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THE SCO GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Restricted cas
Available-for-sale marketable securiti
Accounts receivable, net of allowance for doubdfttounts of $87 and $106, respectiy
Other

Total current asse

PROPERTY AND EQUIPMENT
Computer and office equipme
Leasehold improvemen
Furniture and fixture

Less accumulated depreciation and amortize
Net property and equipme

OTHER ASSETS

Total asset

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payabl
Payable to Novell, Inc
Accrued payroll and benefi
Accrued liabilities
Deferred revenu
Royalties payabl
Income taxes payab

Total current liabilities

LONG-TERM LIABILITIES

COMMITMENTS AND CONTINGENCIES (Note 3

STOCKHOLDERY EQUITY:

Common stock, $0.001 par value; 45,000 shares ap 21,782 and 21,391 shares outstanding,

respectively
Additional paic-in capital
Common stock held in treasury, 297 sh:
Warrants outstandin
Accumulated other comprehensive inca
Accumulated defici

Total stockholdel equity

Total liabilities and stockholde’ equity

See accompanying notes to condensed consolidaigucial statements.
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July 31, October 31
2007 2006
$ 7,39 $ 5,36¢

3,02( 8,02¢
— 2,24¢
3,13¢ 5,12
1,32¢ 1,514
14,87 22,27¢
1,99( 2,25¢
26€ 31€

78 78
2,33/ 2,65:
(1,916 (2,045
41€ 60¢

504 522

$ 15,79¢ $ 23,40¢
$ 1,94 $ 2,33¢
431 2,97¢
1,38( 2,507
2,80¢ 3,05¢
2,561 2,99¢
24¢ 43¢

767 82C
10,13 15,13¢
18¢€ 192

22 21
262,15¢ 260,25¢
(2,446 (2,446)
85€ 85€

98¢€ 932
(256,10%) (251,54()
5,471 8,08z

$ 15,79¢ $ 23,40¢
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THE SCO GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(in thousands, except per share data)

Three Months Ended July & Nine Months Ended July 3
2007 2006 2007 2006
REVENUE:
Products $ 3,69( $ 6,201 $13,45: $ 17,90¢
SCOsource licensin — 31 23 95
Services 99¢€ 1,18¢ 3,241 3,891
Total revenue 4,68€ 7,421 16,71t 21,89(
COST OF REVENUE
Products 32¢ 47¢ 1,041 1,55¢
SCOsource licensin 1,15¢ 2,31t 2,87¢ 10,081
Services 44¢ 66€ 1,55¢ 2,012
Total cost of revenu 1,93: 3,45¢ 5,47( 13,65¢
GROSS MARGIN 2,758 3,96: 11,24¢ 8,23
OPERATING EXPENSES
Sales and marketir 2,463 3,111 7,29¢ 8,65¢
Research and developmt 1,42¢ 2,02¢ 4,73 5,78¢
General and administratiy 1,371 1,82¢ 4,051 5,13¢
Amortization of intangible: — 593 — 1,77¢
Total operating expens 5,26¢ 7,562 16,08 21,35¢
LOSS FROM OPERATION! (2,517 (3,600 (4,839 (13,127
EQUITY IN INCOME (LOSS) OF AFFILIATE 9 — 11E (8)
OTHER INCOME (EXPENSE)
Interest incom: 112 191 351 54z
Other income (expense), r 20 (69 29 46
Total other income, ne 132 127 38( 58€
LOSS BEFORE PROVISION FOR INCOME TAXE (2,370 (3,479 (4,349 (12,54%)
PROVISION FOR INCOME TAXES (28) (107) (221) (30¢)
NET LOSS $ (2,39% $ (3,580 $ (4,565 $(12,859
BASIC AND DILUTED NET LOSS PER COMMON SHAR $ (0.1 $ (0.19) $ (0.2 $ (0.62)
WEIGHTED AVERAGE BASIC AND DILUTED COMMON SHARES
OUTSTANDING 21,37: 21,06 21,26« 20,70
OTHER COMPREHENSIVE LOS¢
Net loss $ (2,39¢) $ (3,580 $ (4,565) $(12,85%)
Foreign currency translation adjustm 21 37 54 57
Unrealized gain on availal-for-sale marketable securiti — 4 — 49
COMPREHENSIVE LOS¢ $ (2,3779) $ (3,539 $ (4,51)) $(12,749)

See accompanying notes to condensed consolidaiucial statements.
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THE SCO GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Stocl-based compensatic
Depreciation and amortizatic
Loss on disposition of lor-lived asset:
Equity in (income) loss of affiliat
Amortization of intangibles (including $0 and $283assified as cost of SCOsource licensing reve
Changes in operating assets and liabilii
Restricted cas
Accounts receivable, n
Other current asse
Accounts payabl
Accrued payroll and benefi
Accrued liabilities
Deferred revenu
Royalties payabl
Income taxes payab
Long-term liabilities
Net cash used in operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipm
Dividend receivec
Purchase of availak-for-sale marketable securiti
Proceeds from sale of availa-for-sale marketable securiti

Net cash provided by investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of common stock through emplet@ek purchase progra
Proceeds from exercise of common stock opt
Repurchase of common sta
Proceeds from sale of common stock in a privategoteent, net of issuance co

Net cash provided by financing activiti
NET INCREASE IN CASH AND CASH EQUIVALENT¢

EFFECT OF FOREIGN EXCHANGE RATES ON CAS
CASH AND CASH EQUIVALENTS, beginning of peric

CASH AND CASH EQUIVALENTS, end of perio

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO!
Cash paid for income tax
SUPPLEMENTAL SCHEDULE OF NONCASH FINANCING ACTIVIEHS:

Decrease in common stock subject to rescis

See accompanying notes to condensed consolidaiucial statements.
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Nine Months Ended July 3

2007
$ (4,565

1,407
23¢
35
(115)

2,457
1,99(
31¢
(394
(1,127
(254)
(432)
(190)
(53)
6
(690)

(81)

2,24¢
2,16¢

©¥
=
al
(gn)

2006
$(12,859)

1,32
22¢

8

8
2,03(

1,31¢
2,271
734
42
(922)
(31)
(96€)
(134)
13
(111)
(7,050

(265)
30¢
(6,44)
7,507
1,10¢

61c
35

(32
9,80¢
10,42t

4,48¢
108
4,272

$ 8,861

$ (1,019
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THE SCO GROUP, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

(1) ORGANIZATION AND DESCRIPTION OF BUSINESS

The business of The SCO Group, Inc. (the “Camyp) focuses on marketing reliable, cost-effectildX software products and related
services for the small-to-medium sized businesketas well as replicated site franchises of F&t@00 companies. The Company has
operations in a number of countries that providepstt services to customers and resellers. The @oynacquired certain intellectual
property rights surrounding UNIX and UNIX Systens®durce code in May 2001 from The Santa Cruz Omeraburing the year ended
October 31, 2003, the Company initiated its SCOsmbusiness to protect and defend its UNIX intéllacproperty rights.

The Company incurred a net loss of $4,565f00¢he nine months ended July 31, 2007, and, duhat same period, used cash of
$690,000 in its operating activities. As of July, 2007, the Company had a total of $7,393,000 & @nd cash equivalents and $3,020,0(
restricted cash, of which $2,589,000 is designtdgahy for experts, consultants and other cost®imection with the litigation between the
Company and IBM, Novell and Red Hat (the “SCO latign”), and the remaining $431,000 of restrictaditis payable to Novell for its
retained binary royalty stream.

On August 10, 2007, the federal judge overggttie Company’s lawsuit with Novell, Inc. (“Novglruled in favor of Novell on several of
the summary judgment motions that were before thiéed States District Court in Utah (the “CourtThe effect of these rulings was to
significantly reduce or to eliminate certain of thempany’s claims in both the Novell and IBM cases] possibly others. The Court ruled
that Novell was the owner of the UNIX and UnixWamgyrights that existed at the time of the 1995eA8xrchase Agreement and that
Novell retained broad rights to waive the Com(’'s contract claims against IBM. The Company wasdctid to accept Novell's waiver of its
UNIX contract claims against IBM. In addition, tB®urt determined that certain SCOsource licensgrgeaments that the Company executed
in fiscal year 2003 included SVRx technology arat the Company was required to remit some portidheproceeds to Novell. Over the
Company’s objection, a bench trial was set to begilseptember 17, 2007 and the federal judge wdsteymine what portion, if any, of the
proceeds of the fiscal year 2003 SCOsource agresrseattributable to SVRx technology and shoulddreitted to Novell. The range of the
payment to Novell could have been from a de minammunt to in excess of $30,000,000, the latteruarhbeing the amount claimed by
Novell, including interest. Novell has sought tguimse a constructive trust on the Comy’s current funds derived from these sources, which
could result in a freeze of the Company’s asseis tlae Court indicated that it would address thstié as well. The trial of these issues,
however, was stayed as a result of the Comparlirig fa voluntary petition for relief under Chapfer of the Bankruptcy Code on
September 14, 2007. The Company’s management aad B6 Directors determined that filing for relighider Chapter 11 of the United
States Bankruptcy Code was appropriate and negegsan result of both the Court’'s August 10, 200ithg and the Company’s entry into
Chapter 11, there is substantial doubt about thregamy’s ability to continue as a going concern. éis significant cash payment to Novell
for this matter, management believes it is remiodt the undiscounted future cash flows generatatidoZompany would not be sufficient to
recover the carrying values of the long-lived assetr their expected remaining useful lives. Hosveif a significant cash payment is
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required, or significant assets are put under atcoctive trust, the carrying amount of the Compsuigng-lived assets may not be recovered.
The accompanying financial statements do not irekuly adjustments that might result from the outeoifithese uncertainties.

The Company intends to maintain business tipasathroughout the bankruptcy case. Subjected#nkruptcy Court’s approval, the
Company will use its cash, cash equivalents, itstticash and subsequent cash inflows to meebitsig capital needs throughout the
reorganization process.

(2) SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited condensed consetidenancial statements have been prepared bgdngpany pursuant to the rules and
regulations of the Securities and Exchange Comons$SEC”) on a basis consistent with the Compaiyidited annual financial statements
and, in the opinion of management, reflect all atients, consisting only of normal recurring adpestts, necessary to present fairly the
financial information set forth therein. Certairidrmation and note disclosures normally includefinancial statements prepared in
accordance with U.S. generally accepted accoumptimgiples have been condensed or omitted purgoe®EC rules and regulations,
although the Company believes that the followirgcltisures, when read in conjunction with the additenual financial statements and the
notes thereto included in the Company’s most reaential report on Form 10-K, are adequate to ntadénformation presented not
misleading. Operating results for the three ané mionths ended July 31, 2007 are not necessatlilgaitive of the operating results that may
be expected for the year ending October 31, 2007.

Use of Estimates in the Preparation of Financial $tements

The preparation of financial statements infeanity with U.S. generally accepted accountingipiples requires management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosur@atingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenue and expenses during the reportinggeriActual results could differ from
these estimates. The Company’s critical accourgoigies and estimates include: revenue recognitlawances for doubtful accounts
receivable, useful lives and impairment of longetivassets, litigation reserves, and valuation @ifmes against deferred income tax assets.

Revenue Recognition

The Company recognizes revenue in accordaitbeStatement of Position (“SOP”) 97-2, as modifsdSOP 98-9. The Company’s
revenue has historically been from three souréeprdduct license revenue, primarily from prodsates to resellers, end users and original
equipment manufacturers (“OEMSs”); (ii) technicapport service revenue, primarily from providinghaical support and consulting services
to end users; and (iii) revenue from SCOsourcenfivey.

The Company recognizes product revenue upipmahmt if a signed contract exists, the fee isdive determinable, collection of the
resulting receivable is probable and product retame reasonably estimable.

The majority of the Company'’s revenue trarnisastrelate to product-only sales. On occasionCbmpany has revenue transactions that
have multiple elements (such as software produwddnitenance, technical support services, and s#regices). For software agreements
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that have multiple elements, the Company allocatesnue to each component of the contract baséigeorelative fair value of the elements.
The fair value of each element is based on vengleeiic objective evidence (“VSOE"). VSOE is esfabkd when such elements are sold
separately. The Company recognizes revenue wheerithdga for product revenue recognition set fabove have been met. If VSOE of all
undelivered elements exists, but VSOE does not &di®ne or more delivered elements, then revesuecognized using the residual
method. Under the residual method, the fair valub@ undelivered elements is deferred and the irdngaportion of the license fee is
recognized as revenue in the period when persuasidence of an arrangement is obtained assumiinghelr revenue recognition criteria
met.

The Company recognizes product revenue froi©®&hen the software is sold by the OEM to an eseFeustomer. Revenue from
technical support services and consulting senicescognized as the related services are perfarRedznue for maintenance is recognized
ratably over the maintenance period.

The Company considers an arrangement with payterms longer than the Company’s normal busipesgice not to be fixed or
determinable and revenue is recognized when thedeemes due. The Company typically provides stotkion rights for sales made
through its distribution channel and sales to iiators are recognized upon shipment by the distoibto end users. For direct sales not
through the Company’s distribution channel, salestygpically non-refundable and n@ancelable. The Company estimates its productie
based on historical experience and maintains awalce for estimated returns, which is recordea @zluction to accounts receivable and
revenue.

The Company’s SCOsource revenue to date hexs frémarily generated from agreements to utilie@ompany’s UNIX source code as
well as from intellectual property agreements. Tmenpany recognizes revenue from SCOsource agresméen a signed contract exists,
the fee is fixed or determinable, collection of teeeivable is probable and delivery has occulfatie payment terms extend beyond the
Company’s normal payment terms, revenue is recegras the payments become due.

Cash and Cash Equivalents

The Company considers all investments purchest original maturities of three or fewer montbsbe cash equivalents. Cash
equivalents were $4,146,000 and $2,555,000 aslpf3L 2007 and October 31, 2006, respectively hQeas $3,247,000 and $2,814,000 as
of July 31, 2007 and October 31, 2006, respectivEhe Company has $100,000 of cash that is fegarallred. All remaining amounts of
cash and cash equivalents as well as restrictédecased federally insured limits.

Available-for-Sale Marketable Securities

Available-for-sale marketable securities @eorded at fair market value, based on quoted rarlees, and unrealized gains and losses
are recorded as a component of comprehensiveResdized gains and losses, which are calculateetbas the specific-identification
method, are recorded in operations as incurredil#@bla-for-sale marketable securities totaled $0 $2,249,000 as of July 31, 2007 and
October 31, 2006, respectively.

Net Loss Per Common Share

Basic net income or loss per common sharegftBa&PS”) is computed by dividing net income osslby the weighted average number of
common shares outstanding. Diluted net incomess peer common share (“Diluted EPS”) is computediliding net income or loss by the
sum of the weighted average number of common sloarissanding and the dilutive
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potential common share equivalents then outstanéiatgntial common share equivalents consist ofvitighted average number of shares
issuable upon the exercise of outstanding stodbmpaind warrants to acquire common stock. If dijtthe Company computes Diluted E
using the treasury stock method.

Due to the fact that for all periods presentked Company has incurred net losses, common slgaiealents of 5,646,000 and 5,080,000
for the three and nine months ended July 31, 28d72806, respectively, are not included in thewdakon of diluted net loss per common
share because they are anti-dilutive.

(3) COMMITMENTS AND CONTINGENCIES
Litigation
IBM Corporation

On or about March 6, 2003, the Company fileilvd complaint against IBM. The case is pendinghie United States District Court for 1
District of Utah, styled The SCO Group, Inc. v.dmtational Business Machines Corporation, Civil R®3CV0294. In this action, the
Company claims that IBM breached its UNIX sourcdecticenses (both the IBM and Sequent ComputereSystinc. (“Sequent”) licenses)
by disclosing restricted information concerning th€lX source code and derivative works and relatéoimation in connection with its
efforts to promote the Linux operating system. Twenpany’s complaint includes, among other thinggnts for breach of contract, unfair
competition, tortious interference and copyrigtitimgement. The Company is seeking damages in auatio be proven at trial and seeking
injunctive relief.

