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to our 
shareholders 

In 1993, Adobe faced the challenge of maintaining and growing its 
established graphics applications and PostScript software busi- 
nesses, while also investing heavily in product and market devel- 
opment for new Acrobat technology, which holds great promise 
for the company's future. Growth in the graphics application busi- 
ness helped us achieve strong revenue results overall. Despite cost 
controls, however, earnings grew at a slower rate because of dif- 
ficult market conditions in the printer industry and significant 
marketing investments in our Acrobat and PostScript businesses. 

Revenue reached $313,457,000 in 1993, an 18 percent increase 
over 1992 revenue of $265,931,000. Net income for 1993 totaled 
$57,030,000 compared to $43,610,000 in 1992, a gain of 31 percent, 
while earnings per share were $1.22, increasing 30 percent over 
$.94 in 1992. During the year, the company declared cash dividends 
on i ts common stock totaling $20 per share. Our financial position 
is strong, with a conservative balance sheet. And we continued our 
stock repurchase program, which has helped keep our share count 
essentially flat year to year. 

We are particularly pleased by the 48 percent growth in rev- 
enue for our graphics applications business. Major new releases in 
all key product lines as well as a significant drive to expand our 
presence in the PC market fueled this achievement. A t  the same 
time, we reduced our cost of goods to increase gross margins,a fac- 
tor of particular importance as application products contribute a 
growing share to Adobe's total revenue. 

We believe that our applications business is well-positioned 
to serve an expanding base of customers who use personal com- 
puters to create and publish graphically rich documents and digi- 
tal  media. During 1993, we released a new version of Adobe 
Illustrator software, plus significant upgrades to Adobe Photoshop 
and Adobe Premiere software for Macintosh users. All three prod- 
ucts gained market share. We also completed the introduction of 
these applications to the PC environment, launching both Adobe 
Photoshop and Adobe Premiere for Windows. Each product cap- 
tured the lead in its market category, suggesting the emergence of 
Windows as an important desktop publishing platform. 



The launch of our Adobe Acrobat product line was a major 
undertaking for the company in 1993. Our challenges included 
educating the market on an entirely new product category and 
developing a new distribution channel. These factors, plus the 
long evaluation cycles required by our customers, have caused 
initial sales to be slower than hoped. However, we are encouraged 

2 by the high level of interest. 
To build an infrastructure for the Acrobat business, we estab- 

lished a large number of pilot programs among highly visible 
corporations, government agencies, educational institutions and 
commercial publishers. We also began seeding programs to spur 
adoption of the technology within influential customer groups. 
Most important, we developed a systems integrator and value- 
added reseller channel, which is a new distribution approach for 
Adobe. Already, 17 systems integrators have signed agreements, 
and we expect that these types of relationships will drive future 
sales of Acrobat products. 

Adobe Postscript technology holds a leadership position in 
professional publishing and in the emerging, high-growth markets 
of color and network printing. In 1993, however, our Postscript 
licensing business faced serious challenges caused by intense 
price competition in the maturing office printer market. Even 
though we achieved 23 percent unit growth over 1992, our overall 
revenue declined, primarily because falling prices for office print- 
ers yielded lower royalties per unit. Simultaneously, demand 
increased for new products from our OEM customers, who face 
shortened product life cycles. 



In response, we have instituted programs that help speed 
Adobe Postscript products to market while enabling us to reduce 
development costs and pursue new growth opportunities. Two 
such programs are the workstation-based Configurable Postscript 
Interpreter (CPSI) and the co-development of products with qual- 
ified OEM customers. In addition, we are creating new printer 
features such as PostScript Fax and increasing our investment in 
advertising and reseller education to help build demand. 

Since i ts  founding 11 years ago, Adobe's strategy has been to 
define and establish open standards that enable the communica- 
tion of information in heterogeneous computing environments. 
We then design products for using and exploiting these standards. 
As society transfers i t s  information from paper to digital form over 
the next decade, Adobe will continue to provide the best software 
technologies and tools for creating, printing and sharing that infor- 
mation with visual richness. We have proven the soundness of our 
strategy with the Postscript licensing and application products 
businesses, and we will leverage that experience to promote the 
success of Acrobat technologies. 

CHARLES M. GESCHKE JOHN E. WARNOCK 





everywhere 
you look 

Not long ago, the most critical assets in a business were the goods 
or services it produced. Today, the lifeblood of every major corpo- 
ration is information. But where is it? Right now, a tremendous 
amount of collective data is lying fallow in paper form. This raw 
bulk is impossible to access in any meaningful way until it is con- 
verted into electronic form and made useful with the right tools. 
The moment information becomes more accessible, every deci- 
sion a company makes is more valuable and effective. 

We call this the "democratization of informationl' And while 
instant access won? happen overnight, no company is more 
uniquely positioned to transform the exisiting base of data into 
usable information than Adobe. 

Everywhere you look, information is now imparted through 
Adobe technologies. Pick up a magazine and, chances are, the 
cover will have been created with Adobe Photoshop or Adobe 
Illustrator software. The type is most likely Adobe's, as well as the 5 

Postscript technology that was used to print it. 
Adobe's graphics products have become the standards by 

which information is h.u@ud and shaped. The Postscript lan- 
guage is the funnel through which most information is v& 
on the printed page. And Adobe Acrobat software, with its 
Portable Document Format, can become the standard through 
which complex documents are shred, regardless of the type of 
computer. 

While our technology is ubiquitous today, the future looks 
even more exciting, as the role of Adobe becomes more central to 
the new age of digital information. As a company, we imagine and 
envision an expanded role for images, graphics and fonts as these 
become ever easier to employ in everyday communication. Adobe 
Postscript technology will realize its potential to take media far 
beyond the printed page. And soon, even the most complex doc- 
uments will be shared in seconds-regardless of computer- 
through the marvels of Acrobat technology. Of course, while it is 
always easy to play the futurist game, it is far more challenging to 
$&+t there. With a cohesive vision and dedicated people, Adobe will 
k a chief enabler in the digital information age. 





anything can reate 
- Adobe's family of authoring software makes the creative potential 

ofthe computer as limitless as the human mind.This suite of appli- 
cation products takes the professional tools once available only in 
massive, dedicated systems-or not available a t  all-and puts 
them on the desktop. It enables art directors, graphic designers 
and others to create, manipulate and combine all elements of 
visual communicationl from photographs to illustrations to typog- 
raphy to video footage, for output on the screen or printed page. 

-4 

A banner year. Our flagship applications-Adobe Photoshop, 
hdabe Illustrator and Adobe Premiere-not only launched whole 
hew categories of software at the times they were introduced, but 
also continue to offer the most useful, sophisticated capabilities of 
'Iheir kind. And, as powerful as each is individually, these market 
leaders are even more potent when used together. 

- 4 
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In 1993, Adobe shipped significantly enhanced versions of all 
three major applications, providing a host of new features devel- 
oped in response to customer needs. Our distributors and resellers 
participated in the upgrade process for the first time, enabling 
these products to reach a greater number and variety of customers 
than ever before. 

Getting in sync. We continued efforts to offer our application 
products not just on the Macintosh, where they made their initial 
impact, but also to users working in the PC and UNlX environ- 
ments. We also made strides toward bringing the feature set for 
each product into alignment across environments. This "synchro- 
nized code base" means that customers can choose the best soft- 
ware for the job without being restricted by the type of computer 
they use. And it helps prepare us to deliver our products to a whole 
new base of customers as the PowerPC, Windows NT and other 
new computing environments emerge. 

Adobe is working smarter globally, as well. Localized versions 
of our application products now generally ship within two to six 
weeks of their U.S. counterparts, and are typically available in 
Dutch, French, German, Italian, Japanese, Spanish and Swedish. 
These versions account for a growing percentage of Adobe's appli- 
cation products revenue. 

Page design and illustration. It seems impossible that just one 
computer program could equip someone to render architectural 
drawings, to design consumer packaging of all shapes and vari- 
eties, to illustrate surgical techniques, even to create aircraft paint 
schemes. But Adobe Illustrator does just that, giving graphic art- 
ists, technical illustrators and desktop publishers a powerful, pro- 
fessional design tool. 



