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THE YEAR 1992 was one of investment for Adobe. By investing in technologies 

and future products, we positioned the company for growth in the years 

ahead - a strategy that was challenging during the past year, because it meant 

a higher cost structure and reduced margins from our ongoing businesses in 

an already difficult economy. Despite these challenges, we were able to 

achieve $265,931,000 in revenue in 1992, an increase of 16 percent over 1991. 

Reflecting technology investments, including a $6,325,000 write-off of in- 

process research and development associated with an acquisition, our net 

income of $43,610,000 was down 16 percent from the previous year's figure 

of $51,607,000, and our earnings per share were $1.87, declining 17 percent 

compared with $2.25 in 1991. Although this was below our past levels of per- 

formance, we anticipate return on these investments in 1993 and beyond. 

Net income was also adversely impacted by a $6,000,000 loss on a real estate 

partnership. The combined effect of the loss on the partnership and the 

write-off of in-process research and development was to reduce net income 

by $7,728,000 and earnings per share by $.33. J THE NUMBER OF prod- 

ucts based on the Postscript" language continues to expand as new tech- 

nologies such as Postscript Fax, introduced in June 1992, demonstrate. 

Adobe's Postscript language is the basis for a growing family of software that 

we believe will shape the future of digital communication. 9 POSTSCRIPT 

LEVEL 2 software came of age in 1992, as OEMs brought Postscript Level 2 

printers to market. The vigorous growth in demand for these devices opens 



opportunities for both Postscript language and Adobe. To facilitatep 

development of Postscript devices without co 

standards of engineering and quality made a consider- 

able two-year investment to restructure 
Lq our OEM partners can participate more dnectly in the process of developing 

P'' their products. We call this p y  cooperative development." Cwprative 

development is now un dpfiy, and is expected to enable Adobe and our 

OEMs to bring ~os tp f fp t  products to market sooner and i n c r e a ~  their 

overall sales volum J OUR APPUC~TIOI PRODUCTS Division made major 4 investments in p atforms, new applications, and upgrading applications. fY" 
This activitythhered one of Adobe's primary strategic goals in 1992: building 

1 

framework so that our applications can be easily moved from 

computer. This technology is not limited to just the porting of 

, but also includes difficult aspects of cross-platform testing and 

assurance. We believe that, in a computer business environment that is 

so rapidly, the cross-platform versatility of Adobe" software is a 

cal advantage for customers. 9 ADOBE PRWIBRE~ AND Adobe m e  

anager" software were significantly upgraded and showed good sales 

The means of expression in a 

ierformance in 1992. Our investments this year in Adobe Photoshop' and 

be Illustratorm software, including new editions for the Windows plat- 

, will result in equally significant upgrades in 1993. These new versions 

sdy improve the effectiveness and usefulness of both applications 

widening their markets with fully compatible versions for Macintosh, 

UNIX environments. J ADOBE IS, ABOWE all, an advanced 

company. Our goal is to expand productivity in the workplace by 

how people communicate using computer technology. Over the 

past hPrO"L 18 ths, Adobe engineers have brought together some of the most 

to mow communications to a new level of efficiency. 

family Adobe Acrobat". J THB NEW ADOBE 

importance to business users because 

communication in a b o r a t e  world cannot be limited to just one kind of 

computer. Most corporah.own and support many ldnds of computers, as 

networks grow in size and Acrobat software will enable 

these machines to communicate each other across operating 

platforms, preserving the richness and depth f each document. For the first 7L 
time, electronic transmission of digital 
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digital world. 
computers - will be easier and faster than sending hard copies. 9 IN 
wmm Adobe and selected test sites, and in a demonstration at the Fall1 

COMDEX trade show, Adobe Acrobat technology has begun to meet 

high expectations that we and the industry set for it. 

technology is not just another computer application, 

changing the way corporations do business. Many 

cations will result from Adobe Acrobat sohare. 

customers and potential users, we have every 

vision for Adobe Acrobat kchnolo~. It will enter the m 

Investing in the future is especially difficult 

Adobe had the financial strength and the resolve to look the long term 

during 1992, we believe we have the @t teclmo1oaiesAducts and posi- 

tioning to take us into 1993 and beyond. 

JOHN E. WARNOCK ZHARLBS M. GESCHKE 
Cha President and 
and Chief Operating Ojicer 
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A c t u a l l y ,  
it is a computer. But when it 
only crunches numbers or 
processes words and inserts 

them into featureless spreadsheets or 

reports, it's only doing half its job. 

The other, more important half is to 

communicate all that data in an effective, 

meaningful way Before Adobe introduced 

the Postscript page-description language, 

personal computer users had almost no access to 

the richness of format, typography and illustration 

that adds expressiveness to digital communication. 

Without these capabilities, computers can only compute - 

often just adding to the rising tide of information, cluttering 

more than they communicate. 



F 
WITH POSTSCRIPT SOPIWARE and the growindies of products and 

technologies that go with it, c o m p u t ~ r ~ h h a n c e  communication and 

magnify the human mind. Th- l d a t e  our creativity, enabling us to 1 
express ideas in words, i n i d g e s  and in action. By opening this full 

C spectrum of digital exprpslon, and by providmg the underlying systems to 
A 

communicate inforFation fully and freely throughout the digital world, 

Adobe has mulfled the computer's power in a way that can't be m e 4  

of Expression for Any Idea, Anywuke 9 W m  ADOBS?S 

page-description language became d a b r e  in 1985, users were 

to incorporate text, graphics and images in documents and 

on devices such as the Apple LaserWiiter, the first commercially 

printer to contain a Postscript in&- The visual richness of the 

was aow available to desktop computer users, not just ptofessional 

world', today's Postscript ~ h o l o g y  allows the free flow of digitized 

, images, color and graphics from computer to output Qevice. Postscript 

h a r e  has emerged as the langcuage of choice for personal cornputem to 

print d kinds of information within and across major hardware pltf6rms 

kqd operating systems, 9 PomScarPr LANGUAGE T E ~ ~ ~ L O O P  a h  forms 

e foundation for thumands of appiicatiom that let users create and 

o ~ a p h y  video, audio, images and graphics in di-@tai form. 

st b\ri lt ive and popular of these appB&om are developed 

t: The Future of Digital Communication J  WIT^ EVERY 

in computer technology, it becomes dearer that traffic on the 

"diglkaA highway" of telephone lines, computer networks and other 
b informah generated by computers is multiplying beyond the potential to 7 

print, send w t o r e  hard copies. At the same time, digital information has 

become the as+ndant medium for home entertainment and personal 

communication. i ADOBE IS LEADING these trends of increased digital 

expression, basing b d u c t s  on Postscript, the platform-independent 

language that holds extensibility. Using the computer to 

express creativity in or illustration was once l i i ted  

to expensive, dedicated or now personal computers 

L, 
h- 

6 A D O B E  
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and Adobe software these tools on the desktop, within reach of a . 
wider market. Equally i m p h 4 e  are facilitating simpler, more direct 

7 

communication between all sorts h m p u t e r s  without any loss of the 

richness or depth that gives information i* 

L a a m  to the Ncxt k l  7 AT ADOBE, VB found that the most '1B: 
advanced, powerful solutions are often the ones tha; ake a quantum leap k- 
toward greater simplicity Finding them requires the visioko see the broader 

principle that underlies an immediate need . . . to h d  a new '11, c of solutions 

L or a category of technology, rather than make gradual, .*remental 

improvements. 7 THIS DRIVE FOR simple elegance led us to 

platform independence of the Postscript language. Like the 

on it, the Postscript language - now in the more powerful, efficient f b  of 

b Postscript Level 2 - is under continuing development. Further tapp 

. power of the PostSdpt language, new Adobe Acrobat software will pres 

the appearance of documents, regardless of the sending or receiv 

hardware or software. Scheduled for release this year, Adobe Acro 

products will make paperless document transmission and storage simple 

and practical. 7 As THE TECHNOLOGICAL framework of PostScri 

language-based products and applications continues to evolve, so do 

knowledge and sophistication of the computing public. 

