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Lotus

March 20, 1995

Dear Shareholder:

You are cordially invited to attend the 1995 Annual Meeting of Sharecholders of Lotus
Development Corporation, which will be held at the Museurn of Transportation, Larz Anderson
Park, 15 Newton Street, Brookline, Massachusetts, on Tuesday, May 2, 1995 at 10:00 a.m., local time.

. Information about the Annual Meeting, including a listing and discussion of the matters on
which the shareholders of the Company will act, may be found in the enclosed formal Ncotice of
Annual Méeting and Proxy Statement. The Annual Report to Shareholders for the fiscal year ended
December 31, 1994 has also been enclosed if it was not previously furnished to you.

We hope that you will be able to attend the Annual Meeting. However, whetker or not you
anticipate attending in person, I urge you to complete, sign and return the enclosed proxy card
promptly to ensure that your shares will be represented at the Annual Meeting. If you do attend,
you, of course, will be entitled to vote in person, and such vote will revoke your proxy.

Sincerely,
(o
Jim P. Manzd

Chairman of the Board and President

Lotus Development Corporation, 53 Cambridge Parkway, Cambridge, Massachusetts 02142 617 577-8500
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LOTUS DEVELOPMENT CORPORATION
55 Cambridge Parkway
Cambridge, Massachusetts 02142

NOTICE OF ANNUAL MEETING
OF SHAREHOLDERS

TO OUR SHAREHOLDERS:

Tte Annual Meeting of Shareholders (the “Meeting”™) of Lotus Development Corporation, a
Delaware corporation (the “Company”), will be held on Tuesday, May 2, 1995 at 10:00 a.m., local
time, at the Museum of Transportation, Larz Anderson Park, 15 Newton Street, Brookline,

Massachusetts. The purpose of the Meeting shall be:. .

1. To elect directors of the Company to serve until the next Annual Meeting of Shareholders
and until their respective successors have been duly elected and qualified.

2. To approve the amendment of the Company's 1992 Stock Option Plan to increase the
number of shares of the Company’s Common Stock that may be offered pursuant to such plan.

3. To ratify the selection of the frm of Coopers & Lybrand L.L.P., as auditors for the Company
for the fiscal year ending December 31, 1895.

4. To transact such other business as may properly come before the Meeting or any
adjournments thereof.

Only shareholders of record on the books of the Company at the close of business on March 10,
1995 will be entitled to notice of and to vote at the Meeting.

Please sign, date and return the enclosed proxy card in the enclosed envelope at your earliest
convenience. If you return your proxy, you may nevertheless attend the Meeting and vote your

shares in person.

All shareholders of the Company are cordially invited to attend the Meeting.
By Order of the Board of Directors

Thomas M. Lemberg
Secretary

Ca.mb;-idge, Massachusetts
March 20, 1995

IT IS IMPORTANT THAT YOUR SHARES BE REPRESENTED AT THE MEETING. WHETHER
OR NOT YOU PLAN TO ATTEND THE MEETING, PLEASE SIGN, DATE AND MAIL THE
ENCLOSED PROXY IN THE ENCLOSED ENVELOPE, WHICH REQUIRES NO POSTAGE IF
MAILED FROM WITHIN THE UNITED STATES.
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LOTUS DEVELOPMENT CORPORATION
55 Cambridge Parkway
Cambridge, Massachusetts 02142

PROXY STATEMENT

Annual Meeting of Shareholders To Be Held on May 2, 1995

Prodes enclosed with this Proxy Statement are solicited by the Board of Diredtors of Lotus

Development Corperation, a Delaware corporation (the “Company™), for use at the Annual

Meeting of Shareholders (the “Meeting™) to be held on Tuesday, May 2, 1995 at 10:00 a.m., local

i time, at the Museum of Transportation, Larz Anderson .Park, 15 Newton Street, Brookline,
Massachusetts, and any adjournments thereof. '

Shares represented by duly executed proxies in the form enclosed herewith received by the

Company prior to the Meeting will be voted at the Meeting FOR the election of the nominees for

: director named below (except to the extent that autherity therefor is withheld) and FOR each

! proposal described in this Proxy Statement. Where no choice has been specified on a proxy with

respect to a particular matter, the shares represented by that proxy will be voted FOR the particular
] matter.

Any shareholder may revoke a proxy at any time prior to its exercise by delivering a later-dated
proxy or a written notice of revocation to the Secretary of the Company at the address of the
Company set forth above, or by voting in person at the Meeting. If a shareholder does not intend to
attend the Meeting, any proxy or notice should be returmed for receipt by the Company not later
than the close of business on-Moaday, May 1, 1995. The persons named in the proxies are officers of
the Company. The Company will bear the cost of solicitation of proxies relating to the Meeting.

Only shareholders of record as of the close of business on March 10, 1995 (the “Record Date™
will be entitled to notice of and to vote at the Meeting and any adjournments thereof.

As of the Record Date there were 48,257,996 shares (excluding treasury shares) of the
Company's Commmon Stock, $.01 par value (the “Common Stock™), issued and outstanding. Such
shares of Common Stock are the only voting securities of the Company. Shareholders are entitled
to cast one vote for each share of Common Stock held of record on the Record Date.

The Board of Directors of the Company (the “Board of Directors™) is not aware of any, other
matters to be presented at the Meeting. If any other matter should be presented at the Meeting ..
upon which a vote properly may be taken, shares represented by all duly executed proxies received
by the Company will be voted with respect thereto in accordance witn the best judgment of the
persons named in the proxies. An Annual Report to Shareholders, containing financial staternents
for the fiscal year ended December 31, 1994, preceded or accompanies this Proxy Statement. This
Proxy Statement and the proxy enclosed herewith were first mailed to shareholders on or about
March 20, 1995.

The mailing address of the Company’s principal executive offices is 55 Cambridge Parkway,
Cambridge, Massachusetts 02142,
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PRINCIPAL HOLDERS OF VOTING SCCURITIES

Security Ownership of Certain Beneficial Owners

The following table sets forth as of December 31, 1994 the name of each person who, to the

knowledge of the Company, owned benefcially more than five percent (5%) of the shares of
Common Stock of the Company outstanding at such date, the number of shares owned by each such
person and the percentage of the outstanding shares represented thereby. The information below
with respect to beneficial ownership is based upon information fled with the Securities and
Exchange Commission ("SEC™) pursuant to Sections 13(d) or 13(g) of the Securities Exchange Act
of 1934, as amended (the “Exchange Act”), and furnished to the Company by the respective

shareholders.
Amount
and Nalure
o Benebcial Percent
Name and Address of Beneficial Owner Owmership of Cluss
The Capital Group Companies, Inc. 2,630,000(1) 5.51%
333 South Hope Street
Los Angeles, CA 80071
FMR Corp. 6,793,974(2) 14.23%
82 Devonshire Street
Boston, MA 02109
Manning and Napier Advisors, Inc. 3,241,506(3) 6.80%
1100 Chase Square
Rochester, NY 14604
Metropolitan Life Insurance Company 3,561,300(4) 7.46%
One Madisen Avenue
New York, NY 10010
State Street Research & Management Company 3,537,500(S) 7.41%
One Financial Center
Baston, MA 02111

@

@

Represents shares held by Capital Research and Management Company, a registered

investment adviser ("CRMC™) and an operating subsidiary of The Capital Group Companies,
Inc. As of the date set forth above, CRMC exercised sole investment discretion with respect to
all of such shares, all of which were owned by various institutional investors. CRMC had no
voting power with respect to such shares and disclaims beneficial ownership of such shares.

Represents shares beneficially owned by ) FMR Corp. throagh its wholly owned subsidiaries,
Fidelity Management & Rescarch Company, a registered investment adviser (F idelity™), and
Fidelity Management Trust Company, a bank ("FMTC™), (i) by certain investment companies
(including the Fidelity Magellan Fund) for which Fidelity serves as investment adviser (the
“Fidelity Funds™), and (iii} by Edward C. Johnson 3d, as Chairman of FMR Corp., and through
certain membersofhisfamﬂymdfunilymmbyvirtueoftheirconmﬂing intercst as a group
in the voting stock of FMR Corp. The Fidelity Magellan Fund beneficially owned 4,757,890
shares or 9.97% of the Common Stock outstanding as of the date set forth above. FMTC is the
beneficial owner of 109,190 shares or 23% of the Commoa Stock cutstanding of the Company

as a result of its serving as investrment manager of institutional account(s). Mr. Johnson and FMR

Corp., through its control of Fidelity, and the Fidelity Funds each had sole dispesitive power
with respect to the 6,684,784 shares owned by the Fidelity Funds. Mr. Johnson and FMR Corp,
through its control of FMTC, had sole dispositive power over 109,180 shares and sole voting
power with respect to 7,990 of these shares and no voting power with respect to 101,200 shares
owned by institutional accounts managed by FMTC. Neither FMC Corp. nor Mr. Johnson has
the sole power to vote or direct the voting of the shares owned directly by the Fidelity Funds,
which power resides with the Funds’ Board of Trustees.

2
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(3) The beneficial owner, 2 registered investment adviser, possessed sole voting with respect to
3,170,281 of such shares and sole dispasitive power with respect to all such shares as of the dace
stated abave.

(4) The beneficial owner, a registered irvestment adviser and insurance company, possessed sole
voting with respect to 3,430,700 of such shares and sole dispositive power with respect to al}
such shares as of the date stated above.

(5) The beneficial owner, a registered investment adviser, possessed sole voting power with respect
to 3,407,100 of such shares and sole disposibive power with respect to all such shares as of the
date stated above.

Security Ovwnership of Directors and Executive Officers

The following table sets forth for each member of the Board of Directars, the Company's Chief
Executive Officer (“CEOQ"), and each of the next four most highly compensated executive oficers of
the Company, the position presently held by such persca and the number of shares and percentage
of outstanding Common Stock of the Company beneficially owned by each and by all directors and

executive officers a1 a group, as of February 1, 1985,

Amount and Nature

Positions and Offces of Banchcisi FPereent
Nams M Ownersaip(l) aof Class
JimP.Manzd ........... e Chairman of the Board, President 1,217,072(2) 2.54%
and Chief Executive Oficer
Richard S. Braddock ............ Director 8,000(3) .
Flaine L. Chao.................. Director 0 .
William H. Cray Ol ............. Director 0 .
Michael E Porter ............... Director ) 11,083(4) .
Henri A Termeer.........cuuues Director 7,883(5) .
EdwinJ. Gillis c.ocveennnennnns. Senior Vice President— 101,759(6) .
Finance and Operations and
Chief Financial Officer
JohnB.landry ...cocoeinunenn.. Senior Vice President— 42,556(T) d
Commumications, Development
and Chief Technology Officer
June L. Rokoff «....vvviaiiaatn Senior Vice President— 65,471(8) .
Worldwide Services Croup
Robert K. Wedler........c..uuee ++ Senior Vice President— 83,248(9) .
Warldwide Sales and Marketing

All directors and executive officers
as a group (14 persons) ........ 1,504,572(10) 3.30%

¢ lessthan 1% ‘

(1) Except where expressly stated otherwise, each named person possesses sole voting and
investinent power with respect to the shares :

(2) Includes 26,201 shares held in the Jim P. Manzi 1993 Irrevocable Trust for the benefit of Mr.
Manzi's children. Includes 46,666 shares that Mr. Manzi has the right to acquire within 60 days
of February 1, 1995 by the exercise of stock options.

(3) Includes 7,500 shares that Mr. Braddock has the right to acquire within 60 days of February 1,
1995 by the exercise of stock options.

{(4) Includes 7,083 shares that Mr. Porter has the right to acquire within 60 days of February 1,
1995 by the exercise of stock opbons.

) Includes 7,083 shares that Mr. Termeer has the right to acquire within 60 days of February 1,
1995 by the exercise of stock options.

TN A . i e e
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Includes 99,479 shares that Mr. Gillis has the right to acquire within 60 days of February |,
1995 by the exercise of stock options. Includes 780 shares held in trust for the benesit of
M. Gillis under the Company's 401k and Profit Sharing Plan. .
Includes 31.270 shares that Mr. Landry has the right to aequire within 60 days of February 1,
1995 by the exercise of stock options. Includes 112 shares held in trust for the beneft of
Mr. Landry under the Company’s 401k and Frofit Sharing Plan and 1,200 shares over which
Mr. Landry exercises investment discretion as custodian of such shares held for the benedt of
his minor children.

Includes 48,341 shares that Ms. Rokoff has the right to scquire within 60 days of February 1,
1995 by the exercise of stock options. [ncludes 7,430 shares held in trust for the benefit of
Ms. Rokoff under the Company’s 401k and Profit Sharing Plan.

Includes 81,678 shares that Mr. Weiler has the right to acquire within 60 days of February 1,
1995 by the exercise of stock optians. )

Includes 387,760 shares that directors and executive oficers of the Carmnpany have the right to
acquire within 60 days of February 1, 1995 by the exercise of stock options and 8,463 shares of
Common Stock beld in trust by the Company’s Profit Sharing and 401k Plan as described above.

EXECUTIVE COMPENSATION AND OTHER INFORMATION
CONCERNING DIRECTORS AND EXECUTIVE OFFICERS

Summary Compeasation ) _

The following table sets forth information concerning the cash and noncash compensation

each of the last three fscal years for the Company’s CEO and the next four most highly
compensated executive officers.

+ - Loag Term
Annasl Compensation(l) Compensation C Al O!hn

Name and Principsl Position Year Salxry ($ Bonus (3) Options (#) (SX!)

JmP.Manzi ...oaeeieiiieraiannas 1994 650,000 227,500 200,000 31,800
Chairman of the Board and 1983 650,000 650,000 40,000 35,046
President 1992 650,000 0 0 34,214

Edwin]. Gillis.......vvenanennnn. 1994 325,000 113,750 100,000 17,100
Chief Financial Officer and 1983 275,000 275,000 17,500 . 18,597
Senior Vice President—Finance 1992 275,000 0 50,000 23,805
and Operations

John B.Landry ...covvaeninenn.n. 1994 325,000 113,730 100,000 18,150
Senior Vice President— 1993 325,000 325,000 12,500 28,325
Communications Development 1962 325.000 182,003} 0 26,889
and Chief Technology Officer

June L. Hokoff . ...oovnvninannte 1994 325,000 113,750 - 100,000 18,150
Senior Vice President— 1993 325,000 325,000 25,000 19,771
Worldwide Services Croup 1992 307,400 0 65,000 19,945

Robert K. Weiler .......c.ccanaee 1994 350,963 120,313 100,000 18,695
Senior Vice President— 1993 325,000 325,000 17,500 19,771
Worldwide Sales and Marketing 1992 325,000 0 0 24,688

(1) Does not include perquisites or other personal benefits in any year for which the aggregate

@

amount was less than the lesser of either $50,000 or 10 perceat of the total annual salary and
bonus for the executive oficer in that year.

Includes amounts ercdited to the account of the executive officer for thase years i which he or
she served in such capacity in connection with (i) the profit sharing feature of the Campany's
Profit Sharing and 401k Plan, (ii) the Company’s Defined Contribution Restoration Plan and
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(iii) the Company matching contribution under the savings feature of the Profit Shacing and
401k Plan as foilows:

Defined
Contributioa
Profit Sharg  Restorstion 401k Matching
Name Yexr Amount (3) Plan ($) Contrnbution ($)
% € < 1394 3.150 24,150 4,500
1533 11,084 18,463 4,497
1692 7,781 22,069 4,364
Gillis e ot e ittt 1994 3,150 9,450 4,500
’ 1893 11,084 3,016 4,497
1592 7,781 11,660 4,364
Landry ..ooiviiniiiiiiiiie e 1994 3150 10,500 4,500
1993 11,084 12744 4,497
1992 7,781 14,744 4,364
D1 05) = - 2 1994 3,150 10,500 4,500
1563 11,084 4,190 4,457
1892 7,781 7,800 4,364
WEIEr «vuenernenninernraeneenannans 1994 3150 11,045 4500
1963 11,084 4,150 4,497
1992 7,781 12,543 4,364

(3) Represents payment by the Company related to Mr. Landry's prior employment for cash and
other compensation that he had foregone by joining the Cornpany.

Option Grants in Last Fiscal Year

The following table sets forth information concerning individual stock option grants made to
the Company’s CEO and each of the Company’s next four most highly compensated executive
officers during fiscal 1994.

Poteatial Realizable
Yalua at Assumed
Individus| Crants(1) ka@;;.dfua .‘hn
P of Tolal 1nos Apprecie
Ovtios  Options Granted  Exercise foc Optien Term(Z)
Cranted to Employeesin Price 5% 10%
L‘-_m_ (#) Fisosl Year (%) {3/5h) Expirstion Date ($) ($)
Jim P. Mand........ 200,000 5.06 64.50 January 25,2001 2226,330 8,048,709
Edwin J. Cillis ...... 100,000 253 64.50 January 25,2001 1,113,165 4,024,354
John B. Landry...... 100,000 253 6450 January 25,2001 1,113,165 4,024,354
June L. Rokoff ...... 100,000 2.53 6450 January 25,2001 1,113,165 4,024,354
Robert K. Weiler.... 100,000 253 64.50 January 25,2001 1,113,165 4,024,354

(1) All opticns described above are ~premium™ options granted st a per share exercise price 20%
above the fair market value of a share of Common Stock on the date of grant. The options are
ified stock options, have & seven year term and vest over three years beginning on the
25th month following the date of grant and thereafter in equal monthly installments over the
succeeding 35 months. ’
(2) Calculation of potential realizable values are based oo theoretical rates of return required to
be disclosed by the SEC and may or may not sccurately reflect or predict the actual value of
the stock options.
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Aggregated Option Excreises [n Last Fiscal Year And Fiscal Year-End Option Values

The following takble ses forta information concerning each exercise of stock cptioas bythe CZO
and each of the Company's next four most highly compensated executive oficers during 3scai 1654
and the value cf unexercised options at the end of that fiscal year.

Numbaer of Unexcrcised VYalue of Unexercised

Ovpdons at Fiscal in-the-\aney Opcions at
Shares Year-End Fiscal Yeur-Ead(!;
Acquied Value Exrrcissbie/ Exercsables
en Exercise Realized Unexercisable Unexerdcsable
Name (#) {3} (#) [§2)

JmP. Manza ....oooivnniiaaa, 21,250 674,688 44,166/233,333 914,883/ 669,755
Edwin J. Gillis.....cocvvvennnn.n 10,000 421,563  98,385/165,364 §61,704/1,047,808
Jorm B. landry ....ovoiuennn... 40,500 1,322.063 40,489/144,010 848,605/ 913,064
Juge L. Rokoff...vvvveernnnnnn. 21250 772,188 46979/164270 675,615/ 925284
Robert K. Weiler .............. 15,000 643,125  43,385/152,864 848,517/1,168,121

(1) Based on the closing price on the NASDAQ National Market System for a share of Common
Stock on December 31, 1994 of $41.00.

Pension Plan

In 1985, the Company established the Lotus Development Corporation Pension Plan (the
“Pension Plan") for the purpose of assisting its employees in meeting the needs of retirement. In
1992, the Company determined tbat ity Profit Shuring and 401k Plan could provide adequate
retirement assistance to employees and, effective June 1, 1992, suspended the Pension Plan. While
all benefts acerued under the Pension Plan through May 31, 1992 have become fully vested, no
further benefits have accrued to employees after that date.

