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Interleaf is the leading international provider of document man-

agement systems. With the industry’s only complete solution,

leverage their va fuable investments

\we enable organizations to Interleaf closed fiscal 1993 with another year of solid growth. An

e Lo g - increase in earnings of 55% over fiscal 1992's profits, revenue
FE i uter sys 1 : :

in information, comp Y. growth of 17% and a 67% increase in cash flow all reflect our ability
to transform vision into strategy and then into concrete, positive

and support that financial results.

We do this by combining software, SEIrViCes

¢ : : t form; dis- . et . .
help organizations present information in documen The implications of this continued growth are clear. We're seaing

anywhere in the world; organize and

;. major corporations investing in our documen a -
tribute it on any system, J p g ment management sys

. o iciuge: and tems. There are many reasons why. These corporations are finding
control large amounts of it for easy workgroup i that Interleaf solutions truly address a fundamental need to leverage
strategic information stored in documents throughout their organi-
zations. Solutions we impiemented as little as six months ago are
already enabling our customers to reap substantial benefits. And
those who are shopping around are also discovering that Interleaf is
the only one in the industry delivering the complete and open solu-
tions they require — and delivering those solutions today.

automate and re-engineer document-based business processes.

In addition, market trends loutlined in the following two pages) are
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validating the strategy and market vision we have been following for
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y A I?f the past few years. We believe that the document management mar-
i \'-k '?"g £ ket is on the threshold of tremendous growth. Interleaf is prepared
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for this surge with a strong foundation of products and services.

r
A
r
bl o 2
o

This year alone, we made strides in executing our strategy. Our doc-
ument control (RDM)} and electronic document distribution
(WorldView) products took the industry by storm. We led the indus-
try by co-founding SGML Open, a consortium for educating the mar-
ket about this international standard for information exchange, and
introducing the industry’s only complete and easy-to-use SGML doc-
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117 MILLION ument system. We've succeeded in opening our products even fur-

ther by adding more standard graphical user interfaces and by

providing linking tools that allow people to automatically exchange
timely data between Interleaf and virtually any other application. We
continued to expand and strengthen our worldwide services organi-
zation and partnerships. And we established our Japan subsidiary
and introduced Interleaf 5 for Japanese, an award-winning product.
These accomplishments have been key in helping us to broaden our
customer base and to assert our market leadership.

Qur transition toward a total document management solutions

provider is nearly complete. Although challenges lie ahead in creat-

ing market awareness, in continuing to build a profitable services

A n | % infrastructure and in dealing with a fluctuating European economy,

hji‘. _ i ! the customer stories highlighted in this annual reveal the size of our
= : opportunity.

With a major share of the document management market and clear
competitive advantages, Interieaf is the dominant player in this

industry. Now, we're poised to accelerate our strategy.

MILLIONS

Mark K. Ruport
President and CEQ

INTERLEAF FIVE-YEAR

REVENUES TREND
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Global competition is increasing. And corporations everywhere
are feeling the pressure. An overwhelming majority of them
agree that maintaining their competitive advantage hinges upon
how well they leverage their business-critical information.

Over a decade of electronic information development has
created an abundance of data, most of it in the form of
documents such as forms, reports, parts lists, contracts and
technical manuals.

Analysts predict that by 1995, businesses will generate a billion
documents a day, half of that in electronic form.

With the increase in information comes greater demand for
desktop access to that information. One result of this demand is
the merging of document and mainstream corporate information
systems. Another result is the growing need for control over and
management of these strategic documents, the data that goes
into them, as well as the entire document-information process.

Aiding the desktop information access trend are the improve-
ments in the power of desktop computers, and the movement
away from centralized mainframes and computers toward decen-
tralized, client/server environments. Client/server technology
allows multiple desktop computers (clients) to run end-user
applications while being connected to host systems (servers)
anywhere on the network. This enables members of workgroups
1o tap into enterprise-wide information bases directly from their
desktops.

Corporations are finding that their return on investments in their
documents and document systems, as well as the timeliness,
accuracy, accessibility and re-usabijlity of their information
depend greatly on having the most effective document manage-
ment application.

MEENE TS SN M A R K E T N E E b s
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Interleaf understands documents and their role in the world of
information. From the outset, we designed all our document soft-
ware products to be object- and structure-based, so workgroups
can easily access, re-use and control every piece of information

within documents, even across different computer systems.

We take pride in being the only player in the industry to deliver a
complete document management system. Interleat’s suite of prod-
ucts not only helps corporations put information into document
form, but it also enables them to distribute large collections of
information to everyone in an enterprise-wide network. Interleaf
products are also intelligent, so people who need the information
can do more than find it — they may also be told what informa-
tion to find. Then we enable information managers to control that
information throughout the workflow process — from creation to
reviews to re-use — throughout the information’s lifecycle

whether that’s twenty days or twenty years.

Interleaf’s suite of products are open system applications, allow-
ing organizations to protect their investments. They can “plug and
play” our products within any major computer hardware and soft-
ware system. In addition, Interleaf is committed to providing full
support for SGML, the international information interchange stan-
dard, across all our products, so workgroups can access, share and
re-use information with ease from virtually any computer, any-

where around the world.
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very large moving truck, s
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LockHEED

OnTamio, CAUFOANIA

“An Interleaf system is so versatile, we're able to use it in different
ways 1o solve different business challenges — the re-use of information
and the effective managemen of workflow processes. The resulls:
Overall productivity has improved up 10 20-fold, panicularly for‘illu.q‘
trating complex, technical drawings. And time savings have increas d
by 25 to 50%. ~

“Inerleaf serves as an auwtomaled document management system for
our illustrated pans breakdowns process. Its eliminating lim.c--ic() S 4
ing tasks and ¢nabling us 10 re-use 80% of our mainframe an'n'wfm-
mation. Hlustrations information is now stored on 4 d:uahuz ik

SRy g | . Authors
access this information directly from their wo ;

SILoNs ar b

ing 10 physically go 1 another computing .s'vssmm.l ,Tr:d ‘:;:ek"?lﬂ“ hf“t-
cally assemble formatted documents that have the right illu{u‘ UFO“].‘“-‘-
the righn places, without ever having 1o re-key and barch A ml.m.m 3
information ovemnight on a mainframe, ) b LT

wlite o -y PRE - : ill i : iti
I's a management tool that's intelligent enough to fill in repetitive
information autematically, run formulas, check and correet input error:
then route the information back to the database.

“and it's also 2 consistency enhancement tool for a VErY structured
environment. We have 250 templates in a central database and l“terleaf
controls authorized access to those wemplates and mManages the revieW:
fevision and version processes. Authors are then empowered 10 ad
value 1o their without worrying about how their documents look.

With Inwerleal elecuronic delivery in the wings, we'll be able 1@ b
even greater productivity and output gains,”

LOCKHEED
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“Qurs is a heavily regulated industry. N does the Airline
Transport A ion enforce stringent aircralt maintenance Proce-
dures, but it also regulates the documentation for all ajre
Information that's not correct or current can have legal and

sequences. Errors in any one of our 20

aircrafl manuals, muny of which
¢ thousands of

ges long, used o mean faborious corrections and
costly re-distribuion.