On or about March 6, 2003, the Company natif@M that IBM was not in compliance with the Conmg& UNIX source code license
agreement and on or about June 13, 2003, the Conujgdinered to IBM a notice of termination of thegreement, which underlies IBM’s
AIX software. On or about August 11, 2003, the Campsent a similar notice terminating the Sequeutce code license. IBM disputes the
Company’s right to terminate those licenses. Inethent the Company'’s termination of those liceniseslid, the Company believes IBM is
exposed to substantial damages and injunctivef @iens based on its continued use and distrilnutiothe AlX operating system. On Jun
2003, Novell sent the Company a notice purporting/aive the Company’s claims against IBM regardiadicense breaches.

On February 27, 2004, the Company filed asé@nended complaint which alleges 9 causes dfrathiat are similar to those set forth
above, adds a new claim for copyright infringement] removes the claim for misappropriation of éradcrets. IBM filed an answer and 14
counterclaims. Among other things, IBM has assdittatithe Company does not have the right to teateifBM’s UNIX license and IBM ha
claimed that the Company has breached the GNU GERablic License and has infringed certain pataetd by IBM. IBM’s counterclaims
include claims for breach of contract, violationtieé Lanham Act, unfair competition, intentionakirierence with prospective economic
relations, unfair and deceptive trade practicesmissory estoppel, patent infringement and a datday judgment claim for noimfringement
of copyrights. On October 6, 2005, IBM voluntarilismissed with prejudice its claims for patentimjement.

On December 22, 2005, the Company filed amalous report detailing IBM’s misuse of the Compamyroprietary material. The
Company’s December 2005 report included 293 tasalalsures, which the Company claims violate itstactual rights and copyrights.
These reports and the disclosures identified aedhult of analysis from experienced outside teehconsultants.
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On February 13, 2006, IBM filed a motion wikte court seeking to limit the Company’s claimsesforth in the December 2005 report.
IBM argued that of the 293 items the Company hadtified, 201 did not meet the level of specifigigguired by the Court. IBM requested
that the Company be limited to 93 items set fantthe December 2005 filing, which IBM claims mdw®t tequired level of specificity. On
June 28, 2006, the Magistrate Judge issued a rsiiiigng over 180 of the technology disclosuresligmged by the Company from the case.
This ruling is a limitation of the number of tectogy disclosures the Company challenged in its Ddasr 2005 filing, but means that over
100 of the challenged items remain in the caseJn13, 2006, the Company filed objections toMeagistrate Judge’s order with the
District Court; those objections challenged thecpss and the result embodied in the MagistrateeJsagder. On November 29, 2006, the
District Court issued a ruling sustaining in fuletMagistrate Judge'’s ruling of June 28, 2006. Chmpany has filed a motion to reconsider
this ruling and a motion to amend its technologcliisures of December 2005.

On June 8, 2006, IBM filed a motion to confthe Company’s claims to, and strike allegationsxoess of, the final disclosures. In this
motion, IBM claims that the Company’s technologyet reports go beyond the disclosures containéagerCompany’s December 2005
submission to the Court and that those expert teptiould be restricted to that extent. On Decer@lbeP006, the Magistrate Judge granted
IBM’s motion. The Company has filed objectionstattorder with the District Court.

Both parties have filed expert reports andstartially finished expert discovery. IBM has fil8dnotions for summary judgment that, if
granted in whole or in substantial part, could hesthe Company’s claims in IBM’s favor or substattly reduce the Company’s claims. The
Company has filed 3 motions for summary judgmeht Summary judgment motions were heard by the GouMarch 1, 5 and 7, 2007, as
scheduled, and the Court took all motions undersadwent and will issue rulings at some point inftitere. A trial date will be set pending
the outcome of those motions.

As a result of the judge’s order of August 2007, in the SCO v. Novell case, several of then@any’s claims against IBM will be
dismissed. These claims will include its claimg il breached its UNIX license agreement and tben@any’s claims arising from its
termination of IBM'’s license. The Company belietiest the Court’s August 10, 2007 ruling does nsbhee certain claims in the case, or
aspects of those claims, including the Companysrcfor unfair competition arising out of the Pdjdlonterey initiative in the late 1990’s.
IBM has taken the position that the Court’s rulofgdugust 10, 2007 in the Novell case resolve®fithe Company’s claims against IBM in
IBM’s favor; the Company disputes this. IBM’s coerdlaims against the Company would remain in tise caubject to pending motions for
summary judgment.

Novell, Inc.

On January 20, 2004, the Company filed sulftimh state court against Novell, Inc. for slanadftitle seeking relief for its alleged bad fe
effort to interfere with the Company’s ownershipcopyrights related to the Company’s UNIX sourcdecand derivative works and the
Company’s UnixWare product. The case is pendinpénUnited States District Court for the Distri¢tldtah under the caption, The SCO
Group, Inc. v. Novell, Inc., Civil No. 2:04CV0013® the lawsuit, the Company requested prelimiraargt permanent injunctive relief as well
as damages. Through these claims, the Company t&esdguire Novell to assign to the Company allyegghts that the Company believes
Novell has wrongfully registered, to prevent Novatim claiming any ownership interest in those aagits, and to require Novell to retre
or withdraw all representations it has made regards purported ownership of those copyrights @hdX itself.
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Novell filed two motions to dismiss claimirgnong other things, that Novell's false statemeritse not uttered with malice and are
privileged under the law. The court denied botiNofell’s motions to dismiss. On July 29, 2005, Nbfiked its answer and counterclaims
against the Company, asserting counterclaims BCthmpany’s alleged breaches of the Asset Purdkgrgement between Novell and the
Company’s predecessor-in-interest, The Santa Cperddion, for slander of title, restitution/unjestrichment, an accounting related to
Novell's retained binary royalty stream, and for declamatelief regarding Novel$ alleged rights under the Asset Purchase Agreer@entr
about December 30, 2005, the Company filed a mdtioteave to amend its complaint to assert adai@laims against Novell including
copyright infringement, unfair competition and &dch of Novell's limited license to use the CompayNIX code. Novell consented to the
Company’s filing of these additional claims.

On or about April 10, 2006, Novell filed a oot to stay the case in Utah pending a requesdrfuitration that Novell and SUSE Linux,
GmbH (“SuSE”) filed on the same date in the Intéomal Court of Arbitration. Through these proceegli, Novell claims that the Company
granted SuUSE the right to use its intellectual progpthrough the Comparg/participation in the UnitedLinux initiative in @@ and through it
acquisition of SUSE, Novell acquired SuSE’s righgsa member of UnitedLinux. On August 21, 2006,District Court ordered that portions
of claims relating to the SuSE arbitration showddstayed but the other portions of claims in threecghould proceed. Trial for the remaining
matters has been set for September 2007.

The three-person arbitration panel has belectsel for the SUSE arbitration and that processchanmenced. The arbitration has been set
for December 2007.

In September 2006, Novell filed an Amended i@erclaim asserting 9 claims for relief includirgnong other things, claims for slande|
title, breach of contract, declaratory relief atairas for an accounting, and for a constructivesttaver certain revenue the Company colle
from Sun and Microsoft in 2003. In September 2006vell also filed a motion for summary judgmentagpreliminary injunction. The
Company has opposed the motion and filed a crogmfor summary judgment or partial summary judgin&hose motions were argued
on January 23, 2007, before the District Court faHJ

Novell has also filed motions for summary jodnt asking the Court to rule that Novell retaitteal UNIX and UnixWare copyrights
under the Asset Purchase Agreement (“APA”), thatGlompany has not met its burden of establishiegiabdamages on its slander of title
claim, that Novell retained broad rights to waikie Company’s contract claims against IBM, and thatportion of the Company’s contract
and unfair competition claims based on non-compeigisions in the APA and a related agreement shoat proceed to a jury trial. The
Company has filed its own motions for summary judgitrseeking a ruling that it owns the UNIX and Uliixre copyrights under the APA,
and that Novell's retained rights under the APAmarech narrower than Novell now claims.

On August 10, 2007, the federal judge rulethiror of Novell on several of the summary judgmmaations that were before the Court. -
effect of these rulings was to significantly reducdo eliminate certain of the Company’s claim®ath the Novell and IBM cases, and
possibly others. The Court ruled that Novell waes dlwvner of the UNIX and UnixWare copyrights thaiséed at the time of the 1995 Asset
Purchase Agreement and that Novell retained brighdisrto waive the Comparg/contract claims against IBM and the Company viesekd
to accept Novell's waiver of its UNIX contract alas against IBM. In addition, the Court determinlegt tcertain SCOsource licensing
agreements that the Company executed in fiscal2@@a8 included SVRx technology and that the Compaay required to remit some
portion of the proceeds to Novell. Over the Compsobjection, a bench trial was set to begin ont&aper 17, 2007 and the federal judge
was to determine what portion, if any, of the
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proceeds of the fiscal year 2003 SCOsource agresrseattributable to SVRx technology and shoulddreitted to Novell. The range of the
payment to Novell could have been from a de minammunt to in excess of $30,000,000, the latteruarhbeing the amount claimed by
Novell, including interest. Novell has sought tgpimse a constructive trust on the Comy’'s current funds derived from those sources, which
could result in a freeze of the Company’s asseis tlae Court would address that issue as well.tiiakof these issues, however, was stayed
as a result of the Company'’s filing a voluntaryitpet for relief under Chapter 11 of the Bankrupt@gde on September 14, 2007.

IPO Class Action Matte

The Company is an issuer defendant in a sefiekass action lawsuits involving over 300 issuirat have been consolidated under; In re
Initial Public Offering Securities Litigation, 21 @92 (SAS). The consolidated complaint alleges,ragrather things, certain improprieties
regarding the underwriters’ conduct during the Canyjs initial public offering and the failure tosgiose such conduct in the registration
statement in violation of the Securities Act of 398s amended. Class standing was certified fafallese cases by the United States District
Court for the Southern District Court of New York.

The plaintiffs, the issuers and the insurac@@panies negotiated and executed an agreemegitiothe dispute between the plaintiffs and
the issuers. While the settlement agreement wagiawapproval by the district court, the courtagfpeals overturned the class certification
on December 5, 2006. It is unlikely a settlemera afass action can remain effective as the ctade-certified. If the decision by the court of
appeals is not reversed, the Company does novbdhe settlement will stand, and it is possibkeldwsuit may fragment into individual
actions. At this time, the Company does not knod @mnnot predict the legal or procedural resultsugh an action. If the de-certification is
reversed, and if thereafter the settlement agreemmapproved by the court, and if no cross-claicosinterclaims or third- party claims are
later asserted, this action will be dismissed wétspect to the Company and its directors. If théeseent agreement is not approved by the
court, the matter will continue unless anotheresettnt agreement is reached.

The Company has notified its underwriters Erstirance companies of the existence of the clditanagement presently believes, after
consultation with legal counsel, that the ultimaticome of this matter will not have a material@ade effect on the Company’s results of
operations or financial position and will not exdeke $200,000 self-insured retention already paigccrued by the Company.

Red Hat, Inc

On August 4, 2003, Red Hat, Inc. filed a cammtl against the Company. The action is pendirténUnited States District Court for the
District of Delaware under the case caption, Ref] Ha. v. The SCO Group, Inc., Civil No. 03-772drHat asserts that the Linux operating
system does not infringe on the Company’s UNIXllatgual property rights and seeks a declaratodgioent for non-infringement of
copyrights and no misappropriation of trade sectataddition, Red Hat claims the Company has eedag false advertising in violation of
the Lanham Act, deceptive trade practices, unfainetition, tortious interference with prospectbtesiness opportunities, trade libel and
disparagement. On April 6, 2004, the court denedG@ompanys motion to dismiss this case; however, the cdaytesl the case and reques
status reports every 90 days regarding the casesagBM. Red Hat filed a motion for reconsideratjovhich the court denied on March 31,
2005. The Company intends to vigorously defenddhton. In the event that the stay is lifted aredtiRiat is allowed to pursue its claims, the
Company will likely assert counterclaims againstl Rat.
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Other Matters

In April 2003, the Company’s former Indiantdisutor filed a claim in India, requesting summargdgment for payment of approximately
$1,428,000, and an order that the Company trattedia only through the distributor and/or give awsgty deposit until the claim is paid. The
distributor claims that the Company is responsibleepurchase certain software products and tolneise the distributor for certain other
operating costs. Management does not believetliba€ompany is responsible to reimburse the didtilfor any operating costs and also
believes that the return rights related to any iemg inventory have lapsed. The distributor additlly requested that the Indian courts grant
interim relief in the form of attachment of localsats. These requests for interim relief havedailehe court, discovery has commenced, and
hearings on the main claims have been held andrayeing. The Company intends to vigorously deférig action.

Pursuit and defense of the above-mentionetensawill be costly, and management expects thisdoslegal fees and related expenses
will be substantial. A material, negative impacttbea Company’s results of operations or financadifion from the Red Hat, Inc., IPO
Class Action, or Indian Distributor matters, or tB& or Novell counterclaims is not estimable.

The Company is a party to certain other Iggateedings arising in the ordinary course of besin Management believes, after
consultation with legal counsel, that the ultimatcome of these legal proceedings will not haweaterial adverse effect on the Company’s
results of operations, financial position or ligityd

(4) STOCKHOLDERS' EQUITY
Issuance of Common Stock

On November 29, 2005, the Company enteredar@ommon Stock Purchase Agreement (“Purchase Agmat) with several institution:
investors and one member of the Company’s boadireftors. On November 30, 2005, the Company sottié investors approximately
2,852,000 shares of the Company’s common stocyrfuss proceeds of approximately $10,005,000. Thisdo facilitate the private
placement of the common stock were approximate86fI00. The shares issued to the institutionaldtors were issued at $3.50 per share
and the shares issued to the board member weeis$3.92 per share. Pursuant to the Purchasemgnt, the Company agreed to use its
best efforts to file a registration statement vtfite SEC covering the resale of this common staodt,ta use its commercially reasonable
efforts to have such registration statement degdlaffective. On May 25, 2006, this registratiortestaent was declared effective by the SEC.

Equity Plans

The Company has established the 1998 Stocio®Pptan (the “1998 Plan”), 1999 Omnibus Stock htoee Plan (the “1999 Plan”), the
2002 Omnibus Stock Incentive Plan (the “2002 Plam@ the 2004 Omnibus Stock Incentive Plan (th®42Blan”) for the award of stock
options, stock appreciation rights, restricted lstphantom stock rights, and stock bonuses to eyapks executive officers, members of the
Board of Directors and outside consultants. The amsation Committee of the Board of Directors hasatbility to determine the terms of
the option, the exercise price, the number of shanbject to each option, and the exercisabilitthefoptions. The Comparsyturrent practic
is for the Compensation Committee to recommendamrants subject to the approval and ratificatibthe entire Board of Directors at
regularly scheduled board meetings. Under the terfrifse 1998, 1999, 2002 and 2004 Plans, optionengdly expire 10 years from the date
of grant or within 90 days of termination. Optiagreinted under these plans generally vest 25 peadtmtthe completion of one year of
service
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and then 1/36 per month for the remaining threesyand become fully vested at the end of four ydRussuant to the terms of their grant
agreements, certain of the options granted undsetplans may be subject to accelerated vesting aiphange in control of the Company.

The Company has also established an empldgek gurchase plan, which is designed to allowileliigemployees of the Company and its
participating subsidiaries to purchase sharesefthmpany’s common stock, at semi-annual intervlateugh periodic payroll deductions.

Prior to October 31, 2005, as permitted ur@tatement of Financial Accounting Standards (“SPA$3. 123, the Company accounted for
its stock option plans following the recognitiordameasurement principles of Accounting Principleai# (“APB”) Opinion No. 25,
“Accounting for Stock issued to Employees,” andtetl interpretations. Accordingly, no stock-basaahjgensation expense had been
reflected in the Company’s statements of operaténall options granted had an exercise price €quak market value of the underlying
common stock on the date of grant and the relat@tber of shares granted was fixed at that poititiie.

