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LETTER TO SHAREHOLDERS

To Qur Shareholders.

The fiscal year ended 30 June 1993 was a great disappointment for Commodore. Worldwide economics.
especially in Europe, weakened and the computer indusiry was in unprecedented turmoil. The precipitous
decline in PC prices resulted in significantly lovcr selling prices for Commodore's proprietary Amiga
products. The Company also experienced a major decline in revenues from the Commodore 64. 2 product sold
for over a decade.

Overall Commodore’s net sales decreased 35% in fiscal 1993 to $391 million. Amiga revenues declined
40%. while PC revenues mcreased nominally. During the year the Company launched its new generation of
Amiga computers, the A1200 for the consumer market and the A4000 for the professional market.

Subsequent to the introduction of the new Amiga products, the sale of PCs was discontinued due to poor
profitability. In September 1993, the new Amiga CD32 was launched in Europe. This 32 bit CD-ROM
product is based on the superior video and graphics technology embodied in high-end Amiga workstations and
offers superior multimedia price/performance for a game console. The Amiga CD32 has been widely
acclaimed in Europe and we hope to make it a leading competitor in the video game market.

The industry-wide liquidation of low-end PCs resulted in a severe squeeze on margins. As a result of the
new realities in the computer industry. Commodore reevaluated its business strategy to focus solely on Amiga
products. Inventories and other assets related to older products were written down and a major consolidation
of manufacturing and sales operations took place. Worldwide employees were reduced by aver 50% and
operating expenses were reduced by almost :wo thirds. The foregoing restructuring actions contributed
significantly to the net loss for the year of $356 million. However, these restructuring actions are expected 1o
position Commodore for improved financial performance going forward.

With the deteriorating financial condition and the deficit in net worth of $53 miltion as of 30 June 1993,
the Company was in default under various credit agreements. The Company is in the process of attempting to
negotiate a financial restructuring of all credit with banks. institutional lenders and suppliers. However, there
can be no assurance that a successtul debt restructuring will be achieved.

This has been a very difficult period for our shareholders and all the loyal supporters of our Company.
We are most grateful for the understanding and support that we have received. With our lower cost structure
we shall strive hard to regain profitability and complete a successtul financial restructuring.

AR

Irving Gould Mehdi R, Ali
Chairman of the Board Presidem
and Chiet Executive Officer

17 December 1993




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Commaodore International Limited and Subsidiaries

This review should be read in conjunction with the consolidated financial statements and related notes
beginning on page 6 of this annual report.

Basis of Presentation

As a result of the significant loss of $356 million for fiscal 1993 the Company had deficit equity of $53
million and deficit working capital of $107 million as of 30 June 1993. The Company's financial position and
operating results raise substatial doubts about the Company's ability to continue as a going concern. As of 30
June 1993 the Company was in default on various credit agreements. See Footnote | for further information.

Sales

Commodore's nat sales decreased 35% in fiscal 1993 to $591 million compared with $911 million in fiscal
1992 and $1,047 in fiscal 1991. The decline in fiscal 1993 and the later half of fiscal 1992 was due to
economic softness throughout all major markets, especially Europe, and intense competitive pricing pressure.

The Amiga product line accounted for almost three {ourths of the total sales decline for the year.
Approximately half of the Amiga sales decline was attributable o unit volume and the other half was
attributable to pricing declines. Unit sales of Amiga computers were slightly over 800,000 units in fiscal 1993
compared with 1 million units in fiscal 1992. Unit sales of Amiga computers declined 20% in fiscal 1993
compared with increases of 17% in fiscal 1992 and 38% in fiscal 1991, Revenues of the Amiga product line
decreased by 40% in fiscal 1993 compared with a decline of 1% in fiscal 1992 and an increase of 23% in fiscal
1991. The decrease in fiscal 1992 was due to a significant decrease in sales of peripherals. such as monitors,
and pricing reductions. The Amiga product line accounted for 59% of net sales in fiscal 1993 compared with
63% in fiscal 1992 and 56% in fiscal 1991.

MS-DOS PC compatible products accounted for 37% of net sales in fiscal 1993 compared with 24% in
fiscal 1992 and 28% in fiscal 1991. Unit sales increased 17% in fiscal 1993, but revenues increased only
nominally due to competitive pricing pressure. In fiscal 1992 unit sales and revenues declined 23% due o a
discontinuation of low-end PCs. In fiscal 1991 unit sales declined 3% but revenues increased 14% due to a
shift to high-end products. Due to low profitability the Company decided to discontinue the sale of MS-DOS
PCs and licensed the brand name for PC sales in Europe to another supplier.

€64 products accounted for only 4% of net sales in fiscal 1993 compared with 13% in fiscal 1992 and
16% in fiscal 1991, In fiscal 1993 C64 unit sales declined to less than 200,000 units compared with 650,000
units in fiscal 1992 and over 800,000 units in fiscal 1991, Revenues from C64 products decreased over 80%
in fiscal 1993 and 34% in fiscal 1992 and increased 4% in fiscal 1991,

Geographically. European markets accounted for 84% of net sales in fiscal 1993 compared with 88% in
1992 and 84% in 1991, North American sales accounted for 10% of sales in fiscal 1993 compared with 8% in
1992 and 11% in 1991 Australia/Asia sales accounted for 6% of sales in fiscal 1993 compared with 4% in
1992 and §% n 1991,




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Commadore buternationst Limted and Subsidiaries

The US dotlar fluctuated in relation to European currenwies durng fiscal 1993 with a mived impact on
reported sales. The effect of currency movements increased reported sales dunng the first yuarter of tiscal
1993 but decreased reported sales during the last three quarters. The dollar value of sales for fiscal 1993
would have beon approximately $14 milhion higher if prior vear exchange rates had been in effect. In fiscal
1992 the effect of currency movements decreased reported sales during the first two quarters and increased
reported sales dunng the fourth quanter. with only a nominal impact on sales for the third quarter. The dollar
value of sales for fiscal 1992 would have been approximately $25 milhon higher if prior vear exchange rates
had been in effect. In fiscal 1991, the effect of currency movements increased reported sales during the first
three quarters but decreased reported sales during the fourth quarter. The dollar value of sales tor tiscal 1991
would have been approximately $94 mithon lower if prior year exchange rates had been n effect.

