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LETTER TO SHAREHOLDERS

To Our Shareholders:

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

Overall Commodore's net sales decreased 35% in fiscal 1993 to $591 million. Amiga revenues declined
40%, while PC revenues increased 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 over 50% and
operating expenses were reduced by almost two thirds. The foregoing restructuring actions contributed
significantly to the net loss for the year of $356 million. However, these restructuring actions are expected to
position Commodore for improved financial performance going forward.

With the deteriorating financial condition and the deficit in net worth of $53 million 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 successful 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 successful financial restructuring.

ety /e

Irving Gould Mehdi R. Ali
Chairman of the Board President
and Chief Executive Officer

17 December 1993



























NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Commodore International Limited and Subsidiaries
30 June 1993

1. Basis of Presentation

For the fiscal year 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
balance is included in cost of sales. The loss has resulted in deficit equity of $53 million and deficit working
capital of $107 million as of 30 June 1993.

The Company's consolidated financial statements have been prepared on the basis of accounting principles
applicable to a "going concern”, which contemplates continuity of the Company's operations and the
realization of its assets and the payment of its liabilities in the ordinary course of business. However, the
Company's financial position and operating results raise substantial doubts about the Company'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 to focus exclusively on Amiga products. A new Amiga
CD32 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 it is expected that the total expenses for fiscal 1994 will be
significantly below fiscal 1993,

The Company is attempting to negotiate appropriate credit terms with suppliers who have restricted the
Company's credit and intends to 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.

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

2. Summary of Accounting Policies

Commodore International Limited is incorporated in the Bahamas. The consolidated financial statements
of Commodore International Limited and Subsidiaries (the Company) have been prepared in accordance with
accounting principles generally accepted in the United States. Within those principles, the Company's more
important accounting policies are set forth below.

Principles of Consolidation
The consolidated financial statements include the accounts of all majority-owned subsidiaries. All
significant intercompany transactions have been eliminated.

Translation of Non-U.S. Currencies

Assets and liabilities recorded in functional currencies other than U.S. dollars are translated at current
exchange rates. The resulting adjustments are charged or credited directly to cumulative translation
adjustment in the shareholders’ equity section of the consolidated balance sheets. Sales and expenses are
translated at the weighted average exchange rates for the period. Foreign currency transaction gains and
losses are included in income in the period in which they occur. Foreign currency transaction gains (losses)
were $(28.1) million, $16.5 million, and $(10.2) million for fiscal 1993, 1992 and 1991, respectively.

Cash and Cash Equivalents
The Company has included cash, overnight deposits and time deposits with maturities less than 91 days as
cash and cash equivalents.

10

—






NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Commodore International Limited and Subsidiaries
30 June 1993

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 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 earnings 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 fully diluted earnings per share.

3. Income Taxes

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

1993 1992 1991
Current:
U.S. Federal $ — s — $ -
Non-U.S. and other sngQ (2.200) (4,700)
Subtotal su) (0 200) (4,700)
Deferred:
U.S. Federal — — —
Non-U.S. and other — i — (100)
Subtotal — — (100)
Total {  S00 {2 20M 4r4,800)

Non-U.S. earnings (losses) 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 in business in countries with statutory rates ranging from
zero to approximately 60%. As a result, the Company's effective tax rate may vary year to year depending
upon the operating results 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 in certain countries with high tax rates (without currently recoverable tax benefits) and
income in countries with low or zero statutory rates.

Certain of the Company's non-U.S. subsidiaries are undergoing audits by their respective tax authorities
for various fiscal years. In fiscal 1992, the Company resolved tax disputes in the U.S. for the fiscal years 1981
through 1986 and in Italy for the fiscal years 1982 through 1984. In October 1993 the Company received a
favorable ruling in the Japanese tax case. The total refund is $20 million plus interest.

In the fourth quarters of fiscal 1992 and 1991. after consultation with tax counsel concerning the likely
outcome of certain tax audits and litigation, the Company reduced by $3 million and $8 million, respectively,
income tax accruals no longer considered necessary to meet the probable liabilities in those proceedings.


















REPORT OF INDEPENDENT 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 (the Company) as of 30 June 1993, and the related consolidated
statements of operations, shareholders' deficit and cash flows for the year then ended. 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 audit. The consolidated financial statements of the Company for the
years 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 years ended 30 June 1992 and 1991.

We conducted our audit 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 supporting 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 audit provides a reasonable basis for our report.

The accompanying consolidated financial statements have been prepared on the basis of accounting principles
applicable to a going concern. As discussed in notes 1, 4, and 5 to the consolidated financial statements, the
Company experienced a significant decline in sales and incurred a loss of $356 million for the year ended 30
June 1993, and had deficit equity of $53 million and deficit working capital of $107 million as of 30 June 1993.
In addition, the Company was in default on various credit agreements and a mortgage loan. While the
Company is attempting to negotiate appropriate credit terms with suppliers and restructure its credit
arrangements with institutional lenders to allow the Company to continue normal operations, in many of the
countries in which the Company operates, unlike the United States, the Company may not have the ability to
seek judicial protection to prevent liquidation while it reorganizes its operations. All of these factors raise
substantial doubt about the Company's ability to continue as a going concern. Management's plans in regard to
these matters are also described in the notes to the consolidated financial statements. The financial statements
do not include any adjustments that might result from the outcome of this uncertainty.

Because of the possible material effects of the uncertainty about whether the Company will continue as a going
concern discussed in the preceding paragraph, we are unable to express, and we do not express, an opinion on the
consolidated financial statements as of 30 June 1993 or for the year then ended.

A é frarndl
W‘d ¥
Philadelphia, PA

18 October 1993, except as to the information presented in paragraph 3
of Note 5, for which the date is 1 November 1993
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