve all claims, including the ones against SilverStream and its former
directors and officers. Any settlement agreement must receive final approval from the court and efforts to pursue the same are
ongoing. While there can be no assurance as to the ultimate disposition of the litigation, we do not believe that its resolution will have
a material adverse effect on our financial position, results of operations or cash flows.

On July 12, 2002, Amer Jneid and other related plaintiffs filed a complaint in the Superior Court of California, Orange County,
alleging claims for breach of contract, fraud in the inducement, misrepresentation, infliction of emotional distress, rescission, slander
and other claims against us in connection with our purchase of so-called “DeFrame” technology from the plaintiffs and two affiliated
corporations (TriPole Corporation and Novetrix), and employment agreements that we entered into with the plaintiffs in connection
with the purchase. The complaint sought unspecified damages, including “punitive damages.” The dispute (resulting in these claims)
arises out of the plaintiffs’ assertion that we failed to properly account for license distributions which the plaintiffs claim would have
entitled them to certain bonus payouts under the purchase and employment agreements. After a lengthy jury trial in January 2007, the
jury returned a verdict in favor of the various plaintiffs on certain contract claims and in favor of us on various remaining claims. As a
result of the verdict, a judgment was entered against us on August 27, 2007 in the amount of $19.0 million plus an additional $4.5
million in prejudgment interest. In addition, the court has awarded plaintiffs attorneys’ fees and costs related to the litigation. We have
filed Notices of Appeal of the judgment and the related orders to the California Court of Appeals. We believe we have strong legal
arguments that could result in reversal of the judgment and the lower court’s orders; however, we believe settlement is also a
possibility. We accrued $27.0 million in prior fiscal periods for this matter. During the first quarter of fiscal 2008, we posted a $51.5
million bond in conjunction with our appeal of this judgment. The amount of the bond was determined by statutory regulations and
has no connection to the amount we believe may ultimately be paid in this matter. 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 or results
of operations.

On January 20, 2004, the SCO Group, Inc. (“SCQO”) filed suit against us in the Third Judicial District Court of Salt Lake County, State
of Utah. Upon our motion, the action was removed to the U.S. District Court, District of Utah. SCO’s original complaint alleged that
our public statements and filings regarding the ownership of the copyrights in UNIX and UnixWare harmed SCQO’s business
reputation and affected its efforts to protect its ownership interest in UNIX and UnixWare. Our answer set forth numerous affirmative
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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. On February 3, 2006, SCO filed a Second Amended Complaint alleging that we
had violated supposed non-competition provisions of the agreement under which we sold certain UNIX-related assets to SCO, that we
infringed SCO’s copyrights, and that we are engaging in unfair competition by attempting to deprive SCO of the value of the UNIX
technology. SCO sought to require us to assign all copyrights that we have registered in UNIX and UnixWare to SCO, to prevent us
from representing that we have any ownership interest in the UNIX and UnixWare copyrights, to require us to withdraw all
representations we have made regarding our ownership of the UNIX and UnixWare copyrights, and to cause us to pay actual, special
and punitive damages in an amount to be proven at trial. As a result of SCO’s Second Amended Complaint, our wholly-owned
subsidiary, SUSE Linux AG (“SUSE”), filed a demand for arbitration before the International Court of Arbitration in Zurich,
Switzerland, pursuant to a “UnitedLinux Agreement” in which SCO and SUSE were parties. On August 10, 2007, the U.S. District
Court Judge issued a Memorandum Decision and Order that granted us summary judgment against SCO on significant issues in the
litigation. The District Court determined that we own the UNIX copyrights and dismissed certain of SCO’s claims against us. On
September 14, 2007, SCO filed a petition for relief under Chapter 11 of the U.S. Bankruptcy Code. On July 16, 2008, the U.S. District
Court issued Findings of Fact and Conclusions of Law wherein the Court determined that SCO did not have authority to enter into the
2003 Sun Microsystems, Inc. agreement and owed us $2.5 million plus prejudgment interest. The Court further concluded that SCO's
licenses to Microsoft and other “SCOsource licensees” included an “incidental” license to Unix SVRX code and therefore we were not
entitled to any proceeds from such licenses. On November 20, 2008, the U.S. District Court entered Final Judgment dismissing SCO’s
remaining claims against us and awarded us $3.5 million. On November 25, 2008, SCO filed a Notice of Appeal from that decision to
the Tenth Circuit Court of Appeals. Of the total judgment amount, $0.6 million will be treated as constructive trust funds and placed in
an escrow account pending the outcome of SCO’s appeal from the final judgment, while the remaining $2.9 million is a disputed
unsecured claim in the SCO bankruptcy case. As for the SUSE arbitration proceeding, hearings before the International Court have
been stayed by the court in the SCO bankruptcy case. Although there can be no assurance as to the ultimate disposition of the suit, we
do not believe that the resolution of this litigation will have a material adverse effect on our financial position, results of operations or
cash flows.

On November 12, 2004, we filed suit against Microsoft in the U.S. District Court, District of Utah. We are seeking treble and other
damages under the Clayton Act, based on claims that Microsoft eliminated competition in the office productivity software market
during the time that we owned the WordPerfect word-processing application and the Quattro Pro spreadsheet application. Among
other claims, we allege that Microsoft withheld certain critical technical information about the Windows operating system
(“Windows”) from us, thereby impairing our ability to develop new versions of WordPerfect and other office productivity
applications, and that Microsoft integrated certain technologies into Windows designed to exclude WordPerfect and other applications
owned by us from relevant markets. In addition, we allege that Microsoft used its monopoly power to prevent original equipment
manufacturers from offering WordPerfect and other applications to customers. On June 10, 2005, Microsoft’s motion to dismiss the
complaint was granted in part and denied in part. On October 15, 2007, the U.S. Fourth Circuit Court of Appeals affirmed the District
Court’s ruling. On March 18, 2008, the United States Supreme Court rejected Microsoft's Petition for a Writ of Certiorari seeking to
appeal the Fourth Circuit's Decision. As a result of these rulings, we are now proceeding with the remaining claims against Microsoft,
with an anticipated trial date in 2010.

Between September and November of 2006, seven separate derivative complaints were filed in Massachusetts state and federal courts
against us and many of our current and former officers and directors asserting various claims related to alleged options backdating.
We are also named as a nominal defendant in these complaints, although the actions are derivative in nature and purportedly asserted
on our behalf. These actions arose out of our announcement of a voluntary review of our historical stock-based compensation
practices. The complaints essentially allege that, since 1999, we materially understated our compensation expenses and, as a result,
overstated actual income. The five actions filed in federal court were consolidated, and a stipulation was reached that the defendants’
answer or motion to dismiss would be due 45 days after the filing of any amended complaint. Although this stipulation was filed with
the court in February 2007, to date, no amended complaints have been filed in the federal court cases. The two state court cases were
consolidated before the Business Litigation Session of the Massachusetts Suffolk County Superior Court. After we filed a motion to
dismiss the state court complaints, plaintiffs’ counsel informed us that they did not intend to file a reply to the motion and would
stipulate to the dismissal of the state court complaints. We believe there are strong defenses to the remaining consolidated cases
pending in the federal court if or when any amended complaint is filed. While there can be no assurance as to the ultimate disposition
of the litigation, we do not believe that its resolution will have a material adverse effect on our financial position, results of operations
or cash flows.
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K. Legal Proceedings (Continued)

In November 2007, we were served with a complaint by IP Innovations (a patent litigation company), alleging that the distribution of
Linux-based products by both Red Hat, Inc. (a co-defendant in the case) and us violates certain U.S. Patents. Our initial evaluation of
the patent claims asserted by the plaintiff indicates that we have strong defenses to the claims. Although we are preparing to defend
against the claims, we have also had settlement discussions with IP Innovations that we are hopeful may lead to a settlement without
the need for protracted litigation. In prior periods, we accrued $1.3 million for this matter. While there can be no assurance as to the
ultimate disposition of the litigation or negotiations, we do not believe that its resolution will have a material adverse effect on our
financial position, results of operations or cash flows.

On September 29, 2008, we received a demand letter from Bank of Montreal’s legal counsel demanding that we refund certain license
fees and costs incurred by Bank of Montreal in connection with a consulting services agreement between the bank and Senforce
Technologies Inc. (“Senforce”), a company acquired by us in fiscal 2007. As a result of the Bank’s demands and pursuant to the terms
of the Senforce acquisition agreement, we asserted a claim against certain escrowed funds and are evaluating possible settlement
options with the Bank and the former Senforce shareholders who were to receive the escrow payments. We accrued $0.6 million for
this matter. While there can be no assurance as to the ultimate disposition of this dispute, we do not believe that its resolution will
have a material adverse effect on our financial position, results of operations or cash flows.