Since a substantial portion of the Company’s sales are denominated in European currencies. reported U S
dollar sales will continue to be affected by the strengthening or weakening of U.S. dollar versus Buropean
currencies. The sales in the second guarter of each year retlect the seasonal impact of Christmas,

Profitability

Gross margin was a loss of $132 million in fiscal 1993 compared with a profit ot $246 mitlion, or 27% of
net sales in fiscal 1992 and $333 million, or 32% of net sales in fiscal 1991 The Tows in fiscal 1993 was
attributable 1o the sales decline and o writedowns of imventory, fixed assets and other assets, and signiticant
pricing and promotional allowances resulting from severe competitive pricing pressure. The decrease i gross
margin in fiscal 1992 was due primarily to lower prices for MS-DOS PC compatibles and unfavorable effects
of foreign currency exchange rate tluctuations. In fiscal 1991 the gross margin was impacted by favorable
effects of foreign currency exchange rate fluctuations,

In fiscal 1993 operating expenses included $50 vullion of restructuning and other unusual charges.
including severance and costs for early cancellation ot leases. Excluding these charges operating expenses in
fiscal 1993 were $152 nulhion or 26% of net sales compared with $215 million or 24% of net sales n fiscal
1992 and $259 millicn or 25% of net sales in fiscal 1991, In fiscal 1992, operating expenses were tightly
controtled and declined 17% compared with a sales decline of 13%  In fiscal 1991, operating expenses werg
also tightly controlled and increased only 3% compared with a sales increase of 18% - Selimg and marketing
expenses decreased 39% o $84 million i fiscal 1993 due to a reduction i adverusing and other selting
expenses, compared with $137 million in 1992 and $174 nutlionin 1991 General and adminsteative
expenses decreased 790 10 $49 putlion in fiseal 1993 compared with $32 mithon i 1992 and $54 nuthon m
1991, Research and development expenses decreased 24% 10 $19 mithion i iseal 1993 compared withi %26
nuthon in 1992 and $310 mathon in 1991

Net interest expense was $T8 million in fiscal 1993 compared with $15 milhon m 1992 and 1991, Other
expense was $4 million i fiscal 1993 and $6 mithon in 1991 In fiscal 1992 other income was S9 nufhon and
included $14 mithon i net gains tfrom the sale of certamn properties and mvestments reduced by other
expenses of $5 mithion.

I fiscal 1993 the net loss for the vear of $356 milhon, or ST0.78 per sharencluded $237 nuthon for
asset writedowns, restructuring costs and special pricing and promotional allowances. I fisead 19892 net
income of $28 muthon, or $0.82 per share. included an income tax benetit of $2 nutlion. T fiscal 1991 pre-tay
income was $37 mitlion and the income tax benetit was $5 milhion due to the reduction of certan meonwe tax
accruals no longer needed to meet certain tax contingencies. In fiscal 1991 meome betore extraordinary tem
was $87 million or $1.73 per share and there was an extraordinary charge of $9 mithon, or $0.28 per share,
tor the court settement of ligaton. Netmcome tor tiscal 1991 was S48 milhon or $1.45 per share.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

i Limested amed 5

Liquidity and Canital R

In fiscal 1993 the Company's cash and cash equivalents decreased by $56 million to $10 million as of 30
Junie 1993 compared with an increase of $1 miilion in fiscal 1992, The major activities were as follows (in
muthions )

Fiscal 1993 Fiscal 1992
Operating Activities S (16 $ 1

Investing Activities (26} (12

Financug Activities (h2y (19}

Despite the net loss of $356 million in fiscal 1993, the cash used for operations was only $16 million due
primarily to decreases of over $120 million each for accounts receivable and inventoties and non-cash charges
of over $50 mithon for depreciation and amortization and writedown of long-term assets. In fiscal 1992 net
income of $28 mitlion accounted for the major portion of the cash provided from operations of $32 million.

In fiscat 1993 capital expenditures accounted for $20 mitlion of the total $26 million cash used for
investing activities. The major additions included a new building in Germany which was under construction
in 1992, additonal manufacturing equipment and tooling for new products. In fiscal 1992 capital
expenditures were $25 million but there was significant cash received trom property dispositions resubting in
cash used for investing activities of $12 million.

In fiscal 1993 long-term debt payments were $32 million, including $25 million to two institutiona!
tenders. In fiscal 1992 long-term debt payments were $93 million, including $66 million of seven-vear
Deutsche Mark debentures which had matured and $25 million to two institutional lenders. In fiscal 1993 net
new borrowings were $20 million tincluding $17 million from a company controlled by the chairman of
Commaodore) resulting in net cash used for financing activities of $12 million. In fiscal 1992 new borrowings.,
primarily short-term bank borrowings. offset a significant amount of the repayments resulting in net cash used
for financing activities of $19 million.

As of 30 June 1993 shont-term debt included $50 million from various banks in 18 countries and $7.5
mitlion from a company controlled by the chairman of Commodore. The bank loans are not collateralized and
as of 30 June 1993 there were no unused short-term lines of credit available,

As of 30 June 1993 the Company was in default under the provisions of certain long-term collateralized
and other obligations totaling $51.7 million. For financial statement purposes these amounts have been
classified as current debt

As of 30 June 1993 the Company had total current assets of $193 million with total current debt of $114
militon, and accounts payable and accrued hiabilities of $187 milhon, resulting in a deficit working capital of
$107 million. As aresult of the deficit the Company has found it necessary 1o delay payments to creditors. A
successful debt restructuring is critical 1o the Company's ability to continue as a going concern. The Company
s altempling to negotiate appropriate credit terms with suppliers who have restricted the Company's credit and
mtends 1o work out a restructuring plan with its creditors, including those which have instituted legal action
against the Company. to allow the Company to continue normal operations. However, there can be no
assurance that a successful debt restructuring will be achieved.




