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At Adobe, we conslder the Internet 

age our greatest opportunity yet. 

In this revolutionary time,welre building on our legacy 

of technological leadership in every market we serve. 

We're developing future standards for the World Wide 

We've already set challenging Web. And we're opening new possibilities for our long- 

precedents. Many of our flag- time customers, who are some of the most innovative 

shipsolutiorrs-ruchasAdobe' and passionate people in the world. 

Postscript' software, Adobe 

Photoshop' software, and Adobe Portable Document 

Format (PDF)-have changed not only the market- 

place but the way the world communicates. They 

have also served as catalysts for other new products, 

new markets, and new companies--business opportu- 

nities unimaginable 16 years ago when we first 

opened our doors. 

From magazines laid out with our professional design 

tools to television commercials enhanced by our visual 

effects software, Adobe technology touches what the 

world sees. While we are proud of that presence, we 

know it is merely the beginning.Our future extends far 

beyond visual communications to publishing houses,cor- 

porate officesand government agencies where people 

are grappling with critical productivity issues that require 

sophisticated information-management solutions. 

As you read on, you'll see that Adobe is not only provid- 

ing world-class technology and software solutions, 

but is fundamentally changing the way people do busi- 

ness. When it comes to meeting the demands of the 

Internet age, as well as the challenges that lie ahead, 

the best answers stan withmA/. 
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revenue totaled $895 million, a 2% 

97, and reported net income reached 

decrease com- 

$105 million, a 

I pared with fiscal 1997. Included in net income are 

'ges of $38.2 million and investment gains of 

:a1 1997, net income included investment gains 

3lication products reached a record $731 million, 

1997, and licensing revenue from Adobe Postscript 

lion, compared with $196 million in fiscal 1997. 

I the previous fiscal year was due in large part to the 

md decreased licensing revenue. In particular, rev- 

iom $204 million in 1997 to $148 million in 1998. The 

:remove Adobe Postscript software from its mono- 
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!structuring plan that streamlined our organization 

tive decision making. The resulting lowered cost struc- 
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STOCKHOLDERS 
rt i n e sr k &d par 1998, revmue t~&d $895 tnillim, a 2% 'decrease eom- 

& w i & M l W b d  ~~ r d d  $105 million, a 

44% h m  mmpwd witkt 1997. ~ndudcdin net income are 

rema-g and otQm charges citf @%.1% ndian and iavestme~t gains of 

$15.0 d e n  in fkd 1998. In f d  l.997, met inmane ~~ investmmt gains 

~f $343 mi2lion. Revenue ffom app11dn products m&ed a recod 5731 million, 

c.~pmd*@16millain&d 1 9 9 7 , a n d & ~ ~ m h r n b d o b ~ ~ p t  

igid o k  tdndQgb wzts $164 hiion, comparead with $196 million in fiscal 1997. 

The wetd rvenue dedine hmrhe prwiow year was due in large part to the 

hsd&ty of the A s h  m a k t  d C a e d  licensing revenue. In particular, rev- 

fntm J a p ~ ~ d d h e d  2 8 % f T ~  @&& in W 7  to $ l ~ ~  in 1998. The 

deckion by H e k v ~ - P a ~  to. E m w e  Adok P m p t  softmre from its mom- 

~ o m e ~  devksh;ls had c o n ~ ~ ~ i o n s .  Licemingrevmue i s ~ y  

to d i d k  ia fiscal 1999. We see growth c o p p o ~  ferlkeming revenue in the bng 

km as borh &or ptinting and digital copiers k a m e  more pemiwe. Produd dewel- 

oplment and marketing efforts with strategic customers such as Xerox, EFI, 4 

T h a n k  pr&& to hdp us caphdbe on thew trends. New ddknges in the &st 

part of the year helpl us lesm some important lessons about leadership. In Au- 

gust 1998,we implemented a restructuring plan that streamlined our organization 

and m& possible &r more &&he deciskm d & g .  The resulting lowered cost struc- 

ture h e d  he b d & o n  for a leaner, more efficient organization, and we realized 

immediate benefits with a f a d e  fourth quarter. 



During 1998,Adobe declared cash dividends on its common stock totaling $0.20 per share 

and repurchased more than 10.5 million shares of common stock, enhancing stockholder 

value, offsetting dilution from issuances under our employee stock option and stock pur- 

chase plans, and reducing the actual number of shares outstanding. Adobe's overall h a n d  

position is strong, with cash, cash equivalents, and short-term investment balances of 

$272.5 million and no long-term debt, as of our fiscal year-end on November 27,1998. 

B u i l d i n g  t h e  F u t u r e  O f  In 1 9 9 8 , h l u n a w a p . ~ o f ~ o ~  

P r o f e s s i o n a l  Publishing newu-of o u r ~ p s o d u c t s  

confirmed our status as an industry 

leader in the reah  of professi.~nal publishing. Adobe Photoshop 5.0 softwareS released in 

May, shipped a record number of units and m e d  smritl best-of-& Industry awards. 

Adobe Illustratore 8.0 saftware, released in September, was m d  with M a r  &aim 

and word revenue. In addition to these successful product hunches, Adobe PDF gained 

further acceptance as the best file format for enabling a digital pub&bg WD~MOW. our 
And Adobe Postscript Extremem delivered ultra-fast performance for production for the pro- 
printing environments. fessional publishing 

mark& inmIves the imgratlan of tH6- prducts and oehu applic~hns with a new page-layout archi- 

tecture that will oOhr mmatkrMe porriIrll;iftit. forgtephic hignrers and pduction prdesslonal. alike. 

etablishing tB. Mobe wdod prslPlirkiw as B e  pabEidhhag sdut5an of choice is OM of our 

highest prioritksfor th.m coming fiscal year. 

S e t t i n g  New S t a n d a r d s  Bday, our presence on the Internet is 

for  t h e  i n t e r n e t  pervasive-a vast majority of Web 

sites have been touched in some way 

by Adobe software such as Adobe Photoshop and Adobe Illustrator. Adobe Acrobat' 

software has become a preferred method for online document distribution when absolute 

document Melity and efficient manageability are required. Our new Web design tools, 

Adobe ImageReadym and Adobe ImageStyler;" have generated excellent reviews. And the addi- 

tion of a professional Web site creation tool, Adobe GoLive," brings wen more power to the 

suite of award-winning Adobe applications that Web designers worldwide use every day. 

But offering first-class software is only part of our Internet strategy. We're taking 

an active role in helping to define the standards that will set the stage for tomorrow's 

online innovations. Adobe is a member of several development committees working 

on new Internet languages and protocols, including extensible Markup Language (XML) 

and Scalable Vector Graphics (SVG). SVG is an emerging XML-based vector graphics 

language that promises new levels of graphics precision and interactivity. Adobe is com- 

mitted to supporting SVG with powerful authoring tools and viewing technologies. By 

advocating the new standards that will provide a more robust Internet experience, we're 

doing more than just following trends-we're helping to shape the future. 



Dsllverimpg ~ e p l a ~ l s t l c a s r d  This past year, more and more enterprises employed Adobe Acrobat 3.0 

D o c u m e n t  b I ~ ~ t l t % i r $  software to electronically exchange and manage mission-critical docu- 

ments by converting them to Adobe PDF. This trend was fueled not only 

by the instantaneous transmission of etctronic documents offered by the Internet, but 

a h  by the proliferation of rrew complementary technologies, such as digital copiers. 

Adobe PDF, combined with standard-setting printing technologies such as Adobe 

Postljcript 3: provides a solid foundation for efkctiw solutions to broad-based document 

ammunieation and management problems. And when it comes to creating documents 

m the k t  @ace, Adobe F%geMaker' 6.5 software and Adobe FrameMakere 5.5 software 

mntinue to provide the best tools a d d l e  far everyone from ofice professionals to 
*?: - 

. ~ ~ a l a u & o r s .  
b b n  

* s t  A r s l ~ q  the many market segments reitking higher productivity and cost-effectiveness 

I -  .' with &be document solutions crre the pvmmat, financial management, health care, 

F( 1 inmranre, manufacturing, and I@ sectors. Already, momore than I20 government 

entities-inducting the U.S. had and Drug Administration--are using Adobe PDP. 

Tw&erS these customers represeht our fastest growing business with the largest 

a pkatial market, and we intend to a d b  their e w x y h i q  needs in 1999 by 
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I '  w r b g  dosely with due-& ~ I B ~ s  and sysbm integators who intimately under- - stand $re cmmp.1.exities of today's enmrprise. 
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Executive Team 
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#t~t lW@ r m C a ~ r ~ ~  As the new millennium approaches, our course is clear. We will 

,fT,.mhB tsa a confidently execute on our strategies for professional publish- 

ing, document solutions, and the Internet. We will continue to 

pursue our cross-platform development strategy, creating robust applications for multiple 

leading platforms. In fiscal 1998, the Windows" and Macintosh platforms accounted for 58% 

and 42%, respectively, of application products revenue, exdudmg platform-independent and 

UNM' products. We will also bolster strategic marketing efforts-such as introducing our 

consumer digital imaging products to as many homes as possibleto make Adobe one of 

the best-recognized software brands in the world. Perhaps most importantly, we will lead 

the way in a trend that promises to be as revolutionary as Adobe PostScript technology, 

desktop publishing, and Adobe PDF: "cross-media publishing." As the boundaries between 

print and online communications dissolve, the need arises for ways in which information 

can be rapidly deployed across several types of traditional and electronic media. 

cmmwdkr publishing is all about. By leveraging Adobe's core technologiesI we plan to bring the 

fashion. For example, the Adobe imaging model richly describes text imagesI and 

@m htgjhestquallty oetput, whether on screen or on the printed page. 