In addition to the matters discussed above, we are currently party to various legal proceedings and claims involving former employees,
either asserted or unasserted, which arise in the ordinary course of business. While the outcome of these matters cannot be predicted
with certainty, we do not believe that the outcome of any of these claims will have a material adverse effect, individually or in the
aggregate, on our consolidated financial position, results of operations or cash flows. We account for legal reserves under SFAS No. 5
“Accounting for Contingencies,” which requires us to accrue for losses that we believe are probable and can be reasonably estimated.
We evaluate the adequacy of our legal reserves based on our assessment of many factors, including our interpretations of the law and
our assumptions about the future outcome of each case based on current information. It is reasonably possible that our legal reserves
could be increased or decreased in the near term based on our assessment of these factors.

L. Income Per Share From Continuing Operations

The following tables reconcile the numerators and denominators of the income per share from continuing operations calculation for
the first quarters of fiscal 2009 and 2008:

Three months ended

January 31, January 31,
(In thousands, except per share data) 2009 2008
Basic income per share from continuing operations computation:
Income from continUiNg OPEIAtiONS .........ccceiveiiiiiciice e, $ 9,641 $ 14,684
Weighted-average common shares outstanding, excluding unvested restricted stock ............... 343,978 351,129
Basic income per share from continuing OPErations ............cccceuvveereviieieniseesse e $ 0.03 $ 0.04
Diluted income per share from continuing operations computation:
Income from continUiNg OPEIAtIONS .........ccceiveiiiiiei it re e, $ 9,641 $ 14,684
Weighted-average common shares outstanding, excluding unvested restricted stock ............... 343,978 351,129
Incremental shares attributable to the assumed exercise of outstanding options, unvested
restricted stock, and other StOCK PIanS..........ccoovvviieieiccre s, 303 1,918
Total adjusted weighted-average cCoOmMmMON ShAreS.........ccccveveverierenieneeeeeree e, 344,281 353,047
Diluted income per share from continuing OpPerations ............cccvereeneineneisieneese e $ 0.03 $ 0.04

In the calculation of diluted earnings per share for the first quarters of fiscal 2009 and 2008, 10.8 million and 52.1 million shares,
respectively, of common stock attributable to the assumed conversion of the Debentures were excluded as their effect would have
been anti-dilutive.
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L. Income Per Share From Continuing Operations (Continued)

Incremental shares attributable to options with exercise prices that were at or greater than the average market price (“out-of-the-
money”) were also excluded from the calculation of diluted earnings per share for the first quarters of fiscal 2009 and 2008 as their
effect would have been anti-dilutive. Out-of-the-money options for the first quarters of fiscal 2009 and 2008 totaled 22,099,439 and
16,918,638, respectively.

M. Comprehensive Income

The components of comprehensive income are as follows:

Three months ended

January 31, January 31,
(In thousands) 2009 2008
NEE INCOMIE ...ttt ettt bbbt et e bbb bbbt e b e b e s e ettt b et bbb et et ebese s s s s n s $ 10677  $ 16,805
Change in net unrealized gain 0N INVESIMENTS .........cceiiiiiiie e 6,295 6,827
Change in cumulative translation adjuStMENTS..........cccveiiieiicieiece e e e (7,394) (4,985)
Change in Pension OBIIGAtIONS ...........coiii i sre e 70 35
COMPIENENSIVE INCOME ....vievieeiiie ittt se sttt ettt st e et e e st e besaestesreeneeseeeeneeseenaenrennens $ 9648 $ 18,682
Our accumulated other comprehensive loss is comprised of the following:
January 31, October 31,
(In thousands) 2009 2008
Net unrealized gain (10SS) ON INVESEMENLS ........cccviiiviiiiiieee et $ 3511 % (2,784)
Pension transition OBIIGAtION..........cccoiiiiiiice e ane s 3,713 3,643
Cumulative translation adjUSIMENL............ccviiiiiiieiiie e st sre e (25,382) (17,988)
Total accumulated other COMPIENENSIVE 10SS.........cc.civiiiiciieiiceceeee e $ (18,158) $ (17,129)

N. Stock-Based Compensation
We currently have five stock award plans that allow us to grant stock options, restricted stock units and other equity-based awards to
employees and non-employees. When granting stock options, we typically grant nonstatutory options at fair market value on the grant

date, defined in the stock award plans as the closing price of our stock on the day prior to grant. These plans are discussed in more
detail in our fiscal 2008 Annual Report on Form 10-K (See Note T, “Stockholders’ Equity™).

Equity-Based Awards

We made stock option and restricted stock unit grants for the following number of shares during the first quarters of fiscal 2009 and
2008:

Three months ended

January 31, January 31,
(In thousands) 2009 2008
Stock options:
T o] 4 Lo o T =To 1,882 1,583
THME-DASEM ... ettt ettt s e e st e sttt e s et e e st e e e sbeeesbtessbeessbeessbesssaeessbasssaesssreesabenan 1,522 1,436
TOtal STOCK OPLIONS ...ttt bbbttt be bbb nae s 3,404 3,019
Restricted stock units:
PEITOrMANCE-DASE .......cciviiictie ettt e st e s st e s sab e s sabe s sbb e s sbaeesbee s res 827 626
B T L o <o RO 1,171 794
0] = I = {0 (=0 Y (0T S U] 1 1,998 1,420
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N. Stock-Based Compensation (Continued)
Stock Options

Performance-based: In the first quarters of fiscal 2009 and 2008, we granted stock options to executives that will vest based on the
achievement of certain revenue targets set in each applicable fiscal year beginning in the year of grant. If the targets are not met, the
stock options will expire unvested.

Time-based: In the first quarters of fiscal 2009 and 2008, we granted time-based stock options to executive and non-executive
employees. Vesting of the options occurs over four years as follows: 25% of the grant vests on the first anniversary of the grant date;
the remaining 75% of the grant vests monthly thereafter. The options expire eight years after the grant date.

Restricted Stock Units

Performance-based: In the first quarters of fiscal 2009 and 2008, we granted restricted stock units to executives that will vest based on
the achievement of certain profit targets set in each applicable fiscal year beginning in the year of grant. If the targets are not met, the
restricted stock units will expire and will not be released.

Time-based: In the first quarters of fiscal 2009 and 2008, we granted time-based restricted stock units to executive and non-executive
employees. Units vest proportionally on each grant date anniversary over three or four years.

Stock-Based Compensation Expense

Our consolidated statements of operations include the following amounts of stock-based compensation expense in the respective
captions:

Three months ended

January 31, January 31,

(In thousands) 2009 2008
(@01 o)l =1Y7=T 01U $ 912 § 1,297
SaleS AN MATKETING ...ecuveviece e sttt e e et st sbenteaneereens 2,563 3,417
ProduCt AEVEIOPIMENT........iiiiieii ettt sttt st re e s e e e e e aeseesbesbeaneaneens 2,505 3,004
General and adMINISIIALIVE .......c.viivieiiii ettt sab e s st e e sabe s sab e e sabe e sabeesatessbeeenes, 2,051 3,049
OPEIALING EXPEINSES ....viveteetieseetetestestesteateaseaseeseeasesbeseeabesbeabeasee s esbesbesbesbeaaeabeeneanbeseesbesbeaaeareanea, 7,119 9,470
Total stock-based COMPENSALION EXPENSE .....cvcvvviveiiereriiieree ettt $ 8,031 $ 10,767

Total unrecognized stock-based compensation expense expected to be recognized over an estimated weighted-average amortization
period of 2.0 years was $71.8 million at January 31, 2009.

Employee Stock Purchase Plan

Our Employee Stock Purchase Plan (“ESPP”) is considered non-compensatory under SFAS No. 123(R) and, accordingly, no
compensation expense has been recorded for issuances under the ESPP. Issuances of stock under the ESPP during the first quarters of
fiscal 2009 and 2008 totaled 138,443 and 118,737 shares, respectively. This plan will expire in July 2009 and will not be renewed.
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0. Segment Information

We operate and report our financial results in four business unit segments based on information technology solution categories. Our
business unit segments are Open Platform Solutions, Identity and Security Management, Systems and Resource Management, and
Workgroup.