FIVE YEAR COMPARISON OF SELECTED FINANCIAL DATA

Comemogdoee Inte rnational Limuted and Subsidiaries
tin Thousands of Dollars. Except Per Share Amounisi

Year Ended 30 June 1993 1992 1991 1990 1989
Net Sales 590,800 91 1.000 $ LO47.200 A 887.300 % 939,700
Gross profit (lossy /) (132,160) 246,300 332,700 259.000 290,300
Operating expenses (2} 202,500 215.000 259.300 252.200 211,000
Interest expense. net 17,800 14,700 15,400 12,800 13.300
Other tincome ) expense, net (3 3.690 (8.800) 5,460 2.500 5400

223,900 220.900 250100 267.500 229,700

Income (lossi before income taxes
and extraordinary item (356,000) 25,400 32,600 (8,500 60,600

Income tax provision (benefit) 500 (22000 (4.800) (10.000) 10.500

Income tloss) before extraordinary (356,500) 27.600 57,400 1.500 50,100
ttem

Extraordinary wem (45 (55 - (9.200) 1.200

Net Income (Loss) { (356,500) S L 38,200 ‘ 5 SE300

Per share data:
Income before extraordinary item % (10.78) .82 s 1.73 S 08 b 155

Extraordinary ttem 4. 15y e (0.28) 0.04

Net Encome (Loss) : (10.78) - $ 1.45 5 0.08 $ 1.59

Weighted average shares 33,073 33593 33163 32,388 32,354

Financial position-—30 June

Current assets $ 193600 $ 530000 521000 S 557.000 S 547.900
Current habilities 300,800 260,400 264,900 238.900 228.900
Working capital tdeficit) (107.200) 278.600 256,100 RILRILY 319000
Total assets 265800 647,100 626,400 649,200 630,300
Long-term debt 18,100 60,300 THO00 156,500 158,800
Total debt 132,100 157,600 166,200 195,400 195,400
Shareholders’ equity (deficity (53,200) 325,000 289.700 252,900 240,300

(1) dncludes foreign currency trarsaction gains and losses velated 1o inventory and revenue hedeme ransactions. See Note 2 1o
comsedtdated financial statements

€21 Fiscad 1998 meludes 3501 mullion for vestructuring and unusual charges.

(21 Fiscal 1992 includes net gains from the sale of certain properties

(41 Feseal 1959, rax benetit of net operating loss carrvforwards.

(% Fiscal 1991, court serttement of certain itigation. See Note 10 to consolidated financial statements.




CONSOLIDATED STATEMENTS OF OPERATIONS

Commodore International Limited and Subsidiaries
tin Thowsands of Dollars, Except Per Share Amounts)

Year Ended 30 June 1993 1992 1991
Net Sales $ 590,800 911.000 $ 1.047,200
Cost of sales 722,900 664.700 714500
Gross profit (loss) (132,160) 246,300 332,700
Selling and marketing 84,100 136.900 174,300
General and adminisisative 48,800 52,400 53.600
Research and development 19,5060 25.700 31,400
Restructuring and unusual charges 50,100 - ——
Total operating expenses 202,500 215,000 259,300
Operating income (loss) (334,600) 31,300 73400
interest expense. net of interest income of $1.000, $3.100 and $4,800.

respectively 17,800 14700 15,400
Other (income) expense, net 3,600 (8.800) 5,400
Income (loss) before income taxes and extraordinary item (356,000) 25,400 52.600
Income tax thenefit) 500 (2,200) (4.800)
Income (loss) before extraordinary item (356,500) 27.600 57400
Extravrdinary item e e (4.200)
Net Income (loss) $ (356,500) 27,600 S 48,200
Per share data:
Income before extraordinary item 5  (10.78) b 0.82 $ 1.73

Extraordinary item e . (0.28)
Net income (loss) $ (10.78) § 0.82 $ 1.45

The accompanying nates are an integral part of these statements.




CONSOLIDATED BALANCE SHEETS

Commaodore tnternational Limited and Subsidiaries
(in Thousands of Doliars})

30 June
1992

Assets

Current Assets:
Cash and cash equivalents $ 9900 b 65500
Accounts receivable, net of allowances for doubtful accounts of $18.500 and

$19.800. respectively 92,600 258,400
Inventories 79,700 204,400
Other current assets 11,400 10,700

Total current assets 193,600 339,000

Property and equipment, at cost 142,900 183,600
Accumulated depreciation and amortization (74,400) {93,500y

Net property and equipment 68,5040 90,100
Other assets 3,700 18,000
Total Assets 265,800 $ 647,100
Liabilities and Shareholders' Equity (Deficit)

Curremt Liabilities:

Short-term debt s 87,600 $ 67800
Current portion of long-term debt 56,400 29.500
Accounts payable 113,900 120,200
Accrued liabilities 49,700 42900
Accrued restructuring costs 23,200 -

Total current liabilities 360,800 260,400
Long-term debt 18,100 60.300

Deferred income tazes and other 100 1.400

Commitments and contingencies
Sharcholders' Equity (Deficit):
Capital stock, $.01 par value

Authorized 90,000,000 shares

Issued 33,854,611 and 33,007,079 shures, respectively 3o 300
Contributed surplus 47,000 46,700
Retained eamings {accumulated deficit) (63,600) 292,900
Cumulative translation adjustment (35,300) (9,400
Unearned compensation — {3.900)
Treasury stock ~ 770,097 and 769,847 shares, respectively, at cost (1,604 (1.600)
Total shareholders’ equity (deficit) (83,200) 325,000

Tuta) Liabihities and Shareholders' Equity (Detivit) $ 265,800 S 647,100

The accompanying notes are an integral part of these statements.




CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(DEFICIT])

Commodare International Limited and Subsidiaries
(in Thowsands of Dollars)

Retained Cumulative
Capital Contributed Earnings Translation Unearned  Treasury

Stock Surplus  (Deficit) Adjustment Compensation Stock Total

Balance, 30 June 1990 $300 $40,500  $221,600 $(1.900) $(6.500) 1100 $252,900

Net income — 48,200 — e o 48.200
Foreign currency translation

adjustments for year - e (10.600) (10,600)

Repurchase of warrants (4.500) e (4,500)

Issuance of shares to an officer

as compeiiastion - 2,100 - : (2.100)
Amortization of uncarned

compensation o : E 2,400 2.400
Exercise of employee stock

options 1.600) — e 1,600
Purchase of treasury stock - o - — (300) (300)
Balance, 30 June 1991 44,200 265,300 (12,500) (6.200) (1,400) 289,700
Net income = 27,600 e e 27,600
Foreign currency translation

adjustments for year e - 3100

Amortization of uncarned

compensalion e - - 2,300
Exercize of employee stock

options 2.500 . — 2.500
Purchase of treasury stock - — - (200) (200)
Balance, 30 June 1992 46,700 292,900 {9.400) (3.900) (1,600) 325,000
Net income (loss) —  (356,500) — — — (356.500)
Foreign currency translation

adjustments for year (25.900) (25,900)
Amortization of unearned

compensation - - : - 3,900 3900

Exercise of employee stock
aptions . . — 300

Balance, 30 June 1993 $300 $47.000  $63,6000  $(35.300) 3 $(1,600) $(53.20¢0)

The accompanving notes are an integral part of these statements




CONSOLIDATED STATEMENTS OF CASH FLOWS

Commodore International Limited and Subsidiaries
(in Thousands of Dollars)

Year Ended 30 June 1993 1992 1991
Cash Flows from Operating Activities:
Net income (loss) $  (356,500) 27.600 48.200
Adjustments to reconcile net income(loss) to net cash provided by
(used for) operating activities:
Depreciation and amortization 26,900 25.200 21.600
Deterred income taxes — — (100)
Provision for inventory writedowns 88,800 — —
Provision for doubtful accounts receivable 14,300 4.600 7.300
Writedown of fong-term assets 27,960 —— —
(Gain) on property dispositions — (7.600) —
{Gain) on investment dispositions —— (6,700) —
Other noncash items (300) (600) 300
Changes in assets and liabilities:
(Increase) decrease in accounts receivable 132,100 4.700) (20,0005
Decrease in inventories 34,600 14.8300 18.000
({Increase) decrease in other current assets (1,700) (2.200) 1.000
Increase (decrease) in dccounts pay able {779 (6,200 100
Increase (decrease) in accrued habilities 25,300 (11.700) (24,500
Net cash provided by (used for) operating activities (16,300) 32,500 S1.900
Cash Flows from Investing Activities:
Capital expenditures (20,300) (25,1003 1279003
Cash received on property dispositions 2,300 13.600 —_—
Cash received on investment dispositions 7.200 —

Other investment activities {8,000) (7.500) (7.600)

Net cash (used for) investing activities (26,000) (11.800) (35.300)
Cash Flows from Financing Activities:
Net short-term borrowings (repayments) (13.900) 53,100 ¢LET00)
Borrowings from Transpacific Company 17,000 — -
Proceeds trom issuance of common stock 300 2500 1.600
Purchase of treasury stock — (200 (300
Repurchase of warrants - — 4.5
Proceeds from tssuance of long-term debt 16,900 18.700 —
(Payments) of long-term debt (32,300) (931001 (13,301
Net cash (used for) financing activities (12,600) {19,000 (28,2000
Effect of exchange rate changes on cash and cash equivalenis (1,.300) {700 (2 100
Net increase (decrease) in cash and cash equivalents (55,600) 100G (13,9000
Cash and cash equivalents—beginning of year 65,500 64,500 8.4
Cash and cash equivalents—end of vear $ 9,900 65500 S 615300
Supplemental disclosures of cash flow information:
Cash paid during the vear for:
Interest $ $ 18500
Income taxes 7000
Non-cash financing transaction:
Issuance of 120,000 shares of restricted capital stock
in fiscal 1991, pursuant to stock incentive plan
Unearmed compensation recorded from above transaction

The aeoompanying notes are an infegral part of these statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Commandore Imernational Limited and Subsidiaries
30 hune [993

1. Basis of Presentation

For the fiscal yvear ended 30 June 1993 the Company experienced a 35% sales decline and a net loss of
$356.5 million. The loss included $237 million for asset writedowns, restructuring costs and special pricing
and promotional allowances, of which $50 million is included in operating expenses and the remaining
halance is included in cost of sales. The loss has resulted 0 deficit equity of $53 nullion and deficit working
vapital of $107 million as of 30 June 1993,

The Company's consolidated financiai statements have been prepared on the basis of accounting principles
applicable 10 a "going concern”, which contemplates continuity of the Company's operations and the
realization of 115 assets and the payment of its liabilities in the ordinary course of business. However, the
Company's financial positon and operating results raise substantial doubts about the C ompany’s ability to
continue as a going concern. The financial statements do not reflect adjustments that would be required
should the Company be unable to continue as a going concern.

The Company has addressed its current financial difficulties by restructuring the business in a number of
ways including eliminating unprofitable product lines w focus exclusively on Amiga products. A new Amiga
T was launched in September 1993 and the plan is dependent upon significant future sales of this product.
With the restructuring actions taken in fiscal 1993 itis expected that the otal expenses for fiscal 1994 will he
signiticantly below fiscal 1993,

The Company 15 attempting o negotiate appropriaie credit ferms with suppliers who have restricted the
Company's credit and intends 10 work out a restructuring plan with its creditors, including those which have
istituted fegal action against the Company. to allow the Company to continue normal operations. However.
there can be no assurance that a successful debt restructuring will be achicved.