Benefits under the Pension Plan are based on an average of the participant's highest
consecutive 36 months of total aanual compensation during the last 72 months of service (“Flnal
Average Compensation™). The monthly benefit payable upon normal retiremeant in the form of a
single life annuity is computed as follows: Vizth of 1.5% of Final Aversge Compensation fs
multiplied by the participant’s total number of years of service at June 1, 1992 op to no more than
35 years. From that result is subtracted the moathly value of the annuity that could be acquired (on
specified actuarial assumptions) with the amount of Company profit sharing contributions for the
participant’s account for 1990 and subsequent years accumulated with 2 deemed intcrest return.

The table below sets forth the estimated annual benefts payable upon normal retirement under
the Pension Plan formula to employees in the specified average salary and years of service
classifications :

Years of Service

5 10
$ 1875 $ 3,750
3,750 7,500
5,625 11,250
7,500 15,000
9,375 18,730

11250 22500
13,125 25250
13,000 30,000
17,165 34,330

* The maximum permitted salary recognized under the Internal Revenue Code of 1886, as
amended (the “Code™) as in efect in 1992

IBM 7510297414
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As of June 1, 1992, the date on which the accrual of future benefits was suspended, Mr, Manzi
had eight years, Mr. Landry had less than one year, Ms. Rokof had seven years, Mr. Gitlis had Jess
than one ycar and Mr. Weiler had one year of service under the Pension Plan.

Other Benefit Plans
The Company currently provides certain benefits to its eligible employees (including its
executive officers) through the benefit plans described below:

1992 Stock Option Plan. The Company maintains the Lotus Development Corporation 1992
Stock Option Plan (the *1992 Stock Opticn Flan™) to attract and retain the best available personnel
for positions of substantial responsibility and to provide additional incentives to certain employees
and consultants to contribute to the success of the Company. The 1692 Stock Option Plan i
sdministered by a committee of the Baurd of Directors that consists of independent directors. Stock
options granted under the plan may not be granted at less than fair market value on the date of
grant. See “Proposal No. 2—Approval of Amendrment to the 1992 Stock Option Plan” below.

Employee Stock Purchase Plan. The Company maintains the Empioyee Stock Purchase Plan
(the “Employee Plan”) to provide incentive and to encourage awnership of Common Stock by all
eligible employees of the Company and its subsidiaries. Employees of the Company may participate
in the Employee Plan by suthcrizing payroll deductions over a six month period, with the proceeds
being used to purchase shares of Common Stock for the participant at a discounted price. The
Employee Plan is intended to be an “employee stock purchase plan™ under Section 423 of the Code.

Profit Sharing Plan and 401k Plan.  The Company's Pro6t Sharing and 401k Plan (the “Plan")
provides savings options to eligible US. employees of the Company through deferment of a portion
of their compensation. Participants may elect to defer 2% to 12% of their compensation into the
Plan and may also elect to contribute up to an additional 10% of their compcnsation on'a non-
deferred basis; provided that the combination of deferred and non-deferred contributions cannot
exceed 12% of annual compensation. The Company also makes matching contributions equal to 2
percentage of the participant’s biweekly deferred contributions.

Under the Plan, an snnual discretionary profit sharing contribution by the Company based on
a percentage of operating profit is allocated to the accounts of all participants, who do not
themselves make uny profit sharing contribution. The level of Company profit sharing and matching
contributions is set anaually by the Board of Directors. i ’

The Plan is administered by a committee sppointed by the Board of Directors. Each
partcipant’s contributions to the Plan are beld in trust by a bank trustee and are invested in certain
investment funds in accordance with the participant’s instructions. The Plan is intended to be a
qualified plan under Section 401(k) of the Code.

Defined Restoration Plan. The Company adopted the Defined Contribution Restoration Plan
to provide supplemental retirement benefits to employees, who because of limitations imposed by
the law on benchts under tax qualified plans, would receive less than the full benefits to which they
would have otherwise been entitied under the Company's qualified retirement plan. Under the
Defined Coatribution Restoration Plan, a participant’s account is credited each year with the
amount by which his or her proft sharing allocation under the Company’s Profit Sharing and 401k
Plan, calculsted without consideration of the limitations imposed under the Code, exceeds the
amounts permitted under the Code. The Compaity’s funding policy is to pay these supplemental
benefits directly to participants as they become due. .

Compensation Committee Report on Executive Compensation ) o
The Company’s executive compensation program is sdministered by the Campensation

Committee of the Board of Directors (the “Committee™). The Committee, which is composed of

twa independent directors, makes recommendations to the Board of Directors on the three key

-
‘
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components of the Company's executive ccmpensation program, base salary, annual incentive
awards and long term incentives.

Compensation Policies for Executive Officerz.

The Compsny’s executive compensotion program is designed to attract and retain fully
qualified executives in the highly competitive high technology marketplace. The levels of executive
compensaticn established by the Committee are designed to be consistent with those available tc
other executives in similarly sized corporations.

The Committee establishes individual compensation awards based on the contricution the
executive has made in attaining the Company’s short term and strategic performance objectives as
well as the executive’s anticipated future contribution. The Company's executive compensation
program consists primarily of the following integrated compoaents:

1. Base Salary—which is designed to compensate executives competitively within the
industry and marketplace.

2 Annual Incentives—which provide a direct link between executive compensation and
annual Company perfoermance against predetermined messures.

3. Long Term Incentives—which consist of stock options that link management decision
making with long-term Company performance and shareholder interests.

Base Salary. - Base salary levels for executive offcers of the Company are reviewed annually
by the Compensation Cornmittee. The Committee’s current policy is to target base salaries at the
rmid-range of the market and to maintain the combined amount of base szalary and annual incentives
within the upper quartile of the market based on independent nationally-recognized surveys and
competitive analyses of companies whose gross revenues fall within the same range as those of the
Company. The surveys from which this market comparison is drawn include data from over 400
major manufacturing and service companies and from over 300 high technology companies of
various sizes. The surveys include, but are not limnited to, data from all industries represented in
the Standard and Poor’s 500 High Technology Composite Index, ie, Computer Software &
Services, Communication Equipment/ Manufacturers, Computer Systems, Aerospace/Defense,
Electronics {Instrumentation, Defense and Semiconductors) and Office Equipment and Supplies.
The High Technalogy Composite Index is the “line of business index™ used in the stock performance
graph set forth below. See “Performance Graph—Cumulative Five-Year Return” below.

Annual Incentives  All executive oficers participate in an Executive Incentive Program,
which compensates officers ia the form of annual cash bonuses. Awards under this program are
based on the attainment of four specific Corupany performance measures established by the
Compensation Committee st the beginning of the Bscal year. These performance measurements
are keyed to management’s annuul operating plan and are based on the achievement of rargeted
(i) operating proét, (ii) revenue growth, (iii) revenue per employee and (iv) expense per employee.
As Company performance for fscal 1984 did not meet the targeted measures, the Executive
Incentive bonuses actually paid were below targeted amounts.

Long Term Incentives. The Company provides long term incentives through Its Amended and
Restated 1983 Nonqualified Stock Option Plan and its 1992 Stock Option Plan. The purpose of these
plans is to create a direct link between compensation and the long-term performance of the
Company. Stock options under these plans are granted at or above fair market value and vest ity
installments, generally over four years. Options granted before January 1, 1993 have a fve year
term and optioas granted on or aRter that date have 2 seven year term. The Company makes its
annaal grant of options to its employees, including its executive ofiicers, in January, to enable the
Company to more closely link option graats to individual contribution and Cornpany performance.

When recommending option awards for an executive officer, the Committee considers (i) the
executive’s current contribution to Company performance, (i) the anticipated contribution in

8

ST ITILT N ey A et =

IBM 7510297416

ZT



ot e imd

meeting the Company’s kong-term strategic performance goals and {iii) industry practces and
norms. Because the receipt of value by an executive offcer under 2 stock option is dependent upon
an increase in the price of the Company's Common Stock, this portion of the executives’
compensation is directly aligned with an increase in shareholder value.

In 1594, the Company adogted 2 “premium” stock option program for the CEOQ, the executive
officers and certain other officers of the Compaay. The program is designed to enhance the ligk
between the participant’s compensation and the long-term performance of the Company and assist
in the retention of each participant. Under this program participants receive options to purchase
Common Stock under the 1992 Stock Option Plan at 20% abave fair market value. Opticns granted
under this program have 1 seven year term and vest over three years begimming tn the 25th month
following the date of grant and thereafter in equal monthly installments over the succeeding 35

months.

In January 1995, the Company granted “premfum™ options to purchase the following number
of shares of Cornmon Stock o the CEO and the next four most highly compensated executive
officers at an exercise price of $48.60 per share: Mr. Manzi-—100,000; Mr. Landry--50,000;
Ms. Rokof—30,000; Mr. Gillis—S0,000; and Mr. Weiler—50,000.

CEQ Compensation. .
Base Salary. The CEO's salary is positioned competitively to the mid-range of the
rcarketplace, as determined through comparison of surveys and corapetitive analyses in the manner
described above. The CEO has not received a base salary increase since January. 1990.

Incentivs Compensation. The ammual Executive Incentive Program is designed to reward the

CEQ based on the Company’s performance. The CEO's annual bonus payable under this Program
is determined using the same four meusurements employed in determining the .annual inéentive
swards for executive officers described above. These performance measurement targets are set and

" approved by the Committee annually. The CEQ's madmum potential annual incentive award
under this program is 150% of base salary. As Company performance for fiscal 1994 did not mect
three of the four measurement targets, the CEO's Executive Incentive bonus for 1994 was below

the targeted amount.

Long Term Incentive. In January 1995, the CEQO received & “premium” option grant.as
described above. Consistent with the Committee’s considerations for awards under this plan, the
award was based on the anticipated contribution of the CEO to the attainment of the Cornpany's
long-term strategic performance. Based upon its assessment of the industry surveys described
above, the Committee believes that the awarding of this grant is within the scope of the
marketplace for executives of similarly sized companies.

Respectfully submitted by the Compensation
Committee,

Richard S. Braddock, Chairman
Henri Termeer

Compensation of Directars

All Directors, with the exception of Mr. Manzi, received an annual retainer of $24,000 for the
fiscal year ended December 31, 1994, together with reimbursement of expenses Incurred in
attending meetings of the Board of Directors.

On January 1, 1995, Mr. Braddock, Ms. Chao, Mr. Cray, Mr. Porter and Mr. Termeer were each
granted an option to acquire 10,000 shares of Commoq Stock at an exercise price of §40.50 per
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share, which price was equal to the market value of the Company's Cornmon Steck on the Brst
business day following that date, pursuant to the Company's 1986 Steck Opticn Plan for Non-
Emgloyee Directors. In addition, in sccordance with such plag, Mr. Cray and Ms. Chac were csch
granted options to purchase 10,000 shares of Common Stock at an exercise price of $33.523 and
$31.00, respectively, ({the market value of such shares on the date of granc) in coanection with their
election to the Board of Directors. . : .

Compensation Committee Interlocks and Insider Participation

During 1994, Messrs. Aldo Papone, Chester A. Siuda, Richard S. Braddock and Henrt A
Termeer each served on the Compensation Committee of the Board. Messrs. Papone and Siuda
each declined to stand for re-election to the Board of Dircctors at the Company’s 1994 Annaal
Meeting of Sharebolders in May 1994.

Compliance with Section 16(a) of the Exchange Act
Michael E. Porter, a Director of the Company, made one late filing reporting the purchase of

500 shares of Common Stock that was required to be filed in 1994 on Form 4 under Section 1&a) of
the Exchange Act. Mr. Porter subsequently reported this transaction.

10

IBM 75102397418



Performance Graph

The following indexed graph indicates the Campany’s total return to its sharehoiders for the
past five year period ended December 31, 1994 as compared to the total return over such period
for the Standard & Psor’s 500 Composite Index and the Standard & Poor's High Tech Composite
Index This graph sssumes & $100 investment at the beginning of the five-year period and the
reinvestment of all dividends.

CUMULATIVE FIVE-YEAR TOTAL RETURN
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PROPOSAL NO. 1—ELECTION OF DIRECTORS

Each of the persons named below has been nominated for election as a director of the Company
until the 1996 Annual Mecting of Sharehalders and until his successor has been duly elected and
qualifed. No proxy may be voted for more persons than the number of nominees listed below.
Shares represented by all duly executed proxies received by the Company and not marked to
withhold authority to vote for any individual director or for all directors will be voted FOR the
election of all the nominees named below. The Board of Directors knows of no reason why any such
nominee should be unable or unwilling to serve, but if such should be the case, the shares
represented by duly executed proxies received by the Company will be voted for the election of a
substitute nominee selected by the Board of Directors. The nominees receiving 2 phurality of the
votes cast at the Meeting will be elected as directors.

I3
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Information Pertaining to Nominees

The following table scts forth the name and address of each numinee, the age of each ncminee,
the year in which each nominee frst became a director of the Company, the principal occupation
of each nominee during the past five years and any other directorships held, us of February 1, 1995,
by each nominee in any company subject to the reporting requirecients of the Exchange Act or in
any company registered os an investment company under the Investment Company Act of 1940, as

Namae and Address
JimP.Mand ............

c/o Lotus Development- - -

Corporation
55 Cambridge Parkway
Cambridge, MA 02142

Richard S. Braddock .....
¢/o Clayton, Dubilier &
Rice, Inc.
126 East 56th Street
New York, NY 10022

Elgine L. Chao ..........
c/o United Way of
Arerica
701 North Fairfax
Street

Alexandria, VA 22314

William H. Gray OI.......
c/o United Negro
College Fund
700 13th Street, N.W.
Suit= 1180
Washington, D.C. 20005

Yearin

Nominea
First
Became Principsl Occupation
Age Director During Past S Yeaas
43 1984 Chairman of the Board of
m e coees e the-Company (1966 to-
present); President and
Director of the Company
(1984 to present)

53 .1992 Partner (1994 to present),
Clayton, Dubilier & Rice,
Inc.; Chief Executive
Officer (1993), Medco
Containment Services, Inc.
(health care related services
company); President and
Chief Operating Officer
(1990-1992), Citicorp and
Citibank, N.A. (bank and
financial services

42 1994 President and Chicf
Executive Officer (1992 to
present), United Way of
America; Director (1991-
1992), Peace Corps; Deputy
Secretary (1888-1991),
United States Department
of Transportation.

53 1994 President and Chicf
Fxecutive Officer (1991 to
present), United Negro
College Fund;
Congressman 2nd Distnict
Pennsylvania (1978-1991),
U.S. House of
Representatives.

Directarships

None

Eastman Kodak
Company; True North
Comrmunications Inec.

Dole Food Company

Chase Maghattan Corp;
MBIA Corp.; Prudential
Insurance Corp. of |
America; Rockwell Intl
Corp.; Union Pacific.
Corp.; Warner Lambert
Corp.; and Westinghouse
Corp.
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Whech
Nommee
Fist
Became Principal Occupatian
Name and Addrems ﬁ Directar During Pat 5 Yeans m
Michael E. Porter ....... 47 1983  Professor (1973 to present),  Alpha Beta
c¢/o Harvard Business Harvard Business School. Technologies, Inc.
School
Aldrich Building,
Room 200
Soldiers Field Road
Baston, MA 02163 )
Henri A. Termeer ....... 48 1983 Chairman, President and Abiomed Inc,;

c/o Cenzyme Chief Executive Offcer Autclmmume Inc.;
Corporation (1988 to preseat), Cenzyme - Hambrecht & Quist
One Kendall Square Corporation. Health Care Investors,
Cambridge, MA 02139 Inc.; Hambrecht & Quist

Life Sciences; IG
Laboratories, Inc.;
Xenova Corp.; Cenzyme

Corp; Cenzyme
Transgenics; and
Neozyme II Corp.

Board Meetings and Committees

The Board of Directors is comprised of Jim P. Manzi, Richard S. Braddock, Flaine L Chao,
William H. Gray III, Michael E. Porter and Henri A. Termeer. The Board of Directors met six times
during the year ended December 31, 1994. The Board of Directors has 2 Compensation Committee,
which establishes and reviews compensation of senior management and which consists of Messrs.
Braddock and Cray. The Compensation Cammittee met once during 19684 The Board of Directors
also has an Audit Committee which oversees actions taken by the Company’s independent auditors
and reviews the Company’s internal controls, coasisting of Mr. Porter and Ms. Chaa. The Audit
Committee met twice during 1994. .

Pursuant to the Company’s By-laws, the Board gf Directors has set the nurnber of directors of
the Company to be elected at the Meeting at six. All nominees are currently members of the Board
of Directors.

Certain Transactions

In 1994, the Company paid fees for legal services of approximately $2.790,188 to O'Sullivan
Graev & KXarabell, the law frm of which Lawrence C. Craev is 2 member. Mr. Graev served as a
member of the Board of Directors until May 1994, . }

The Company’s Profit Sharing and 401k Plan invests in a number of investment funds at the
direction of its participants. During 1994, the Profit Sharing and 401k Plan invested in the Fixed
Income Fund, which is managed by Fidelity Management Trust Company, and in the F: idelity
Magellan Fund and the Fidelity Equity Income Funds, which are managed by Fidelity Management
& Research Company. Both Fidelity Munagement Trust Company and Fidelity Management &
Research Company are whoally owned subsidiaries of FMR Corp., which, g5 of December 31, 1994,
beneficially owned greater than 5% of the outstanding Common Stock of the Compuny. See
~Principal Holders of Voting Securitics” above and “Other Benefit Plans—Profit Sharing and 401k

Plan” sbove.

The Board of Directors unanimously recommends that shareholders vote FOR the election of
each of thc nominees listed above.
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PROPOSAL NO. 2—APPROVAL OF AMENDMENT
TO THE 1892 STOCK OPTION PLAN

Description of the 1992 Stock Option Plan

Purpose. The purpose of the Lotus Development Cerporation 1692 Siock Option Plan is to
further the growth and success of the Company and its Subsidiaries (as deined in such plan) bv
enabling officers, employees and consultants of the Company and its Subsidiaries to acquire shares
of Common Stock, thereby increasing their personal interest in such growth and success and to
provide a means of rewarding outstanding performance by such persons to the Company or its
Subsidiaries. Options granted under the 1992 Stock Option Plan (“Options™ may be either
~incentive stock options™ ("1SOs7), intended to qualify as such under the provisions of Section 422

- of the Code, or nan-qualified stock cptions ("NSOs™).

Shares to be Optioned. The number of shares eligible for the granting of Options under the
1992 Stock Option Plan is 6,000,000, subject to adjustrnent as described below. No Option may be
granted after April 21, 2002, the tenth anniversary of the date on which the 1992 Stock Option
Plan was adopted by the Board of Directors. Common Stock issuable upon exercisc of an Option
granted under the 1992 Stock Option Plan may be suthorized but unissued shares of Common Stock
and/or shares of Common Stock held in the Company's treasury. If and to the extent that Options
granted under the 1992 Stock Option Plan terminate, expire or are canceled without having been
fully exercised, new Options may be granted under the 1992 Stock Option Plan with respect to the
shares of Common Stock covered by the unexercised portion of such terminated, expired or
canceled Options.