The Macmillan Visual Dicfionaty uses 
pictures to describe today's world, 
enabling readers to "see" the meaning of 
words. To produce this 830-page volume 
and its 11 worldwide counterparts via 
computer, Canadian publisher Editions 
Quebec creates the 3,500 illustrations 
with Adobe Illustrator, Adobe Dimensions 
and Adobe Photoshop software. Before 
1987, when Adobe Illustrator was intro- 
duced, staff artists worked with pen, ink 
and screen transfers. Since then, the 
company has built an electronic database 
of graphically precise images, providing 
a rich visual experience for readers while 
greatly simplifying production of multiple 
and multilingual editions. 
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Simpson Paper Company Invisible Software 

Computer Sciences Corporation Computer Sciences Corporation 

Moving beyond the limitations of the 
camera and darkroom, San Francisco 
commercial photographer Charly Franklin 
uses Adobe Photoshop software to help 
create the surrealistic special effects that 
have become his hallmark. With Adobe 
Photoshop, he can not only edit out 
mistakes easily but also create complex 
shots that previously would have been 
difficult or impossible to physically stage. 



With the release of Macintosh version 5.0, Adobe Illustrator 
software has never been easier to use, more feature-rich, or more 
quickly and widely received in the marketplace. Meanwhile, the 
current version of Adobe Illustrator for the Windows environment 
enables PC users to tap the graphics potential of the platform. And 
newly shipped versions for Silicon Graphics and Sun workstations 
bring the product to UNlX environments. 

Two complementary tools, Adobe Streamline software for 
line-art conversion and Adobe Dimensions software for three- 
dimensional design, give Adobe lllustrator users additional capa- 
bilities while maximizing productivity. Both products are also 
compatible with graphics software from other companies. 

mot0  design and production. Adobe Photoshop software takes 
artists, prepress professionals and photographers beyond the lens 
and the darkroom into a whole new world of visual possibilities. 
I'mh uses ranging from movie posters to museum displays, from 

&logs to daily newspapers, Adobe Photoshop has become as 
ial as the camera itself for anyone creating, retouching or 
sing still images on the computer. 
obe Photoshop continues to gain market share and has 
d a new industry of third-party accelerator boards, image 
s, color and calibration tools, and other add-ons. With the 

sticated new 2.5 version now available for Macintosh and 
and, in early 1994, Silicon Graphics and Sun environ- 

e product has achieved an even greater level of visibility 

Adobe Premiere 3.0 for 
Macintosh and versian 



Video editing. For producers developing the hottest rock videos, 
corporate trainers directing simple educational films, or publishers 
creating multimedia versions of magazines for distribution on CD, 
Adobe Premiere software brings the video editing capabilities 
once available only with expensive, specialized equipment to the 
personal computer. 

Released in 1993, Adobe Premiere 3.0 for Macintosh injects a 
new quality into desktop video editing, providing a complete tool 
for building multimedia presentations. It combines the broad 
range of options that professionals want-including non-linear 
editing, graphics and special effects-with cost advantages and 
convenient access. The Adobe Premiere program is now also avail- 
able on the Windows platform, giving users a powerful new way 
to work with moving pictures and sound on the PC. 

To reach Macintosh users new to the world of digital image 
editing, we created Adobe Audition software. It combines limited 
editions of Adobe Photoshop and Adobe Premiere with a collec- 
tion of stock photography, movie clips and instructions to give 
users an easy and inexpensive way to get started. 

12 

Digital typography. At  Adobe, type is not just a matter of style, 
but a matter of technology. Our Type 1 font format is recognized by 
application vendors and service bureaus as the only truly cross- 
platform type solution. Over the years, Type 1 has created a steady 
retail business and has been an integral component of our print- 
ing and document communication technologies. 

Beginning with a dozen or so typefaces less than a decade 
ago, offerings in the Type 1 format now encompass over 15,000 
fonts from the world's leading foundries. More than 1,900 of these 
are in the Adobe Type Library, including over 200 Adobe Originals 
typefaces. Visible in everything from government reports to movie 



imatlon, pho*raphs, titles 
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credits, from best-selling novels to print and TV advertising, the 
I 

Adobe Type Library is the most honored digital type collection in i 

the industry. The selection of Japanese and Cyrillic typefaces for 
global needs continues to grow. And our multiple master type- 
faces, enabling users to generate thousands of variations from one 
design, have redefined the limits for working with type on the 
computer. 

Adobe markets the library in various forms: as individual fam- 
ilies and special collections. This year, we successfully offered . 
entry-level packages targeted to specific audiences. The Adobe 
Wild Type package introduced a set of playful, imaginative type- 
faces to home, office and school markets, while Adobe Type Basics 
formed a starter collection for new printer owners and others. ( 

Software in the round. As more and more desktop computers 
include CD-ROM drives, opportunities to provide software on com- 
pact disc are increasing. Already, Adobe offers special CD editions 
of i ts  three flagship applications for Macintosh computers. And we 
make a selection of our application products available to third par- 

,, ties who distribute software from multiple vendors on CD. 
We market the Adobe Type Library on CD in two forms: The 

Adobe Font Folio is a one-time purchase for customers such as serv- 
ice bureaus and design firms who need instant access to the entire 
library, while Type On Call is a locked, buy-as-you-go version for 
individuals who like the speed and convenience of shopping by 
phone, with no shipping costs or extra packaging. Type On Call 
accounts for a growing percentage of Adobe's type revenue and is 
one of the best-selling CD unlocking products in the industry.This 
experience positions us to play a leadership role in further devel- 
oping the compact disc as an efficient, cost-effective means of 
software delivery. 

-. 
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everything you envision 

Typefaces, layouts, illustrations, charts, photographs.. .all of these 
are part of a document's message. Adobe PostScript is the tech- 
nology that enables computer users to image everything that they 
imagine. On paper, film, slides, transfers, plates, on virtually every 
media that can be printed-even computer screens-Adobe Post- 
Script software describes and renders documents of any visual 
complexity with total precision. It's the way the world gets to see 
what computer users create. 

The industry leader. For output devices from printers to slide 
recorders, from imagesetters to displays, Adobe's Postscript page- 
description language continues to be the worldwide standard for 
representing digital documents. It is the technology of choice for 
many of the largest multinational corporations, for the vast major- 
ity of professional publishers, and the U.S. federal government. It 
forms the basis for the International Standards Organization page- 
description standard and remains the only completely platform- 
independent page-description language-a characteristic that 

I grows in importance as network use increases. 
Since the introduction of the technology in 1985, more than 

50 manufacturers have produced over 300 Adobe Postscript out- 
put devices, offering them at prices that range from less than $700 

A national advertising 
campaign and channel 
marketing program helps 
build demand for Adobe 
Postscript office printers, 



to $100,000 and higher. More than 5,000 applications now support 
the PostScript language standard. This prevalence gives computer 
users an unprecedented breadth of choice, not only in the output. 
device they choose but in the computer and software, too. 

Over the years, Adobe PostScript products have become in- 
creasingly affordable and functional, opening up new markets for 
Adobe while solidifying our presence in established markets. To 
support our OEM customers, sustain leadership and promote 
growth, we continue to find new ways to package, distribute, 
enhance and market Adobe PostScript technology. 

A software alternative. One such packaging innovation is the 
Configurable PostScript Interpreter (CPSI). This software imple- 
mentation resides in a standard, upgradable workstation, rather 
than on an embedded controller in an output device. It gives man- 
ufacturers greater flexibility in developing new products, while 
assuring that users receive maximum-quality output. 

Interestingly, the same CPSI technology that can drive a 
$50,000 imagesetter can just as effectively drive an office printer 

18 costing less than $1,000. With 24 OEMs now developing them, 
CPSI-based offerings accounted for 24 percent of new Adobe 
PostScript products shipped in 1993. 

Adding new functionality. Adobe PostScript technology itself 
has continued to grow, giving printers new capabilities. PostScript 
Fax, for example, enables laser printers to receive high-quality fax 
documents on plain paper, and send documents directly from a 
desktop computer. It provides every user on a network with a 
printer and a plain-paper fax machine combined-an economical 
solution. Five manufacturers now offer eight PostScript Fax models. 
Moreover, the advent of PostScript Fax has opened up a new mar- 
ket category for Adobe-multifunction printers. 

with product otterrngs that 
range frvm black-and-white 
desktop printers to high- 
resolution color imagesetters, 
53 manufacturers license 
Adobe PostScript or Display 
Postscript software: 



Ceramics craftsmen once engrwed 
designs by hand onto copper cylinders. 
But the Royal Doukon Company, a 
British manufacturer with a worldwide 
reputation for fine tableware, has 
developed a unique, computer-based 
system to handle its graphics. Staff 
artisans now workwith Adobe Illustrator 
software and custom-written distortion 
software called PlateScribe, which fits the 
patterns to various shapes. The PostScript 
language Ales that result then go to an 
Adobe PostScript imagesetter from 
Scangraphic for 12-color film output. 
The upgradable Postscript technology 
in the imagesetter has enabled Royal 
Doulton to run increasingly complex files 
at ever-higher resolutions and speeds. 
By going digital, the company has reduced 
the rime it takes to produce decals for 
new designs by about two-thirds. 