The Company's long-term liquidity needs cannot reasonably be determined at this time principally
because these needs are dependent. in farge part, upon the outcome of the Company's debt restructuring.

2. Summary of Accounting Policies

Commadore International Limited is incorporated in the Bahamas. The consolidated financial siatemenis
of Commodors Inicrnational Limited and Subsidiaries sthe Company ) have been prepared in accordance with
accounting principles generally accepted in the United States. Within those principles. the Company's more
Enporiant accounting policies are set forth below.

Principles of Consolidation

The consohidated Dnancial statements include the accounts of al majority-owned subsidiaries. All

sigmifant intercompany transactions have been eliminated.

Translation of Non-U.S. Currencies

Assets and habihties recorded in functonal comencies other than U.S. dollars are transtated at current
cuchange rates. The resulting adjustments are charged or credited directly to cumulative translation
spustment i the shaseholders” equity section of the consolidated bajance sheets. Sales and expenses are
transhated at the wenghted average exchange rates for the period. Foreign currency wansaction gains and
fonses are wcluded 1w imcome in the peniod in which they occur. Forcign currency transaction gams ikossesy
were $¢28 1y pulbon. S16.5 milhon. and 1020 mathion tor fiseal 1993, 1992 and 1991, respectively.

Cash and Cash Equivalemts
The Company has mcluded cash. overnight deposits and time deposits with maturities less than 91 davs as
cash arud Cash egun slonts.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Commadore International Limited and Subsidiaries
30 June [993

Accounts Receivable
At 30 June 1993 and 1992 a majority of the trade accounts receivable were due from distributors and dealers
within the personal computer industry.

Inventories

Inventories are stated at the lower of cost (first-in, first-oui) or market, and included material, labor and
overhead. Intercompany profits are eliminated from inventory valuations. Inventories. net of reserves of $58
million at 30 June 1993 and $14 million at 30 June 1992, consisted of the following (000s omitted):

30 June 30 June

1993 1992

Raw materials and work-in process $20,700 $ 76.300
Finished goods 59,000 128,100
$79,700 $204.400

Property and Equipment

Magor classes of property and equipment were as follows (000s omitted):

30 June 30 June Estimated
Description 1993 1992 Useful Lives
Land $ 1,900 $ 1,600
Butldings and improvements 48,000 42,700 1030 vears
Machinery and equipment 67,860 102,000 3-10 years
Furniture and fixtures 8,700 13.900 3-10 vears
Tooting 2,200 8. 100 2-3 years
Leasehold improvements 14,306 15.300 Lease Term
$142,900 $183.600

Depreciation has been provided over the estimated useful lives of the assets using primarily the straight-line
method. Expenditures for additions, renewals, and betterments are capitalized. Maintenance and repairs are
expensed as occurred. Upon sale or other disposition, the applicable amounts of asset cost and accumulated
depreciation are removed from the accounts and the net amount. less proceeds from disposal. is charged or
credited to income.

income Taxes

The Company and its subsidiaries provide taxes on income in accordance with the enacted rax rules and
regulations of the many taxing jurisdictions where income 18 earned. The income tax rates imposed by these
punisdictions vary substantially. Taxable income may differ from pretax income for financial accounting
purposes. Deferred taxes are based on the estimated future tax effects of differences between the financial
statements and tax bases of assets and liabilities. The Company does not provide income taxes on undisiributed
casmngs of foreign subsidianes which are permanently reinvested.

Investment credits and other allowances provided by income tax laws of respective countries are credited to
current mcome tax expense under the flow-through method of accounting.

in fiscal 1992, the Company implemented the provisions of Statement of Financial Accounting Standards
tStatement; No. 109, " Accounting for Income Taves” Sutement No. 109 aiilizes dhe labthity method of
accoumting for mcome taxes. The effect of adopting Statement No. 109 was not significant.

Sales are recogmzed when products are shupped or title 1s transferred 1w the customer. net of allowances for
estimated retures and discourts.  Anticipated warranty ¢osts are provided in the same period in which the
cotresponding revenues are pencrated.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Comnadore International Limited and Subsidiaries
30 June 1993

Research and Development Costs
The Company expenses research and development costs as incurred.

Fareign Exchange Contracts

The Company pericedically enters into foreign exchange contracts to hedge financial staterient amounts
denominated n foreign currencies. Gains and losses refated to contracts which hedge future revenues are
included in net sales. Gains and losses on contracts which hedge against certain payables denominated in
foreign currencies offset the foreign currency transaction gains or losses on those payables. Gains and losses
arising from foreign exchange contracts which are designated as. and are effective as, economic hedges of the
Company's net foreign investments are reported as translation adjustments. In the first quarter of 1993, $7.5
million of losses were recorded as translation adjustments. In the fourth quarter of 1992, $5.7 million of such
losses were recorded as translation adjustments,

Per Share Data

Per share data are calculated using the weighted average number of shares of capital stock and dilutive
capital stock equivalents (stock options and warrants) outstanding during each year. The weighted average
number of shares used to compute eamings per share was 33.073,000. 33.593.000 and 33.163.000 in 1993.
1992 and 1991, respectively. Net income per share is equivalent to fullv diluted earnings per share.