Administration of the Plan. The 1992 Stock Option Plan shall be administered by a Stock
Option Cornmittee (the “Committee”™) consisting of two or more non-employee Directors who are
ineligible to participate in such plan and who shall be appointed to such Committee by the Board
of Directors from time to time. In addition, so long as the 1992 Stock Option Plan shall be required
to comply with Rule 16b-3 under the Exchange Act, each member of the Cammittee shall be a
“disinterested person” within the meaning of Rule 16b-3. The Committee shall have sole discretion
(subject to the limits of the 1992 Stock Option Plan) to determine the persons to whom Options
shall be graated ("Optionees™), the time of such grants, the number of shares subject to each Option,
the Option exercise price, the time or times when each Option shall become exercisable and the
duration of the exercise period. Except as otherwise expressly provided in the 1992 Stéck Option
Plan, the Committee shall have all powers with respect to the administration and interpretation of
the Plan and any Option agreement issued thereunder.

Eligible Persons. Options granted under the 1992 Stock Option Plan shall be, at the discretion
of the Board of Directors (or the Committee), either ISOs or NSOs. ISOs may be granted only to
persons who are officers or employees (including directors who are officers or employees) of the
Company or its Subsidiaries. NSOs may be granted to officers, emplayees and consultants of the
Company and its Subsidiaries (including directors who are officers, employees or consultants). No
individual participant under the 1892 Stock Option Plan may be granted Options to purchase more
than 250,000 shares of Common Stock in the aggregate during any calendar year. No ISO may be
granted to an officer or employee who owns stock possessing more than 10% of the total voting
power of all classes of stock of the Company (2 "10% Person”) unless the option price of the shares
subject to such [SO is fixed at not less than 110% of Fair Market Value (as defined in the 1992 Stoék
Option Plan) on the date of grant and such ISO is not exercisable more than five years after its dace
of grant. As of December 31, 1994, approximately 5,665 persons would have been eligible to receive
Options under such plan.

Option Price. Options granted under the 1992 Stock Option Plan may not be granted at less
than Fair Market Value on the date of grant. At March 1, 1995, the Fair Market Value of a share of
Common Stock computed in accordance with the 1992 Stock Option Plan was $41.25.
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Exercise of Option.  The terms of each Option granted under the 1992 Stock Option Plag shall
be set forth in the Option Agreement evidencing the Option. Upon the exercise of an Option, an
Optionee may pay the Company the amount of the aggregate Option exercise price with cash or a
personal or certified check and/or, at the discretion of the Committee at the time of grant, with
shares of Common Stock. Anything contained in the 1992 Stock Option Plan to the contrary
notwithstanding, an 15O granted under the 1992 Stock Option Plan to an Optionee shall not be
exercisable to the extent that the sggregate Fuir Market Value of all stock with respect to which
incentive stock options are exercisable for the frst time by such Optionee during such calendar year
(under all plans of the Company and its Subsidiaries) exceeds $100,000 (Fair Market Value being
determined for such purpose for all such stock as of the date of grant of such ISQ).

Changes in Capital Structurs. If the Common Stock is changed by reason cof a stock split,
reverse split, stock dividend or recapitalization, or converted into or exchanged for other securities
as 2 result of « merger, consolidation or reorganization, the Committes shall make such adjustments
in the number and class of shares of stock with respect to which Options may be granted under the
1992 Stock Option Plan as shall be equitsble and sppropriate in order to make such Options
immediately after such change, as nearly as may be pructicable, equivalent to such Options
immediately prior to such change. A corresponding adjustment shall be made to each Option
outstanding at the time such change is made. No such adjustment will be made in the case of ISOs,
however, i such adjustment would constitute 2 modification, extension or renewal of such ISOs
within the meaning of Section 422 and 425 of the Code and the regulations promulgated
thereunder or would be considered, under Section 422 of the Code, the adoption of a new plan
requiring shareholder approval

Ia addition, no adjustrment to options shall be made in connection with the dissolution or
liquidation of the Company, & reorganization, merger or consolidation in which the Company is
not the surviving corporation, or a szle of all or substantially all of the assets of the Company (a
“Corporate Transaction™), if provision is made in connection with such transaction for the
assumption of outstanding Options by, or the substitution for such Options of new opticns covering

" the stock of, the surviving, successor or purchasing corporation, or a parent or subsidiary thereof,
with appropriate adjustments as to the number, kind and option prices of shares subject to such
new options; provided, however, that in the case of 1SOs, the Committee shall, to the extent not
inconsistent with the best interests of the Company or its Subsidiaries, use its best efforts to ennre
that any adjustment or substitution will not constitutc & modification, extension or renewal of such
1SO1 within the meaning of Section 425(h} of the Code or regulations promulgated thereunder.

{

Restrictions on Optlons. No Options shall be grunted under the 1992 Stock Option Plan, and
no shares of Common Stock shall be issued upon the exercise of Optons, unless and until the
Company and/or the Optionee shall have complied with all laws and regulations relating thereto,
including but not limited to federal and state securities laws. Options granted under the 1992 Stock
Option Plan are nonassignable and nontransferable by the Optionee cxcept by will or by the laws
of descent and distribution.

Amendment. The Board may at any time modify and dmend the 1992 Stock Option Plan in
any respect; provided, howeoer, that the approval of holders of & majority of the voting capital stock
of the Company (voting as a single class) shall be obtained prior,to any such amendment becoming
effective if such approval is required by law or is necessary to comply with regulations promulgated
under Sectioa 16(b) of the Exchange Act or with Section 422 of the Code or the regulations
promulgated thereunder.

Termination of Options. Options granted under tbe 1992 Stock Option Plan and not
therstofore exercised shall sutomatically terminate 90 days following any Termination for Cause
{as defined in thc 1992 Stock Option Plan), 12 months after the date an which the Optionee ceasas
to serve the Company by reasoa of deeth or total disability and six manths after the Optionee ceases
to serve the Company for any other reason; provided thut the Option Agreement may provide for
termination at such earlier Hmes upon the occurrence of these and other events as the Committee
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ts discretion at the tme of grant. In addition, Options will terminate automatically
upon the occurrence of a Corporate Transaction if no provision is made for the assumption of
outstanding Options or substitution of new options for such Options. An Option shall terminate
automatically upon the tenth anniversary of its date of grant {or in the case of an ISO granted to a
10% Person, upon the ffth anniversary of the date of grant) and upon any transfer of a right or
privilege relating thereto (other than by will or the laws of descent and distribution).

determines in i

Federal Income Tax Consequences. An NSO granted under the Plan will be treated for US.
Federal incame tax purposes pursuant to Section 83 of the Code and the Treasury Regulations
promulgated thereunder. The following general rules are applicable to Optionees wha are holders
of such ~non-statutory™ options and to the Company for Federal income tax purposes, based upoa
the assumption that such options under the Plan do not have a “readily ascertainable fair market
value™ at the ime of grant, as defined in the Treasury Regulations pramulgated under Section 83
of the Code.

1. The Optionee will not recognize any income on the grant of an NSO under the Plan.

2. The Optionee will recognize ordinary compensation income on the date of excreise of
an NSO in an amount equal to the excesy, if any, of the fair market value of the shares acquired
on the date of exercise over the exercise price paid therefor.

3. When an Optionee sells shares acquired through the exercise of an NSO, he or she will
recognize gain or loss in an amount equal to the difference between the fair market value of
the shares on the date of exercise and his or her selling price. Such gain or loss will be
characterized as capital gain or loss if the shares are held as a capital asset immediately before
their sale. If the Optionee holds the shares for the requisite oae-year statutory holding period,
this gain or loss will be treated as long-term capital gain or loss.

4. In general, the Company will be entitled to a tax deduction in the year in which
compensation income is recognized by the Optionee. The amount of the Company’s allowable
deduction will be equal to the compensation income recognized by the Optionee.

The following Federal income tax consequences are applicable to ISOs grunted and exercised
pursaant to the Plan. ’

1. If the Optionee is not a 10% Person (or if the Optionee is 2 10% Person and the Option
price is at least 110% of the fair market value of the shares at the date of graat), no taxable
income results to the Optionee upen the grant of an ISO or upon the issuance of shares to him
or her upon exercise of such option.

2. No tax deduction is allowed to the Cormpany upon either grant or exercise of an ISO
pursuant to the Plan.

3. If shares acquired upon exercise of an ISO erc not disposed of (i) within the two years
following the date the ISO was granted or (i} within one year following the date the shares are
transferred to him or her pursuant to the Option exercise, the difference between the amount
realized on any disposition of the shares thereafter and the Option price will be treated as long-
term capital gain or lass to the Optionee.

4. 1f shares acquired upon exercise of an ISO are disposed of before the expiration of either
of the requisite holding periods, then the lower of (i) any excess of the fair market value of the
shares at the time of exercise of the ISO over the Option price or (i) the actual gain on
disposition, will be treated as compensation to the Optionee and will be taxed as ordinary
income. ’

5. In any year that an Optionee recognizes ordinary compensation income on the
disposition of an ISO, the Company will generally be entitled to a corresponding tax deduction,
in the same amount .

6. Any excess of the amount realized by the Optionee on disposition over the sum of (i) the
exercise price, and (i) the amount of ordinary income recognized under the above rules will

16

IBM 7510297424



be treated as either long-term or short-term capital gain, depending upon the time elapsed
between receipt and disposition of such shares.

I acdition to the tax consequences described sbove, ISOs granted pursuant to the Plan may
result in a furtber ~aiternative minimum tax” to the Optonee under the Code. In such case, an
araount equal to the excess, if any of the fair market value of the shares acquired cn the date of
exercise aver the exercise price will be included as a positive adjustrnent to incorne in determining
the alternative minimurn taxable income of the Optionee as of the date of exercise.

The 1992 Stock Option Plan is not an employee benefit plan which is subject to the provisions
cf the Employee Retirement Income Security Act of 1974. The provisions of Section 401(a) of the
Ccde are therefare not applicable to the 1992 Stock Option Plun.

Praposed Action

1t is proposed that the Shareholders approve the amendment of the 1992 Stock Option Plan to
Increase the suthorized number of shares of Common Stock that may be offered under the plan
from 6,000,000 to 12,000,000 shares.

As of February 1, 1995, approximately 295,000 shares of Common Stock remained available
for grant pursuaat to the 1992 Stock Option Plan. The adoption of the amendment to the 1992 Stock
Option Plan will provide additional shares for grant after the currently remaining shares in the plan
have been granted in order that the Corupany may continue to attract and retain the best available
personnel for positions of substantial responsibility and provide certain directors, employees and
consultants with an additional incentive to contribute to the success of the Company. Additional
authorized shares under the 1992 Stock Option Plan may also be used to provide incentives to
senior management of the Company in the form of “premium options”, which are priced above
fair market value on the date of grant. See “Executive Compensation and Other Information
Concerning Directors and Executive Offcers—Option Crants in Last Fiscal Year™ sbove. It is
therefore proposed that the Company's shareholders approve the smendment of the 1992 Stock
Opdon Plan.

Approval of the amendment af the 1992 Stock Option Plan will require the afirmative vote of
a majority of the shares of Common Stock present or represented, and entitled to vote at the
Meeting.

The Board of Directors unanimously recommends that sharcholders vote FOR approval of the
amendment of the 1992 Stock Option Plan.

FPROPOSAL NO. 3—RATIFICATION OF SELECTION OF AUDITORS

The Board of Directors bas selected the frm of Coopers & Lybrand L.L.P. (“Coopers &
Lybrand™) independent certified public accountants, to serve as auditors for the fscal year ending
December 31, 1895. Coopers & Lybrand has served as the Company’s auditors since 1982. It is
expected that a member of the firm of Coopers & Lybrand will be present at the Meeting and will
be available to make a statement and to respond to appropriate questions. If the shareholders do
not ratify the selection of Coopers & Lybrand, the Board of Directors may consider selection of
other independeat certified public accountants to serve as independent auditors, but no assurances
can be made that the Board of Directors will do so oc that any other independent certified public
accountants wouid be willing to serve.

The Board of Directors unanimously recammends 2 vote FOR the ratification of this selection.
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VOTINC PROCEDURES

For purposes of determining whether a proposal has received & majority vote, abstentions wil!
be included in the vote totls, with tae result that an abstention will have the same efect as a
negative vote. ln instances where broksrs are pronibited from exercising discretionary authority
for beneficial bolders who have not returned a proxy (so-called “broker non-votes”™), those shares
will not be included in the vote totals and, therefore, will have no effect on the outcome of the
vote. Shares that abstain or for which the authority to vote is withheld on certain matters will,
however, be treated as present for quorum purpcses on all matters.

OTHER BUSINESS

The Board of Directors knows of no business which will be presented for consideration at the
Meeting other than that stated above. If other business should come before the Meeting, the persons
named in the proxies solicited hereby, each of whom i an officer of the Company, may vote all
shares subject to such proges with respect to any such business in the best judgment of such persons.

SHAREHOLDER PROPOSALS

It is currently contemplated that the 1596 Annual Meeting of Shareholders will be held on or
about May 9, 1996. Proposals of shareholders intended for inclusion in the proxy statement to be
furnished to all shareholders entitled to vote at the next annual meeting of the Company must be
received at the Company’s principal executive ofices not later than December 18, 1995. It is
suggested that proponents submit their proposals by certified mail, return receipt requested.

EXPENSES AND SOLICITATION
The cost of solicitation of proxies will be borne by the Company. Proxies will be solicited

“principally by the Company by use of the mailse The Company has also engaged the services of

Ceorgeson & Company Inc., a professions! proxy solicitation firm;, to assist in the solicitation of
proxies for a fee of $7,500 plus expenses. Further solicitation of proxies from some shareholders may
be made by directors, officers and regular employees of the Company personally or by telephone,
telegraph or letter. No additional corpensation, except for reimbursement of reasonable out-of-
pocket expenses, will be paid for any such further solicitation. In addition, the Company may
request banks, brokers and other custodians, nominees and Bduciaries to solicit customers of theirs
who have shares of Common Stock registered in the name of a nominee. The Company will
reimburse any such persons for their reasonable out-of-pocket expenses.

Dated: March 20, 1995
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FInANGIAL HICHUCHTS

{in howsands, et per shary dota | 1994 19 1992 1991 190

Net $318S - $970.783 $581.168 $500.149 328 895 5692242

Net income {koss) ..t e (20.879} (1) 55335 (2) 80.403 (3) 33,016 (4} 23254 (%)

Net income (loss) pef share .. {0.441 11 12¢12) 187 (3) Qs (41 0.54 (5} 1994

QTR C S —— 204,079 905,345 763,444 725,537 656,807 Report
Stockholders’ equity .. .. 334,130 $28.391 19438 33113 309.439 .

Notes: (1) 1994 amounts inchade a won-tax deductible chasge to operations of 567.9 million, or 51.40 per share, for Sharcholders

purchased research axd developreent relaied 0 the acquishions o Saft=Switch, fnc. and Edge Research, Inc.
1994 amounts se inchade € retructucig charge of S9 willion on & pre-lax basis and 55.8 million. or

$0.12 per share, ox an fter-

lax bass.

(2) 1993 amounts include a ow-lax deductible charge s operations of S19.9 adlion, or S0.45 per share, for
purchased resedrch and developrent related to the acquisition of Approach Software Corporation.

{31 1992 dmounts include gairs

on the sale of the Company's invesiment in Sybase, inc_ of 549.7 million

on ¢ pre-ta basis ead 533.3 million, or S0.77 per share, o ax after-lax basis. 1992 amounts alse
inclade ¢ restructuring charge of 515 million on g pre-tas basis aad $10.1 million. oc 50.23 per share,

on an afer-tax basis.

(4} 1991 amounts include a restructuring charge of 523 million ax g pre-tax basis and $18.6 mdlion, or
§0.42 per share, on an after-lax basis.

(S) 1990 amounts includz a non-tax deductible charge to operations of 553 millon, or S1.23 per share, for
purchased researth and development related to the acquisition of Samna Corporation.
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PrRESDENT'S LETTER

1994 was the year of the information superhighway — In the media.
countless conference speeches, and aimost anything assodiated with tnfcrmation
technology. We've been unable to escape from the metaphor. So we've made it the
theme for this yeacs annual report.

But we've got our own take on it For us. it's as much a continuing journey
as an ultimate destination. Last year | vowed 1o never again mention the word
“transition,” but in retrospect. that was unrealistic. Transition is another word lor
change, and in our business, change is inevitable. In fact. our company is all about
creating and exploiting change. .

Lotus began an important journey back in 1985 with the start of development
for Notes. Back then, all the focus was on the individual desktop, which was perhaps
not inappropriate for the Rlood tide of the PC Revolution. The idea of personal
computers that would reach beyond the individual desktop and allow people to
communicate and share information had fewer adherents.

With Notes, we soon blazed a rather substantial road. Today, we have more
than $.000 customers and 1.35 million uscrs. An entire industry has built up around
Notes. with more than 8,000 business partners olfering new products and services.
cc:Mail. the industry’s leading mail product. now has 6.5 million users.

For Lotus, the information superhighway is not something on the drawing
boards. or under construction. We have ten years ol development experience and
five years of In-market experience with our communications products, and people are
using it to get places. In eady 1994. IDC announced the results of a study showing that
companies deploying Notes are realizing retums on investment averaging 179 percent

This past year, we've been joined by several partners in broadening the

scope of Notes in the markelplace, Incdluding ATET, Hewlett-Packard, and IBM.
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Our communications strategy has clearly given us 3 fast lane for growth —

. . 1994
with revenues increasing 94 percent this past year. In the fourth quarter,
Report
communications revenues exceeded desklop revenues for the first time. .
We now have three major businesses. The first two, communications and Sharehalders

dskxop:applicadous. are well established. As the transition toward communications
continues, the desktop business remains substantial. generating revenues and profits
that enable us t invest in growth, Our third business. public networks and inter-
enterprise computing, is just getting started and has vast potential.

Our commitrnent to the desktop remains strong. We continued to move ahead
with our desktop applications in 1994, with 1-2-3 Release 5. a new SmartSuite. and
new releases of Approach, Organizer, Freelance Graphics and Ami Pro. But this is no
longer an easy business. There are factors, such as the maturity of the business and
the unrelenting competition, that have changed this business forever, We also made
our own mistakes — a series of product slips at mid-year and poor performance in
Europe — but we've taken steps to correct them.

The pace of growth for each of our businesses is dearly quite different. The
desktop business has become mature, with marginal growth. Renewed growth will
depend on our ability to reinvent it through team computing. Our communiations
business, on the other hand, has established considerable momentum. And our
public network inter-enterprise business Is a dassic start-up, with no peofits now,
but enormous growth potential.

Given this mix and range in our businesses. it is not surprising that our stock
price was volatile this past year. The market had a wide Rnge of views on the size and
timing of future profits. For our part, we are quite happy with our mo It provides 3

good balance of steady revenues and substantial growth opportunities.
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The question we must always ask is: Are we there yet?

part of the answer, obviously. is yes. We have built a great road. We are cut
in front with Notes. No comgetitor has anything like it Our customers are reaching
destinations in terms of raturn on investment and achieving business goals.

But in another sense. we are still on our way. Our customers continue to
face difficult technology and Investment choices. and no one is going to get there
al} at once. Qus iob' is to help them manage the joumey. As lack Kerouac said in
On THE Rowo: “There's always more. a little further — It never ends.” That's fine
with us. There are many opportunities still shead — for Lotus. our shareholders,

and our customers.

fim Manzi

President and CEO
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Theee is such & thing s vision in the
world of business. It s never as dramatic
or Far-reaching as what happened to
Saul on the road to Damascus, but it
does occur, and when it does, it can
have a major mpact on 4 company and
s customers, even on the way that ol
companies do business. )

The vision that now guides Lotus began
back in 1985, when Ray Qzzie and 4 small
team of developers started work on the
software that became Lotus Notes®. k
began with dn ided that was diff eremt —

at the time.