Our performance is evaluated by our Chief Executive Officer and our other chief decision makers based on reviewing revenue and
operating income (loss) information for each segment. Our software and services are sold both directly by our business unit segments
and indirectly through original equipment manufacturers, resellers, and distributors who sell to dealers and end users. Operating
results by business unit segment are as follows:

Three months ended

January 31, 2009 January 31, 2008
Gross Operating Gross Operating
(In thousands) Net revenue profit income (loss) Net revenue profit income (loss)
Open Platform Solutions...........cccccoceeeeee $ 41462 $ 33769 $ 19470 $ 36,799 $ 25789 $ 11,868
Identity and Security Management ........... 37,986 25,392 17,056 47,030 27,855 16,396
Systems and Resource Management......... 45,403 37,267 25,928 43,339 35,491 27,673
WOrKGroUp ..c.covvveiieiceee e 90,020 75,211 66,298 103,758 86,339 77,806
Common unallocated operating costs ....... — (3.665) (115,108) — (2,489) (125,262)

Total per statements of operations....... $ 214871 $ 167974 $ 13644 $ 230,926 $ 172985 $ 8,481

Segment operating income is comprised of business unit segment gross profit, less research and development expenses attributable to
each business unit segment. Common unallocated operating costs include corporate services common to all segments such as sales and
marketing, general and administrative costs, stock-based compensation, acquisition-related intangible asset amortization, restructuring
expenses, impairments, and certain litigation settlement expenses or income. Our chief decision makers monitor all common
unallocated operating costs closely but not in the context of our business unit segment reporting.

Geographic Information

For the first quarters of fiscal 2009 and 2008, revenue in the United States was $105.1 million and $109.2 million, respectively. The
lower revenue in the United States in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008 was due to lower
services revenue partially offset by higher product revenue. Revenue from customers outside the United States was $109.8 million and
$121.7 million in the first quarters of fiscal 2009 and 2008, respectively. The lower revenue outside the United States in the first
quarter of fiscal 2009 compared to the first quarter of fiscal 2008 was due to lower services revenue and unfavorable foreign currency
exchange rates. For the first quarters of fiscal 2009 and 2008, 69% and 71%, respectively, of our revenue outside the United States
was in the Europe, Middle East and Africa region. During the first quarters of fiscal 2009 and 2008, revenue in Germany accounted
for 10% of our net revenue. No other country outside of the United States accounted for more than 10% of our net revenue for either
period presented. No single customer accounted for more than 10% of our total revenue for either period presented.

P. Share Repurchase Program

During fiscal 2008, our Board of Directors authorized the repurchase of up to $100 million of our outstanding common stock. There is
no fixed termination date for the repurchase program. There were no repurchases under the program during the first quarter of fiscal
2009. As of January 31, 2009, $33.2 million remains to be repurchased under the current Board authorization.

Q. Recent Pronouncements

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“SFAS No. 141(R)”). This statement replaces
SFAS No. 141, “Business Combinations.” SFAS No. 141(R) establishes principles and requirements for how an acquiring company:
1) recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any non-controlling
interest in the acquiree; 2) recognizes and measures the goodwill acquired in the business combination or a gain from a bargain
purchase; and 3) determines what information to disclose to enable users of the financial statements to evaluate the nature and
financial effects of the business combination. SFAS No. 141(R) is effective for business combinations occurring on or after the
beginning of the fiscal year beginning on or after December 15, 2008 (our fiscal 2010). For acquisitions that close after November 1,
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Q. Recent Pronouncements (Continued)

2009 or for any acquisition-related tax adjustments that occur after November 1, 2009, this pronouncement will impact our financial
position and results of operations.

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

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

In April 2008, the FASB issued Staff Position No. 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP No. 142-3").
FSP No. 142-3 amends the guidance in FASB Statement No. 142, “Goodwill and Other Intangible Assets,” for estimating useful lives
of recognized intangible assets and requires additional disclosures related to renewing or extending the terms of a recognized
intangible asset. In estimating the useful life of a recognized intangible asset, FSP No. 142-3 requires companies to consider their
historical experience in renewing or extending similar arrangements together with the asset’s intended use, regardless of whether the
arrangements have explicit renewal or extension provisions. FSP No. 142-3 is effective for fiscal years beginning after December 15,
2008 (our fiscal 2010), and is to be applied prospectively to intangible assets acquired after the effective date. The disclosure
requirements are to be applied prospectively to all intangible assets. For intangible assets acquired after November 1, 2009, this
pronouncement may impact our financial position and results of operations.
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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 and other parts of this Quarterly
Report on 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 Exchange 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,” “expect, plan,”
“anticipate,” “believe,” “estimate,” ““potential,” or ““continue” and similar types of expressions identify such statements, although
not all forward-looking statements contain these identifying words. These statements are based upon information that is currently
available to us and/or management’s current expectations, speak only as of the date hereof, and are subject to risks and uncertainties.
We expressly disclaim any obligation, except as required by federal securities laws, or undertaking to update or revise any forward-
looking statements contained herein to reflect any change of expectations with regard thereto or to reflect any change in events,
conditions, or circumstances on which any such forward-looking statement is based, in whole or in part. Our actual results may differ
materially from the results discussed in or implied by such forward-looking statements. We are subject to a number of risks, some of
which may be similar to those of other companies of similar size in our industry, including the impact of the current economic
environment, 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 for fiscal 2008 filed with the Securities and Exchange Commission (“SEC””) on December 23, 2008.
Readers should carefully review the risk factors described in the Annual Report on Form 10-K for fiscal 2008.

Overview

We develop, sell and install enterprise-quality software that is positioned in the operating systems and infrastructure software layers of
the information technology (“I1T”) industry. We develop and deliver Linux operating system software for the full range of computers
from desktops to servers. In addition, we provide a portfolio of integrated IT management software for systems, identity and security
management for both Linux and mixed-platform environments. Our 26 years of experience serving the full range of enterprise sizes,
combined with the cost/effectiveness, quality and flexibility of our open-platform software technology, offers customers an IT
infrastructure that is responsive to the cost pressures and the expanding IT initiatives that are characteristic of today’s business
environment.

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

We are organized into four business unit segments, which are Open Platform Solutions, Identity and Security Management, Systems
and Resource Management, and Workgroup. Below is a brief update on the revenue results for the first quarter of fiscal 2009 for each
of our business unit segments:

» Within our Open Platform Solutions business unit segment, Linux and open source products remain an important growth
business. While our goal is to operate our Open Platform Solutions business segment profitably, we are using it as a
platform for acquiring new customers to which we can sell our other complementary cross-platform identity and
management products and services. Revenue from our Linux Platform Products increased 24% in the first quarter of fiscal
2009 compared to the first quarter of fiscal 2008. This product revenue increase was partially offset by lower services
revenue of 23%, such that total revenue from our Open Platform Solutions business unit segment increased 13% in the
first quarter of fiscal 2009 compared to the first quarter of fiscal 2008.

e Our Identity and Security Management business unit segment offers products that we believe deliver a complete,
integrated solution in the areas of security, compliance, and governance issues. Within this segment, revenue from our
Identity, Access and Compliance Management (formerly called Identity and Access Management) products decreased 8%
in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008. In addition, services revenue was lower by
34%, such that total revenue from our Identity and Security Management business unit segment decreased 19% in the first
quarter of fiscal 2009 compared to the first quarter of fiscal 2008.
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Overview (Continued)

» Our Systems and Resource Management business unit segment strategy is to provide a complete “desktop to data center”
offering, with leadership in virtualization for both Linux and mixed-source environments. Systems and Resource
Management product revenue increased 9% in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008.
The total product revenue increase was partially offset by lower services revenue of 18%. Total product revenue from our
Systems and Resource Management business unit segment increased $2.1 million, or 5%, in the first quarter of fiscal 2009
compared to the first quarter of fiscal 2008. Total business unit segment revenue would not have increased in the first
quarter of fiscal 2009 compared to the first quarter of fiscal 2008 without our acquisitions of PlateSpin Ltd. (“PlateSpin”)
and Managed Object Solutions, Inc. (“Managed Objects”), which we acquired in March 2008 and November 2008,
respectively, which accounted for $7.0 million of revenue during the first quarter of fiscal 2009.

» Our Workgroup business unit segment is an important source of cash flow and provides us with the potential opportunity
to sell additional products and services. Our revenue from Workgroup products decreased 9% in the first quarter of fiscal
2009 compared to the first quarter of fiscal 2008. In addition, services revenue was lower by 39%, such that total revenue
from our Workgroup business unit segment decreased 13% in the first quarter of fiscal 2009 compared to the first quarter
of fiscal 2008.