3. income Taxes

The income tax provision (henefit) consisted of the following (000s omitted y:

1993

1992

[ Current:

LS. Federal | J— S $
Non-US. and other 500 (2.200) (4.7000
Subtotal 500 12,2000 i4.700)
Deferred:
U S, Federal o — ——

3 Non-U S, and other -— — (1O
Subtotal — — [RiL}!
Touat $ S0 $(2.200) SE4.800)

Non-US._ earnings tlosses: before income taxes amounted to $(337) million. $44 million and $70 million
in fiscal 1993, 1992 and 1991, respectively.
The Company and its subsidiaries are engaged 1 business in countries with statutory rates ranging from
seto 1o approximately 609 . As a result. the Company's effective tax rate may vary vear to vear depending
upon the operating resules of individual subsidiaries. In fiscal 1993, 1992 and 1991, exclusive of the
adjustments described below. the Company's effective tax rate was zero. zero and 6% . respectively. due to
operating losses i centain ¢ ntries with high tax rates {(without currently recoverable tax benefits) and o

mcome i countnies with loy. o zero statutory rates.
Certain of the Company's gon-U.S. subsidiaries are undergoing audits by their respective tax authorities

tor vanous fGacal years. In fiseal 19920 the Company reselved o disputes in the US. for the fisgal vears 1081
theough 1986 and w ftaly for the fiscal years 1982 through 1984, In October 1993 the Company received a
favorable ruling in the Japanese tax case. The wtal refund 15 $20 million plus interest.

bn the fourth quarters of fiscal 1992 and 1991 after consultation with tax counsel concerning the likeh
outcome of certain tax audis and hugation. the Company reduced by $3 million and % milhon. respectinvelv.
wwose lax accruals mo loager comsidered necessary to meet the probable habslities in these proceedings.
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As of 30 June 1993, the Company's U.S. subsidiaries have net operating loss carryforwards of approxi-
mately $140 million. Certain of the Company’s non-U.S. subsidiaries have net operating loss carryforwards of
approximately $100 million, which expire at various dates through 2002.

As of 30 June 1993, the Company's deferred tax assets consisted primarily of its net operating loss
carryforwards, accrued restructuring costs, inventory reserves and allowance for doubtful accounts receivable.
Management has assigned a valuation allowance to offset fully the future tax benefits of these deferred tax
assets.

4. Short-term Debt

As of 30 June 1993, short-term debt included $50.1 miltion from various banks in 18 countries and $7.5
million from a company controlled by the chairman of Commodore. Several of the banks have demanded
repayment and in most cases the Company has reached temporary resolutions to any legal action in order to
atlow time to develop a restructuring plan. The bank loans are not collateralized. As of 30 June 1993, there
were no unused short-term lines of credit available.

For short-term bank borrowings of $50.1 million at 30 June 1993. the average interest rate was 6.6%
(1992 - 8.6%: 1991 - 11.2%). The maximum month-end short-term borrowings during fiscal 1993 were $67.2
million (1992 - $67.8 million; 1991 - $26.6 million). The average month-end short-term horrowings
outstanding during fiscal 1993 were $60.3 million (1992 - $28.5 million: 1991 - $17.4 million) at a weighed
average interest rate of 7.7% (1992 - 9.8%; 1991 - 12.7%)

In order 1o obtain needed working capital, Transpacific Company Limited (TPC). a company controlled by
the chairman of Commodore, loaned the Company $17.0 million in February and April 1993, An agreement
was made to sell $9.5 million of inventory in satisfaction of a portion of the debt. The proceeds of these sales
were temporarily retained by the Company but subsequently repaid to TPC. As of 30 June 1993, the $9.5
million obligation to TPC has been recorded as an accrued hability for financial accounting purposes. The
remaining amount of $7.5 million is represented by a collateralized demand loan and has been classified as
short-term debt as of 30 June 1993.

5. Long—term Debt

1000 omitted) 36 June 30 June
1993 1992

Notes. 11.0% due March 1993 $ — § S0
Notes. 10.75% due through March 1995 25,060 37500
Notes. |2.0% due through March 1994 8006 16,000
Real estate mortgages. 7.25% 1o 17.0%, due through 2006 16,460 380G
Collateralized cqnpment loans. 7.5% w0 9.6 due through 2001 16,0900 18800
Capnialized lease obligations averaging 12 3% due through 2019 9.106 ST
74.500 %4 S

Current Porton 5640 240 KL
$ 18100 S 63

fn May 1987, the Company issued 560 million of semior and subordinated notes with warmrants 1 purchase
1250000 shares of capital stock 1o an insurance company. The warrants are exerciable at 911,40 per share
aetit March 1994, The Company repurchased 750,000 warrants in March 1989 for 44,8 million and an
mwm TSOO00 warrants w Aprel 1991 for 4.5 nulbon. In March 1993 the unpasd balance of $8 nulhon of

: I motes were retived m enchange for & simular amowm of somor sotes. bn August 1988, the Company
wwﬁ am sddvronal S50 maliton of semsor aoles 0 two isarance companics. The motes are wacollaterabioed
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As of 30 June 1993 the Company was in default under the provisions of the notes. The note agreements
contain various covenants which. among others, provide for the maintenance of a minimum level of net worth
and contain restrictions on dividends. For financial statement purposes the entire amount of debt has been
reclassified as current. The Company s engaged in negotiations with the lenders to restructure the debt,
although there can be no assurance an agreement will be reached.

As of 1 November 1993 the Company received a waiver of non-compliance with the provisions of the note
agreements through 31 January 1994, The waiver provides that the exercise price of the 750.000 warrants is
reduced from $11.40 per share to $3.50 per share and the exercise period is extended from March 1994 to March
1996 In addition. the exercise price is further reduced to $.50 per share if the interest payments due on |
January 1994 are not made in tull.

As of 30 June 1993 the Company was in default under a real estate mortgage for $5.7 million. The hunk
commenced legal action which has been suspended based on mutually agreed pavment terms. For financial
statement purposes the entire amount of the mortgage has been classified as current.

As of 30 June 1993 the Company was in defuault under an equipment foan for $13.0 million. The Company
intends to sell the equipment in the near future and retire the debt. For financial statement purposes the entire
amount of the equipment loan has been classified as current.

