


Adobe Systgnac creates, markets and supports computer *terns 

soJSurare and application soJSurare. The company 5 PostScript" 

page descrprion Lznguage and artnuive type libra y are in* 

stundbrdr, usedfir device-independent cmnmunication among 

computer., $+are, printers and typesetters. 

Adobe's sofiare prohcts have made high-qtlality v h l  

communication possible in personal computing. Technology 

I dwehped at &be h a  gectively brought po years ofprinting and 

publishing techniques to computer users. 



FiscuI Year Encled 
(in t h o w a d  exctptper share h) 

Nov. 30,1988 Nov. 30,1987 Nov. 30,1986 

Revenue 

Income before income taxes 

Net income 

Net income per share 

Workmg capital 

Total assets 

Shareholders' equity 

Dividends declared per share 

Nov. 30, 1985 



To Our Shareholders: 

January 17,1990 

Software from Adobe has revolutionized computer printing and ~ublishin~. Products based on the 

company's Postscript language are now used routinely by individuals and corporations all over the 

world. Adobe continues to have a major impact on the integration of graphic arts and computers. 

Our business environment is exciting. In 1989, Adobe announced significant new products. 

Relationships with current customers changed. And new customer relationships and markets formed. 

More than 66 printer products based on PostScript software are currently shipping. These 

include a wide range of machines from over 30 manufacturers. In fact, nearly every major computer 

systems, printer and typesetter manufacturer now offers printing solutions from Adobe. 

Adobe's Display Postscriptm software is shipping in volume on both NeXT" and Digital 

workstations. This product brings our high-quality graphics technology to workstations and personal 

computers. With the indusuy-standard PostScript imaging model driving both printers and displays, 

computer screens match printer output as closely as possible. The machines are device independent, so 

customers gain the advantage of Postscript language file portability between applications running on a 

variety of different computers. 

Adobe Type Manager" software, which is new this year, will bring Adobe typefaces to a very 

large new market. For computer systems and printer vendors, the software provides high-quality font 

s d i g .  Now these manufacturers can offer a consistent font strategy that works across all of their 

produ-from low-cost printers through high-end PostScript printers and typesetters. 

In the retail market, the Adobe Type Manager program brings high-quality scalable font 

software to customers' Macintoshm displays and low-cost, dot matrix and ink jet printers. Adobe Type 

Manager is compatible with the Display Postscript system and all Postscript printers. 

The competitive environment for Adobe changed in 1989. Early in the year, Apple Computer 

announced that it would develop and release its own font scaling technology. In July, Apple sold its 

3,423,792 share investment in Adobe, which it had held since 1984, and realized at least a 3,000- 

percent gain on the transaction. Later in the year, Apple and Microsoft announced joint plans to 

supporr the Apple font technology. They did not announce products or provide availability dates. 

. In the face of these competitive events, Adobe accelerated its development of Adobe Type 

Manager software for the Macintosh and shipped the product in October. In the first six weeks, we 

shipped over ~oo,ooo units. User support for the program has been exceptionally strong. 



We believe that the size and quality of the Adobe" Type Library, the quality of our type 

rendering, the device independence of the technology, and the broad appeal of Adobe Type Manager 

software will contribute to Adobe's continuing leadership position in both the Apple and the IBM" PC 

markets. 

I 
The Adobe Type Library nearly doubled in 1989, to indude software for over five hundred 

t y p b .  Adobe Illustratorm-Windows Version, for IBM personal computers and compatibles, began 

shipping in January 1989. We also introduced Adobe Streamline", software for the Macintosh and IBM 

PC that converts scanned artwork and other bitmapped images into Postscript language format. John E. Wamock 
Chairman of the Board 

In March, we announced a license agreement with Canon Inc. of Japan, the world's largest and Chie,fErecutiue Ofier 

maker of laser printing engines. Adobe also agreed to license its font production technology to five major 

suppliers of high-quality typefices: AGFA Compugraphic, Autologic, Monotype, Morisawa and 

Varityper. This will broaden the number of typefaces available for Postscript printers and typesetters. 

The company acquired Photoshop, a color image processing program for Macintosh comput- 

en, last July. Adobe Photoshopm software, scheduled for release in February 1990, will enable graphic 

mists and desktop publishers to produce elaborate special effects photography. 

Early in 1989, Adobe formed a subsidiary with an office in Tokyo. This subsidmy supports 

a strong systems business in Japan, as well as software developers working on applications that take 

advantage of the new Postscript Kanji printers. A Kanji version ofAdobe Illustrator was introduced in 

May. As more software developers address this market, we expect to see steady, continued growth. Charles A4 Geschke 
President and 

To strengthen ties with our customers in Europe, the company established a United Kingdom ChiffOperating 08cm 

subsidary in London. This office will complement Adobe Systems Europe B.X, our international 

subsidiary in Amsterdam. As Adobe and its customers bring our products to new markets, Postscript 

s o h e  is becoming an integral fictor for electronic printing and publishing throughout the world. 