Adobe provides the 

I communication capabilities that stand 
behind computer users everywhere ... 

enabling them to 

express 
4 A 

whatever, 
wherever? 
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The 

Common 
denominator 

ostscript software is more than the industry standard for computer printers. It is , 
l 

ie  foundation of Adobe technology, growing more rapidly today than ever before. 1 

lundreds of output devices and thousands of programs incorporate PostScript ' 
tnguage technology, which now supports a new generation of performance and 

zatures with P~r;tSaipt Level 2, including high-quality fax transmission. No matter 

[hat the digital communications need, the best answer includes Postscript 

oftware from Adobe. 

that continues X 
multiply 
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POSTSCRIPT IS  THE LINGUA FRANCA O F  THE COMPUTER WORLD 1 
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I POSTSCRIPT LEVEL 2 
& ' < ,  > ' , ,  ,: 7 7  

~i~~~~~~~~~~~ FAX 
Adobe's OEM *LI . ,*:, 

C u s t o m e r s  DISPLAY POSTSCRIPT 

POSTSCRIPT 
7 

The following manufaduren license 
Postkr~pt or Disphy PostScript software: 

k m L . j j  

3M Corporation &, , 
Agfa-Gevaerl N.V. 
Applecomputer, Inc. 

Biw-caporatPon 
~ l M I ~ ~ ~ I & S . P . A .  
cactus 
Canan, Inc 
(ompagComputer- 
DdnlpamSctemMfgCa,Ltd. 
m ~ m d u a w - n  
Digital Equm corporatron 
Digital FIX lnc. 
El. RPent&WandCempny 
 company 
aaCaMlksfor Imaging, Inc. 
Ftfjrtw Limited 
G(CTedmdogies 
Gemwlasers Pty. Umited 
Hewkn-mrd-ny 
In- Busrnesr Machines Corpontlon 
Lemrk International 
Linotype-Hell AG 

h-4EaR4rapPnc 
tdatdm R K t r k M d  Ca, Ltd 
~ n o y S l e % - ~  

WK w 
NWColnpugng Devices, Im 
NeXI, k 
Oc4 Graphlo USA Im 
a k i ~ l m l u s a y c a  
upmb, a Diviion of Intergraph 
W, lnc 
Ricoh Company, Ltd. 
scitew ColpDlath, Ltd. 
* E p s o n w  
SHkon Graphb IIK. 
SunM*ems,lnc 
SuperMacTechnology, Inc 
Synergy Computer Graphia Copomtion 
Tekrmnk, lnc. 
Temr lmmrmentr Incorporated 
vaimer, Inc. 

Labomrks, lnc 

As the bJrble aP the IarrrniortOonaI Strradarda Organization -. 
p&ge*da%ceipttea otain$lnr$ the  SactScrfpt lasguoge i s  the 

recognf%ed Epader la 

p a g e  d e s c r i p t i o n .  



THE IDEA BBHIND PostScript technology is still one of the most powerful in 

information processing: a high-level, device-independent computer lan- 

guage that is graphically powerful and capable of describing a document's 

appearance with total precision. It remains the only completely platform- 

independent page-description language - a characteristic that grows in 

importance as networks grow larger and more diverse. It could also be called 

time independent: a document printed on a PostScript printer today will 

print on a PostScript device in the future - and even on one purchased e&t 

years ago. !T EQUALLY SUITABLJI FOB tomorrow's high-definition television 

imagery or for simil- -gwxl-pn,-,,,-*tScript language is the 

basis of the don-al Standards Organization pa d'" For many the largest multinational corporations 

newsw ers and publishers, as well as for the U.S. federal gov+ment, 

~ o s G c r i ~ t  is the preferred imaging technology. "PostScript is noanger 

ded as a complicated page-description language used strictly for I$ 
lop publishing: according to a Market Metric report by Internati 

Data Corporation (IDC). "...Postscript is expanding beyond its nich 

include mainstream business users as well as graphics professionals.' 

9 IN ADDITION TO its acceptance across applications and operating envirrn 

ments, the reach of the PostScript language extends from inexpen 

rsonal computer printers to the highest-level imagesetters that serve 'F 
(Iting and publishing industries. h 1985, the entry-level investment f r a 

Ti 
t 

Pos cript printer was $7,000; in 1992, PostScript Level 2 models b r b  the 

k $1,000 rier. Also now available are Postscript -12 models F t  deliver 
7 t h e r m d - ~ o l o r  printing and dye-sublimation color prinw%x less than 

v- 
$4,000 and $10,~espect ively.  Before 1992, both &&nologies had typi- 

cally cost more than utput devices shipping, 

Adobe estimates that demand will continue to increase, and IDC agrees. 

According to IDC's Market Metric report, "The U.S. market for built-in 

Postscript and Postscript-clone page printers is expected to grow at a com- 

pounded annual rate of 22.4 percent from 1991 to 1996 . . . Adobe Systems is 

expected to continue its dominance over Postscript-done vendors." 

New Development Program 9 ADOBB MEETS THIS demand by working 

with original equipment manufacturers (OEMs), including the world's 

largest manufacturers of computers and printers. We now have licensing 

agreements with 45 OEMs - up from about 35 two years ago - and each has 



S Y S T E M S  

experienced its own growth in special -. mlume and the number 

of entries in its product line. A b o u p  Postscript printer products have 

reached the marketplace s b a  1 ~ b  with significant new entries each year. 
A 

9 AWES HM T R A D I T I O ~ P W O ~ ~ ~ ~  closely with OEMs in donlopment - 

M m g  them on fa+ and spedications to meet their marketing goals, 

engineering controflr boards that incorporate our Postscript interpreter 

and other dedperformance charsctnistics, then jointly evaluating the 

results. 9 r%, ADWB amounted an expanded ucooperative develop- 

designed to meet the p w h g  demand Eor Postscript printers. 