In December 2004, the Financial Accountingh8sads Board (“FASB”) issued SFAS No. 123(R), “®hBased Payment.” This statement
revised SFAS No. 123 by eliminating the option¢oaunt for employee stock options under APB Noag8 requiring companies to
recognize the cost of employee services receiveaéhange for awards of equity instruments basati@grant-date fair value of those
awards.

Effective November 1, 2005, the Company adibtie fair value recognition provisions of SFAS M@a3(R) using the modified
prospective application method. Under this traositnethod, the Company recorded compensation egpmna straight-line basis for the
three and nine months ended July 31, 2007 and 200€a) the vesting of options granted prior todmber 1, 2005 (based on the grdate
fair value estimated in accordance with the origpravisions of SFAS No. 123, and previously preésdrn the pro-forma note disclosures),
and (b) stock-based awards granted subsequentvienizer 1, 2005 (based on the grant-date fair vadtienated in accordance with the
provisions of SFAS No. 123(R)).

The effect of accounting for stock-based awantder SFAS No. 123(R) for the three months eddgd31, 2007 and 2006 was to record
$396,000 and $490,000, respectively, of stock-baseatpensation expense. For the nine months endg@1,2007 and 2006, $1,407,000
and $1,323,000, respectively, of stock-based cosgiem expense was recorded. For the three andwonghs ended July 31, 2007 and
2006, the Company has allocated stock-based compem&xpense to the following statement of operaticaptions:

Three Months Ended July 2 Nine Months Ended July 3
2007 2006 2007 2006

Cost of product $ 2,00( $ 500 $ 5000 $ 12,00(
Cost of SCOsource licensil 66,00( 61,00( 211,00( 171,00(
Cost of service 12,00( 17,00( 29,00( 46,00(
Sales and marketir 68,00( 102,00( 286,00( 261,00(
Research and developmt 51,00( 41,00( 147,00( 97,00(
General and administrati 197,00( 264,00( 729,00( 736,00(
Total stocl-based compensatic $396,00( $490,00(  $1,407,000 $1,323,00
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With respect to stock options granted durhmythree and nine months ended July 31, 2007 ab@l, 20e assumptions used in the Black-
Scholes option-pricing model are as follows:

Three Months Ended July & Nine Months Ended July 3

2007 2006 2007 2006
Risk-free interest rat 4.7% 5.C% 4.7% 4.8%
Expected dividend yiel 0.C% 0.C% 0.C% 0.C%
Volatility 96.% 66.2% 90.(% 63.4%
Expected exercise life (in yeal 5.C 5.C 5.C 5.C

The estimated fair value of stock options B®IPP shares are amortized over the vesting pefitbe @award.

During the nine months ended July 31, 2008 Gbmpany granted options to purchase approximéat2RB9,000 shares of common stock
with an average exercise price of $1.90 per siiNoae of these stock options were granted with amase price below the quoted market
price on the date of grant. During the nine momtded July 31, 2007, options to purchase approrign&2,000 shares of common stock
were exercised with an average exercise price @fler share. As of July 31, 2007, there wereamately 5,411,000 stock options
outstanding with a weighted average exercise mi&3.54 per share.

Change in Control Provision for Employees

On March 26, 2007, the Company’s Board of Etwes approved a modification to certain stock@aptwards to allow for full vesting on
stock option awards for employees who are non-dkexofficers in the event of a Change in Contasl defined. The adoption of this
provision represents a modification to the outsitagndinderlying stock option awards. The Compangieined that the fair value of the
awards on the modification date, in accordance ®FAS No. 123(R), was $0.

(5) SEGMENT INFORMATION

The Company’s resources are allocated andatipgresults managed to the operating income)(less! for each of the Company’s
segments: UNIX and SCOsource. Both segments asallmasthe Company’s UNIX intellectual property. THEIX business sells and
distributes UNIX products and services through dermsive distribution channel and to corporate esers and the SCOsource business
enforces and protects the Company’s UNIX intellatproperty. Segment disclosures for the Compaeyarfollows:

Three Months Ended July 31, 2C

UNIX SCOsource Total
Revenue $ 4,686,00! $ — $ 4,686,00
Cost of revenu 777,00( 1,156,001 1,933,00!
Gross margin (deficit 3,909,001 (1,156,00) 2,753,00
Sales and marketir 2,463,001 — 2,463,001
Research and developmt 1,424,00! — 1,424,00!
General and administrati\ 1,377,00! — 1,377,00!
Total operating expens 5,264,00! — 5,264,001
Loss from operation $(1,355,00)  $(1,156,00)  $(2,511,00)
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UNIX SCOsource Total
Revenue $ 7,390,001 $ 31,00( $ 7,421,001
Cost of revenu 1,144,00 2,315,001 3,459,001
Gross margin (deficit 6,246,00! (2,284,001 3,962,001
Sales and marketir 3,111,001 — 3,111,001
Research and developmt 1,932,001 97,00( 2,029,001
General and administratiy 1,781,001 48,00( 1,829,00!
Amortization of intangible: 593,00( — 593,00(
Total operating expens 7,417,00i 145,00( 7,562,001
Loss from operation $(1,171,000) $(2,429,000) $(3,600,000)
Nine Months Ended July 31, 20
UNIX SCOsource Total
Revenue $16,692,00 $ 23,00( $16,715,00
Cost of revenu 2,594,001 2,876,001 5,470,001
Gross margin (deficit 14,098,00 (2,853,001 11,245,00
Sales and marketir 7,296,00! — 7,296,001
Research and developmt 4,737,001 — 4,737,001
General and administratiy 4,051,00 — 4,051,00
Total operating expens 16,084,00 — 16,084,00
Loss from operation $(1,986,00) $(2,853,000) $(4,839,00)
Nine Months Ended July 31, 20
UNIX SCOsource Total
Revenue $21,795,00 $ 95,00( $ 21,890,00
Cost of revenu 3,571,001 10,087,00 13,658,00
Gross margin (deficit 18,224,00 (9,992,001 8,232,00!
Sales and marketir 8,655,001 1,00( 8,656,001
Research and developmt 5,501,00i 285,00( 5,786,001
General and administratiy 4,994,00 145,00( 5,139,001
Amortization of intangible: 1,778,00! — 1,778,00
Total operating expens 20,928,00 431,00( 21,359,00
Loss from operation $(2,704,00)  $(10,423,00)  $(13,127,00)

(6) SUBSEQUENT EVENTS

Three Months Ended July 31, 2C

On September 14, 2007, the Company and itdlyvbyned subsidiary, SCO Operations, Inc. (the i2es”) filed voluntary petitions for
relief under Chapter 11 of the United States BapiayiCode (the “Bankruptcy Code”), in the Unitea@i®s Bankruptcy Court for the District
of Delaware (the “Bankruptcy Court”). The Debto@hapter 11 cases are being jointly administere@u@ése Nos. 07-11337 and D¥338.
The Debtors will continue to operate their busiessas “debtors-in-possession” under the jurisdiobibthe Bankruptcy Court and in
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accordance with the applicable provisions of thekBaptcy Code and orders of the Bankruptcy Coune Tompany'’s foreign subsidiaries
were not included in the filings and will contintreir business operations without supervision ftbemBankruptcy Court and will not be
subject to the requirements of the Bankruptcy Cadeonnection with this proceeding, the Company filad motions with the Bankruptcy
Court requesting permission to go forward on a itess as usual” basis as a debtor-in-possessiaordiagly, the Company expects to
continue to have jurisdiction over its assets amslriess subject to the supervision and orderseoBt#nkruptcy Court. The Company will
continue operating and will file a plan of reorgaation with the Bankruptcy Court.

Among other things, and unless the Bankru@oyrt modifies or removes it, and with limited eptiens, a company that files for relief
under Chapter 11 of the Bankruptcy Code is protebtean automatic stay against the continuatiocoonmencement of lawsuits to collect or
adjudicate prepetition claims against the compantyits assets. Accordingly, the litigation pendagginst the Company was stayed effective
with the Chapter 11 filing on September 14, 2007.

As a result of the Chapter 11 filings, redii@a of assets and liquidation of liabilities atégect to uncertainty. While operating as debtors-
in-possession under the protection of Chapter theBankruptcy Code, and subject to BankruptcyrCapproval or otherwise as permitted
in the normal course of business, the Debtors raliypsotherwise dispose of assets and liquidateettte liabilities for amounts other than
those reflected in the condensed consolidated dinhatatements.

In addition, under the priority scheme esti#d by the Bankruptcy Code, unless creditors agtewise, post-petition liabilities and
prepetition liabilities must be satisfied in fukbfore shareholders are entitled to receive anyildigton or retain any property under a plan of
reorganization. The ultimate recovery to creditamd/or shareholders, if any, will not be determinatll confirmation of a plan or plans of
reorganization. No assurance can be given as towalhazes, if any, will be ascribed in the Chaptgrchses to each of these constituencies or
what types or amounts of distributions, if any ytheould receive. A plan of reorganization couldulegn holders of the Company'’s stock
receiving no distribution on account of their itgtis and cancellation of their existing stock elftain requirements of the Bankruptcy Code
are met, a plan of reorganization can be confirmadithstanding its rejection by the Company’s &gsecurity holders and notwithstanding
the fact that such equity security holders do Bogive or retain any property on account of thetity interests under the plan.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financiahdition and Results of Operations and other paftthis quarterly report on Form
10-Q contain forward-looking statements that ineolisks and uncertainties. Forwatdeking statements can also be identified by werds
as “intends,” “anticipates,” “expects,” “believes,”plans,” and similar terms. Forward-looking statemts are not guarantees of future
performance and our actual results may differ digantly from the results discussed in the forw-looking statements. Factors that might
cause such differences include, but are not limibedhose set forth below under “Forward-Lookingt8ments and Factors that May Affect
Future Results and Financial Condit” and Part Il, ltem 1A — Risk Factors, and elsewdén this Form 10-Q . The following discussion
should be read in conjunction with our unauditeai@ensed consolidated financial statements and nbe&sto included in this Form 10-Q
and our audited consolidated financial statementduded in our annual report on Form 10-K for theay ended October 31, 2006 filed with
the Securities and Exchange Commission and managasnaéscussion and analysis contained thereiniftrmation presented herein is
based on the three and nine months ended JulyQ®, 2nd 2006. We assume no obligation to revisgdate any forward-looking
statements for any reason, except as requiredwy la

Recent Developments
Novell, Inc. Ruling

On August 10, 2007, the federal judge overggeur lawsuit with Novell, Inc. (“Novell”) rulechifavor of Novell on several of the
summary judgment motions that were before the drfiates District Court in Utah (the “Court”). Tefect of these rulings was to
significantly reduce or eliminate certain of ouaiohs in both the Novell and IBM cases, and possiliyers. The Court ruled that Novell was
the owner of the UNIX and UnixWare copyrights thatsted at the time of the 1995 Asset Purchaseefgeait and that Novell retained brc
rights to waive our contract claims against IBM. Were directed to accept Novell's waiver of our BNontract claims against IBM. In
addition, the Court determined that certain SCOsmlicensing agreements that we executed in fiseal 2003 included SVRx technology
and that we were required to remit some portiothefproceeds to Novell. Over our objection, a banahwas set to begin on September 17,
2007 and the federal judge was to determine whaiopg if any, of the proceeds of the fiscal ye@02 SCOsource agreements is attributable
to SVRx technology and should be remitted to Novidile range of the payment to Novell could havenifemm a de minimis amount to in
excess of $30,000,000, the latter amount beingtheunt claimed by Novell, including interest. Ndwels sought to impose a constructive
trust on our current funds derived from those sesirevhich could result in a freeze of our asseid the Court indicated that it would address
that issue as well. The trial of these issues, ewavas stayed as a result of our filing a volongzetition for relief under Chapter 11 of the
Bankruptcy Code on September 14, 2007. Our managiesne Board of Directors determined that filing felief under Chapter 11 of the
United States Bankruptcy Code was appropriate andgsary. As a result of both the Court’s Augus2007 ruling and our entry into
Chapter 11, there is substantial doubt about ollityato continue as a going concern. Absent a ificgnt cash payment to Novell for this
matter, management believes it is remote that tigésaounted future cash flows generated by us wootde sufficient to recover the
carrying values of the long-lived assets over thgpected remaining useful lives. However, if angigant cash payment is required, or
significant assets are put under a constructiva,ttbe carrying amount of our long-lived assety mat be recovered. The accompanying
financial statements do not include any adjustm#rasmight result from the outcome of these urzieties.
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We intend to maintain business operationsuiinout the bankruptcy case. Subject to the Ban&yupburt’'s approval, we will use our
cash, cash equivalents, restricted cash and sutasecash inflows to meet our working capital nethdsughout the reorganization process.

Bankruptcy Filing

On September 14, 2007, The SCO Group, Incitarvegholly-owned subsidiary, SCO Operations, liise “Debtors”) filed voluntary
petitions for relief under Chapter 11 of the Uni&tdtes Bankruptcy Code (the “Bankruptcy Codigi'the United States Bankruptcy Court
the District of Delaware (the “Bankruptcy CourtThe Debtors’ Chapter 11 cases are being jointlyiatitered under Case Nos. 07-11337
and 07-11338. The Debtors will continue to opetlagdr businesses as “debtors-in-possession” um@gutisdiction of the Bankruptcy Court
and in accordance with the applicable provisionthefBankruptcy Code and orders of the Bankruptoyr€C Our foreign subsidiaries were
not included in the filings and will continue théiusiness operations without supervision from thekBuptcy Court and will not be subject to
the requirements of the Bankruptcy Code. In conaeatith this proceeding, we have filed motionshwtihe Bankruptcy Court requesting
permission to go forward on a “business as usuadidas a debtor in possession. Accordingly, weexp continue to have jurisdiction over
our assets and business subject to the supendsiorders of the Bankruptcy Court. We will congraperating and will file a plan of
reorganization with the Bankruptcy Court.

As a result of the Chapter 11 filings, redii@a of assets and liquidation of liabilities atdgect to uncertainty. While operating as debtors-
in-possession under the protection of Chapter theBankruptcy Code, and subject to BankruptcyrCapproval or otherwise as permitted
in the normal course of business, the Debtors raliypsotherwise dispose of assets and liquidateette liabilities for amounts other than
those reflected in the condensed consolidated dinhstatements.

In addition, under the priority scheme esti#d by the Bankruptcy Code, unless creditors agtesswise, post-petition liabilities and
prepetition liabilities must be satisfied in fuktfore shareholders are entitled to receive anyiligion or retain any property under a plan of
reorganization. The ultimate recovery to creditamd/or shareholders, if any, will not be determinatll confirmation of a plan or plans of
reorganization. No assurance can be given as to walhzes, if any, will be ascribed in the Chaptérchses to each of these constituencies or
what types or amounts of distributions, if anyytiuld receive. A plan of reorganization couldulesn holders of our stock receiving no
distribution on account of their interests and edlation of their existing stock. If certain reqeinents of the Bankruptcy Code are met, a plan
of reorganization can be confirmed notwithstandiagejection by our equity security holders andiwithstanding the fact that such equity
security holders do not receive or retain any prigpen account of their equity interests underglan. Accordingly, we urge that the
appropriate caution be exercised with respect igtiag and future investments in any of these stearas the value and prospects are highly
speculative.

Under the supervision of the Bankruptcy Cowd,may decide to pursue various strategic alterestis deemed appropriate by our Board
of Directors to serve the best interests of the @amy and our stakeholders, including assets sal&sategic partnerships.

Business Focus

UNIX BusinessOur UNIX business serves the needs of small-to-omadiized businesses as well as replicated siteHisaes of Fortune
1000 companies, by providing reliable, cost efiectUNIX software technology for distributed, embeddind network-based systems.
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Our UNIX business includes our mobility product amavices offerings. Our largest source of UNIXibass revenue is derived from exist
customers through our worldwide, indirect, levechgkannel of partners, which includes distributord independent solution providers. We
have a presence in a number of countries that gecstiipport and services to customers and reséllleesother principal channel for selling
and marketing our UNIX products is through existaugtomers that have a large number of replicated sr franchisees.