Charles M. Geschke 
~Xwiman 4th aoad and President an$ Chkf Ojwrating C@m 
G$hf&mtiw iIjjTcm 



1989: The Year in Pictures 
New Products and Markets Contribute to Adobe: Growth 

Adobe Type Manager 
smooths out 
“. jaggies"-in print 

and on displays 
A new product fir the 
Macintosh, the Adobe 
Type Manager program, 
bring Postscript outline 
fint sojware to a broad 
range ofprinten and 
computer diplay. Text 
on diplays becomes sharp 
and readabk at large 
and small point sizes. 

N E  m books, 
fmkt,Freahwine, 

finr! mat33wr an;l 
a Iilnk music.. . 

IVE me books, 
I 
I I fnrit, French wine, 'G 

fine weather and 
a little rn~~sic. La 

Without Adobe Type Manager W~th Adobe Type Manager 





Original typefice f$milies 
increase design options 
Adobe introducedAdobe Originah? a nezu line 
ofpro$ssional typejace software designed by 
Adobe$nt helopen. Quality type design is  
both an art and a science. Adobe type designer 
Robert Slimbach, ppiceured here, researched many 
renditions of a 16th-century design b&re creating 
the Adobe Garamondm typejace. - 

New products 
improve customers' 
text and graphics 
These new application 
sojiware products are 
helpingAdobe continue 
to play a leading role in 
the electronic publishing 
market. Adobe 2 retail 
prod- build on the 
advantages of the 
Postscript language, and 
bring Adobe typeface 
software to a broad 
range of customers. 
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Adobe opens new 
markets in Japan 
Adobefirmed a subsid- 
iary with an ofie  in 
Tokyo ear& in 1989. 
In May, the company 
shipped a ffinji urnion 
of the Adobe Illustrator 
88so~~reprogram. 
ThroughoutJiscal1989, 
sevmaiAdobe OEM 
customen, including 
4 p k  Digital Fujitnr 
and NEC shipped 
PostScript ffinji 
printm. 

,stscript 
debuts 

Color 
s o h  
in new printers 
QMS mmdrmdthc 

I I 

f 
Edition produces 

mart 

194, a d  &prirtrrs 
~&n'ngA&6rS 
P o M p t  ~ f z w a ~ c  were 
a m a ; u d  by W o n t ;  
OckadNEC. Naur 
a*, &pm,Zd 
p&&bm can p&e 
a d p w f  mIm 
c o m p u d b  on a 
p~calcon)prrw, the?l 
makc? mdot sqbma&9nr 
on a &$-m~IwJ'on 
Par tSrn;8t typ~.  

mrqgmpitrm, us wed as 
fiU clcctronic art. 



The Impact of Adobe's Postscript Technology 
on Visual Communications 

Ten pars qp, &is mpy mdd have bee& written on an IBM Selemicu typewriter. It 

&3qpimwUtS.b d& q d e  ~ r i o n s  fbr the typesetter, who would have 

The Impact of  Postscript 
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the w m d p  ta appear in dw specifid typeha-a process that inevitably 
pw#w$aa Mm* iUwrations had to be drawn by hand with technical 

the "camera-ready" bards could be 
would transform r&e p a p  into their 

cmmpatea with 4 processing programs made writing hter and 
d w .  Pmp1e sa q p d t e d  the pin in productivity, that 
wi& the monotonous appearance of computer text on word* 

Just five yews agos edimrs and an direcsors still 

disk dong with the manuscript, so the files could be transferred elecmnidy- 
~w-ss amtjl ,d to shu& pjps  between the p p k  d o  

whvmd&qpe. kdl~f&o&et ~ e p  ofd*d 
the tame. h W g  was a costly5 thm.51o~um- 

& 'Wr-kmh ptwma. A d  mmp\rms were wed mwdp for dcuhting md 
%vckmf p-&g 

inwold 
' word pmc 



Type Manager s o h e ,  the type on the mitar's wmptu. scram lmh h o s t  

cql to the type on the manuscript pages, which were p 4  with a PwWpt 

The writer used a modem to transmit elearonic & afthe rnawsdp~: to 6.e 
I 

I , who was working on a personal csmputw at anothw h & n .  'i'bb deaiier 

I 35- slides, manipulated the seamed photos with Adobe P&- 
1 md proofed the d a  on a PostScript cobr primtcu. Additiod anmm& ams 