In 1985, the PC Revahation was
in Full Rower, and all the sttention

was on the possibilities of individual
empowerment and. it was assumed.
indvidual productivity.

The different view — or vision — of
the Notes™ developers was that personal
computers were more interesting. and
quite passibly mare valuable, if prople
coudd use them, not just to work in

isolation, but to communicate and share
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information with other people. Work In

amy organization is, after all, a3 much
collaborattve as personal. In Fact. wark
shways invoives ather people, and in
business, products are tarely developed oc
sald. and revenves are rarely generated,
by peoole acting alone.

The irmight seerns obvious today, when
everyone is clamoring to enguneer ther
way anto the \nformation superhighway.
Bue back in 1985, developing Notes was
an errand ints the wildemess, an erand

that took five years of development.

1994
Report

Snareholders

followed by tve years of Inmarket

and torther develapment to reach

what it's become today. But our

Focesight has paid off with snaual

growth rates of nearly 100 percent

for Lotus communications products, N
and we are ahead of the rush to

the highway. We have been on it

with our customers, for some time.

As Did Bull Lee says in ON THE ROA: .
“Only dama Faols pay no attention

to visions.”

1 BAupes —a o P
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w If you are making 4 mep, K."‘R‘IDS it Roads have been bullt, and people

: you've been there. Qtherwise you are are using them ta get where they

= like those mapmakers befare Columbas want to ga. There are now 1.35 miftion

= wha drew wild beasts at the edge of the usees of Nates, and 65 million users of

: world. Or thase redl estate boosters n ceMail™, and thousands more are beng

< early 15th century America wha created added every month. Lotus has mare than

:: maps of imaginary roads 10 imdginary 5,000 customers and 8,000 business
cities in order 10 se¥ land on the frontier.  partners developing dpplications for

For Latus. there is nothing new about Notes and cc:Mail.
graugware, communications saftware,
or heloing peoole use computer networks
ta share information and achieve organi-
2au0nal gosls. We've been erploring
this terrtory with our customers for

me ume.

IBM 7510297434
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Other substandal roads bulk by
Lotus preceded these newer ones. They
are our desktop applications. One of
them, 1-2-3@, pretty much blazed the
way for & whole new ndustry. When
we began building communications
software, at Rest it appesred 10 diverge
from aditional desktop applications.
But we dhwdys believed that afl of our
products are more usehud § they work
together. i you can readily get from one
to the other, i the roads converge.,

Today, mamy customers use our
desktop suite because & works 30 well
with aur comwnunicauons applications,

and wice versa.

1994
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{n drucussions of computer systems

and software, you often hedr the

term “architecture.” It b like 8 map,
and some say that when you don't

have products In the marketplace, an
architecture s the next best thing. But
Lotus' communications architecture ks
real, something on which real products,
toaks, services, and thousands of
applications are being buik. Itis a
map being drawn from ever-widening
experience and knowiedge.
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o
o The Romans built roads to administer The same is true of today's electronic
their empire, and one rationale for the highways. The main purpose #s nat hame
=
o interstate highway system in the United entertainment, but work and commerce.
- States was civil defense. But the main Eventually there may be movies on
w purpose of roads has ahways been demand and a marketplace for home
'3
< commerce: grtting goods and sernces shopping that goes beyond ardering
te market, connecting business with pizza or Floral arangemencs. But in the
"
e customers. producers with suppliers. meantime, there's already substantial
: and rapidly growing traffic that serves the
= business las distinct rom the consumer]

marketplace. Companies mvest in Notes

aoplications because they can reduce the
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time and eahance the quality of such
basic business processes as product
development and custamer senvice. The
growth of the business market Is driven
by the tangible returm companies receive

on their investment,

The first electronic links are internal,

connecting groups within the emterprise,
but soon reach outward to cannect the
enterprise with customers and suppliers.
As a resudt of this dectrunic web, the
structure of business organizations,

and the naure of commerce itself, is
changing. Businesses are able to focus
oa what they da best, and “outsource”
ather functions. The fines between
companies, even industries, became
blurred, and new configurations and

new apgortunities For commerce become

possible. One road leads to another.

1994

Skareholders
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To THERE rFrnowm HERE

NEED

You

There ts no standing still — we knaw

we can't be complacent.

Lotus' communications strategy rests
on the premise that our customers have
licde interest i open-ended gquestions.
Companies are mare concemed with
achieving specific goals, such as
profitability and market share, "Are we
there yet?” 1s abowt a3 genveral a3 any
business guestion gets, and it implies

a desunaxion.

Suding on 2 sea of information is not
a2 business goal. Nor is the accumulation
of infoamation. Since economic value 1s
b_ased on scarcity, and siace the amaunt
of inFormation n the world is infinite,
information has no value by itself. It 15
valuable when it s used. when it leads
to the production of goods and services.
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The formation economy s nothing
new. Every economy ~ from the hunter-
gatherer clans to market rconomies
and even planned econemies — depends
on information. What has changed is
the velocity of information and the
potential access to it — both the resuht
of today's information and communice-
tions technalogy. This places a premium
on getting the right information and
getting it fast, and on marshalling
information in arder to decide and act.
Businesses are attempting to tramform
themsehres with information techaclogy
(reengineering” has become well
established n business parlancel

) Lotus® business lies at the heart of &

major Intersection where technology,
organizational change, and the impact ea -
people at work il converge. Our purpose
is ta provide nat Just great products —.
Notes. ceMail and desktop apphcations
for team computing — but alse the
benefit of our experience and knowledge,
30 that our customers cdn get where

they want to go.

1994
Report
b
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[otus Backgrounder

Lotus Development Corporation
Highlights: 1982 - 1992

1982
April
Lotus Development Corporation opens with $1 million in venture capital and eight employess.
October
Lortus 1-2-3, business software intcgradng spreadsheet, database and graphics. announced.

December

Second-round financing raises $3.8 million - a record for personal computer software firms; 50
employees.

1983
January
1-2-3 ships.

April

1-2-3 leads the Softsel best-seller list for the first dme.

June

Lows moves to new headquarters in east Cambridge, Mass.; 150 employees.
September

Lors announces internadonal disoribution and first Zurop=an subsidiary.
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October

<41 million raised in first public offering.

December

Year ends with $53 million in revenues; 300 employees.
1984

January

United Kingdom subsidiary Opens in Windsor, England.

February

Symphony, business software 'mtcgratirig spreadsheet, word processing, graphics, dawbase, and
communicadons announced-

April

Lotus leads Softsel best-seller list for 12 consecutive months.
July

Symphony ships.

October

Mitchell D. Kapor named chairman and chief executive officer of Lots; Jim P. Manzi named
president and chief operating officer.

November
Jazz for the Apple Macintosh inroduced-

Spelling Checker and Text Owtliner, the first add-in products for Symphony announced.
LOTUS Magazine announced.

December

Year ends with annual revenues of $156.9 million: 741 cmplo,VCCS.
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1985

February
Symphony Speiling Checker and Text QOuiner ship.

April

1-2-3 leads Softsel Hot List for 24 consecutive moaths.
Lotus announces 1-2-3 Release 2, and Symphony 1.L
Partial assets of Softwars Asts, creators of Visicalc, acquired.
May

First issuc of LOTUS magazinc published.
Lotus Jazz ships.

June
Manufacturing facility opens in Dublin, Ireland.

July

Lotus announces plans to establish Lotus Japan, a wholly-owned subsidiary.

Symphony Release 1.1 and Symphony Link ship.

Company acquires Dataspeed, Inc. of San Mateo, Calif., which leads to developmenit of Signal.

Septernber

1-2-3 Release 2 ships.

Signal, a real-time market data system delivering stock market quotadons, announced.

Lotus Philanthropy program introduced.
October

Signal ships.

‘December

Manufacturing faciliry ooeas in Caguas, Puero Rico
Company reports annual revenues of $225.5 million: 1.068 employess.
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1986

February
Company acquires ISYS Corporaton, of Acton, Mass., which leads to development of Lotus

One Source.
Assets acquired from InfoCenter of New Palrz, N.Y., which leads to éevelopment of The

Application Connection (T-A-C).
GNP Development of Pasadena, Calif. acquired, providing technology for Lotus HAL.
Lotus hosts first full-scale Developer Conference.

April-

Jazz Release 1A ships.
Jim P. Manzi named chief executive officer.

June

~ Company acquires Graphics Communications, Inc. of Waltham, Mass., which becomes Lotus'
Graphic Products Group, responsible for Freelance and Graphwriter.

July

Mitchell D. Kapor resigns as Lotus chairman.

Jim P. Manzi named chairman of Lotus Development Corporaton.

1-2-3 Release 2.01 ships. :

T-A-C, software that provides connections berween mainframes computers and applications on

personal computers.

August

Lotus announces MultiValue Plan for customer service and support.
1-2-3 Government Editon announced.

September

T-A-C ships.

1-2-3 J. Japanese version ships.

Lotus One Source. a family of business and financial informadon products deliversd on
compact disk. announced.
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October

Lotus ships two-millionth copy of 1-2-3.

Lotus HAL announced.
Lotus Manuscript. an advanced word and document processor, announced.

November

Lotus HAL ships. _
Iotus announces and ships Freelance Plus and Freclance Maps,
companion map sets for Freelance Plus.

December

Lotus Manuscript ships.

Lotus Express for MCI Mail announced.

Lotus Philanthropy Program donates more than $785,000 in 1986.
Year ends with $283 million in revenues; 1,421 employees.
Certain assets of Future Software acquired.

1987

January

Two-for-one stock dividend announced.
Lotus Developer Tools ship.
Metro, a desktop management program, simultancously announced and shipped.

February

1-2-3/F is Japan's best-selling business software package for four consecutve months; receives
the Nikkei Award for Creatve Excellence.

‘March
Mainframe Software Division forms.
Lotus One Source ships.

Lotus Express ships. : :
Lotus signs lener of inten: to acquire Computer Access Corporaton of Betmont, Mass.
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April

Company announces 3.5-inch versions of 1-2-3, Symphony, Freelance Plus and Lotus Express

for IBM Personal System/2 machines. »
Lotus celebrates its fifth anniversary with Lotws Week and announces future product direcuons,

including 1-2-3 Release 3, 1-2-3/G,
Lowus/DBMS, and 1-2-3/M.

June

Lotus and Telerate announce joint marketing and deveclopment agreement

July

Enhanced version of T-A-C aancunced.
Agreement 1o acquire Datext, Inc. of Woburn, Mass., announced. Datext markets financial

databases on CD ROM.
August

Lotus, Intel and Microsoft announce major upgrade to expanded memory specification.

Lotus HAL for the IBM Personal Systea/2 announced.

Lotus ships three-millionth spreadshect product. .
Lotus Japan announces two ncw products and developer marketing program: 1-2-3 Release 217,
an add-in word processing program that works with Release 2.1J; and developer tools for 2.1J.

September

Lotus Graphwriter II announced. ‘

Lotus Publishing announces Lotus Selects, a catalog of products for users of 1-2-3 and
Symphony. . '

Speedup and Leamn, add-ins for 1-2-3, ship. i

October
Plans to develop 1-2-3 for Apple Macintosh Computers announced.
1-2-3 Small Business Kit announced.

Graphwriter II ships.
Acquisition of Datext. Inc. complieted.
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November

Lotus Agenda, the personal information manager, announczd.
Canadian headquarters opens; French Canadian versions of Lotus HAL and Freelance Plus 0 be

shipped
Availability of Lotus 1-2-3 Networker announced.

Lotus conducts natdonwide forurns 1o assist corporate customers with planning process.
1-2-3 Small Business Kit ships.

December
Lotus announces immediate availability of CD/International, which brings global financial
inforrmation together with Lotus screening and analysis software.

Austalian subsidiary opens.
Year ends with $395.6 million in revenues; 2,100 employees.

1988
January

Lotus and Charles Schwab announce joint agreement 1o market Signal.
Symphony 2.0 announced.

Manuscript 2.0 announced.

February

Symphony 2.0 ships.

March

Lotus announces immediate availabiliry of Meao 1.1.Lotus announces Blueprint, a new data
access architecture linking Lotus applications to external data sources.

April
Lows and Radio Shack announce a joint agreement to market 1-2-3 Small Business Kit.

UNIX version of 1-2-3 announced.
Lotws announces new version of CD/Corporate. an informadon product delivered on CD ROM.
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November

Lotus announces Prompt CD, a customer support datadase delivered on compact disk.

Lotus ships A genda for OS/2.
Lotus announces agreement with Digital Equipment Corporation to develop and market progucts

for Digital's VAX/VMS computng environment.
December

Lotus Freelance Plus 3.0 ships
Lotus Agenda wins 1988 Year-End Awards from PC Computing, PC Magazine, and Home

Office Computng.
Year Ends with $468.5 million in revenues, 2.500 eraployees.

1989

January

Lotus announces Magellan, a hard disk management udlity for IBM and compatble personal
cOmputeTs. ‘

March

Lotus announces the expansion of its Information Services business to the Far East.
Lotus announces 1-2-3 Release 2.2. .
Lotus acquires the rights to Allways, The Spreadsheet Publisher from Funk Software, Inc.

April
Lotus ships Magellan.

May

Lotus announces nerwork versions of 1-2-3, Manuscript and Symphoay.
Lotus announces Freelance Release 3], the first integrated business-graphics package for the -
Japanese Marke:.
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May

Lotus announces new add-ins for 1-2-3 Release 3 to be created by independent software vencaon
using the Lotus Extended Applicaton ,

Faciliry. ) iw

Lotus serves as technology partmer with Ziff Communications Company in development of
Computer Library, a PC-based informadon product.

Lotus announces Value Pack, a set of enhancements for 1-2-3 Release 2.01.

Lotus Week '88 begins, a five-day series of events for sharcholders, corporate customers.
third-party developers, user groups and resellers. . )

Lotus announces shipment of 4 millionth spreadshest

June
Manuscript 2.0 ships.

Lotus announces the expansion of its distribution channel.
Lotus announces the consgucton of a new corparate faciliry in Cambridge, Massachusetts.

July
Agenda ships.

1-2-3 Release 2.01 receives highest overall rating by Sofrware Digest for the fifth consecutive
year.

August
Lotus announces T-A-C Release 5.0.
September

Readers of PC World magazine vote Lotus 1-2-3 and Symphony as the preferred applications in
their respective spreadsheer and integrated categories.

October
Lotus announces Freelance Plus 3.0, a comprehensive business eraphics prograrm.

Computer Library Ships.
L_otus announces CD/Nerworker. 2 local area network implementanion of One Source.
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June

Lotus ships 1-2-3 Rzlease 3.
Lotus announces agreement for NEC to manufacture and distibute Lotus software on ROM card

for NEC's Ultzlite laptop computer.
Lotus ships network versions of Symphony and Manuscript.

July

Lotus announces the Magellan Viewer Toolkit for third-party developers.

Lotus announces joint development and marketing agreement with Sun Microsystems.
Lotus ships CD/Networker, a nerwork implementarion of Lotus One Source.

Lotus ships 1-2-3 Release 2.2

August

Lotus announces the Lotus Spreadsheet for DeskMate.

September

Lotus and IDD Infarmaron Services, announce availability of CD/Mergers and Acquisidons.
Lotus announces agreement with Poget Computer Corp. to manufacture and distribute ROM
card versions of Lotus software for the Poget PC.

Lotus announces shipment of Add-in Toolkit for 1-2-3 Release 3.

Lotus announces availability of Symphony 2.0 Plus, integratng Allways.

Lotus acquires minority equity interest in Sybase, Inc.

Lotus ships Datalens Developer Toolkit

QOctober

Lotus announces CD/Investment: U.S. Equities.
Lotus ships 1-2-3 Release 3 nerwork edidons.

November

Lows Development Japan ships Freelance Release 3J.
Lotus announces Lotwus @FACTORY.
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December

Lotus ships 1-2-3 Release 2.2 network versions.

Lotus ships Lows Notes.

Lotus ships CD/Invesunent: U.S. Equities

Financial News Network Acquires LINC from Lotus.

Lotus ends 1989 with $556 million in revenues and 2,700 employees.

1990

January
Lotus announces Lotus 1-2-3 for Sun Microsysiems workstations.

February

Lotus introduces Lotus Realtime.

Lotus inroduces three Internadonal One Source products: CD/Private+:UK, CD/Corporate:UXK
and CD/M&A :Europe. . '

Lotus and IBM announce Lotus 1-2-3/M.

March

Lotus announces 1-2-3 for Digital's VAX/VMS family

of computers.

Lotus ships 1-2-3/G for OS/2

Lotus ships Symphony 2.2.

Lotus ships 1-2-3 for Sun

Lotus announces establishment of Consulting Services Group.
Lotus announces Magellan 2.0.

April
Lorus inroduces Lotus MarketPlace, CD-ROM Databases for the Apple Macintosh.

Lotus ships 1-2-3 for VAX/VMS for Digital's VAX/VMS family of computers.
Lotus ships @Factory -
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May

Lotus acquires Aleph 2, developer of Impress.

Lows announces 1-2-3 Release 3.1.

Lotus acquires Alpha Software's AlphaWerks.

June

Lotus announces Lotus 1-2-3 for UNIX System V.
Lotus announces opening of Lotus Children's Center.
Lotws ships Lotus 1-2-3 for Digiral's ALL-IN-1.
September

Lotus announces immediate availability of 1-2-3 Release 3.1.
Lots announces Freslance Graphics for OS/2.

Lotus announces Lotus Improv for the NeXT Machine
Lotus announces new versions of 1-2-3 with character sets for Eastern Europe

October
Lotus ships Lotus Markcrplacc
November

Lotus signs Definitive Merger Agreement with Samna Corp., develpper of Ami and Ami Pro
ward processors. ’ :

December

Lotus ships Russian version of 1-2-3.
Lotus completes Acquisition of Samna Corp.

1991

January

Lotus ships Frezlance Graphics for OS/Z.

IDG purchases Lotus Publishing Corporatior.

Lotus canceis shipment of Lotus MarketPlace: Households.
Lotus announcss 1990 sales of $684 million.
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February

Lotus ships Lotus Improv.

Lotus acquires cc:Mail Inc.

MCI acquires rights to develop Lotus Express.
March

Lotus announces new Freelance Graphics for DOS.
Lotus completss acquisition of cc:Mail Inc..

Lotus ships 1-2-3/Notebook in Japan.

Lotus announces Freelance Graphics for DOS.
April

Lotus and Hewlent-Packard announce Lotus 1-2-3 for 95LX Palmtop computer.
May

Lotus ships 1-2-3 for DOS Release 2.3.
Lotus ships Lotus Notes Version 2.0.

June
s announces 1-2-3 for Windows.

Lotus announcss 1-2-3 for Macintosh.
Lotus announces enhanced 1-2-3 and Lotus Realdme for SUN Sparc Systems.

August
W e
Lotus ships 1-2-3 for Windows. Y / 70 — NS ‘ 2

Septemnber w/ E < 30 C/C/ﬁo\ oYY

Lotus announces Open Messaging Interface.
Lotus announcss CD/Insurance. M Jj= -

October Q/fo J ‘?/9/

! ots announcas Freelance Graphics for Windows.
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December

Lotus ships 1-2-3 for Macintosh.