Still, we know' that cutting-edge technology and a confident outlook are not enough to 

thrive in a world of intense competition and rapid change. Innovation that stands the test 

of time can only come from the kind of visionary people who work for Adobe. We're proud 

to have some of the brightest and most creative minds in the industry working to turn 

ideas into powerful solutions for our customers. 

Together, we're looking ahead to an exciting 1999. 

?- John E. Wamock 

Chairman o f  the Board 
and Chief Executive Officer 

Charles M. Geschke 
Cha~rman of the Board 
and President 
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"Adobe After Effects openc I I 

up a world of possibilities ' 

at Hallmark. We saw how 

. - -  

personal-expressions 

products and develop a 

whole new multimedia 

W A D E  J O H N S T O N  

New Media Artist, 

Hallmark Cards, Inc. 



i! ~aIlrnkkSeards, Inc. 

Adobe also offers a growing suite of products exclusively for the Web. 

New Adobe ImageReady software, a professional image-processing tool, leads in 

its market after only a few months. Adobe GoLive software uniquely delivers a 

complete, high-end Web publishing system. Meanwhile, programs such as Adobe 

ImageStyler and Adobe PageMiW make it simple for anyone to build a com- 

pelling Web site. 

Ultimately, Adobe products will enable users to publish what they create in any 

media. Further helping to make content truly interchangeable across media, ., 
a long-term commitment to developing 

PDF, for example, has become a stan- 
- .. .. . . *. aard me tormat tor Qlstrlbuting documents onhne. 

Adobe is also a member of the World Wide Web Con- 
r- Three ye a r s ago, Ha 1 l m a r k- sortium (W3C) and is currently an active participant of 
h - r America's leader i n  personal  the Scalable Vector Graphics (SVG) working group. 

expressions-decided to  take i ts  SVG is a new graphics language for the Web that promises 

business online.Today, i n  addition to deliver unprecedented fidelity and interactivity to 

F t o  more than 1,000 free electronic online images. 

greetings, t he  company sells 

f 
Is Adobe redefining the Web experience? Absolutely. 

more than 100 animated greetings 

on i ts  Web site, adding 10 t o  20 

new designs each month. To 

bui ld this high-quality Internet 

presence, Hallmark I 
artists work wi th I 
Adobe Photoshop, 

Adobe Illustrator, I 
Adobe Premiere, 

I 
Adobe After Effects, I 
and other Adobe 

took for Macintosh 
C 

I 
and Windows. Hallmark also uses 

t 
Adobe software to create the inter- 

face and training videos for i ts  

I_ new interactive computer kiosks 

that enable in-store shoppers to  
I_ 

personalize blank greeting cards, 
I 

invitations. and other items. 



doing 

e con1 

business 

:ent oncsr 

lhout the brgani use in periodicals, 

Web pages, 

, - -+ 

pace w i t h  t h e  

W e b -  T h e - t a n  , r e  who master 

I 

- 7b - 

- ---7 



platform combines leading content-creation tools, 

aadABu,be Ibtrator, with the newly announced Adobe 

-kyuut program and a newworkflow application. All 

am- user interface, but also optimized support 

,including Adobe PDF for print production and 

g. For high-end production, Adobe will offer 

for desktop color proofing, and Post!hipt Extreme 

printing speed and accuracy. 

This set of tools and technologies will integrate the 

I pro- of content creation and deliveryfor the first time. 

hbreover, it will give Adobe's network of plug-in 

developers, systems integrators, and value-added re- 

sellers the opportunity to devise solutions for specific 

markets and for publishing enterprises of any size and 

scope-solutions that can reshape and redefine ways 

af doing business. 

I Where is Adobe taking the publishing industry? 

Abve and beyand. 
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"The solution that Adobe 

proposes represents the 

first broad-based view 

of content creation and 

delivery, where we no 

longer think in terms 

of isolated islands of 

automation but of an 

integrated process." 

I 
D A M I E N  C R E A V E N  1 . .  1 

Director of Advanced Technology, I 

Time, Inc 
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fat stadad &be t e q e s ,  including Abbe PDP b r  print production and 

Ahbe Post%ript for printing. For high-end production, Adobe will offer 
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neglect these critical assets. Fort1 

ive dacument salution-one unique in i t  

ability to menage electronic and paper doccrrn~nts frem any source. 



serving document quality. 

gls&rm leverages the widespread acceptance of Adobe 

surrounding it with a set of tools that enables orga- 

from a paper-based to an electronic workflow-and 

With Adobe Acrobat software, it's easy to convert 

any software program, on almost any computer, to 

files that preserve the look and feel of the original. W1th 

on, it's also easy to generate PDF files from scanned 

technology transforms documents scanned from 

samers, and digital senders into PDF. A new feature in 

Acrobat wen converts Web sites to PDF for archiving 

md simple navigation. ~onversely, a new server-based 

technology will translate PDF files into HTML for 

unrestricted use on intranets and extranets while pre- 

I'hrough value-added resellers, hardware bundles, and 

d e r  chds,Adobe o& its document-management 

iolution to specific markets and to enterprises of all 

I k i n h d  is setting a new precedent for how informa- 

I tion will move in the next century. 

What do Adobe managed documents become? Assets. 



abil i ty to manage electronic 

of the Internet and 

electronic publishing 

technologies, we're 

improving service while 

saving taxpayers 



The Adobe document platform leverages the widespread acceptance of Adobe 

PDF as a standard file format, surrounding it with a set of tools that enables orga- 

nizations to move gracefully from a paper-based to an electronic workflow-and 

to save money in the process. With Adobe Acrobat software, it's easy to convert 

files created in virtually any software program, on almost any computer, to 

compact, searchable PDF files that preserve the look and feel of the original. With 

the Acrobat Capture" application, it's also easy to generate PDF liles from scanned 

printed pages. Adobe Circulatem technology transforms documents scanned from 

mail. Today, the IRS  u! 

- - 

can view and p r i n t  t he  docu- 

~ . -  - 

free Acrobat Reader. They down- 

alone, reducing IRS 

expenses and sav- 

ing taxpayers both 

time and money. 

i 
C 

digital copiers, network scanners, and digital senders into PDF. A new feature in 

Acrobat even converts Web sites to PDF for archiving 9 B E A L L I A N C E : and simple navigation. Conversely,a newserver-based 

iplt@rnal Revenue Service technology will translate PDF files into HTML for 

unrestricted use on intranets and extranets while pre- 
Each year, t h e  U.S. I n te rna l  

I serving document quality. 
Revenue Service (IRS) receives 

I mill ions of requests for income- Through value-added resellers, hardware bundles, and 

1- tax forms. In the past, taxpayers otherchannels,Adobe offers its document-management - 
I 

called a to l l - f  ree number and solution to specific markets and to enterprises of all 

i waitedsevenbusinessdaysto kindsandissettinganewprecedentforhowinforma- 

k r e c e i v e p a p e r d o c u m e n t s b y  tionwillmoveinthenextcentury. 

res Adobe 
What do Adobe managed documents become? Assets. 

F Acrobat software t o  convert i t s  

7 forms i n to  PDF f i les for  posting 

1, on i ts  Web site, where taxpayers 

t ments anv t ime w i t h  Adobe's 

b loaded 40 mill ion forms in 1998 
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d s n  it debad in 1996, Adobe P h o ~ ~ u x e *  

.ansUmer p b t ~ d k h g  p&ige. B d  On 

*-*g-,- PhotoDelm 

&dm&gy. At the stme time, the praduct includes 

t h a t ~ & i t f u a a n d e a s y b r ~ t o b e  

me fix home and one far business. A key to its market 

&en comes bundled with scanners, digital 

and other third-partyprducts. 
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I W e  representing a small percentage of Adobe's 

I RWHJB~~ 60n~-w sofisvare bail& brand familiarity 

trtld loplty &st solidifies the mmp~np's position as 

a I& in &gW imaging-aad that influences enter- 

@&*. 