We access these corporations through theirrimdtion technology or purchasing departments aithArea Sales Managers (“ASMs”") in
the United States and through our reseller chanmsuntries outside the United States. In addjtwa also sell our operating system prod
to original equipment manufacturers (“OEMs”). Oates of UNIX products and services during the $asteral years have been primarily to
existing UNIX customers and not newly acquired oostrs. Our UNIX business revenue depends significan our ability to market and
sell our products to existing customers and to geaaipgrades from existing customers.

The following table shows the operating resoftthe UNIX business for the three and nine meetided July 31, 2007 and 2006:

Three Months Ended July & Nine Months Ended July 3

2007 2006 2007 2006
Revenue $ 4,686,001 $ 7,390,001 $16,692,00 $21,795,00
Cost of revenu 777,00( 1,144,001 2,594,001 3,571,00
Gross margir 3,909,001 6,246,00! 14,098,00 18,224,00
Sales and marketir 2,463,001 3,111,001 7,296,001 8,655,001
Research and developmt 1,424,001 1,932,001 4,737,001 5,501,001
General and administratiy 1,377,001 1,781,00 4,051,001 4,994,001
Amortization of intangible: — 593,00( — 1,778,00!
Total operating expens 5,264,001 7,417,00i 16,084,00 20,928,00
Loss from operation $(1,355,00)) $(1,171,000 $(1,986,00i) $(2,704,00i)

Revenue from the UNIX business decreased bg0#2000, or 37%, for the three months ended July2807 compared to the three mor
ended July 31, 2006 and revenue from the UNIX ssirdecreased by $5,103,000, or 23%, for the norghs ended July 31, 2007
compared to the nine months ended July 31, 2006 ré@venue from this business has been decliningtbedast several years primarily as a
result of increased competition from alternativeming systems, particularly Linux, and from tlegative publicity of the SCO Litigation.
We believe the inclusion of UNIX code and derivativorks in Linux has been a contributor to the idedih our UNIX business because
users of Linux generally do not pay for the opagsystem itself, but pay for services and mairteaaThe Linux operating system comp
directly with our OpenServer and UnixWare prodwrid has taken significant market share from theseugts.

Operating costs for the UNIX business decré&sem $7,417,000 for the three months ended JL)y2806 to $5,264,000 for the three
months ended July 31, 2007 and operating costhélUNIX business decreased from $20,928,000 fonthe months ended July 31, 200
$16,084,000 for the nine months ended July 31, 2006&se decreases were primarily attributabledaced headcount and related costs as
well as from the elimination of amortization expeifilom intangible assets. Our intangible assetaedully amortized during the three
months ended October 31, 2006.

The decline in our UNIX business revenue mayatcelerated if industry partners withdraw theppmort for our products. The decline in
our UNIX business and our SCOsource
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business may cause industry partners, developdreadware and software vendors to choose notdpastior certify to our UNIX operating
system products. This would lead to an accelemd¢etine in revenue and an increase in negative ftask from our UNIX business.

SCOsource Businedsuring the year ended October 31, 2003, we becavaeeathat our UNIX code and derivative works hadrbe
inappropriately included by others in the Linux mggng system. We believe the inclusion of UNIX eathd derivative works in Linux has
been a contributor to the decline in our UNIX besia because users of Linux generally do not pathéooperating system itself, but pay for
services and maintenance. The Linux operating systampetes directly with our OpenServer and Unix@\aoducts and has taken
significant market share from these products.

In an effort to protect and defend our UNIXeihectual property rights, we initiated our SCOs@ubusiness. We have incurred significant
legal costs in an effort to defend and protectdhiX intellectual property rights and expect thasts and expenses for this business for the
year ending October 31, 2007 will be matel

The following table shows the operating resoftthe SCOsource business for the three andmimghs ended July 31, 2007 and 2006:

Three Months Ended July & Nine Months Ended July 3

2007 2006 2007 2006
Revenue $ — $ 31,00( $ 23,00( $ 95,00(
Cost of revenu 1,156,00! 2,315,00! 2,876,00! 10,087,00
Gross defici (1,156,001 (2,284,00) (2,853,00) (9,992,001
Sales and marketir — — — 1,00(
Research and developmt — 97,00( — 285,00t
General and administrati — 48,00( — 145,00(
Total operating expens — 145,00( — 431,00(
Loss from operation $(1,156,00)  $(2,429,00)  $(2,853,00)  $(10,423,00)

Revenue from our SCOsource business decréasad$31,000 for the three months ended July 30620 $0 for the three months ended
July 31, 2007. Revenue also decreased from $95¢0@Be nine months ended July 31, 2006 to $23f00¢he nine months ended July 31,
2007. Revenue in the above mentioned periods vasply attributable to sales of our SCOsource dgreaments.

Cost of revenue, which primarily includes legiad professional fees incurred in connection witfending our UNIX intellectual property
rights in the SCO Litigation, decreased from $2,808 for the three months ended July 31, 2006 6351000 for the three months ended
July 31, 2007 and decreased from $10,087,000 &nithe months ended July 31, 2006 to $2,876,00thfonine months ended July 31, 2(
The decrease in the cost of revenue for the thim#he ended July 31, 2007 as compared to July®Ig &as primarily attributable to
decreased legal services provided by technicalising, damage and other experts in connectionth@&CO Litigation. The decreases in
cost of revenue for the nine months ended JulyY8Q7 as compared to the nine months ended JulRGBEB was primarily attributable to the
absence of the $2,000,000 quarterly payment tosB&ehiller & Flexner LLP and Kevin McBride (thedlv Firms”) (which quarterly
payments ended during the three months ended JaBla2006), and by significant decreases in lsgalices provided by technical,
industry, damage and other experts in connectidin the SCO Litigation. Berger Singerman, P.A. (“B&n”) was also a member of this grc
of Law Firms. With the consent of
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the Company, the engagement of this firm was miytt@tminated. The last payment received by Bevgges on November 24, 2004. In
addition to the expenses incurred above, we mysbpa or more contingency fees upon any amountibair our stockholders may receive
as a result of a settlement, judgment, or a sateioEompany.

Because of the unique and unpredictable natuttee SCO Litigation, the occurrence and timifige&rtain expenses such as damage,
industry and technical review and other consultensfficult to predict, and it will be difficulto predict the total cost of revenue for the
upcoming quarters.

Critical Accounting Policies
Ouir critical accounting policies and estimatesudel the following:
. Revenue recognitiot
. Valuation allowances against deferred income tartas
. Litigation reserves
. Useful lives and impairment of property and equiptnand
. Allowances for doubtful account

Revenue RecognitioWe recognize revenue in accordance with StateofdPosition (“SOP”) 97-2, as modified by SOP 982@ur
revenue has historically been from three souréeprdduct license revenue, primarily from prodsates to resellers, end users and OEMs;
(i) technical support service revenue, primariigrh providing technical support and consulting &&v to end users; and (iii) revenue from
SCOsource licensing.

We recognize product revenue upon shipmemsifined contract exists, the fee is fixed or deiteaible, collection of the resulting
receivable is probable and product returns areoredsy estimable.

The majority of our revenue transactions eetatproduct-only sales. On occasion, we have gy#ransactions that have multiple
elements (such as software products, maintenagenical support services, and other services)séitware agreements that have multiple
elements, we allocate revenue to each componeheafontract based on the relative fair value efdlements. The fair value of each elen
is based on vendor specific objective evidence Q#Y. VSOE is established when such elements ddessparately. We recognize revenue
when the criteria for product revenue recognitienferth above have been met. If VSOE of all undgkd elements exists, but VSOE does
not exist for one or more delivered elements, tiemenue is recognized using the residual methodeUthe residual method, the fair value
the undelivered elements is deferred and the rengaportion of the license fee is recognized agnere in the period when persuasive
evidence of an arrangement is obtained assumirgghadl revenue recognition criteria are met.

We recognize product revenue from OEMs wherstiftware is sold by the OEM to an end-user custoRevenue from technical support
services and consulting services is recognizetieasdiated services are performed. Revenue forterance is recognized ratably over the
maintenance period.
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We consider an arrangement with payment téonger than our normal business practice not tfideel or determinable and revenue is
recognized when the fee becomes due. We typicedlyigie stock rotation rights for sales made throaghdistribution channel and sales to
distributors are recognized upon shipment by tis&itutor to end users. For direct sales not thinomgr distribution channel, sales are
typically non-refundable and non-cancelable. Werese our product returns based on historical égpee and maintain an allowance for
estimated returns, which is recorded as a redutti@ecounts receivable and revenue.

Our SCOsource revenue to date has been plyngarierated from agreements to utilize our UNIXiree code as well as from intellectual
property compliance agreements. We recognize revéom SCOsource agreements when a signed coettats, the fee is fixed or
determinable, collection of the receivable is phband delivery has occurred. If the payment tezriend beyond our normal payment
terms, revenue is recognized as the payments bedoee

Valuation Allowances Against Deferred Income Tasefs The amount, and ultimate realization, of our def@ income tax assets
depends, in part, upon the tax laws in effect,foture earnings, if any, and other future eveihis,dffects of which cannot be determined. We
provided a valuation allowance of $76,385,000 agfeonr entire net deferred income tax assets @ctafber 31, 2006. The valuation
allowance was recorded because of our history bdperating losses and the uncertainties regamimduture operating profitability and
taxable income.

Litigation ReservedNe are party to a number of legal matters desciibbedore detail elsewhere in this Form 10-Q, inahgdunder
Part Il, Item | — Legal Proceedings. Pursuit anfédge of these matters will be costly, and managémgects the costs for legal fees and
related expenses will be substantial. A materiadative impact on our results of operations orrfaial position from the Red Hat, Inc., IPO
Class Action, or Indian Distributor matters, or tB& and Novell counterclaims is not estimable. Bege these matters are not estimable, we
have not recorded any reserves or contingenciaterkto these legal matters. In the event thaassumptions used to evaluate these matters
change in future periods, we may be required torcka liability for an adverse outcome, which colbéve a material adverse effect on our
results of operations, financial position and ldijtyi.

Useful Lives and Impairment of Property and EquipméVe review our long-lived assets for impairmeneath balance sheet date and
when events or changes in circumstances indicatdlk carrying value of an asset may not be reable The carrying value of a lotiged
asset is considered impaired when the anticipatatutative undiscounted cash flows of the relatesgtar group of assets is less than the
carrying value. In that event, a loss is recognizasked on the amount by which the carrying valweeds the estimated fair market value of
the long-lived asset. Economic useful lives of ldingd assets are assessed and adjusted as cietwastdictate.

Write-downs of long-lived assets may be neagsi the future fair value of these assets is sin the carrying value. If the operating
trends for our UNIX or SCOsource businesses coattoudecline, or a definitive negative judgmentuieqg cash payments to third parties
significant assets to be placed under a constrittiist is issued in various litigation matters,may be required to record an impairment
charge in a future period related to the carryialy® of our long-lived assets.

Allowance for Doubtful Accounts ReceivabWe offer credit terms on the sale of our prodteta majority of our customers and require
no collateral from these customers. We

-23-




Table of Contents

perform ongoing credit evaluations of our custormmancial condition and maintain an allowance flmubtful accounts based upon our
historical collection experience and a specifideavof customer balances to determine expecteéaddility. Our policies for determining
allowances for doubtful accounts have been applesistently. Our allowance for doubtful accoumtsaivable was $87,000 as of July 31,
2007. We have not experienced material differefrces the actual amounts provided for bad debtsandecorded estimates. However, our
actual bad debts in future periods may differ fromn current estimates and the differences may lierrah which may have an adverse
impact on our future accounts receivable and casitipn.

Results of Operations

The following table presents our results oém@pions for the three and nine months ended Jul2@07 and 2006:

Three Months Ended July & Nine Months Ended July 3
Statement of Operations Data: 2007 2006 2007 2006
Revenue
Products $ 3,690,001 $ 6,201,001 $13,451,00 $ 17,904,00
SCOsource licensin — 31,00( 23,00( 95,00(
Services 996,00( 1,189,00! 3,241,001 3,891,001
Total revenue 4,686,001 7,421,00! 16,715,00 21,890,00
Cost of revenue
Products 329,00( 478,00( 1,041,00I 1,559,00!
SCOsource licensin 1,156,001 2,315,001 2,876,001 10,087,00
Services 448,00( 666,00( 1,553,00I 2,012,001
Total cost of revenu 1,933,00! 3,459,001 5,470,001 13,658,00
Gross margir 2,753,001 3,962,00! 11,245,00 8,232,00!
Operating expense
Sales and marketir 2,463,00! 3,111,001 7,296,001 8,656,001
Research and developmt 1,424,001 2,029,001 4,737,001 5,786,001
General and administratiy 1,377,00 1,829,00! 4,051,00! 5,139,001
Amortization of intangible: — 593,00( — 1,778,00
Total operating expens: 5,264,00! 7,562,00! 16,084,00 21,359,00
Loss from operation (2,511,000 (3,600,001 (4,839,000 (13,127,00)
Equity in income (loss) of affiliat 9,00( — 115,00( (8,000
Other income (expense), r 132,00( 127,00( 380,00t 588,00(
Provision for income taxe (28,000 (107,000 (221,000 (308,000
Net loss $(2,398,000) $(3,580,001) $(4,565,001 $(12,855,00)

THREE AND NINE MONTHS ENDED JULY 31, 2007 AND 2006

Revenut
Three Months Ended July &
2007 Change 2006
Revenue $4,686,00! (37)% $7,421,001
Nine Months Ended July 3
2007 Change 2006
Revenue $16,715,00 (24)% $21,890,00
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Revenue for the three months ended July 317 2@creased by $2,735,000, or 37%, from the tm@eths ended July 31, 2006, and
revenue for the nine months ended July 31, 200iedsed by $5,175,000, or 24%, from the nine moartlaked July 31, 2006. These decre
were primarily attributable to a continued declin®ur UNIX business as a result of continued catitige pressure from competing operai
systems, particularly Linux, and from continuingyagve publicity from the SCO Litigation which hadversely impacted and delayed our
customers’ buying decisions.

Revenue generated from our UNIX business @&@sdurce business is as follows:

Three Months Ended July &

2007 Change 2006
UNIX revenue $4,686,00! (371% $7,390,00!
Percent of total revent 10C% 10C%
SCOsource revent — (100)% 31,00(
Percent of total revent 0% 0%

Nine Months Ended July 3

2007 Change 2006
UNIX revenue $16,692,00 (23)% $21,795,00
Percent of total revent 10C% 10C%
SCOsource revent 23,00( (76)% 95,00(
Percent of total revent 0% 0%

The decrease in revenue in the UNIX businé$2a04,000, or 37%, for the three months end&d3L, 2007 compared to the three
months ended July 31, 2006 and the decrease inueva the UNIX business of $5,103,000, or 23% t@rnine months ended July 31, 2007
compared to the nine months ended July 31, 2006vasrily attributable to continued competitiorn other operating systems,
particularly Linux, and from continuing negativeligity from the SCO Litigation which has adversétypacted and delayed our customers’
buying decisions. We anticipate that for the rerdairof the year ending October 31, 2007 our UNIXibess and the related revenue from
the UNIX business will continue to face significaampetition from Linux and other operating systems

Sales of our UNIX products and services dutirgthree and nine months ended July 31, 2002886 were primarily to existing
customers. Our UNIX business revenue depends gigntfy on our ability to market our products tastixng customers and to generate
upgrades from existing customers. Our UNIX revemag be lower than currently anticipated if (1) we aot successful with our existing
customers, (2) we lose the support of any of oistiexy hardware and software vendors, or (3) oyrikdustry partners withdraw their
marketing and certification support or direct thaipport to our competitors.
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Products Revent

Three Months Ended July &
2007 Change 2006

Products revenu $3,690,001 (40)% $6,201,001
Percent of total revent 7% 84%

Nine Months Ended July 3
2007 Change 2006

Products revenu $13,451,00 (25)% $17,904,00
Percent of total revent 81% 82%

Our products revenue consists of softwarafes for UNIX products such as OpenServer and Uand\as well as sales of UNIX-related
products. Products revenue also includes revenuseddrom OEMs, distribution partners and largeamts. We rely heavily on our twicer
distribution channel and any disruption in our idlgttion channel could have an adverse impact turéuevenue.