The ""r p am enables our OEM customms to perform b;ey PmtScript soft- 

eering activities in-haute, so they can bring more products to 

t efficiently, and d&re~the  those products with their own propri- 

etaq technologies or with the latest. features dadaped at Adobe. At the same 

1 , we have enlisted a number of third parties to provide some of the 

ustom engineering resources once provided exclusively by Adobe. The 

edive of this new, shared approach is not only to increase market share, 

also to help our OEM customers be as responsive as possible in a market 

has increasingly shorter product life cycles. About a dozen licensed 

OEMs already are participating in the cooperative development pro- 

nd three companies signed third-party developer agreements with 

1992. 

Mafket qpans ion  9 MARKET SHARE FOR Postscript laser printers 

continues kgrow. This expansion is driven by increased demand for cross- 

platform and &ork printing support, two capabilities unique to PostScript 

printers. One A g l e  of the growing acceptance of PostScript printers in the 

PC environment id& new highly acclaimed LaserJet 4M printer from v 
Hewlett-Packard, d e s i ~ p e c i f i c a l l y  for cross-platform computing envi- 

ronments. J IN ADDITION,* multifunction PostScript printers became 

available this year. The PAGE%MRQ 15 and PAGEMARQ 20 network 
k 
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printers from Compaq entwriter Model 95 and 97 printers from 

NEC combine the qu reliability and ease-of-use of laser -. 
printers with the universal communica7@s capability of fax machines. 

Costing about the same as a plain-paper faxma ine, Postscript Fax printers 

such as these can receive standard fax documents L\ plain paper from any 

fax machine. But from a PC, Macintosh or UNM wiatation, a Postscript 

Fax printer acts as a remote printer, receiving documents b t e d  from any of 
1 

the more than 5,000 applications that support the ~ o s t ~ c r i ~ l a n ~ u a g e  and 

producing high-resolution, plain-paper output. 

Professional Publishing 9 IN APPLICATIONS WHERE high-reso 

setters or high-volume printers are used, our Adobe PixelBu 

sor, released in September 1992, renders Postscript language im 

ten times faster than is possible with software-based ren 

product for the professional market, the Postscript Level 2 implementation 

1 . - - -  1 -  

n FOR MANAGING INFORMATI O N  

of our Configurable PostScript Interpreter (CPSI), can run on standa 

upgradable workstations. CPSI runs on a wide range of computi 

platforms, including Macintosh, PC and UNIX. New PostScript Le 

imagesetters announced in the fall of 1992 are expected to ship in the s 

of 1993. 

The UNIX Standard 9 A 1992 AGREEMENT between Adobe 

Microsystems established Adobe's Display PostScriptm system as 

dard imaging model for UNM platforms. This advanced graph software i 
enables users to view pages on-screen that match the outputkey receive 

from Postscript printers. Already included in workstat.gfrom Digital 

Equipment Corporation (DEC), IBM, Integrated Compup olutions (ICS), 

Network Computing Devices (NCD), NeXT, and ~ 9 4  Graphics, in 1993, 

Display PostScript will be available in ~un~oft 'pdlaris UNM- and Intel- 

based operating system. For the first time, & application developers can 

work in one broadly suppor ent, and UNIX users have full 

access to the benefits of PostScri 
r- 
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What happens when you want to  print a document from another computer but 

lack the selected typefaces? Anyone who has ever been on the receiving end of ten 

in plain, unexpected default type - or a fractured spreadsheet with half the data 

missing - knows the problem of a missing font. The solution: Adobe SulperATM 

software. It ensures that text in  a document arrives intact and in place, in  type 

hearly indistinguishable from the original. 
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PERHAPS THE BEST WAY a:: I ::. ., 3 

.,$SHOW .% YOU WHAT HAPPEN 
L&.L.i,,:: , , I 

TQ A DOCUMENR 
' :: , 

b * <  8 -  
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. ADOBE'S TYPE 1 font format is the industry standard for digital typography. 

It is recognized by end users, application vendors and service bureaus as the 

only true cross-platform type format, and has been accepted by the 

International Standards Organization as the basis for its outline font stan- 

dard, IS0 9541. Over the years, w e  1 has created a steady retail business 

and has been an integral component of our printing and document cornmu- 

nication technologies. !I BEGINNING WITH A dozen or so typefaces less than 

a decade ago, offerings in the T@e 1 format now encompass over 15,000 

A 

T 
M 

[ 1.0 ] To Adobe, type design is 

not just a matter of style ... but a matter of technology. Type 1 is 

recognized by application vendors and service bureaus as the only 

truly cross-platform type format, and has been accepted by the 

International Standards Organization as the basis for its outline 

font standard. 



typekces from the world's leading foundries; more than 1,700 of these are in 

the Adobe Type Library, including over 200 Adobe Originals" typefaces. 

With numerous awards from computer *magazines and design associations, 

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

industry. Adobe markets the library in various forms: as individual families 

and special collections, on media such as floppy disk and CD-ROM. Non- 

Latin choices include 9 Japanese typefaces and, introduced in 1992, one 

Cyrillic family. 9 A ~ ~ O U G H  WE CONTINUE to develop and acquire new type 

designs, our growth in this area is not just a matter of style . . . but a matter of 

technology. In 1992, we le master typefaces; the 

technology b rms the foundation lutionary font- 

substitutioA&ature in our SuperATM" software, an e n h a n q  version of 

  do be s e  ~anage r  (ATM") software that assures the metric a h a q  and 

f o r d g  integrity of nearly any text typeface it receives, even if t h b e i v -  

omputer does not have the selected font. 9 OUR TYPE 1 COPROCES R, 

gle VLSI (very large scale integration) circuit that contains Adobe's k- 
asterizing software, dramatically accelerates the rendering of any Typ 

nt - a particularly important function when printing Japanese-languag 

ocurnents. It was introduced by Oki in November 1992 in three printers fo 

e Japanese market, enabling them to process these complex character 

speed. 9 WHILB TYPE 1 TECHNOLOGY advanced, its typefaces bec 

1 
F 

I(only more numerous but more available. An agreement with Agple 

C o b t e r ,  Inc. to incorporate Adobe's Type 1 font-rasterizing technqgy in 
7 

the Quiwraw GX imagii model will give Macintosh users eq&ess to 

ent to the Type 1 stan- 

dard - IBM by adopting Adobe's font production software for printers and 

operating system software, and Xerox by licensing Adobe software to 

produce fonts in Type 1 format. In numerous similar agreements, Adobe 

type and type technology were licensed for inclusion in or bundled with 

applications and equipment throughout the industry. Such agreements 

reflect an interest in rich expression that extends beyond the Macintosh to 

the developing PC and UNIX environments. 
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solute 
The camera doesn't lie. But Adobe Photoshop software begins where the camera 

leaves off, turning photographs into spectacular flights of artistic imagination ... 
like this one for Absolut Vodka. Adobe Photoshop takes visual tools once available 

only in massive, dedicated systems -filters, paint and edit features, color mode 

conversion, image resizing and rotation, separations, and prepress - and puts then 

on the desktop, in the hands of art directors, designers, photographers, illustrator! 
I 

and video and multimedia artists. 

expression 
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DOCUMENTS ARE MORE than just words. They're charts, graphs, illustrations, 

photographs - elements that make words come alive. Adobe software 

provides the tools to create, manipulate, and combine words, pictures, and 

design for maximum impact in anything from a business proposal to a 

monthly magazine. And these tools are the overwhelming choice of a 

widening base of users who create documents. 7 THROUGH THE 1980s, 

Macintosh hardware was recognized as the equipment best suited for 

designers' needs, and design programs based on Adobe's Postscript language 

provided a virtually limitless toolbox for meeting those needs - and going 

beyond them. But by the end of the decade, as Adobe reached broad 

penetration of the graphic design market, these programs faced a new 

strategic challenge: to broaden acceptance within the design community and 

with non-Macintosh users working in the PC and UNIX environments. 