Building new markets.The benefits of Adobe PostScript software 
are becoming widely available in the office marketplace. Here, 
where mixed computing environments predominate, Adobe Post- 
Script printers uniquely provide cross-platform operation and net- 
work support. For that reason, about half of all Adobe PostScript 
printers now go to office settings. 

This year, our OEMs introduced a variety of affordable, high- 
performance printers into this market. To help them reach the 
office printer customer, Adobe launched a major national ad cam- 
paign and channel marketing program, both designed to reinforce 
the advantages of Adobe PostScript products. 

Hardware solutions. Adobe continues to invest in hardware tech- 
nologies that address specific printer cost and performance issues. 
Through coprocessors, utility software and network support, we 
can help our OEMs develop products that best meet their cus- 
tomer needs. The Adobe PixelBurst coprocessor for imagesetters 
and high-volume printers, for instance, renders PostScript lan- 
guage images up to ten times faster than software-based render- 

zo ing. And the ability of our Type 1 coprocessor to accelerate the 
rendering of complex, non-roman characters has contributed to 
Adobe's growing success in the Japanese printer market. 

Team efforts. To keep pace with the volume and breadth of activ- 
ity, Adobe has instituted several new ways of doing business. Now 
in its second year, our cooperative development program is gain- 
ing momentum. Cooperative development enables OEM cus- 
tomers to perform key PostScript software engineering activities 
in-house, so they can bring more products to market efficiently 
while differentiating those products with their own proprietary 
technologies. About one-third of our OEM customers now partici- 
pate in the program, accounting for about 20 percent of the new 
Adobe PostScript products shipped in 1993. 
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At the same time, we have enlisted a number of third parties 
to provide some of the custom engineering resources once pro- 
vided exclusively by us. Personal Computer Products, Inc. (PCPI), 
and Quintar joined Peerless Systems Corporation as value-added 
development customers in 1993. These team efforts not only 
reduce Adobe's development costs, but also help our OEM cus- 
tomers to be as responsive as possible in the face of higher 
demand for Adobe PostScript printers and of increasingly shorter 
product life cycles. 

i The UNlX standard. UNIX-based servers and workstations are the 
place where most corporate databases reside. Adobe PostScript 
technology is now the dominant laser-printing solution for UNlX 
environments, and a growing number of Adobe application prod- 
ucts are becoming available for UNlX system users. We are devel- 
 ping a reseller channel specifically to distribute and support 
application products in these technically demanding settings. 

In 1993, Adobe's Display PostScript system-with acceptance 
from the majority of key workstation vendors-became the stan- 
dard imaging model for UNlX platforms. This advanced graphics 23 

software enables users to view pages on-screen that match the 
output they receive from Adobe PostScript printers. 

Display PostScript is included in workstations from Digital 
Equipment, IBM, Integrated Computer Solutions, Network Com- 
puting Devices and Silicon Graphics, and now in all offerings from 

, Sun Microsystems. Display PostScript technology is also included 
in the NeXTstep operating environment, which will be available to 
users of Sun, Hewlett-Packard and Intel-based workstations. 

With Display PostScript software, UNlX application develop- 
ers can work in one broadly supported imaging environment. And 
with Display PostScript, plus a wide selection of printers and 
Adobe applications to choose from, UNlX users have full access to 
the benefits of Adobe PostScript technology. 





whatever you have to communicate 

Today's computer users spend almost as much time a t  the file cab- 
inet, photocopier, fax machine and overnight delivery window as 
they do creating their documents in the first place. The reason? 
Despite all the world's impressive networking schemes, computers 
sti l l  primarily interchange only raw, unformatted data and text. 
And documents stil l are typically distributed and stored on paper. 
Adobe Acrobat technology is designed to solve the paper-moving 
problem. 

Making documents portable. Launched in 1993, the Adobe 
Acrobat family of software products captures type, images, color 
and layouts, builds annotation and navigation capabilities into 
documents, and makes them transmissable between computers 
that have nothing in common.. .except Adobe Acrobat. 

Launched June 15, grouna- 
breaking Adobe Acrobat 
software enables users 
to cmunicare digital 
documents across major 
computing environments. 



At the heart of Adobe Acrobat software is the Portable Docu- 
ment Format (PDF), an independent way of describing the appear- 
ance of documents so that they can travel intact across computing 
environments. Data compression technology keeps storage re- 
quirements for the description low. Yet the information it provides 
is complete in every detail-no matter how long or complex the 
document. Users can simply print out PDF files as they need them, 
instead of being deluged with paper. Best of all, users can realize 
time and cost savings without sacrificing the investment they've 
already made in computer hardware, software, networks and elec- 
tronic mail systems. 

Tools for interaction. The Adobe Acrobat product family provides 
a rich set of tools for accessing and sharing PDF documents. 
Already availabk for Macintosh and Windows users, the products 
are scheduled to ship in early 1994 for DOS and UNlX users. 

Acrobat Reader enables document recipients to view and 
print any PDF file and aezess annotations or links that might be 
enclosed. It is the tool that corporate and commercial publishers 

26 use to distribute documents-like this annual report, for exam- 
ple-to a large audience. Acrobat Exchange offers the same fea- 
tures, plus the capability to create PPDF documents and share them 
with other Acrobat product users. A more specialized product, 
Acrobat Distiller allows users to convert PostScript language files 
from desktop publishing programs or DOS and UNlX systems into 
PDF files. And the Acrobat Starter Kit combines Acrobat Exchange 
and Acrobat Distiller software into a convenient package for net- 
works of up to ten users. 

A new world. The Portable Document Format has been published 
for use by software developers as an open standard and, like the 
Postscript language it is based on, defines new boundaries for 



Electronic Directions/Publication 
Technologies provides educational and 
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Professor Peter Rony of the Department 
of Chemical Engineering at Virginia 
Polytechnic Institute & State University 
has embraced Adobe Acrobat technology 
as a faster, more cost-effective alternative 
to distributing course materials and 
software manuals in paper form. He uses 
Acrobat Exchange and Acrobat Distiller to 
convert software manuals into PDF files, 
including annotations and links. In the 
classroom, his students have begun 
receiving Acrobat Reader software so that 
they can view the files on their DOS or 
Windows systems, saving the department 
and its students time and money. 
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expressiveness and richness in digital communication. It is the only 
open format of i ts kind, the only approach to sharing electronic 
documents that is completely independent of computer hard- 
ware, application software and networking environment. 

For computer users, Adobe Acrobat software represents a 
completely new way of working with information. It opens up pos- 
sibilities for publishers, for example, to electronically circulate 
magazines with fully detailed graphics and interactive footnotes, 
for government agencies to electronically mass-distribute forms, 
or for companies to provide technical manuals on CD, complete 
with linked pages. Documents such as these already are being 
shared worldwide, even being offered over on-line information 
services. Ultimately, organizations and individuals will depend on 
these "information bases1'-libraries of electronic documents, 
stored in the same form as they were received-as the primary 
means of sharing information. 

For Adobe, Acrobat products represent an opportunity to cre- 
ate a new market and develop new channels to reach it. We have 
focused our efforts in 1993 on educating the marketplace through 
promotional events and campaigns, launching our initial Acrobat 29 

product line, and building the organizational structure and third- 
party relationships to provide enterprise-wide solutions. As a 
result, Adobe Acrobat continues to be among the most-talked- 
about products in the industry, setting an encouraging pace of 
acceptance and use. 

Thousands of users. Acrobat technology is like the telephone; the 
more people who are connected to it, the more valuable it 
becomes. In 1993, Adobe delivered Acrobat software to thousands 
of influential computer users worldwide via sales efforts and cor- 
porate evaluation programs. 
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We offer Acrobat products through a dedicated corporate 
sales force, as well as through our established retail channek Most 
important, 17 systems integrators and value-added resellers have 
signed agreements to build solutions for their corporate cus- 
tomers around Acrobat software. From financial services compa- 
nies to pharmaceutical manufacturers, some 300 Fortune 1000 
businesses have purchased products for pilot testing. 

In addition, distributors who provide software bundles and 
publications on CD are including Acrobat Reader in their packages 
as a means of accessing on-line PDF documentation. And fellow 
software developers are endorsing the technology by bundling 
Acrobat Reader into their products. 

Planting the seeds. To introduce key audiences to Acrobat prod- 
ucts, Adobe launched several seeding programs in 1993. "Kids 
Take the Digital Road," for instance, is a $5 million software grant 
program for U.S. elementary and secondary schools. It helps 
broaden the availability of technology to students and educators 
while stimulating the interest of publishers in providing informa- 
tion in digital format. A second program reaches out to some of the 
most influential computer users in the workplace; for a nominal 
charge, industry user groups can acquire Acrobat products for dis- 
tributing their newsletters electronically to members. At the same 
time, sponsors of major industry conferences are distributing 
Acrobat Reader software and electronic PDF versions of proceed- 
ings and special publications to their attendees. 