The decrease in products revenue of $2,511@000%, for the three months ended July 31, 2@0@pared to the three months ended
July 31, 2006 and the decrease in products revein®4,453,000, or 25%, for the nine months enddyl 31, 2007 compared to the nine
months ended July 31, 2006 was primarily attribietad decreased sales of OpenServer and UnixWaretaer products revenue primarily
resulting from increased competition in the opagBystem market, particularly from Linux, and freontinuing negative publicity from the
SCO Litigation which has adversely impacted anéyd our customers’ buying decisions.

Our products revenue was derived primarilyrfreales of our OpenServer and UnixWare productserQiroducts revenue consists mainly
of product maintenance and other UNIX-related potsluRevenue for these products was as follows:

Three Months Ended July &

2007 Change 2006
OpenServer revent $2,135,00! (33)% $3,184,00
Percent of products reven 58% 51%
UnixWare revenur 1,172,001 (55)% 2,592,001
Percent of products reven 32% 42%
Other products revent 383,00( (10)% 425,00(
Percent of products reven 1% 7%

Nine Months Ended July 3

2007 Change 2006
OpenServer revent $8,202,00! (19% $10,176,00!
Percent of products reven 61% 57%
UnixWare revenur 3,820,001 (39)% 5,901,001
Percent of products reven 28% 33%
Other products revent 1,429,00! (22)% 1,827,001
Percent of products reven 11% 10%

The decrease in revenue for OpenServer anxMarie for the three and nine months ended Jul2BQ7 compared to the three and nine
months ended July 31, 2006 is primarily the restittontinued competition from other operating sgseparticularly Linux, and from
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continuing negative publicity from the SCO Litigatiwhich has adversely impacted and delayed odomess’ buying decisions. The
decrease in other products revenue for the thréeae months ended July 31, 2007 compared tchtlee and nine months ended July 31,
2006 is primarily attributable to decreased safdgMiX-related products and decreased sales ofymrbohaintenance. These trends may
continue or be enhanced as a result of the adwalings on summary judgment motions in our lawsdth Novell and our bankruptcy filing

SCOsource Licensing Revenue

Three Months Ended July &

2007 Change 2006
SCOsource licensing reven $— (100% $31,00(
Nine Months Ended July 3
2007 Change 2006
SCOsource licensing reven $23,00( (76)% $95,00(

We initiated our SCOsource business for thpase of protecting and defending our intellecpralperty rights in our UNIX source code
and derivative works. SCOsource licensing revenag $0 for the three months ended July 31, 2007 acedpto $31,000 for the three mor
ended July 31, 2006 and was $23,000 for the ningtimseended July 31, 2007 compared to $95,000 éoniie months ended July 31, 2006.
Revenue in the above mentioned periods was priynattilibutable to sales of our SCOsource IP agre¢sne

Services Revenue

Three Months Ended July &

2007 Change 2006
Services revenu $996,00( (16)% $1,189,001
Percent of total revent 21% 16%

Nine Months Ended July 3
2007 Change 2006
Services revenu $3,241,00 (17)% $3,891,00
Percent of total revent 1% 18%

Services revenue consists primarily of techinscipport fees, engineering services fees, priofesisservices fees and consulting fees.
These fees are typically charged and invoiced seglgrfrom UNIX products sales. The decrease imises revenue of $193,000, or 16%, for
the three months ended July 31, 2007 comparecktthtbe months ended July 31, 2006 and the decreasevices revenue of $650,000, or
17%, for the nine months ended July 31, 2007 coatpar the nine months ended July 31, 2006 was pitinatributable to the renewal of
fewer support and engineering services contracsésrasult of lower UNIX product revenue.

The majority of our support and professioral/ges revenue continues to be derived from sesvior UNIX-based operating system
products. Our future level of services revenue ddpén part on our ability to generate UNIX produavenue from new customers as we
to renew annual support and services agreemertiewisting UNIX customers.
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Cost of Products Revenue

Three Months Ended July &
2007 Change 2006

Cost of products revent $329,00( (31)% $478,00(
Percent of products reven 9% 8%

Nine Months Ended July 3
2007 Change 2006

Cost of products revent $1,041,001 (33)% $1,559,001
Percent of products reven 8% 9%

Cost of products revenue consists of manufagficosts, royalties to third-party vendors, tedbgy costs and overhead costs. Cost of
products revenue decreased by $149,000, or 31%hddhree months ended July 31, 2007 as comparthe three months ended July 31,
2006 and decreased by $518,000, or 33%, for tremionths ended July 31, 2007 as compared to tleenmémths ended July 31, 2006. The
decrease in the dollar amount of cost of prodwstemue was primarily attributable to lower produetgenue as margins did not vary
considerably.

Cost of SCOsource Licensing Revenue

Three Months Ended July &

2007 Change 2006
Cost of SCOsource licensing rever $1,156,001 (50)% $2,315,001
Nine Months Ended July 3
2007 Change 2006
Cost of SCOsource licensing rever $2,876,00 (71)% $10,087,00

Cost of SCOsource licensing revenue includgalland professional fees incurred in connectiith @ur SCO Litigation, the salaries and
related personnel costs of SCOsource employeesraatlocation of corporate costs.

Cost of SCOsource licensing revenue decrelapé&d, 159,000, or 50%, during the three months @éddéy 31, 2007 as compared to the
three months ended July 31, 2006 and decreased,BY1$000, or 71%, for the nine months ended JL)\2807 as compared to the nine
months ended July 31, 2006. The decrease in the@t8COsource licensing revenue for the three hwahded July 31, 2007 as compare
the three months ended July 31, 2006 was primatitibutable to decreases in services providecblrtical, damage, industry and other
experts in connection with the SCO Litigation. Tdeerease in cost of SCOsource licensing revenutaéonine months ended July 31, 2007
as compared to the nine months ended July 31, @@86rimarily attributable to the absence of th@®®@,000 quarterly payment and related
expense to the Law Firms (which quarterly paymentted during the three months ended January 36),288d significant decreases in
services provided by technical, industry, damagkaher experts in connection with the SCO Litigati

Because of the unique and unpredictable natuttee SCO Litigation and our entry into Chaptér the occurrence and timing of certain
expenses is difficult to predict, and will be diffit to predict for the upcoming quarters. We wihtinue to make payments for technical,
damage and industry experts, consultants and ffi@r dées. However, future legal fees may includgingency
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payments made to the Law Firms as a result oftees®nt, judgment, or a sale of our company, wiighld cause the cost of SCOsource
licensing revenue for the three months ending Gat8h, 2007 or for future periods to be higher ttiencosts incurred for the three months
ended July 31, 2007.

Cost of Services Revenue

Three Months Ended July &

2007 Change 2006
Cost of services reveni $448,00( (33)% $666,00(
Percent of services reven 45% 56%

Nine Months Ended July 3
2007 Change 2006

Cost of services reven $1,553,001 (23)% $2,012,001
Percent of services reven 48% 52%

Cost of services revenue includes the salaridsrelated personnel costs of employees deliyesénvices revenue as well as third-party
service agreements. Cost of services revenue dectdry $218,000, or 33%, for the three months eddbd31, 2007 compared to the three
months ended July 31, 2006 and decreased by $45%9023%, for the nine months ended July 31, 20fiipared to the nine months ended
July 31, 2006. These decreases were primarilyoatable to reduced employee and employee-relatstd.co

Sales and Marketing

Three Months Ended July &
2007 Change 2006

Sales and marketing expen: $2,463,00 (21)% $3,111,001
Percent of total revent 53% 42%

Nine Months Ended July 3
2007 Change 2006

Sales and marketing expen: $7,296,00 (16)% $8,656,00
Percent of total revent 44% 40%

Sales and marketing expenses consist of theess commissions and other personnel costs pf@mees involved in the revenue
generation process, as well as advertising ancbcatg allocations. The decrease in sales and nrglketpenses of $648,000, or 21%, for the
three months ended July 31, 2007 compared witlthilee months ended July 31, 2006 and the decré&¥e360,000, or 16%, for the nine
months ended July 31, 2007 compared with the nioeths ended July 31, 2006 was primarily attribugdbllower commissions, lower travel
expenses, reduced discretionary marketing speratiddower co-operative advertising as a resulbwilr revenue. Included in sales and
marketing expenses for the three months ended31wI2007 and 2006 was $68,000 and $102,000, reésplgcfor stockbased compensatic
Included in sales and marketing expenses for the mionths ended July 31, 2007 and 2006 was $286&8261,000, respectively, for
stock-based compensation.
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Research and Developme

Three Months Ended July &
2007 Change 2006

Research and development expel $1,424,001 (30)% $2,029,001
Percent of total revent 30% 27%

Nine Months Ended July 3
2007 Change 2006

Research and development expet $4,737,001 (18)% $5,786,00
Percent of total revent 28% 26%

Research and development expenses conslst ghtaries and benefits of software engineersuttimg expenses and corporate
allocations. Research and development expensesadect by $605,000, or 30%, for the three monthededdly 31, 2007 compared with the
three months ended July 31, 2006 and decreaset,04%000, or 18%, for the nine months ended Ju/}2807 compared with the nine
months ended July 31, 2006. The decrease in résaattdevelopment expenses was primarily attribetabreduced employee and
employee-related costs. Included in research anéloj@ment expenses for the three months ended1yl007 and 2006 was $51,000 and
$41,000, respectively, of stock-based compensamatuded in research and development expensdhldarine months ended July 31, 2007
and 2006 was $147,000 and $97,000, respectivebtook-based compensation.

General and Administrative

Three Months Ended July &
2007 Change 2006

General and administrative expen $1,377,001 (25)% $1,829,001
Percent of total revent 29% 25%

Nine Months Ended July 3
2007 Change 2006

General and administrative expen $4,051,00 (21)% $5,139,001
Percent of total revent 24% 23%

General and administrative expenses constbteoalaries and benefits of finance, human ressuand executive management and
expenses for professional services and corportteatibns. General and administrative expensesdsed by $452,000, or 25%, during the
three months ended July 31, 2007 as compared thithe months ended July 31, 2006 and decreas8i,088,000, or 21%, during the nine
months ended July 31, 2007 as compared to thenmim¢hs ended July 31, 2006. The decrease in gesmedaddministrative expenses was
primarily attributable to decreased personnel ardgnnel-related costs and from decreased profegsiervices costs for services rendered
by external consultants. Included in general andiaidtrative expenses for the three months endld31y 2007 and 2006 was $197,000 and
$264,000, respectively, of stock-based compensdtictuded in general and administrative expensethie nine months ended July 31, 2007
and 2006 was $729,000 and $736,000, respectivebtpok-based compensation.
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Amortization of Intangible

Three Months Ended July &

2007 Change 2006
Amortization of intangible: $— (100)% $593,00(
Percent of total revent 0% 8%

Nine Months Ended July 3

2007 Change 2006
Amortization of intangible: $— (100% $1,778,00
Percent of total revent 0% 8%

As of October 31, 2006, all intangible as$etd been fully amortized and, therefore, no amatith expense was recorded during the t
and nine months ended July 31, 2007.
Equity in Income (Loss) of Affilia

We account for our ownership interests in canigs in which we own at least 20% and less th&s B6ing the equity method of
accounting. Under the equity method, we recordpoution of the entities’ net income or net los®ur consolidated statements of operations.
As of July 31, 2007, the carrying value of our istveent of $504,000 was for our 30% ownership irhan€se company.

During the three months ended July 31, 20@i72006, we recorded $9,000 and $0, respectivatyesenting our portion of the net income
(loss) in this entity. During the nine months endaty 31, 2007 and 2006, we recorded $115,000 éh0W0), respectively, representing our
portion of the net income (loss) in this entity.

Other Income (Expense), net

Other income (expense), net, consisted ofath@ving components for the three and nine momthded July 31, 2007 and 2006:

Three Months Ended July & Nine Months Ended July 3
2007 2006 2007 2006
Interest incom $112,00( $191,00( $351,00( $542,00(
Other income (expense), r 20,00( (64,000 29,00( 46,00(
Total $132,00( $127,00( $380,00( $588,00(

Interest income decreased by $79,000 forttreetmonths ended July 31, 2007 as compared thribe months ended July 31, 2006 and
decreased by $191,000 for the nine months endgd1uR007 as compared to the nine months endgdB1ul006 and was primarily
attributable to lower cash and available-for-satglkatable securities balances.

The change in other income (expense), nek84f000 for the three months ended July 31, 20@bapared to the three months ended
July 31, 2006 and the change of $17,000 for the months ended July 31, 2007 as compared to tleenmémths ended July 31, 2006 was
primarily attributable to changes in foreign cungmates.
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Provision for Income Taxe

The provision for income taxes was $28,00GHerthree months ended July 31, 2007 and $107dd@he three months ended July 31,
2006 and was $221,000 for the nine months endgd31,l2007 and $308,000 for the nine months endld31, 2006. Our provision for
income taxes is primarily related to earnings irefign subsidiaries as well as from withholding tare revenue generated in certain foreign
locations.

Liquidity and Capital Resources

On September 14, 2007, The SCO Group, Incitarvdholly owned subsidiary, SCO Operations, [tice “Debtors”) filed voluntary
petitions for relief under Chapter 11 of the Unittdtes Bankruptcy Code (the “Bankruptcy Codei'the United States Bankruptcy Court
the District of Delaware (the “Bankruptcy CourtThe Debtors’ Chapter 11 cases are being jointlytatitered under Case Nos. 07-11337
and 07-11338. The Debtors will continue to opetiaggr businesses as “debtors-in-possession” um@gutisdiction of the Bankruptcy Court
and in accordance with the applicable provisionthefBankruptcy Code and orders of the BankruptoyrC Our foreign subsidiaries were
not included in the filings and will continue thdiusiness operations without supervision from thekBuptcy Court and will not be subject to
the requirements of the Bankruptcy Code. In conaeatith this proceeding, we have filed motionshwtihe Bankruptcy Court requesting
permission to go forward on a “business as usuadisas a debtor-in-possession. Accordingly, weedqo continue to have jurisdiction over
our assets and business subject to the supenasborders of the Bankruptcy Court. We will congraperating and will file a plan of
reorganization with the Bankruptcy Court. For atar description of our bankruptcy filing, see “Maement’s Discussion and Analysis of
Financial Condition and Results of Operations—Re8mvelopments, Bankruptcy Filing”.

We intend to maintain business operationsuiinout the bankruptcy case. Subject to the Bankyupourt approval, we will use our cash,
cash equivalents, restricted cash, and subseqashtitflows to meet our working capital needs tigreut the reorganization process.

Under the supervision of the Bankruptcy Cowe,may decide to pursue various strategic alterembs deemed appropriate by our Board
of Directors to serve the best interests of the famy and our stakeholders, including asset salssategic partnerships.

Our cash and cash equivalents balance inadas® $5,369,000 as of October 31, 2006 to $7B3Bas of July 31, 2007. During this
same time period, our investment in available-fiesnarketable securities decreased from $2,24%8@d October 31, 2006 to $0 as of
July 31, 2007. As of July 31, 2007, we also ha®®3,000 of restricted cash, of which $2,589,00¢kisaside to cover expert and other costs
related to the SCO Litigation and $431,000 is seteafor royalties payable to Novell.

Subject to the Bankruptcy Court’s oversighd approval, we intend to use the cash and caslvaguis as of July 31, 2007 to run our
UNIX business, which includes our mobility produatsd services offerings, and to pursue relateéhtivies.

Our net cash used in operating activitiesruthe nine months ended July 31, 2007 was $69@060Qavas attributable to a net loss of
$4,565,000, non-cash items of $1,566,000 and clsanggperating assets and liabilities of $2,309,000

Our net cash used in operating activitiesrduthe nine months ended July 31, 2006 was $7,06@G0d was attributable to a net loss of
$12,855,000, non-cash items of $3,595,000 and @saimgoperating assets and liabilities of $2,210,00
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Our investing activities have historically ststed of equipment purchases and the purchassadmadf available-for-sale marketable
securities. During the nine months ended July 8072cash provided by investing activities was 68,000, which was primarily a result of
proceeds from the sale of available-for-sale maiietsecurities of $2,249,000, offset by purchasesjuipment of $81,000.

