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MANAGEMENT

s DiscussIioN

AND ANALYSIS OF

FinaANciIAL CONDITION AND RESULTS OF OPERATIONS’

Commodore International Limited and Subsidiaries

This review should be read in conjunction with
the consolidated financial statements and related
notes beginning on page 17 of this annual report.

Sales

Commodore’s net sales decreased 13% in fiscal
1992 to $911 million compared with $1,047 mil-
lion in fiscal 1991 and $887 in fiscal 1990. The
decline in fiscal 1992 occurred during the last six
months of the year primarily due to economic soft-
ness throughout the European consumer markets,

The Amiga product line, including CDTV, has
steadily increased to 63% of net sales in fiscal
1992 compared with 56% in fiscal 1991 and 53%
in fiscal 1990. Unit sales of Amiga computers
increased 17% in fiscal 1992 to slightly over
1 million units. This increase is attributed to
the introduction of the Amiga 600 and increased
demand for the Professional Amiga 3000, Unit
sales of Amiga computers increased 38% in fiscal
1991 and 26% in fiscal 1990. Although unit sales
of Amiga computers increased in fiscal 1992, net
sales declined 1% due to a significant decrease in
sales of peripherals, such as monitors, and pricing
reductions. Revenues of the Amiga product line
increased by 23% in fiscal 1991 and 11% in
fiscal 1990.

MS-DOS PC compatible products contributed
24% of net sales in fiscal 1992 compared with
28% in fiscal 1991 and 29% in fiscal 1990. As a
result of the discontinuation of low-end XT and
AT PCs, unit sales declined 23% in fiscal 1992
and revenues declined a similar amount. In fiscal
1991, unit sales declined 3% but revenues
increased 14% due to a shift to higher-end prod-
ucts. In fiscal 1990, unit sales declined 9% while
revenues increased 14%.

In fiscal 1992, C64 unit sales declined 21% to
slightly more than 650,000 units compared with
over 800,000 units in fiscal 1991. Due to contin-
ued price reductions, revenues decreased 34% in
fiscal 1992 and C64 products accounted for 13%
of total revenues compared with 16% in fiscal
1991 and 18% in fiscal 1990. Revenues from C64
products increased 4% in fiscal 1991 due to a unit
sales increase of approximately 100,000 units off-
set by price reductions. Revenues from C64 prod-
ucts decreased 45% in fiscal 1990 due to a unit
sales decrease of approximately 300,000 units.
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Geographically, European markets accounted
for 88% of net sales in fiscal 1992 compared with
84% in fiscal 1991 and 75% in fiscal 1990. How-
ever, European sales decreased 10% in fiscal 1992
compared with an increase of 33% in fiscal 1991
and 2% in fiscal 1990. North American sales con-
tinued to decline in fiscal 1992 and accounted for
8% of sales compared with 11% in fiscal 1991
and 18% in fiscal 1990. Australia/Asia sales also
continued to decline in fiscal 1992 and accounted
for 4% of sales compared with 5% in fiscal 1991
and 7% in fiscal 1990.

The U.S. dollar fluctuated in relation to Euro-
pean currencies during fiscal 1992 with a mixed
impact on reported sales. The effect of currency
movements decreased reported sales during the
first two quarters of fiscal 1992 and increased
reported sales during the fourth quarter, with only
a nominal impact on sales for the third quarter.
The dollar value of sales for fiscal 1992 would
have been approximately $25 million higher if
prior year exchange rates had been in effect. In
fiscal 1991, the effect of currency movements
increased reported sales during the first three quar-
ters but decreased reported sales during the fourth
quarter. The dollar value of sales for fiscal 1991
would have been approximately $94 million
lower if prior year exchange rates had been in
effect. In fiscal 1990, the fluctuation of the U.S.
dollar versus European currencies had an unfavor-
able impact on reported sales during the first two
quarters but increased reported sales during the
last two quarters. The dollar value of sales for fis-
cal 1990 would have been approximately $8 mil-
lion lower if 1989 exchange rates had been in
effect. Since a substantial portion of the Com- -
pany’s sales are denominated in European curren-
cies, reported U.S. dollar sales will continue to be
affected by the strengthening or weakening of the
U.S. dollar versus European currencies. The strong
sales and profits in the second quarter of each
year reflect the seasonal impact of Christmas.


















CONSOLIDATED STATEMENTS OF

CaAasH FLows

Commodore International Limited and Subsidiaries
(In Thousands of Dollars)

Year Ended 30 June

1992 1991 1990

Cash Flows from Operating Activities:
Net income
Adjustments to reconcile net income to net cash provided
by (used for) operating activities:
Depreciation and amortization
Deferred income taxes '
Provision for doubtful accounts receivable
{Gain) on property dispositions
(Gain) on investment dispositions
Other noncash items
Changes in assets and liabilities:
(Increase) in accounts receivable
Decrease in inventories
(Increase) decrease in other current assets
Increase (decrease) in accounts payable
{Decrease) in accrued liabilities

$ 27,600 $48,200 $ 1,500

25200 21,600 14,800
(100) (100) (1,600
4,600 7,300 2,500
(7,600) — -
(6,700) — —
(500) 300 900