Our services offerings are focused on supporting product sales, not generating stand-alone revenue or profits, which is in line with our
strategic initiative of focusing our services business on driving more profitable product revenue while leveraging our services
capabilities internally and through third-party partners. As a result of this, we have seen a general decline in our services revenue.
However, the decline in services revenue in the first quarter of fiscal 2009 as compared to the first quarter of fiscal 2008 was greater
than anticipated as customers lowered their discretionary spending in response to current economic conditions. Total product revenue
was down 2% and services revenue was down 32%, resulting in a net decrease in total revenue of 7% in the first quarter of fiscal 2009
compared to the first quarter of fiscal 2008. Foreign currency exchange rate fluctuations unfavorably impacted revenue by 1% and the
PlateSpin and Managed Objects acquisitions favorably impacted revenue by 3% during the first quarter of fiscal 2009, compared to
the first quarter of fiscal 2008.

Because much of the revenue we invoice is deferred and recognized over time, we consider invoicing, or bookings, to be a key
indicator of current sales performance and future revenue performance. Overall invoicing was below expectations in all of our
business unit segments largely as a result of the weak economy as customers focused on capital conservation and expense
management. These factors have led to smaller or delayed projects and extended sales cycles for our customers. While we expect these
trends to continue in the near term, the fundamental markets that we serve and the value we bring to those markets still look attractive.
We believe that the current customer focus on reducing cost, complexity and risk is aligned with our overall value proposition.
Additionally, the recent financial turmoil demands stricter requirements for regulation and audit, creating opportunities for certain of
our products.

During the first quarter of fiscal 2009, we recorded net restructuring expenses of $8.0 million, which were primarily a continuation of
our restructuring activities that began in the fourth quarter of fiscal 2006. We anticipate restructuring charges in the range of $5
million to $7 million in the second quarter of fiscal 2009. We are still evaluating what additional charges we may incur in the second
half of fiscal 2009. While our initiatives and their implementation involve opportunities, risks, and challenges, barring unforeseen
circumstances, we believe they position us well in this challenging environment.
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Results of Operations

Revenue

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

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
SOFIWAIE TICENSES ...ttt sttt ettt st e et b sesbe st neerns $ 28,267 % 40,202 (30)%
Maintenance and SUDSCIIPLIONS .......ccviiiiiieie s 158,815 150,067 6%
ST Y o= 27,789 40,657 (32)%
TOAl NBE TEVENUE. ......ivicviiieicte ettt ettt et et seebe st neebesbeseebesbens $ 214871 $ 230,926 (M%

Revenue in our software licenses category decreased during the first quarter of fiscal 2009 compared to the same quarter of fiscal 2008
primarily due to the impact of the slowing economy as new business declined across all segments. This decrease was partially offset
by $4.7 million of revenue from our PlateSpin and Managed Objects acquisitions.

Revenue from maintenance and subscriptions increased in the first quarter of fiscal 2009 compared to the same quarter of fiscal 2008
primarily due to increased revenue from Linux Platform Products, which increased $6.7 million, or 24%, over the prior year and $2.3
million of revenue from our acquisitions of PlateSpin and Managed Objects.

While our services offerings are focused on supporting product sales, not generating stand-alone revenue or profits, the decline in
services revenue was greater than anticipated as customers lowered their discretionary spending in response to current economic
conditions.

Foreign currency exchange rate fluctuations negatively impacted total net revenue by $2.7 million, or 1%, during the first quarter of
fiscal 2009, compared to the same period in fiscal 2008, as measured by using prior period foreign currency exchange rates on non-
U.S. dollar denominated revenue.

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

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
Maintenance and SUBSCIIPLIONS .........cviiiiiiiiice e $ 37,111 % 31,136 19%
ST Y [0TSR 4,351 5,663 (23)%
TOAl NBE FTEVENUE.......iviiviiieicti ettt sttt sttt seebe st nsebesbessebesbens $ 41,462 $ 36,799 13%

Revenue from our Open Platform Solutions segment increased in the first quarter of fiscal 2009 compared to the same period of fiscal
2008 primarily due to Linux Platform Products, which increased by $6.7 million, or 24%. Invoicing for Linux Platform Products in the
first quarter of fiscal 2009 was $22.5 million, a 42% decrease compared to the first quarter of fiscal 2008. Because our Linux business
is dependent on large deals, we experience fluctuations in our quarterly invoicing. During the first quarter of fiscal 2009, we did not
sign any large deals, many of which have been historically fulfilled by SUSE Linux Enterprise Server (“SLES”) certificates delivered
through Microsoft.
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Net revenue in the Identity and Security Management segment was as follows:

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
SOFIWAIE TICENSES ...ttt sttt sttt eebe b sesbe st neeans $ 5967 $ 12,626 (53)%
Maintenance and SUDSCIIPLIONS .........viuiiriicie et renras 22,319 19,716 13%
SBIVICES 1.tttk t e bttt s et e b e bt E e bt E e bt Ee bt E e bbbt b bt et bens 9,700 14,688 (34)%
TOLAl NEL TEBVENUE.....cueeiiittetetetctce ettt ettt bbbt sn s en bbbt bebesenas 3 37986 $ 47,030 (19)%

Revenue from our Identity and Security Management segment decreased in the first quarter of fiscal 2009 compared to the same
quarter of fiscal 2008. This decrease resulted primarily from lower software licenses revenue as well as lower services revenue,
reflecting the impact of current economic conditions, as discussed above. Identity, Access and Compliance Management product
revenue was $26.1 million, a decline of 8%, compared to the first quarter of fiscal 2008. Invoicing for ldentity, Access and
Compliance Management products decreased 18% in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008.

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

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
SOFIWAIE TICENSES ...ttt ettt st e et st e e be st e sesbe e nesans $ 9,136 $ 7,945 15%
Maintenance and SUDSCIIPLIONS .........ciiiiiieie ettt reenas 31,116 29,096 7%
ST Y To=T SRS 5,151 6,298 (18)%
TOtAl NEL TEVENUE........cveveveeiei ettt ettt ettt sttt ee sttt s et s et te e stete e sbete s ssens $ 45403 $ 43,339 5%

Revenue from our Systems and Resource Management segment increased in the first quarter of fiscal 2009 compared to the same
quarter of fiscal 2008 primarily from $7.0 million of total revenue from our PlateSpin and Managed Objects acquisitions. This
increase was partially offset by lower revenue from our ZENworks products, compared to the first quarter of fiscal 2008. Invoicing
for Systems and Resource Management products increased 12% in the first quarter of fiscal 2009 compared to the first quarter of
fiscal 2008, primarily due to the PlateSpin and Managed Objects acquisitions. PlateSpin and Managed Objects products accounted for
30% of total Systems and Resource Management invoicing in the first quarter of fiscal 2009.

Net revenue in the Workgroup segment was as follows:

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
SOFIWAE TICENSES ....vcveviiciecte ettt sttt sttt e et st sesbe st neerns $ 13,164 $ 19,631 (33)%
Maintenance and SUDSCIIPLIONS .......ccviviiviicieric s nns 68,269 70,119 (3)%
SBIVICES 1.ttt ettt sttt sttt bbbt b et e b e bt E e bt E e bt Ee bt E e bbbt b bt et b e 8,587 14,008 (39)%
TOAl NBE FTBVENUE.......iviitivieicti ettt sttt sttt seebe st neebesbensebesbens $ 90,020 $ 103,758 (13)%

Revenue from our Workgroup segment decreased in the first quarter of fiscal 2009 compared to the same quarter of fiscal 2008
primarily from lower combined OES and NetWare-related revenue of $7.3 million, or 14%, which decreased primarily due to lower
new software licenses revenue, as well as a decrease in services revenue. Invoicing for the combined OES and NetWare-related
products decreased 21% in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008. Product invoicing for the
Workgroup segment decreased 17% in the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008.
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Deferred Revenue

We had total deferred revenue of $704.6 million as of January 31, 2009 compared to $723.1 million and $730.1 million at January 31,
2008 and October 31, 2008, respectively. Deferred revenue represents revenue that is expected to be recognized in future periods
under maintenance contracts and subscriptions that are recognized ratably over the related contract periods, typically one to three
years. Deferred revenue related to our agreements with Microsoft is recognized ratably over various related service periods, which can
extend up to five years. The decrease in total deferred revenue of $25.5 million compared to October 31, 2008 is primarily attributable
to lower invoicing during the first quarter of fiscal 2009, partially offset by the receipt of $25.0 million from Microsoft for the first
payment under the August 2008 agreement to purchase additional SLES certificates.

