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Basic Principles of Valuation

The valuation procedure attempts to analyze the earning power of a company and
the ability of the company to convert this earning power into value. Earning
power is related to the rates of return expected in the financial markets for various
types of investment alternatives, with consideration given to past history, expected
growth rates and risk. This report provides a direct comparison between Caldera’s
operations and those of companies operating in the same industry. From this
comparison, certain reasonable conclusions concerning the relative financial
position and performance of the Company may be drawn.

Fair value is that value at which a willing buyer and willing seller, neither being
compelled to act and both being well informed of the relevant facts and conditions
which might be anticipated, would effect a sale of an asset at "arm's-length” on a
given date. '

The value of securities of a corporation in the hands of its stockholders and the
value of the underlying assets of the corporation are ofien only incidentally
related. The value of securities that are freely traded in a public market is
influenced as much by external factors beyond the control of the company as it is
by internal factors within the control of management. Such external factors

include:

s (eneral economic conditions;

e Conditions existing within a specific industry (e.g., degree of risk,
stability or rate of growth);

e Public attitude and investor sentiment toward particular industries and
companies.

Fair market value of securities that enjoy an active public market is determined by
actual market quotations on a particular date, unless the market for a security is
affected by some abnormal influence or condition.

For purposes of determining the possible impairment of goodwill, fair value is the
standard of value. Fair value is defined by FASB as the amount that the whole
unit could be bought or sold for in a current transaction between willing parties.
FASB Statement 142 states that the best evidence of fair value is quoted market
prices in an active market and should be used if available. However, the market
capitalization of a reporting unit (the Company) with publicly traded stock may
not be representative of the fair value of the reporting unit (the Company) as a
whole (i.e., it does not include the value of synergies or other benefits of control
over another company). Therefore, the quoted market price of an individual share
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of stock need not be the sole measurement basis of the fair value of the reporting
unit (the Company).

When quoted market prices are not available, the estimate of fair value should be
based on the best information available, including prices for similar assets and
liabilities and the results of other valuation techniques. The FASB believes that a
present value technique is often the best available technique to estimate the fair
value of a group of assets such as a reporting unit. Cash flow used in a present
value technique should be consistent with the objectives of measuring the fair
value and should incorporate assumptions that marketplace participants would use
in their estimate of fair value whenever that information is available without
undue cost and effort. If that information is not available, a company should use
its own assumptions. Estimated future cash flows should be based on reasonable
and supportable assumptions and should consider all evidence. If a weight is
assigned to the evidence, it should correspond to the extent that the evidence can
be verified objectively. If a range is estimated for either the amount or timing of
possible cash flows, the likelihcod of possible outcomes should be considered.

The FASB believes a valuation model that considers discounted cash flows should
incorporate the five elements outlined in paragraph 23 of FASB Concepts
Statement No. 7, Using Cash Flow Information and Present Value in Accounting
Measurements. The five elements incorporate:
1. An estimate of the future cash flow, or series of future cash flows, at
different times. ,
2. Expectations about possible variations in the amount or timing of those
cash flows.
3. The time value of money, represented by the risk-free rate of interest.

4. The price for bearing the uncertainty inherent in the asset or liability.

5. Other, sometimes unidentifiable, factors including illiquidity and market
imperfections.

A valuation technique based on multiples of revenues, earnings, or a similar
performance measure may be used to estimate the fair value of the reporting unit
if that technique is consistent with the objective of measuring fair value.
Statement 142 states that using multiples of earnings or revenue in determining
the fair value of a reporting unit may be appropriate in cases where the fair value
of an entity that has comparable operations and economic characteristics is
observable and the relevant multiples of the comparable entity are known. On the
other hand, the use of multiples would not be appropriate in situations in which
the operations or activities of an entity for which the multiples are known are not
of a comparable nature, scope, or size as the reporting unit for which the fair value

is being estimated.
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Professional valuation of a company cannot be considered an exact science;
however, experience has shown that comprehensive and thorough valuation
analyses can generate ranges of value that are reasonable and relevant.

The various techniques used in this report are based on different concepts and
assumptions. As a result, their application produces a range of possible values. A
single number within that range is given as a reasonable estimate of value as of
the valuation date. It should be emphasized that, as is the case with publicly
traded securities, when expectations for Caldera change over time, so does its
value. Further, the value of a firm may fluctuate over time even though its internal
operating characteristics remain essentially unchanged. The securities market
places different significance on income and risk properties of companies as
general economic conditions vary.
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Introduction

Purpose

The purpose of this report is to determine the fair value of the common stock of
Caldera Systems Inc. as of October 31, 2001, for management’s use in assessing
the impairment of its intangible assets and goodwill in accordance with FASB

Statement 142.