&en mcedwith Adobe Streamline-he and d i d  in &M& 
program. The &&m selmd type h the Adobe Type Lihmq dl wed 

layout p m ~ y n  €0 integrate the text and &ms. Ikevkkm were mdk 
, arzd a Postscript color printer a b I d  IS to prdthe  find dm&. 
d with a Posdkxipt typesetter to & CO~QX tw 

easy reach on the d&op. The fh.tstr%thg lhkati 

tiand pubhhiag ate becoming relics of the past. 
w m p f s  PostScript pa%e description language 

type &odd look a d  how the page should &e printed 
lqgage provides seamless integration among the 

, posters, a&, padaghs 

P&rii$t pui~zing solutions. Becaw the Pos 

h e r s  wkr d more mg&ctjwe 
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MuItimtiional Corporations 
Can Ure Adobe ~roduca 

PRINTING FACILITY 
Tan and iIlus~~ation J% 

jb instruction mandare  
compihd in page layout 
program, rypcset and 
p r i n d  .We bmchure 

Adobe Ph0t03bdp $0 Mnl 
scanned art, font so&art 
f i m  the Adobe l jpe Lib 
to set type, and other Post 

'@  oha an to i n ~ g a u  mrr . andpmdwtpackagc are 

RESEARCH & 
DEVELOPMENT n u t  LO,. TECHNICAL 

BLICATIONS 
Instructwn manualfor 
newproduct h tramlared 
rypret undprinted m 
German, h c h ,  Italian, 
Dutch, Swcdub and Span&. 

TOKYO OJFlCE 

TECHNICAL 
PUBLICATIONS 

MANUPACTURING . 
Pkt#?y)lrwrkAsaiau 
zq#kcu** en 
w-*- 
**-tad 
frs&mW&*drsw 
wMa~dcsrmnb5R 
h p a  e r f r i  h~na i r r rd  
ap C;brpran D O B E  PROVIDES STANDARD I 1 

I FOR WORDS AND PICTURES 1 
P m  hr,, Krk & Tokyo,firrr h e h  to 
LQs An* a d  TaiwanI Aakrbepro$~rca 

1. ' a d  tevbnol& be4 h i m s  w m p e  wers 

a w i p ~ b l i s b i n g & s d d  prdnt 
adtr~ng%rktnnoa m& 

&kS P ~ t S d p t  so@m tecbnalagy i s  tbe 
re~(~g&tdstsndard$r e h n k  printing a 
publishing B~ause the Podrripr hngulrge 

& i c ~  andp+m in.a@dat, ib t ~ a b h  
pcopk wrkiqg in uariow discipkim, on 
di#hZt &d Ofcmpilm, &$am of thc 
workd to CO~IW)OWU'C~~~. 

The cxatnpk ov tbtw pages i15wmiw how 
pcopk nuhe work in many &&QIU tfan 

- ADOBE PRQDUGTS LEGEND 

r,,Mq- 
AdobeSepawP 
Adobe Phowshopm 

m* PosS*", D i  PostMptRI 

A d o L M e N  

H &k'I*TpptLibrarg 
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-* Ado be Products 
Provide Solutions 

4. Make comdlraa L Tmwdtfiler m 
Pwt%iptslide maker 

L P l m n u l b o l a  8. Make fia ' c&a(r 
PrrOcdy aobr pdmr and cona&sm 

1. w Clrr to Polak;ripl I. Connnrcial p r b r  
(ylre~br to make color mrnr eompld  
npamlhll on Rml h l k  p o k a g r  Cnsmmrr 
ad.whibtiln 

snneh ntaild produet s b b l  l 

1. Dnw coneapt 1. Scan m into 
m .k*ronk file 

10. w nla to PoMcuip 
Qp@mtmto Inaka cobr 
up.nliol# anCwkitafib on final black- 



ELECTRONIC MAIL 

FORMS 

lliao~e rroducts Legend I 
ENGINEERING DOCUMENTATION 

-m mm 
I eombim dnwlngs 5. PmDfapclfleniwr 7. Pmdud h d a l h d  
a n l t p m c i R ~ b r  on 8 Wcrip  printer to ad mthedMirmrk.1 
documnIation in ncori lime! 