“Interleat’ has revolutionized our process. slashing buth our cosis :und
documentation development time by 50%. The benelits go beyond cost
and productivity gains. We've increased the reliability of mu: infor

tion, improved the speed with which we de

it und increased the
amoumt of information we deliver, We'

ve even tripled our cusiomer

automates our documentation routine and makes i pomssible
1 not enly build multiple, customized versions simuli
information in our database, but also o tr
tion und disseminate it via CD-ROMs.

ancously from
ind manuge the inforn

gar”

anmy

lis process allows us to deliver accurate, up-to-date information with
cat speed und to provide our customers with casy information Access
They dont need to hunt through thousands of pages manually or sub-
stituke change pages. A single CD disk can hold our maintenance mitn-
ual and ilfusteated parls catalog, for example, and offer us the putcmiul
for adding multimedia. Tnierlenl's sophisticated and intelligent inlornxt-
tion linking guides users instantly to the exact information they n

One area in which we're applying this technology is in aireraft mainie-
niance instructions, ( any aidfield, throughout the world, o tech

¢an load our €D 1o generate the instructions for performing any main-
lenance Lask,

"We tusted nierdeal w0 give us g competitive edge, We got it L
proven technology you want o see, you don't have to laok furthet
thun the Intereaf Sysiems al SAAB Airerall AR
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PARTNERING FOR S UCCESS

We know we're successful when we've met our customers' busi-
ness objectives. Most often, one of their main objectives is simply
to protect their valuable investments, while implementing a solu-
tion that meets their unique requirements. Providing what our cus-

tomers need is why partnerships are essential to Interleaf.

By integrating with other best-of-breed technologies and partner-
ing with other high-quality systems experts, we are ensuring our
ability to provide the most open document management solutions
in the industry. Solutions that run on virtually any computer sys-
tem, integrate with whatever applications our customers use, and
automate and re-engineer corporations' business processes to
sharpen their competitive edge. The following is a sample of our

many partnerships.
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SUNSOFT

“As corporations begin to focus on solutions that provide them with
the greatest advantage in a highly competitive global market, they

are moving toward strong document management systems, The

Interleaf-SunSoft partnership allows both companies to be in the
forefront of the document management industry by delivering a

powerful solution — Interleaf running on Solaris — for meeting the.

information challenges facing today’s corporations.”

EDWARD J. ZANDER, PRESIDENT

SunSaorT, INc.

PHOENIX TECHNOLOGIES LTD

“Interleaf and Phoenix are integrating electronic document distribu-
tion with PostScript technology to provide Interleaf users with
greater openness and the increased power 1o handle the widest
range of information in a document environment. This partnership
represents an increase in market advantages for both companies and
exciting new market opportunities for Phoenix.”

RONALD FISHER, PReSIDENT anND CEQ

PHOENIX TECHNOLOGIES LTO

CAMBRIDGE TECHNOLOGY PARTNERS

"We're seeing a growing demand for document management systems
in the marketplace. And Interleaf is the company the market is. look-
ing to for the technology and leadership. Through our partnership,
we’re seeing the synergy of our two companies’ products and ser-
vices in successfully re-engineering customers’ business processes
and meeting their specific needs. We also see tremendous opportuni-
ties for our joint solution in other companies and industries.”

B80B GETT, ExecuTtive VIiCE PRESIDENT

CaMBRIDGE TECHNOLOGY PARTNERS

ORACGCLE

“Interleaf is recognized as an industry leader in document manage-
ment. Oracle is a recognized leader in information technology. Our
relationship offers opportunities for both of us to caprure and expand
our respective market share, Interleaf products provide our customers
with a complete document management solution. Corporations con-
tinue to buy our products, proving market satisfaction and the success
of our alliance.”

POLLY SUMNER, VICE PRESIDENT, US CHANNELS ALLIANCES

QORaCLE

FULCRUM TECHNOLOGIES ING.

“Our partnership with Interleaf is the perfect example of a win-win
relationship. Interleaf and Fulcrum have tightly integrated our two
technologies to provide users with the best-of-breed electronic infor-
mation retrieval. The broad market acceptance of WorldView,
Interleaf’s electronic document distribution and retrieval product,
strengthens Fulcrum's market position as the leading provider.of text
retrieval development tools.”

ERIC GOODWIN, PReSIOENT aNC CEDO

FULoORUM TECHNOLOGIES INC.

ASSDOCIATIVE DESIGN TECHNOLOGY

“Interleaf has coupled its superior document management. systems
with our object-oriented Prech™  systems analysis tool to provide dis-
tinctive cansulting services for major organizations, In Iuterleaf we
found an innovative organization that shares a vision for how firms
will create, present and manage their expanding information base.”

SEAFORTH M. LYLE, GENERAL MANAGER

Asgaciative Desion TecHNOLOaGY




Report of Management

The management of Interleaf, Inc. and its subsidiaries is responsible for preparing the accompanying financial
statemelnts and for ensuring their integrity. The statements were prepared in accordance with generally accepted
accounting principles. In instances where exact measurement is not possible, the financial statements include amounts
-that are based on management’s best estimates and judgments. Management also prepared the other financial
mform_ation in this Annual Report and is responsible for its accuracy and consistency with the financial statements.

In meeting its responsibility for the Company’s consolidated financial statements, management maintains a system of
internal accounting control, which is reviewed and evaluated on a regular basis. This system is designed to provide
reascnable assurance that assets are safequarded and that transactions are properly recorded and executed in
accordance with management’s authorization. However, there are inherent limitations that should be recognized in
considering the assurances provided by any system of internal accounting control. The concept of reasonable

assurance recognizes that the costs of a system of internal accounting centrol should not exceed the benefits to be
derived.

The consolidated financial statements of Interleaf, Inc. and its subsidiaries have been audited by Ernst & Young,
independent auditors, whose report is contained herein. Their audit includes an evaluation of the Company's
accounting systems and internal controls, as well as performance of other, auditing procedures to reasonably ensure
that the consolidated financial statements are fairly presented.

A eyt

Mark K. Ruport David J. Collard
President and Chief Executive Officer Chief Financial Officer

Reportof Audit Committee Chairman

The Audit Committee of the Board of Directors is composed of three independent directors. The Committee held four
(4) meetings during fiscal 1993. The Committee oversees the Company's financial reporting process on behalf of the
Board of Directors. In fulfitling its responsibility, the Committee recommended to the Board of Directors the appointment

_ of Ernst & Young as the Company’s independent auditors. The Committee discussed with Ernst & Young the overall
scope and specific plans for their audit and the adequacy of the Company’s internal controls. The Committee met with
Ernst & Young, without management present, to discuss the resuits of their audit, their evaluation of the Company's
internal controls and the overall quality of the Company’s financial reporting. Meetings during the year were also
designed to encourage confidential discussions on any auditing matters.

Frederick B. Bamber
Chairman, Audit Committee




MANAGEMENT?

Year ended March 31

S DiscussioNn AND ANAaLYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

1993 1992 1991
Revenues 100% 100% ; 100%
Costs and expenses: ¢ S
Cost of products, maintenance, and services sold 25 ; 24 ‘ 24
Selling, general and administrative 47 50 56
Research and development 14 15 18
Amortization of software and development costs 3 3 3
Total operating costs and expenses 89 92 101
Income (loss) from operations 1 - 8 (1)
Interest income (expense), net - = =
Other expense (1) (1) (1)
Income (loss) before income taxes 10 7 . (2)
Provision for income taxes 2 1 =
Net income {loss) 8% 6% (2)%

Results of Operation

The Company believes that its revenue growth during its past three fiscal years, FY93', FY92', and FY91/, fairly reflects
the large and growing global market for the Company’s document-based information systems—systems which enable
customersto create, distribute and manage documents tailored to meet their specific applications. While the Company'’s
revenue grew 17% over FY92', and 39% over FY91’, this growth needs to be analyzed and understood in the context
of the major shifts that have occurred to Interleaf’s historic customer base and the significant structural changes that -
the Company has successfully undertaken during this period.