During the nine months ended July 31, 2008h essed in investing activities was $1,109,000cthias primarily a result of sales, net of
purchases, of available-for-sale marketable seesrif $1,066,000 and a dividend received from30% owned Chinese company of
$308,000, offset by purchases of equipment of ¥ZB5,

Our financing activities provided $493,000cath during the nine months ended July 31, 200& pFimary sources of cash were from the
exercise of options to acquire common stock of @37 and proceeds of $436,000 received from theadalemmon stock through our
employee stock purchase plan.

Our financing activities provided $10,425,@@ash during the nine months ended July 31, 2006.primary sources of cash were the
net proceeds from the issuance of approximate y2(®0 shares of our common stock for $9,809,0@0ekercise of options to acquire
common stock of $35,000 and proceeds of $613,0&¢ved from the sale of common stock through ouplegee stock purchase plan, off:
in part, by the repurchase of shares of our comstack made in connection with the completion of macission offer of $32,000.

Our net accounts receivable balance decrdas®d$5,123,000 as of October 31, 2006 to $3,13Bd¥)of July 31, 2007, primarily as a
result of lower sales (and related invoicing) getest during the three months ended July 31, 20@dmpared to the three months ended
October 31, 2006. The majority of our accountsiked®e are current and our allowance for doubtidaunts was $87,000 as of July 31,
2007, which represented approximately 3 percepuofross accounts receivable balance and is ¢ensisith our experience in prior
periods, and we expect this trend to continue.\@ite-offs of uncollectible accounts during thegirand nine months ended July 31, 2007
and 2006 were not significant.

As described elsewhere in this Form 10-Q, meecantinuing to pay for expert, consulting andeotbxpenses relating to the SCO
Litigation. These expenses have been materialemp#st and even though we expect these expenbeddwer for the year ending
October 31, 2007 as compared to the year ended@cd, 2006, we expect them to continue to be nahte our financial statements.

In addition to the cash expenditures menticatealve, we must pay one or more contingency fees apy amount that we or our
stockholders may receive as a result of a settlemetgment, or a sale of our company. The contiegdee amounts payable to the Law
Firms will be, subject to certain credits and atipients, as follows:

. 33 percent of any aggregate recovery amounts redeig to $350,000,00
. plus 25 percent of any aggregate recovery amotnatgea$350,000,000 but less than or equal to $700000;
. plus 20 percent of any aggregate recovery amourgsdess of $700,000,0(C

The Engagement Agreement provides that, exXoepilte compensation obligations specifically d#xsad above, we will not be obligated
pay any legal fees, whether hourly, contingenttbewise, to the Law Firms, or any other law firthat may be engaged by the Law Firm:
connection with the SCO Litigation through the @fidhe current litigation
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between us and IBM, including any appeals. In lighthe Chapter 11 filings, these arrangementsalpgect to Bankruptcy Court approval.

We have entered into operating leases focorporate offices located in the United States@idnternational sales offices. We have
commitments under these leases that extend thithegyear ending October 31, 2010.

The following table summarizes our contractyadrating lease obligations as of July 31, 2007:

Less thar More than
Total 1 year 1- 3 years 3-5years 5 years
Operating lease obligatiol $1,061,00 647,00( $414,00( $— $—

As of July 31, 2007, we did not have any ldagn debt obligations, purchase obligations or neglteapital lease obligations.

Our ability to reduce costs to offset revedeelines in our UNIX business is limited becauseaftractual commitments to maintain and
support our existing UNIX customers. The declineim UNIX business may be accelerated if indusastrgers withdraw their support as a
result of the SCO Litigation. In addition, our Chexpl1 filing and the SCO Litigation may cause isitly partners, developers and hardware
and software vendors to choose not to supportrtifycéo our UNIX operating system products. Thiswld lead to an accelerated decline in
our UNIX products and services revenue. If our UNIPdducts and services revenue is less than exhemie liquidity will be adversely
impacted.

In the event that cash required to fund opamatand strategic initiatives exceeds our curcash and cash equivalents resources, we will
be required to reduce costs and perhaps raiseéauditapital. We may not be able to reduce costsrinanner that does not impair our ability
to maintain our UNIX business and pursue the SQ@ation. We may not be able to raise capital foy aumber of reasons, including those
listed under the section “Risk Factors” under Raitem 1A of this Form 10-Q. If additional equifynancing is available, it may not be
available to us on attractive terms and may beidéuo our existing stockholders. In additiongifr stock price declines, we may not be able
to access the public equity markets on acceptabhes; if at all. Our ability to effect acquisitiofee our common stock would also be
impaired.

On August 10, 2007, the federal judge oversgpeur lawsuit with Novell ruled in favor of Novedh several of the summary judgment
motions that were before the Court. The effecheke rulings was to significantly reduce or to &lae certain of our claims in both the
Novell and IBM cases, and possibly others. The Caled that Novell was the owner of the UNIX andixXVare copyrights that existed
the time of the 1995 Asset Purchase AgreementlatdNovell retained broad rights to waive our cacticlaims against IBM. We were
directed to accept Novell’'s waiver of our UNIX coatt claims against IBM. In addition, the Courtatetined that certain SCOsource
licensing agreements that we executed in fiscal 883 included SVRx technology and that we wecglired to remit some portion of the
proceeds to Novell. Over our objection, a bencll wias set to begin on September 17, 2007 ancetterdl judge was to determine what
portion, if any, of the proceeds of the fiscal y2@03 SCOsource agreements is attributable to Sgéhnology and should be remitted to
Novell. The range of the payment to Novell coulddaeen from a de minimis amount to in excess 6fCE®,000, the latter amount being
amount claimed by Novell, including interest. Ndveds sought to impose a constructive trust oncauent funds derived from those sour
which could result in a freeze of our assets, &eddourt indicated that it would address that issuevell. The
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trial of these issues, however, was stayed asudt ifaus filing a voluntary petition for relief aler Chapter 11 of the Bankruptcy Code on
September 14, 2007. Our management and Board ettons determined that filing for relief under Cteapl1 of the United States
Bankruptcy Code was appropriate and necessary.résudt of both the Cou”’August 10, 2007 ruling and our entering into Geafl, there

is substantial doubt about our ability to contimsea going concern. Absent a significant cash payteNovell for this matter, management
believes it is remote that the undiscounted futa®h flows generated by us would not be suffidiemecover the carrying values of the long-
lived assets over their expected remaining usafet! However, if a significant cash payment isuiezf, or significant assets are put under a
constructive trust, the carrying amount of our ldingd assets may not be recovered. The accompgfiyiancial statements do not include
any adjustments that might result from the outcoimbese uncertainties.

Forward-Looking Statements and Factors That May Afect Future Results and Financial Condition

With the exception of historical facts, the statetaeontained in Management'’s Discussion and AislbyfsFinancial Condition and
Results of Operations a“forward-looking statements” within the meaningtbe Private Securities Litigation Reform Act of 29@hich
reflect our current expectations and beliefs redgagdour future results of operations, performancel @achievements. These statements are
subject to risks and uncertainties and are basashugssumptions and beliefs that may or may notnaéige. These forward-looking
statements include, but are not limited to, stat@sieoncerning:

. Our intention to maintain business operations thhawit the bankruptcy proceedir

. Our intention to use cash, cash equivalentsiicesd cash and subsequent cash inflows to meaworking capital needs throughout
the reorganization proces

. Our intention to continue operating and file a ptéimeorganization with the Bankruptcy Cot
. The possibility that we may decide to pursue vaxisiategic alternative

. Our intention to vigorously defend legal claims aodinterclaims brought against us by oth
. Our intention to continue to pursue the SCO Liiigatas allowed by the Bankruptcy Cot

. Our belief that legal matters that we are a partgre not estimable

. The strength of our intellectual property rightel contractual claims regarding UNIX generally apdcifically the strength of our
claim that unauthorized UNIX source code and dé¢isiea of UNIX source code are prevalent in Lin

. Our belief that competition from Linux will contiewduring the year ending October 31, 2007 and éyperiods

. Our expectation that future services revenue veileghd in part on our ability to generate UNIX produevenue from new custom
as well as the renewal of annual support and ses\agreements from existing UNIX custom:

. Our intention to continue to pay for expert, adting and other expenses through the conclusiauofitigation with IBM, and our
expectation that although these expenses are expectecrease for the year ending October 31, 88@0dmpared to the year ended
October 31, 2006, that they will continue to be enat to our financial statemen

. Our expectation for the three months ending Qett@i, 2007 that because of the unique and unpaddiicnature of the SCO
Litigation, the occurrence and timing of certaiperses is difficult to predict, and will be difficto predict for the upcoming
quarters; ani

. Our intention to use the cash and cash equivadentg July 31, 2007 to run our UNIX business angursue the SCO Litigatiol
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We wish to caution readers that our operat@sylts are subject to various risks and uncertathat could cause our actual results and
outcomes to differ materially from those discussednticipated, including the resolution of the SO@gation, competition from other
operating systems, particularly Linux, the amourd aming of SCOsource licensing revenue, our ghit enhance our UNIX operating
systems and maintain our UNIX business, the outsoame developments in our Chapter 11 case, thecinopshe Chapter 11 proceedings
our other pending litigation, our cash balancesaradlable cash, continued competitive pressureusroperating system products, which
could impact our results of operations, adverseldg@ments in and increased or unforeseen legat cefsited to the Company'’s litigation, the
inability to devote sufficient resources to the elepment and marketing of our products, includimg Me Inc. mobile services and
development platform, and the possibility that oostrs and companies with whom we have formed patiigs will decide to terminate or
reduce their relationships with us, and the factetforth below in Part II, Item 1A-Risk Factovge also wish to advise readers not to place
any undue reliance on the forward-looking statesiennhtained in this report, which reflect our bisliand expectations only as of the date of
this report. We assume no obligation to updateaise these forward-looking statements to reflest Bvents or circumstances or any
changes in our beliefs or expectations, other #sarequired by law.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Foreign Currency RiskWe have foreign offices and operations in EuropkAsia. As a result, a portion of our revenue isvie from
sales to customers outside the United States.r@enmniational revenue is primarily denominated i8.\#ollars, Euros and United Kingdom
Pounds. Most of the operating expenses relatedrtfoceign-based operations are denominated ingoreurrencies and therefore operating
results are affected by changes in the U.S. delahange rate in relation to foreign currenciehi;agcthe Euro, among others. If the U.S.
dollar weakens compared to the Euro and other aigs, our operating expenses for foreign operatiaili be higher when translated back
into U.S. dollars. Our revenue can also be affebjedeneral economic conditions in the United Sta@irope and other international
markets. Our results of operations may be affeictélde short term by fluctuations in foreign curgrexchange rates.

Interest Rate Riskhe primary objective of our cash management gyaiteto invest available funds in a manner thatiees safety and
liquidity and maximizes yield within such constriginWe believe that a hypothetical movement inregerates, either up or down of up to
2%, would not have a material adverse impact orcash and cash equivalents. We do not borrow mfmreshort-term investment purposes.

Investment RiskiVe have historically invested in equity instrumenitprivately held and public companies in the teslbgy industry for
business and strategic purposes. Investments eoerted for under the cost method if our ownerghipss than 20 percent and we are not
able to exercise influence over operations. We @atcfor our ownership interests in companies inolthive own at least 20% and less than
50% using the equity method of accounting. Undereuity method, we record our portion of the @gitnet income or net loss in our
consolidated statements of operations. Our invastpaicy is to regularly review the assumptions aperating performance of these
companies and to record impairment losses whent®ag circumstances indicate that these invessmaay be impaired. As of July 31,
2007, we did not hold any cost method investmekdsof July 31, 2007, the carrying value of our éguiethod investment of $504,000 was
for our 30% ownership in a Chinese company.
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The stock market in general, and the markestiares of technology companies in particular,exaerienced price fluctuations. In
addition, factors such as new product introductimneur competitors or developments in the SCQghiiobn may have a significant impact
the market price of our common stock. Furthermquayrter-to-quarter fluctuations in our results péations may have a significant impact
on the market price of our common stock. These itiond could cause the price of our common stodkuictuate substantially over short
periods of time.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedufdader the supervision and with the participatiomof management, including our Ct
Executive Officer and Chief Financial Officer, weatuated the effectiveness of the design and aperaf our disclosure controls and
procedures (as defined in Rule 13a-15(e) undeBéueirities Exchange Act of 1934 (the “Exchange AcBased upon that evaluation, the
Chief Executive Officer and Chief Financial Offic@ncluded that, as of the end of the period cal/byethis report, our disclosure controls
and procedures were effective.

Changes in internal control over financial repodirDuring the most recent fiscal quarter covered ligy Bport, there has been no change
in our internal control over financial reportings (defined in Rule 13a-15(f) under the Exchange #a) has materially affected, or is
reasonably likely to materially affect, our intekeantrol over financial reporting.

PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Certain legal proceedings in which we are im&d are discussed in Part |, Iltem 3, of our AnriR@port on Form 10-K for the year ended
October 31, 2006. In addition, for more informatregarding our legal proceedings, please see NwotellBled in Part 1, Item 1. Unaudited
Financial Statements — Notes to Condensed Consatiddnancial Statements, which information is npavated herein by reference. The
following is a description of certain material demments during and subsequent to the three mamithsd July 31, 2007.

Novell

On August 10, 2007, the federal judge rulethiror of Novell on several of the summary judgmmaations that were before the Court. -
effect of these rulings was to significantly reducdo eliminate certain of our claims in both tiievell and IBM cases, and possibly others.
The Court ruled that Novell was the owner of thelkdnd UnixWare copyrights that existed at the tiofighe 1995 Asset Purchase
Agreement and that Novell retained broad rightsvad/e our contract claims against IBM. We were clied to accept Novell’s waiver of its
UNIX contract claims against IBM. In addition, tB@urt determined that certain SCOsource licensgmgeaments that we executed in fiscal
year 2003 included SVRx technology and that we wegeired to remit some portion of the proceedsdwell. Over our objection, a ben
trial was set to begin on September 17, 2007 amdeitheral judge was to determine what portionnyf, af the proceeds of the fiscal year 2
SCOsource agreements is attributable to SVRx tdogp@nd should be remitted to Novell. The rangéhefpayment to Novell could have
been from a de minimis amount to in excess of ¥BDMDO, the latter amount being the amount clailneNovell, including interest. Novell
has sought to impose a constructive trust on ouenufunds derived from those sources, which coeddilt in a freeze on our assets, and the
Court indicated that it would address that issueels The trial of these issues, however, was
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stayed as result of the Company’s filing a voluptaetition for relief under Chapter 11 of the Bamiiicy Code on September 14, 2007.

IBM

As a result of the judge’s order of August 2007, in the SCO v. Novell case, several of oaint$ against IBM will be dismissed. These
claims will include our claims that IBM breaches WNIX license agreement and our claims arisinghfour termination of IBM's license.
We believe that the Court’s August 10, 2007 rulifoges not resolve certain claims in the case, easmwf those claims, including our claim
for unfair competition arising out of the ProjecbMerey initiative in the late 1990’s. IBM has takée position that the Court’s ruling of
August 10, 2007 in the Novell case resolves atiwfclaims against IBM in IBM’s favor; we disput@g. IBM’s counterclaims against us
would remain in the case subject to pending motfonsummary judgment.

ITEM 1A. RISK FACTORS

Investing in our securities involves a higlyaee of risk. In addition to the other informatioontained in this Form 10-Q, you should
consider the following risk factors before invegtin our securities.

We do not have a history of profitable operationd aur cash resources are limited.

Our year ended October 31, 2003 was theftilisyear we were profitable in our operating higtadOur profitability for the year ended
October 31, 2003 resulted primarily from our SCQOselbusiness. For the years ended October 31, 2006,and 2004, we incurred net
losses of $16,598,000, $10,726,000 and $16,227r88pectively, and for the nine months ended JLj\2807 we incurred a net loss of
$4,565,000. As of July 31, 2007, our accumulatdatilevas $256,105,000.