Mmw &es it feel to bring photos to life with Adobe 

mfbare? Awesomel 





The first product in its category when it debuted in 1996, Adobe PhotoDeluxeb 

software is the world's best-selling consumer photo-editing package. Based on 

F Adobe Photoshop, the professional image-editing standard, Adobe PhotoDeluxe 

delivers state-of-the-art technology. At the same time, the product includes 

templates, clip art, and Guided Activities that make it fun and easy for users to be 

successful. Adobe PhotoDeluxe software is available through retail channels in 

two atlordable editions, one for home and one for business. A key to its market 

leadership is that Adobe PhotoDeluxe often comes bundled with scanners, digital 

cameras. ~ersonal nortrait ~ackaees. and other third-nartv nrnrhirtc 

rstmrr Kaidrk Company and revenue, consumer software builds brand familiarity 

litel C@rp@rstlan and loyalty that solidifies the company's position as 

a leader in digital imaging--and that influences enter- 

Now Kodak customers have an prise decisions. t additional film-processing choice. 
How does it feel to bring photos to life with Adobe 

Along w i t h  the i r  p r in ts  and 
software? Awe80me' 

processed film, they can receive the 

new Kodak Picture CD, produced 

and marketed in  cooperation with 

Intel Corporation. The disk comes 

with Adobe software that makes it 

I simple to store, enhance, share, and 

print pictures on a per- 

sonal computer. Adobe's 

easy-to-use, magazine- 

I style interface guides 

users through each step, 

I.. induding ordering prints 

onlne, sending pictures 

over e-mail, or posting 

them on a Web site. The 

Kodak, Intel, and Adobe b 
e collaboration combines each com- 

pany's expertise-in imaging, desk- 

[ top technology, and software-to 

bring the fun of digital photos to 

consumers everywhere. 
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M a n a g e m e n t ' s  D i s c u s s i o n  a n d  A n a l y s i s  o f  
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O V E R V I E W  

Adobe Systems Incorporated (*Ad&" or the " C o m p e )  develops, madrets, and w r t s  computa 

products and technologies that enable users to express and use information across print and electronic media. The 
Company oflFers a market-leading line of applicath software p rodue  type products, and content for aeathg 

distributing, and managing information of all types; licenses its technology to major manufacbn~X% 

software developers, and service providers; and offers integrated software solutions to businesses of 1 sba Tk. 
Company distributes its products t h r ~ q h  a network of original equipment mandktwer (*OEMm) c u s t o m  
distributors and dealers, and value-added resellers ( Y . " )  and sptems integrators, and has operations in North 

America, Europe, Japan, and Asia M c  and Latin America 

R e s u l t s  o f  O p e r a t i o n s  

Total revenue 

Total revenue decreased $17.1 million, or 2%. in fiscal 1998 compared to fiscal 1997, primarily due to the ongokg 
weakness in the Japanese economy and a dediw in licensing r m u e  dated to the Compan$s PostScrpt techn- 

The revenue growth in fiscal 1997 compared to fiscal 1996 was essentially attributable to increased sales of 

application products resulting from the release of new and enhanced products. In fiscal 1998, revenue from one 

major distributor of application products aapunted for 13.5% of the Company's total revenue. No custoine~ 

azcounted for more than 10% of the Company's total revenue in fiscal 1997 or 1996. I 
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1998 CHANGE 1997 CHANGE 1996 

$164.1 (l6M $196.2 $196.7 

18.3% 21.5% 25.0% 

mte is made up of royalties received from OEM customers who ship products containing Adobe 

y, including Adobe PostScript, Adobe PostScript 3, Adobe PrintGear: and PostScript 

ript is a software language for describing to a printer the appearance of a page, induding text, 

Jroducts containing Adobe PostScript technology that implement the language include: (1) 

:rs; (2) color printers; (3) slide recorders; (4) imagesetten; (5) screen displays; and (6) digital 

ipt products serve the corporate enterprise, graphic arts, production printing, small office/ 

volume production printing markets. Licensing revenue is also derived fbm shipments of 

1115 the Configurable PostScript Interpreter ("CPSIn) by OEM customers. CPSI is a fully 

PostScript interpreter that resides on the host computer system rather than in a dedicated 

rted into an output device. The configuration flexibility of CPSI allows OEM customers and 

:rs to create and market a variety of Adobe PostScript products independently of controller 

ment. 

in fiscal 1998 decreased $32.1 million, or 1696, compared to fiscal 1997, primarily due to weak- 

=* personal computer and printer markets, as well as a reduction in royalty revenue from 

pany's ("HPn) desktop monochrome laser printer division, which has been incorporating 

be PostScript into some of its products since the fall of 1997. 

nme in fiscal 1997 was unchanged from fiscal 1996 as increased demand for CPSI, color capability, and 

any continues to be cautious about licensing revenue in the short term because of Japanese market 

mets on 6&ion seek to renegotiate their royalty arrangements. The Company evaluates these requests 

1998 C H A N G E  1997 CHANGE 1996 

$730.6 2% $715.7 21% $589.9 

81.7% 78.5% 75.0% 



Applicationproductsrevenueisderidpd ' 'ly.fromsEpm~1tssfapp6icationsaftware~ams 
through retail and VAR distribution chmds, with the e d Adobe Photo- which is p 
distributed through om bundling agreements with.di@tal camera, scanner, and personal computer man 

Application products revenue i n a d  $15.0 d o n ,  or 2% in fiscal 1998 compared to h a 1  1997, due p m  

the release of two major professional puMishing products, Adobe Photoshop 5.0 and 

increased revenue firom Adobe Acrobat 3.0, as the W d k  lhxaznmt hmat  ["PDT) upon 
continued to gain acepane worldwide; amd in& revenues h m  the t 3 m w s  am Web p~~ 

release of Adobe PhotoDeluxe Business Edition and Adobe Pcemiere 5.0, ihe Gompaslfs video 

a dediae in revenues &om vahus pFoduas, pharQ Abbe Pagdhks, Adobe Fram-, and Adobe 

d a  than eqeckd as a result of advers~ e ~ ~ n s m i c  caditbns in Jspan. 

Application products repenat? i n d  $129.8 million, or 21% in fiscal 1997 compared to 

p r o d d  rehues and olpgtade$ which Mabe PageMakr, M.ok Umstzatw, and 

a d d i t i o n , i n d d e m e n d h ~ W o t o d ~ t h e A d o b e ~ ~ a f ~ i t n d a d o b e ~ ~  

contributed to the increase. 

~ ~ u e f r o m t h e C a m ~ s % p p ~ n p r o r c t s o a t h e W ~ ~  

p e r i o $ I n f i s e a l l ~ , t h e W i n Q m J a n 8 ~ ~ ~ d h r ~ d 4 2 % ,  

pmxbts revenue, exduding pktfonn-indep%&~t and IQIIX prortuCtS, coanp91.ed 51% luad 4% m, b 
figcal1997. The Cmqmq apecb this trend toward the W* pk&m to c0n.tinnue for the t b d  fbtwe 

The Cooapaq remaim dantious about the economic conditions in Japan w w;ell as the fluctwathtg ED 

c o n ~ n $ i n o ~ A s i a n a n d ~ ~ c ~ u n ~ .  

D I R I C T  C O S T S  

'19911 CHIYCE 1997 

Direct costs $111.4 (13% $126.3 

Percentage of total revenue 12 .M 13.8% 

Direct costs include product packaging, third-party royal- amortization of localization mts and a 

technologies, and reserves for excess and obsolete hentory. 

Gross margin (expressed as a percentage of revenue), in general, is affected by the mix of licensing revenue vems 

application products revenue, as well as the product mix within application products. 

Direct costs decreased $14.9 million, or 12%, in fiscal 1998 compared to fiscal 1997, due to lower padcaging costs 

the Company's full transition from distribution of its products on disk to CD-ROM media. Direct costs 

decreased in fiscal 1998 and fiscal 1997 compared to fiscal 1996 as certain acquired technologies became 

amortized in fiscal 1997 and the Company incurred lower product locabtion costs. 

The Company anticipates that direct costs will increase in fiscal 1999 due to'increased costs necessary to suppotit 

higher anticipated application products revenue. However, on a pemmtage of revenue basis, direct costs are 

to be the same or slightly lower than fiscal 1998. 

1 
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1998 CHARGE 1997 CHANGE 1996 

$2073 21% $170.9 1096 $155.4 

&d total revenue 23.2% 18.7% 19.8% 
2 
t 

development expenses consist principally of salaries and benefits for software developers, 

opment efforts, related facilities costs, and expenses associated with computer equipment used 

ment. 

W M p m e n t  expenses increased in absolute dollars over the past three years due to the expansion of 

engineering staff and related costs required to support its continued emphasis on developing new 

ad edancing existing products. The increase also reflects the Company's increased investments in new 

&new product development, and the infrastructure to support such activities. The increase in research 

m n t  expenses in fiscal 1998 was partially offset by certain cost reduction initiatives related to the 

h m a m  that was implemented during the third quarter of fiscal 1998. The Company also experienced 

M e  labor costs and professional fees as certain research and development programs were discontinued 

v e n t ' s  Discussion and Analysis of Restructuring and other charges). 

@@&$€&eves that investments in research and development, including the recruiting and hiriig of 

are critical to remain competitive in the marketplace and are d m d y  related to continued timely 

and enhanced products. The Company will continue to make significant investments in the 

6fL application software products, including those targeted for the growing Internet market. While 

esrpects that research and development expenditures in fiscal 1999 will increase in absolute dollars, 

as a percentage of revenue are expected to remain approximately the same or lower than fiscal 1998. 

k 1998 CHANGE 1997 CHANGE 1996 

Sales and krbt ing 

~ g s d m t a l  revenue 

iaclnde d a r k s  and beneh, sales commissions, trawl expenses, and related fadties 

~ e z r w q , p d , a n d ~ n p e r s o n a e l . S a l e s a n d ~ k e t i u g e x p ~  
ef pmgmns aimed at increasing revenue, such as advertising, trade shows, and other market 

inmxd $13.4 million, or 446, in fiscal 1998 compared to fiscal 1997, due to higher 

4 stdkg,  increased customer support costs,to support new products and 

marketing and adpertking &ties. As a result of the increase in des  and marketing staff, 

application products revenue, higher commissions were paid in fiscal 1998 cumpared to 

d e s  and marketing expenses induded higher outside labor costs to support user education 

deaes and for the d e d c p m t  of the colzlpaay's Web site, as well as new public relations 

with the empIopinent of a nati6nal publie relations agency. Thee increased apenses were 

~ ~ 8 $ ~ i n i ~ r $ a ~ t o ~ ~ ~ p m g r a m i m p l e m e n t e d d u r i n g ~  thirdquarter - 
'I 

d$$di&ba&d certaSn adwrthhg campaigns and other marketing activities dated to the divestiture of 

'[w Management's Discunsion and *is of Restructuring and other charges). 