Gross Profit

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
Software [iCenses gross Profit .......ciiie e e $ 25741 $ 37,103 (BL)%
percentage Of related FEVENUE ..........cceiiiieieie ettt nne s 91% 92%
Maintenance and SubscCriptions gross Profit...........cccceoeiiiiiiiiiiiiie e $ 145916 $ 139,126 5%
percentage Of related FEVENUE ..........coi it e 92% 93%
SEIVICES Gr0OSS PrOTit. ... it $ (3,683) $ (3,244) (4%
percentage Of related FEVENUE ..........cviiiiiiece s (13)% (8)%
TOtal groSS PrOFit.....ccvciieiiciicce e $ 167,974 $ 172,985 (3)%
PErCENtAgE OF FEVENUE ......ovevieieciise ettt et seenne e 78% 5%

The increase in gross profit percentage of revenue reflected the benefits of our cost reduction initiatives, including our prior
restructuring actions, and the benefits of realigning our services business to be more efficient and product focused, resulting in a
change in revenue mix from negative-margin services revenue to higher-margin product revenue. Our services offerings are focused
on supporting product sales, not generating stand-alone revenue or profits, in line with our strategic initiatives. Total gross profit was
lower for the first quarter of fiscal 2009 compared to the first quarter of fiscal 2008 primarily due to the 7% decrease in total net
revenue. Foreign currency exchange rate fluctuations during the first quarter of fiscal 2009, compared to the same quarter of fiscal
2008, unfavorably impacted gross profit by $0.4 million.

Gross profit by business unit segment was as follows:

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
Open Platform SOIULIONS .........oouiiiiiieiieeee e $ 33,769 $ 25789 31%
percentage Of related FEVENUE ..........coci it 81% 70%
Identity and Security Management ..........cccooveiriiiineine e $ 25392 $ 27,855 (9)%
percentage Of related FEVENUE ..........ccviiiiiiiiie s 67% 59%
Systems and ReSOUrce ManagemeNT.........ccc.cviuirueiiirieiiesie e eaens $ 37,267 $ 35491 5%
percentage Of related FEVENUE .........cccviiieieee e nne s 82% 82%
VVOTKGIOUP «..vcvveteeeet ettt ettt ettt ettt et et se st et e e st et ese st et e s st ebese et ebessstetene s $ 75211 $ 86,339 (13)%
percentage Of related FEVENUE ..........ccvii ettt nne s 84% 83%
Common unallocated OPErating COSLS .......cviiriiiiierieereriee et $ (3,665) $ (2,489) (4%
TOtAl GroSS PrOFit....o e e $ 167,974 $ 172,985 3)%
PEFCENLAJE OF FEVENUE .....c.eiviiciiite ettt sbe e 78% 5%
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The changes in gross profit in each of our business unit segments in the first quarter of fiscal 2009 compared to the first quarter of
fiscal 2008 can be characterized as follows:
e Open Platform Solutions — increased as a percentage of revenue and in total primarily from higher revenues and cost
containment efforts.
¢ Identity and Security Management — increased as a percentage of revenue despite a 19% decrease in revenue due to a more
favorable mix of higher-margin product revenue and cost containment efforts.
o Systems and Resource Management — remained flat as a percentage of revenue, but increased in total as a result of
incremental revenue from the PlateSpin and Managed Objects acquisitions.
o Workgroup — increased as a percentage of revenue despite a 13% decrease in revenue primarily due to cost containment
efforts.

Operating Expenses

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
Sales and MArKEING ......covciiiiciie e sttt se b e b e b $ 76,894 $ 88,005 (13)%
PEIrCENTAJE OF FBVENUE. ......ecvievieeieitite ettt ettt et e e st e e te e e e et este st e s besbeete e e eneeseesbesrenneas 36% 38%
Product eVEIOPMENT.........cvivevieeciceece ettt ettt v et eerenis $ 45392 $ 44,735 1%
PEIrCENLAJE OF FEVEINUE. ... ettt e e bbbt seesbe b nne s 21% 19%
General and adMINISEIALIVE ........cccvviiiiiecieccccee e $ 24195 $ 27,397 (12)%
PEICENTAJE OF FEVENUE. .....etiietiitieeieet ettt b e bbb 11% 12%
RESITUCLUIING EXPENSES ...v.vviveviviietisesietese ettt st tese st s et ss st be e st ebe s st ebe e s aebe s sbese s sbete s sserens $ 8,049 $ 4,367 84%
PEIrCENLAJE OF FEVENUE. ......ecveeeeceie ettt sttt sttt et besneete e e e e saeneeseenneas 4% 2%
Gain 0N sale Of SUDSIAIANY ........ccoiviiiiice e $ (200) $ — —%
PEIrCENTAJE OF FBVENUE. ......ecviiviieieitete ettt ettt et te st re e e e et e st e st esbesbeete e e enbeseestesrenneas —% —%
Total OPErating EXPENSES .....cveiviirerieerieeeieitestestestesrestesreeree e eeesaesrestestestesteeseeseesesesnens $ 154,330 $ 164,504 (6)%
PEIrCENtAgE OF FEVENUE .....eoviviiieciece sttt sttt st sr b resre e 2% 71%

Sales and marketing expenses decreased in the first quarter of fiscal 2009 compared to the same period of fiscal 2008 primarily from
cost reduction initiatives, including our prior restructuring actions, lower sales-related and outside service costs, and favorable foreign
currency exchange rate fluctuations of $5.2 million, partially offset by higher sales and marketing expenses of $6.3 million from our
acquisitions of PlateSpin and Managed Objects. Sales and marketing headcount was higher by 29 employees, or 3%, at the end of the
first quarter of fiscal 2009 compared to the same period in fiscal 2008, reflecting the additional headcount from the PlateSpin and
Managed Objects acquisitions.

Product development expenses in the first quarter of fiscal 2009 increased compared to the same period of fiscal 2008 primarily due to
$3.2 million from our acquisitions of PlateSpin and Managed Objects. Product development headcount increased by 101 employees,
or 8%, at the end of the first quarter of fiscal 2009 compared to the same period of fiscal 2008, reflecting the additional headcount
from the PlateSpin and Managed Objects acquisitions. These additional expenses were partially offset by $2.5 million of favorable
foreign currency exchange rate fluctuations in the first quarter of fiscal 2009 compared to the same period of fiscal 2008.

General and administrative expenses decreased in the first quarter of fiscal 2009 compared to the same period of fiscal 2008 primarily
from cost reduction initiatives, including our prior restructuring actions, a decrease in stock-based compensation expense of $1.0
million and favorable foreign currency exchange rate fluctuations of $0.8 million. General and administrative headcount was lower by
6 employees, or 1%, at the end of the first quarter of fiscal 2009 compared to the same period in fiscal 2008. These decreases were
partially offset by higher general and administrative expenses of $1.3 million related to the PlateSpin and Managed Objects
acquisitions in the first quarter of fiscal 2009 compared to the same period of fiscal 2008.

During the first quarter of fiscal 2009, we recorded net restructuring expenses of $8.0 million. This was comprised of $7.7 million for

2009 restructuring actions and $0.3 million in additions to accruals for changes in estimates related to prior period restructuring
activities. For further information, see the “Overview” section above.
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Foreign currency exchange rate fluctuations during the first quarter of fiscal 2009, compared to the same period in fiscal 2008,
unfavorably impacted revenue by $2.7 million, favorably impacted operating expenses by $10.8 million and favorably impacted
income from operations by $8.1 million. Since a large portion of our recognized revenue is deferred revenue that was recorded at
different foreign currency exchange rates, the impact to revenue of changes in foreign currency exchange rates is recognized over
time, whereas the impact to expenses is more immediate, as expenses are recognized at the current foreign currency exchange rate in
effect at the time the expense is incurred. It is not anticipated that the favorable impact to operating income realized during the first
quarter of fiscal 2009 compared to the first quarter of fiscal 2008 will continue, as the unfavorable impact of foreign currency
exchange rate changes on revenue will be recognized in future periods.

Total stock-based compensation expense of $8.0 million in the first quarter of fiscal 2009 decreased $2.8 million compared to the
$10.8 million recorded in the first quarter of fiscal 2008, primarily due to lower headcount and corresponding higher forfeiture rates
resulting from our various restructuring actions and from higher expense in the prior year period related to our performance-based
awards.