Management? Discussion 
and Analysis 

agement's Discussion and Analysis 

lopment and contract Costs 
ung and customer support 

and administrative 

TS OF OPERATIONS 

l3eccmber 1,1989. The Companyas original sales activity to suppore its Japmbpe and dommi~ US& &a 

"hip into thc Japanese markt. 
Apple Computer contintled r~ be dw smgk laqeso 

toyaty pp;lg CUgeomer, However, its shatc of the ~~s 

Company's tsml memUe, altho* a0 other c,usto- 

accounted h r  greater than IQ% of thc C o m p j s  t d  

KO% of h e  Company'bp d revenwe in xw. 
In May 1 9 9 ~  Apj& Chxqmtcf ~~ k t  it 

d&riy.dy m h t  s h  h hd 1989, & G m -  wmvetg of i s  o m  van maher d m  ~~ only 
~ ~ ~ e h a t r h i e & d h 1 ~ 8 o u ~ ; e o f ~ u ~ i n g  ;Abbe%. In July, Apple CoPput~~ said its 16.4% ammon 



Management; Discussion 
-and Analyss 1 

I 

I stock position in the Company in an unreg'itered, underwrit- 

ten transaction. At that time, the Company purchased 

pa,ooo shares of its wmrnon stock fiom the underwriters at 

the offering price of $q%. In September, Apple Computer 

and. Microsofi Corporation announced that Microsoft had 

licensed the Apple font format for use in OS12 under the 

Presentation Manager and that Apple had licensed Microsoft's 

inplemenmtion ofthe Postscript language, obtained as part of 

a recent Microsoft acquisition. There were no products an- 

nounced at that time. However, if Apple introduces printers 

udhing Mierwi?s interpreter and these prinrers gain 

popuhity, it is possible that royaity revenue to the Company 

Erom Apple could decrease over time. 

Revenue from the distribution of sofixwe applica- 

tioa products for the end user has gm rapidly during the 

last tfuee years. In fiscal 1987, rhis activity accounted for $10.3 

&n increwing to ~19.3 million in fiscal 1988; in fiscal 1989 
t 

t h w  revenues grew to $34.7 d ~ o n .  The Company intro- 

duced new products each year during this time, and increased 

the number of downloadable typekce programs for the Apple 

Macintosh and IBM personal computer. In October 1989 the 

Company began shipping Adobe Type Manager software for 

the Apple Macintosh. The Adobe Type Manager program is a 

systems-level software product that is distributed primarily 

through the Company's dealerldisuibutor channel. This 

program reduces the jagged characters or *j.ggiesn commonly 

seen with bitmapped type, both on the Macintosh screen and 

on non-Postscript printers like the Apple Imagewriter. 

In 1989, the applicarion products busincss experi- 

enced a h i g h  rate of revenue growth than the royalty 

business. The Company expens thii trend to continue in 

heal 190. 
In 1987, the Company opened its European head- 

qtmrters in Amsterdam, The Netherlands, to manage distribu- 

tion of the Company'sHpplmtion products in Europe. Adobe 

Systems Europe B.V has contributed significantly to the appli- 

cation software product revenue &row& in fisd p & s  1988 and 

1989. The European office has also expanded sales and support 

domestic OEM customers selling their products in Europe. 

In fiscal 1989, the Company opened an office 

in Tokyo, Japan to provide de s  and stlppon activity. 

Agreements have been signed with five major OEMs in Japan 

thus far. 

Direct costs compiie packag;ing, diskettes, and 

shipping for application sohare products as well as royalties 

paid to third parties Eor typeface designs that are distributed as 

downloadable s o h e  packages or bundled with Postscript 

interpreters. Royalty expense is generally paid on a per-unit 

basis whereas royalty revenue can reflect volume discounts. 

Therefbre, direct costs as a percentage of revenue can increase 

as an OEM customer ships more printers. The Company capi- 

talizes its typefkce production costs and amortizes them over a 

three-year period. Direct costs have increased during the thrce 

years due to the growth in the Company's business. 

Research, development and contract costs have 

i n c d  during the three years ended in fiscal 1989 as a 

of additional staff and facilities. Hardware and s o h e  

engineers have been hired to meet the needs of the Co 

growing customer and product base. In heal 1989, the 

pany's research, deveiopment and contract costs increased as 

percentage of revenue as the Company decided to increase 

expenditures in this area to service the development needs 

its customer base, extend its existing technology, and 

new technologies and products for the future. The Co 

expects that spending in this category will continue to 

extend the Compmy's technologies and product offer in^ 
Sales, marketing and customer support expenses 

increased rapidly during fiscal years 1987 and 1988, 

additions to the sales and marketing st&. During 

these expenses increased overall, but decreased as a pe 

of revenue from the prior two fiscal years. This was 1 
to a slowdown in the m e  of increases in sales and m 

staff, and to reduced growth rates in expenditures fbr 

relations and adveitising. In addition, certain pemn 

hrmerly in sales, marketing and customer suppon wes 



-sferred into general and administrative departments. The 

Company continued to hire personnel in sales, marketing and 

wtomer suppo" during 1989 and expects to continue to add 

significant impact on the Company's operations. 