1992

March

Lotus Customer Service and Support receives certificate of merit from Service News.
Lotus ships SmartPics for Windows Applicatons.

April

Lotus announces SmartSuite 0S/2 Suite of Applications.
Lotus ships 1-2-3 for Home.

Lotus acquires The Organizer from Threadz

‘May

Lotus ships Lotus Sound.
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Management's Discussion and Analysis

As an aid to understanding the Company's operating results. the table befow indicates the percantage relationshies of ‘aczme 2nc
=xpense items induded in the Consclidated Statements of Operations for each of the thres years ended Cecamter 31, 1554 and ite
percentage changes in those items for each of the two years ended December 31, 1954,

Perumt characs year la petr

199493 1982 T Income anc expense i tems” 7T ___I_??L_______? T
a% = Net sales 100.0% 100.0% 100.6%
(15%) 1% Costofsales 175% 20.6% nr

x Nk " Cross magin T T T eax _'761{—‘_"',,37.

. Expenses:
25% 7% ~ Research and development 163% 129% 13.1%
% 7% Sales and marketing 512% an 719
2% 1% General and administrative 171% 7.1% 7%
= ool T _____ Onher (Incomejerpense. net (Al SO TN 1 SN £ .|
17% IT% Total expenses BLA% 6.0% TTeds%
(94% (5% Income before provision for rcome s 0.6% 0 133%
“3%) 7% Provision for Income tazes 2.7% %:3 44%
| o3s%) B1%) Net income (kss) zi%) - 5T% 8%
1135%) (34%) Net income (lass) per share ($0.44) Si.24 S1.87

c A A

Natr (A} 1994, 1993 and 1952 amounts inchuds significant mon-recurring income and oxpense items which are set prth
in Footnotz | o the fnancial statements.
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Rasuhs of Operations

Revenue

The Company's revenue is derived from desktop
applications products and communications products
and services. Desktop applications products indude
SmartSuite {an integrated applications suite}. 1-2-3
[spreadsheets), Ami Pro {word processing), Freelance
Graphics (presentation graphics), Lotus Approach
{end-user database) and Lotus Organizer (personal
Information-management)- Communications products
and services incdude Lotus Notes (workgroup computing),
ocMail [elecrronic mail), Soft*Switch {electronic mail
switching) and consulting services.

The Company’s worldwide revenue decreased 1% to
$971 milllon in 1994, Revenue from desktop applications
dedined by 20%. while revenue rom communictions
products and services grew by 94%. This performance
generally reflects competition for the Company's products
in the maturing desktop applicadons market, growing
momentum for the Company’s products in the expanding
dient-server communications market and an initial
adverse effect from the implementadon of the Company's

Passport program.

Desklop Applications Revenue

Revenue from desktop applications represented 64%

of total revenue in 1994, as compared to 79% in 1993.
DOS desktop applications revenue, primarily from 1-2-3
for DOS, dedined approximately $135 mitlion in 1994.
Windows desktop applications revenue remained
refatively unchanged in 1994, as an increase in revenue
from SmartSuite was offset by a dedine [n revenue from
standalone applications. SmartSuite represented 46% of
Windows desktop applications revenue In 1994 compared
to 30% in 1993,

The 20% dedine In deskiop applications revenue in
1994 s primarily attributable to severe competition, as
well as downward pricing pressure and the continuing
migration of users from DOS-based to Windows-based
applications.

The Company Lelieves that intense competition.
particularly from its largest competitor, Micrasof
Corporation ("Micrascft ), fesulted in a reduction in
Windows desktop apolictions revenue and market
share. The Company believes that mid-vear delays
in the shipment of certain Windows deskiop products
also contributed to a decrease in revenue and market
share as certain end-users may have purchased
competitive products rather than waiting for the
Company's new product offerings. Windows market
share losses were particularty pronounced In the
Company's European business. where weaker-than-
expected end-user demand, higher-than-desired
distribution channel Inventories in certain mackets
and severe competition contributed to the decline in
deskiop applications revenue.

On a warldwide basis, pridng for Windows desktop
applications producs dedined in 1994 comgared to
1993 due to competitive factors and an inarease in the
number of volume sales contracts with large comorate
customers. The Company antidpates that downward
pressure on pricing will continue.

The marketplace migration from DOS to Windows
adversely affected and will continue to affect the
Company’s results, as s current market share for
Windows spreadsheets is lower than that for DOS
spreadsheets. However, the Company belleves that
the magnitude of the dedine In DOS-based revenue
in 1995 should not be as dramatic as that experienced
in recent years, as DOS-based revenue continues to
represent a smaller share of overall revenue. )

Other factors that could affect the Company’s desitop
applications revenue over its next [iscal year Include
the rate of growth of the Windows market, the market
shift from standalone applications to integrated suites,
the impact of “Windows 95, 8 new operating system
that Migosoft has announced it will release in 1995,
and the sales and marketing efforts of Miqosoft and
Novell, Inc. ("Novell"} relative to thase of the Company.
See “lssues and Risks”,

Significant new desktop products released in the third
quarter of 1994 Included 1-2-3 for Windows Release 5.0,
1-2-3 lor DOS Release 4.0, SmartSuite for Windows
Release 3.0. Ami Pra for Windows Release 3.1, Freelance
Craphics for Windows Release 2.1 and Lotus Approach
for Windows Release 3.0. In the fourth quarter of 1994,
the Company released Lotus Organizer for Windows
Release 2.0.

FINANCIALS
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Cammunications Preducts and Services Revenue
Revenue from communicatians products and services
represented 36% of total revenue in 1994 as compared to
19% in 1993. The primary component of the communi-
cations revenue growth was a substantiai increase in
Lotus Notes revenue. Notes revenue increased more than
100% during the year, and the number of Notes users
mare than doubled. As of December 3(, 1994, there were
approximately 1.35 million users of Notes woridwide.
The Company believes that its Notes revenue
performance was driven by several elements As the
dient-server market expands and there is a greater
availability of networked personal computers. demand
for networked applications. such as Notes. has inqreased.
In addition. end-user demand for Notes has grown
dramatically as customers have begun to understand
how the product’s workgroup computing capabilities can
enable them to become more productive. The Company
has further enhanced the product’s value to customers
by expanding the number of third parties, or business
partners. who are capable of developing applications for
Notes. As of December 31, 1994, the number of business
partners offering products and services lor Notes
had increased to more than 8,000. Also contributing to
the growth in Notes revenue is the greater avallability
of Notes on different operating system platforms. As of
December 31. 1994, Notes was available on the Windows,
Windows NT, 052, Macintash, UNIX SCO. UNDX AX,
UNIX HP-UX and Sun Solaris operating system pladorms.
The Company announced that It will lower its pricing
for Notes In 1995 in an effort to accelerate growth In
the number of end-users. While the Company does not
believe that competition is currently a significant factor
in the workgroup computing market, several competitors
with greater resources than those of the Company have
announced their Intentions to enter into this market. in
addidon, the Company expects that continued growth
in this market will actract other competitors. The latest
commercially available version of Notes, Release 3.2,
was last updated in the third quarter of 1994.

Also contributing to the communications revenue
growth were increases in produc and service revenue
from cc:Mail, consulting semices and customer supper.
In addition, communications revenue in 1994 included
five manths of revenue from newly acquired Scft*Switch,
Inc. (Soft*Switch®). While cc:Mail revenue continues 1o
grow, Its rate of growth Is lower than that of the pnor
year. The Comgpany belleves that the decline in the rate of
growth of cc. Mail revenue is attributable to a decline in
the growth rate of the LAN-based electronic mail market
and © increased competition. As of December 31, 1994,
there were approximately 6.5 million ccMail users
woridwide. The Company anticipates that customer
support revenue from communications products will
continue to represent a growing component of
communications revenue as the installed base of Notes.
cMail and Soft*Switch customers grows.

Passpert Program

In May 1994, the Company launched Passport, a new
sales program intended to (adlitate and simplify volume
purchases by corporate customers on a worldwide basis.
Under the Passport program. the Company's resellers
offer discounted worldwide pricing to end-user customers
based on customers’ cumulative program puichases

or their non-binding commitments to purchase certain
volumes of Lotus products In the future. Customers can
select options that may or may not require an initial
purchase. However, ¥ an Initial purchase s not required,
customers an maintain their program pricing by
purchasing agalnst theit commitments in a specified
period of ime and by purchasing a certain percentage

of their total commitment within the first six months.
The Company believes that the transition to Passport
resulted ina slower-than-expected conversion of
customer purchase commitments into actual sales in the
second and third quarters of 1994. However, the Company
believes that aver time Passport will strengthen its
competitive position and will result in inceased sales.
International Revenue

Revenue outside the United States dedined to 48% of
the Company's worldwide revenue in 1994 from 51% in
1993, primarity due to the decline in desktop revenue

in Europe. This dedine was partially offset by sales gains
in the Asia Padific region, particulary in communications
revenue tn [apan. The impact of foreign currency
fluctuations on internatlonal revenue was Insignificant.
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Expenses and Profit Margins
Cross margin as a percentage of sal=s increased to 82%
in 1994 compared with 79% in 1993, The grcss margin
improvement ts primartly attr:butanle to reduced manu-
facturing and delivery costs resulting from an increase
in the percentage of sales in the form of non-physical
license rights, a corresponding decrease in the percentage
of sales in the form of physical units {*shrinkwrap
product’) and material cast reductions. Cross profit
margins in the United States were approxdmately 85%
in 1994 as compared to approximately 80% in 1993.
Intemational gross profit margins were appraximately
77% In 1994 as compared to aperoximately 78% In 1993,
The difference in geographic margins in 1994 was
primarily due to a more rapid shift in the United States
of sales from physical units to non-physical license rights.
The Company continues to make investments in
research and development to maintain a competitive
position in the deskiop market and 0 add to and improve

its communications products. Research and development:

expenses Increased 25% to $159 million in 1994, reflecting
a constant level of desktop development spending year
over year and significandy higher spending associated
with the Company's communications products.
Additionally, the acquisition of Soft*Switch and an
increase in intemational product development spending
contributad to higher research and development
expenses. Capltallzed software deveiopment costs during
1994 were 536 million compared with 523 million for
1993. The increase reflects the growth in research and
development spending on communications produds.

Sales-and marketing expenses inceased 8% to S497
milllon irl 1994. The Increase consists of signifiandy
higher spending for marketing. sales and support of
communications products and a slight decrease in
marketing spending for desktop products. The Company's
expansion of its communications support capability and
growth in the consulting services business also drove
higher sales and marketing spending in 1994,

General and administrative expenses decreased 2% to
549 million in 1994 as the Company continued efforts to
. conatrol infrastructure and fxed costs.

In May 1994. the Company acquired all of the
outstanding shares of lris Assodates. Inc {7Iris7) in 3
transaction that was accounted for as a pooling of
interests. The acqulsition had an lmmaterial impact on
the results of operations in [994.

in july 1994, the Company acquired Soft*Switch. inc
The purchase price consisted of approximately $64.3
million of cash consideration, 58 million of assumed
Iiabilitles and $5.2 million of deferred tax liabilities. A
significant portion of the purchase price was allocated
to purchased research and development. resulting in a
$62.5 milllon charge to the Company's 1994 operations.
See Note K of Notes to Consolidated Finandal
Staternents. This charge. which is Induded In other
income and expense, is not deductible for tax purpeses.
Subsequent to the acquisition, the Company initiated
substantial development efforts to make Soft*Switch’s
EMX products more competitive in a rapidly changing
environment. These efforts are focused on the
development of the ultimate standalone EMX produa
and the integration of the underlying EMX technology
with the Company’s other communications produdts.
Development efforts will be concentrated on Improving
performance, qoss-platform functionality. usability,
connedtivity, systems management and communication
protocol layers and are expected to involve extensive
rewriting of the code. The Company expects to Invest
considerable amounts through 1997 to complete and
continue development of the ultimate technologies
using the purchased research and development.

In September 1994, the Company acquired Edge
Research, Inc {“Edge”). The purchase price was
allocated to purchased research and development
resulting in a $3.4 million non-tax deductible charge
to other income and expense in 1994. See Note K of
Notes to Consolidated Finandgal Statements.
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In the third quarter of 1994, the Company reccrded a
59 milfion restructuring charge to other income and
expense refated to the Company's European operations
and to the discontinuation of a produd. European
restructuring activities indude the streamlining of the
marketing organzation frem a produa focus to a market
segment focus. the centralization of cerain finance and
administration functions and a reduction in desktop
applicarions support staff. The restruuring activities in
1994 resulted in a reduction in force of approximately
130 positions, primarily in the United Kingdom and
Cermany. The associated charge reflects severance and
related costs. of which $3.8 million was paid ja 1994.
The charge related to the discontinued product tefleas
2 $1.1 million non-cash write-off of Gpitalized software
due to the dedision ta discontinue further development
and marketing. The Company anticipates that these
restructuring activities will be essentially completed
within the next six months and that the llkely effeas
on future operating results will prinaipally consist of
a reduction in compensation and amortization expenses.
The Company expects to save approximately S8 million
annually over the next several years as a result of the
restructuring. The Company does not believe that the
restructuring will have a material impact on Rsture liquidicy.

Other income and expense also includes interest
income and expense and the effect of currency trans-
action gains and losses. Interest income was higher In
1994 than in 1993 because of higher average cash and
short-term Investment balances and higher inlerest rates.
Interest expense declined primarily due to scheduled
debt repayments.

In lune 1993, the Company acguired Apprcach Software
Corporation (“Approach™) The purchase price cons:sted
of appradmatcly 523 million of cash consideration and
assumed liabilities. A significant portion of the purcnase
price was allocated to purchased research and
development, resulting in a $19.9 million charge to the
Company's 1993 operations. Sez Noxe K of Notes to
Consolidated Financial Statements. This charge. which is
included in other income and expense, is not deductitle
for tax purposes. Subsequent to the acquisition. the
Compacy initiated substantial development efforts
focused on improving the user interface, conforming the
rechnology to the Company's goss-produdt standards
and integrating the technology into the Company's suite
of desktop applications These efforts are expected to
Involve extensive rewriting of the code and the addition
of significant new product [eatures. At the time of the
acquisition, the Company expected to invest approxi-
mately $20 million through 1996 to complete and
continue the development of the uitimate technology
using the purchased research and development.

Earnings for 1994, exduding the restructuring and

- purchased research and development charges, were

$52.8 million, or $1.88 per share. Earings for [993,
excluding the charge for purchased research and
development. were 575.4 milllon, or $1.69 per share.

The cffective tax rate for 1994 of 36%. exduding the
effect of non-tax deductible charges for purchased
research and development related to the acquisttions
of Soft*Switch and Edge, compares with 38% for 1993
excluding the effect of a non-tax deductible charge for
purchased research and development related (o the
acquisition of Approach. The decrease In the rate reflects
benefits derived from the Company's intemnational
manufacturing operations.
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kssues and Risks

There are a number of business factors. which singularty
ot combined, may affect the {uture resuits of the
Company. The following issues and rsks, among orhers.
should be consicered when evaluating the Ruture outlook
ol the Company.

Compelition, generally. The applications software business
is highly competitive. The Company's products compete
with software products offered by larger independent
soltware companies. such as Microsoft and Navell,
Certain products offered by the Company are directed at
operating environments or business applications in which
one of more companies were earty entrants and enjoy
significant product and market share

Rapid technological change. The personal computer and
software Industries are characterized by rapid techno-
logical change. such as changes in operating systems.,
and uncertainties as to widespread acceptance of new
products. The Company's success [n the future will
depend in part on its ability to anticipate and respond
to these changes oa a timely basis.

Changes ix the personal compater Industry. The Company
believes that demand for the Company's produds is
indirectly linked to the demand for new personal
computers for business use, particularly in the case
of desktop applications. Historically. the industry has
been characterized by sustained growth in unit sales
of personal computers. but no assurance can be given
that this trend will continue. Accordingly, the level of
demand for personal computers lor business use may
be viewed by certain investors as potentially predictive
of future demands for the Company's products.

Long-lerer brvestment cycle. Developing. manufacturing
and licensing software Is expensive and the investment
in product development often involves a long pay-back
cycle. The Company's future plans indude significant
investments In software research and development,
from which significant revenues may aot be realzed
for a number of years.

Historical signiicance of deskiop revenue. Historically, the
Company has used profits from desktop revenue to
make substantial investments in the Company’s
communications products. Although revenue [rom
communications products has grown significantty over
the last {ew years. revenue from deskiop applications
is important to the continued funding of the commuai-
cations business. There can be no assurance that
desktop revenue will condnue at historical levels.

Windows deskiop applcations compettion. The Company
balieves that izs share of the Windows deskiop
applications market will be an Imporntant facor in its
future success. Although the Ccmpany's share of this
market fiuctuates from quarter to quarter, management
believes that the Company is second in market share to
Microsoft. the developer of the MS-DCS and Microsott
windows operating environments, in the spreadsheet
and desktop suite product categories, and third behind
Microsoft and WerdPerect, a unit of Novell, in the word
processing product category. Furthermore, the Company
believes that Migosoft has and will continue to use its

. position in operating systems to leverage its Jead in the

windows desktop applications market.
The market for Windows desktop applications is highly

- competitive and attempts by these larger competitors o

maintain or increase market share may lead to product
price reductions and Increased marketing efforts aimed
at sales of bundled desktop applications sold as suites.
Deskdop suiles wompetition, Competition in the Windows
applications market has been intensifled by the emergence
of desktop °suites”. in which software publishers combine
and Integrate standalone applications for sale as 8 unit
The desktop sutte magnlifies the effects of competition
in the desktop applications market. since the popularity
of one major product in a suite may drive the sale of the
entire suite and may enable the software publisher to
occupy the buyer's entire pcxsor:nal computer "desktop”.
Generally, the sales price of a suite is greater than the
price of any single application Indluded in the suite,
but is significantty less than the aggregate price of all
the applications indluded in the suite, if purchased
separately. The Company belleves that sales of
SmartSuite genesate greater revenue per user desktop
and do not significantly reduce gross margins, despite
imputed lower sales prices per application. because
users of the suite purchase applications that they
would not otherwise purchase on a standalone basis.
The Company expects that sales of desktop suites will
continue to account for a growing percentage of all
Windows desktop sales and wifl eventually surpass
ageregate sales of individual desktop appilcations as
a percentage of all Windows desitop sales.
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The Campany. Microsoit and Novell each market
applications suttes for the Windows operating environ-
ment The Company believes that SmartSuite revenue
has teen drtven by growing demand for deskiop suites,
the Company's highly rated individual applications.
particularly {-2-3 for Windows, and the high degree of
tntegradon among the produdts in its suite. However. no

assurance can be given that sales of SmarSuite will grow.

Communications products competition, The Company was
an early entrant into the market for software designed
(0 fadilitate workgroup computing and belleves that
its offering. Lotus Notes, is the leading product in
this category. Warkgroup computing Is an emerging
technology and, as such, Is subject to rapid changes.
There can be na assurance that Notes will continue to
galn market acceptance as Increased competition bangs
new products and new technology to the marketplace
for workgroup computing

Uke the market for desktop applications generally.
the market for local area network-based e-mail products
is also highly competitive. The Company’s largest
competitor In'this market Is Microsoft. which has
announced its intention to include certain e-mail
functions in future versions of its operating systems
software. There can be no assurance that such develop-
ment will ot have an adverse effect on the Comparny's
market share for communications produdcts.