Other Income (Expense)

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
INVESTMENT INCOME ....viivee ettt ettt ettt et e st e st e st e ssteseetesbestesresreareas $ 7,176 $ 22,906 (69)%
PEIrCENLAJE OF FEVENUE. .. ...icteeeeceieseeie ettt st e e et besreere e e en e seeneesrenneas 3% 10%
IMPAIrMENt Of INVESIMENTS........ciiiiiie et re b $ (1,677) $ — —%
PEIrCENTAJE OF FBVENUE. ......ecvieveieieieecte e ste et st et s teste e e e e et e ste st e s besbeeteeseeseeseeseesrenneas (1)% —%
Interest eXpPense and OtNEL, NBL........c.ciiiiiiiice et be e $ (3,135) $ (5,750) 45%
PEIrCENLAJE OF FEVENUE. ... ittt sttt e e bbbt seesbe b nne s (1)% (2)%
Total Other iNCOME, NEL..........c.cvcvieieicceeee et $ 2364 $ 17,156 (86)%
PEFCENtAJE OF FEVENUE .....coeiviiciiite ettt 1% 7%

Investment income includes income from short-term and long-term investments. Investment income for the first quarter of fiscal 2009
decreased compared to the same period of fiscal 2008 due primarily to a decrease in cash, cash equivalents and short-term investments
resulting from repurchases of our 0.5% senior convertible debentures due 2024 (“Debentures™), our stock repurchase program, our
PlateSpin and Managed Objects acquisitions, and lower interest rates.

During the first quarter of fiscal 2009, we recorded an other-than-temporary impairment charge of $1.7 million related to our auction-
rate securities (“ARSs”). For further information, see the “Liquidity and Capital Resources” section below.

Interest expense and other, net for the first quarter of fiscal 2009 decreased compared to the first quarter of fiscal 2008 due primarily
to the Debenture repurchases, which resulted in lower interest expense.

Income Tax Expense on Income from Continuing Operations

Three months ended

January 31, January 31,
(Dollars in thousands) 2009 2008 Change
INCOME TAX EXPENSE ....vvvveieneteiesieteieeetete et e ettt et be st se bt e e st e s e e st et e e b e b e e ebebe e bereees $ 6,367 $ 10,953 (42)%
EFFECHIVE TAX TALE .. ecveieeicee et ettt bt 40% 43%

We are subject to income taxes in numerous jurisdictions and the use of estimates is required in determining our provision for income
taxes. For the first quarter of fiscal 2009, we provided $6.4 million for income tax expense on continuing operations. Income tax
expense was recorded based on the estimated annual effective tax rate for the year applied to “ordinary” income (pre-tax income
excluding unusual or infrequently occurring discrete items). Due to the utilization of a significant amount of our net operating loss
carryforwards in previous years, the majority of future benefit received from our remaining net operating loss carryforwards used to
offset U.S. taxable income will be credited to goodwill and not to income tax expense. In addition, the windfall tax benefits associated
with stock-based compensation will be credited to additional paid-in capital. In connection with our adoption of Statement of
Financial Accounting Standards (“SFAS”) No. 123(R), “Share-Based Payment,” in fiscal 2006, we elected to follow the tax ordering
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laws to determine the sequence in which deductions, net operating loss carryforwards, and tax credits are utilized. During the first
quarter of fiscal 2009, there were no significant adjustments to additional paid-in capital as a result of tax benefits relating to stock

options for current year exercises or utilization of previously reserved net operating losses and tax credits.

Income Tax Expense

The effective tax rate for the first quarter of fiscal 2009 differs from the federal statutory rate of 35% primarily due to the effects of
foreign taxes, stock-based compensation plans, and differences between the book and tax treatment of certain income items on which
a valuation allowance has been recorded. The effective tax rate on continuing operations for the first quarter of fiscal 2009 was 40%
compared to an effective tax rate of 43% for the same period in fiscal 2008.

Valuation Allowance

In accordance with determinations made pursuant to the applicable accounting standards, we continue to believe that it is more likely
than not that most of our remaining U.S. net deferred tax assets will not be realized based on all available evidence. As a result, we
have provided a valuation allowance on those U.S. net deferred tax assets. In reaching this determination, we evaluated our three-year
cumulative results, pre-tax losses in recent quarters, as well as the impacts that current economic conditions may have on our future
results. As deferred tax assets or liabilities increase or decrease in the future, or if a portion or all of the valuation allowance is no
longer deemed to be necessary, the adjustments to the valuation allowance will increase or decrease future income tax provisions,
goodwill or additional paid-in capital. It is reasonably possible that we could reduce a significant portion of our valuation allowance in
the near-term.

Income Tax Reserves

As of January 31, 2009, we had reserves for unrecognized tax benefits totaling $52.3 million, of which $35.3 million would favorably
impact the effective tax rate if recognized. As of October 31, 2008, we had reserves for unrecognized tax benefits totaling $49.9
million. The $2.4 million increase in reserves for unrecognized tax benefits during the first quarter of fiscal 2009 relates primarily to
accruals for tax positions taken in prior years.

During the first quarter of fiscal 2009, we accrued approximately $0.6 million in interest related to unrecognized tax benefits. We had
approximately $8.0 million and $7.4 million accrued for the payment of interest related to unrecognized tax benefits as of January 31,
2009 and October 31, 2008, respectively.

As of January 31, 2009, we have recorded a $42.1 million liability for unrecognized tax benefits and related interest in the line item
“Other long-term liabilities” on our consolidated balance sheet. We have also recorded $1.2 million of unrecognized tax benefits and
related interest in the line item “Income taxes payable” on our consolidated balance sheet.

The difference between the total unrecognized tax benefits and those affecting the effective tax rate is due to certain unrecognized tax
benefits that would have a full valuation allowance if recognized. As of January 31, 2009, we believe it is reasonably possible that
$1.0 million of unrecognized tax benefits plus accrued interest will decrease within the next 12 months as the result of statute of
limitations expiring in various jurisdictions. We do not believe that the favorable $1.0 million decrease in unrecognized tax benefits
would significantly impact the effective tax rate in any one period.

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

Three months ended

January 31, January 31,
(In thousands) 2009 2008
Income from coNtinUING OPErAtiONS .........cccciveviiieeci ettt reabesrereas $ 9641 $ 14,684
Income from discontinued operations, NEt Of tAX ..........cccceveiiiieiiecieice e e 1,036 2,121
NN LT T 0] -SSR 3 10677 $ 16,805

Discontinued operations relates to the Salmon Ltd. (“Salmon”) subsidiary contingent payment received during the first quarter of
fiscal 2009 and the disposition of our Cambridge Technology Partners (Switzerland) SA (“CTP Switzerland”) subsidiary during the
first quarter of fiscal 2008 discussed in the Divestitures section, below.

Critical Accounting Policies

An accounting policy is deemed to be critical if it requires us to make an accounting estimate based on assumptions about matters that
are uncertain at the time an accounting estimate is made, and if different estimates that reasonably could have been used or changes in
the accounting estimate that are reasonably likely to occur periodically could materially change the financial statements. We consider
accounting policies related to revenue recognition and related reserves, impairment of long-lived assets, valuation of deferred tax
assets, loss contingency accruals and share-based payments to be critical accounting policies due to the judgments and estimation
processes involved in each. For a more detailed explanation of the judgments included in these areas, refer to our Annual Report on
Form 10-K for fiscal 2008. During the first quarter of fiscal 2009, we made a sales program change that necessitated a change in our
revenue recognition policy. That policy change is discussed below:

Revenue Recognition

Historically, we had stand-alone sales of software licenses, allowing for vendor-specific objective evidence (“VSOE”) of fair value for
substantially all software license products. Accordingly, the relative fair value, or proportional, revenue accounting method was used
to allocate the value of multi-element arrangements proportionally to the software license and other components.

At the start of fiscal 2009, we made a sales program change requiring all customers to initially purchase maintenance with licenses,
which is common industry practice. As a result of eliminating stand-alone software license sales, VSOE of fair value for software
licenses no longer exists. Accordingly, beginning in the first quarter of fiscal 2009, the residual method under Statement of Position
(“SOP”) 97-2, “Software Revenue Recognition”, as amended by SOP 98-9 “Modification of SOP 97-2, Software Revenue
Recognition, with Respect to Certain Transactions”, is now used to allocate the value of multi-element arrangements to the various
components, which is also common industry practice. Under the residual method, each undelivered element is allocated value based
on Novell-specific objective evidence of fair value for that element and the remainder of the total arrangement fee is allocated to the
delivered element, typically the software. This results in discounts being allocated to the software license rather than spread
proportionately over all elements. Therefore, when a discount exists, less revenue is recognized at the time of sale under the residual
method than under the relative fair value method, which we used prior to fiscal 2009. The change to the residual method did not
materially impact revenue in the first quarter of fiscal 2009.