It is not practicable o estimate the fair value of the debt.

Approximate annual maturities of long-term debt as of 30 June 1993 are as follows (000s omitted y:

1994 $56.400
1998 1.706
1996 RILY
1997 ML
1998 75041
Fater Years ® 3}

S7T4.504

6. Capital Stock

As of 33 June 1993 the tollowing shares of capital stock were reserved for future issuance:

Stk Incentive Plan 393063
W arrangs ERIXLL

The Stock Incentive Plan for Kev Emplovees provides for certain key emplovees to receive Srants or
options to purchase up to 6.000,008 shares of the Company’s capital stock. Although the Plan allows for non-
gualified stock options 10 be granted at a price befow the market value. all options have been granted at the fair
market value af the date of grant except for optiens for 300,000 shares. granted to an officer at a price of
$7 25 which was below the far market value at the date of the grant. Options granted under the Plan exXpire
fen vears from the date of the grant and outstanding options granted before 1 January 1989 are exercisable in
annual ncrements of 33 173% beginning one year from the date of grant. Options gramed after 31 December
P98 but before 1 June 1993 are exercisable in annual increments of 25% beginning ore vear from the date of
the grant. Ot the oplions gramted aster | June 1993, 149, 439 and 437 are exercisable on 2 June 1993, §
Jamaury 1994 and | January 1993, respectively. As of 30 June 1993 options were held by 39 emplovees and
range @ cxercise price from $2.75 10 $13.25. These options eapire on varions dates from May 1996 1o June
20603 Opons for 633,000 shares were exercisable 25 of 30 June 1993 Option activies during 1992 and 1993
was g fodlows:
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Number of Average Price

Shares Per Share

Outstanding as of 30 June 1991 1.591.432 $ 6.98
Granted 273.000 12.75
Exercised (365.000) 6.43
Cancelled (231,341 7.72
Outstanding as of 30 June 1992 1.268.091 $ 8.25
Granted 2.232.500 2.96
Exercised (49.000) 5.94
Cancelled (973.834) 8.3%
Outstanding as of 30 June 1993 2477.757 S 348

When options are exercised, the proceeds. including any applicable income tax benefit. are credited to
capital stock and contributed surplus.

In fiscal 1990 a total of 650,000 shares of restricted capital : tock were granted to two officers at a price of
$6,500 or $0.01 per share. In fiscal 1991, 120,000 shares were granted to an officer at a price of $1.200 or
$0.01 per share. As of 30 June 1993. 140.000 shares are restricted. The difference between the grant price
and the fair market value at the date of the grants has been recorded as unearned compensation in the
consolidated balance sheets and has been completely amortized to earnings by 30 June 1993.

7. Leases

The Company leases certain machinery and equipment. manufacturing facilities. warehouses and
administrative offices with terms expiring at various dates to 2020. Typically. the Company pays property
taxes. msurance and maintenance expenses related to the leased property. The gross cost of property included
under capital leases as of 30 June 1993 and 1992 was $9.8 million and $10.4 million, respectively. The
related accumulated amortization as of 30 June 1993 and 1992 was $2.8 million and $3.1 million.
respectively. Amortization expense of property under capital leases was $.4 million in 1993. $.7 million in
1992 and $.5 mullion in 1991, Total rental expense under operating leases was $9.7 million in 1993, $8.8
mathion in 1992 and $8.2 mullion in 1991,

Operating lease commitments exclude leases with a total obligation of $21.2 million which the Company
plans to termunate as part of the restructuring plan. Minimum future obligations under leases as of 30 June
1993 are as follows (000s omitted s

Capital

Leases
194 $ L3m
1995 1400
P9 1.206
1997 IRt
199n HE LS H]
Eater Years 24100

Towal mammwm obbgaions S MLHN § 1M
ATt FCPTesCRg mteTest (21 3w —

Presenmt value of aet mimsum obhigations $ 9100
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8. Geographic Segment Information

North Asia/

{In Thousands of Dollars) America Europe Australia Eliminations  Consolidated

1993

Sales to unaffiliated customers $ 63400 495,100 $ 32,300 $ — S 590.800

Intersegment sales 31.200 242,000 480,900 (754,100) —

Net sales 94.600 737,100 513.200 (754.100) 590.800

Income tlosst from operations (42800 (304,700) (5.800) 18.700 {334,600}
Interest expense. net (17,800
Other income. net £3.600)
(Lossi before income taxes {356.000)
Identifiable assets 64.300 138,100 65,700 {2.300) 265.800

Depreciation expense 6.1 4.800 4.800 — 15,700

Capital expenditures 2,360 11,800 6.200 — 20,300

1992

Sales o unaffiliated customers 76900 S 798.500 S 35.600 — $ 911000

Intersegment sales 64,800 294.200 S86.400 (945,400 -

Net sales 141,700 1.092.700 622000 (945 4003 G11LAKIO

Income tioss) from operations (6. 100 31.40G0 (100} 6,100 31.300

Interest expense. net 14700
(rher income, et K.5K)
Income before income taxes 23,400
Identifiable assets 103,300 451.800 98,100 (6.1 647100
BPepreciation expense 7RO 6.600 3,300

Capital expenditures 8,900 5,900 13,300

1991

Sales 10 unaffiliated customers 116,100 § BRIIO § 0 S4.000 S 1047200
Imierse gment sales 82700 454,800 THLHOMG L2486 -
Net sales 192 800 1337966 765100 (1238 60K 047 200

Income doss) from operations 24,7005 74,400 (R0 24500 R Y

Interest expense. net SRR
Onher expense. net (5 MM
Income before income taxes ERAS
kdentifiable assets 137 000 %7100 626,300
Depreciation cxpense 7600 3,400 - 17.64 )
Capital expemditures ; 16,900 2.400 RER S 3]
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8. Commitments and Contingencies

In fiscal 1993 the Company completed an investigation and feasibility study regarding ground water
contamination at its semiconductor manufacturing facility in Pennsylvania. As a result of the study the
Company and a previous owner were ordered by the United States Environmental Protection Agency (EPA ) 10
remedy the comtamination. The previous owner of the facility has agreed to undertake the cleanup of the site.
Settlement discussions have taken place with the previous owner and an insurer to relieve Commaodore from
future costs related to the cleanup. Management anticipates that the settiement discussions will be concluded
tavorably.

