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with others in the same industry and, from its relative standing in the industry,
inferring market value ratios based on ratios in the industry.

The price-eamings ratio is an important determinant of value because it reflects
the expectations of market participants. Generally speaking, investors are willing
to pay a higher price for today's earnings if they expect earnings to grow in the
future. Conversely, they will pay a lower price if they anticipate earnings to
decline. Not only is the price-earnings ratio a reading of the market's psychology,
but is also represents the consensus of the marketplace as to the worth of a
security. This is significant for three reasons. First, the market is competitive, with
participating investors seeking to enhance their wealth. Second, the market is
informed, with investors seeking to deepen their understanding of the companies
and industries in which they have positions. Finally, the market is rational, since
investors act upon the information acquired to further their objectives. All three
factors contribute much weight to the resulting valuation in spite of imperfections
in the market. Similar arguments can be made for the other market value ratios.

Exhibit #8 presents the names and brief descriptions of a sample group of
companies considered representative of the industry of which Caldera is a
member. Although these companies obviously differ somewhat from Caldera, in
that they produce products for different markets and some are much larger and
enjoy economies of scale and synergies that may not be available to smaller
companies such as Caldera, the differences are not of prime significance here,
since a direct comparison is not intended but rather a relative comparison that
reflects an aggregate appraisal of the industry. To the extent that the firms in the
industry sample group and Caldera are affected by similar fundamental economic
factors, investors' expectations regarding the long-term growth and success of the
former are justifiably imputable to the future of the latter.

Exhibit #9 presents the market data for the industry sample group and compares
that data to the Company. Caldera is a larger company than the median of the
sample group, with FY 2001 sales of $110.5 million compared to the median sales
of the sample group of $75.4 million. For the same period, Caldera reported total
assets of $148.6 million compared to the industry median of $82.8 million.
Caldera reported book value of $108.3 million compared to the industry median
of $50.8 million. The Company reported slightly lower liquidity as compared to
the median of the sample performance (1.5 times vs. 1.6 times). Caldera, was
equally leveraged to the median of the sample group as measured by the debt to
equity ratio (0.1 times). Overall, Caldera represents an inferior investment
opportunity compared the sample group primarily becanse of its significantly
lower net margin (-53.9% vs. -37.7%).

Exhibit #10 displays the October 31, 2001 market value ratios of the companies in
the publicly traded sample group. In the case of Caldera, a meaningful
comparison of price to earnings was not available. Because Caldera’s net margin
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was significantly below the comparable companies median, a discount of 33% has
been applied to the median revenue multiple of 52.0%, which results in adjusted
price to revenue ratio of 35.0%. Application of the adjusted revenue mulitple to
Caldera’s FY 2001 revenue of $110.5 million yields a market value estimate on a
minority basis of $38.7 million. When a control premium of 74.1% is added, a
control valuation of $67.3 million is reached. Because Caldera’s book value is 50
high and will be marked down as a result of the FASB 142 standard, it does not
provide any meaningful guidance in determining Caldera’s fair value. The
revenue market value figures is as of October 31, 2001, and will be considered in
arriving at a final estimate of the fair value of the common stock of Caldera on a
controlling interest basis as of that date.

Income Value

The income approach to valuation estimates the worth of a company's stock by
determining the present value of the future income stream expected to accrue to
the stockholders. This is accomplished by, first, forecasting the firm's future
income stream and the disposition of such and, second, discounting it at a rate
commensurate with the risk to which it is exposed.

The present value of future income depends on the amount and timing of that
income. Since both the amount and timing are uncertain, income might be less
than expected and/or income might materialize later than expected, this
uncertainty must be quantified and incorporated into a discount rate. Thus, given
the amount and timing of a future income stream, high uncertainty necessitates a
high discount rate and results in a relatively low present value, while low
uncertainty merits a low discount rate and a relatively high present value.

The appropriate discount rate, that is, the minimum rate of return required by an
mvestor purchasing the firm's stock, must have as its foundation the yields
available on competing financial assets in the public markets. This follows from

the observations noted below.

o Securities with different risk characteristics provide different rates of
return commensurate with those uncertainties. This hierarchy of risk
and reward furnishes benchmarks from which a suitable discount rate
may be selected for an income stream of known risk properties.

e A particular investor, due perhaps to his aversion to risk, may find
market returns inadequate at every level of risk. In a competitive
market, however, he is a "price taker” and, as such, is limited to either
investing at the going rates or not investing at all.
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® On the other hand, there will always be a buyer and seller willing to
deal at the market rates, precisely because the market rates represent
the consensus of many investors.