7 THE WLNDOWS PLATPORM, for example, opens graphic design and color 

desktop publishing possibilities in settings with IBM and IBM-compatible 

hardware - such as communications departments in thousands of 

corporations and government agencies. To address this emerging market, 

Adobe has rewritten or is rewriting Adobe design software in versions to run 

on Windows . . . but with identical file formats for compatibility between 



Adobe software has changed the way 

I M A G E S  

the design community works; applications 

such as Adobe Photoshop and Adobe 

Illustrator provide the tools to create, 

manipulate, and combine words, pictures, 

and design for maximum impact in rd anything from a business proposal to a 

monthly magazine. 

kcintosh and Windows platforms. Y IN 1992, ADOBE Illustrator 4.0 d 

s easily via diskettes and over networks. 9 S I N F  
990, Adobe Photoshop software ship 

100,000, and the program is fast b 

dition of Adobe Photoshop wa?@ 

-4 special effects to 

the program's capabilities. As with Adobe Illustrator software, users of 

Adobe Photoshop can exchange files between Macintosh and Windows 

environments. 9 IN ADDITION TO this cross-platform compatiiility, soon to 

include U N E  workstations as well, the updated version of Adobe Photoshop 

software incorporates a higher-performance architecture designed to take 

advantage of software plug-ins and accelerator boards. These can eliminate 

bottlenecks resulting from dculation-intensive functions - such as flters, 

painting and editing tools, image sizing, and rotation. More than 50 vendors 

already o&r such products, and Adabe is fostering future development by 

hensing further technol~gy to these companies. 
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EST 
distance 

'W. ' .'a'*;, .':+-. .-- I . _  

t look of rockvideos, like this one by U2, has shaped the visual aesthetic 

f a  whole generation. What makes the imagery, textures and colors that turn view 

n? For a growing number of today's video artists, the answer is Adobe Premiere 

Software. Before Adobe Premiere, video editors had two choices: old-fashioned 

linear editing, with i ts  manual scene searches and manipulation of imagery; or 

digitized, non-linear editing on expensive, preconfigured systems. Adobe Premiere 

nffers a better way: sophisticated, high-end digital video edlting right on a personal 

mputer. 

between video and 
imagination 
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e 

[ 2.0 ] Adobe Premiere 

is at the forefront of two technological revolutions: digital video editing, 

which allows the editor to access scenes immediately in any order; and 

the trend away from massively cumbersome, dedicated hardware. Adobe 

Premiere software streamlines the editing process, making sophisticated 

video editing capabilities and special effects available on the personal 

computer. 

a c t i o n  r A D O B E  PREMIERE I 



WHEN ADOBE PREMIERE joined the family of Adobe imaging software, it 

already met some of the stringent criteria we set for our applications: it was 

the most advanced technology in a field of its own creation, it was a tool to 

help people express themselves through computers, and it was designed for 

permanence and growth. New Adobe Premiere 2.0 builds on this solid base, 

broadening its capabilities and making it compatible with other Adobe pro- 

grams. Adobe Premiere now incorporates Postscript rasterizing software 

and can exchange files with Adobe Photoshop and Adobe Illustrator pro- 

grams, integrating motion and sound into the spectrum of expression for 

s+&empm time code set by the 

Television Engineera ~rh-er ':-~e and off-line 

systems used by broadcast ssionals. 

9 A001 Plm3arara 2.0 software for the Macintosh, which began s T" 1992, is at the forehnt of two technological revolutions. %first 

step, digital video editing, streamlined a process that ha 

anged much in decades. Before digital storage of video imagery, edi 
T 

- and later, videotape - required lining up recorded images like boxc x 
n a single track, then manipulating them in sequence. A made-for-T 

ovie might comprise more than 150,000 such boxcars. Instead of scannir 7 ousands of frames to find the right images, Adobe Premiere allows an ed 

to access them immediately in any order.. . instantaneously applyin a 

ly limitless palette of visual choices and special effects. 7 T 

OND VOLUTION is the trend away from the expensive, dedicated h R *: 
for requiring large amounts of stored data, such as & d video. # 
Continuing hkmces in data storage and data compression*es have 

reduced the cost the image. 

Adobe Premiere so in Apple's QuickTi~ne 

format (or soon in Microsoft's Video for Windows format) and stored 

in equipment of the user's choice, on disk or removable media. 9 

C O M B ~ G  'rm BWAD range of editing options that professionals want - 

including graphic$ and special effects - with cost advantages and convenient 
1 

access, Adobe Premiere is already in use for music videos and upcoming 

movie releases, including Tire Addam Family 2 and Jurassic Park. Its impact, 

in fact, has already spread far beyond Hollywood: President Clinton's 

video mini-biography, A Place Called Hope, was edited with Adobe Premiere 

software. 



S Y S T E M S  s W O R D S  s 

EXPRESS 
whatever 

Communicate? Computers? They can't even say hello. Not unless they share the 

same operating system and software, which they often don't - even within 

networks. The -bat family of software, which begins shipping later this 

year, solves this communication problem. It captures type, images and formats; 

builds annotation and navigation capabilities into documents, and makes them 

transmissible between computers that have nothing in common ... except 

Adobe Acrobat. 

wherever 



I M A G E S  s A C T I O N  

PRCEBLf M :  

M O S T  C O M P U T E R S  C A N ' T  

E X C H A N O E  D O C U M E N T S  W I T H  

E A O H  O T H E R .  

Huh? 

A 

BOLUTII3Ellrl: 

I N T R O D U C I N G  A D O B E  A C R O B A T  



S Y S T E M S  

The Adobe Acrobat 
7 

softmre family is 7 
r way computers can 

easily exchange documents 
i m e s s  of platform, w typefaces, aperating 

systan or mlication 
software . A 

Adobe Acrobat software's Portable Document 

1 Format will be documented and published for use by software developers as an 
Il 

1 open standard and, like the IJonScript hr~wgo, will define new boundarlas for 

expressiveness and versatility En djgbl cornmun9don. 
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A C T I O N  

' ~ E P A C B S ,  FORMATTING, I U U ~ ~ ~ O N S ,  charts, photographs . . . all these are 

part of a document's message. The computer that cannot receive or transmit 

them fully cannot communicate fully Neither can the user who must worry 

about losing a document's expressiveness. 9 WITH NETWORKS MIXING hard- 

ware and software more and more freely, the Adobe Acrobat software family 

is designed to facilitate communication as nothing else can: the way computers 

can easily exchange documents regardless of platform, typefaces, operating 

system or application software. It frees the user to communicate ideas rather 

than spend time bridging systems. 9  ON^ ADOBE ACROBAT is installed, any 

document produced on a computer can include an embedded description of 

its appearance written in Portable Document Format (PDF) . . . a description - - - 
that computers w i t h s b a t  Viewern can -ven if they lack the 