Possibdily of mew product delays. As Is common in the
computer software industry, the Company has from time
1o time expenenced delays in its product development
and “debugging” efforts, and may experience similar
delays from time to time in the future. Significant delays
in developing. completing or shipping new of enhanced
produdts could adversely affect the Company.

Historical patterns of revenue flow. The Company's sales
tevenue typically fluchztes from quarter to quarter, with
sales being relatively higher In the fourth quarter and In
quarters in which new verstons of established products
are introduced. In addition, 3 high percentage of the
Company's revenues ace expected to be realized in the
third moath of each fiscal quarter and tend to be
ncentrated in the lacer half of that month. The
Company's backlog early in a quarter will not generally
be large enough to assure that It will meet its revenue
targets for any particular quarter. Accordingly. the
Company's quarterly results may be difficult 10 predig
until the end of the quarter, and a shortfall in shipments
or contract orders at the end of any particutar quarter
may cause the results of that quarter to fall short of
anticpated levels.

Reserves for sales returns. The Company engages channel
partners to seil products to end-users. Channel partners
buy significant quantides of products from the Company
in anticipation of sales of such products. [n certain
circumstances. channel partners may be unable to sell
their inventocies to end-users and thus may retumn
inventory to the Company. Consequently, the Company
maintains reserves for product returns in accordance with
historical experience and by making judgments about
future competitive condltions and product life cycles.
There can be no assurance that historical experience
will be an accurate guide for the future, because the rate
of product retums {s prmarily a function of the competitive
state of the market in the future, and thus. in large part,
is a function of the actions of the Company's competitors,

" which the Company cannot anticipate.

Protection of intefectual property and other proprietary rights.
The Company regards its applications as propnetary and
attempts to protect its intetlectual property rights by
relying on copyrights. trademarks, patents. and common
law safeguards, induding trade secret protection, as well
as restrictions on disclosure and transferability in its
agreements with other paties. Although the Company
Intends to protedt its intellectual property rights
vigorousty. there can be no assurance that the laws
of all jurisdictions in which the Company’s products
are or may be developed, manufactured or sold will

" afford the same protection to its products and

(ntellectual property, or will be enforced or enforceable
by the Company. to the same extent as under the laws
of the United States.

The software industry Is characterized by frequent
litigation regarding copyright. patent and other intellectual
property rights. The Company has fom time to time had
infringement daims asserted by third parties against it
and its products. There can be no assurance that such
third party daims will be resotved in a satisfaciory manner.
that third parties will not assert other claims against the
Company with respect to existing or future products or
that licenses will be avallable on reasonable tesms, or at
all, with respect to any third party technology underlying
any such dalms. In the event of litigation to determine
the validity of any third party dlatms, such litigation could
result In significant expense © the Company and divert
the efforts of the Company's technical and management
personnel. whether or not such litigation is determined
in favor of the Company.
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Volatifity of the Companu’'s Cammon Sixk Macket pnces
for securities of software companies have generally been
voiatile, In particular, the markes =fice cf the Company's
Common Stock has been and may cntinue to be subject
to significant fluctuations. These flicuaticns may be due
to factors specific to ine Company (incuding those
described above! of to factors adecing the computer
industry of the securities markers in general.

1993 compared to 1992

Worddwide revenue inareased 9% in 1993 as compared
1o 1992 Desktop revenue was essentially unchanged in
1993, while communicatons-reiated revenue grew
approximately 5%%.

Revenue from desktop apglications was 79% of total
revenue in 1993 and 84% of total revenue in (992
In 1993, users continued to migrate from DOS-based
applications to Windows-based apglications. As a result,
Windows revenue moce than doubled as compared to
1992, while DCS-based revenue. panigulaﬂy spreadsheets,
dedlined approximately 5215 million. Due to the full-
fledged emergence of desktop “suites™ in 1993, the
Company's suite offering. SmartSuite, grew o represent
approximately onc-third of total 1993 Windows desktop
appllcations revenue. Pricing declined during the first halt
of 1993, bat remained relatively stable during the second
hali of 1993.

. Significant new Windows desktop products released in
1993 indluded 1-2-3 for Windows Release 4.0, improv for
Windows Release 2.0. Freelance Craphics for Windows
Release 2.0, Lotus Organizer for Windows Release 1.1 and
SmartSuite for Windows Release 2.0. Also released in
1997 were 1-2-3 for OS2 Release 2.0, Freclance Graphics
for OS2 Refease 1.0, Ami Pro {or OS2 Release 3.0 and

an 0&72 SmartSuite.

Communications products and services represented
19% of total revenue In 1993 as compared to 13% in 1992,
Notes revenue mare than doubled over 1992 and cc:Mail
revenue grew considerably in 1993 as well. Consulting
services revenue also increased significantly. resulting
from intemal growth and from the acxquisition of severat
consuiting businesses. New versions of Notes 3.0 were
shipped for the Windows. Macintosh and OS2 operating
platforms in May 1993.

Revenue outside the United States grew by 12% during
1993 and accuunted for 51% of worldwide revenue in
1993 as compared to 49% in 1992. The impat of foreign
currency fluctuaticns on international revenue was
insignificant in 1993 and in 1992

Cross margin as a percentage of sales increasad (o 79%
in 1993 compared with 78% in 1992, The rate was [avoratly
affected by the achievement of manufacturing a{ficdencies
resulting from higher production volumes. the closing
of the Company's Puerto Rican manufactunng plant anc
material cost reductions.

The incrcase in operating expenses in 1993 reflected
higher spending associated with the development and
enhancement of the communications producs as well
as a substantial investment in the sales and marketing of
the communications business and SmartSuite. Duning
1993, research and development expenses increased T%
compared with 1992, and sales and marketing expenses
Increased 9% compared with 1992, Ceneral and adminis-
trative expenses increased only 1% and reflected the
Comgpany's continued efforts to control infrastructure
and fixed costs.

Interest income was higher in 1993 than 1992 because
of higher average cash and short-term investment balances
Interest expense deciined primarily due to scheduled
repayments of long-term debt obligations.

in lune 1993, the Company acquired Approach Solftware
Corporation. The purchase price consisted of approxi-
mately 523 million of cash conslderation and assumed
liabilities. A significant portion of the purchase price was
allocated to purchased research and devclopment,
resutting in a 5199 milllon non-tax deductible charge
to the Company’s 1993 operations. Eamings for 1993,
excluding the charge for purchased research and
development, were $75.4 milllon or $1'69 per share.

Other income and expense in 1992 included a pre-tax
gain of $49.7 million from the sale of the Company’s
investment in Sybase. Inc, offset by a restructuring
charge of $15 million. The restructuring charge related
principally to plans Initiated by the Company in the
fourth guarter of 1992 to clase ks Puerto Rican
manufacturing subsidiary and to reorganize’and centralize
Its North American and European operations related to
logistics. distribution and suppart. Eamings (or 1992,
excluding the gain and the restructuring charge, were
$57.2 million or S$1.33 per share.

The effective tax rate for 1993 was 38% compared
with 33% in {992. The increase in the tax rate reflected
the effect of the loss of tax benefits associated with the
dosing of the Company's Puerto Rican manufacturing
plant, 3 one percentage point increase in the U.S. federal
statutory tax rate, and the impact of the statutory rate
change on deferred tazes in accordance with FAS 109
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Liquidity and Capital Resources

Cash and short-term investments decreased 540 million
to $376 million at December 31, 1994. The two primary
sources of cash flow [n 1994 were 597 million of cash
generated by operations and 5§56 million in proceeds
from the issuance of common stock under the Comgany's
employee stock plans. The pamary uses of cash fiow for
{nvesting and financing activities were 544 million for the
purchase of property and equipment. $39 million for
rayments for software and other intangibles, 566 million
for acguisition payments, 528 million for the scheduled
repayment of debt and 513 million 10 repurchase the
Company's common stock under a previously announced
buyback program.

A substantial portion of the Company's cash and
short-term Investments are either depasited in finandal
institutions located in Puerto Rico or held by subsidiaries
outside the United States. These investments can be
readily transferred to the United Sates as required, subject
to income and/or withholding taxes upon repatriation, for
which taxes have been provided.

The Company's finandal resources are represented
by cash, short-term investments and unused portions
of credit facilities. The Company believes its financlal
resources and funds provided by ongoing operations are
adequate to meet future liquidity requirements.
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Lotus Development Corporation
Consolidated Statements of Operations

’ YezrsendedOecembEfq 3l.
1993

(In thomsands. ot por share dald) 1994 - . )
Net sales $970.723 $981.168
Cost of sales _ 1385 S 2443
Cross margin 798.398 77&7-257 -
Expenses:
Research and development 158 669 126.384
Sales and marketing 4973% 462,658
Genera! and administrative 68520 70,057
Other (income Vexpense. et (Note Ji N1 L R L -1
Total expenses M 676.956
Income before pravision for income faxes 5.599 101,769
Provision for income taxes (Note H) owem 024
Net income (loss) (S20879) $55.535 i
Net (ncome {loss) per snare Léd_fzf"rm"‘_"u‘-S'—&“i;"-""_
Shares used in calculation of net ST rEmTT

income (loss} per share

The accompanying mates are an inlegral part of the consolidated financial statements.

B 1o
S0 149

X0.103
700 046

118.3C8
473.813
€9.103
131183
580,041
120.005
80
580,403
iR

41994
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Lotus Development Corporation
Consclidated Balance Sheats

Cecember 11,

|hdmuani:)_ AAAAA _ . e
Assets L e mn s S
Current assets:
Cash and short-term investments (Note B} S$376.218 16653
Accounts recetvable. net of allowances of $37.971 and 530,002 230977 21713%
tnventory (Note Cl 2.7 2120
otheramentasets o oo e oL L
S omlametasss o e ST TS
Property and equipment. net of acrumulated dep(eoatlm :
and amortization of $185.286 and 5153, 768 [Note D) 138.664 (27.437
Sdt\Vareandodlermrandﬂﬁ.ndofmmulatzd :
amortzation of §128.140 and $123.016 {Noxe B) N 96228 83.625
‘Other assets (NOEED | __ e oo oo mem s e R Y- 13217
Comlases e 0407 )
: The acompanging notes are an integral part of the consolidated financial statements.
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December 31,

{14 Sowands, axot per share data) 193¢

Cimines and Stockholders Eauty T

Current liabiluies:

Curreat portion of long-term debt (Note ] 5- $28.480
) Accourks payable usls 45314
) Accued compensation and benefits 35674 36,368

Accued and deferred Income taxes [Note H) 35219 43017
v Cther acued expenses 74516 77.648
. Def=rred revenue _ nm 39.9%
i “Tocal current iabilities . 260354 277423
L Deferred income taxes (Note H 39.595 @531
H Long-term debt (Note 1) 50,000 50.000
: Commitments and contingendes (Note F)
! Steckholders’ equity {Note Gk
! preferred stock. 1,00 par value, 5,000 shares authorized, noae lssued - - -
' Comumon stock, $.01 par value, 200,000 and 100,000 shares authorized: . v
! 63,575 and 62,152 issued: and 47.849 and 44.928 outstanding 6% 22
: Additional paid-in capital ) 80415 51414

Retained eamings : 507,380 526,354
! : Treasury stod, 15.726 and 17.224 shares

’ at an average cost of $14.95 and 514.44 per share {235.047 [248,728)
! _Translaton adjustment M8 (1471)
. Toal stockholdess’ equity $34.130 528,391
: Total Uabilides and stockhalders’ equity 5904.079 $50%.345
Tummnﬁqu&aurnuhmlmdcﬁh Gdated finarecial 15
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Lotus Development Corporation
Cansolidated Statements of Cash Flows

: Years enced December 31
Iin thousands) 1954 1993 e

Cash flows rom operating actvities: T
Net income (less) {520879) $55.535 S80.4
Gain on sale of investment in Sybase, Inc. - - 497
Charge for purchased research and development 67.944 19,900
Depreciation and amortization 87392 26,973 843
Change in assets and liabilities, net of effects from acquisttions:
(increase| decrease in acoounts receivabie 1031 (42.000) (o
Cecrease in Inventory 3237 3.207 16
Increase (decrease) In accounts payable and accrued expenses {24,988) 10.832 (>
Increase (decrease) in accrued and deferred income taxes (30.073) {1,892 08
Increase in deferred revenue 20263 15.60( s:
____ Net change in other working capital items 16.532) 259 3.1
Net cash provided by operating activities 97395 1% 8
Cash flows from investing activities: -
Purchases of property and equipment [44.413) (%0.587) R TY"
Payments for software and other intangibles (39.265) (36.771) L3931
Procesds from sale of kvestment in Sybase, inc. - - nn
Proceeds from sales (purchases) of short-term investments, net 84,702 (79.883) (3433
Payments for acquisitions, net of cash received (66.345) {15,455) n
Other.net SO -7 N 1 S =
Net Gash used for investing activiies _ 161.770) 1160.69¢) (34,53
Cash flows fom financing activities: T
Repayment of long-term debt (28,4801 {30.260) (30.26¢
Purchase ol common stock for treasury (12.625) (4.107) {35.87
Issuance of common stock, induding tax benefit thereon 55,707 81,708 224
Decrease in short-term bormowings , B - 130 @ae
Net cash provided by (used for} finanding ativities Me2 a2 (5105
Net increase in cash and aash equivalents 4217 43716 36.73:
Cash and cash equivalents, beginning of year 164849 121133 3440
Cash and ash equivalents, end of year 209,076 164,349 121,133
Short-tem investments 167,142 51844 {71961
Cash and shot-term Investmerxs $376.218 54164693 529’!.0'_9_‘
Supplemental Cash Flow Informadoa
{in thousands) o 199 1997 12
Interest received $17.062 T sagmt $10.952
lncerest paid §5.765 S8.702 S1397
Income @xes paid $56.238 S24.658 518982
The accompanying notes are an integral part of the {idated fmancial stat
B IR
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Lotus Development Corporation

Consolldated Statements of Stockholders’ Equity

Years ended Oecemoer 31, 1992 1993, aad 1994 A3ditcnal -
. Common Pad-in Retained Treasury  Transiation

(ln theusands) . Stock Capual Eamirgs Stk Adiustmen Total
Balance. December 31 1991 So13_ SIS4TM0  SI00AI5 (SWLIBG  (5841) 5303013
Net Income . - - 80,403 - - 80,403
Acquisition of 1,968 shares of comumon stock - - - (35,876} - (35.876)
Issuance of 395 shares of common stock under

employee stock purchase plan - 1308 - 5518 - 6826
Exercise of 1.229 non-qualified stock options 9 2072 - 4687 - 25418
Currency transtation effect - - - C - {446) {446)
Balarce, Decemnber 31, 1992 - 622 216.740 471,019 (287,455) (1288} 399.418
Net income - - 55,535 - - 35.535
Acguisition of 250 shares of common stock - - - @ - 18.107)
Issuance of 360 shares of common stock under

employee stock purchase plan - 2894 - 5.139 - 8033
Exerdise of 2.937 non-qualified stock options - 22604 - 1895 - 64.499
Income tax benefit related to exercise of stock options - 9.176 < to- - 9.176
Currency translation effect - = - - (183) 1183)
E_al;ag(_l Da:embc: 31, 1993 62 251414 526,554 (248.728) (1.871) 528,391
Net lass - - (087 - - (08M
Pooling of interests with Iris Assodates, Inc (Note K} I4 - 1.705 - - 1.719
Acquisition of 323 shares of common stock - - - (12,625} - (12.625)
Issuance of 285 shares of common stock under

empioyee stock purchase plan - 6807 - 4,135 - 10.942
Exercise of 1,535 non-qualified stock options - 13270 - 2,171 - 35,441
Income tax benefit related to exercise of stock options - 9324 - - - 9324
Currency translation eflet - - - - 1817 L1817
Bafance, December 11, 1994 S$636  S2808!5  S$307,380 (5233.847) SU6  $554.130
The accompanying noles ore ax integral pan of the consolidated finaacial st
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Lotus Development Corporation
Notes to Coansolidated Financial Statements

A Business

The Comgany and its subsidiaries ate engaged in the
develocment, manufacturing. markezing and support of
applications software. The Company sells its products
pnmarily through distributors and resellers.

B Summary of Significart Accounting Policies

The consolidated financial statements comprise those of
the Company and its wholly owned domestic and foreign
subsidiaries. All significant intercompany accounts and
transactions have been eliminated. Certain amounts in the
finandal statements of prior years have been redassified to
conform with the current year presentation.

Revenue from the sale of software products to distributors,
resellers and original equipment manufacturers is recognized
when the products are shipped. Revenue is recognized from
the sale of software products under installation agreements
with end-users based upon the expected installation period.
provided that payment is due currently. Maintenance, service
and subscription revenue are recognized ratably over the term
of the related sales contract or as services are performed.
Allowances for estimated future product retums under the
Company's agreements with its distributors and resellers

for stock balancing and upgrade swaps are provided in the

same period as the related revenue, Allowances for bad debts,

which have not been material, are also provided.

At the time the Company recognizes revenue from
the sale of software products, no significant vendor and
postcontract support obligations remain, and the costs
of insignificant support obligations are accrued.

Cash and Short-term Investments

All highly liquid Investments with a maturity of three months
o less at the date of purchase are considered to be cash
equivalents, and those with maturities greater than three
months are considered to be short-term investments. Short-
term investments are stated at cost or amortized cost, which
approximates market. Cash equivalents and short-term
investments consist primarily of certificates of deposit.
repurchase agreements, commerdal paper, corparate bonds,
Eurcbonds. collateralized mortgage obligations and other
money market instruments.

R et N

In the first quarter of 1994, the Ccmpany adopied Statemen:
of Financial Accounting Standard No. 115, “Accounting ior
Certain Investments in Debt and Equity Secunties™ ["FAS | 157
The Company has the Intent and ability to hold tc matunty si!
secumties that mature in less than one year. Accordingly, these
“held-to-maturity” securities have been recorded at amortized
ot The Company has categorized all other securities as
“available{or-sale.” since the Company may liquidate these
investments currently. FAS 115 requires that uarealized gains
and losses on available-for-sale securities be exciuded from
eamings and reported in a separate component of stockhalder
equity. At December 31, 1994, the unrealized loss was immaten

The amortized cost of securities, which approximates fair
value, consists of the following at Decembes 31, 1954

(Ln thousands) Matunty
) Less than One to

Type of security one year five years _Tox
Cormorate bonds -
and Eurobonds S18.441 §51.058 569,46
Commerdal paper” 17,704 19 17.9¢
Collateralized mortgage
obligations 4145 . 12640 16,78

- 40,290 63.897 104.18
Cash, other cash
equivalents and other
shart-term investments 27203
Total cash and shortterm
investments §376.21.
laventory

Inventory Is stated at cost, using the first-in, first-out (FIFO)

" method, but not In excess of net realizable value,

Property, Equipment and Depreciation

Property and equipment are stated at cost. Deprediation and
amortization of property and equipment are computed using the
straight-line method over the estimated useful lives of the asset
as follows:

30 year

Buildings

Computer equipment 3-5 year
Manufacturing and other equipment 3-5 year
Fumniture and fixtures S year
Leasehold improvements  Shorter of lease term or life of asse

Building improvements Shorter of 10 years or lile of asse

Maintenance and repairs are expensed as incurred. The costs
of retired assets are removed from asset acoounts and related
deprediation is removed from accumulated deprediation

IBM 7510297469
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Costs related e rezearch, design and development of computer
softwere are chargad 1o research and development expense as
incurrec. The Company apitalizes eligible software costs upon
establishing srodua iecinological feasibility and amortizes
thesa ccsi en a precuct-by-product basis commendng upon
generzl release of the croducs to customers. Capitalized
scftware costs afe amortized on a straight-line basis over the
ecznomic life of the product, generally three years. The straight-
lire methed of amortization generally results in approximately
the same amcunt of expense as that calculated using the ratio
that current period gross product revenues bear to the total of
current and anticipated future gross product revenues. Internal
scitware costs'of 5$36.0 million, $25.0 million and 526.0 million
were cagitalized In 1994, 1993 and 1992, Related amortization
charges of 529.1 million for 1994, $25.2 million for 1993 and
§222 million for 1992 are reflected in cost of sales. The net
amount of capitalized software was 553.6 million and 547.8
million as of Decamber 31, 1994 and 1993.