Thus, it 1s possible to estimate an "objective” valuation of a company based on a
discount rate derived from the market.

Exhibit #17 presents an historical structure of rates of return observable and
available (and, in the long run, "required") on selected classes of securities. As
can be seen, the rate of return required on "typical" publicly traded common
stocks is approximately 9.1% above the prevailing risk-free rate (or 11.1%,
assuming a risk-free rate of return, as represented by the October 31, 2001 three
month Treasury Bill rate, of 2.04%). An investor would require from his holding
of a controlling interest in Caldera common stock a return greater than the average
yield available in the common stock market. It is reasonable for him to require
such a sizable premium on the general market because of industry and Company-
specific risk characteristics (e.g., the smaller size of the Company and the risk of
revenue projections). The resultant estimated required rate of return of 18.8% is a
function of the retwrns available in the market for publicly traded common stocks,
as quantitatively estimated by the Capital Asset Pricing Model and the HVA
discount rate build-up method, plus a risk premium for the Company-specific risk
characteristics previously alluded to.

Income Value Estimate: The income valuation model used is based on the
assumption that a company's cash flow is retained in total and dividend payments
deferred until a specified year when the company begins paying all of its cash
flow out as dividends and does so indefinitely into the future. Once these dividend
payments begin to occur, the basis for the company's internally financed growth
ceases. In the absence of new external financing, the company reaches a "steady
state" and cash flow remains constant indefinitely thereafier, growing only in
nominal terms in step with inflation. While it is not necessary that the firm
actually so behaves, this is a necessary specification for the valuation formula to
be technically correct. Basically, what is being specified is the firm's dividend-
paying ability. Only dividends can correctly be used in the income valuation
approach for a common stock.

If it is assumed that all of Caldera’s projected net free cash flow will be available
to be paid out as dividends to shareholders from the valuation date forward, and if
it 1s farther assumed that post-2006 net free cash flow will grow at a compound
annual rate of 3% from the projected 2006 level, an income value estimate of the
common stock of the Company on a control basis as of October 31, 2001 of $8.7
milhion is derived (see Exhibit #14). Because this figure is so low it provides no
guidance in arriving at fair value for Caldera.
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Summary And Conclusion

Four approaches have been considered in estimating the fair value of the common
stock of Caldera on a minority interest basis as of October 31, 2001 for
management’s use in evaluating and structuring financing options: book value,
transaction value, market value and income value. The outcomes are summarized

below.
Caldera International
Summary of Estimates of Valae
Controlling Interest Basis
As of October 31,2001
($000s)
Indicated Value
Value Weight Contribution

Cost
Book Value 108,304 NA NA
Market - Comparable Companies
Price/Revenue 67,336 25.0% 16,834
Price/Cash Flow NM NM NM
Price/Earnings NM NM NM
Price/Book NA NA NA
Market Transaction Value
Price/Revenue 25,418 25.0% 6,354
Price/Cash Flow NM NM NM
Price/Earnings M NM NM
Price/Book ' NA NA NA
Company Transaction Value 37,131 25.0% 9,283
Income Value 8,675 25.0% 2,169
Totals 100.0% 34,640
Rounded 34,600

Considering the assumptions of each method and weighing the relative
justification of each, it is our opinion that a reasonable estimate of the fair value of
the common stock of Caldera as of October 31, 2001 on a controlling interest

basis is $34.6 million.

-
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EXHIBIT #1

Caldera International
Historical Income Statements
Fiscal Years Ended October 31, 2000-2001*

(US$000s)

2000 2001
Revenue 143,525 110,513
Total Cost of Sales 45,051 32,984
Gross Profit 98,474 77,529
Operating Expenses:
Sales & marketing 87,977 65,869
Research & development 38,896 31,471
General & administrative 20,178 16,417
Non-cash compensation 5,216 1,373
In-Process research & development 0 1,500
Cost-sharing arrangement w/Tarantella 0 602
Write-down of investments 0 8,309
Amortization of goodwill & intangibles 21,008 10,664
Restructuring charge 9,882 3,130
Total Operating Expenses 183,157 139,335
Operating Loss {84,683) (61,806)
Other Income/(Expense)
Equity in loss of affiliate (387) (748)
Other Income (net) 4,534 3,605
Total Other Income/(Expense) 4,147 2,857
Pre-Tax Earnings ' (80,536) (58,949)
Income Tax Expense 8,299 (578)
Net Loss {88,835) (59,527)
Preferred Dividend {12,253) 0
Net loss attributable to common shareholders (101,088) (59,527}