(4,700)  (20,000) (33,200)
14,800 18,000 14,300
(2,200) 1,000 (1,500)
(6,200) 100 22,300
(11,700)  (24,500)  (22,900)

Net cash provided by (used for) operating activities

32,500 51,900 (2,900)

Cash Flows from Investing Activities:
Capital expenditures
Cash received on property dispositions
Cash received on investment dispositions
Other investment activities

(25,100) (27,900) - (18,600)
13,600 — -

7,200 -

(7,500) (7,600) (4,900)

Net cash (used for) investing activities

(11,800) (35,500) (23,500)

Cash Flows from Financing Activities:
Net short-term borrowings (repayments)
Proceeds from issuance of common stock
Purchase of treasury stock
Repurchase of warrants
Proceeds from issuance of long-term debt
(Payments) of long-term debt

53,100  (11,700) 1,200

2,500 1,600 100

(200) (300) (200)
— (4,500) —
18,700 1,600

(93,100) (13,300) (14,400)

Net cash (used for) financing activities

Effect of exchange rate changes on cash and cash equivalents

(700) (2,100 2,400

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents —beginning of year

)
(19,000) (28,200) (11,700)

)

)

1,000 (13,900) (35,700)
64,500 78,400 114,100

Cash and cash equivalents—end of year

$ 65,500 $ 64,500 $ 78,400

Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest
Income taxes
Non-cash financing transaction:

Issuance of 120,000 and 650,000 shares of restricted common
stock, in fiscal 1991 and 1990 respectively, pursuant to stock

incentive plan
Unearned compensation recorded from above transactions

$ 18,500 $ 22,700 $ 20,100
7,000 6,600 6,500

— 2,100 7,100
— (2,100)  (7,100)

The accompanying notes are an integral part of these statements.
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NoTEs 17T0 CONSOLIDATED FINANCIAL STATEMENTS

Commodore International Limited and Subsidiaries
30 June 1992

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 incurred. 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 tax rules
and regulations of the many taxing jurisdictions where the income is earned. The income tax rates
imposed by these taxing jurisdictions vary substantially. Taxable income may differ from pretax income
for financial accounting purposes. Deferred taxes are based on the estimated future tax effects of differ-
ences between the financial statements and tax bases of assets and liabilities. The Company does not
provide income taxes on undistributed earnings of foreign subsidiaries which are permanently reinvested.

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

Effective 1 July 1991, the Company implemented the provisions of Statement of Financial Accounting
Standards (Statement) No. 109, “Accounting for Income Taxes.” Statement No. 109 utilizes the liability
method of accounting for income taxes. The effect of adopting Statement No. 109 was not significant.

Revenue Recognition

Sales are recognized when products are shipped or title is transferred to the customer, net of
allowances for estimated returns and discounts. Anticipated warranty costs are provided in the same
period in which the corresponding revenues are generated.

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

Foreign Exchange Contracts

The Company periodically enters into foreign exchange contracts to hedge financial statement amounts
denominated in foreign currencies. Gains and losses related 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 fourth
quarter of 1992, $5.7 million of such losses were recorded as translation adjustments. At 30 June 1992,
the Company had contracts maturing through 31 December 1992 to sell $85 million of German Deutsche
Marks and $35 million of British Pounds Sterling and contracts maturing through 20 August 1992 to
purchase $12 million of Japanese Yen.

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 aver-
age number of shares used to compute earnings per share was 33,593,000, 33,163,000 and 32,388,000
in 1992, 1991 and 1990, respectively. Net income per share is equivalent to fully diluted earnings per share.

Reclassifications
Certain 1991 financial statement amounts have been reclassified to conform with the 1992 presentation.
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NoTEsS To CONSOLIDATED FINANCIAL STATEMENTS

Commaodore International Limited and Subsidiaries
30 June 1992

4. Long-Term Debt

(000s omitted) , 30 June
1992 1991
Senior notes, 11.0% due through March 1993 $ 5,000 $ 10,000
Senior notes, 10.75% due through March 1995 37,500 50,000
Subordinated notes, 12.0% due through March 1994 16,000 24,000
Deutsche Mark debentures - 55,200
Secured equipment loans, 7.52% to 9.59%, due through 2001 15,800 —
Real estate mortgages, 7.25% to 17.0% due through 2006 5,800 3,200
Capirtalized lease obligations averaging 12.4% (1991—12.5%) due through 2020 9,700 10,000
89,800 152,400
Current Portion (29,500) (81,400)

$ 60,300 $ 71,000

In May 1987, the Company issued $20 million of senior notes and $40 million of subordinated notes
with warrants to purchase 2,250,000 shares of capital stock to an insurance company. The warrants are
exercisable at $11.40 per share until March 1994. The Company repurchased 750,000 warrants in March
1989 for $4.5 million and an additional 750,000 warrants in April 1991 for $4.5 million. In August
1988, the Company issued an additional $50 million of senior notes to two insurance companies.

The senior and subordinated note agreements contain various covenants which, among others, provide
for the maintenance of a minimum level of net worth and contain restrictions on the amount of dividends
which may be declared or paid. Under the terms of the agreements, dividends are restricted to 50% of
consolidated net earnings subsequent to 1 January, 1989 as defined.