If our revenue from the sale of our UNIX pratiiand services continues to decline, or if wainae to devote significant cash resources
to the SCO Litigation, we will need to further reguoperating expenses to generate positive casi.flduring October 2006, we
implemented a reduction in force and decrease@ogoing operating expenses in an effort to decreaséotal costs. We may not be able to
further reduce operating expenses without damagimability to support our existing UNIX businegglditionally, we may not be able to
achieve profitability through additional cost-cagiactions.

As of July 31, 2007, we had a total of $7,898,in cash and cash equivalents and an additg$)@20,000 of restricted cash of which
$2,589,000 can be used to pursue the SCO Litigalimte October 31, 2004, we have spent a tothl 2f411,000 for expert, consulting and
other costs and fees as agreed to in the Engagéxgesgment with our legal counsel in the SCO Litiga. Our limited cash resources may
not be sufficient to fund continuing losses fronergiions and the expenses of the SCO Litigation.

A long period of operating under Chapter 11 mayrhawur busines:

A long period of operating under Chapter 1ald@dversely affect our business and operationsoisy as the Chapter 11 cases continue,
our senior management will be required to spendrafeeant amount of time and effort dealing withetBankruptcy reorganization instead of
focusing exclusively on business operations. Agrgkd period of operating under Chapter 11 wilb ateke it more difficult to attract and
retain management and other key personnel necesstny success and growth of our business. Irtiaddihe longer the Chapter 11 cases
continue, the more likely it is that our customansl suppliers will lose
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confidence in our ability to successfully reorgan@r businesses and seek to establish alterratimenercial relationships.

Furthermore, so long as the Chapter 11 casgmae, we will be required to incur substantiasts for professional fees and other expe
associated with the proceedings. A prolonged caation of the Chapter 11 cases may also requite seek additional financing. If we
require additional financing during the Chapterch$es and we are unable to obtain the financirfgumrable terms or at all, our chances of
successfully reorganizing our businesses may heusty jeopardized.

We may not be able to obtain confirmation of ouaftler 11 plan.

In order to successfully emerge from Chapfebdnkruptcy protection as a viable entity, wednadithat we must develop, and obtain
requisite court and creditor approval of a viableater 11 plan of reorganization (the “Plan”). Tphiscess requires us to meet certain
statutory requirements with respect to adequadjisziosure with respect to the Plan, soliciting abthining creditor acceptances of the Plan,
and fulfilling other statutory conditions for confiation. We may not receive the requisite accegtsi@ confirm the Plan. Even if the
requisite acceptances of the Plan are receiveddhkruptcy Court may not confirm the Plan.

If our Plan is not confirmed by the Bankrup@gurt, it is unclear whether we would be ablegorganize our businesses and what, if any,
distributions to holders of claims against us waultimately receive with respect to their claimfsah alternative reorganization could not be
agreed upon, it is possible that we would havégiadate our assets, in which case it is likelyt thalders of claims would receive
substantially less favorable treatment than theyldvoeceive if we were to emerge as a viable, r@omed entity.

A plan of reorganization may result in holders af ctommon stock receiving no distribution on acdafrtheir interests and cancellation
their common stock

Under the priority scheme established by taakBuptcy Code, unless creditors agree otherwiss;petition liabilities and prepetition
liabilities must be satisfied in full before shaoéders are entitled to receive any distributiomedain any property under a plan of
reorganization. The ultimate recovery to creditamd/or shareholders, if any, will not be determinatll confirmation of a plan or plans of
reorganization. No assurance can be given as towelhges, if any, will be ascribed in the Chaptérchses to each of these constituencies or
what types or amounts of distributions, if anyytiuld receive. A plan of reorganization couldulesn holders of our common stock
receiving no distribution on account of their imtstis and cancellation of their existing stockelftain requirements of the Bankruptcy Code
are met, a plan of reorganization can be confirmadithstanding its rejection by our equity segutiblders and notwithstanding the fact t
such equity security holders do not receive onimegay property on account of their equity intesasgtder the Plan. Therefore, an investment
in our common stock is highly speculative.

Operating under the U.S. Bankruptcy Code may retstur ability to pursue our business strategies.
The U.S. Bankruptcy Code limits our abilityn@ng other things, to:
. incur additional indebtednes
. pay dividends, repurchase our capital stock or ncak&in other restricted payments or investme
. make investment:

. sell assets
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. consolidate, merge, sell or otherwise disposelafradubstantially all of our asse

. create liens

. enter into strategic partnerships and other cotsty

. plan for or react to market conditions or meet dpieeds or otherwise restrict our activities osibess plans; ar

. finance our operations, strategic acquisitiongestments or alliances or other capital needs engage in other business activities
that would be in our interes

In addition, if a trustee is appointed to @terus in Chapter 11, the trustee would assumeat@itour assets and the SCO Litigation, and
we may not be able to pursue the SCO Litigatiotherrest of our business plan as we would likeato d

We have suffered a significant setback in our lawwsith Novell that has significantly limited outaims and raises substantial doubt about
our ability to continue as a going concern and waymot prevail in our lawsuits with IBM, Novell anthers.

On August 10, 2007, the federal judge overggeur lawsuit with Novell ruled in favor of Novedh several of the summary judgment
motions that were before the Court. The effecheke rulings was to significantly reduce or to elae certain of our claims in both the
Novell and IBM cases, and possibly others. The Calded that Novell was the owner of the UNIX andixXVare copyrights that existed
the time of the 1995 Asset Purchase AgreementlaatdNiovell retained broad rights to waive our cacticlaims against IBM. We were
directed to accept Novell’s waiver of our UNIX coatt claims against IBM. In addition, the Courtetetined that certain SCOsource
licensing agreements that we executed in fiscal 883 included SVRx technology and that we wecglired to remit some portion of the
proceeds to Novell. Over our objection, a bend twias set to begin on September 17, 2007 andcetherdl judge was to determine what
portion, if any, of the proceeds of the fiscal y2@03 SCOsource agreements is attributable to Sg&hnology and should be remitted to
Novell. The range of the payment to Novell coulgdnbeen from a de minimis amount to in excess 6f(8,000, the latter amount being
amount claimed by Novell, including interest. Ndveds sought to impose a constructive trust oncamrent funds derived from those sour
which could result in a freeze of our assets, &eddourt indicated that it would address that issievell. The trial of these issues, however,
was stayed as a result of the Company’s filing larvary petition for relief under Chapter 11 of Bankruptcy Code on September 14, 2007.
Our management and Board of Directors determinatfiling for relief under Chapter 11 of the Unit8thtes Bankruptcy Code was
appropriate and necessary. As a result of botiCthet's August 10, 2007 ruling and our enteringi@hapter 11, there is substantial doubt
about our ability to continue as a going concerséht a significant cash payment to Novell for thater, management believes it is remote
that the undiscounted future cash flows generagagshwould not be sufficient to recover the cargywralues of the longjved assets over the
expected remaining useful lives. However, if a gigant cash payment is required, or significargeds are put under a constructive trust, the
carrying amount of our long-lived assets may notdm®vered. The accompanying financial statememisod include any adjustments that
might result from the outcome of these uncertagntie

We cannot guarantee whether our claims aglhdtor Novell will be heard by a jury. The lawssiitvith IBM and Novell will continue to
be costly. In the event that we are not succesgfhlthe IBM or Novell motions, or the continuinigjdgation requires more cash than expec
our business and operations would be materiallynedr
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We must continue to pay for expert, consulting other expenses through the conclusion ofitigation with IBM and Novell. As we
continue with discovery and other trial preparasiome may be required to place additional amoumtsthe escrow account, which could
further reduce our liquidity position.

If the Court imposes a constructive trust on praseef the fiscal year 2003 SCOsource agreementsayenot be able to continue
business.

The federal judge overseeing our lawsuit Wtivell had scheduled a bench trial that was sbetn on September 17, 2007. At that time
the federal judge was to determine what portioanif, of the proceeds of the fiscal year 2003 S@@@soagreements is attributable to SVRx
technology and should be remitted to Novell. Thegeof the payment to Novell could have been framhe aninimis amount to in excess of
$30,000,000, the latter amount being the amouirheld by Novell, including interest. Novell has shutp impose a constructive trust on our
current funds derived from these sources, whichdcasult in a freeze of our assets, and the doditated that it would address that issue as
well. The trial of these issues, however, was stagea result of our filing a voluntary petitiorr felief under Chapter 11 of the Bankruptcy
Code on September 14, 2007. If the automatic stéfteéd, and the Court imposes a constructivet fruan amount that exceeds our cash and
cash equivalents and restricted cash, or if theusutnaf the constructive trust is otherwise sigmifit, we may not be able to continue in
business.

Our claims relating to our UNIX intellectual proggmay subject us to additional legal proceedings.

In August 2003, Red Hat brought a lawsuit aglaiis asserting that the Linux operating systees ¢t infringe our UNIX intellectual
property rights and seeking a declaratory judgrf@mmon-infringement of copyrights and no misappiaion of trade secrets. In addition,
Red Hat claims we have engaged in false advertiginglation of the Lanham Act, deceptive tradagiices, unfair competition, tortious
interference with prospective business opportusiitead trade libel and disparagement. This casgriently stayed pending the resolution of
our suit against IBM. If Red Hat is successfultéhdlaim against us, our business and results efadipns could be materially harmed.

Our Engagement Agreement with the Law Firms repr@sg us in the SCO Litigation requires us to paydxpert, consulting and other
costs, which could harm our liquidity position.

On October 31, 2004, the Company enteredantengagement agreement (the “Engagement Agreemgtii’Boies, Schiller & Flexner
LLP, Kevin McBride and Berger Singerman P.A. (thaw Firms”). This Engagement Agreement supercedds@places the original
engagement agreement that was entered into in &gt2003. The Engagement Agreement governs thearethip between the Law Firms
and us in connection with the Law Firms’ represgotaof us in the SCO Litigation. Berger Singernfai. was a member of this group of
Law Firms. With the consent of us, the engagemeétitis firm was mutually terminated. The last payrmeeceived by Berger Singerman P
was on November 24, 2004.

On June 5, 2006, we entered into an amendiodhé Engagement Agreement and agreed with theHiams to deposit an additional
$5,000,000 into the escrow account to cover additiexpert, consulting and other expenses. Duriciplizr 2006, we deposited an additic
$5,000,000 into the escrow account. In the eveattwle exhaust these funds, we must continue tdgraaxpert, consulting and other
expenses through the conclusion of our litigatiagthwBM. As we continue with discovery and othdatipreparations, we may be required to
place additional amounts into the escrow accouhiglwcould further reduce our liquidity positions Af July 31, 2007, we had a total of
$7,393,000 in cash and cash equivalents and an
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additional $3,020,000 of restricted cash to be wsgrlirsue the SCO Litigation. Since October 3D42Qve have spent a total of $12,411,000
for expert, consulting and other costs and feemased to in the Engagement Agreement with oull lemansel in the SCO Litigation. In light
of the Chapter 11 filings, these arrangements @bgest to Bankruptcy Court approval.

Developments in the SCO Litigation and fluctuationeur operating results or the failure of our spéng results to meet the expectation:
public market analysts and investors may negatiwvefyact our stock price and our ability to continmebusiness

Developments in the SCO Litigation and flutimas in our operating results or our failure toainthe expectations of analysts or investors,
even in the short-term, could cause our stock gaatecline significantly. Because of the potenfialfluctuations in our expenses related to
the SCO Litigation in any particular period, yowshd not rely on comparisons of our results of agiens as an indication of future
performance.

Factors that may affect our results include:

. our ability to operate effectively under Chaptérprotection and changes in business attitudeartbWNIX as a viable operating
system compared to other competing operating systespecially Linux, as well as the possibilitytttiee automatic stay triggered
our Chapter 11 filing will be lifted or modifiednd a constructive trust will be imposed upon owhcia a significant amour

. the outcome of pending motions for summary judginire our lawsuit with IBM, adverse rulings relaiito IBM’s counterclaims, and
results of, developments in, or costs of the SCgation as well as adverse publicity regarding lousiness and the SCO Litigatic

. changes in general economic conditions, such &ssams, that could affect capital expenditurabénsoftware industr

. the interest level of resellers in recommendingW@NIX business solutions to end users and thredliction, development, timing,
competitive pricing and market acceptance of ondpcts and services and those of our competi

. the contingency and other costs we may pay th#weFirms representing us in our efforts to essibdnd defend our intellectual
property rights

. changes in attitudes of customers and partnarsadthe decline in our UNIX business and our paisiagainst the inclusion of our
UNIX code and derivative works in Linux; a

. the activities of short seller

We also experience fluctuations in operatiggyits in interim periods in Europe and the Asiaifitaregions due to seasonal slowdowns
and economic conditions in these areas. Seasavadlsivns in these regions typically occur duringshenmer months.

As a result of the factors listed above amsgéwhere, it is possible that our results of openatimay be below the expectations of public
market analysts and investors in any particulaiopeihis could cause our stock price to declifieevenue falls below our expectations, and
we are unable to quickly reduce our spending ipaase, our operating results will be lower thaneeted. Our stock price may fall in
response to these events.

For a further description of recent developtaém our litigation with Novell, see “Managemenbsscussion and Analysis of Financial
Condition and Results of Operations—Recent Devetis) Novell, Inc. Ruling”. For a further descriptiof the risks we face as a result of
filing for Chapter 11, see A long period of operating under Chapter 11 mayrhaur businesy “ We may not be able to obtain confirma
of our Chapter 11 plaf, “ A plan of
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reorganization may result in holders of our comnstack receiving no distribution on account of thaterests and cancellation of their
common stock and “ Operating under the U.S. Bankruptcy Code may retstrr ability to pursue our business stratedies

If we are unable to retain key personnel in anrisedy competitive environment, our operations ctadhdversely affecte

We need to retain our key management, techaichsupport personnel. Competition for qualifidfessionals in the software industry is
intense, and departures of existing personnel doeldisruptive to our business and might resuthéndeparture of other employees. During
October 2006 we were required to reduce our opey@kpenses and eliminated certain positions withinworldwide workforce in an effort
to reduce operating costs. The loss or departuamybfficers or key employees could harm our gbib implement our business plan and
could adversely affect our operations. Our futwecess depends to a significant extent on the roaedi service and coordination of our
management team, particularly Darl C. McBride, Brgsident and Chief Executive Officer and Ryan ibifts our General Counsel. For a
discussion of the risks we face in attracting agtdining employees due to our Chapter 11 filing,"delong period of operating under
Chapter 11 may harm our business.”

We operate in a highly competitive market and f&gaificant competition from a variety of curremtchpotential sources; many of our
current and potential competitors have greater ficial and technical resources than we do; thusyves fail to compete effectively.

In the operating system market, our competitoclude IBM, Red Hat, Novell, Sun, Microsoft, apither UNIX and Linux distributors.
These and other competitors are aggressively mgghe current UNIX operating system market. Mahthese competitors have access to
substantially greater resources than we do. Themeampetitive alternative to our UNIX productd.isux. The expansion of our
competitors'offerings may restrict the overall market availatdeour UNIX products, including some markets where have been succes:
in the past.

Our future success may depend in part on loilityato continue to meet the increasing needswfcustomers by supporting existing and
emerging technologies. If we do not have the resesito enhance our products to meet these evahdads, we may not remain competitive
and be able to sustain our business. Additionalbgause technological advancement in the UNIX adipgraystem market and alternative
operating system markets is progressing at an agdapace, we will have to develop and introduceaanéments to our existing products
any new products on a timely basis to keep pade thiése developments, evolving industry standaftging customer requirements and
keeping current on certifications. Our failure teehany of these and other competitive pressurgsemaler our existing products and
services obsolete, which would have an adversedtrgraour revenue and operations.