A look ahead. Through these and other ongoing efforts, Adobe is 
laying the groundwork for a whole new business. We are develop- 
ing extensions of the Acrobat product line, including optical char- 
acter recognition and enhanced search mechanisms, that will 
contribute to the technology's sophistication and ease of use- 
making electronic transmission and storage more simple, practical 
and valuable than exchanging information on paper. And making . 
the computer an ever-more-effective means of expression. 
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A wholly ownea su~sldiary or software 
distributor lngram Micro, CD Access 
is creating a compact disc that will 
comprise 134 application products from 
90 vendors-plus the thousands of 
pages of documentation that go with it 
all. To include the manuals on the CD, 
the company converted them into 
compact PDF files using Adobe Acrobat 
products. The electronic versions include 
the hypertext links, bookmarks and 
tables of contents that will make it easy 
for readers on any computer platform 
to navigate through each document, 
locating, reading and printing the 
specific information they need. 



management's 
discussion and analysis 

RESULTS OF OPERATIONS 

Overview 
Adobe develops, markets and suppons computer software products and technologies 

that enable users to create, display, print and communicate electronic documents. The 
Company licenses its technology to major computer and publishing suppliers, and mar- 
kets a line of type and application software products. 

Revenue 

Total revenue 
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The Company has seen year-to-year increases in the number of OEM customers 

from which it is receiving licensing revenue, demonstrating continued acceptance of 
Postscript software, as well as reflecting a diversification of the Company's customer 

base across Macintosh, IBM PC and compatibles, and multiple platform markets. 
Hewlett-Packard Company (HP) accounted for more than 10 percent of the Company's 
total revenue in 1993; no OEM customer accounted for more than 10 percent of the Com- 
pany's total revenue in fiscal year 1992; and Apple Computer, Inc. (Apple), accounted for 

more than 10 percent of the Company's total revenue in 1991. 

1993 
- - .- 

1992 d u q c  - 1991 
Product group revenue - . . 

. . 
Application products $167.3 48% $1 i3.2 25% $90.2 
Pwcwthjef& remu.& 53.4% 42.6% 39.3% 

Increases in application products revenue were led by a new version of Adobe 
Photoshop (version 2.5) software for the Macintosh and Windows environments. New 

versions of Adobe Illustrator (version 5.0) and Adobe Premiere (version 3.0) software for 
the Macintosh platform also contributed to revenue growth in fiscal 1993. In addition, 
the introduction of Adobe SuperATM software (from the Adobe Type Manager product 
family), a font substitution product for the Macintosh platform, and Adobe Acrobat soft- 
ware, a document communication product family for the Macintosh and Windows plat- 
forms, contributed to revenue growth in fiscal 1993. Localized versions for the Japanese 
market of Adobe Photoshop for the Macintosh and Windows platforms, and AdobeType 
Manager for the Macintosh environment, also contributed to the revenue growth from 

application products. 

Direct costs 
1993 & y e  1992 c&qc 1991 

Direct costs $55.2 14% $48.5 1 1 6  $43.8 
Pwcwthjcf&rwenue 17.6% 18.2% 19.1 % 

Direct costs include packaging, diskettes and shipping for application products. It also 
includes royalties for certain typeface designs that are distributed as downloadable soft- 
ware packages or bundled with the Postscript interpreter. Also included in direct costs 
is the amortization of typeface production costs and acquired technology. 

As application products revenue has grown more rapidly than licensing revenue, 

and has contributed to an increasing percentage of total revenue over the last three 
years, direct costs have increased in absolute dollars. Several factors have enabled the 

Company to mitigate the growth of direct costs as a percentage of total revenue. Direct 
costs decreased as a percentage of total revenue in 1992 because a licensing agreement 
with a major typeface foundry was renegotiated at the beginning of the year. In 1993, 

the Company achieved reductions in certain royalty agreements and in the cost of the 
pack-out associated with certain of its shrink-wrapped products. As upgrades to prod- 
ucts are brought to market, the Company will continue to redesign its packaging to 
reduce the cost of the materials that make up the pack-out for these products. Also in 
1993, the Company discontinued capitalizing typeface production costs. Remaining 
capitalized costs will be amortized through fiscal 1995, resulting in declining charges to 
direct costs. 



The Company is also delivering its type library on CD-ROM media, and end users 

wishing to license typeface designs need only to call the Company with a credit card 
number to receive the unlocking code for the desired typeface. This method of delivery 

also contributes to reduced direct costs. 
Licensing revenue typically has higher gross margins than application product 

sales; therefore, revenue mix in any quarter will affect overall gross margins. 

Operating expenses 
1993 cfhqe 1 992 e 1991 - - 

Research and development $64.9 31 % $49.6 49% $33.2 

Research and development expenses consist principally of salaries and benefits for soft- 
ware developers, contracted development efforts, related facilities costs, and expenses 

associated with computer equipment used in software development. 
Research and development expense has increased significantly over the last three 

years, growing more rapidly than revenue, as the Company invested in new technolo- 
gies and new product development. The increase, both in absolute dollars and as a per- 
centage of revenue, reflects additions to the Company's engineering staff and related 
costs required to support its continued emphasis on developing new products and 

enhancing existing products. These engineers are working primarily with OEM cus- 
tomers to design and implement PostScript Level 2 devices. In addition, the Company 
has begun working with many of i ts OEM customers in a co-development program.This 
allows customers to be more self-sufficient in new device development by taking on 
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more of the implementation task themselves rather than relying so heavily on the Com- 
pany's engineers. The Company also continues to make significant investments in i ts 

graphic application products, as well as the new Acrobat product family. 
The Company believes that continued investments in research and development 

are necessary to remain competitive in the marketplace, and are directly related to con- 

tinued, timely development of new and enhanced products. The Company intends to 
continue recruiting and hiring experienced software developers, but expects that re- 
search and development expenditures in 1994 will approximate current spending levels 
as a percentage of revenue. 

- .  

' 392 Q 1991 
Write-off of in-process 
research and development - - $6.3 - - 
P ~ k f @ m  - 2.4% - 

During the third quarter of fiscal 1992, the Company acquired OCR Systems Incor- 
porated and Nonlinear Technologies, Incorporated, for an aggregate purchase price of 
$6.8 million, of which $6.3 million was allocated to research and development in- 

process. This amount was expensed at the time of these acquisitions. The Company 
plans to integrate the acquired technologies into future products. 

1993 e 1992 1991 
Sales, marketing and 
customer support $89.5 26% $70.8 26% $56.4 
Pwc+wky& f& rwerure 28.5% 26.6% 24.6% 



Sales, marketing and customer support expenses generally include salaries and 

benefits, sales commissions, travel expenses and related facility costs for the Company's 

sales, marketing, customer support and distribution personnel. Sales, marketing and 

customer support expense also includes the costs of programs aimed at increasing 

revenues, such as advertising, trade shows and other market development programs. 

Increases in sales, marketing and customer support expenses are due to planned 

hiring of sales personnel to focus on the Acrobat family of products, increased advertis- 

ing and promotional expendituresforthe launch of new products and upgrades of exist- 

ing products, and further development of customer support services to support a 

growing installed base of customers. 

Thecompany expects to continue i ts emphasis on sales, marketing and customer 

support activities in the future to promote the Company's competitive position and to 

support sales and marketing of new products.The Company expects that sales, market- 

ing and customer support expenditures in 1994 will be higherthan current spending lev- 

els as a percentage of revenue. 

1993 - c 1992 1991 
General and administrative $23.( 3% $22.3 21% $18.4 
P w c & y ~ f & r w  7.3% 8.4% 8.0% 

General and administrative expenses consist principally of salaries and benefits, 

travel expenses, and related faciliicosts forthe finance, human resources, legal, information 

technical services and administrative personnel of the Company. General and adminis- 

trative expenses also include outside legal and accounting fees, and expenses associ- 

ated with computer equipment and software used in the administration ofthe business. 35 
The growth in spending on general and administrative expenses is attributable 

to the growth in the systems, processes and people necessary to support overall in- 

creases in the scope of the Company's operations. General and administrative spending 

dropped as a percentage of revenue in 1993 from 1992 due to increased revenues in 1993, 

coupled with reduced legal expenditures. 

The Company's objective is to maintain the general and administrative spending 

at the same percentage of revenue in 1994 as was achieved in 1993. 