From the Company's inception, a significant portion of its revenues were derived, either directly or indirectly, from the
aerospace/defense sector. Moreover, during this period, the Company had incrementally designed its software products
for use in dedicated technical publishing environments in this sector. Concurrently, the Company also developed a
substantial sales infrastructure focused on this sector.

As U.S. defense spending began to decline in the late 1980’s, Interleaf was compelled to seek new opportunities in
different and growing markets. Equally important, the Company realized that it had to develop and refine its software
products to successfully attract new users in these differing markets and provide solutions to their document
management systems needs. As will be described further below, the Company responded to these challenges’ by
significantly changing existing products, such as providing for the extensibility of Interleaf 5 which enables it to be
customized without reprogramming the underlying product, introducing new products such as WorldView, its
electronic viewing product, and RDM, its relational document management product, and by revamping its sales forces
to begin focusing on MIS departments of major companies. Moreover, the Company began a consulting services
practice to customize these core Interleaf software products to meet the specific application solution requirements of
its new customer base. While the development of the consulting practice during this period has been challenging, the
Company believes that it is its now proven ability to deliver total solutions to domestic customers that gives Interleaf
a competitive advantage. It is in the context of these evolutionary changes that have occurred in the past three years
that the Company's operating performance and financial condition should be analyzed.

Revenue Growth by Geographic Area

The Company was encouraged by the improved revenue growth demonstrated by its domestic operations in FY93".
U.S.-based revenue increased by approximately $9 million, or 15%, when comparing FY93' over FY92'; $17 million, or
32%, when comparing FY93' to FY91’. The Company attributes this increased domestic growth primarily to four factors:

The Company has begun to successfully penetrate new and growing markets by attractively pricing its products to
enable customers to cost effectively implement document management systems. In FY89’, of the Company's ten largest
domestic customers, eight were either directly or indirectly in the aerospace/defense sector. Of the Company'’s ten
largest customer’s in FY93’, only three were from this segment, as new areas such as telecommunlcatlons,
pharmaceuticals and petro-chemicals have generated substantial sources of revenue.

The Company’s increasingly diverse customers are investing in Interleaf’s document based information systems, and
are focused on disseminating and managing information dynamically as an integral part of thelr management
information network.

18
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MANAGEMENT!’e DISCUSSBION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPeRATIONS (CON’T)

= Interleaf’s consulting practice, primarily in the U.S., has demonstrated its ability to deliver solutions, and has begun to
generate incremental software revenue.

= Domestic sales management has been reorganized to better meet Interleaf’s changing customer base by targeting
customers’ MIS departments.

In contrast to solid domestic growth, Interleaf’s European-based revenue for FY93' was not strong, and it expenenced
limited real growth. The Company attributes this limited growth to three factors:

= While the overall European economy has been weak for the past two years, during FY93' the German ecoanomy also
stagnated. As a result, the Company’s German subsidiary, the Company'’s strongest performer in prior years, failed to
meet its projected revenue target by $3 million and experienced a decreased growth rate. Given the current economic
climate in Europe, especially in Germany, the Company will continue to closely manage its expenses and monitor its
operations in Europe.

* The Company’s consulting practice in Europe is in its early stages and therefore the Company’s European operations
have not benefited from the incremental software revenue pull that the Company has experienced domestically. In
FY94', the Company will focus on expanding its consulting practice into Europe, and believes it will result in improved
European-based revenue when the economy recovers.

* The Company, as it did previously in the United States, is undergoing sales management changes in its European
operations. Sales management in Sweden, Switzerland, Belgium and the United Kingdom is currently-being revamped,
whiie a new country manager in France recently began in late FY93’. The Company expects these changes to ultimately
result in improved operating performance but recognlzes the challenges and risks it faces in managing these changes
and improving processes in Europe.

The Company was very encouraged by the results of its new subsidiary in Japan, as revenue totalled approximately $4
million in FY93'. The Company has expended significant research and development funds on its Japanese authoring
product and incurred significant start-up costs, but believes that the results to date validate its investment decision. The
Company plans on developing a Japanese version of WorldView and RDM in FY94'.

In the Japanese marketplace the Company has been pursuing a distribution strategy of selling through major systems
integrators who have significant system integration capabilities, at attractive pricing for up-front purchases. As a result,
these resellers carry inventories of Interleaf software. While this program has been well received in Japan, the ability
of these Japanese resellers to sell through to end-users will ultimately determine the long-term success of Interieaf in
Japan. 3

Revenue Growth by Category

The composition of Interleaf’s revenue has changed significantly during its past three fiscal years, and can be better
understood when broken down into its three major segments: (1) software products, (2) maintenance, and (3) services.

The Company primarily offers three core software products: (1) Interleaf 5, its object oriented authoring product, (2)
WorldView, its viewing product that enables customers to disseminate, retrieve and access information electronically,
and (3) RDM, its relational document management product. In FY93', Interleaf 5 represented approximately 84% of the
Company's worldwide software revenue, down from 92% in FY92’, and 98% in FY91', This trend underscores the rapid
market acceptance of the Company's two other core products: WorldView and RDM. WorldView was first introduced
in FY92' and nearly doubled in revenues in FY93'. in FY93’, RDM also nearly doubled its revenues over FY92', its first
year of introduction. The Company expects continued strong growth from these two products in FY94', especially in
Europe where they have only recently been introduced.

The Company believes that WorldView and RDM complement its authoring software praduct, Interleaf 5, and enable
the Company to provide a total scalable product offering to customers for authoring, distributing and managing
information. Due to their open architecture, these products are also sold on a stand alane basis into different computing
environments. The Company does recognize that it must provide Interleaf 5 on standard graphical user interfaces
{“GUIS").if it Is to remain competitive in the marketplace. The Company did complete its port to Open Look, a standard
GUI, and expects to complete its port to MOTIF, the leading GUI for unix workstations, Windows and Macintosh in FY94",

The Company believes that there will be continued downward price pressure on stand-alone workstation based
software products as new networking and operating systems merge personal computer and workstation environments.
The Company also believes that the negative impact of the downward price pressure can be offset by premium prices
that can be charged for customized software that is key to high volume document management applications, and by
increased volume as corporations implement enterprise wide document based information systems.
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MANAGEMENT'

S DisScussIioN AND ANALYSIS OF FINANCIAL CaNDITION AND REsSULTS OoF OrPeERATIONS (CON’T)

The Company’s maintenance revenue during FY93' grew at approximately 15% over FY92' to approximately $31
million; maintenance revenue, however, from FY91' to FY92" grew atapproximately 62%. The Company does notexpect
to see growth in this ‘area of its business in FY94' for two reasons: (1) The Company’s program of back-billing
non-maintenance customers who wished to upgrade to Interleaf 5 is completed; and (2) As the pricing of software

products continues to decline, as further described below, corresponding maintenance pricing will also decline since

it is based on a percentage of the software price.

The Company s services based revenue increased to approximately $20 million in FY93', an increase of nearly 39% from
FY92’, and a doubling over FY91’. The Company believes that this growth rate favorably reflects the Company's ability
to successfully deliver complete solutions to its customers. While gross profit margins from services are significantly
lower than from the Company’s core software, these services are critical in enabling customers to successfully

implement document management solutions, and therefore, the Company believes they generate substantial incre-
mental core software revenue.

The Company’s goal for its services group is that it will continue to develop a library of reusable technology which can .

be redeployed with Interleaf core software in similar projects for different customers. The mission of the Company’s
consulting group is to primarily customize the Company's core software products to meet customers’ document
management needs, and not undertake projects where only services are required. Therefore, in pursuing consulting
projects, the Company carefully weighs the mix of core software and services being acquired by customers.