The success of our UNIX business will dependhe level of commitment and certification we rigedrom industry partners and
developers. In recent years, we have seen hardwmarsoftware vendors as well as software develdpengheir certification and application
development efforts toward Linux and elect notdatmue to support or certify to our UNIX operatisgstem products. If this trend
continues, our competitive position will be advéysmpacted and our future revenue from our UND§imess will decline. The decline in our
UNIX business may be accelerated if industry pastméthdraw their support from us for any reasoe|uding our SCO Litigation.
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If the market for UNIX continues to contract, owsimess will be harme:

Our revenue from the sale of UNIX products tieslined over the last several years. This deer@aevenue has been attributable
primarily to increased competition from other opierg systems, particularly Linux, and from the niagapublicity we have received from t
SCO Litigation. Our sales of UNIX products and segg are primarily to existing customers. If thended for UNIX products continues to
decline, and we are unable to develop UNIX prodaots services that successfully address a markedami#, our UNIX revenue will contint
to decline, industry participants may not certfyour operating system and products, we may nableeto attract new customers or retain
existing customers and our business and resutiparftions will be adversely affected. Additionailyith the recent adverse summary
judgment rulings in our lawsuit with Novell and aemtry into Chapter 11, customers will likely detéme to no longer buy our products ¢
services. Because of the long adoption cycle ferajng system purchases and the long sales clyolgr @perating system products, we may
not be able to reverse these revenue declineslguick

We may lose the support of industry partners leguiinan accelerated decline in our UNIX products @ervices revenue.

The decline in our UNIX business, the receitings in our lawsuit with Novell and our filing f@rotection under Chapter 11 may cause
industry partners, developers, customers and haedared software vendors to choose not to supparemify to our UNIX operating system
products. This would lead to an increased dectineur UNIX products and services revenue and wadigersely impact our results of
operations and liquidity.

We rely on our indirect sales channel for distribatof our products, and any disruption of our cheahat any level could adversely affect the
sales of our products.

We have a two-tiered distribution channel. Télationships we have developed with resellemalis to offer our products and services to
a much larger customer base than we would othelvdszble to reach through our own direct salesnaadketing efforts. Some solution
providers also purchase solutions through our lerseland we anticipate they will continue to doBecause we usually sell indirectly
through resellers, we cannot control the relatiggsthrough which resellers, solution providergquipment integrators purchase our
products. In turn, we do not control the preseatatf our products to end users. Therefore, owssebuld be affected by disruptions in the
relationships between us and our resellers, betwaeresellers and solution providers, or betweduat®n providers and end users. Also,
resellers and solution providers may choose netriphasize our products to their customers. Anhedé occurrences could diminish the
effectiveness of our distribution channel and leadecreased sales.

Our foreign-based operations and sales create gpp@coblems, including the imposition of governna¢éobntrols and taxes and fluctuations
in currency exchange rates that could hurt our fessu

We have employees or contractors in certaiatlons in Europe, the Middle East, Latin Amerigag Asia. These foreign operations are
subject to certain inherent risks, including:

. potential loss of developed technology throughgyi, misappropriation, or more lenient laws regaydntellectual property
protection;

. imposition of governmental controls, including teagstrictions and other tax requireme
. fluctuations in currency exchange rates and econamstability;
. longer payment cycles for sales in foreign coustrand

. seasonal reductions in business acti
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In addition, certain of our operating expensesdenominated in local currencies, creatingafdioreign currency translation losses that
could reduce our financial results and cash flalwken we generate profits in foreign countries, éftective income tax rate is increased.

During the three months ended April 30, 2G4, Indian office was assessed withholding taxethbyGovernment of India Income Tax
Department. The Tax Department assessed a 15%oMthg tax on certain revenue transactions in Irldé the Tax Department deemed
royalty revenue under the Income Tax Act. We haee fan appeal with the Tax Department and belibae revenue from our packaged
software does not qualify for royalty treatment éimerefore would not be subject to withholding teowever, we may be unsuccessful in our
appeal against the Tax Department and be obligatpdy the assessed taxable amounts. Because it@urational operations, we may be
subject to additional withholding or other taxesnfrother international jurisdictions.

We could lose our listing on the Nasdaq Capital kédirand the loss of our listing would make our ktsignificantly less liquid and would
affect its value.

There are certain qualitative and quantitativeeria for continued listing on the Nasdaq CalpMarket, known as continued listing
requirements. Failure to satisfy any one of thesgicued listing requirements could result in oecwgities being delisted from the Nasdaq
Capital Market. On April 23, 2007, we received tdefrom The Nasdaqg Stock Market (“Nasdaigitjicating that the bid price of our comn
stock for the last 30 consecutive business dayshased below the minimum $1.00 per share reqdoedontinued listing under Nasdaq
Marketplace Rule 4310(c)(4). Pursuant to Nasdadkbtptace Rule 4310(c)(8)(D), we were provided atiahperiod of 180 calendar days,
until October 22, 2007, to regain compliance. OmeJL1, 2007, we received a letter from Nasdaq #inlig that we regained compliance with
Nasdaq Marketplace Rule 4310(c)(4). During the danpe period provided under the Marketplace Rules closing bid price of ot
common stock was at $1.00 per share or greatetfeast 10 consecutive business days. AccorditigtyNasdaq Staff informed us that we
had regained compliance with Marketplace Rule 48148).

The closing price of our common stock on Seyer 14, 2007 was $0.37. There is the risk of bdglisted from the Nasdag Capital
Market should our common stock fail to maintainiaimum bid price of $1.00 per share for 30 conseeutays, or we fail to meet other
continued listing requirements.

In addition, as a result of our having filed protection under Chapter 11 of the U.S. Banlay@ode, Nasdaq may decide to use its
authority under Marketplace Rules 4300, 4450(f) Bvte4300 to delist our securities from The Nasdaq Sidakket or suspend trading in ¢
securities.

Upon delisting from the Nasdaq Capital Market; stock would be traded over-the-counter, moraraonly known as OTC. OTC
transactions involve risks in addition to thoseoassed with transactions in securities tradedhenNasdaqg Capital Market. Many OTC sto
trade less frequently and in smaller volumes thenusties traded on the Nasdaq Capital Market. Adiogly, our stock would be less liquid
than it would otherwise be, and the value of oaclsttould decrease.
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Our stock price is volatile.

The trading price for our common stock hasmbematile during the last several years and oarslprice has changed dramatically over
short periods. We believe that changes in our gpoicke are affected by the factors mentioned ahmeker the caption entitléiDevelopments
in the SCO Litigation and fluctuations in our opting results or the failure of our operating resutb meet the expectations of public market
analysts and investors may negatively impact cacksprice and our ability to continue in business’well as from changing public
perceptions concerning the strength of the SC@atitbn and other factors beyond our control. Putdicception can change quickly and
without any change or development in our underlyaoginess or litigation position. An investmenbinr stock is subject to such volatility
and, consequently, is subject to significant risk.

There are risks associated with the potential eiserof our outstanding options.

As of August 31, 2007, we have issued outstendptions to purchase up to approximately 5,39® ghares of common stock with an
average exercise price of $3.53 per share. Théeexis of such rights to acquire common stock &iffigrices may prove a hindrance to our
efforts to raise future equity and debt funding] #me exercise of such rights will dilute the pertege ownership interest of our stockholders
and may dilute the value of their ownership. Thesilde future sale of shares issuable on the eseeafioutstanding options could adversely
affect the prevailing market price for our commawc&. Further, the holders of the outstanding stmutions may exercise them at a time
when we would otherwise be able to obtain addiliegaity capital on terms more favorable to us.

Common stock available for resale may depress #r&ehprice of our common stock.

We have filed a post-effective amendment tegistration statement with the Securities and Brge Commission (“SEC”), which has
been declared effective, covering the potentiadleeby two of our stockholders of up to 923,019sk&f common stock, or 4.3% of our
outstanding common stock. The selling stockholdeesbound by certain selling limitations, whichilithe numbers of shares of our comn
stock that may be sold at one time. In addition haee filed a registration statement with the S&Rich has been declared effective, cove
the potential resale by some of our stockholdergab 2,852,449 shares of our common stock, @%3f our outstanding common stock.
The existence of a substantial number of sharesminon stock subject to immediate resale couldedspthe market price for our common
stock and impair our ability to raise needed cépita

Our stock price could decline further because efdhtivities of short sellers.

Our stock has attracted significant interestnf short sellers. The activities of short sell@yald further reduce the price of our stock or
inhibit increases in our stock price.

The right of our Board of Directors to authorizeditibnal shares of preferred stock could adverseigact the rights of holders of our
common stock.

Our Board of Directors currently has the righith respect to the 5,000,000 shares of our predestock, to authorize the issuance of one
or more additional series of our preferred stocthwiich voting, dividend and other rights as omeators determine. The Board of Directors
can designate new series of preferred stock wittimuapproval of the holders of our common stodie flights of holders of our common
stock may be adversely affected by the rights gftasiders of additional shares of preferred sttt may be issued in the future, including
without limitation, further dilution of the equitywnership percentage of our holders of common samcktheir voting power if we issue
preferred stock with voting rights.
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Additionally, the issuance of preferred stock comlake it more difficult for a third party to acgeia majority of our outstanding voting stock.

Our stockholder rights plan could make it moreidifft for a hostile bid for our company or a changfecontrol transaction to succeed at
current market prices for our stock.

We have adopted a stockholder rights plan.pidveer given to the Board of Directors by the stalller rights plan may make it more
difficult for a change of control of our companydocur or for our company to be acquired if theussitjon is opposed by our Board of
Directors.

ITEM 6. EXHIBITS

(a) Exhibits

3.1 Amended and Restated Certificate of Ino@ton of Caldera International, Inc. (incorporatgdreference to Exhibit 3.1 to
SCC's Registration Statement on For-A12G/A (File No. 00-29911)).

3.2  Certificate of Amendment to Amended andt&es Certificate of Incorporation regarding coidattion of outstanding shares
(incorporated by reference to Exhibit 3.2 to &'s Registration Statement on For-A12G/A (File No. 00-29911)).

3.3  Certificate of Amendment to Amended andt&es Certificate of Incorporation regarding chanfgame to The SCO Group,
Inc. (incorporated by reference to Exhibit 3.3 @C's Registration Statement on Form 8A12G/A (File 0laC-29911)).

3.4  Amended and Restated Bylaws (incorporajeference to Exhibit 3.4 to SCO’s Registratioat&ment on Form 8-A12G/A
(File No. 00(-29911)).

3.5 Certificate of Designation for Series A-@r®@ertible Preferred Stock (incorporated by refeesto Exhibit 4.1 to SCO’s Current
Report on Form-K filed on February 9, 2004 (File No. (-29911)).

3.6  Certificate of Correction correcting therffizate of Designation for Series A-1 Convertitlteeferred Stock (incorporated by
reference to Exhibit 4.2 to SCs Current Report on Forn-K filed on February 9, 2004 (File No. (-29911)).

31.1 Certification of Darl C. McBride, Presidemd Chief Executive Officer, pursuant to Rule-134a) of the Exchange Act, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.2 Certification of Bert B. Young, Chief Fim@al Officer, pursuant to Rule 13a-14(a) of thelkange Act, as adopted pursuant to
Section 302 of the Sarbar-Oxley Act of 2002

32.1 Certification of Darl C. McBride, Presidemd Chief Executive Officer, pursuant to Sectl@30, Chapter 63 of Title 18, United
States Code, as adopted pursuant to Section aD@ &arbane-Oxley Act of 2002

32.2 Certification of Bert B. Young, Chief Fimdal Officer, pursuant to Section 1350, Chaptepb3itle 18, United States Code, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002
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ITEM 7. SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly @dulsis report to be signed on its behalf by
the undersigned thereunto duly authorized.

Date: September 17, 20! THE SCO GROUP, INC

By: /s/ Bert B. Younc
Bert B. Young
Duly Authorized Officer and Chief Financial Offic
(Principal Financial and Accounting Office
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Exhibit

Number

3.1

3.2

3.3

3.4

3.5

3.6

31.1

31.2

32.1

32.2

EXHIBIT INDEX

Exhibit Description
Amended and Restated Certificate of Incorporatio@aldera International, Inc. (incorporated by refeee to Exhibit 3.1 to
SCC's Registration Statement on For-A12G/A (File No. 00-29911)).

Certificate of Amendment to Amended and Restatatifi@ate of Incorporation regarding consolidatiohoutstanding shares
(incorporated by reference to Exhibit 3.2 to &'s Registration Statement on For-A12G/A (File No. 00-29911)).

Certificate of Amendment to Amended and Restatetificate of Incorporation regarding change of nam&he SCO Group,
Inc. (incorporated by reference to Exhibit 3.3 @C's Registration Statement on Form 8A12G/A (File 0laL-29911)).

Amended and Restated Bylaws (incorporated by referéo Exhibit 3.4 to SCO’s Registration StatenmnEForm 8-A12G/A
(File No. 00(-29911)).

Certificate of Designation for Series A-1 ConvedriPreferred Stock (incorporated by reference toiltik4.1 to SCO’s Current
Report on Form-K filed on February 9, 2004 (File No. (-29911)).

Certificate of Correction correcting the Certifieaif Designation for Series A-1 Convertible PreddrStock (incorporated by
reference to Exhibit 4.2 to SCs Current Report on Forn-K filed on February 9, 2004 (File No. (-29911)).

Certification of Darl C. McBride, President and €hiExecutive Officer, pursuant to Rule 13a-14(ajhaf Exchange Act, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Certification of Bert Young, Chief Financial Officgpursuant to Rule 13a-14(a) of the Exchange @sfdopted pursuant to
Section 302 of the Sarbar-Oxley Act of 2002

Certification of Darl C. McBride, President and €hiExecutive Officer, pursuant to Section 1350, |#6a63 of Title 18,
United States Code, as adopted pursuant to Se&ididof the Sarban-Oxley Act of 2002

Certification of Bert Young, Chief Financial Officgpursuant to Section 1350, Chapter 63 of TitleUited States Code, as
adopted pursuant to Section 906 of the Sart-Oxley Act of 2002
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Exhibit 31.1

CERTIFICATION PURSUANT TO RULE 13A-14
OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Darl C. McBride, certify that:
1. I have reviewed this quarterly report omrd.0-Q of The SCO Group, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officrénd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls andguoes, or caused such disclosure controls aneéguoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) [Paragraph omitted pursuant to SEC Relbdkse 33-8238 and 34-47986];

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and predém this report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change inréhgistrant’s internal control over financial refiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repog) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatt@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenedaknesses in the design or operation of interoatrol over financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatolves management or other employees who hawgnéisant role in the registrant’s
internal control over financial reporting.

Date: September 17, 2007 /s/ Darl C. McBride
Darl C. McBride
President and Chief Executive Offic







Exhibit 31.2

CERTIFICATION PURSUANT TO RULE 13A-14
OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Bert B. Young, certify that:
1. I have reviewed this quarterly report omrd.0-Q of The SCO Group, Inc.;

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officrénd | are responsible for establishing and maiimtg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls andguoes, or caused such disclosure controls aneéguoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) [Paragraph omitted pursuant to SEC Relbkse 33-8238 and 34-47986];

(c) Evaluated the effectiveness of the regigts disclosure controls and procedures and predém this report our conclusions about
the effectiveness of the disclosure controls andegxiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change inréhgistrant’s internal control over financial refiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatt@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and matenedaknesses in the design or operation of interoratrol over financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatolves management or other employees who hawgnéisant role in the registrant’s
internal control over financial reporting.

Date: September 17, 2007 /s/ Bert B. Young
Bert B. Young
Chief Financial Officer







Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of The SG@up, Inc. (the “Company”) on Form 10-Q, for thege months ended July 31, 2007, as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Darl C. McBsjdPresident and Chief Executive

Officer of the Company, certify, pursuant to 18 L SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Reportl§apresents, in all material respects, the findnmiadition and results of operations of the
Company

By:  /s/ Darl C. McBride

Darl C. McBride
President and Chief Executive Offic

Date September 17, 20C






Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of The SG@up, Inc. (the “Company”) on Form 10-Q, for thege months ended July 31, 2007, as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), 1, Bert B. Youhief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 2 adopted pursuant to Section 906 of the Sask@mnley Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
2. The information contained in the Reportl§apresents, in all material respects, the finadnmiadition and results of operations of the
Company

By:  /s/ Bert B. Younc

Bert B. Young
Chief Financial Office

Date September 17, 20C