* 2000 and first 2 quarters of 2001 are Pro Forma pumbers which include SCO Acquisition
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EXHIBIT #2

Caldera International
Income Statement Items as a % of Revenue
Fiscal Years Ended October 31, 2000-2001*
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2000-2001
2000 2001  Averape
Revenue 100.0% 100.0% 100.0%
Total Cest of Sales 31.4% 29.8% 30.6%
Gross Profit 68.6% 70.2% 69.4%
Operating Expenses:
Sales & marketing 61.3% 59.6% 60.5%
Research & development 27.1% 28.5% 27.8%
General & administrative 14.1% 14.9% 14.5%
Non-cash compensation 3.6% 1.2% 2.4%
In-Process research & development 0.0% 1.4% 0.7%
Cost-sharing arrangement w/Tarantella 0.0% 0.5% 0.3%
Write-down of investinents 0.0% 7.5% 3.8%
Amortization of goodwill & intangibles 14.6% 9.6% 12.1%
Restructuring charge 6.9% 2.8% 4.9%
Total Operating Expenses 127.6% 126.1% 126.8%
Operating Loss (59.0%) (55.9%) (57.5%)
Other Income/(Expense)
Equity in loss of affiliate (0.3%) (0.7%) (0.5%)
Other Income (pet) 3.2% 3.3% 3.2%
Total Other Income/(Expense) 2.9% 2.6% 2.7%
Pre-Tax Earnings (56.1%) {53.3%) (54.7%)
Income Tax Expense 5.8% {0.5%) 2.6%
Net Loss (61.9%) {53.9%) (57.9%)
Preferred Dividend (B.5%) 0.0% (4.3%)
Net loss attributable to common shareholders (70.4%) (53.9%) (62.1%)

* 2000 is Pro Forma for SCO Acquisition
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EXHIBIT #3

Caldera International
Income Statement Item Growth Rates
Fiscal Years Ended October 31, 2000-2001%
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2000 2001
Revenue - (23.0%)
Total Cost of Sales - (26.8%)
Gross Profit - (21.3%)
Operating Expenses:
Sales & marketing - (25.1%)
Research & development - (19.1%)
General & administrative e (18.6%)
Non-cash compensation — (73.7%)
In-Process research & development - NM
Cost-sharing arrangement w/Tarantella - NM
Write-down of investments - NM
Amortization of goodwill & intangibles - (49.2%)
Restructuring charge - (68.3%)
Total SG&A - (23.9%)
Operating Loss - (27.0%)
Other Income/(Expense)
Equity in loss of affiliate - 93.3%
Other Incorue (net) - (20.5%)
Total Other Income/(Expense) - (31.1%)
Pre-Tax Earnings - (26.8%)
Income Tax Expense —  (107.0%)
Net Loss - (33.0%)
Preferred Dividend - (100.0%)
Net loss attributable to common shareholders - (41.1%)
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EXHIBIT #4

Caldera International
Selected Financial Ratios

2000-2001
FY 2000 FY 2001 Average

Growth
Sales Growth (%) - (23.0%) -
Change in Operating Loss (%) - 27% -
Change in Net Loss (%) - 41% -
Cost Control
Cost of Sales/Sales(%) 31.4% 29.8% 30.6%
Operating Expense/Sales (9%) 127.6%  126.1% 126.8%
Operating Margin (%) (59.0%) (55.9%) (57.5%)
Interest Expense/Sales (%) NA NA NA
Turnover Ratios
Sales/Receivables (x) 21.9 6.6 143
Sales/Net Fixed Assets (x) 19.0 18.1 18.5
Sales/Total Assets (%) 0.8 0.7 0.8
Profitability
Retum on Sales (%) (70.4%) (53.9%) (62.1%)
Return on Assets {%6) (56.7%) (40.1%) {48.4%)
Return on Equity (%) (67.6%) (55.0%) (61.3%)
Risk
Total Debt/Total Assets (%) 0.0% 5.1% 2.5%
Long-Term Debt/Equity (%) 0.0% 5.2% 2.6%
Current Ratio (x) 4.7 1.5 31
Interest Coverage (x) NA NA NA
Quick Ratio (%) 4.6 1.4 3.0
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