Selling, General and Administrative Expenses

The Company continues to tightly manage its operating expenses, as expenses increased by 11% over FY92’, while

revenues increased during the same period by over 17%. Moreover, as a percentage of total revenue, the Company's
selling, general, and administrative ("SG&A") decreased from 56% in FY91’ to 50% in FY92' to 47% in FY93'. The
Company attributes this positive trend to improvements in sales productivity—the Company has been able to
successfully leverage its existing sales force to generate additional revenue. While revenue increased by $17 million
in FY93' over FY92', no additional sales people were added in the field, but were supplemented by the establishment
of a corporate telesales operation and the expansion of alternate channels in areas where Interleaf had limited presence.

Nevertheless, the Company realizes that it must continue to improve the productivity of its sales force to achieve greater
profitability. The Company will continue to devise and implement new strategies to reduce the sales cycle, resulting in
improved productivity. As part of this strategy, the Company plans to significantly increase its marketing expenditures
by approximately 40% in FY34' to improve' customer awareness and more clearly identify Interleaf as a leading
document management solutions provider.

Research and Development

The Company continues to maintain a high level of investment in research and development, which was 17% of the tot_al
revenue in FY33. This continued high level is required in large part by the rapid change in the operating systems of the
13 different platforms on which Interleaf currently operates, the need to support its software products in nine different
foreign languages, the global movement toward standard graphical user interfaces ("GUIs"), and the Company’s
adoption of new technologies into Interleaf's core software. The rapid adoption of new technology is critical if Interleaf
is to remain successful. Accordingly, the Company anticipates that it may expend significant resources to acquire or
license technologies which it believes are critical to its success, and can be effectively acquired from third party sources.

The Company believes that structured documents (“SGML”) will be required by the marketplace in the future. Unlike
the traditional page description layouts, SGML groups information by pre-defined segments, not actual pages. The
Company is committed to this direction and will expend resources to develop SGML compliant products.
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 MANAGEMENT'S DISCUSBSION AND ANALYBIS OF FINANCIAL CONDITION ANDO RESULTS OF DOPERATIONS (CON'T)

Operating and Net Income

The Company’s operating income for FY93' increased by 72% to $12.6 million or 1 1% of total revenue of $117 million,
compared with operating income of $7.4 million or 7% of total revenue of $100 million in FY92'. In FY91" the Company
experienced an operating loss of $.5 million on revenue of $84 million. This large change to the Company’s operating
income underscores the leverage inherent in increasing the Company'’s top line revenue because of the Company’s
relatively high fixed.cost structure. :

While the Company’s operating income increased by 72% over FY92', the Company’s net income increased by 56%
to $9.3 miltion, up from $6 million in FY92'. The Company had a netloss of $1.3 million in FY91’. The Company’s relatively
lower net income in FY93' reflects the Company'’s higher effective corporate tax rate of approximately 20%. In FY92",
this rate was only 8%. This differential is attributable to the utilization of the Company'’s tax credits and net operating
loss carry forwards; primarily from the restructuring charge of approximately $14 million incurred in November 1989.
Since these favorable tax attributes have been nearly fully utilized, in FY94’ the Company estimates it will be in
approximately the 30% effective corporate tax rate, which includes a one time $1.0 million — $2.0 million tax credit due
to the Company's adoption of FASB 109. The Company ‘s overall statutory tax rate is expected to be approximately 40%.

Liquidilj- and Capital Resources

In FY93’, the Company continued to improve its long term financial position as cash and marketable securities increased
to approximately $30 million at March 31, 1993, up from $18.2 million at March 31, 1992 and $13.6 million at March 31,
1991. This continued improvement during this period reflects the Company’s improvement in its overall profitability.
In addition, the Company continues to enjoy the benefit of receiving annual pre-paid maintenance, which is reflected
as a liability as unearned service revenue on the Company’s Consolidated Balance Sheets.

The Company invested approximately $4.6 miillion in FY93' primarily to upgrade its corporate information network,
while depreciation expenses totalled approximately $6 million. The Company expects to spend approximately $6 miltion
on property and equipment in FY94', which will be financed through leases or internal funds.

The Company'’s capital needs as a provider of software and services are and will continue to remain moderate. The
Company, however, anticipates expending resources in FY94’' on acquiring, by purchase or license, needed
technologies to enhance its core software, and to meet new requirements dictated by the marketplace.

The Company has a joint venture with PruTech Research and Development [l (*PruTech”), whereby, on behalf of the
venture, it markets WorldView on personal computers and the mainframe, and its CALS product used in U.S. Defense
Department procurements. Because of the relatively low level of profitability of the venture, and the need to fund
enhancements to the products to remain competitive, the venture made no cash distributions during FY93'. PruTech,
however, believes thatitis entitled to mandatary cash distributions of 30% of all of the venture’s revenues; the Company
believes that this position is without merit. PruTech has the right to purchase the Company‘s interest in the venture under
various terms and conditions. In the event PruTech exercises its right to purchase, it could preclude the Company from
marketing these and competing products in certain areas of the United States.

With the Company’s high fixed cost structure, any fluctuation in revenue will have a significantimpact on its profitability.
Since the Company’s sales cycles have become longer and more complex when involving large document
management systems procurements, and given that a large part of the Company’s revenues occur in the {ast month
of the quarter in any event, the Company's actual results in any one quarter can be volatile, and are often unknown until
the very end of the quarter.
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CONSOLIDATED STATEMENTS

(in thousands except for per share amounts)

OF OPERATIONS

Year ended March 31 1993 1992 1991
Revenues
Products $ 66,752 $ 569,372 $ 57,149
Maintenance 30,923 26,758 16,554
Services 19,666 14,169 10,615
117,341 100,299 84,318

Costs and expenses
Cost of products, maintenance, and services sold 28,901 24,432 20,400
Selling, general and administrative : 55,831 50,398 46,987
Research and development 16,302 14,720 14,607
Amortization of capitalized software

development costs 3,671 3,382 2,815
Total operating costs and expenses 104,705 92,932 84,809
Income (loss) from operations 12,636 7.367 (491)
Interest expense (724) (976) (1,043)
Interest income 721 962 1,033
Other expense, net (1,004) (840) (627)
Income {loss) before income taxes 11,629 6,513 (1,028)
Provision for income taxes 2,326 529 250
Net income (loss) $ 9,303 $ 5984 $ (1.278)
Earnings (loss) per share 5

Primary $ .65 $ .38 $ (1)

Fully diluted .55 .38 (.11)
Shares used in computing primary

earnings (loss) per share 16,836 15,704 11,956
Shares used in computing fully diluted

earnings (loss) per share 16,925 15,747 11,956

See Notes 1o Cc lidated Financial St
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CONSOLIDATED BALANCE SHEETS,

(in thousands except for share amounts)