FINANCIAL CONDITION 

I its staff in these areas in the future. 
T o d  assets of the Company increased to $94,139,000 at the 

General and administrative expenses increased during 
end of fiscal 1989, compared to $65,460,000 in fiscal 1988 and 

be three years from 1987 through 1989, due to the increase in 
$32,302,000 in f i sd  1987. Working capital increased to 

wenue, transaction volume and personnel. The Company 
$43,245,000 in fiscal 1989, and at the end of fiscal years 1988 

Roved into new facilities in fiscal 1987 and 1988 and added a 
and 1987, it was $32,525000 and $17,543,000, respectivdy. At 

major building to its facilities late in fiscal 1989. The 
the end of fiscal 1989, deferred revenue was $7,668,000 

bmpany also acquired a new operations and administrative 

mputer hardware and software system in fiscal 1988. The 

p m s  were implemented domestically in fiscal 1988 and in 

Company's European operation in f i sd  1989, requiring 

k e r  expenditures for systems consulting services. The 

h p a n y  expects general and administrative expenses to grow 

brt ionately with revenue. 

- - . - 
compared to $6,082,000 in fiscal 1988 and $629,000 in fiscal 

1987. A large part of the increase in fiscal 1988 was accounted 

for by an advance against royalties from one OEM customer 

for the Company's Display Postscript system. The increase in 

fiscal 1989 was due to additional royalty advances fiom new 

and existing customers for new projects. 

The Com~anv's cash and short-term investments x ,  

Interest income of $3,242,000, $1,588,000 and 
have grown to $49,666,000 in fiscal 1989 fiom $35,176,000 in 

,000 for the years ended December I, 1989, and November 
fiscal 1988. In addition to the 300,000 shares of its common 

88, and 1987, respectively, was earned on the Company's 
stock that the Company purchased from the underwriters at 

rm investments and cash balances. The Company's cash 
the time Apple sold its Adobe stock, the Company's Board of 

rt-term investments have increased each year as its 
Directors authorized the Company to repurchase in the open 

ons remain profitable and its capital equipment expendi- 
market up to $~g,ooo,ooo of the Company's common stock. 

remain relatively modest. 
As of January 15,1990, the Company had repurchased 

The Company's 1989,1988 and 1987 effective income 
flo,ooo shares of its common stock at an average share price 

)rates were 38.6%,41.0% and 46.8%, respectively. For an 
of approximately $16%. 

of the differences between the statutory and effective 
In fiscal 1988, the Company's Board of Directors 

tax rates, see Note 6 to the Consolidated Financial 
elected to pay a cash dividend of s.04 per common share for 

ents. Overall tax rates declined between 1987 and 1988 
each of the Company's second, third and fourth fiscal quarters. 

statutory rate changes. The Company adopted State- 
In the first quarter of fiscai 1989, the Company's Board of 

of Financial Accounting Standards No. 96, "Accounting 
Directors increased thea ' " ' ' ' ' 

i 

me Taxes," in fiscal 1988. Adopting this standard 
$.05 per share and paid that same avlaena rate aumg eacn or 

ot result in a material adjustment to the Company's 
the subsequent quarters in f i sd  1989. 

In fiscal 1989 the Company changed to a 13-week 

r accounting period from its prior practice of en* each 

r on the last day of the last month of the quarter. This 

t result in a material diierence in the Company's 

statements from prior years. Inflation has not had a 

 LEI^ cuvlaena on IKS common snares to 
r . . ,  . I .  * F 



Consolidated Balance Sheets 
December I, 1989 and November 30,1988 

ASSETS 

Current assets: 
Cash and cash equivalents 
Shorr-term investments 
Receivables (Notes z and 8) 
Inventory 
Deferred income taxes (Note 6) 

1 Total current assets 

Property and equipment (Notes 3 and 10) 
Typehce production costs 
Other assets 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current liabilities: 
Accrued expenses (Note 5) 
Income taxes payable (Note 6) 
Other payables 
Dekrred revenue 

Total current liabilities 

Capital lease obligations, less current portion (Note 10) 
Deferred income taxes (Note 6) 
Shareholders' equity (Note 7): 

Common stock, no par value. 50,000,000 shares authorized; 
20,103,835 and 20,672,452 shares issued and outstanding 
at December I, 1989 and November 30,1988, respectively 

Retained earnings 

Less shareholder notes receivable 

Total shareholders' equity 

Commitments (Note 10) 

See accompanying notes to consoIi&tedjnanciaIstatments. 



gars Ended December I, 1989, Nuvmber go, 1988 ~&nd 1987 

n REVENUE (NOTE 8 )  

Royalties 
Jtoduct sales 

Ehntract revenue 

orat revenue h 
~ Q S T S  AND EXPENSES (NOTE 9) 

tea costs 
search, development and contract costs 
es, marketing and customer support 
'nerd and administrative 

Id costs and expenses 

mating income 
west income 

wme before income taxes 
@me tax expense (Note 6) 