Sales and markaing expenses increased in fiscal 1987 compared to fisdal1996, dm to bmeased 

support services to support a growing indkd base of cxlmm. 

W h i l e t h e e O m p a n y e x p e s t s ~ t ~ a n d m a r k e t i o g e x p r e n d i t u r e s ~ h ~ r t s e I n ~ ~ h f i s c a l ~  

such expenditures as a percentage of m u e  are eqw&d to pefilzin q p i w b t c l y  the same or lower bmn f k d  % 

1998 C M A N 6 E  1997 C I  A N C E  ld 

General and administrative $95.7 2796 $75.4 21% $63 
Percentage of total revenue 10.796 8.3% 2 -. 

Write-off of acquired in-process 
) 

research and development - (100M 56.0 

Percentage of total revenue - 0.7% 

During fisca 1997, the Company acquired three software companies, in separate transactions, for an 

consideration of approximately $8.5 million. These acquisitions were accounted for using the purchase m 
of accounting, and approximately $6.0 million of the purchase price was allocated to in-process research 
development and expensed at the time ofthe aquisitiom One af the in-pnrcae techollogies acquired for $2.5 2 
was discontinued in 6x.11998. The project associated with an additional $2.8 d k m  of the purdmed hrp4 Ad 

technology- canceled as part of the restructming in the third quartet. of fiscal 1998 and subsequently sol& 
management-led buyout group. 



&cd 1996, the Company acquired Ares Software for approximately $15.5 million. The acquisition was L h r  using the purchase method of accounting, and approximately $15.3 million of the purchase price was 
p~a, in-process research and dwelopment and expensed at the time of the acquisition. The value assigned to 

in-process technology was based on a valuation prepared by an independent third party, estimating both 

&&developing and incorporating the in-process technology into future versions of PostScript and the future 
f 
@w frOm the enhanced Postscript product, using a discount factor that takes into consideration the 

&y surrounding the successful development of the purchased in-process technology. The in-process 

p completed in fiscal 1997 and incorporated into PostScript 3. Actual revenues, in aggregate, to date, 
&d forecasted revenues, are expected to exceed the original estimates of revenues used to value the 

a Wology .  

h r  1996, the Company also acquired in-process reseaKh and dwelopment from Swd Software for approx- 

&O d o n .  The research project was discontinued prior to reaching technological feasiiity in early fiscal 1997. 

reclassified $3.4 million and $3.5 million of in-process research and development recognized during 

of fiscal 1998 to research and development and general and administrative expenses, respectively, for 

ending November 27,1998, financial statements. 

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

1998 CHANGE 1997 CHANGE 1996 

hilting and 
f charges $38.2 N A S(0.6) (1 12)% $5.0 

fgge of total revenue 4.3% (0.1 1% 0.6% 

U quarter of fiscal 1998, the Company implemented a restructuring program aimed at streamlining its 

g cost structure to better position the Company for growth and profitability. As part of the restructuring 

& b e  Company implemented a reduction in force of 364 positions, primarily in its North American 

The reductions came predominantly from overhead areas, divested business units, and redundant 

activities, and as of August 31,1998, the majority of these terminations were completed. In addition to 

i t zed  related charges associated with the reduction in force, the restructuring program included charges for 

two business units, vacating leased facilities, and canceling certain contracts. These actions and other non- 

lated items resulted in charges of $38.2 million, of which approximately $9.1 million were non-cash 

d information regarding the Companfs restructuring program, see Note 7 of the Notes to the 

mancial Statements. 

estimates that, as a result of the restructuring program, annualized pretax savings of $60.0 million 

pdked Approximately 50% of the savings are the result of the reduction in force, and the remaining 50% 

the result of reductions in marketing and facilities expense, as well as other discretionary savings, such as 

and other charges in fiscal 1997 include a gain of $2.4 million related to the divestiture of a product 

fkt by a $1.8 million charge related to the acquisition of intellectual property. 

and other charges in fiscal 1996 include charges of $5.7 million related to the disposition of two 

previously owned by an aquired company less the reversal of $0.7 million of excess reserves related 

costs recorded in prior years. 



Interest and other income 

a v e m g e d ~ .  - 

Percentage of total revenue 

Interest and other income consists principally of interest earned on cash, cash equivalents, arid short-tez' 
investments as well as for* exchange transactMn gains and h 

repurchases amductal in f k d  1938, Further? t%e ~ y ' s  cash balaaces could a h  be reduced in fiscal 1999 
U 

to the purchase of sobvme companies, products, or technologies uwplenoentary fio the Company's b- - 
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pay has recently implemented a restructuring of its business and reduced its workforce by more than 10%. 

@ 64e Company plans to continue to invest in certain areas, which will require it to hire additional 

& Competition for high-quality personnel, especially highly skilled engineers, is extremely intense. The 

fs &hy to effectively manage its growth will require it to continue to improve its operational and financial 

Lad idormation management systems, and to attract, retain, motivate, and manage employees effectively. 

re of the Company to effectively manage growth and transition in multiple areas of its business could have 
r' 
&i adverse effect on its results of operations. 
P.  

market is rapidly evolving and is characterized by an increasing number of market entrants that have 

war developed products addressing authoring and communications over the Internet. As is typical in the 

biaew and evolving industry, demand and market acceptance for recently introduced products and services 

to a high level of uncertainty. The software industry addressing authoring and communications over the 

Cpoung and has few proven products. Standards defining Web graphics have not yet been finally adopted. 

new models for licensing software wilI be needed to accommodate new information delivery practices. 

b cmitkal issues concerning the commercial use of the Internet (including security, reliability, ease of use 

co* and quality of service) remain unresolved and may affect the growth of Internet use, together with 

$rvare standards and electronic media employed in such markets. 

derives a significant portion of its revenue and operating income from its subsidiaries in Europe, 
I 

At& Pacific and Latin America. The Company generally experiences lower revenue from its European 

b i n  the third quarter because many customers reduce their purchasing activities in the summer months. 

ally, the Company is uncertain whether the recent weakness experienced in the Japan and Asia Pacific and 

lffira markets will continue in the foreseeable future due to possible currency devaluation and liquidity 

bin these regions. While most of the revenue of the European subsidiaries is denominated in U.S. dollars, 

ww of revenue derived from Japan is denominated in yen, and the majority of all subsidiaries' operating 

I are denominated in their local currencies. As a result, the Company's operating results are subject to 

m i s  in foreign currency exchange rates. To date, the accounting impact of such fluctuations has been 

The Company's hedging policy attempts to mitigate some of these risks, based on management's best 

oS the appropriate trade-offs among risk, opportunity, and expense. The Company has established a 

g pmgram to hedge its exposure to foreign currency exchange rate fluctuations, primarily of the Japanese 

k1c0mpany's hedging program is not comprehensive, and there can be no assurance that the program will 

&than a portion of the adverse financial impact resulting from unfavorable movement in foreign currency 

I 
1,1999, eleven ofthe fifteen member countries of the European Union adopted the euro as their common 

m c y  &lishd ~ ~ n v e r h  rates between their exkting sovereign currencies and the euro. The 

& onammaicy and is &1e for nen-cash transactions. Based on its preliminary assessment, 

&&m mt believe the cornersion will have a material impact on the mmpetitiveness of its products in 

wlks* dxeady &ts substantial price transparency, or increase the likelihood of contract cancellations. 

k expects that m d c a t i o n s  to comply with euro requirements have been and will continue to 

w e  @id@BUgitwss operatims and systems on a timely basis and does not believe that the cost of such 

FailS. b e  a material adverse impact on the Company's results of operations or financial condition. 
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of isms associated with the proqamdq code in e x k h g  computer 

Vbr 2f.Ww problem is complex, as m y  computer systems will be 

&iy*mikma ofthetvvo-digi tpr~to 00. ~yswns&tdo notpmpstgreqpize sub 
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C' 
f k  J ~ n - a i t i c a l  aapIIcatbns and products po- affected by the Year 2000 issue (the 

b &te ovaall completion, &ties in each phase are obn concurrent rather than strial, 

k&@ t%wlq+ contingency p h ,  are eqekd to be m m p l d  by mid-1999. Additionally, the 
a dedkted Y i  2000 test laboratory for both internal business prooess and product testing. 

jgmapsan-inatKmme8Fm 

w e d  three potential areas of impad for review: (1) the software and systems, including 

d B the chmpftp's intend M e s s  (2) W-party vendors, manufacturers, and 

mpany's sohare piducts 0- to customers. The Company's current estimate of the 

be incurred for the Y2K Ptogram is appmhatdy $3.0 d o n ,  which is expeded to be funded e-- 
&S. If the Company encounters sigmifkaat unfomem Yea 2009 pnoblemq either in its 