March 31 1993 1992
Assels
Current assets
Cash and cash equivalents $ 26,402 $.18,227
Marketable securities 4,070 -
Accounts receivable, net of
allowance of $725 and $778 for
doubtful accounts, respectively 32,051 30,005
Inventories : 181 176
Prepaid expenses and other current assets 2,103 1,880
Total current assets 64,807 50,288
Property and equipment, net 9,494 10,884
Excess of purchase price over net assets ;
of businesses acquired 16,402 17,888
Other assets 8,816 8,513
$99,519 $87,573
Liabilities and Sharebolders’ Equity
- Current liabilities
Accounts payable $ 3,143 $ 3,541
Accrued expenses 8,414 8,475
Accrued compensation and related items 6,491 5,140
Unearned service revenues 13,589 12,866
Current portion of capital lease obligations 1,458 795
Other liabilities 888 1,938
Total current liabilities 33,983 32,755
Capital lease obligations, less current portion 1,594 1.425
Long-term debt and other liabilities, less current portion 263 1,134
Deferred taxes - 553 151
Shareholders’ equity
Preferred stock, par value $.10 per share,
authorized 5,000,000 shares:
Series A Junior Participating, none issued and outstanding
Senior Series B Convertible, issued and outstanding 1,928,572 and
2,142,857 shares, respectively (liquidation value $7 per share) 193 214
Common stock, par value $.01 per share,
authorized 20,000,000 shares, issued and outstanding
13,064,139 and 12,434,494 shares, respectively 131 124
Additional paid-in capital 63,507 61,682
Retained-earnings deficit (459) {9,762)
Equity adjustment for foreign currency translation (246) (150)
63,126 52,108
$99,519 $ 87,573

See Notes 10 G lidated Fi; fal S
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CONSOLIDATED STATEMENTS OF CHANGEB IN SHAREHOLDERS' EQuiTy

(in thousands)
Preferred Common Additional Retained Equity Total
Stock Stock Paid-in Earnings Adjustment  Shareholders’
Senior Series B Capital (Deficit) Equity
Balances at March 31, 1990 $214 $118 $ 59,125 $ (14,468) $ 206 $ 45,195
Common stock issued in connection
with incentive stock options exercised
by employees - 1 149 - - 150
Common stock issued in connection
with employee stock purchase plan = 2 900 - - 902
Equity adjustment for foreign
currency translation. - - - - (238) (238)
Net loss A - = (1,278) - - (1278
Balances at March 31, 1991 214 121 60,174 (15,746) (32) 44,731
Common stock issued in connection |
with incentive stock options exercised : ;
by employees - 2 1,324 - - 1,326
Common stock issued in connection
with employee stock purchase plan - 1 184 - - 185
Equity adjustment for foreign :
currency translation - - - - (118} (118)
Net income - - - 5,984 - 5,984
Balances at March 31, 1992 214 124 61,682 {9,762) (150) 52,108
Conversion of Senior Series B Convertible
Preferred stock into common stock (21) 3 18 - - =
Common stock issued in connection
with incentive stock options
exercised by employees -~ 2 923 - - 925
Common stock issued in connection
with employee stock purchase plan - 2 884 - - 886
Equity adjustment for foreign
currency translation - - - - (96) (96)
Net income - - - 9,303 - 9,303
Balances at March 31, 1993 $ 193 $131 $ 63,507 $ (459) $ (246) $ 63,126

See Notes 10 Consolidaied Financial Statements.
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CONSOLIDATED STATEMENTS of CAsH FLOws

(in thonsands)

Year ended March 31 1993 1992 1991
Operating activities 3 B . ;
Net income (loss) 3 $ 9,303 $ 5,984 $ (1.278)
Depreciation and amortization expense 8,043 7,879 ] 7,738
Amortization of capitalized software development costs 3,671 . 3,382 : 2,815
Loss from disposal of property and equipment 137 . 202 372
Provision for deferred income taxes 402 = (118)

Changes in current accounts excluding
the effects of acquisitions:

Increase unearned revenue 971 3,153 7,041

(Increase) decrease accounts receivable, net (2,380) ; (4,849) 154

(Increase) decrease inventories {24) - 261 1,401

(Increase) decrease other current assets (204) 802 (688)

Increase accounts payable and ]

other current liabilities 1,056 3,945 864

Decrease in accrued restructuring costs (522) 3 (878) (2,856)

Other, net 62 {330) + (217)
Net cash provided by operating activities 20,515 ' 19,551 15,228
Investing activities
Increase marketable securities . {4,070) - -
Additions to property and equipment (4,569) (5,134) (2,215)
Capitalized software development costs (4,034) (3,691) {(3,601)
Payments for acquisitions of businesses,

net of cash acquired - (7,541) -
(Increase) decrease in other non-current assets (847) (438) 207
Net cash used in investing activities {13,520) (16,804) {5,609}
Financing activities
Net proceeds from issuance of common stock 1,811 1,511 1,052
Proceeds from capital leases 1,794 2,376 -
Repayment of long-term debt and capital leases (2,374) (2,040) {1.613)
Net cash provided by (used in) financing

activities 1,231 1847 (561)
Effect of exchange-rate changes on cash {51) : 12 66
Net increase in cash and cash equivalents 8,175 4,606 9,124
Cash and cash equivalents at beginning of year 18,227 13,621 4,497
Cash and cash equivalents at end of year 2 $ 26,402 ! $ 18,227 $ 13,621
See Notes o Consolidated Financlal
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NOTES ToO CONSDLIDATED FINANCIAL STATEMENTS

Note A Significant Accounting Policies

Business

The Company, a Massachusetts corporation, was incorporated on May 27, 1981 and develops and markets software, °

services and customized solutions used in the creation, management, and distribution of complex documents.

Principles of
Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All
intercompany accounts and transactions have been eliminated in consolidation.

Foreign Currency
Translation

The translation of assets and liabilities of foreign subsidiaries is made at yéar-end rates of exchange, and revenue and
expense accounts are recorded at average rates of exchange. The resulting translation adjustments are excluded from
netincome and are accumulated as a separate component of shareholders’ equity. Realized and unrealized exchange
gains or losses from transaction adjustments are reflected in operations and are not material.

Revenue Recognition

The Company recognizes revenue from the license of software upon delivery of the software product to the customer.
The Company’s software products generally do not involve significant obligations to the customer subsequent to
delivery. When payment terms for the license of software exceed one year, the Company recognizes as revenue only
payments for which collection is more than reasonably assured, which generally represents payments due within one
year of the balance sheet date.

Contractual maintenance revenues are recognized ratably over the contract period, genérally one year, and
non-contractual maintenance revenues are recognized as the services are performed.

Services revenues are recognized as the Company successfully performs the obligations specified under égreementé
with its customers. 3

The Company generates revenue from sales of its products and services to a large number of customers across different

industries and diverse geographic areas. Credit is extended based on evaluation of the customer’s financial condition
and collateral is not required. Credit losses have been incidental to the Company’s operations.

Cash Equivalents and
Marketable Securities

Cash equivalents represent investments with maturities at date of purchase of less than three months. Marketable
securities represent investments with maturities of three to six months. Marketable securities are accounted for at cost

which approximates market value. Marketable securities consist of investment grade commercial paper and the amount |

of credit exposure to any one commercial issue is limited.

Property and
Equipment

Property and equipment are stated at cost. Depreciation and amortization are determined on the straight-line method
over the estimated useful lives of the related assets. Expenditures for repairs and maintenance are charged to operations
as incurred.

Intangible Assets

. The excess of the purchase price over net assets of acquired businesses is amortized over 15-25 year periods to other

expense.

Income Taxes

The Company provides for income taxes actually payable and for deferred taxes related to temporary differences
between financtal and taxable income, attributable principally to depreciation, restructuring and research and
development costs. Investment and other tax credits are accounted for under the flow-through method.

Statement of Financial Accounting Standards No. 109 “Accounting for Income Taxes” was issued in February 1992. The
Company will adopt the statement in the first quarter of fiscal year 1994 and has determined that it will not restate prior
year financial statements. The impact of adoption is expected to result in the recognition of a deferred tax asset of
approximately $1-2 million. The recognition of the deferred tax asset will positively impact net income and will be
accounted for as a cumulative effect of a change in accounting principles.