Nonoperating income [expense) 

1993 1992 c 1991 
Interest, investment 
and other income $10.1 42% $7.1 25% $5.7 
Pwcmfzga f & r w  3.2% 2.7% 2.5% 

Interest, investment and other income grew by $3.0 million in 1993 from 1992 and by $1.4 

million in 1992 over 1991. Fiscal 1993 included a gain of $3.9 million on the sale of com- 

mon stock held as an investment and a $1.0 million write-off of an investment in a pri- 

vately held enterprise. While the Company's cash balances and short-term investments 

have increased each year due to profitable operations and modest expendituresfor cap- 

ital outlays and other investments, interest, investment and other income would have 

decreased approximately $100,000 absent the net gain on such sales of common stock. 

Such decrease is attributable to lower interest rates earned on the Company's invest- 

ments due to reductions in prevailing interest rates. 



1993 d 1 992 c4t4zCq& 
Loss on real estate 
partnership - - ($6.0) - - 
Pme&yc.f&r- - -2.3% - 

The Company incurred a $6.0 million loss on a real estate partnership in 1992, as 
it withdrew from this partnership, due to complications that affected the developer's 
ability to finance the project and to meet specific development timetables. 

Provision for income taxes 
1 993 chu&qd 992 .duuq& 1991 

Provision for income taxes $34.0 31% 325.9 -19% $32.0 

Effective tax rate 37.4% 37.3% 38.2% 

During the third quarter of fiscal 1993, the Omnibus Budget and Remncillation Act 
0 of 1993 was enacted into law. OBRA included a retroactive federal tax rate 
increase from 34 percent to 35 percent, and retroactive reinstatement of the federal - 
research mx credit. The effects of applying the provisions of OBWI to fiscal 1993 were 
reflected commencing in the tax provision in the third quarter of fiscal 1993. 

The Company's effective tax rate was lowet in 1992 compared with 1991, primar- 
ily because the Company was aMe to take advantage of $3.3 million in research and 
development credits in fiscbl1992. 

For an analysis of the differences between the statutory and effective income tax 
rates, see "Note 6 - lncome Taxes" in the Notes to Consolidated Financial Statements. 
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Net lnccuna and net income per share 

Net lncome 

Net income per share $1.22 30% 5.94 -17% $1.13 

Weighted shares 
( r .  46,627 - 46,650 2% 45,882 

Net income for fiscal 1993 increased 31 percent, including the $3.9 million gain on sale 
of an investment. Earnings per share were $1.22, a 30 persent increase from fiscal 1992. 

The one-time gain on the sale of an investment resulted in an increase in earnings per 
share of S.05. 

Net lncome for fiscal 1992 decreased by 16 percent, including the $6.3 million 
charge for the write-off of acquired in-process research and development and the $6.0 

million loss on the investment in a real estate partnership. Earnings per share was $.94, 

a 17 percent decrease from fiscal 1991. The one-time charges resulted in a reduction in 
earnings per share of $.16. 



Factors that may affect future results of operations 
The Company believes that in the future i ts results of operations could be impacted by 

factors such as renegotiation of royalty arrangements, delays in shipment of the Com- 
pany's new products and major new versions of existing products, market acceptance 
of new products and upgrades, growth in worldwide personal computer and printer 
sales and sales price adjustments, consolidation in the OEM printer business, and adverse 
changes in general economic conditions in any of the countries in which the Company 

does business. 
The Company's OEM customers on occasion seek to renegotiate their royalty 

arrangements. The Company evaluates these requests on a case-by-case basis. If an 
agreement is not reached, a customer may decide to pursue other options, including 
licensing a PostScript language compatible interpreter from a third party, which could 

result in lower licensing revenue for the Company. 
The Company's ability to develop and market products that successfully adapt to 

current market needs may also have an impact on the results of operations. A portion of 
the Company's future revenue will come from these products. Delays in such introduc- 
tions could have an adverse effect on the Company's revenue, earnings or stock price. 
The Company cannot determine the ultimate effect that these new products or 

upgrades will have on its sales or results of operations. 
Due to the factors noted above, the Company's future earnings and stock price 

may be subject to significant volatility, particularly on a quarterly basis. Any shortfall in 
revenue or earnings from levels expected by securities analysts could have an immedi- 
ate and significant adverse effect on the trading price of the Company's common stock 
in any given period. Additionally, the Company may not learn of such shortfalls until late 
in the fiscal quarter, which could result in an even more immediate and adverse effect 

on the trading price of the Company's common stock. Finally, the Company participates 
in a highly dynamic industry, which often results in significant volatility of the Com- 
pany's common stock price. 

FINANCIAL CONDITION 

Cash and shofl-term investments 

investments $236.3 48% $159.8'  37% 5116.3 

Cash, cash equivalents and short-term investments totaled $236.3 million as of Novem- 
ber 26,1993, compared to $159.8 million as of November 27,1992, representing 67 per- 

cent and 57 percent of total assets, respectively. 
The Company's cash balances and short-term investments have increased each 

year due to profitable operations and modest expenditures for capital outlays and other 
investments.Cash equivalentsconsist of highly liquid money market instruments. Short- 
term investments are carried at the lower of cost or market value and consist principally 
of municipal bonds, commercial paper, money market preferred stocks, asset-backed 
securities and treasury notes. 



Noncurrent liabilities and shareholders' equity 

1993 5 1992 e 
Noncurrent liabilities and 
shareholders' equity $279.2 24% $224.6 23% $182.8 

Included above are put warrants and shareholders' equity. The Company has no long- 

term debt 

Shareholders' equity as of November 26,1993, was $272.3 million, compared to 

$224.6 million as of November 27,1992. 

The Board of Directors of the Company approved a two-for-one stock split on July 
< 

9,1993, payable in the form ofa stock dividend for shareholders of record as of July 27, 

1993, with a distribution date of August 10,1993. All per share data has been restated to 

reflect this stock split. 

Working capital 

Working capital 

Working capital grew to $230.6 million as of Nwember 26, 1993, compared to $167.6 

million as of November 27,1992. Cash flow provided by operations during fiscal 1993 was 

$107.7 million. Cash generated from operations has been sufficient to fund the Compa- 

ny's investment in research and development, and sales and marketing activities. Expen- 

ditures for propew and equipment totaled $14.4 million. Such expenditures are 

expected to continue, including computer systems for development, sales and market- 

38 
ing, product support, and administrative staff. Cash may also be used to acquire tech- 

nology where appropriate. 

Net cash used for financing activities during fiscal 1993 was $12.2 million; $17.0 mil- 

lion was provided by proceedsfrom issuanceof common stock; $5 million was provided 

by premiums from the sale of put warrants; $21.2 million was used to repurchase com- 

mon stock; and $8.5 million was used to pay cash dividends. Repurchases of the Com- 

pany's common stock will continue to provide shares for issuance under i ts stock plans. 

Under i ts authorized stock repurchase program, the Company sold put warrants 
that enabled the holder to sell 350,000 shares of common stockof the Company at prices 

ranging from $18.50 to $22.13. The Company's maximum potential buyback obligation 

at November 26,1993, aggregated $6.9 million. 

The Company has an unsecured $10.0 million bank fine of credit that may be used 

from time to time to facilitate short-term cash flow. The line of credii expires in March 

1994. There have been no borrowings under this line during 1993 or 1992. 

The Company's principal commitments as of November 26,1993, consisted of 
obligations under operating leases for facilities. 

The Company believes that present working capital levels, including cash gener- 
ated from operations, are adequate to meet i ts  operating cash requirements in the fore- 

seeable future. 



consolidated 
balance sheets 

Assets 
Current assets: 

Cash and cash equivalents 
Short-term investments 
Receivables 
Inventories 
Other current assets 
Deferred income taxes 

Z - O ~ ~ ~ e n t ~ e k  

Property and equipment 
Typeface production costs 
Other assets 
Deferred income taxes 

Liabilities and shareholders' equity 
Current liabilities: 

Trade and other payables 
Accrued expenses 
Income taxes payable 
Deferred revenue 

T&ULYY& Lhb* 

Put warrants 

Shareholders' equity: 
Preferred stock, no par value; 

2,000,000 shares authorized; none issued 
Common stock, no par value; 

200,000,000 shares authorized; 
45,166,758 and 441449,106 shares issued 
and outstanding as of November 26,1993, 
and November 27,1992, respectively 

Retained earnings 
~&rkrrrekdMerz' 

Nov. 26 Nov. 27 
1993 1992 



consolidated statements of 
income 

Revenue: 
Licensing 
Application products 
~ i r -  

Direct costs 
gross w y h  

Years Ended 

Nov. 26 Nov. 27 Nov. 29 
1993 1992 1991 

Operating expenses: 
Research and development 
Sales, marketing and customer support 
General and administrative 
Write-off of in-process research and development I 
1 i 0 -  ttyemu 
o p i b w  