The Company 1s a party to vanious claims and litigation matters incidental to the normal course of
business, including certain collection actions by creditors. Although it is impossible to predict the results of
specific matiers. management believes that the aggregate liabtlity, if any, for all lawsuits 10 which the
Company 1s a party. 1n excess of insurance coverage and financial statement provisions, will not have a
material adverse effect on the Company's operations or financial position.

10. Legal Settlement

During the third quarter of fiscal 1991, the Company under a court order, settled a lawsuit brought by 1ts
tormer president. The suit arose from facts surrounding the former president's employment. As a result of the
unfavorable outcome the Company paid $9.2 milhion which has been classified as an extraordinary charge in
the accompanying consohidated statement of operations.

11. Quarterly Financial Information (unaudited)

LK omsitted, e veept pet share amownts

For the Year Faded 3 June 1993 First Secomd Third Fourth Year
Net sales S OISR S 2377000 S 120900 S Tie600 S AU RIKT
Gross profit doss ) rag 25200 (16,7005 BRRR L (39 Ky EERRITIT
Income tloss before income taxes IR 76 TN 177 6011 NI P35 1KY
Income v provision ey S —— (iR i)
Net income fhoss [RER 11T 1772448 17T 00 {82 Y06 § 356 Ser)
Net mwoome Uosst per share ) LE7y 8§ (2358 (5378 1250 S i HTR
For the Year Ended 38 June 1992

Nt sahes SO0 S RTred S judein % 10T S 9liaum
Croms prod A7 1E IR XA 5.4 %m0 b 3000 RETOR 1]
frwomrme Choms b e fore o Lanes 5 KK 4220 5 MUK $ 26 MK D% we
bacome an provision (henefit) S ARl T Mu IR ITRELR (200
Net inonse o ) S Mo S 00§ ERLL T TS S 27
Mot wmcomme (e ) per share S i § 1ix 8 0128 uih6 S R

fwt & e vtamm ammemty hzve been reclunsdbivd to Comfore wilR the preswensssen for e fieal vear

by Bt

ea i T g

01 g o veds Sew Mgy 4

5 vl B o s CTUER i e

poe sair difle s frome vame of gowarters dae 1 fiss Tiaateonns i the tan'k price affecTine et vy Congmon stoc eguieatent
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REPORT OF INDEPENDENT ACCOUNTANTS

Tor the Sharcholders of Commodore International Limited:

We have audited the accompanying consolidated balance sheets of Commodore International Limited (a
Bahamian corporation} and subsidiaries (the Company} as of 30 June 1993, and the related consohidated
statements of operations, sharcholders’ deficit and cash flows for the year then ended. These tinancial
statements are the responsibility of the Company's management. Our responsibility 1s to express an opinion on
these financial statements based on our audit. The consolidated financial statements of the Company for the
vears ended 30 June 1992 and 1991 were audited by other auditors, The Company has not obtained an updated
auditors’ report on the consolidated financial statements for the vears ended 30 June 1992 and 1991,

We conducted our sudit in accordance with generally accepted auditing standards. Those standards require that
we plan and pertorm the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures i the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management. as well as evaluating the overall financial statement presentation,
We helieve that our audit provides a reasonable basis for our report.

The accompanying consolidated financial statements have been prepared on the basis of sccounting principles
apphicable 1o a going concern. As discussed in notes 1.4, and 3 to the consolidated financial statements. the
Company experienced 2 significant dechine in sales and incurred a loss of $356 miliion for the year ended 30
June 1993, and had deficit equity of $33 mitlion and deficit working capital of $107 muillion as of 30 June 19493
In addition. the Company was in default on vanous credit agreements and & mortgage loan. While the
Company 1s attempiing (0 aegotiate appropriate credit terms with suppliers and restructure its credit
arrangements with institutional lenders to altow the Company to continue normal vperations. in many of the
countries in which the Company operates. unlike the Umited States. the Company may not have the abdlity 0
seck judicial protection w prevent hguidation while It rearganizes its operations. All of these factors raise
cubstantial doubt sbout the Company's ability to continue as a going concern. Management's plans i regard t©
these matters are also described in the notes to the consolidated financial statements. The tinancial statements
do ot include any adjustments that might result from the outcome of this uncertamty

Because of the possible material effects of the uncertainty about whether the Company will continue as a going
concern discussed 0 the preceding paragraph. we are unable to express. and we do not express. an opinon on the
consobidated financial statements as of 30 June 1993 or tor the vear then ended,

lorpews W
Philadeiphia. PA

18 October 1993, except as 1o the nformation presented in paragraph 3
of Meme T tor whech the date 16 1 November 1993




SHAREHOLDER INFORMATION

Capital Stock Information

The Company's shares are listed on the New York Stock Exchange. The high and low quarterly common stock

prices for the past two fiscal vears were as follows:

Fiscal 1993
Quarters High - Low

Fiscal 1992
High - Low

tst (30 September) S10% - 6
nd (31 December) 9l ~ 63
Ied (31 March) T~ 43
& (30 June) Sl - 2

SI1SLw ~ 10im
I8 - 120k
1904~ 127

1434~ 9l

Transfer Agent and Registrar Shareholder Communication Center
Chemucal Bank (212)613-7147
PO Box 24935
Church Street Station Shares Listed
New York, New York 10249 New York Stock Exchange
(Ticker Symbol CBU)
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