Earnings (loss) Earnings (loss) per share is based on the weighted average number of common shares and, when dilutive, common

Per Share stock equivalents outstanding during the year. Common stock equivalents are attributable to stock options, common
stock warrants and convertible preferred stock.

Basts of Presentation Certain 1991 and 1992 amounts have been reclassified to conform to the 1993 method of presentation.
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NoTeEs Ta ConsoLIDATED FINANCIAL STATEMENTS (coN’T)

-Note B Capitalized Software Development Costs

Costs incurred in the research, design and development of software for sale to others are charged to expense until '

technological feasibility is established, after which remaining software development costs are capitalized and amortized
beginning when the product is available for general release to customers. The amortization is the greater of the amount
" computed using the ratio of current gross revenues to total current and anticipated gross revenues or straight line over
the estimated remaining useful life not to exceed three years. The unamortized portion of capitalized software
development costs included in other assets amounted to $5,995,000 and $5,632,000 at March 31, 1993 and 1992,

respectively.

Note C Property and Equipment

Property and equipment at March 31, 1993 and 1992 consist of the following:

(in thousands)

1993 1992

Office and demonstration equipment $ 22,805 $ 22,246
Development equipment 9,543 9,137
Furniture 4,245 4,134
Leasehold improvements 593 715
37,186 36,232

Less allowances for depreciation and amortization 27,692 ; 25,348
$ 9,494 $ 10,884

Note D Sharebolders' Equity

On July 15, 1988, the Company declared a dividend distribution of one Preferred Stock Purchase Right (a Right) for each
outstanding share of the Company’s common stock to shareholders of record on July 25, 1988 and for shares of the
Company’s common stock issued and outstanding thereafter. Each Right entitles the holder to purchase a unit
consisting of one-hundredth of a share (a Unit) of Series A Junior Participating Preferred Stock, $.10 par value (the
Preferred Stock), at a purchase price of $65.00 in cash. The Rights initially trade with the shares of common stock and
are not exercisable. The Rights will separate from the common stock and become exercisable 10 days after a public
announcement that a person or group (an Acquiring Person) acquires beneficial ownership of 20% or more of the
outstanding shares of common stock, or 10 business days after commencement of a tender offer that would result in
a person or group beneficially owning 30% or more of the outstanding shares of commaon stock. In the event that the
Company is not the surviving corparation in a merger with an Acquiring Person, or the acquisition of 25% of common
stock by any person (except pursuant to a tender offer for all shares of common stock determined to be fair by certain
directors of the Company), or upon certain self-dealing transactions or increases in an Acquiring Person’s ownership
of common stock, each holder of an outstanding Right other than an Acquiring Person will receive, upon exercise of
a Right, the number of shares of the Company’s common stock that equals the exercise price of the Right divided by
one half of the current market price of the Company’s common stock. In the event that the Company is riot the surviving
corporation in a merger, or if more than 50% of its assets or earning power is sold or transferred after any person has
become an Acquiring Person, each haolder ofan outstanding Right other than any Acquiring Person will receive, upon
exercise of a Right, the number of shares of common stock of the acquiring company that equals the exercise price of
the Right divided by one half of the current market price of the acquiring company’s common stock. The Rights are
non-voting, expire on July 15, 1998 and may be redeemed at any time prior to becoming exercisable at a price of $.01
per Right. :

On September 29, 1989, the Company completed a private placement of 2,142,857 shares of its Senior Series B
Convertible Preferred Stock, at $7.00 per share. In the event of liquidation, the Series B holders have a liquidation
preference over all other shareholders of the Company and are entitled to receive $7.00 per share. Thereafter, all other
shareholders are entitled to receive, on a per share basis, an amount equal to $15 million divided by the total number
of shares of common stock that the Series B holders would have been entitled to receive upon conversion. Finally, the
Series B holders and common shareholders share ratably in the remainder, if any, with each share of Series B being
deemed to have been converted to common stock. Series B holders are entitled to vote on all matters submitted to the
common shareholders as a single class with the common shareholders, receiving the number of votes equal to the
number of common shares that they would have received upon conversion, except thatthe Series B holders are entitled
to elect ona director and the Company needs the approval of the majority of the Series B holders on certain significant
events. :
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (caon’T)

The Series B holders could originally convert their preferred stock into common stock on a one-for-one basis
(Conversion Ratio). This Conversion Ratio was subject to three adjustments based on the average closing price of the
Company's common stock in the National Market System as reported by NASDAQ for periods ranging from ten to
twenty days after the release of earnings for the fiscal years ending 1990, 1992 and 1993. An adjustment with respect
to fiscal 1990 was made, and the Conversion Ratio increased to 1.09375, which resulted in an additional 200,893 shares
of common stock being issuable upon conversion. A second adjustrent with respect to fiscal 1992 was made, and the
Conversion Ratio increased to 1.34375, which resulted in an additional 535,714 shares of common stock being issuable
upon conversion. There was no final adjustment to the Conversion Ratio based on the fiscal 1993 earnings release.
Therefore, the total effect of the adjustments was an additional 736,607 shares of common stock being issuable at time
of conversion. Infiscal 1993, 214,285 shares of Series B Convertible Preferred Stock were converted at the shareholders’
request into 287,945 shares of the Company’s common stock.

The Senior Series B Convertible Preferred Stock may be redeemed by the Company at $21.00 per share, at any time,
provided at least 20% of the then outstanding shares of Senior Series B Convertible Preferred Stock are redeemed.
Preferred shareholders shall share ratably in any dividends dectared on the common stock, as if each Series B share
had been converted to common stock.

Effective March 31, 1989, the Company entered into an exclusive distribution agreement for its products in Latin America
with ABS Ventures |l Limited Partnership {ABS). In conjunction therewith, the Company received $150,000 from ABS
for the.issuance of certain warrants to purchase the Company’s common stock through March 31, 1996, at which point
the options expire. Under these warrants, ABS can purchase up to 335,892 shares at a per share exercise price of $5.21.

As of March 31, 1993, 6,027,822 shares of common stock were reserved for issuance.

The Board of Directors in May, 1993 voted to amend the Company’s Restated Articles of Organization to increase the
Company’s authorized shares of its Common Stock, .01 par value, by an additional 10,000,000 shares, from 20,000,000
to 30,000,000, to be submitted to its shareholders for approval at the Company’s Special Meeting in Lieu of an Annual
Meeting to be held on August 5, 1993.

Note E Stock Option and Stock Purchase Plans

Under the Company’s 1983 Stock Option Plan, options to purchase shares of common stock may be granted to key
officers and employees. The options expire after 10 years from date of grant. Options are subject to vesting provisions
generally between three to five years. Options are nontransferable other than in the event of death. At March 31, 1993,
options covering 649,922 shares were exercisable, and options covering 551,878 shares were available for future grants.
The Company’s 1983 Stock Option Plan expires effective June 24, 1993. In May, 1993 the Company’s Compensation
Committee of the Board of Directors approved the Company’s 1993 Stock Option Plan, which contains substantially

similar terms and conditions to its existing plan, to be submitted to its shareholders for approval and ratification atthe

Special Meeting in Lieu of an Annual Meeting to be held on August 5, 1993.