&biaess sptems or in relatiw to W-pwty vendors, manufiwwers, or suppliers, actual 

rltg & this estimate. 
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&s m t a d  system by mid-1999. Furthermore, In order to protect against the 

acquisition of a & d  p~ that may not be Year 2MQ w, the Company has implemented a policy requiring 
orlieadto theCampmypriur6a theiraequkition.Howewr~ i f i m h t a h n  of 
o r ~ i s ~ o r i f ~ n e w n e ~ i s s w a r e i b M ~ t h e  

**uderr, m r n u f i c t u r e r s ,  an.& s u p p l i e r s  TheCompanyisalsointheprocess 
mitied suppliers, manukturers, distributors, and other vendors to determine that their operations 
and services that they p d d e  to the Company are Year 2000 compliant. Where M d e ,  

to mitigate its risks with respect to the failure of third parties to be Year 2000 ready, 

nbngency plans. However, such failures, including hilures of any contingency plan, remain 

m~uld haw a materially adverse impact on the Compnfs results of operations or financial condition. 
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R E C E N T  A E C O U W T I N B  P I O N C t U N C I Y E I T S  

In June 1997, the Financial Accounting St- Baard (the *FASB") i s d  Statement of Fba-cid I 
Stan&& ("SFAS") Na. 130, "Ekprhg CQmpFehensiVe Znarlae.'' SPAS No. 1% at&% s t a d a d s  for 
~ g ~ ~ ~ ~ a a d i & ~ e ~ k ~ ~ I t ~ ~ ~ ,  

f ~ f b r ~ ~ ~ ~ t h e ~ p a n p  

~~ 1999. 

in Cktober 1997, the Atmian  hs&at@ d Cetifbd Plvbflc A c m w  (the "AICPAn) iwad SaWme& I 

("§CFa) 97-2,%* -" SOf 97-2, i~ d @ $QF M, 

recopition of al l  aspect& dooftwarc?mwtue. mhC-p#s@g 
haveon i t s ~ ~ ~ s d t s O f o p e r a ~ t h e ~ m ~ c e P t a i n a s p e c ~ o f i z s b u s h r e s s d  

any impact will not be sign6cant. The C a m p a q d  adopt SSlP 97-2 for its fiscal year 1999. 
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1993 CBANCE 1997 CUANGE 1996 

(463% $503.0 (1 1)% . $554.1 
(55M $454.3 (10H $506.1 

$516.4 (28)96 $715.4 1% $706.5 

txphde~&~, aad shwt-term kestments, ~onshtiq principally of municipal beads, money 

cash quidents and short-term investments are dadied as available-for-sale 

as a separate component afsto&bW Wtp. 

fbd l998 bduded ash # from opedons of $203.5 million, sale of short-term 
s, of $69.6 miIlion, and the proceeds from the reissuance of treasury stock of 
to the exercke of stock options and sale of stock under the Employee Stock Purchase 

eqmdihues toding $59.7 minion, and the payment of dividends of $16.3 million. 
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1998 and 1997, respectidy. At Nowmbet 27,19198, approxima* S%,OOB: put warrants were 

a t p i n e o n ~ d a t e s ~ * E e b n r v g 1 m t h a t h a v e ~ * ~ ~ S Z ' J . . O O ~  
w i d i a n m m g e ~ p r i c e d $ 3 0 . ~ p e r s h a r e .  