Intangible assets of $21.8 milllon capitalized in 1994 were

“largely attributable to the acquisitions of Soft *Switch, Inc

and a consulting services business. Intangible assets of 5152
million and $22.1 million capitalirzed in 1953 and 1992 were -
primarily related to other acquisitions. These assets are
amoxrtized on a straight-line basis. generally over a three to five
year period. Related amortization charges, the majority of which
were reflected in cost of sales, totaled $20.2 million in 1994,
522.5 million in 1993 and $19.2 million in 1992,

The Company evaluates the net realizable value of capitalized
software and other intangibles on an ongoing basis relying on
a number of factors induding operating results, business plans,
budgets and economic projections. In addition, the Company's
evaluation considers non<inancial data such as market trends,
product development cycdles and changes in management's
market emphasis.

Deferred tax liabitities and assets are determined based on the
difference between the financial statement and tax basis anying
amounts of assets and liabilities using current statutory tax
rates. A valuaticn resefve against deferred tax assets is recorded
if, based upon weighted available evidence, it Is more likely than
not that some or all of the deferred tax assets will not be realzed.

US. Federal income taxes, net of applicable foreign tax
aedits. are provided on the portion of [oreign eamings which
may be remitted to the Company’s parent corporation in future
years. Undistributed eamings of foreign affiliates reinvested in
those operations indefinitely. and for which no US. tazes are
provided. aggregated approximately 560 million and 540 million
at December 31, 1994 and 1993.

Per share amounts are cakulated using the weighted averags
number of common shares and common share equivalents
outsianding during periods of net income. Common share
equivalents are attributable to unexercised stock options and
are computed using the treasury stock method. Per share
amounts are cakaulated using only the weighted average numter
of common shares outstanding duning pesicds of net loss.

Fully diluted net income per share is not matenally different
from reparted primary net income per share.

Foreign Currency Translation

Assets and liabilities of foreign subsidiaries are transiated to
US. dollars at year-end exchange rates. Income and expense
items are translated at average rdtes of exchange during the
year. Resulting translation adjustments are accumulated in a
separate component of stockholders’ equity. The effect of
exchange rate changes on cash and cash equivalents was
immaterial in 1994, 1993 and 1992

In an effort to minimize the effect of exchange rate fluctuations
on the results of its operations and the asset and liability
positions of foreign subsidiaries, the Company hedges certain
portions of its foreign currency exposure theough the use of
forward exchange contracts and optlons on foreign Qurrendes.
The Company does not engage in foreign cumency speculation.
The cash flows related to the gains and losses on foreign
currency hedges are dassified in the statements of cash flows
as part of aash flows from operating activities,

Forward exchange contracts totaling §55 million. pAmarily to
exchange foreign currendes for U.S. doilars, were outstanding
at December 31, 1994, These contracts are used to hedge asset
and liability positions of foreign subsidiaries. Gains and losses
assodated with currency rate changes on these contracts are
recorded currently in income, offsetting losses and gains on
the related assets and liabilities. All contracts, which primarily
hedge European currencies and Japanese yen, mature during
1995. Forward exchange contracts outstanding at December 31,
1993, totaling $5Q million, matured during 1994.

Foreign currency options are used to hedge certain
antidpated transactions denominated primarily in European
currendies and [apanese yen. Potential kosses on such contracts
are limited to the cost of the options. Gains on such options
are recorded in income only when realized, offsetting foreign
exchange losses of the related transactions. There were no
optlion contracts outstanding at December 31, 1994, and at
December 31. 1993, the amount of option contracts outstanding
was 596 million.

The market risk exposure from currency options is limited to
the cost of such instruments. The market risk exposure from
forward contracts is assessed in fight of the underying currency
exposures and is controlled by the initiation of additional or
offsetting foreign cumrency contracts. Credit risk exposure from
currency options and forward contracts Is minimized as thesa
instruments are contracted with multiple financial institutions.

"INANCIALS
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The fair value of currency opticns is eswablished by ottaming
bids. basad upon a nypothetical sale of the opticrs. [rom banks
that are authorized currency traders. Forwarc contracts are
revaluad monthly by comparing contract rates to morth-end
exchange rates. The Company's currency cptions and forw::d
contracts are over-the-counter instruments.

Finandal Instruments

The fair values of inandal instruments, including csh
eGuivalents, short-term investmments, martetatle securities, debe,
optians on foreign currendies and forward exchange contracts.
approximated their carying values at December 31, 1994 and
1993. Fair values have been determined through information
obtained from market sources and management estimates.

Diversification of Credit Risk

The Company's Investment portiolio is diversified and consists
of cash equivalents and short-term investments placed with
high credit qualified institutions. AL December 31, 1994 and
1993, appraximately 40% and 41% of accounts receivable
represented amounts due from ten customers. The gedit risk

in the Company's trade accounts receivable is substantially
mitigated by the Company's credit evaluation process,
reasonably short collection terms and the geographical

dispersion of sales transacions.
C Invertory
Inventory consists of the following:

’ N Decemnber 31,
{la thousaxds) 1994 1993
Finished goods S13.041 S13.962
Raw materiais 7670 7.258
Total 20,711 521,220

D Property and Equipment
Property and equipment consists of the loliowing:

{1n thousands) lwmmw M iom
Land $5.800 §71.395
Buildings and building improvements  58.185 55.463
Leasehold improvements 38,891 36.699
Computer equipment 139,964 111,045
Manufacturing and other equipment 49,841 44191
Furniture and fixtures 31,269 26412
323950 281,203

Less ag:umulated depredation
and amortization 185286 153.768
Property and equipment. net $138.664 S127.437

VomaNyIlA
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E Other Assets
Orher assets consiss of the fcllowing:

(ir. fouscnds, mmw “'loc;s
Markesacie securities $3.004 $3.0C4
Decosits ard cthar 13.825 10203
Totl 516,829 13217

Markesstie secunties represent invesiments in interest beanng
securitias held at a cus:odial institution in Puerto Rico. These
securities are carried at cost. which approximates market.

F Commitments and Contingencies
Lease Commitments

The Compary leases certain ladilities and equipment under
various operating leases. AL December 31, 1994, future minimum
lease payments under operating leases with terms in excess of
one year were as follows:

Yeir {ln thowsands)
1995 S37077
1956 32171
1997 21,287
1998 17.003
199 12931
Future years . i 42,795
Tetal S163.214

Total rental expense was approximately $43.7 million. $41.7
million and $40.2 million for the years ended December 31,
1694, 1993 and 1992.

t
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G Stock Plans

The Company has stock option plans lor employees and
consultants which provide for non-qualified and incentive stock
options. Options are granted at a price not less than the fair
market value on the date of grant. The options generally become
exercisable over a four-year period and expire over a period not
exceeding ten years. At December 31, 1994, 2.6 million shares
were available for grant.

The Company also has a stock option plan for non-employee
directors which provides that each independent director of the
Company be granted annually an option to acguire 10,000
shares of common stock at a price equal to the fair market

Employer Stock Purchase Plan

The Employee Sock Purchase Plan authorizes the Cempany to-
sell up to 4.1 million shares of common stock to employees
through voluntary payroll withholdings. The stock price to
employees is aqual to 85% of the market price on the first or las;
day of each six-month withholding period. whichever is [ower,
Purchases are limited to ten percent of an employes's efigible
compensation, subject to an annual maximum as defined in the
plan. Through December 31, 1994, approximately 2.5 miltion
shares were purchased by employees pursuant to the plan.
Shares issued to employees during the past three years
are summarized (n the table below.

Years ended December 31,

value on the date of grant. The options become exerdisable - lIn thousands, ecent per share data) 1954 1993 : 1992
over a four year period and expite over a period not exceeding Number of shares 286 360 395
ten years. At December 31, 1994, 170,000 shares were available Proceeds $10942 8,073 4826
for grant. : ' .
Activity in these plans was as lollows: Average price per share $§38.21 $22.34 S17.29
Years ended December 31,
(1n thousands, except sption prices) 1994 1993 1992
Shares under option, H Income Taxes
beginning of year 5844 (AR The components of the provision for income taxes were
Optlons granted (at option as follows:
prices of $30.50 to $64.50 Years ended December 31,
in 1994, 519.63 to $47.38 (ia thotsands) 1954 1993 1992
in 1993, and $17.38 to Domestic
$33.88 in 1992} 3955(8) 2453 TBBA) oy 2450 S84 S19M -
Options exercsed (1,539) {2917) (1.229) Deferred {9.119) 7.581 17,902
Options cancelled (628) (856)  (1.18T) 13331 26018 25877
Shares under option, end of year Foreign:
(at exercise prices of $16.00 Current 13,862 19,763 9.470
o 564.50 in 1994, $16.00 Deferred (2215) (347) 3,460
t0 $47.38 in 1993, and $6.25 11,647 19,416 12.930
to $37.88 in 1992) 7606 5814 7.154 State:
Average price of Current 1.500 800 800
options exercised $23.09 §2209 52074 Deferred _ o _
Shares exercisable 1.936 1412 2919 - 1,500 800 800 -
Average option pce of ’ Total:
shares exercisable §23.16 S23M 52249 Current 37812 39,000 18.240
(Al The Company's annual grant to employees, historically Deferred {11.334) 7.234 21,362
made in December, was moved to fanuary 1993 to more Total income taxes 526,478 546,234 $39.602

dosely link option grants to perfformance. In January 1993,
the Company granted .8 million options at fair market
value on the date of grant.

In January 1994, the Company granted a total of 2.6 million
options to its employees. Of the total grant, | .6 million
options were granted at fair market value at the date of the
grant The remaining 1.0 miflion options were granted at
120% of fair market value on the date of grant

(B

income before provision for income taxes from domestic and
foreign operations was as follows:

Years ended December 3!,
(In thausands) ‘ 1994 1993 1992
Domestic $37.080 $37.337 S72.622
f‘oreign [31.481) 64,432 47,183
Total $5.599 S101,769 $120,005
PINAMNCIALS
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provisions for income taxes were at rates other than the US.
Federal statutory tax rate for the following reasans:

- Years ended Decerncer 31,

1994 1993 1992

US. Federal swatutory tax rate 350% 350%  340%
Foreign operations 1.3 44 {0.8)
Research and development credit  (3.0) 14.5] (4.0
Impactof US Federal statutory '

rate increase on beginning

deferred taxes - 20 -
Tax exempt Interest income - 0.6} {091
Non-deductible amortization 2 20 37
State taxes 1.6 08 Q7
Other, net 0.9 {1.1] 0.3
Subtotal » 34.0 380 310
Non-deductible charges for

purchased research and

developrment 4369 7.4 -
Effective tax rate 472.9% 45.4% 33.0%

Consolidated results of operations in 1994 include results of
manufacturing operations in ireland and Singapore. In 1993 and
1992, net income also included income from the Company’s
Puerto Rican manufacturing subsidiary. Income from the sale
and licensing of products manufactured or developed In Ireland
is subject to a 10% tax rate through the year 2010. Income from
Singapare operations ks tazed at favorable rates, relative to US.
statutory rates. until 1997 under a grant issued by the Singapore
gavernment. 1993 and 1992 income from products manufactured
in Puerto Rico, which was not subject to US. Federal income tax.
was subiject to a local tax rate of appraximately 5%. In addition,
remitted Puerto Rico eamings may be subject to Puerto Rico
withholding taxes at rates not in excess of 10%. The aggregate
dollar and per share tax benefits from tax holidays were
immaterial to the results of operations in 1994, 1993 and 1992.

For U.S. Federal income tax purposes, at December 31, 1994,
the Company has tax credit carryforwards of approximately 541
million and a net operating loss canryforward of S16 million.
which expire between 1996 and 2009. The net operating loss
carmryforward and approximately St million of tax credit carry-
forwards represent tax benefits resulting from the acquisition
ol Soft*Switch, Inc

The Intemat Revenue Sefvice (IRS™) has proposed
adjustments to the Company’s U.S. income tax retums for
the years 1985 through 1989. The Company will appeal these
adjustments and believes that any sustained adjustments
will not be material to the finandal statements. The IRS has
commenced its examination of the Company’'s U.S. income tax
returns for the years 1990 through 1992. The Company believes
that sustained adjustments, if any, from the examination wil
not be material to the finandal statements.

B S T R Y B
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Deierred taxes result from temperary differences in the
recsgnition of revenues and expenses foc tax and finandal
recorting purposes. The sources of these temperary cifferences
Ior 1994, 1993 and 1992, and the effect of each on the tax
provision, were as fcliows:

Years ended Cecember 31,

(1x thousands) ] 1994 1953 1952
Unrepatriated foreign

earnings, net (S&.101)  S14010  StisH
Depredation (980} (1,130} {1.765}
Compensation {1.048) (1.423) 4338
Capitalized software costs 566 1,500 537
Charges to (provision for)

reserves (268) 11.654) 2031
Deferred revenue Ty 362
Crher, net {1.503) 12.088) o)
Total {S11.334) §7.234 521,362

The components of the net deferred tax liability are as follows.

December 31,

{In thowsands) 1994 1593
Deferred tax assets:

Reserves 513587 516352

Depreciation 5.072 5871

Tax credits against unrepatriated )

foreign earnings 85,045 71,33

Tax return carryforwards 47.131 43233

Deferred revenue 2.770 2574

Other * 12,458 11934
Total 166,063 162.327

valuation allowances (A) 49,162 35,754
Net deferred tax assets 116,901 126.533
Deferred tax liabilities:

Capitalized software costs 10.947 10.381

Unrepatriated foreign eamings 114,832 130417

Compensation . 9 29N

Othet 4,601 6.389
Total 130,479 150.159
Net deferred tax liability 513,578 523,626

(A} The valuation allowance at December 31, 1994 and 1993
indudes S10 million for foreign tax benefits. During 1994,
a 57 miflion valuation allowance was established for tax
benefits resulting from the acquisition of Soft*Switch. inc.
due to the limitations imposed by U.S. tax rules on the use
of tax benefits following certain changes in ownership. In
addition, valuation allowances of $32.2 million and $25.8
million at Decamber 31. 1994 and 1993 have been
established for tax requrn cammyforwards resulting from stock
option compensation deductions. The tax benefit assocated
with the stock option compensation dedudions will be
edited to equity when realized.
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J Other {Income)/Expense, Net

1 Debt
Loag-term Debt Other {incomeyexpense censists of the fcllowing:
- - ; : Years ended Decemter i,
Lzre-term debt consists of the following: ] — in o 1994 1997 -
December 31,
{la thcusinds) 1994 1993 Ch;;ges b(;‘udrd’ased .
earch and development -
Nctss peysble to banks, bearing (Note K} 567,944 $19.900 $-
intarest at LIBOR plus Restructuring charges 9.000 _ 15.000
0 45% per annum $50.000 $50.000 . .
. Gain on sale of investrment
Ncees payable to insurance in Sybase, Inc. _ B
companies, bearing interest . -
at 10.57% per anaum _ 28,480 Interest income (16.442) (11.890}  {10.675)
Tctal debt 0.000 78.480 interest expense 5,295 8,525 13.547
“ o D
Less current portion _ 28.480 Othes, net 2417 822 635
' Total other (Incomey
Long-term debt §50.000 530.000 expense, net 68214 SITIST  (531.183)

In fuly 1990, the Company completed a $50 million floating rate
financing with a group of banks collateralized by its office faality
in Cambridge, Massachusetts. Prindipal payment of the notes i
due in 1997. ,

In May 1989. the Company arranged a 5100 million private
debt placement with a group of insurance companies. The final
princpal payment of $28 million was paid in June 19%4.

The Company renegotiated its revolving credit agreements
during 1994 and now maintains one multi-currency revolving
credit agreement with a group of domestic and intemational
banks. The agreemnent, which expires |une 1997, commits the .,
participating banks, subject to certaih terms and conditions, to
lend an aggregate of 5150 million. There were no borrowings
under this credit agreement as of December 31, 1994. interest
rztes on borrowings are set under a number of bid options not
exceeding .425% over LIBOR. Commitment fees are payable on
unbomowed amounts at a maximum rate of 1/8% per annum.
The Company is required to maintain a minimurm level of net
worth as well as a maximum debt to net worth ratio, among
other things spedified in the revolving credit agreement. The
Cormpany was in compllance with the covenants of its credit
agreement at December 31, 1994.

Short-term Debt

The Company occasionally bormows under unsecured qredit
fadlities with several domestic and intemational banks in order
to meet short-term domestic and intemational Gash requirements.
There were no such borrowings at December 31, 1994 and 1993.
As of December 31, 1994, the Company had unused short-term
credit fadlities of $29 million. :

AGETEN v s AT - e, RN —

in the third quarter of (994, the Company acquired all outstanding
shares of SoftSwitch, Inc. and Edge Research, Inc. A slgnificant
portion of the purchase price of these acquisitions, $67.9 millicn,
was allocated to purchased research and development. This
amount, which is not deductible for tax purposes. was charged
to operatlons in the third quarter of 1994,

1n the third quarter of 1994, the Company recorded a
$9 million restructuring charge related to its European
operations and the discontinuation of a product. European
restructuring activities include the streamlining of the marketing
organization from a product focus to a market segment focus,
the centralization of certain finance and administration functions,
and a reduction in desktop applications support stafl. The
charge related to the discontinued produxt reflects a $1.1 miltion
write-off of capitalized software due to the decision in the thidd
quarter of 1994 to discontinue further development and marketing.

In June 1993, the Company acquired all outstanding shares
of Approach Software Corporation. A significant portion of
the purchase price. $19.9 million, was allocated to purchased
research and development. This amount, which is not
deductible for tax purposes. was ¢harged to operations at
the acquisition date.

in Decernber 1992. the Company recorded a restructuring
charge of $15 miillion for employee separations and refated
fadilities consolidations and equipment write-downs associated
with the dosing of its Puerto Rican manufacturing faclity and
the restructuring of operations in North America and Europe.

In. 1992, the Company sold its investment in Sybase, Inc., for
cash consideration of $77.7 million, resulting In 3 pre-tax gain
of $49.7 million. The investment of 528.0 million consisted of
2.5 million common shares and was accounted for at cost.

TINANCIALS
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K Acquisitioas and Dispositions
s Associates, Inc,

In May 1594, the Company acquired all outstandirg shares of
Iris Assodates. Inc. (“lris”). the privately heid deveicpet & Letus
Notes ("Notas”), in exchange for approximately 1.4 millicn shares
of Lotus common stock. The transaction was acccunted or &s 3
pooling of intarests. Acquired net assets of approx:matety 1.7
miliion have been recorded at historical amourxs. Prioc periods
were not restated due to immateriality, and, accorcingly. resuits
of operations have been induded since the date of acquisitica.
Prior to the combination, the Ccmpany funded the development
of Notes and paid royalties to Iris based upon product sales.