I - 
originating sodare or fonts. Data compression techno 

re9uiremd for the description low. Yet the information 

plete&ery detail - whether the document has one or thousand, ". 
colors or images. 9 A DBMONSTRATION OF the Adobe Acrobat p 

dy's capabilities earned it the "Best of Show" and "Most Sig 

ethnology" awards in the fall 1992 Best of COMDEX competition con r 
YTE magazine and the Interface Group. The elusive and long-sou 

of document portability only begins to suggest its potential. In fact, 

Acrobat product family could hold the key to a new era of digital pu 

the Adobe Acrobat product family its versatility. Potential extensions of the 

product line, including optical character recognition and document retrieval 

systems, can contribute to Adobe Acrobat software's sophistication and ease 

of use - making electronic transmission easier, more practical, and more 

valuable than exchanging hard copies. f -Y BEING TESPED by major 

corporations, Macintosh and Wmdcm versions of Adobe Acrobat products 

are expected to be released during the first half of 1993. The Portable 

Document Format will be documented and published for use by software 

developers as an open standard and, like the PostScript language, will define 

new boundaries for expressiveness and versatility in digital communication. 



. . lanagement 's  L . ~ c u s s i o n  a n d  Ana lys is  

The following discussion should be read in conjunction with the consolidatedfinancial statements 
and notes thereto. 

R E S U L T S  O F  O P E R A T I O N S  
(In millions, exceptper share atnounts) 

Revenue 
1 Cim5 Change 1990 

$265.9 16% $226.7 36% $168.7 

In 1992, the Campmfi mldwib net ievenw p e w  16 pwceat over the prior year, 
c o m p d w i t h ~ n u e ~ d a f ~ ~  in991 we f8410. 

Revenw growth is attributable tro an ina?easnr in b6h l&;enstng and application products 
revenue. Product unit d u m e  (as opposed ta pticej g w t h h  been the principal &or in 
the Company's revenue gmwth. 

Product Groups 

1992 Change 1991 Change 1990 
Licensing $152.7 10% $139.5 2396 $113.6 

The increases in licensing revenue are the result of increased unit shipments of products 
containing the Postscript interpreter and the Display PostScript system by original 
equipment manufacturer (OEM) customers. While the number of units shipped by OEMs 
continued to grow on an annual basis, the Company's revenue growth rate has slowed from 
the prior years due to a dedine in the rate of unit shipment growth between 1991 and 1992 
coupled with reductions in average royalty price per unit in 1991 and 1992. Royalty per unit 
i s  generally calculated as a percentage of the end user list price of a printer. As printer list 
prices have declined, the average royalty per printer has declined resulting in slower 
licensing revenue growth. However, some components of licensing revenue are based on a 
flat dollar amount per unit a d  typically do not decline with list price changes. PostScript 
products include printers in both Roman and Japanese languages, imagesetters and 
workstations. The Company has seen year-to-year increases in the number of OEM 
customers from which it is receiving licensing menue, demonstrating continued acceptakce 
of PostScript software, as well as reflecting o dieersiflcation of the Company's customer base 
across Macintosh, IBM PC and compatibles, and mdtiple platform markets. No OEM 
customer accounted fbr more than 10 percent ofthe Company's total revenue in fiscal year 
1992. Apple Computer, Inc. (Apple) accounted for approximately 11 percent of the 
Company's total revenue in 1991, compared to 23 percent in 1990. 

1992 Change 1991 Change 1990 
Application products $113.2 25% $90.2 64% $55,1 

The primary reason for the growth in application pduc t s  revenue was increased demand 
for Adobe Photoshop, Adobe Illustratur, and Adobe Premiere software. The Company 
released a new version of Adobe Illustrator 4.0 software for the Windows environment 
during the second quarter of 1992 which contributed to the growth in revenue for Adobe 
Illustrator. During the fourth quarter, shipments of Adobe Dimensions", Adobe Type 
Manager (ATM) 2.5 for Windows, a new version of Adobe Premiere 2.0, and Adobe 
Illustrator 3.0-J (Japanese Version) also contniuted to the growth in revenue. 



Direct costs 
1992 Change 1991 Change 1990 

$48.5 11% $43.8 45% $30.3 
Percentage of revenue 18.2% 19.1% 18.0% 

Direct costs include packaging, diskettes and shipping for application products as well as 
royalties for typeface designs that are distributed as downloadable software 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. 
Direct costs decreased as a percentage of revenue in 1992 because a licensing agreement with 
a major typeface foundry was renegotiated at the beginning of the year. 

1992 Change 1991 Change 1990 
Research and development $49.6 49% $33.2 64% $20.2 
Percatage of revenue 18.7% 14.5% 12.0% 

Research and development expense has increased significantly over the Iast three years, 
growing more rapidly than revenue, as the Company has invested in new technologies and 
new product development. Much of this increase is attributable to personnel additions. 
Approximately 55 percent of the 186 new employees hired in 1992 arcinvolved in research 
and development efforts. Many of these are engineers working with OEM customers to 
design and implement PostScript Level 2 devices, and to enhance the Company's application 
products, especially for the Windows environment. The Company has also made a 
significant investment in its Adobe Acrobat technologies that will allow the exchange of 
documents across computer platforms. Products incorporating this technology have been 
demonstrated to potential users and the Company expects to release them during the first 
half of 1993. The Company believes that investment in research and development is 
necessary to remain competitive and expects research and development expenses to increase 
as a result of planned additions to its engineering staff. The increases in research and 
development expense planned for 1993, however, are expected to be at a lower rate than 
experienced in 1992. 

1992 Change 1991 Change 1990 
Write-off of in-process 

research and development $6.3 - - - - 
Percentage of revenue 2.4% - - 

During the third quarter of 1992, the Company acquired OCR Systems Incotporated 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, 



Sdes, marketins and customer support 
1992 Change 1991 Change 1990 

Sales, marketing and 
customer support $70.8 26% $56.4 38% $40.8 

Percentage of revenue 26.6% 24.6% 24.2% 

The Company has expanded its market presence in Europe and Japan, adding staff to its 
sales offices and increasing promotional activity worldwide. The increased expense also 
reflects the addition of personnel to accommodate the growth in sales from existing 
products, as well as to support the introduction of upgrades of existing products and the 
release of new products. As the installed base of customers has gt.lrwn, the Company has 
added personnel to accommodate the increasing demand for customer support. The 
Company expects spending for sales, marketing and customer support to continue to increase. 

General and kdmi&&pitk 
1992 Change 1991 Change 1990 

General and administrative $22.3 21% $18.4 21% $15.2 
Percentage of revenue 8.494 8.0% 9.0% 

General and administrative expenses increased from 8.0 percent to 8.4 percent of revenue 
from fiscal year 1991 to fiscal year 1992. Much of the growth is attributable to personnel 
additions. Other factors contributing to increased spending include legal expenses, 
investment in management information system6, expansion of public relations programs, 
and accounting support for the European and Japanese offices. 