I n ~ m ~ l 9 9 8 d 1 9 9 7 , t h g  
and 2.3 ~ I I  shares, -, of its mamma aid&& hwefnbr 2-7, PB8$ 

~~~ d 6 x @ b b t % d b -  

fromopemthm,willp 

h & l e h .  



d ~ u ~ ~  wi&apmhdy&tedpsty. 

. I t n & c e v e a t t h e ~ ~ ~ b ~ ~ ~ ~ , & e ~ L o M i g a t e d  

i n ~ ~ f p , i n a n ~ t m t t o d t h a t * m u l d  
h, appa- $57.3 mikm. htmimt to the agmment, 

f b r r b j , h ~ . ~ ~ h e & ~ c ~ ~ p ~ a n d t h e o ~ l e a s e  

~ . T h c C o m a a n y w i n ~ $ t t ~ n ~ p t a e h a s e ~ ~ & t h e e n d e f ~ k a s e ~  

t h e C o ~ ~ n o b ~ e a P e r c i g e ~ o p s i o n , t h e ~ m ~ i 9 ~ a ~ t o ~ t r ~  
= d & ~ a n d k ~ t o p . a p t l r e k q h W n d K n e t &  

as an oper&hg &, a p p r d m d y  $64.3 million. The Company was required to deposit 

Compmfs dep&s u d a  thb apment tataled appro xi ma^ 564.3 d & m .  These 

Asef~27,1898,ttleCQmpan~haspsid$11.5millionforland,feeg,and 

~ d a t e d t h e b ~ k  Aqwt 1999. 

the Company held a 13% equity interest in McQueen International Limited ( " M c Q d )  

bg Syka Enterprises, Incorporated ("Sykes"), a publicly traded company. In ~nmwction 

.7 million in fisc;tl1998. In the third qnarter of fiscal these shares were sold. 

&at Sylres will cantinue to provide services to the Company for the hreseeable future. 



D R R l V A T l V e S  A I D  F I N A N C I A L  I N S T R U Y L M T S  

Fereig$n cur rency  hcdqilrg instrument$  The C o m p i u r g - ~ ~  in 

from movements in foreign currency exchange rates: TI& -rue is primarily dated to yen 

forward~n~withmaturit lesof~thrtnthreemon~.  
i n ~ m n e w i t h ~ @ n e . & ~ 2 7 ,  

A sen&bity adysh was performed sa the Cmapa$s hedging portfob as of Pkmder 27,4998. Thig 

15% d d t  in the d u e  of aedLsnge rates pektive to the U.S. Dob.  An inefease in thedue of the US. 

aurd $1.7 d o n ,  respectively. 

The h & s  accomting palicies hr these instruments are b e d  on €he Company's dsigmtion 
instruments as hedging tmmctiws. Gains d losses assochtd with the mark-to-& of 
exchange forward contracts W are designated and &* as of existing t r d n s ,  for 

financial position, r d t s  of operations, OF cash ibw as a remit of f k s e  htmmata. The 

options to bdge anticipated eq0sure.s. 



$.mr ffr t m r n t r At November 27,1998, the Company had an investment portfolio of fked 

those classified as cash equivalents, and restricted funds and security +sits of 

p seadtks are djed to in- rate fluctuations. An itlaewe in inmest rates could a~~ 

b d t h e  & m M s  f k d  fixedme smwi t k .  
$' 

& performed on the Co~lspany's investment portfolio as of November 27,1998. This 

an  a modeling technique that m-es the hypothetical market value changes that 

sbifit h the yield curve of plus 50, plus 100, or pius 150 basis points aver six-month and 

. The market value changes for a 50,100, or 150 basis point huease in short-term 

moheriolduetothelimitedd~noftheCompanfspo&dio. 

F- 
mS use chivatme financial instruments in its investment portfolio to mana.ge interest rate risk 

$ bwever, limit its exposure to interest rate and credit risk by establishing and strictly 

&h d guidelines for its tixed income pxtfoliog. At the present time, the nmhum duration 

htel t~ 2.3 years. The guidelines also establish credit quality standards, limits on exposure to 

$id! lathe type of instnunent. Due to the hi& duration and credit risk criteria established in 
&e~etomazketandcrcrdit~krmt~ectedtobem8te&L 

tondon Interbank Wkred Rate ("LIBOR*] a i d  has evaluated the hypothetical changes in 

in the LIBOR curve of plus or minus 50,180, and 150 basis points for a twelve-month . 

analysis, such charges would not bemateriai to the Company's results of operations or 



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  
( I n  t h o u s a n d s ,  e x c e p t  p e r  s h a r e  d a t a )  

Current assets 

Cash and cash equivalents 

Short-term investments 

Receivables, net of allowances for doubtful 
accounts of $6399 and $3,634, respectively 

Deferred income taxes 

Other current assets 

Total current assets 

Property and equipment, net 

Deferred income taxes 

Other assets 

L l A B l L l T l E S  A N D  S T O C K H O L D E R S '  E Q U I T Y  

Current liabilities 

Trade and other payables 

Accrued expenses 

Accrued restructuring charges 

Income taxes payable 

Deferred revenue 

Total current liabilities 

S ~ l c t e r r ' e q u i t y  

Preferred stock, $0.0001 par value; 2,000 shares authorize4 none 

Common stock, $0.0001 par value; Authorized: 200,000 shares; 
Issued: 73,941 shares in 1998 and 1997; and additional paid-in 

Retained earnings 

Unrealized gains on investments, net 

Cumulative translation adjustment 

Treasury stockat cost (13,050 and 5,176 shares in 
1998 and 1997, respectively), net of reissuances 

Total stockholders'equity 

capital 

See accompanying Notes to ConsolMated Financial Statements. 



WTSB STATIYIIITS O F  l n c o r  
la. sxcept per s h a r e  d a t a )  

VEMBER 27 NOVEMBER 28 NOVEMBER 29 
1998 1997 1996 

j@hkmm~e, net: 

c?i@n 
%~~ k o m s  

b meiompwing basic 
eper*re 

wme per share 
I txmputing diluted 

. riper h e  

Notes to Consolidated Financial Statements. 



B A L A N C E S  A S  O F  D E C E M B E R  1 ,  1 9 9 1  

Stock issued under employee stock and stock option plans 

Tax benefit from employee stack option plans 

Stodc compensation expense 

Dividends declared 

Repurchase of common stock 

Put warrant obligations 

Adjustment to unrealized gains on investments,net 

Cumulative translation adjustment 

Net income 

B A L A N C E S  A S  O F  N O V I H B E R  2 9 ,  T 9 9 6  

Stock issued under employee stock and stock option plans 

Tax benefit from employee stock option plans 

Stock compensation expense 

- Dividends declared 

Repurchase of common stock 

Proceeds from sale of put warrants 

klassffication of put warrant oblii ions 

Adjustment to unrealized gains on investments, net 

Cumulative translation adjustment 

Net income 

B A L A W C E S  A S  O F  W O V E W E E R  2 8 ,  1 9 9 7  

Tax benefit from employee stock option plans 

Stock cornpensarion expense 

Dividends declared 

Purchase of treasury stock 

Reissuance of treasury stock under employee stock 
and stock option plans 

Proceeds from sale of put warrants 

Adjustment to unrealized gains on investments, net 

Cumulative translation adjustment 

Net income 

B A L A N C E S  A S  O F  N O V E M B E R  2 7 ,  1 9 9 1  

See accompanying Notes to Consolidated Financial Statements 









N o t e s  f o Cons,aI ida , ted  ,Fiaan4ci,a;l- .S , ta , t+emgnts  

M Q t B  1, $ I O W l F l C L @ T  A C C O I R T I W B  COLtCJlEO I 

Basis of  consol idrt lonl!he 

Uaa of ert;tmatsl' 

C a s h  e q u t v a l e n t s  a n d  s h o r t - t e r m  investmer \ ts  @%# 

maturities of thee months or less at the time of purchme 

and losses upon sale or maturity of these investments are detedned using the specific 

F o r e i g n  currcney  t r a ~ s l a t l o n  Assetsandliabilitiesofforeignsubidkies, 

is the local currency, are translated at year-end achmge rates. Revenues and expmw 

such foreign subsidiaries is reflected as a separate component of stockh01W equity. Certain 

gains or losses, which haw not been materid, are reported in results of operations. 

P r o p e r t y  and l u l p m e n t  Propertgandeq@mentare~&dat~.DepreMm 

are calculated using the straight-line method over the shorter of the estimated useful Eves [thirty 
building; two to seven years for furniture and equipment) or lease terms (five to nine years 

improvements) of the respective assets. 



d~~fnw*-etltm 

~ i s ~ ~ t h e ~ t i o n o f a  

the ratio of current product revenue to the total 

ths. The Coxnpmy periodically reviews thi net realizable value of its intangible assets and 

t s The Company review praperty d cent for i qa imrn t  when- events or 

Me that the calqing ;tmmt crf 8a &set may nor be r d l e .  lt.ecq-ility of 

ib~$.~d&~amountt0*1l.etcltshflovPstheproperty 

be impaired, the iinpahnent to be 
b y r ~ ~ t ~ ~ t h e ~ a m o u n t o f t h e p r o p e r t ~ a n d ~ m e n t e x c s e d s i t s ~  

w l P e t b R ~ ~ ~ g g o d w i n ~ m b r e ( ~ 3 d ~ u g h ~ l 1 l ~ ~  
i f q i smeasudbasdon  

fitture r e d @  using a discotmt rate? r d h g  the Campaafr's average cost of funds. 

$r5 c C p L 4 n r The Company aecounts for its employee stock p h  which consist of hd stock 

-ttm omp1qee stock pur& pIan, and a performance and restricted stock plan, using the intrinsic 

bey o g n i t I o A Application products revenue is rec0gnk.d upon shipment, provided coneetion is 

to application product 

days beghhg upon 

k ~ ~ ~ a l l a w i n g l i m i t e d r i g h t s o f ~ . e t u m a n d p r i c e p ~ i o n . T h e C o m p a n y  

of such revenue is probable. The Company has no remaining obligatton in relation to such 

cmtamr dmmes under OEMliadng agreements. A d d i t k , e ,  maintenance revenue 
is deferred and reoognized ratabb over the term of the contract, generally twelve months. 

-paq  royal- a m o ~ t i o n  of l o ~ t i o n  costs 

finarrcial statement carrying amounts and the tax basis of existing assets and liabilities. 

is recorded to reduce tax assets to an amount whose reahtion is more likely than not. 

- 



N e t  I n c o m e  per share 



of SOP 97-2, which are dktk lkcemh 15,1998. The adoption of SOP 98-9 is not 

~ t b e ~ c e s h e e t  