Nonoperating income (expense): 
Interest, investment and other income 
Loss on real estate partnership I 
rltcowbefbYebme- 
Provision for income taxes 
Net b m e  

Shares used in computing net income per share 
I 



consolidated statements of 
shareholders' equitr-a 

Common Stock Retained 
Shares Amount Earnings Total 

Balances as of November 30,1990 41,913,394 5 141 $ 93,672 

lssuance of common stock under 
Stock Option Plan 2,217,750 12p - 

lssuance of common stock under 
Employee Stock Purchase Plan 304,038 2,876 

lssuance of common stock under 
Restricted Stock Plans 22,440 

1 - 
- 

Tax benefit from employee stock plans - 15,910 
Restricted stock compensation 

expense - 2,184 
Dividends declared at 5.16 per share - - 
Repurchase of common stock (191,484) (3,0241 
Net income - 
Balances as of November 29,1991 44,266,138 44,487 

lssuance of common stock under 
Stock Option Plan 644,598 5,727 

lssuance of common stock under 
Employee Stock Purchase Plan 328,080 4 9  

lssuance of common stock under 
Restricted Stock Plans 68,360 

Tax benefit from employee stock plans - 5,611 
Restricted stockcompensation 

expense - 2,278 
Diidends declared at 5.16 per share - - 
Repurchase of common stock (858,070) (1 2,721) 
Net income I - - 
Balances as of November 27,1992 , ,449,106 49,922 

I 

lssuance of common stock under I 

Stock Option Plan / 1c115'183 11,282 
lssuance of common stock under 

Employee Stock Purchase Plan 41 4,282 5,679 
lssuance of common stock under 

Restricted Stock Plans 50,300 
Tax benefit from employee stock plans - 8,649 
Restricted stock compensation 

expense ' 1  - l,65 I 
Dividends declared at S.20 per share, - - 
Repurchase of common stock (862,113) (21,17 
Proceeds from sales of put warrahts , - 47 
Reclassification of put warrant I 

obligations - 
Net income - - 
Balances as of November 26,1993 45,166,758 $ 4937 



consolidated statements of 
cash flows 

( l i t t k 6 u b d )  

Years Ended 

Cash flows from operating activities: 
Net income 
Adjustments to reconcile net income to net cash 
provided by (used in) operating activities: 

Restricted stock compensation expense 
Depreciation and amortization 
Deferred income taxes 
Unrealized loss on short-term investments 
Provision for losses on accounts receivable 
Write-off of in-process research and development 
Loss on real estate partnership 
Changes in operating assets and liabilities 

Receivables 
Inventories 
Other current assets 
Trade and other payables 
Accrued expenses 
Income taxes payable 
Deferred revenue 

Nu5 whproddby o p x d z k j  act&& 

Cash flows from investing activities: 
42 Purchases of short-term investments 

Maturities and sales of short-term investments 
Acquisitions of property and equipment 
Capitalization of typeface production costs 
Additions to other assets, net 
Acquisitions, net of cash acquired 
~~tta6hubedjiwtkuafiyacacritLcs , , .  

Cash flows from finandng activities: 
Proceeds from issuance of common stock 
Proceeds from sales of put warrants 
Repurchase of common stock 
Payment of dividends 
N& c c t d h p d d ~  (ubedjiw) 

P-%- . . .  

Net increase in cash and cash equivalents 
Cash and cash equivalents at  beginning of period 
ta4handcabheq~atdfp iod 

Supplemental disclosures: 
Cash paid during the period for income taxes 

Noncash investing and financing activities: 
Tax benefit from employee stock plans 

Dividends declared but not paid 

Reclassification of put warrants 

Nov. 26 Nov. 27 Nov. 29 
1993 1992 1991 



notes to consolidated 
financial statements 

note 1 
SIGNIFICANT ACCOUNTING POLICIES 

Basis of presentation 
Founded in 1982, Adobe Systems Incorporated develops, markets and supports com- 
puter software products and technologies that enable users to create, display, print and 

communicate electronic documents. The accompanying consolidated financial state- 
ments include those of Adobe and its wholly owned subsidiaries, after elimination of 
all significant intercompany accounts and transactions. Realized and unrealized for- 
eign exchange gains and losses, which have not been material, are included in results of 
operations. 

Cash equivalents 
Cash equivalents consist of highly liquid money market instruments, which have origi- 
nal maturities of three months or less at the time of purchase. 

Short-term investments 
Short-term investments are carried at the lower of cost or market value. Short-term 

investments consist principally of United States government and government agency 
securities, municipal bonds, commercial paper, auction rate preferred stocks, and asset- 
backed securities. 

The Financial Accounting Standards Board recently adapted Statement of Finan- 43 
cia1 Accounting Standards (SFAS) No. 115, "Accounting for Certain Investments in Debt 
and Equity Securities." This statement requires that securities be classified as "held-to- 

maturity: "available-for-sale" or "trading," and that securities in each classification be 
accounted for at either amortized cost or fair value, depending upon their classification. 
The Company will be required to adopt SFAS No. 115 no later than November 26,1994. 

Management expects that adoption of SFAS No. 115 will not have a material effect on the 

Company's results of operations. 

Inventories 
lnventories are stated at the lower of cost (first-in, first-out basis) or market (net realiz- 
able value). 

Property and equipment 
Property and equipment are stated at cost less accumulated depreciation and amorti- 
zation. Depreciation is calculated using the straight-line method over the estimated use- 
ful lives of the respective assets, generally three to eight years. Leasehold improvements 
are amortized overthe lesser of the lease term or theestimated useful lives of the related 
assets, generally five to nine years. 

Software development costs 
Research and development costs are charged to expense when incurred. Costs incurred 
in the research and development of new software products and enhancements to exist- 
ing software products are also expensed as incurred until the technological feasibility of 



the product has been established. After technological feasibility has been established, 

any additional costs would be capitalizable in accordance with SFAS No. 86.The amount 
of capitalization costs to date has not been significant for any development costs other 
than those associated with typeface production through fiscal 1992. Typeface produc- 
tion costs, less $7.3 million and $12.5 million accumulated amortization in 1993 and 1992, 
respectively, comprise direct and indirect costs associated with the production of type- 
faces to be used with the Postscript interpreter, or to be distributed in shrink-wrapped 

packages to end users through the retail channel or directly from the Company. 

Other assets 
Other assets are stated at cost less accumulated amortization. Amortization is provided 
on the straight-line method over the estimated useful lives of the respective assets, gen- 
erally three years for technology, ten years for goodwill, and three to six years for licens- 
ing agreements. 

Revenue recognition 
Licensing revenue is recognized when the Company's original equipment manufacturer 
(OEM) customers ship their products incorporating Adobe's software to their end-user 
customers. Application products revenue is recognized upon shipment. Revenue from 
distributors is subject to agreements allowing limited rights of return and price protec- 
tion. The Company provides reserves for estimated future returns, exchanges and price 
protection. 

The Company also enters into contracts with OEMs to provide research and devel- 
opment to adapt the Company's software products to the OEMs' hardware products. 

44 Revenue on such contracts is recognized based on the percentage-of-completion 

method and is included in licensing revenue. Deferred revenue comprises payments 
received in advance of revenue recognized on the aforementioned contracts. Revenue 

relating to OEM licenses stipulating fixed future payment streams in excess of 12 months 
is recognized as income on a straight-line basis over the term of the licenses. 

Direct costs 
Direct costs include royalties, amortization of typeface production costs, amortization of 
acquired technologies, and direct product, packaging and shipping costs. 

Income taxes 
The Company accounts for i ts income taxes under SFAS No. 109, "Accounting for Income 
Taxes." Under the asset and liability method of SFAS No. 109, deferred tax assets and lia- 
bilities are recognized for the future tax consequences attributable to differences 
between the financial statement carrying amounts of existing assets and liabilities mea- 

sured using enacted tax rates expected to apply to taxable income in the years in which 
the temporary differences are expected to be recovered or settled. Under SFAS No. 109, 
the effect on deferred tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. 

Effective December 1,1991, the Company adopted SFAS No. 109. The effect of 

the change in method of accounting was not material to the consolidated financial 
statements. 



Concentration of credit risk 
The Company's investment portfolio is diversified and consists principally of investment 
grade securities.TheCompany's investments are managed by recognized financial insti- 
tutions that follow the Company's investment policy. The Company's policy limits the 

amount of credit exposure in any one issue. 
Credit risk in receivables is limited to OEMs, and to dealers and distributors of 

hardware and software products to the retail market. The Company adopts credit poli- 

cies and standards to keep pace with the evolving software industry. Management 
believes that any risk of accounting loss is significantly reduced due to the diversity of 
its products, end customers, and geographic sales areas. The Company performs on- 
going credit evaluations of i ts customers' financial condition, and requires letters of 
credit or other guarantees, whenever deemed necessary. 