In&m inane grew by $1.4 d n  in 1992 &om 1991 and by $1.6 million in 1991 over 
1990 as tha C ~ B I I ~ B  cash b a l m  and dmt-km hwtments grew yaw-ta-year, allkt 
s~mmhat' by declining interest rates. The Campany$ cash balances and short-term 
investments hiwe b a e d  each par due to profitable operations and modest s x p e m  
for q i t a  crutkp and other investmen&. The Company i n d  a $6 million lm m a real 
estate partnership in the fourth quarter of fiscal yes 1992, as it withdrew from this 
~~, dw eomplieatioas that &a the cbdoperb ability to finance the project 
and to meet spec& dedqment timetables. 



The Company's effective tax rate was lower in 1992 compared with preceding years, 
primarily because the Company was able to take advantage of $3.3 million in research and 
development credits in fiscal year 1992. The research and development credit has been 
cancelled as of June 30,1992 and it is unclear whether it will be renewed. Nonrenewal would 
adversely impact the Company's 1993 tax rate which is expected to exceed 38 percent. 

In February 1992, the Financial Accounting Standards Board issued Statement No. 109, 
"Accounting for Income Taxed' which the Company adopted in the first quarter of fiscal year 
1992. The adoption of this statement did not have a material impact on the Company's 
consolidated financial statements. 

For an analysis of the differences between the statutoiy and effective income tax rates, see 
Note &Income Taxes in the Note to C o d d a t e d  Financial Statements. 

Net ineonre d net income per share 
1992 Change 1991 Change 1990 

Net income $43.6 -16% $51.6 29% $40.1 
Percentage of revenue 16.4% 22.5% 23.8% 
Net income per share $1.87 -17% $2.25 23% $1.83 
Weighted shares 23,325 2% 22,941 5% 21,923 

(In thousands) 

Net income for fiscal year 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 were $1.87, a 17 percent 
decrease from fiscal year 1991. These one-time charges resulted in a reduction in earnings 
per share of $.33. 

Facaws that mayoffect , -  , future &ts of ~~pd*ati~llg. 
-, --+., . - - 8 - 

8 - -.-- - -. -- . . a 
The compsnj. bilikves that k e  future its reiults of operations could be impacted by 
factors such as the renegotiation of royalty arrangements, delays in shipment of the 
Company'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, 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 successfdly adapt to current 
market needs may also have an impact on the results of operations. The Company has 
announced that it intends to release several new products and upgrades of existing products 
in fiscal year 1993. A portion of the Company's future revenues will come from these 
products. Delays in such introductions 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 immediate 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 a 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 Company's common stock price. 

In December 1990, the Financial Accounting Standards Board adopted Statement No. 106, 
"Employer's Accounting for Post Retirement Benefits other than Pensions:' which requires 
the accrual method of accounting for post retirement health care benefits beginning no later 
than fiscal 1994. The Company does not provide any post retirement health care benefits 
and does not expect this new standard to impact its financial position. 

F I N A N C I A L  C O N D I T I O N  
(In millions) 

Cash, cash eq-m, md short-term investments totdcd tl59.a million at the end of 
Wye iu  1993, o a m p d t o  $1U% d w  in W p e s v  1991, representing 57 percent and 
53 p m n t  of totai ~ a e t s ,  respectively. Cash equivalents consist of highly Uqaid money 
ntarht btmments, Short-term invesfments are d e d  at the lower d cost or market value 
and consist principally of municipal bonds, commercial paper, money market preferred 
s t d a ,  asset-- semdtim and treamq notea 

The Conpany has ao  lon&term debt. Sehcehoiders? equity as of November 27,1992 was 
$224.6 d o n . )  camped to $182'8 dUm as of Nomber 29,1991. 

Wbrkiaig capital ;grew to $167.6 million a9 of November 17, 19929jk, wmpred  50 $124.7 
million am of N m b a  29,1991. Cash ftw fmviM by opemtbns during kd par 1992 
was $N.4 million. Expenditures for pxopezy and equipem totaled $11.9 m u o n  and 
investment In trp& production was $5.8 &on. 

Net cash mcl fbr hmcing ~~:tMries &mhq f k d  year 1992 wiw $9.7 million: $10.3 &on 
was pzodded by p m ~  from Lmce of common stock, $72 millien wa8 used to pay 
eash tMdenL, end $12.7 d l b n  was used tD ~ U T &  m m n  stuck. Rep- of 
the Companfs common stock will continue in fiscal 1993 in older t.a pmide shares for 
isma under its stock plans. 

The Campmy believes that present working capital l d  Induding cagh generated Grom 
opemiticms, are ardeguate to meet its qprathgmsh nxpkmmts in the fmaeeable fhm. 



C o n s o l i d a t e d  B a l a n c e  S h e e t s  

(Dollars in thousands) 

Nov. 27 Nov. 29 
1992 1991 

Assas 
Current assets: 

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

Total current assets 

Property and equipment 
meface production costs 
Other assets 
Deferred income taxes 

Li&Wties and ghotehaldd Equity 
Current liabilities: 

Accrued expenses 
Income taxes payable 
Deferred revenue 
Tkde and other payables 

Total current liabilities 

Deferred income taxes 

Shareholders' equity: 
Preferred stock, no par value; 2,000,000 shares 
authorized; none issued 
Common stock, no par value; 100,000,000 shares 
authorized; 22,224,553 and 22,133,069 shares 
issued and outstanding as of November 27,1992, and 
November 29,1991, respectively 
Retained earnings 

Total shareholders' equity 

See acwmpanying notes to consolidatedfinancial statements. 

n J ' . ,  
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C o n s o l i d a t e d  S t a t e m e n t s  o f  I n c o m e  
I 

Years Ended 

Revenue 
Licensing 
Application products 
Total revenue 

eoste and ErpeMca 
Direct costs 
Research and development 
Sales, marketing and customer support 
Geneml and administrative 
Write-off of in-process research and development 
Totalms&andkxpenses 

Operating income 
Interest income 
Loss on real estate partnership 

Income before i n a n e  taxes 
income tax expmse 
Net income 

Shares used in cornping net imomeper share 

See aamjmyitgnotss to conw~f i~&stntements .  

(In thousands, exceptper share data) 

Nov.27 Nov.29 Nov. 30 
1992 1991 1990 



C o n s o l i d a t e d  S t a t e m e n t s  o f  S h a r e h o l d e r s '  E q u i t y  

(Dollan in thousands) 

Common Stock Retained Shareholders' 
Shares Amount Earnings Equity 

Balances as of December 1,1989 I 
Issuance of Common Stock under 

Stock Option Plan 
Issuance of Common Stock under 

Employee Stock Purchase Plan 
Issuance of Common Stock under 

Restricted Stock Plan 
Tax benefit from employee stock plan:. 
Restricted stock compensation expense 
Dividends declared at $.24 per share 
Repurchase of Common Stock 
Net income 
Balances as OfNovember 30,1990 

Issuance of Common Stock under - 

Stock Option Plan 
Issuance of Common Stock under 

Employee Stock Purchase Plan 
Issuance of Common Stock under 

Restricted Stock Plan 
Tax benefit from employee stock plan? 
Restricted stock compensation expemIISl 
Dividends declared at $.32 per share 
Repurchase of Common Stock 
Net income 
Balances as OfNovember29,1991 

Issuance of Common Stock under 
Stock Option Plan 

Issuance of Common Stock under 
Employee Stock Purchase Plan 

Issuance of Common Stock under 
Restricted Stock Plan 

Tax benefit from employee stock plans 
Restricted stock compensation expense 
Dividends declared at $.32 per share 
Repurchase of Common Stock 
Net income 
Balances as OfNmmber27,1992 

!ke accompanying notes to comdidatedfina~ statements. 