a t ~ d u e . G a i n s d h ~ E F o m ~ i n ~ ~ ~ p 0 d d b e a a o ~ 1 1 ~ b r  

N o . 1 3 3 ~ w i l l o o & L ~ c m e n t s d ; b $ i e v c s ~ t ~ ~ . t i o n w i l l m t  

closer to the date of initial adopti~a - 

$4 t 16. rr4 ' Cazaia redas&htions were made to the tiscal1997 and 1996 consaficlated financial 
oaofimm to the fiscal I%! presentation. The Company also Fedassified $3.4 million and $3.5 &n 

1998 to m e h  and 

November 2'1; W 8  

1 C Q U I S l t 1 8 N S  

WY the Company a a p h d  three d h r e  companies, in s e p a m e ~ ~ a n s ,  far an aggregate 

Df a p p h *  $8.5 milIian. These quigihns were accounted fix using the purchase method 
$6.0 d l i o n  of the purcke price ms allocated to in-process mearch and 

time of thc acquisition. One of the in-process technologies aquired for 

appwhately $15.5 d h n .  The ; t c q u  was 

$15.3 miHktn Qf t&e purchase price was 

of the aoquisiton. The value assigned 
~ o l o g y ~ B t s e d o n a d ~ i l t M n ~ b p m i n ~ t t h i r d p a r t y , ~  

t h e i n - ~ ~ ~ ~ f u t u r e ~ o 1 1 ~ o f ~ t a e d  

product, r discount factor tiat takes into corrsidwation the 
the swjcessfui dmebpmard of the pmdl9sed in-proc?ess tddogy.  The in-prates techndogy 

I@%, the Campay also acqaired ia-p-p mearch and c i e d m t  tiom Swell Wsware for 
$6.0 d l i a x ~  The research p j e a  was ~~t~ prior to reaching ~ o ~ o g i c a l  feasibility 



N O T E  3. C A S H  E Q U I V A L E N T S  A N D  I N V E S T M E N T S  I 
All cash equivalents, short-term investments, and certain noncurrent investments consisted of the follow@ 

AS OP NOITOIBSR 23,1998 

Classified as current assets 

U N I E A l l Z E D  UNREALlZED €8 

COST 6 k l N S  LOSSES 

- 3 
Money market mutual funds $ 3 4 3 3  3 - $ - $4 
State and municipal bonds and notes 201,877 1.435 

United States government treasury notes 

Total current 

Classified as noncurrent assets: 

Money market mutual funds 

Total securities 

AS O f  NOVEMBER 21,1997 COST 6 1 1 8 5  LOSSES 

Classified as current assets: 
1 .  

Money market mutual funds $ 53,051 $ - 3 - 5 @ 
State and municipal bonds and notes 3942% 757 (W) f&& 

Corporate and bank notes 6,400 - - "'4 
Auction-rate securities 2,800 - - d2 
Equity securities 

Total current 

Classified as noncurrent asses: 

Monw market mutual funds 

United States government treasury notes 6fjtm 9 

9 0 Total noncurrent S16!53 

Total securities 

A p ~ S B Q . l ~ m a d $ 2 3 1 . 2 m i l l i o n i n ~ m ~ e 9  

1988 a d  N o v h  28,-1997, I-, a d  d ROW -ts are 

gains (losses) on all securities are reported as a separate aompoment of sto&holdersD eq 

$ & 6 ~ a a d $ z 4 ~ a s o f ~ 2 7 , m a m t ~ ~ 1 ~ 7 *  

the yeam ended November 27, 114898 ;and l4hmber 2 ,  1997 of $7.0 d b n  and $33.4 
included in nonoperating income. 

As of November 27,1998, the cost and m t e d  f&ir value of cumnt debt sani t ies  a d  money 

funds with a mbrity of one year or less were $117.8 million and $118.0 f i n ,  respectivrriy, a d  @ 
estimated fair value of current debt wcuritk with maturities mn+g fim one to Erve were $122.6 - 

$123.8 million, respectively. 

3 
1 



NOVEMBER 27 NOVEMBER 28 
1998 1997 

- .  

and equipment consisted of the following: 

NOVEMBER 27 NOVEMBER 28 
1998 1997 

$ 56,332 $ 35,689 

3,502 5,043 

130,260 102,962 

27,527 45,097 

2 1 7,62 1 188,791 

16,769 25,643 

$200,852 $1 63,148 

ents in Adobe Ventures L.P. and Adobe Ventures 11, L.P., which were established to enable the Company to 

tures 11, L.P. carry their investments in equity securities at an estimated fair market value, and unrealized 

d losses are included in investment income (loss). Substantially all of the technology companies held by the 

partnerships at November 27,1998 are not publicly traded, and therefore, there is no established market for 

artnerships are publicly traded, the fair value of such investments is based on quoted market prices, and 

-market adjustments are included in investment income. 



Acrmed compensation and benefits 

Sales and marketing allowances 

Other 

M o t l c  B.  A C C D V I D  I S F * . S 8 S  

N O T I  7. R I S T R U C T U R I N Q  A N D  O T H E R  C H A R B I S  . 

In the third quarter of i i d  1998, the Company implemented a restruchuhg p v  aimed at 

underlying cost structure to better position the Company for growth and profitability. As part of the 
program, the Company implemented a duction in force of 364 positions, four of which were 

affecting m d y  its North American operations. In addition to severance and related charge 
redudion in force, the res- pqrsun indud& charges for divestkg two business d 
&&ties, and canceling certain contracts. These adions and other non-restructuring related 
charges of $38.2 million, of which appxhately $9.1 d o n  were n o n - d  charp. Ofihe $28. 

d charges, S6.2 million remains accrued at November 27,1998. 



~ 9 n B l e ~ h ~ d * a c t i v i $ ~ ~ 2 7 , 1 m  

P 
1 b' ACCRUED ACCRUED 
Ir BALAWCE AT TOTAL BALANCE AT 

11 NOVEMBER 2 8  CHARGES CASH W R I T E -  NOVEMBER 2 7  
1 9 9 7  ( c n r o r r s )  PAYMEVTS DOWNS 1 9 9 8  

The ~~ were amp- of tq@eer&, muktiq, and technical support 
~ ~ f r o a n ~ ~ ~ ~ ~ ~ t a & d & t r n a r ~ e t i n g ~ t i e s . ~ s o f  

m msochtd with a r e d h n  in hrce in the Cornpay's Pqbthg d System businas that was 
~ i a r B e ~ W o f ~ m & ~ d u c t i c k n i e k w a s ~ d t b e ~ f s i n i ~ & t o r e f a c u s  

9 &&-@ o p ~ t b  in the printing and digital copier m a r h  As of No& 27,1998, the 
@cmmd balance of S0.9 milpian in severance and related charges ansistg primady of COlUU benefits 
mment aab and is expected to be paid by the t&d quarter of fiscal 1999. 

d c g t e t e ~ f i r m ~ b y t h e C o ~ . A s o o f N ~ ~ ,  1938,54.Omillion 

costs, aet of anticipated sublease inarm, remains locrued and ie expected to be u W  by the 

to the impairment of leasehold improvements at vacated icilities of $6,4 million included the 
of the net book d u e  of IeasehoId improvements, tel-dtions equipment, and a minimal 

aad equipment use41 in the vacated firsilities. Based on an analysis performed by a commercial 
h retained by the Compuiy to sublease the hditks, the leasehold impmenmts and other 

identitied under the restructuring pmgmn as ass& to be dkposed of would hawe no future 
h e  Chmpan~ as rhege assets would not enhance the Gmpanfs ability to sublease the facilities. b h o l d  

consisted principally of a product demon~tration room, a computer room with a raised floor, d a 

reception area, all of which would not be used by fmaller tenants. Therefore, in accordance with 





HOVEMBER 27 HOVEMBER 28 I O V E M B E R  29 



The tax effects ofthe temporary &&reaees that @c rise w $ i g d &  p c d m s  e f d *  

L i a C B i e s a ~ o f b f  i ~ a n d a a d l ~ ~ p ~ ~ ~  

m a%f WEB 23 

Deferred tax ilssefs: 

Acquired techndogy 

Net operating loss canylfonnrards 

Defkmed tzul asset vaEua€ion Srsownce 
Tomsdefdtarvmsetr 

I3eferred tax liabiies: 

Oepredattion and a m  
lnwimma 

Other 

Total deferred tax liabitlt'is 

Net deferred iax assets 



b @'. B I R R F I T  P L A N S  

Y b & w I ~ f i $ r  plan I n ~ 7 , t h e C o q a n y + M g a ~ ~ t & , ~ ~ 1 1 d e r S e a i o n  

I h k r m d I b m w e ~ , # r h i c t t i s a  subtad& all of h e  Compmfs 

up po 1% of their pretax salary, subject 
%% of the &st 6% of emplbpe contributions and 

F- 
!j@ rAr r i ,ng  pIa ln  TheCompanyhasaprofitsharirrgpl9nthatpraridesforpsofitsharingpapentsto 

kmqhps ~eachqnarterinwhichtheColnpanyachie~e~at least  TWof itsbudgetedeatnings 
h m .  The p l a ,  as we8 as the amaal opexatinig budget on which the plan is based, is approved by 

&S 804 of D k e t ~ r i ~  The C b n ~ p y  ~ t r i b a t g l d ' a p p ~ a ~ ~  $6.8 million, $11.8 million, and 

irernt~ahephnin6sd 199$,E997,and I%-. 
d .  

L ~ c a n t i v e  P a r c a e r s  I n ~ 1 9 5 1 7 , i r s ~ O f i t 8 ~ 1 ~ n t u r e i n ~ ~ g p r o g r a m , ~ e C o m p a n y  

&s executive &am to participate in cash or stock didbutioas froa Adobe's venture inve~tmmts. Adobe 

$= ~ a n d a W ~ o f ~ . ~ ~ ~ e r s a r e ~ t m e o f f i ~ s o f t h e  
~ ~ o m ~ i n ~ s v e a f t u e ~ ~ a n d w b o s e ~ c p l a ~ n i ~ e d a i t i c a l t o ~ e  

k@f*pmgram, 

k ~ A s a ? l o r ~ ~ W i n d & b a t h a ~ M o n ~ m a n d a ~ t e i n r e o o ~ a g  

~ ~ 0 f d ~ ~ ~ e n t T h e d w ' 6 1 8 8 9 B j n n i o r ~ ~ i n t e r e s t q ~ e s f o r  

&& dktdbatio~a only oftcr: la) Adobe has M y  recowred the cost basis of its investment in the specific 

~ ~ Y 6 a w h i ~ a ~ t r i b u t i o n i . m s d * u n d ( b ) ~ ~ c i p a ~ ~ ~ M s ~ i n h i s m h a  

I$&@. The distribution rights generally vest on a monthly h i s  over three years, such that the rights are 

a r e ~ t o ~ ~ h o o ~ ~ m p ~ a t ~ ~ d t h e d ~ t d  

mestmnt is made, whichever b later. tkmership interem may be &&ted to designated officers 
--tgtiIlpaiaate.bB-maynstha&nmsfmofthemm 

by AIP indude Adobe's entire intaxts in Adabe Ventures L.P. and Adobe Ventures 11, LP. and equity 

b .Of privately held companies. At November 27,1988, the cast b s i s  and recorded fair value of all 
~ M s  included in AIP were $65.9 million and $56.3 million, respectively. In In 1998, AIP recorded net 
4 .  

ofken receicred aggregate cash distributions of $707,000 in fiscal 1898. 

represents their- port& of invtments that were liquidated by 