Acquisitions

Our goal is to enhance revenue growth both organically and through acquisitions, particularly in our Identity and Security
Management and Systems and Resource Management business unit segments. In the first quarter of fiscal 2009, we completed one
acquisition transaction.

Managed Objects

On November 13, 2008, we acquired 100% of the outstanding stock of Managed Objects, a supplier of business service management
solutions. The purchase price consisted of $46.3 million in cash, of which $43.8 million was paid as of January 31, 2009. The
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remaining $2.5 million has been accrued and will be paid out during the second quarter of fiscal 2009 in accordance with the terms of
the purchase agreement. In addition to the cash purchase price, we also incurred merger and transaction costs of $1.1 million resulting
in total consideration paid for Managed Objects of $47.4 million.
Divestitures

Discontinued Operations

Our discontinued operations include the divestitures of our CTP Switzerland subsidiary in fiscal 2008, and our Salmon subsidiary in
fiscal 2007.

CTP Switzerland

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

Salmon

On March 12, 2007, we sold our shares in Salmon to Okam Limited, a U.K. Limited Holding Company, for $4.9 million, which has
been received, plus an additional contingent payment of approximately $3.9 million to be received if Salmon met certain cumulative
future revenue targets by the end of our fiscal 2009. During fiscal 2008, we received $1.2 million of the approximate $3.9 million
potential contingent amount. During the first quarter of fiscal 2009, we received an additional contingent payment of $1.0 million,
leaving approximately $1.7 million which could be received in the future.

Sale of Subsidiary

During fiscal 2008, we sold our Mexico subsidiary to one of our Latin American distribution partners. During the first quarter of fiscal
2009, we reached final settlement related to working capital adjustments. This resulted in a non-cash gain of $0.2 million. This gain is
shown as a component of the line item “Gain on sale of subsidiary” on our consolidated statements of operations.

Liquidity and Capital Resources

The balance in cash, cash equivalents, and short-term investments and the balance as a percent of total assets are as follows:

January 31, October 31,
(Dollars in thousands) 2009 2008 Change
Cash, cash equivalents, and short-term iNVeStMEeNtS .........c.cccccvvvrieiieeievcse e $ 1,035,427 $ 1,067,847 (3)%
PErcent Of tOTAl @SSELS.......c.iiiiiiiiiiie ettt 48% 47%

An overview of the significant cash flow activities for the first quarters of fiscal 2009 and 2008 is as follows:

Three months ended

January 31, January 31,

(In thousands) 2009 2008

Net cash provided by (used in) operating aCtiVities ..........cococeieiiiineiines e $ 14133  $ (26,286)
Purchases of property, plant and eqQUIPIMENT .........coriiiiiiiiieee e, (3,512) (5,859)
Cash paid for acquisitions, net of Cash aCQUIred ..........coeeeriiiriiiiie e (42,950) —
Net cash proceeds (distributions) from sale of discontinued operations.............ccocoeveiiiirinienenenn, 1,036 (3,417)
Cash restricted due t0 TIHIGAtION ..........ooiiiiiiieee e e (178) (51,495)
(Surrenders) issuances of COMMON STOCK, NEL.........cccviiiiiiiciceee e (498) 2,582
DEDENTUIE FEPUICRASES .. .i.viiviciieice ettt s a et e s teeae e s e et e sbe st e besresresreaneen, (3,869) —

31



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

Liquidity and Capital Resources (Continued)

Cash provided by operating activities during the first quarter of fiscal 2009 was $14.1 million and included the receipt of $25.0 million
from Microsoft for the first payment under the August 2008 agreement to purchase additional SLES certificates. Cash used in
operating activities during the first quarter of fiscal 2008 included the final $13.9 million of special interest payments required under
the consent solicitation for the Debentures.

As of January 31, 2009, we had cash, cash equivalents, and short-term investments of approximately $426.4 million held in accounts
outside the United States, which would largely be subject to punitive taxation if repatriated. Our short-term investment portfolio is
diversified among security types, industry groups, and individual issuers. As of January 31, 2009, $5.5 million of our short-term
investments are designated to fund deferred compensation payments, which are paid out as requested by participants in the Novell,
Inc. Deferred Compensation Plan upon termination. As of January 31, 2009, our short-term investment portfolio includes gross
unrealized gains and losses of $7.2 million and $3.9 million, respectively. We monitor our investments and record losses when a
decline in the investment’s market value is determined to be other-than-temporary.

At January 31, 2009 and October 31, 2008, all of our ARSs are classified as long-term investments on our consolidated balance sheets.
Contractual maturities for these ARSs are 16 years or greater with an interest reset date approximately every 28 days. With the
liquidity issues experienced in the global credit and capital markets, our ARSs have experienced multiple failed auctions and the
estimated market value of these securities is less than cost.

We estimated the fair value of these ARSs using a discounted cash flow analysis that considered the following key inputs: (i) the
underlying structure of each security; (ii) the present value of the future principal and interest payments discounted at rates considered
to reflect current market conditions and the relevant risk associated with each security; and (iii) consideration of the time horizon that
the market value of each security could return to its original cost. We estimated that the fair market value of these securities at January
31, 2009 and October 31, 2008 was $9.6 million and $11.1 million, respectively. Prior to the other-than-temporary impairment
charges, the original cost of these ARSs was $39.8 million.

During the first quarter of fiscal 2009, we recorded an other-than-temporary impairment charge of $1.7 million based on our
assessment that it is likely that the continuing decline in fair value of six of our ARSs will not fully recover in the foreseeable future,
given a combination of factors, including the duration, severity and continued declining trend of the fair value of these securities as
well as a deterioration in some of the securities’ credit ratings. This other-than-temporary impairment charge of $1.7 million is in
addition to the $28.7 million of other-than-temporary impairment charges that were recorded during fiscal 2008. Two of our ARSs had
a slight improvement in estimated fair value during the first quarter of fiscal 2009 resulting in a $0.2 million unrealized gain.

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

During fiscal 2008, our holdings in an enhanced liquidity fund were frozen due to liquidity issues. We believe that the underlying
securities are not impaired if held to maturity. As the underlying securities mature, the fund manager is distributing the cash on a pro
rata basis to the fund’s shareholders. During the first quarter of fiscal 2009, we received $6.7 million. As of January 31, 2009, the
balance of this investment is $15.6 million. As of January 31, 2009, we anticipate that $12.2 million of this balance will be distributed
during the next twelve months. The remaining $3.4 million is anticipated to be distributed after January 31, 2010, and is classified as a
long-term investment on our consolidated balance sheets. The fund continues to accrue and pay interest income and, as there are no
other-than-temporary impairment or valuation issues with these securities, no impairment charges were recorded in connection with
this investment. The fair value of the fund was estimated by using the quoted prices of the underlying securities.

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

In relation to the appeal we filed in the Amer Jneid legal matter, we were required by the court to post a $51.5 million bond during
fiscal 2008 (See Note K, “Legal Proceedings”). The amount of the bond was determined by statutory regulations and has no
connection to the amount we believe may ultimately be paid in this matter. The bond is held in an interest-bearing account in our
name, but is restricted and classified as such on our consolidated balance sheets. The restriction will continue until the resolution of
this legal matter. The bond earned $0.2 million of interest during the first quarter of fiscal 2009, increasing restricted cash to $52.9

32



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

Liquidity and Capital Resources (Continued)

million at January 31, 2009.

According to the terms of the Open Invention Network, LLC (“OIN™) agreement, under which we have a $20.0 million or 17%
interest in OIN, we could be required to make future cash contributions which we would fund with cash from operating activities and
cash on hand.

During the first quarter of fiscal 2009, we made total cash payments for interest of $0.3 million related to the Debentures. During the
first quarters of fiscal 2009 and 2008, we incurred interest expense, including the amortization of deferred financing costs related to
the Debentures, of $1.2 million and $5.6 million, respectively.

During fiscal 2008, we received authorization from our Board of Directors to repurchase, from time to time, up to $600 million face
value of the Debentures in such quantities, at such prices, and in such manner as may be directed by our management. During the first
quarter of fiscal 2009, we purchased and retired $4.0 million face value of the Debentures for total cash consideration of $3.9 million,
including less than $0.1 million of accrued interest. The portions of the unamortized debt issuance costs and prepaid interest related to
the Debentures that were repurchased were written off resulting in a $0.1 million gain during the first quarter of fiscal 2009. This gain
is shown as a component of the line item “Interest expense and other, net” in our consolidated statements of operations.