K income 

b income per share 

h used in computing net income per share 



Financidl Statements 

Consolidated Statements of Shareholders' Equity 
Years Ended December I, 1989, November 30,1988 and 1987 

(Z~Z thowad,  exeept share data) 

Common Stud 

Shsra Amount 

Balances as of November 30,1986 
Issuance of Common Stock under Stock Option Plan 
Issuance of Common Stock to employee 
Tax benefit from exercise of stock options 
Collections on shareholder notes receivable 
Stock option compensation expense 
Net income 

Balances as of November 30,1987 
Issuance of Common Stock under Stock Option Plan 
Issuance of Common Stock under 

Employee Stock Purchase Plan 
Tax benefit from exercise of stock options 
Collections on shareholder notes receivable 
Stock option compensation expense 
Dividends declared at s.12 per share 
Net income 

Sharehokkr 
Motes 

Raceivabk 

Balances as of November 30,1988 20,672452 12,379 (29 31,943 
Issuance of Common Stock under Stock Option Plan 315,320 2,088 - - 2,d 
Issuance of Common Stock under 

Employee Stock Purchase Plan 
Issuance of stock under Restricted Stock Plan 
Tax benefit from employee stock plans 
Collections on shareholder notes receivable 
Stock option compensation expense 
Restricted stock compensation expense 
Dividends declared at s.20 per share 
Repurchase of Common Stock 
Net income 

Balances as of December I, 1989 

See accompanying notes to consoi~edf;nanciai statements. 



Consolidated Statements of Cash Flows 
Years Ended December I, 1989, November 30,1988 and 1987 

CASH F L O W S  F R O M  O P E R A T I N G  A C T I V I T I E S  

Net income 
Adjustments to reconcile net income to net cash provided 
by operating activities: 

Stock option compensation expense 
Restricted stock compensation expense 
Depreciation and amortization 
Deferred income taxes 
Changes in operating assets and liabilities: 

Receivables 
Inventory 
Accrued expenses 
Income taxes payable 
Other payables 
Deferred revenue 

Net cash provided by operating activities 

CASH FLOWS F R O M  I N V E S T I N G  A C T I V I T I E S  

Short-term investments, net 
Purchases of property and equipment 
Capitalized typeface production costs 
Other assets 

Net cash used for investing activities 

CASH F L O W S  F R O M  F I N A N C I N G  A C T I V I T I E S  

Principal payments under capital lease obligations 
Proceeds from issuance of Common Stock 
Collections on shareholder notes receivable 
Repurchase of Common Stock 
Dividends paid 

Net cash (used) provided by financing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

Cash and cash equivalents at end of year 

SUPPLEMENTAL DISCLOSURES 

Cash paid during the year: 
Interest 
Income taxes 

Non-cash investing and financing activities: 
Acquisition of equipment under capital leases 
Tax benefit from exercise of stock options 
Dividends declared but not paid 

See accompanying notes to consoliakted~ncial statements. 



I 
1 Notes to Consolidated Financial Statements 

December I, 1989, November 30,1988 and 1987 

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES 

B& ofPresentwion. 

Adobe Systems Incorporated (Adobe or the Company), 

formed in 1983, designs, develops and markets systems and 

application software used to print integrated text and graphics 

for high-quality electronic printing and publishing 

applications. The accompanying consolidated financial 

statements include those of Adobe and its wholly owned 

subsidiaries, Adobe Systems Europe B.V, Adobe Systems 

Japan and Adobe Systems U.K. Ltd., after elimination of all 

sign%-t inyercompany accounts and transactions. 

S ~ ~ t s  $Cask Fhws. 

Cash equivalents consist of highly liquid money market instru- 

ments purchased with a maturity of three months or less and 

are carried at cost, which approdmates market. 

Shorb-tern I n w s m t s .  

Short-term investments are carried at cost, which approxi- 

mates math.  At December I, 1989, short-term investments 

consisted principally of municipal bonds, wmmercial 

paper, bankers' acceptances, money market preferreds and 

treasury notes. 

Inventory. 

Inventory is stated at the lower of wst (first-in, first-out basis) 

or market (net realizable value). 

Property a d  Equipment. 

Property and equipment are stated at wst less accumulated 

depreciation and amortizatio?. Depreciation is provided on 

the straight-line method over the estimated useful lives of the 

respective assets, generally three to eight years. Leasehold 

improvements are amortized using the straight-line method 

over the lesser of the lease term or the estimated useful lives of 

the related assets, genedy five to nine years. 1 
Typejiace Production Costs. 

Typeface production wsts, less $3,859,000 and ~1,963,ooo 

accumulated amortization in 1989 and 1988, respectively, 

comprise direct and indirect wsts associated with the produc- 

tion of typhces to be used with the Postscript* interpreter. 