A summary of activity in the Plan is presented below:

Number of Shares Price Range of Shares
Outstanding at March 31, 1990 : - 1.952,787 $ .57 - $19.38
Granted 1,768,805 3.00 - .6.63
Exercised (45,860) 1.13 i 5.00
Cancelled (1,873,296) : _ 3.13 .- 19.38
Outstanding at March 31, 1991 1,802,436 57 - 19.38
Granted 188,700 5.25 ~ 1250
Exercised (303,116) 1.13 - 10.00
Cancelled {265,846) 313 - 19.38
Outstanding at March 31, 1992 1,422,174 57 — 19.38
Granted 425,750 8.38 ~ 11.38
Exercised (172,701) .57 - 8.38
Cancelled (141,777) 313 - 16.50
Outstanding at March 31, 1993 1,533,446 $ 1.13 - $19.38
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NaTES ToO CaonsOoLIDATED FINANCIAL STATEMENTS (coN’T)

During fiscal 1991, the Board of Directors, with subsequent shareholder ratification, approved the cancellation and
reissuing of certain stock options, upon the request of the participant, that had been granted to the participant during .
the period from the Plan’s inception to November 1990. This exchange program resulted in the cancellation of options -
covering 1,436,805 shares, at exercise prices ranging from $4.00 to $19.38 per share and the issuance of options
covering 1,435,805 shares, at an exercise price of $3.13 per share, which represented fair market value at that date.
Options cancelled and then reissued at that date began a new vesting period of the same duration as the original grants.

Under the Company’s 1989 Director Stock Option Plan, options to purchase up to 150,000 shares of common stock at

. aprice equal to fair market value at the date of grant may be issued to non-employee directors. In March 1989, each

then current non-employee director received an option covering 12,000 shares, vesting over three years (beginning one
year after the date of grant), at the fair rharket value of $8.13 on the date of grant. In future years, each newly elected
non-employee director may receive options to purchase up to 20,000 shares of common stock, which vest over a
three-year period, upon election as director. On the fourth anniversary date of the initial grant of options, and on each
annual anniversary date thereafter, each non-employee director who continues to serve as a director of the Company
will be granted an option to purchase 3,000 shares of common stock at the then current fair market value, which is
exercisable on the date of grant. At March 31, 1993 options for the purchase of 30,000 shares were exercisable under
the Director Stock Option Plan.

Under the Company’s Employee Stock Purchase Plan, eligible officers and employees may invest up to 12% of their
total compensation in shares of the Company’s common stock. The purchase price is 85% of the fair market value of
the stock on the offering commencement date or the offering termination date (one year after commencement date),
whichever is lower. The plan, as amended, allows for the purchase of up to 1,000,000 shares of common stock.

As of March 31, 1993, 2,085,324 shares of common stock under the stock option plan and 245,801 shares of common
stock under the employee stock purchase plan were reserved for issuance.

Note F Leases and Otber Obligations

(in thousands)

The Company leases its facilities, including sales offices, and certain equipment under various operating leases, which
expire through the year 2000. The Company leases certain assets under capitalized leases. Equipment under capital
leases has been included with company-owned assets under the caption property and equipment, net, in the balance
sheet. At March 31, 1993, the gross amount of these assets, was $4,413,000 with accumulated amortization of
$1,120,000. Future minimum rental payments at March 31, 1993, under agreements classified as operating and capital
leases with non-cancellable terms in excess of one year, are as follows:

Fiscal years ending March 31 Operating Leases Capital Leases
1994 $ 7,758 $ 1,637
1995 6,278 1,313
1996 6,050 359
1997 5,351 -
1998 4,969 -
Thereafter 10,739 -
Total minimum lease payments $ 41,145 3,309
Less amount representing interest (interest rates range from 6 — 8 1/3%) 257
Present value of net minimum lease payments $ 3,052

The operating lease minimum payments are based on the Company's existing leases including certain renewal options.

Rent expense amounted to $9,725,000, $8,728,000, and $10,164,000 for the years that ended March 31, 1993, 1992 and
1991, respectively. included within accrued liabilities are amounts accrued for rent at March 31, 1993 and 1992 totaling
$2,154,000 and $1,604,000, respectively.

On September 30, 1992, the Company allowed its committed, revolving line of $5 million bank credit to expire.

The remaining portion of the Company’s long-term debt obligations at March 31, 1993, $654,000, has been classified
as other current liabilities and is payable in quarterly installments of $229,167 including interest of 10%.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (caN’T)

Note G Income Taxes

The provision for income taxes is composed of the following:

(in thousends)

1993

1991,

1992
Current:
Federal $ 1,149 $ 170 $ —
State 230 288 162
Foreign 545 71 206
Total current 1,924 529 368
Deferred (credit) 402 — (118)
S 2,326 $ 529 $ 250
The provision for income taxes ?s based on the following amounts of income (loss) before income taxes:
(int thousands) 1993 1992 1991
Domestic '$10,416 $ 6,680 $ 229
Foreign 1,213 (167) (1,257)
$ 11,629 $ 6,513 $ (1,028)
The components of the Company’s deferred income tax provision are as follows:
(in thousands) 1993 1892 1991
Research and development costs, net
of amortization $ 1M $ 104 $ 319
Allowance for uncollectible accounts
receivable, vacation and other reserves 26 4 129
Inventory adjustments {18) 40 40
Excess of financial statement over tax
depreciation 8 (507) (418)
Restructuring reserve less amounts for which
no tax benefit was realized 161 . 299 446
Accrued rent {169) (13) {633)
Deferred software revenue 291 = : e
Other, net : (8) 73 (1)
$ 402 $ 0 $ (118)

Total income taxes reported are different than the amount that would have been computed applying the federal statutory
tax rate to income before income taxes. The difference is attributable to the following:

(in thowsands) 1993 1992 . 1991
Computed at federal statutory rate of 34% $ 3,954 $ 2,214 $ (350)
State income taxes, net of federal tax benefit 152 190 18
Nondeductible amortization 341 337 179
Other nondeductible expenses 40 221 21
Loss for which no tax benefit was realized 207 215 619
U.S. and foreign tax rate difference 187 - 2 =
Benefit of net operating loss carryforward (807) (2,642) (489}
Benefit of tax credits (1,776) - —
Other, net 28 : (6) 252
$ 2,326 $ 529 $ 250

At March 31, 1993, the Company and its subsidiaries had net operating loss carryforwards of approximately $9 million
that are available to offset future taxable income. The loss carryforwards are attributable to non-U.S. operations and
expire in 1996 and thereafter.

In addition, the Company has research and development tax credit carryforwards of approximately $3.7 million available
to reduce future federal income tax liability through the year 2006. During 1993, 1992 and 1991, the Company made
$1,530,000, $358,000, and $129,000 in income tax payments, respectively.
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NoTes To CaNsSaLIDATED FINANCIAL STATEMENTS (caN'T)

Note H Industry Segment, Geograpbic and Customer Information

The Com‘bany, which operates in a single industry segment, designs, develops and markets software used in the
creation, management and distribution of complex documents, integrated with customized services.