2 7 , l 9 % , t h e ~ i n ~ M d ~ h ~ o f f i w w a s  

d b ~ ~ i n ~ e x ~ e n r r e g o n t h e C o n ~ t e d ~ ~  



nst r  ra. ~ M ~ Y L O I ~ R  s m e R  CLI~LI 

Stock ebtlon plrnr Ar 

Grmmv 
hte&d 
c3hnaw 

-4ofm 





and 5,253,030 shares remain avdahle for fatme issuance, aikmgh 2,MrB.,006 &ares of d reserve were 

by the Board of Directors in September 1998, which are subject to the a p p r d  of the Company's sto 

the next annual m d g ,  

The wekhtod-average fair due of the purchase rights granted in fiscal 1998,1997, and 199a was $15&, $1- 

and S 

YEARS ENDED 

Net income: 

As reported 

Pro forma 

Net income per share: 

As reported: 

Basic 

Diluted 

Pro forma: 

Basic 

Diluted 

YEARS ENDED 

€xpected life of options 

Expected life of restricted stock 

.Expected life of purchase rights 

Volatility 

Rii4ree interest rater 

Dividend yield 





V e n t u r e  s tock  d i v i d e n d  p r o g r a n l  & 

. ' _  

( In tttemama$r, sxsagt per share  ( Y O P I ]  

WARS mom 

Metkncam? 

P u t 4  

s b m S u " d 8 0 ~ -  m&&& 8 

*4wL&&w - 

the average fair market value of the Company's stock for the period of $39.56, $41.44, and $38.46, respe 
not inducted in the calculation because the effect would have been anti-dilutive. 



)*". 
l & ~ r s r  commitments  The~panpl~~afitsWtieSandsomcafiits~pmentundernon- 

o p e d q  1- armqgements that expire at vsiom dateg duo@ 201dRent eqeme for these leases 
$Z+1 $178 mibn, d $18.3 ndka dwkg f i d  ZW8, 1997, nmd 1995, mpeahe$. As 

oper%ting;leases,aetdstlMease 
are ar fdhm 1999 - $21.1 mi&n; aOOB - $16.7 2001 - $14.9 2002 - $%3 million; 

bW9 - 0.9 m i i l k  and $10.1 n d h  therder. 
I 

I intkEnane*b m&e ~ f & i l e a d ~ t i e s v ~ c ~ t c d i n a r r m e c t i o n  
~ ~ ~ + ~ d k n & t b i r d q n a r t e d ~ W l M Q m i l l i a n ; 2 0 0 0 - $ 2 . 1 m i I l i o n ;  

Z4N1- $2.2 millioa; 4 2 . 3  dbmz W 3  - $3.3 a d  $7.3 million them&z. T k e  amounts, ne€ of 

sublease income, were included i,n d m&wtuhg costs at November 27,1998. 

an apathg lease agreement in cmnecth with the constmuion of a headqtwbm office 

comple ted~andtheopt ra t i r tgkasea ,~TheCwy,~wi l lhave  
t a ~ ~ f p c i I i t g a t ~ t h e d a f t h e ~ t e r i n i n O c t o b e r 2 0 0 1 . I n t l Y e e v e n t ~ C o ~ c h ~ n o t  

~ o p t i o a , * ~ ~ L ~  

iIlwa---tQ 

under the lase. As d November 27,1998, the 

m money mdet mutual funds. These funds are 

Bm.~,rhm:Cornpanye~rwWiEsoptionundrr~~t13.erd~ttobegina~ndp$aseofdev$apment 

h = ~ & ~ . I n ~ l 1 8 9 6 , ~ C o ~ d i a r s a ~ ~ t a a d a n o ~  

~ ~ ~ m t f o r t h i s ~ . ~ e ~ ~ w a s ~ a n 8 ~ ~ ~ l e a P e e o ~ d i n ~  

~EB8. The Company will have the option to purchase the Wty at the end d the lease term ib ~ u ~ u s t  2003. h the 

~ n a t ~ e x f f c i s e 1 9 l h r ~ $ l e C o ~ i s o b l i g . ~ r 0 ~ f w t h e s a l e o f t h e W i t g t o  

party and is repired to pay the lessor any difference between the net sales profeeds and the lessor's net 

i n ~ ~ , , i p a n ~ m t ~ t a d ~ t w ~ ~ d p r e d u d e ~ m o f ~ l e a s o a s a n  

v a t @  lease, qqmxknaltiy $64.3 ndbn. The Company was re~nired to depad furtds with the lessor as an 

Ltrrest-bearing security deposit pursuant to its obligations under the lease. As of November 27,1998, the 

Chmpafs deposits under this agreement totaled approximately $64.3 million. These deposits are included in 

*&her asetsnon the Cornlidad Balanoe Shed, 



Legal rcrlaes 

WQTC a$. TIA@SAaCTIOW1S W I I I  ( IGCCIL IhT I I  d 

@ear r r. a?l*;tr@t&r i n s t t l # m ~ w s ~  , I  ' 

I 

Fai r  valve o f  t lnanria l  i n r t ; u m t n t r  The~anpanf'rolhqaiv&n$Iahort-;emh - 

or &mila immmme (see Note 3). 

~ e C o ~ s p o ~ o f ~ ~ ~ a ~ 2 5 1 9 9 8 1 h P r l ~ & ~ d $ 6 5 ~ 9 ~ o d a ~  

ma&& d u e  of $56.3 m3lioa (see Note 5). 





N O T E  16 .  P d R U l O N  O P E R A T I O N S  

J Geographic information for each of the years in the three-year period ended November 27,1998, is p r d  h , 
YEARS ENDED 

Revenue: 

North America 

Europe 

Japan and Asia Pacific and Latin America 

Eliminations 

Operating income: 

North America 

Europe 

Japan and Asia Pacific and Latin America 

Eliminations 

Identifiable assets: 

North America 

Europe 105,172 79,291 67,506 

Japan and Asia Pacific and Latin America 28,968 32,161 22,102 

Eliminations 

N O T E  1 7 .  S U B S E Q U E N T  E V E N T S  

On January 4,1999, the Company announced the acquisition of substanw aIl of the afeets, including primad 
i n t e l l d  property of both Gofive Systems, Inc, a D%aware corporation, and &Live Systems GmbH and Co. KG, 

German limited partnership for appmximately $31.0 d o n ,  plus additionaZ ~ ) n ~ ~ t s  based on a&e& 
certain technical and enq,lopent mileetones totaling $8.0 d o n .  The acquisition will be accounted far und 
purchase method of atcounting in accordance with Accounting Principles Board Opinions No. 16. 



( In  t h o u s a n d s ,  e x c e p t  pen s h a r e  a m o u n t s )  

YEAR 

EMBED 
I O V .  27 

$894,791 

I. ~ e ! 3 u s e d i n ~  
basic t l& t i~~om& per shaee 67,762 66,735 67,278 63,115 

~ s r o d c p r i c e p e r *  

Hih $ 44.75 $ 5188 $ 45.13 $ 48.00 

~onnr sso 39.94 24.~6 23.63 

Cash cjiv&r& per share OB5 0X)S 0'05 0.05 

YEAR 

EWDEr4 

NOV, 28 

$91 1894 

785,623 

296,090 

186,837 

2.60 

QULATfR PIEDE.9 
CM. 2s urr u 886. z3 NOV. ZB 

, Rewenue $226,459 $22&264 $ 2 ~ ~ 0 ~  $227,132 

Caws gr& 192,170 1 95,606 197,350 200,497 

lncome w e  incame taxes 73,167 65,204 85,528 74,191 

Net income 46,484 40.1 06 53,428 4681 9 

&sic net inc~me per share 8.65 0.56 0.73 0.66 

Uiam wed in omng 
WK net income per shake 71,493 72,085 72,766 7 1,345 

Diluted net income per share 0.63 054 0.72 0.64 

Sharesusedincomputing 
dihted net home per shawe 73,939 74,528 73,651 

Common stack prke per hare 

High 5 44.13 5 49.00 5 4525 $ 53.13 

Low 34.63 3250 34.00 39.75 

Cash d~dends per share 0.05 0.05 . 0.05 0.05 

T $ e ~ s ~ ~ i s t t a d e d o n T b e ~ ~ ~ & ~ s ) t m b o l u A D B E P  Onlhxder31,1998, 

hrewtre 1,694holdersofrecoldoftheCBmp9lrg'seo~stodr.Becau$e~ofsuch~esareheld~brdrers 

and 0th MbtiQne on behalf of ~ ~ s ,  he Company is d l e  to estimate the total nwnbe~ of ~ 0 1 d e r s  

xquemted by these record holders. 



M a n a g e m e n t ' s  R e p o r t  

-- 

Harold L. Covert 

Senior Vice President and 

Chief Financial 05cer 
(Principal Financial zuid Accounting Officer) 

December 14,1998 



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  r -,- 
af lWember 27,lM a d  N d e r  28, 1WY and &e dated 
~ , d d f l o ~ i l f o r e a c h d t h e y e a r s i a t h e ~ y w p e - r i e d d  
~ ~ z r r t h e ~ o f o b & C o m p a r m g s  
on tbx 00nsoZidatd h a n d  &&mmts based on our audits. 

t4qk&$retwe 

g h  and perform the adi t  to obtain reasonable ~ l p p e f r e e o f  
material mistatement. An audit indudes tb a n r ~ ~ t s  and 
disdoures in the 5ngncial statements. An aadit also includes assesssing tbe ascouathg pxincipk used and 
signiscant estimates made by management, as wdl  at^ m&w$ag the overall h c i a S  statement presentation. We 
k k  rhat our a d b  provide a reasonable basis for our opinion. 

Eno~prepjidoa,t.Bs amOvep~esent~,ininmatdrespea,the 

%naracialWtimd as of Pkwemh 27, B98 and November 2 8  1997, 
and the midts of thpir operations and their asah flows f&r each of the years in the thee-pear period ended 

-27, m , b a ~ n a i i t g w i t h ~ ~ ~ ~ ~ p r i n c i p l e s .  
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i n  the world. Users o f  Adobe products have come t o  expect no t  only  the highest 

qual i ty  software and service, bu t  also real answers t o  the business challenges they 

face. Whether they're graphic designers who need t o  become Web savvy, publishers 

who need t o  maximize eff iciency through d ig i ta l  workflow, or mult inat ional coc- 

porations tha t  need t o  streamline document management eIectronicaIIy, Adobe 

offers solutions tai lored t o  meet their  needs. We have worked hard to  earn our cus- 

tomers' support. I n  return for  thei r  passionate loyal ty  t o  Adobe, 

we feel  a tremendous responsib i l i ty  t o  them. Our commitment t o  

our customers is  simple: t o  add value t o  thei r  businesses and t o  

thei r  l ives i n  a way tha t  transcends products and technologies-to 

give them the creative and competitive advantage i n  a d ig i ta l  world 

tha t  never stops changing. 
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Annual Meeting 
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This Annual Report conkdns forward- 
looking statements that involve risks 
and uncertainties, and actual results 
may~matedally.FadorsthatcoUld 
cause or contribute to such Merences 
indude, but are not limited to, those 
dipcussedinthektbxto Stockholders 
and Management's Discussion and 
Analysis of Financial Condition and 
Results of Operations as well as those 
discusred elsewhere in the Company's 
SEC reports. Readers are cautioned not 
to place undue reliance on the forward- 
looking statements, which speak only as 
of the date of this Annual Report The 
Company undertakes no obligation to 
publicly release any revisions to the 
forward-looking statements or reflect 
events or circumstances after the date 
o f t h i s ~ t  
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