Approximate annual maturities of long-term debt as of 30 June 1992 are as follows (000s omitted):

1993 $29,500
1994 23,800
1995 » 14,500
1996 1,900
1997 1,300
Later Years 18,800

$89,800

5. Capital Stock

As of 30 June 1992, the following shares of capital stock were reserved for future issuance:

Stock Incentive Plan 3,979,063
Warrants (See Note 4) 750,000

The Stock Incentive Plan for Key Employees provides for certain key employees to receive grants or
options to purchase up to 6,000,000 shares of the Company’s capital stock. Although the Plan allows
for non-qualified stock options to be granted at a price below the market value, all options have been
granted at the fair market value at the date of grant except for options for 300,000 shares, granted to
an officer at a price of $7.25, which was below the fair market value at the date of the grant. Options
granted under the Plan expire ten years from the date of grant and outstanding options granted before
1 January 1989 are exercisable in annual increments of 33%3% beginning one year from the date of grant.
Options granted after 31 December 1988 are exercisable in annual increments of 25% beginning one year
from date of the grant. As of 30 June 1992, options were held by 78 employees and range in exercise
price from $5.75 to $15.625. These options expire on various dates from February 1996 to May 2002.
Options for 666,000 shares were exercisable as of 30 June 1992. Option activity during 1991 and 1992
was as follows:
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NoTESs ToO

CONSOLIDATED

FiINANCIAL

STATEMENTS

Commodore International Limited and Subsidiaries
30 June 1992

7. Geographic Segment Information

North Asia/
(In Thousands of Dollars) America “Europe  Australia  Eliminations  Consolidated
1992
Sales to unaffiliated customers $ 76,900 $ 798,500 § 35,600 §$ — $ 911,000
Intersegment sales 64,800 294,200 586,400 (945,400) —
Net sales 141,700 1,092,700 622,000 (945,400) 911,000
Income (loss) from operations (6,100) 31,400 (100) 6,100 31,300
Interest expense, net (14,700)
Other income, net 8,800
Income before income taxes 25,400
Identifiable assets 103,300 451,800 98,100 (6,100) 647,100
Depreciation expense 7,800 6,600 3,300 — 17,700
Capital expenditures 5,900 5,900 13,300 — 25,100
1991
Sales to unaffiliated customers $110,100 $ 883,100 §$ 54,000 $ — $1,047,200
Intersegment sales 82,700 454,800 711,100 (1,248,600) —
Net sales 192,800 1,337,900 765,100 (1,248,600) 1,047,200
Income (loss) from operations (24,700) 74,400 (800) 24,500 73,400
Interest expense, net (15,400)
Other expense, net _ (5,400)
Income before income taxes 52,600
Identifiable assets 137,000 414,400 87,100 (12,100) 626,400
Depreciation expense 7,600 6,600 3,400 — 17,600
Capital expenditures 16,900 8,600 2,400 — 27,900
1990 _
Sales to unaffiliated customers $163,500 $ 662,800 $ 61,000 § — $ 887,300
Intersegment sales 95,600 442,200 624,200 (1,162,000) —
Net sales 259,100 1,105,000 685,200 (1,162,000) 887,300
Income (loss) from operations (17,700) 28,600 2,100 (6,200) 6,800
Interest expense, net (12,800)
Other expense, net (2,500)
Loss before income taxes (8,500)
Identifiable assets 158,500 423,800 103,500 (36,600) 649,200
Depreciation expense 6,600 4,900 3,300 - 14,800
Capital expenditures 7,000 8,000 3,600 - 18,600
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REPORT OF INDEPENDENT PuBLIC ACCOUNTANTS\

]

To the Shareholders of Commodore International Limited:

We have audited the accompanying consolidated balance sheets of Commodore International Limited
(a Bahamian corporation) and subsidiaries as of 30 June 1992 and 1991, and the related consolidated
statements of income, shareholders’ equity and cash flows for each of the three years in the period ended
30 June 1992. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Commodore International Limited and subsidiaries as of 30 June 1992 and 1991,
and the results of their operations and cash flows for each of the three years in the period ended 30 June
1992, in conformity with generally accepted accounting principles.

Philadelphia, PA ﬁ/y%«ﬁ /QW q’&f

17 August 1992

SHAREHOLDER INFORMATION

Capital Stock Information

The Company’s shares are listed on the New York Stock Exchange. The high and low quarterly com-
mon stock prices for the past two fiscal years were as follows:

Fiscal 1992 Fiscal 1991
Quarters High —Low High —-Low
st - (30 September) $15Y%—10"% $8 — 4%
2nd (31 December) 18 —-12% 11756~ 4%
3rd (31 March) 19Y3—=127/s 19Ya— 834
4th (30 June) 14%:i— 92 21'5-107%s
Transfer Agent and Registrar Shareholder Communication Center
Chemical Bank (212) 613-7147
P.O. Box 24935 .
Church Street Station Shares Listed
New York, New York 10249 New York Stock Exchange

(Ticker Symbol CBU)
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