These costs are amortized on a straight-lime basis over the 

expected product life cycle, generally three to four years, 

commencing wirh the market release of each new +ce 

software program, 

Reveffw Recogntion. 

Royalties earned from original equipment manufacturers 

(OEM) relating to licensing agreements whereby the OEM 

licenses Adobe's proprietary s o h e  for redistribution to the 

OEM's end-user customers are rea@ when the OEM 

ships its products incorporating Adobe's software, 

Product sales comprise shrink-wrap licenses of new 

typeface s o b ,  and application sahare such as Adobe 

Illustrator, Adobe Type Manager and Adobe Streamline. 

nue &om product sales is recogwed upon shipment. 

Contract revenue relates to Adobe's performance 

under w n m m  entered into with the Company's OEM 

licensees which normally stipulate that Adobe will provide 

the research and development required to adapt the Com- 

pany's software products to the OEM's hardware products. 

Revenue on such wntracts is recognized based on a mo 

percentage-of-completion method. The costs incurred in 

forming under the contracts are included in research, d 

ment and contract costs in the accompanying wnsoli 

statements of income. 



Deferred revenue comprises payments received 

in advance of revenue recognized on the aforementioned con- 

tracts and payments received representing royalty advances. 

Direct costs comprise royalty fees payable by Adobe, that are 

accrued concurrent with the Company's recognition of 

revenue, amortization of typeface production costs, direct 

product costs and the costs of packaging and shipping. 

The Company accounts for income taxes in accordance with 

SFAS No. 96. Deferred tax abilities or assets at the end of 

each period are determined using the tax rate expected to be 

in effect when taxes are actually paid or recovered. 

Investment tax credits and research and experimen- 

tal tax credits are accounted for on the flow-through method. 

Net Income Per Share. 

Met income per share is computed based upon the weighted 

average number of shares of Common Stock and Common 

Stock Equivalents outstanding during each year. The deter- 

mination of Common Stock Equivalents assumes exercise 

s~fthose outstanding stock options which have a dilutive 

effect on earnings per share. Fully diluted earnings per share 

h r  the years ended December I, 1989 and November 30,1988 

m d  1987 were not materially different than primary earnings 

Foreign Clpetwtio~fs a d  Cunrmcy Tmmlation. 

The b c t i o n d  currency of the Company's foreign operari~ns 

is the U.S. dollar. Accordingly, @gains and losses arising fiom 

the translation of hreign currency statements and transactions 

are included in determining n e  income. Net gains or lmseis 

fiom currency translation were not significant. 

Reclass~catioonr. 

Certain amounts in the 1987 consolidated financial state- 

ments have been reclassified to conform with the 1989 and 

1988 presentation. 
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A summary of receivables foilows: 

Royalties 
Pr& saes 
Interest 
Other receivables 

Less allowance for doubdid accounts 

A summary ot property and equipment follows: 

Computers and peripherals 
Production and development equipment 
Furniture and fixtures 

Leasehold improvements 

Rent 
Royalties 
Officers' and employees' bonuses and commissions 
Vacation and benefit plans 
Accrued license fee 
Other 

NnTF 3 R D P P T l 7 A R T  U P  

NOTE 3. PROPERTY AND EQUIPMENT 

Less accumulated depreciation and amortization 

NOTE 4. LINE OF CREDIT 

The Company has available a $~,ooo,ooo unsecured bank line of credit that expires on March 30,1990. 
Interest on borrowings is at the bank's reference rate (prime rate). 

NOTE 5. ACCRUED EXPENSES 

A summary of accrued expenses follows: 



N O T E  6. I N C O M E  TAXES 

The components of income tax expense are as follows: 
Current: 

U.S. Federal 
Foreign 
State and local 

T o d  current 
Deferred: 

U.S. Federal 
State and local 

Total deferred 

Total income tax expense differs from the expected tax expense (computed by applying the U.S. Federal income statutory tax rates 
of 34% in 1989 and 1988, and the ,+I% weighted average rate in 1987 to income before income taxes) as follows: 

Tax at Federal statutory rate 
State income taxes, net of Federal benefit 
Other 

In 1989 and 1988, dekrred income tax represents the effect of changes in the amounts of temporary differences. For 1987, deferred 
income tax resulted from timiig differences in the recognirion of income and expense for tax and financial reporting purposes. 
The sources and tax effects of the temporary differences b r  1989 and 1988 and timing differences for 1987 are presented below 

/ ' Typekce production costs 
Tax depreciation differences 

I State income tax deduction 
I 

Accruals, allowances and reserves 
Defetred revenue 
Other 
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N O T E  7. CAPITAL STOCK 

The Company has authorized 2,000,000 shares of Preferred 

Stock and 50,000,ooo shares of Common Stock The Corn- 

p y  effected two-for-one stock splits on November 15,1988 

and February 27,1987. AU references to common shares and 

per share amounts in the accompanying consolidated iinancial 

statements have been retroactively adjusted to reflect these 

stock splits. 