During fiscal 2008, our Board of Directors authorized the repurchase of up to $100 million of our outstanding common stock. There is
no fixed termination date for the repurchase program. There were no repurchases under the program during the first quarter of fiscal
2009. As of January 31, 2009, $33.2 million remains to be repurchased under the current Board authorization.

There have been no significant changes to our contractual obligations as disclosed in our fiscal 2008 Annual Report on Form 10-K.

Our principal sources of liquidity continue to be from operating activities, cash on hand, and short-term investments. Our liquidity
needs for the next twelve months and beyond are principally for financing of fixed assets, repurchases of common stock under our
share repurchase plan, payments under our restructuring plans, product development investments, maintaining flexibility in a dynamic
and competitive operating environment, including pursuing potential acquisition and investment opportunities, interest payments on
the Debentures, any repurchases we may make of the Debentures, and the possible redemption of our Debentures, which the holders
can first require us to repurchase on July 15, 2009.

Barring unforeseen consequences, we anticipate being able to fund these liquidity needs for the next twelve months with existing cash,
cash equivalents, and short-term investments together with cash generated from operating activities and investment income. We
believe that 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.

Off-Balance Sheet Arrangements

At January 31, 2009, we had no off-balance sheet arrangements as defined by applicable SEC rules.

Recent Pronouncements

In December 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141(R), “Business Combinations”
(“SFAS No. 141(R)”). This statement replaces SFAS No. 141, “Business Combinations.” SFAS No. 141(R) establishes principles and
requirements for how an acquiring company: 1) recognizes and measures in its financial statements the identifiable assets acquired,
the liabilities assumed, and any non-controlling interest in the acquiree; 2) recognizes and measures the goodwill acquired in the
business combination or a gain from a bargain purchase; and 3) determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS No. 141(R) is effective for
business combinations occurring on or after the beginning of the fiscal year beginning on or after December 15, 2008 (our fiscal
2010). For acquisitions that close after November 1, 2009 or for any acquisition-related tax adjustments that occur after November 1,
2009, this pronouncement will impact our financial position and results of operations.
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In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements — an amendment
of ARB No. 51" (“SFAS No. 160”). SFAS No. 160 requires the ownership interests in subsidiaries held by parties other than the
parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate from
the parent’s equity. It also requires that the amount of consolidated net income attributable to the parent and to the noncontrolling
interest be clearly identified and presented on the face of the consolidated statement of income. SFAS No. 160 is effective for fiscal
years and fiscal quarters beginning on or after December 15, 2008 (our fiscal 2010). The impact of this pronouncement on our
financial position and results of operations is anticipated to be immaterial.

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

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

Item 3. Quantitative and Qualitative Disclosures about Market Risk

During the first quarter of fiscal 2009, we recorded an other-than-temporary impairment charge of $1.7 million related to our ARSs.
For further information, see the “Liquidity and Capital Resources” section in Management’s Discussion and Analysis of Financial
Condition and Results of Operations above.

Foreign currency exchange rate fluctuations during the first quarter of fiscal 2009, compared to the same period in fiscal 2008,
unfavorably impacted revenue by $2.7 million, favorably impacted operating expenses by $10.8 million and favorably impacted
income from operations by $8.1 million. Since a large portion of our recognized revenue is deferred revenue that was recorded at
different foreign currency exchange rates, the impact to revenue of changes in foreign currency exchange rates is recognized over
time, whereas the impact to expenses is more immediate, as expenses are recognized at the current foreign currency exchange rate in
effect at the time the expense is incurred. It is not anticipated that the favorable impact to operating income realized during the first
quarter of fiscal 2009 compared to the first quarter of fiscal 2008 will continue, as the unfavorable impact of foreign currency
exchange rate changes on revenue will be recognized in future periods.

Apart from the above, there have been no significant changes in our interest rate risk and market risk exposures and procedures or in
our foreign currency hedging procedures during the first quarter of fiscal 2009 as compared to the respective risk exposures and
procedures disclosed in Management’s Discussion and Analysis of Financial Condition and Results of Operations, set forth in Part Il
Item 7A, of our Annual Report on Form 10-K for the fiscal year ended October 31, 2008.
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Item 4. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

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

(b) Change in Internal Control over Financial Reporting

No change in our internal control over financial reporting occurred during the first quarter of fiscal 2009 that has materially affected,
or is reasonably likely to materially affect, our internal control over financial reporting.
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Part Il. — 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 from Note K of our financial statements contained in Part I,
Item 1 of this Form 10-Q.

Item 1A. Risk Factors

There have been no material changes from the risk factors disclosed in Part 1, Item 1A of our Form 10-K for the fiscal year ended
October 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table presents information regarding purchases of shares of our common stock pursuant to our share repurchase
program and for our stock-based compensation plans during the first quarter of fiscal 2009.

Maximum
dollar value of
Total number of shares that
shares purchased may yet be
(In thousands, except per share amounts) Total number Average price as part of publicly purchased
of shares paid per announced plans under the plans
Period purchased share or programs or programs
November 1, 2008 through November 30, 2008...................... 14 $ 4.42 — 3 33,180
December 1, 2008 through December 31, 2008...........c..ccv..... 365 3.54 — 33,180
January 1, 2009 through January 31, 2009 ..........cccceevevernenenn. 3 4.00 — 33,180
TOMAl oo 382 $ 3.57 — 33,180

The total number of shares purchased includes shares surrendered to us to satisfy tax withholding obligations in connection with the
vesting of restricted stock units and restricted stock rights totaling 382,171 shares in the months of November, December and January
of fiscal 2009.

During fiscal 2008, our Board of Directors authorized the repurchase of up to $100 million of our outstanding common stock. There is
no fixed termination date for the repurchase program. There were no repurchases under the program during the first quarter of fiscal
2009. As of January 31, 2009, $33.2 million remains to be repurchased under the current Board authorization.

Item 6. Exhibits

The exhibits listed on the Exhibit Index filed as a part of this Quarterly Report on Form 10-Q are incorporated herein by reference.
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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: March 11, 2009 By: /s DANA C. RUSSELL
Dana C. Russell
Senior Vice President and Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)
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The following exhibits are filed as part of this Quarterly Report on Form 10-Q:

Exhibit
Number Description

3.1 Certificate of Incorporation. (1)
3.2 By-Laws, as amended and restated April 10, 2007. (2)
10.1*  Novell, Inc. fiscal 2009 Annual Bonus Program for Executives. (3)
10.2*  Novell, Inc. Non-Employee Director Remuneration and Expense Reimbursement Summary.
10.3*  Novell, Inc. Deferred Compensation Plan (As Amended and Restated, effective January 1, 2005).
10.4*  Novell, Inc. Stock-Based Deferred Compensation Plan (As Amended and Restated, effective January 1, 2009).
10.5*  Severance Agreement dated as of February 8, 2007 between the Registrant and John K. Dragoon.

10.6*  Amendment 2007-1 to Severance Agreement dated as of May 2, 2007 between the Registrant and John K.
Dragoon.

10.7*  Amendment to Severance Agreement dated as of September 15, 2008 between the Registrant and John K.
Dragoon.

10.8*  Severance Agreement dated as of March 25, 2003 between the Registrant and Alan J. Friedman. (4)

10.9*  Amendment to Severance Agreement dated as of September 15, 2008 between the Registrant and Alan J.
Friedman.

10.10* Amendment to Severance Agreement dated as of September 15, 2008 between the Registrant and Ronald W.
Hovsepian.

10.11* Amendment to Severance Agreement dated as of September 15, 2008 between the Registrant and Dana C.
Russell.

10.12*  Amendment to Severance Agreement dated as of September 15, 2008 between the Registrant and Jeffrey M.
Jaffe.

31.1 Rule 13a-14(a) Certification.
31.2 Rule 13a-14(a) Certification.
32.1 18 U.S.C. Section 1350 Certification.

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

* Indicates management contracts or compensatory plans.

(1) Incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 10-Q, filed for the fiscal quarter
ended April 30, 2004 (File No. 000-13351).

(2) Incorporated by reference to Exhibit 3.2 of the Registrant’s Current Report on Form 8-K, filed April 16, 2007 (File
No. 000-13351).

(3) Incorporated by reference to the Registrant’s Current Report on Form 8-K, filed December 19, 2008 (File No. 000-
13351).

(4) Incorporated by reference to Exhibit 10.16 of the Registrant’s Annual Report on Form 10-K, filed for the fiscal year
ended October 31, 2003 (File No. 0-13351).
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