C o n s o l i d a t e d  S t a t e m e n t s  o f  C a s h  F l o w s  

(In thousands) 

Years Ended 

Cash Flows fram 0,perating Activities 
Net income 
Adjustments to reconcile net income to 

net cash provided by operating activities: 
Restricted stock compensation expense 
Depreciation and amortization 
Dehred income taxes I 
Write-off of in-process research and development 
Loss on real estate partnership 
Changes in operating assets and liabilities: 

Receivables 
Inventory 
Other current assets 
Accrued expenses 
Income taxes payable 
Deferred revenue 
Bade and other payables 

Net cash provided by opemtdng activities 

Z'ash fmm hwting Ae?hities 
Short-term investments, net 
Property and equipment 
Typeface production costs 
Other assets 
Acquisitions, net of cash acquired 
Net cash usadfor inmting acliviries 

Cash Mows brsm Pinancing Activities 
Proceeds from issuance of Common Stock 
Repurchase of Common Stock 
Dividends paid 
Net cash pmvW by (usedF,r)financing activities 

Net increase in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end ofyear 

Snpphentai Didoewes 
Cash paid during the year for income taxes 

Non-cash investing and financing activities: 
Tax benefit from employee stock plans 
Dividends declared but not paid 
Notes payable relating to acquisitions 
Deferred taxes relating to acquisitions 

Nov. 27 Nov. 29 Nov. 30 
1992 1991 1990 

See accompanying notes to consolidatedfinancial statements. 
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N o t e s  t o  C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s  

Nmrnbar27',1992, November29,1991, andNmmber 30,1990. 

Note 1. 
S I G N I F I C A N T  A C C O U N T I N G  P O L I C I E S  

~d~~ 
Founded in 1982, W e  Systems Incorporated develops, markets and supports computer 
software products and technologies that enable users to create, display, print and 
communicate all  forms of electronic documents. The accompanying consolidated financial 
statements include those of Adobe and its wholly awned subsidiaries, a i k  dimination of all 
significant intercompany accounts and transactions. Realized and unrealized foreign 
exchange gains and losses, which have not been material, are included in results of 
operations. 

~ I I E  l h p h a h a  
Cash equivalents consist of highly liquid money market instruments, which have original 
maturities of three months or less at the time of acquisition. 

Shm-Wm I m - t s  
Short-term investments are carried at the lower of cost or market value. As of November 27, 
1992, short-term investments consist principally of municipal bonds, commercial paper, 
money market preferred stocks, asset-backed securities, and treasury notes. 

--F 
Inventory is stated at the lower of cost (first-in, first-out basis) or market ( n ~ t  realizable value). 

Property and Equipment 
Property and equipment are stated at cost less accumulated depreciation and amortization. 
Depreciation is calculated on the straight-line method over the estimated useful lives of the 
respective assets, generally three to eight years. Leasehold improvements are amortized aver 
the lesser of the lease term or the estimated useful lives of the related assets, generally five to 
nine years. 

s+-- 
Research and development costs are charged to expense when incurred. Costs incurred in 
the research and development of new software products and enhancements to existing 
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 Statement of Financial 
Accounting Standards (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. Typeface production costs, less $12.5 and $8.8 million accumulated 
amortization in 1992 and 1991, respectively, comprise direct and indirect costs associated 
with the production of typefaces to be used with the Postscript interpreter, or to be 
distributed in shrink-wrapped packages to end users through retail channel or directly from 
the Company. 

mwh#& 
Other assets are stated at cost less accumulated amoshtion. Amortization is provided on 
the straight-line method over the estimated useful lives of the respective assets, generally 
three years for technology, ten years for goodwill and three to six years for licensing 
agreements. 



Revenue Recognition 
Licensing revenue is recognized when the Company's OEMs ship their products 
incorporating Adobe's software to their end-user customers. Application products revenue 
is recognized upon shipment. 

The Company also enters into contracts with OEMs to provide research and development to 
adapt the Company's software products to the OEM's hardware products. 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 Gosts 
Direct costs include royalties, amortization of typeface production costs, ilmortization of 
acquired technologies, and direct product, pa&ging and shipping costs. 

IacomeTare~ 
In February 1992, the Financial Accounting Standards Board hued  Statement of Financial 
Accounting Standards (SFAS) No. 109, Accounting for Income Taxes. Under the asset and 
liability method of SPAS No. 109, deferred tax assets and liabilities are recognized for the 
future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities measured using enacted tax rates expeded to apply 
to taxable income in the years in which the temporary differences are expected to be 
recovered or settled. Under Statement 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. 

Effedive December 1, 1991, the Company adopted SPAS No. 109. The effect of the 
change in the method of accounting was not material to the consolidated financial 
statements. However, certain reclassifications have been made to the tax accounts to 
conform to SPAS No. 109. 

Concentration of Credit Rhk 
The Company's investment portfolio is diversified and consists principally of investment 
grade securities. Credit risk in receivables is limited to original equipment manufacturers, 

. and dealers and distributors of hardware and software products to the retail market. While 
no customer represented in excess of 10 percent of sales in 1992, one OEM represented 11 
percent and 23 percent of sales in 1991 and 1990. 

Net I n d e  Per ~mmoia @wk 
Net income per common share is based upon weighted average common and dilutive 
equivalent shares outstanding. Dhtive common equivalent shares are determined using the 
treasury stock method. my diluted earnings per share for the years ended November 27, 
1992, November 29, 1991, and November 30, 1990, were not materially different than 
primary earnings per share. 

R d t i s ~ ) i f i & t b 8  
Certain dassifiatims were made to the 1991 and 1990 consolidated financial statements 
in order to conform to the 1992 presentation. 



Note 2. 
R E C E I V A B L E S  

(In thousands) 

Royalties 
Product sales 
Interest and other receivables 

Less allowance for doubtful accounts 

Note 3. 
P R O P E R T Y  A N D  E Q U I P M E N T  

(In thousands) 

Computers and peripherals 
Furniture and fixtures 
Leasehold improvements 

Less accumulated depreciation and amortization 

Note 4. 
O T H E R  A S S E T S  

During 1992, the Company acquired OCR Systems Incorporated 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 technblogies into 
future products. Also in 1992, the Company entered into licensing agreements with several 
companies to assist in the upgrading of existing products and to develop new products. 