Soft*Switch, Inc.

- In July 1994, the Company acquired all outstanding shares cf
Soft*Switch, Inc. ("Soft*Switch), a privately held deveioper of
electronic mail message switches that link disparate electronic
messaging systems. The two principgal products sold by
Soft*Switch at the acquisition date were Soft*Switch Central,
a mainframe-based message switch, and EMX. a LAN-based
message switch. The total purchase price of $77.5 millicn
consisted of approximately $64.3 million of cash consideration.
$8 million of assumed liabilitles and $5.2 mittion of deferred
tax liabilities. The acquisition was accounted for using the
purchase method.

The purchase price was allocated among the dentifiable
tangible and intangible assets based on the fair market value of
thase assets. Purchased software that had reached technological
feasibility, and was principally represented by the technology
comprising the Central product. was valued using a risk adjusted
cash flow model, under which future cash fows were discounted
taking into account risks related to existing and future markets
and an assessment of the life expectancy of the purchased
software. This analysis resulted in an allocation of $15 million
to purchased software, which was capitalized and is being
amortized over five years.

Purchased research and development that had not reached
technological feasibility and that had no altemative future use
was valued using the same methodology. Purchased research
and development that had not reached technological [easibility
s represented by the EMX technology. Expected future cash
flows associated with in-process research and development were
discounted considering risks and uncertainties related to the
viability of and potential changes in future target markets and to
the completion of the products that will ultimatety be marketed
by the Company. This analysis resulted in an aflocation of
562.5 miilion to purchased research and development expense.
This amount. which is not deductible for tax purpases, was
charged to operations at the acquisition date.

Soft*Switch’s operating results have been induded in the
consolidated financial staternents from the date of acguisition.
Pro forma statements of operations would not differ materially
from reported results.

LINANCIALY
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Edge Research, Inc.

In Seotember 1994. the Company acquired all the outstanding
shares of Sdge Research, Inc (“Edge”). a privately held
develcper of applications develcpment tools for Lotus Notes,
for approximately $5.4 million of cash consideration. The
acquisition was acoounted for using the purchase method

Using methodokegy consistent with that used to acount for the
Soft~Switch acquisition, the Company identified no tangible or
intangible assets, other than research and development that had
not reached technological feasibility and had no altemative
future use. This analysis resulted in the allocation of $5.4 million
to purchased research and development expense. This amcunt,
which is not deductible for tax purposes, was charged to
operations at the acquisition date.

Edge’s operating results have been included in the
ccnsolidated finandal statements from the date of acquisition.
Pro forma statements of operations would not differ materially
from reported results.

Approach Software Corporation -

in June 1993. the Company acquired all outstanding shares of
Approach Software Compoation ("Approach”), 3 privately held
ceveloper of end-user refational database applications for

the Windows environment. The purchase price consisted of
approximately 523 million of ash consideration and assumed
liabilities. The acquisition has been acrounted for using the
purchase method.

The purchase price was allocated among the identiflable
tangible and intangible assets based on the fair market value of
those assets. After allocating the purchase price to net tangible
assets, purchased software that had reached technological
feasibility. and was principally represented by the technology
comprising the database products being sold by Approach at
the date of the acquisition, was valued using a risk adjusted
cash flow model, under which future cash flows were discounted
taking into acoount risks related to existing and future markets
and an assessment of the life expectancy of the purchased :
software. This analysis resulted In an allocation of $3.4 million
to purchased software, which was capitalized and is being
amortized over three years

Purchased research and development that had not reached
technological feasibility and which had no altemnative future use
was valued using the same methodology. Expected future cash
flows associated with in-process research and development were
discounted considering risks and uncertainties related to the
viability of and potential changes in future target markets and to
the completion of the products that will ultimately be marketed
by the Company. This analysis resulted in an allocation of
5$19.9 million to purchased research and development expense.
This amount. which Is not deductible for tax purposes, was
charged to operations at the acquisidon date.

Approach’s operating results have been induded in the
consolidated finandal statements from the date of acquisition.
Pro forma statements of operations would nat differ matenally
from reported results.
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Effactive August 28. 1991, the Comgpany sold its One Source
business. a developer and marketer of CD-ROM informatian
preduds. Total consideration received was immaterial and no
gain of loss was reccgnized on the sale. The financial statements
reflec the operations of One Source through the effective date.

L Employes Benefit Plans

The Company maingins a discretionary, ncn-contributory profit
sharing plan for its empleyees. Contributions are based on a
percentage of consolidated operating profit and are aflocated
among employees on the basis of compensation received
during the plan year. Profit sharing expense was 56.9 million,
S11.1 million and $7.1 million In 1994, 1993 and 1992.
in the US., the profit sharing plan was integrated with a
pension plan which provided a minlmum guaranteed defined
benefit based on the employee's years of service and final
average compensation. In june 1992, the Company elected to
suspend the pension plan with the inten to terminate at 2
future date. The curiilment did not have a material impact on
the Company's finandal statements, nor will the expected
termination. The actuarially determined pension cost related to
the minimum guaranteed retirement benefit under the pension
plan was not significant in 1994, 193 and 1992
Additionally, the Campany offers a savings plan which allows
eligible U.S. employees to make tax<defered contributions.
a portion of which are matched by the Company. Company
contributions under the savings plan were $4.3 million in 1994,
$3.8 million in 1993 and §3.2 million in 1992
The Company also maintains retirement plans, principally
defined contribution plans, covering substantially all of its
international employees. Costs related to these plans amounted
to approximately $4.0 million In 1994, $3.4 million in 1993 and
$3.2 million in 1992.
The Company does not offer postretirement benefits other
than those described above.

M international Operations

Sales and marketing operations outside the United States are
conduaed prinapally through foreign sales subsidianies and
through various representative and distributorship amanzemenis.

The Company's intemational manufacturing operations are
located in Ireland and Singapore. The produas of these
manufacturing fadlities are sold through the Company's fereign
sales subsidiaries and, where the Company has not established
a presence of its own, direct to distributors in those councries.
Other finandal information by geographical area is summarzac
below: :

North Al Europey
fix Gamaends] Amena Pucific Othver  Elwrunations  Consclicdated
1994:
Net sales $544.486 S173.026 S258.461 (55,2501 §970.723
Operating income {loss):
By area 55,453 45,162 (24,796) 1,803 77522
Corporate .
expenses (80,793)
Other Income/
(epense) 8720
income before
provision for
income taxes 5.599
Total assets  §526.525 S179,097 213,670 (515.213) S904,079
1993:
Net sales $531.536 $149,700 S3C8,938 (59.006) 981,168
Operating income:
By area SLISL 34085 46,659 [441) 131454
Corporate
expenses (32228)
Other income/
(empense) _w8
Income before
provision for
income taxes 101,769
Total assets  $489.419 S5130,869 $299.577 (S14,520) 5905.345
1992
Net sales $494,592 S116.199 5300,049 (510691} S900.149
Operating income:
By area 34972 25066 26,019 (567 85,490
Corporate
expenses (11,668)
Other income/ :
lexpense) %183
Income befare
provision for
income taxes 120,005

Total assets  5431.487 §78.545 S266.017 (512.605) $763.444
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Saies between gengraphic areas presented are insignifiant
For this presentation, corporate expensas includes cerain
expenses incurred at the Company's corporate offices and
charges for purchased research and development. US. research
and development expenses were allocated to geographic areas
on the basls of sales, Cther Income/{expense} indudes Interest
income, interest expense, other expense, net, and in 1992 the
$49.7 million gain on the sale of Investment in Sybase. Inc.

The decrease in operating income in the Europe/Other
tegion [n 1994 as compared (o 1993 and 1992 was acTibutable
to a decline in desktop applications revenue, which resulted
from severe competition in Europe. The decrease In assets
in the Europe/Cther region in 1994 as compared to 1993 was
due to lower cash and receivable balances, which resulted
from the dedine in revenue and the operating loss in Europe.
The increase of assets in the Asia Padific region is due to the
accumulation of unremitted earnings of the region.

Sales to unaffiliated customers outside the United States,
induding U.S. export sales, were 5470.2 million for 1994,
5485.9 million for the year 1993 and $434.9 million for the
year 1992. In 1994, one customer accounted for 13% of
worldwide sales. In 1993, one customer accounted for 12%
of worldwide sales and a second customer accounted for
11% of such sales. No one customer accounted for more than
10% of worldwide sales in 1992

N Shareholder Rights Plan

The Company has a shareholder rights plan which grants to
holders of record one stock purchase right per share of common
stock upon the occurrence of certain triggering events. Such
events would Indude the acquisition of Lotus shares through
open markat purchases oc a tender offes that. in the aggregate.
equal or exceed 15% of outstanding shares.

Should a triggering event occur, holders of such rights
would be entitled to purchase Lotus common stock {or stock
of the acquiring entity, as the case may be) at 2 50% discount
from its then current market value. Each right entitles the
holder to purchase shares with a market value aggregating
5150 for a price of 575. Such rights do not extend to any holder
whose action triggered the rights.

The rights expire in November 1958 and may be redeemed
prioe to that time at the option of the Board of Directors for
nominal consideration. Until a triggering event occurs, the
rights will not trade séparately from the refated Lotus
common stock.

FINANCIALS
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Report of Independent Accountants

To the Stockholders and Board of Directors of

Lotus Development Corporation

We have audited the accompanying consolidated balance
shests of Lotus Development Corporation as of December 31,
1994 and 1993. and the related consolldated statements of
operations, cash flows, and stockholders’ equity for each of
the three years in the period ended December 31, 1994. These
financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on
these finandal 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 1o obtain reasonable assurance
sbout whether the finandal statements are free of material
misstatement. An audit Indudes examining. on a test basis,
evidence supporting the amounts and disclosures in the
finandal statements. An audit aiso indudes assessing the
accounting prindples used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the finandal statements referred to above
present fairty, in all material respects, the consolidated finandal
position of Lotus Development Corporation as of December 31
1994 and 1993, and the consolidated results of its operations
and its cash flows for each of the three years in the period
ended December 31, 1994, in conformity with generally accepted
accounting prindples.

[;7,,, > 4&&”—? (.(.?..

Coopers & Lybmnd LLP

Boston, Massachusetts
January 24, 1995
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Lotus Supplemental Financial Information

Five-Year Summary of Seleced Finandial Data

(1a thousands, except per share data) 1934 1993 1992 1991 1950
Net sales §970,723 5581168 $900.149 . S828.895 692,242
Income before provision for inccme taxes 5.599 101.769 120,005 67.686 52,826
Net income {loss) (20,879) 55.53% 80.403 33,116 23,254
Net income (foss) per share 10.44) 1.24 1.87 0.75 0.54
Total assets 904,079 905.345 763.444 T25.537 656.807
Cash and short-term investments 376218 416,693 293.04 224,810 245,386
Working capital 392,004 398,643 296166 207670 226,961
Long-term debt ==+~ === me T 50,000 50,000 108,740 135,000 160,000
Stockholders’ equity 554,130 528,39( 399.433 373113 309.439
Quarterly Results of Operations

(Unaudited)

(Ut thousands, axept 1954, Three Months Ended
per share data) Aprit 2 July 2 Oct ) Dec 31 Year

Net sales $246,992 5224009 $235,246 5264.476 $970.723
Gross margin 200,584 185.141 192516 220,157 798,398
lacome {koss}

before provision

for income

taxes 33346 15186  (65,504) 22571 5,599
Net income

(loss) 21,341 9,719 (66.385) 14446 (20.879)
Net [ncome

(loss) per share S045 5020 (SL.39) 50.30 (S0.44)

Common stock prices

High 86h T3h 4% 4&6' 8'h
Law S 33 29 34 291
(ix towsands, axept 1993, Three Months Ended

per share data)  Aprl} fuly 3 Oa2 Decdl Year

Net sales $227.004 $235.785 $240,104 5278275 $981,168
Gross margin -~ 176625 184,751 193.295 224,054 T8 725
[ncome before

provision for
income taxes 20,791 5949 28,600 4429 101,769

Net income

{lass) 12,267 (4.549) 18,304 29413 55.93%°
Net income

(loss) pershare $0.29  (S0.11)  $041 5044 S1.24
Common stock prices

High 284 37 48'% 58" 56

Low 18" 23h /. 41 18"
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The Company has historically not paid cash dividends
on its commoa stock and has retained eamings for use In
its business.

Al the end of 1994, the number of shareholders of the
Company’s common stock was approximately 46.000.

Notes to Supplemental Finandal Information and

Quarterty Resuls of Operations:

(1) 1994 amounts indude a charpe to operations of 567.9 million,
or $1.40 per share, In the third quarter for purchased research
and development related to the acquisitions of Soft *Switch.
inc. and Edge Research, Inc. 1994 amounts alsc indude a
restructuring charge in the thind quarter of §9 million on a
pre-tax basis and $35.8 million. or $0.12 per share, on an
aftes-tax basis.

{2) 1993 amounts indude a charge to operations of 519.9 million,
or 50.45 per share, in the second quarter for purchased
research and development related to the aqyuisition of
Approach Software Corporation. ]

(3) 1992 amounts indude gains on the sale of the Company's
investment in Sybase, Inc. of $34.6 million in the third quarter
and $15.1 mition in the fourth quarter resulting in a total gain
for the year of $49.7 milllon on a pre-tax basis and $323 million.
or $0.77 per share, on an aftertax basis. 1992 amounts also
indude a restructuring charge in the fourth quarter of 513
million on a pre-tax basis and $10.1 million, or $0.23 per share,
on an alter-tax basis.

(4) 1991 amounts include a lourth quarter restructuring charge
of 523 million on a pre-tax basts and $18.6 million, or $0.42
per share. on an after-tax basts. .

{S) 1990 amounts indude a charge to operations of 553 milliorn. or
$1.23 per share, In the fourth quarter for purchased research and
development refated to the acquisition of Samna Corporation

16) The Company's common stock is traded on the over-the-
counter market and is quoted on the NASDAQ National Market
System under the symbol LOTS.
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Shareholder Information Corporate Directory
‘- Annual Meeting Corporag Headquarters Manufacturing and Distibuten
The Annual Meeting of Stareholders will be held 55 Cambridge Parkaay Lotus Development Comaration
on Tuesday, May 2. 1995 at 10:00 am at the Cambnidge, Massachusetts 02142 North Reading. Massachusetts
following location: (617 5778500 Lotus-Development B.V.
Cublin, lreland
Museum of Transportation Lotus North American Offices Latus Development Distribution Lid
Larz Anderson Park Phoenix. Arzona Dublin, lreiand
13 Newton Street lrvine, Callfornia .
Brookiine, Massachusetts Los Angeles, Califoria sl“““ Ce d:pm:;tc i{vs
Mountaln Yiew, California ngapore. Kepd ingapore

: Copies of Lowus’ Annual Report on Form 10-K are San Frandsca, Calformia
. avallable. without charge, upon request from. Denver, Colorado {aternatonal Locations
Z Farmington, Connectiaut Lotus Development Py, Led.

i Xay Waxman ) Del Ray Beach, Flonda Sydney, Melbourne. Canberra, Brisbane and
! Director of Inrestor Relations Key Largo, Flodda Pecth, Australia
: Lotus Development Corporagon Miami. Flodda
55 Cambridge Parkway Orlando, Florida Lotus Development GmbH
Cambridge, Massachusetts 02142 Atlanta, Ceorgia Vienna, Austria
. Chicago. Hlinais Lotus Development Benelux BY
To request further information about Overland Park, Kansas Brussels, Belgium
Lotus Development Corporation. please contadt Baston, Massachusetts .

) the Investor Relations Information Line at Detroit, Michigan Lotus 05""“‘“_"“"‘“ d‘_Sd‘“" Ltda.
) (617} 631-1900. Grand Rapids. Michigan S30 Paulo and Rio de janeiro, Brazil
: Minnezpolis, Minnesota Lotus Development SOLA
2 Common Stock St Louts, Missourd (Argentina, Bolivia, Chile, Paraguay.
3 Latus’ common stock is traded over the Edison, New fersey Peru, Uruguzy)

° System — symbol LOTS. New York New York Lotus Development Czech Republic
Anditors Rochester, New York Prague, Czech Republic
Clemmons. North Carolina
Coopers & Lyband LLP. Durham, North Carolina Lotus Development Deamart AS
Bastoa, Massachusetts Cindnnati, Ohio Horsholm, Denmark
Cleveland, Ohio Lotus Development Finland
tegal Counsed Ohio Helsinkd. Finland
e S o
Paris, F
W Frani
Transfer Ageat N mkm I:Il:nd Lotus Development GmbH
by Bank of Boston Chattanooga, Tennesee Berlin, Disseldort, Frankfurt, Hamburg
4 Boston, Massachusetts Austin, Texas Stuttgart and Munich, Germany
A (617) 5T5-2900 Dallas, Texas Lotus Development Soltware
Houston, Texas {Hong Kong) Lid.
Adington, Yirginia Hong Xong
Seattle. m‘dm‘"“n‘ Lotus Development Hungary
Calgany, Budapest, Hungaty
Yancouver, BC
Outawa, Ontario Lotus Development india
Toronto, Ontaria New Deihl India
Montreal, Quebec Latus Development European Corporation
N Jakarta, Indonesla
Lotus Development lreland
Dublin, ireland
Lotus Development Ralia SPA
Milan and Rome, ftaly
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Corporate Directory wntimnued)

international Locatioas |contnuad)

Lotus Development Software, Ltd.
Tel Aviv, srael

Lotus Development fapan, Ltd.
Tokyo, japan

Lotus Sales and Services Sdn Bhd
Kusla Lumpur, Malaysia

Lotus Development Corporaticn de Mexico,

SA deCvV.
Lotus Development Benelux 8Y
Diemen, The Netherands

Lotus Development BY.
Cura¢ao, Netherlands Antilles

Lotus Development Pry. Ltd.
Auddand and Wellington, New Zealand
Lotus Development Norway

Oslo, Norway

Lotus Development Pte. Lid.
Beijing. People’s Repubiic of China
Lotus Development Paland
Warsaw, Poland

Lotus Development European Corporation
Lisbon, Portugal :

Lotus Development Russia
M_oscml. Russia

Lotus Development BY.
Singapore, Republic of Singapore
Lotus Development SA Pty. Lid.
Johannesburg, South Africa

Lotus Development Korea-{xd.
Seoul, South Korea

Lotus Development Iberica SA
Barcelona and Madrid, Spain
Lotus Development Nordic AB
Stockhotm, Sweden

Lotus Development (Schweiz) AG
Glattbrugg, Switzertand

Lotus Development European Corporation

Taiped, Taiwan
Lotus Development Middle East Office
Dubal. United Arab Emizates

Lotus Development UK. Lid
Staines. Skough, Manchester and
Edinburgh, UK.

Lotus Development Corporation
Caracas, Venemela

DM R

Lotus Is represented by aathorized
distributors in the folowing countries:
Argentina

Botswana

Bulgania

Byeloaussia

Calombia

Costa Rka

Mauritius

Pakistan
Philippines

Romanla
Slovak Republic
Thailand

Turkey

Ukraine
Uruguay
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