Scope

Both internal and external factors that influence the value of Caldera have been
analyzed and interpreted. Internal factors include the firm's performance and
financial structure, as well as the size and marketability of the interest being
valued. External factors include, among others, the health of the industry and the
position of the Company therein, economic trends, and conditions in the securities

markets.

Methodology

The report first looks at the background and operating characteristics of Caldera.
It next provides overviews of the national and local economies and the industry,
each important as a description of the environment in which the Company

operates.

A financial analysis of the Company, as well as a comparative analysis of the
performance of the Company with that of the industry, follows. Next, the report
determines explicit values for the Company via the application of alternative
valuation techniques. Four valuation methods are utilized: book value,
transaction value, market value (derived from market value ratios of similar
firms), and income value (based on the present value of future benefits). Afier
considering the assumptions and relative justification of each valuation method,
the results are synthesized into a fair value estimate of the Company's common

stock.
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Company Background

Overview

The Company began operations in 1994 as Caldera, Inc. In July 1996, through an
asset purchase, Caldera, Inc. acquired an additional business unit that was not
engaged in developing and marketing Linux software. Caldera, Inc. subsequently
made the strategic determination to separate its two business lines into separate
entities and, under an Asset Purchase Agreement dated as of September 1, 1998,
as amended, sold the assets relating to its business of developing and marketing
Linux sofiware to Caldera Systems, Inc., which was incorporated as a Utah
corporation on August 21, 1998, and was reincorporated as a Delaware
corporation an March 6, 2000. Caldera Systems subsequently completed an initial
public offering in March of 2000. On May 7, 2001, Caldera Systems completed its
acquisition of the assets and operations of the server and professional services
groups of Tarantella Inc. ("Tarantella"), formerly The Santa Cruz Operation, Inc.,
pursuant to an Agreement and Plan of Reorganization, dated August 1, 2001.
Under the Agreement, Caldera acquired the tangible and intangible assets used in
the server and professional services groups, including all of the capital stock of
certain Tarantella subsidiaries. In order to facilitate this acquisition, Caldera
International, Inc. was formed and Caldera Systems became a wholly owned
subsidiary of Caldera International.

Caldera Systems developed and marketed software and provided related services
that enabled the development, deployment and management of Linux-based
specialized servers and Internet devices that extended the eBusiness infrastructure.
Caldera Systems sold and distributed its software and related products indirectly
through distributors and solutions providers, which include value-added resellers
("VARs"), original equipment manufacturers ("OEMs"), and systems integrators,
as well as directly to end-user customers. These sales occurred throughout the
United States and in certain international locations.

The acquired operations of Tarantella provide server software for networked
business computing and is a leading producer of UNIX server operating systems.
In addition, these operations provide professional services to implement and
maintain UNIX system software products. The acquisition provides Caldera with
international offices and a Linux/UNIX distribution chammel with resellers

worldwide.

-
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Products & Sales

Linux Software Products

Caldera enables the development, deployment and management of Linux
specialized servers and internet access devices that simplify computing. Its Linux
software products and service offerings are specifically designed to meet the
complex needs of eBusiness, or business over the internet.

Linux is an operating system well-suited for eBusiness. The term open source
applies to software that has its internal source code open to the public for viewing,
copying, examining and modification. As a result, the Linux source code is
available for download over the internet. Open source code allows thousands of
developers around the world to continually collaborate to improve and enhance

the software.

The internet has facilitated and preatly enhanced this collaborative environment.
Benefits of Linux include: - comprehensive internet functionality; - flexibility and
customizability; - high scalability; - stability; - interoperability with multiple
systems and networks; - multi-appliance capability, including mternet access
devices; - low acquisition and maintenance costs; and - compliance with technical

and communications standards.

Openlinux eDesktop 2.4

The Company first released its principal product, OpenLinux, a Linux operating
system, in calendar year 1995. In March, 2000, Caldera began shipping its newest
update of OpenLinux, OpenLinux eDesktop 2.4. OpenLinux eDesktop 2.4 is an
integrated and pre-tested collection of approximately 300 business-relevant third-
party software components, which provide for a variety of functions that can be
utilized either on a single desktop computer or in a networked environment.
OpenLinux eDesktop 2.4 is currently available for the Intel and Sun SPARC

platforms.
OpenLinux eServer 2.3

OpenLinux eServer 2.3 is targeted at solution providers, system integrators and
resellers who provide specialized, thin and high-end servers to their customers.
eServer supports server-oriented hardware. It is a component-based server
operating system designed for OEMs, solution providers, system integrators and
resellers and makes Linux server solutions easy to install, configure and operate. It
is readily customizable and, in particular, has been developed for use by AST
Computers, Fujitsu and Motorola. OpenLinux eServer 2.3 has been shipped to
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