During 1991, the Company licensed the rights to a patent covering color imaging 
technology for $4 million, and signed an agreement with H. Berthold AG, which grants the 
Company rights to distribute the Berthold collection of typefaces in the Type 1 format for 
$5.7 million. 

During 1991, the Company also invested $6 million in a real estate partnership to acquire 
land and develop office space for its own use. The Company was a l i i t e d  partner and 
accounted for its investment under the equity method. During 1992, the Company chose to 
abandon its efforts to pursue the development of land and buildings under this partnership. 
The Company has entered into an agreement with the general partner to dissolve the 
partnership without recourse to the Company. Accordingly, the investment of $6 million 
was written off in the fourth quarter of 1992. 



Note 4. continued 

(In thousands) 

Acquired technology and goodwill 
Licensing agreements 
Investment in real estate partnership 
Other 

Less accumulated amortization 

Note 5. 
A C C R U E D  E X P E N S E S  

(In thousands) 

Rent 
Royalties 
A m e d  compensation and benefits 
Marketing development funds 
Other 

Note 6. 
I N C O M E  TAXES 

(In thousands) 

Current: 
U.S. Federal 
Foreign 
State and local 

Total current 

Deferred.. 
U.S. Federal 
State and local 

Total deferred 
Charge in lieu of taxes attributable 

to employee stock plans 



The total income tax expense differs from the expected tax expense (computed by 
multiplying the U.S. income statutory rate of 34 percent to income before taxes) as a result of 
the following: 

Computed "expected" tax expense 
State tax expense, net of federal benefit 
Research credits 
Other 

The tax effects of the temporary differences that give rise to significant portions of the 
deferred tax agsets and deferred tax liabilities as of November 27,1992 are presented below: 

(In thousands) 

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

Total gross deferred tax asset 
Deferred tax asset valuation allowance 

Total deferred tax asset 

Deferred tax liabilities: 
Basis difference of assets from acquisition 
Font costs 
capitaileases 

Total deferred tax liability 
Net deferred tax asset 

Deferred income tax expense (benefit) represents the effect of changes in the amounts of 
temporary differences. The sources of the temporary differences for 1991 and 1990 arise 
principally from deferred revenue, typeface production costs, capitalized costs, investment 
losses not currently deductible and certain allowances and reserves. 



Note 7. 
C A P I T A L  S T O C K  

The Company has authorized 2,000,000 shares of Preferred Stock and 100,000,000 shares of 
Common Stock. 

Stock Plans 
The Company adopted an Employee Stock Purchase Plan on January 1, 1988. Under the 
terms of the plan, eligible employee participants purchase shares of Common Stock 
semiannually at the lower of 85 percent of the market price on either the purchase date or 
the offering date. 

As of November 27, 1992, the Company had reserved 8,000,000 shares of Common Stock 
for issuance under its 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. AU options have a five or ten-year term. 

Balances as of November 30,1990 

Increase in 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 
(1,418,172 options exercisabIe) 

Options 
Available Price 
for Grant 

,032,716 

8erztoircdSeocdcPb 
In 1987, the Company adopted the Restricted Stock Option Plan, which 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. Vesting is identical to the 1984 Stock Option Plan, as 
described above. As of November 27,1992,70,000 shares were outstanding under this plan, 
of which 27,500 are vested I 

In 1989, the Company adopted a Restricted Stock Plan, which provides for granting of 
restricted stock to officers and key employees. Shares issued under this plan vest annually over 
three years, but are considered outstanding at the time of grant, as the shareholders are entitled 
to dividends and voting rights. Grants to officers and key employees totaled 310,150 shares as 
of November 27,1992, of which 86,957 were unvested. Compensation expense associated with 
this plan was $2.3, $2.2 and $1.3 million in 1992,1991 and 1990, respectively 



Shareholder Rights Plan 
On July 12, 1990, the Company adopted a shareholder rights plan. The 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 outstandmg share of its Common Stock held as of July 24,1990. Each 
right entitles the registered holder to purchase from the Company a share of Comrn~n Stock 
at $230. The rights will not be exercisable until certain events occur. The rights are 
redeemable by the Company and expire July 24,2000. 

Note 8. 
S U P P L E M E N T A R Y  I N C O M E  S T A T E M E N T  I N F O R M A T I O N  

These items are included in costs and expenses in the accompanying consolidated 
statements of income. 

(In thousands) 

Royalties 
Amortization of intangibles 
Advertising 

L!kw 
Note 9. 

The Company has operating leases for the corporate headquarters, field sales offices and 
certain office equipment that expire at various dates through 2001. Rent expense for these 
leases aggregated $7.2, $5.8 and $5.0 million during the years ended November 27, 1992, 
November 29, 1991, and November 30, 1990, respectively. As of November 27, 1992, future 
minimum lease payments under noncandable operating leases are shown below: 

(In thousands) 

Total minimum lease payments 

,998 and 
beyond 251 

$ 27,221 

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. 



I n d e p e n d e n t  A u d i t o r s '  R e p o r t  

To the Board of Directors and Shareholders of Adobe Systems Incorporated: 1 
We have audited the accompanying consolidated balance sheets of Adobe Systems 
Incorporated and subsidiaries as of November 27, 1992, and November 29, 1991, and the 
related consolidated statements of income, shareholders' equity, and cash flows for each of 
the years in the three-year period ended November 27, 1992. These consolidated financial 
statements are the responsibility of the Company's management. Our responsibility k to 
express an op,inion on these consolidated,Spancial statements based on our audits;l,, 

--$, f 1- ' d , . -3- - ' . J:* $-- I.-,-."- '4 +,:,-T----!!L-:'- -. 
We conducted our audits in accord&& 24 generally accepted a&ting s&dards.'%se 
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 disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that ow audits provide a reasonable basis for our opini~n,.. 

In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Adobe Systems Incorporated and subsidiaries as 
of November 27,1992, and November 29,1991, and the results of their operations and their 
cash flows for each of the years in the three-year period ended November 27, 1992, jn 
wnformitywith generally accepted accounting principles. 

KPMG PEAT MARWICK 
San Jose. California 
December 15,1992 



Q u a r t e r l y  R e s u l t s  o f  O p e r a t i o n s  ( U n a u d i t e d )  

r 1992 
Quarter Ended Yew Ended 

kb. 28 May29 Aug. 28 Nw.27 Nm. 27 

Revenue 
Income before 

income taxes 
Net income 
Net income per share ,' 
Shares used in 

per share calculation , 

Common Stock 
price per share: 

High 
Low 

J .- - .. - - 

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 

- - Qwwmbdd Year Mded 
- 1  m31 . Nb~29  W 2 9  

Net income 
Net income per shase 
Shares used in 

per share calculation 
Common Stock 

price per share: 

wish 
Low 

1990 
Quarter Ended Year Ended 

Mar. 2 Jun. 1 Aug. 31 Nov. 30 Nov. 30 

Income before 
income taxes I 

The Company's stock is traded on the NASDAQ National Market System under the symbol 
ADBE. On January 29, 1993, there were 1,047 holders of record of the Company's Common 
StoGk. 

4 7  L O O O E  
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