Net income per share 
Net income per share is based upon weighted average common and dilutive equivalent 

shares outstanding. Dilutive common equivalent shares are determined using the treas- 
ury stock method. Fully diluted earnings per sharefor1993,1992 and 1991 were not mate- 
rially different than primary earnings per share. 

Reclassffications 
Certain reclassifications were made to the 1992 and 1991 consolidated financial state- 
ments to conform to the 1993 presentation. 

note 2 
RECEIVABLES 

(i/ttfwLud) 

Receivables consisted of the following: 

Royalties 
Product sales 
Interest and other receivables 

Less allowance for doubtful accounts 

note 3 

Nov. 26 Nov. 27 
1993 1992 

PROPERTY AND EQUIPMENT 

(i/thLud) 

Nov. 26 Nov. 27 
Property and equipment consisted of the following: 1993 1992 

Computers and peripherals 
Furniture and fixtures 14,34 
Leasehold improvements 3,82- 

62,531 48,857 
Less accumulated depreciation and amortization 39,206 28,123 



note 4 
OTHER ASSETS 

(iittkou~ands) 

Other assets consisted of the following: 

Acquired technology and goodwill 
Licensing agreements 
Other 

Less accumulated amortization 

Nov. 26 Nov. 27 
1993 1992 

During 1992, the Company acquired OCR Systems Incorporated and Nonlinear Tech- 
nologies, Incorporated, for an aggregate purchase price of $6.8 million, of which $6.3 

million was allocated to research and development in-process. This amount was 
expensed at the time of these acquisitions.The Company plans to integrate the acquired 

technologies into future products. 
During 1991, the Company invested $6.0 million in a real estate partnership to 

acquire land and develop office space for its own use. During 1992, the Company chose 
to abandon i ts efforts to pursue the development of land and buildings under this part- 
nership. The Company entered into an agreement with the general partner that dis- 
solved the partnership without recourse to the Company. Accordingly, the investment 

of 56.0 million was written off in 1992. 

note 5 
ACCRUEDEXPENSES 

(irttkousands) 

Accrued expenses consisted of the following: 

Rent 
Royalties 
Accrued compensation and benefits 
Sales and marketing allowances 
Other 



note 6 
INCOME TAXES 

(&&wands) 

The provision for income taxes consisted of the following: 

Current: 
United States Federal 
Foreign 
State and local 

T & m &  

Deferred: 
United States Federal 
State and local 

Totdd$wed 

Charge in lieu of taxes attributable 
to employee stock plans 

Years Ended 
Nov. 26 Nov. 27 Nov. 29 

1 993 1992 1991 

Total income tax expense differs from the expected tax expense (computed by 
multiplying the United States income statutory rate of 35 percent for 1993, and 34 per- 47 

cent for 1992 and 1991, to income before income taxes) as a result of the following: 

Years Ended 
Nov. 26 Nov. 27 Nov. 29 

1993 1992 1991 

Computed "expected" tax expense $ 31,86! 23,64 
State tax expense, net of federal benefit 4,981 
Research credits (3,34 
Other (34; 139 

34,02m 5 25,920 1 



The tax effects of the temporary differences that give rise to significant portions of the 
deferred tax assets and deferred tax liabilities as of 1993 and 1992 are presented below: 

Deferred tax assets: 
Acquired technology 
Reserves 
Deferred revenue 
Inventory capitalized costs 
Accrued vacation 
Depreciation 
Restricted stock compensation 
Investments 
Acquired net operating loss carryover 
State taxes 

T& jmss +ed ta uset 

Deferred tax asset valuation allowance 
nddkprredta &Set 

Deferred tax liabilities: 
Basis difference of assets from acquisition 
Typeface production costs 
Capital leases 
naoL+edax~e l i a b q  
~ e t  +ed ta us& 

48 

Nov. 26 Nov. 27 
1992 

There was no change in the valuation allowance in 1993 or 1992. Deferred income 
tax expense (benefit) represents the effect of changes in the amounts of temporary dif- 
ferences. The sources of the temporary differences for 1991 arise principally from 
deferred revenue, typeface production costs, capitalized costs, investment losses not 
currently deductible, and certain allowances and reserves. 

note 7 
EMPLOYEE BENEFIT PLANS 

Empioyea stock purchase plan 

Under the terms of the Company's Employee Stock Purchase Plan, eligible employee 
participants purchase shares of the Company's common stocksemiannually at the lower 
of 85 percent of the market price on either the purchase date or the offering date. 

Restricted stock plans 
The Company's Restricted Stock Option Plan provides for the granting of nonqualified 

stock options to nonemployee directors and consultants. Option grants are limited to 
5,000 shares per person In each fiscal year and are immediately exercisable within a ten- 
year term. Options generally vest over three years: 25 percent in each of the first two 
years and 50 percent in the third year. As of November 26,1993,155,000 shares were out- 
standing under this plan, of which 75,000 are vested. 



The Company's Restricted Stock Plan provides for granting of restricted stock to 

officers and key employees. Shares issued under this plan vest annually overthree years, 

but are considered outstanding at the time of grant, as the shareholders are entitled to 

dividends and voting rights. As of November 26,1993,670,600 shares were outstandino 

under this plan, of which 91,482 were unvested. 

id& 
Stock option plan 
As of November 26,1993, the Company had reserved 20,000,000 shares of common 

stock for issuance under i t s  1984 Stock Option Plan. This plan provides for the granting 
of stock options to employees and officers at the fair market value of the Company's 

common stock at the grant date. Options generally vest over three years: 25 percent in 

each of the first two years and 50 percent in the third year. All options have a five- or ten- 

year term. Stockoption activity for fiscal 1993,1992 and 1991 consisted of the following: 

Options Options Outstanding 

Available Number Price per 
for Grant of Shares Share 

Balances as of November 30, 1990 

Additional shares reserved 
Options granted 
Options exercised 
Options cancelled 
Balances as of November 29,1991 

Options granted 
Options exercised 
Options cancelled 
Balances as of November 27,1992 

Additional shares reserved 
Options granted 
Options exercised 
Options cancelled 
Balances as of November 26,1993 

Of the options outstanding, there were 3,356,076 options exercisable as of 

November 26,1993. 

Pretax savings plan 
In 1987, the Company adopted an Employee Investment Plan, qualified under Section 

401(k) of the Internal Revenue Code, which isa pretaxsavings plan covering substantially 

all of the Company's United States employees. Under the plan, eligible employees may 

contribute up to 18 percent of their pretax salary, subject to certain limitations. There 

were approximately 720 employees under the plan in 1993 and 580 employees under 

the plan in 1992. Commencing in 1992, the Company matched a portion of employee 

contributions. Company matching contributions, which can be terminated at the Com- 

pany's discretion, were 5.6 million and $5 million in 1993 and 1992, respectively. 



Postemployment benefits 

In 1990, the Financial Accounting Standards Board issued SFAS No. 106, "Employers' 
Accounting for Postretirement Benefits Other Than Pensions," to be implemented for 
years beginning after December 15,1992. As of November 26,1993, the Company does 
not offer these types of benefits and, therefore, does not expect to be impacted by this 
statement. The Company also does not expect to be materially impacted by SFAS No. 

112, "Employers' Accounting for Postemployment Benefits," issued in November 1992, 

and effective for years beginning after December 15,1993. 

note 8 
CAPITAL STOCK 

Shareholder rights plan 
The Company's shareholder rights plan is intended to protect shareholders from unfair 
or coercive takeover practices. In accordance with this plan, the Board of Directors 
declared a dividend distribution of one common stock purchase right on each out- 
standing share of i ts common stock held as of July 24,1990. Each right entitles the reg- 

istered holder to purchase from the Company a share of common stock at $115. The 
rights will not be exercisable until certain events occur.The rights are redeemable by the 
Company and expire on July 24,2000. 

Put warrants 
In a series of 1993 private placements, the Company sold put warrants entitling the 
holder of each warrant to sell oneshare of common stock to the Company at a specified 
price. During the year, the Company received $474,000 for the sale of warrants to pur- 
chase 350,000 shares at exercise prices ranging from $18.50 to $22.13. These warrants 

expire through January 1994. 