Information regarding geographic areas at March 31, 1993 and 1992, and for the years then ended is as follows:

(in thosands)
March 31, 1993

and for the year then ended North America® Europe Asla/Pacific Eliminations** Total
Sales to unaffiliated customers $ 78,730 $ 36,818 $ 1,793 $ - $ 117,341
Intercompany transfers 10,889 ‘ - - (10,889) =
Net revenues 89,619 36,818 1,753 (10,889) 117,341
Income (loss) from operations 11,196 1,659 (219) - 12,636
Identifiable assets 112,751 14,678 2,206 {30,116) 99,519
Liabilities 29,181 11,182 1,282 (5,252) 36,393
March 31, 1992

and for the year then ended North America Europe Asia/Pacific Eliminations Total
Sales to unaffiliated customers $ 68,734 $ 31,565 $ - $ - $ 100,299
Intercompany transfers 11,478 - - (11,478) =
Net revenues 80,212 31,565 - (11,478) 100,209
Income (loss) from operations 6,675 772 - (80) 7,367
Identifiable assets 84,585 17,411 - (14,423) 87.573
Liabilities 28,138 14,875 = (7.548) 35,465

* The North American geographic area was redefined to include the United States and Canada.
** [ntercompany transfers between geographic areas are accounted for at prices that approximate prices charged to :
unaffiliated customers. 3

Note [ Research and Development Agreements

In January 1991, the Company exercised an option relating to a research and development arrangement entered into
in 1987 to purchase the remaining rights in a joint venture with ML Technology Ventures L. {MLTV). Under the terms
of the agreement, the Company exercised its option to purchase all of MLTV'’s rights in the joint venture under the
following modified terms: (1) payment of $2,760,000 in twelve equal quarterly installments commencing March 1, 1991,
(2) issuance of a warrant to purchase 150,000 shares of the Company’s common stock through December 1995 at an
exercise price of $3.50, (3) a reduction of the per share exercise price to $3.50 for the original warrant covering 125,000
shares and extended its maturity to December 1995. The Company recorded net revenues from the sale of MLTV's
products prior to the acquisition of the remaining joint venture Interest in the amount of $1,830,000 in 1991 or 90% of
MLTV'’s revenues in that fiscal year.

In September, 1988, the Company entered into a joint venture with PruTech Research and Development Partnership I1l
(PruTech) under which it markets products developed by the venture. The Company receivas 65% of revenues from
the sale of such products for expenses. Through October 1, 1991, ali of the profits of the Venture, up to 30% of recorded
revenues, were allocated to Interleaf, with remainder being allocated to PruTech. When cash distributions were made
by the Venture, 86% were distributed to Interleaf, with the balance to Pru-Tech. Commencing October 1, 1991, PruTech
has been allocated all of the profits of the Venture up to 30% of recorded revenues, with the balance being allocated
to the Company; 86% of the distributable cash, of the Venture, if any, is to be distributed to PruTech, with the remainder
to Interleaf. Since then, the Venture has been using available cash for research and development and no cash has been
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NOTES TOoO CONSDLIDATED FINANCIAL STATEMENTS (CON’'T)

Note J Acquisition

(in thonusands)

distributed. PruTech, however, believes that it is entitled to mandatory cash distributions of 30% of all of the Venture's
revenues; the Company believes that this position is without merit. In connection with the arrangement, PruTech
obtained a warrant at a cost of $180,000 effective May 22, 1990 under the terms contained herein and could purchase
290,039 shares of the Company’s common stock, subject to certain adjustments, through October 1995 at $6.40 per
share. This amount is included in additional paid in capital. An adjustment to the warrant was made in May 1992 with
shares increasing to 356,286 at a reduced price of $5.21 per share. Commencing February 1, 1992, and for each quarter
thereafter, PruTech can purchase the Company’s interest in the joint venture at a price equal to 10 times the fofnt
venture's net profits for the previous quarter. In such event, the Company will lose the right to market the products
owned by the venture including WorldView on IBM-compatible personal computers. The Company recorded net

revenues form the sale of joint venture products of approximately $1.3 million, $1.3 million, and $2.0 miltion for fiscal
years 1993, 1992 and 1991 respectively.

On July 25, 1991, the Company purchased all of the outstanding equity in Interleaf GmbH for consideration of $592,186.
In addition, the Company also acquired certain indebtedness of Interleaf GmbH from First Chicago Investment
Corporation and Madison Dearborn Partnership IV for consideration of $7,698,426. Interleaf GmbH, a corporation
organized under the laws of the Federal Republic of Germany, was the company'’s exclusive distributor of its software
products in Germany, Spain, Portugal and Austria. The acquisition was accounted for under the purchase method of
accounting. Accordingly, the balance sheet accounts of Interleaf GmbH and the results of its operations have been
included in the consolidated statements of the Company since the date of acquisition. The excess of the Company’s
investment in Interleaf GmbH at the date of acquisition, over the fair market value of assets acquired of $5,017,460 and

liabilities of $3,835,616 assumed by the Company amounted to approximately $7,354,000 and is being amortized over
a period of 15 years.

Had the Interteaf GmbH acquisition occurred at April 1, 1990, the pro forma unaudited consolidated results of operations
would have been as follows:

Year ended March 31 1993 1992 1991
Revenues $ 117,341 $ 102,743 $ 88,587
Net income (loss) 9,303 5,686 (3,366)
Net income (loss) per share 55 .36 (.28)
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REPORT OF ERNST & YOUNG, INDEPENDENT AUDITORS

Boardof Directors
Interleaf, Inc.

We have audited the accompanying consolidated balance sheets of Interleaf, Inc. and subsidiaries as of March 31, 1993
and 1992, and the related consolidated statements of operations, changes in shareholders’ equity, and cash flows for
each of the three years in the period ended March 31, 1993. These financial statements are the respansibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material |
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 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 our audits pravide

a reasonable basis for our opinion.

In our opinion, the financial statements referred to above presentfairly, in all material respects, the consolidated financial
position of Interleaf, Inc. and subsidiaries at March 31, 1993 and 1992, and the consolidated results of their operations
and their cash flows for each of the three years in the period ended March 31, 1993, in conformity with generally
accepted accounting principles.

W*M

Boston, Massachusetts
April 23, 1993
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SUPPLEMENTAL FINANCIAL INFORMATION

(in thousands except for per share amonnts)

Quarter ended

June 30

The following summarizes unaudited selected quarterly results of operations for the years ended March 31, 1993 and
1992 and the market range for the Company’s common stock for those periods:

September 30 December 31 March 31 Year
Fiscal 1993 ;
Revenues $ 26,489 $ 28,436 $ 31,039 $31,377 $ 117,341
Gross Profit 19,862 21,334 23,428 23,816 88,440
Net income 1,446 1,864 2,956 3,037 9,303
Net income per share .09 11 A7 .18 .55
Common stock prices
High 12 2 11 13 38 13 58 13 58
Low 78 7 344 8 78 8 58 7 34
Fiscal 1992
Revenues $ 20,975 $ 23,339 $ 26,583 $ 29,402 $ 100,299
Gross Profit 15,817 17,568 20,209 22,273 75,867
Net income 88 1,008 1,920 2,968 5,984 -
Net income per share .01 .07 .12 .18 .38
Common stock prices
High. 8 12 712 10 172 15 15
Low 514 4 78 6 14 712 48

The Company has never paid cash dividends. The Company presently intends to retain earnings for use in its business
and therefore does not anticipate paying any cash dividends in the foreseeable future. The Company’s common stock
has been traded on the NASDAQ National Market System since its initial public offering in June 1986. On May 6, 1993,
there were 963 holders of record of the Company’s common stock.

SeELECTED FIVE-YEAR FINANCIAL DATA

(in thousands except for per share anmounts)

Year ended March 31 1993 1992a 1991 1990 b,c 1989
For the year 4

Total revenues $ 117,341 $ 100,299 $ 84,318 $ 88,843 $ 82,780
Net income (loss) 9,303 5,984 {1,278) {16,008) 863
Net income (loss) per share 0.55 0.38 {0.11) (1.37) 0.07
Atyear end ,

Total assets 99,519 87,573 71,7111 68,502 74,051
Long-term obligations 1,857 2,559 3,048 3,809 13,246
Total shareholders’ equity 63,126 52,108 44,731 45,195 45,064

a. Fiscal 1992 results include the impact of the acquisition of Interleaf GmbH in July 1991.

b. Fiscal 1990 results include the impact of the acquisition of Interleaf France S.A.

c. Fiscal 1990 resuits include the impact of a $13.9 million charge for restructuring of the corporate infrastructure.
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