The Company adopted an Employee Stock Purchase 

Plan on January I, 1988. Under the terms of the plan, ebgible 

employee participants purchase shares of Common Stock 

semiannually at the lower of 85% of the market price on either 

the purchase date Qr the offering date. 

At December I, 1989 the Company had reserved 

~,ooo,ooo shares of Common Stock fbr issuance under its 1984 

Stock Option Plan, This plan, which was mended in 1987 to 

Balances at November 30,1987 
Increase in sham reserved 
Options granted 
Options exercised 
Options cancelled 

Balances at November 30,1988 
Increase in shares reserved 
Options g r a n d  
Options exercised 
Options cancelled 

Balances at December I, 1989 
(p33~97 shares exer&bk) 

During 1987 the Company adopted &e Restricted Option Plan 

which provides fbr the granting of nonqualified stock options 

to non-employee directors and outside consultants. Option 

grants are limited to 5,ooo shares per person in each fiscal year 



1989 the Company adopted a Resmcted Stock Plan which December I, 1989,129,000 shares had been granted to officers 

provides for granting of restricted stock to officers and key em- and key employees 2,750 of which were vested. Compensa- 

ployees. Shares issued under this plan vest annually over three tion expense, which accrues as the shares vest, approximated 

years, but are considered outst&ding at the time of grant as the $366,000 in fiscal 1989. 

NOTE I. MAJOR CUSTOMERS 

One customer accounted for 25%, 33% and 49% of Adobe's the Company's common shares. During 1989, this customer 

total revenue for 1989,1988 and 1987, respectively. Receivables sold all of its Adobe common stock in an unregistered, under- 

from this customer aggregated approximately $5,352,000 at written o&ring. A second customer accounted for 10% of the 

December I, 1989. On November 30,1988 this customer was Company's total revenue in 1988. 

also a major shareholder, o&g approximately 16.4% of 

NOTE 9. SUPPLEMENTARY INCOME STATEMENT INFORMATION 

The following items are included in costs and expenses in the accompanying consolidated statements of income: 

Maintenance and repairs 
Depreciation 
Amortktion of typeface production costs 
Royalties 
Advertisii 

NOTE 10. COMMITMENTS 
The Company has operating leases for the corporate headquar- yegts ended December I, 1989, November 30,1988 and 1987, 

tern, field sales offices and certain office equipment that expire at respectively. At December r, 1989 hture minimum lease pay- 

various dates through 1996. Rend expense for these operating ments under noncancellable operating leases were: 

I990 
1991 
I992 
I993 
I994 
1995 and ther&r 

Total minimum lease payments 

During 198% the Company entered into capital lease agreements payments under these agreements aggregated $915,000 and 

Eor computer software, fiuniawle and equipment aggregating are payable aver a three-ye* period. 

$1,54,ooo. At December I, 1989 future minimum lease 
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KPMG PEAT MARWICK 
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Quarterly Results of Operations 
(Unaudited) 

(In thousandr, exceptper share data) 

Revenue 
Income before income taxes 
Net income 
Net income per share 
Shares used in per share calculation 
Common Stock price per share: 

High 
Low 

Revenue 
Income before income taxes 
Net income 
Net income per share 
Shares used in per share calculation 
Common Stock price per share: 

High 
Low 

Revenue 
Income before income taxes 
Net income 
Net income per share 
Shares used in per share calculation 
Common Stock price per share: 

High 
Low 

The Company's stock has been uaded on the NASDAQ 

National Market System since February 3,1987. Prior to that 

the stock was uaded on the NASDAQ bid and ask market 

since its initial public offering in August 1986. On January 10, 

1990 there were 1007 holders of record of the Company's 

Common Stock. 

Quarterly Results 

1989, Quarter Ended Year Ended 
Mar. 3 Jun. a Sep. I Dec. I Dec. I 

1988, Quartrr E d &  
Fcb. 29 May 31 Aug. 31 

$ 14,229 % 18,757 $ 25,232 

5,962 7,640 10,876 

3,575 4,474 6,372 
$ .17 $ I $ .29 

21,268 21,428 21,606 

Year En& 
Nou. 30 Nw.  30 

1987, Quarter Ended Year En& 
Feb. 28 May31 Aug. 31 Nou. 30 Nov. 30 

ALI share and per share amounts have been retroac- 

tively adjusted to reflect two-for-one stock splits effective 

November 15,1988 and February 27,1987. 
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