The amount related to the Company's potential buyback obligation has been 
removed from shareholders'equityand recorded as put warrants. At the prevailing mar- 

ket prices for the Company's common stock, there was no dilutive effect on earnings per 
share in fiscal 1993, 

stock split 
On July 9,1993, the Board of Directors of the Company approved a two-for-one split of 
the Company's common stock, payable in the form of a stock dividend.The shares were 
distributed on August 10,1993, to shareholders of record on July 27,1993. The consoli- 
dated financial statements and notes thereto have been retroactively adjusted to reflect 
the effects of this split for all periods presented. 

note 9 
COMMITMENTS AND CONTINGENCIES 

(ircthousands) 

The Company has operating leases for its corporate headquarters, field sales offices and 
certain office equipment that expire at various dates through 2001. Rent expense for 
these leases aggregated $10.0 million, $7.2 million and $5.8 million during 1993,1992 

and 1991, respectively. As of November 26,1993, future minimum lease payments under 
noncancellable operating leases are as follows: 



1% 
1 995 
19% 
1997 
1998 

1999 and 
beyond 

The Company has an unsecured $10.0 million bank line of credit that may be used 
from time to time to facilitate short-term cash flow. The line of credit expires in March 
1994. As of, and during the year ended, November 26,1993, there were no borrowings 

under this line. 
The Company is engaged in certain legal actions arising in the ordinary course of 

business. The Company believes it has adequate legal defenses and believes that the 
ultimate outcome of these actions will not have a material effect on the Company's 

financial position. 

note 10 
FAIR VALUE OF FINANCIAL INSTRUMENTS 

(ibl,husandr) 

The estimated fair values of the Company's financial instruments are presented below: 

Nov. 26.1993 
51 

Cash and cash equivalents 
Short-term investments 
Put warrants 

Carrying Fair 
Amount 

The following methods and assumptions were used to estimate the fair value of each 
class of financial instrument: 

Cash and cash equivalents 
The carrying amount of cash and cash equivalents approximates fair value because of 
the short maturity of these instruments. 

Short-term investments 
Fair value equals the quoted market price. If a quoted market price is not available, fair 
value is estimated using quoted market prices for similar securities. 

Put warrants 

The carrying amount of put warrants represents their fair value because the maximum 
amount required to settle the potential obligations under the terms of the put warrants 
cannot exceed the carrying amount of these instruments. 



note 11 
INDUSTRY SEGMENT REPORTING AND FOREIGN OPERATIONS 

( h t h o U 5 d )  

Adobe and i t s  subsidiaries operate in one dominant industry segment. The Company is 

engaged principally in the design, development, manufacture and licensing of com- 
puter software. Hewlett-Packard Company accounted for more than 10 percent of the 
Company's total revenue in 1993; no customer accounted for more than 10 percent of 
the Company's total revenue in fiscal 1992; and Apple Computer, Inc., accounted for 
more than 10 percent of the Company's total revenue in 1991. 

United States operations include revenue and results of operations in North 

America, South America, Asia/Pacific (excluding Japan) and Australia, as well as licens- 
ing revenue recognized on a worldwide basis. Licensing revenue is not available on a 
geographic basis because the source of licensing revenue is known only by the OEMs' 
headquarters, and not necessarily by the geographic region providing the revenue 
stream to the OEMs. European operations primarily include subsidiaries in the Nether- 

lands, the United Kingdom, France, Germany and Sweden, while Japan operations are 
limited to the subsidiary in Japan. Transfers between subsidiaries are accounted for at 
amounts that are generally above cost and consistent with rules and regulations of gov- 
erning tax authorities. Such transfers are eliminated in the consolidated financial state- 
ments. Identifiable assets are those assets that can be directly associated with a 
particular geographic area and subsidiary. Geographic information for each of the years 
in the three-year period ended November 26,1993, is presented below: 

Revenue: 
United States operations 
European operations 
Japan operations 
Eliminations 

Operating income: 
United States operations 
European operations 
Japan operations 

Identifiable assets: 
United States operations 
European operations 
Japan operations 
Eliminations 

Years Ended 
Nov. 26 Nov. 27 Nov. 29 

1993 1992 1991 



independent 
auditors' report 

To the Board of Directors and Shareholders of Adobe Systems Incorporated: 
We have audited the accompanying consolidated balance sheets of Adobe Systems 
lncorporated and subsidiaries as of November 26,1993, and November 27,1992, and the 
related consolidated statements of income,shareholders'equity,and cash flowsfor each 
of the years in the three-year period ended November 26,1993. These consolidated 

financial statements are the responsibility of the Company's management. Our respon- 
sibility is to express an opinion on these consolidated financial statements based on our 
audits. 

We conducted our audits in accordance with generally accepted auditing stan- 

dards. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An 

audit includes examining, on a test basis, evidence supporting the amounts and disclo- 
sures in the financial statements. An audit also includes assessing the accounting prin- 
ciples used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a reason- 

able basis for our opinion. 
In our opinion, the consolidated financial statements referred to above present 

fairly, in all material respects, the financial position of Adobe Systems lncorporated and 
subsidiaries as of November 26,1993, and November 27,1992, and the results of their 
operations and their cash flows for each of the years in the three-year period ended 
November 26,1993, in conformity with generally accepted accounting principles. 

KPMG PEAT MARWICK 

l m ~ o 5 .  /2dfp& 
~~w 6 99 



management's 
report 

Management is responsible for all the information and representations contained in the 
consolidated financial statements and other sections of this Annual Report. Manage- 

ment believes that the consolidated financial statements have been prepared in con- 
formity with generally accepted accounting principles appropriate in the circumstances 
to reflect in all material respects the substance of events and transactions that should be 
included, and that the other information in this Annual Report is consistent with those 
statements. In preparing the consolidated financial statements, management makes 
informed judgments and estimates of the expected effects of events and transactions 
that are currently being accounted for. 

In meeting i ts  responsibility for the reliability of the consolidated financial state 
ments, management depends on the Company's system of internal accounting control. 
This system is designed to provide reasonable assurance that assets are safeguarded and 
transactions are executed in accordance with management's authorization and 
recorded properly to permit the preparation of consolidated financial statements in 
accordance with generally accepted accounting principles. In designing control proce- 
dures, management recognizes that errors or irregularities may nevertheless occur. Also, 

estimates and judgments are required to assess and balance the relative cost and 
expected benefits of the controls. Management believes that the Company's account- 
ing controls provide reasonable assurance that errors or irregularities that could be 
material to the consolidated financial statements are prevented or would be detected 
within a timely period by employees in the normal course of performing their assigned 
functions. 

5 4  The Board of Directors pursues i ts oversight role for these consolidated financial 
statements through the Audit Committee, which is comprised solely of Directors who 
are not officers or employees of the Company. The Audit Committee meets with man- 

agement periodically to review their work and to monitor the discharge of each of their 
responsibilities.The Audit Committee also meets periodically with KPMG Peat Marwick, 
the independent auditors, who have free access to the Audit Committee or the Board of 
Directors, without management present, to discuss internal accounting control, audit- 
ing and financial reporting matters. 

KPMG Peat Marwick is engaged to express an opinion on our consolidated finan- 
cial statements. Their opinion is based on procedures believed by them to be sufficient 
to provide reasonable assurance that the consolidated financial statements are not 
materially misleading and do not contain material errors. 

M. BRUCE NAKAO 
Senibr V b  Prwide& 
i = W d A * i r t ,  
l%q-o*, 
Timwer d  ass^ Sewmy 
J = = r y  ff, y94 



quarterly results of 
operations (el 

(ktkoubd, e-myatedcccptper skarcdntas) 
1993 

Quarter Ended 
Feb.26 May 28 Aug.27 Nov.26 YearEnded 

Revenue -8,531. $ 79,633 $ 86533 . , #-Vr4Y 
lncome before 

income taxes 25,093 23,651 
Net income 15,462 14,450 
Net income per share -34 $ .31 

,$ .34 $ 

Shares used in computing 
net income per share 46,08; 46,726 46,457 ( 46,627 1 

Common stock 
price per share: I 
High $ 24.63 $ 37.00 
Low 16.25 14.50 

1992 

Q u a r t o r w  
Xug.28 W.27 Y m r W  

Revenue 
lncome before 

income taxes 
Net income 
Net income per share 33 $ .I8 
Shares used in computing 

net income per share 47,026 45,932 
Common stock 

price per share: 
High 
Low 

Mar. 1 

Revenue 52,600 
lncome before 

income taxes 20,533 
Net income 12,424 
Net income per share $ .28 
Shares used in computing 

net income per sham 
Common stock 

price per share: 
High --I 24.38 
Low 

Quarter Ended 
May 31 Aug. 30 Nov. 29 Year Ended 

Share and per share amounts have been adjusted for a two-for-one stock split, effective 

July 1993.The Company's stock is traded on the NASDAQ National Market System under 

the symbol ADBE. On January 31,1994, there were 1,019 holders of record of the Com- 

pany's common stock 
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