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MEMORANDUM OF UNDERSTANDING ("MOU")

Stephen Norrs Capital Parers, LLC, a Delaware limited liabilty company ("SNCP").

The SCO Group, Inc., and its diect or indirect subsidiares, both prior to and after
emerging from banptcy (collectively, "SCO," "Debtor" or the "COmDany," and after
the effective date of the Proposed Plan of Reorganzation someties "Reorganed SCO"
or "Reorganized Debtor," and together with SNCP, the "Paries").

SNCP proposes to fiance a plan of reorgantion (the "Proposed Plan of
Reorganzation") of SCO to be fied in its Chapter 11 banptcy case presently pending
in the United States Bankptcy Cour for the Distrct of Delaware, In Re: The sea
Group, Inc., Case No. 07-11337 (KG) (the ''Banptcy Case"), al on the term

provided for in tms Memorandum of Understandig ("MOU") and the defitive
agreements and documents contemplated hereby (the "Definitive Documents").

Under the Proposed Plan of Reorganzation, SCO wil emerge from the Banptcy Case
and attempt to implement the business plan described in a private placement

memorandum to be prepared by SCO, a copy of wmch shall be provided to SNæ. To
fud the Proposed Plan of Reorganiztion and fmance the business of SCO after it
emerges from the Banptcy Case, SNæ wil provide up to US$100 millon of
fiancing. hi consideration of the US$I00 milion of financing to be provided as

described below, SNæ requires that the Reorganiz Debtor issue the following
securties:

US$5 millon for the purchase of a new class of Preferred Stock (the "Series
A Preferred") to be issued by SCO wmch shall have the liquidation, voting
and distrbution preferences described hereafter. At its option, the holder of
the Series A Preferred wil be able to convert the Series A Preferrd

into between 51 % and 85% of the then-outstading shares of common stock
of SCO, as described in the next bullet.

sca expects to prevail in the matter of Th sea Group, Inc. v. Novell, Inc.,
pending in the United States Distrct Cour for the Distrct of Uta, Civil No.

2:04 CV-00139, and the related pending litigation, The sea Group, Inc. v.
International Business Machines, pending in the United States Distrct Cour
for the Distrct of Uta, Case No. 2:03CV0294DAK (the "NovelllM
Litil!ation"), so that the fial award in the NovelllM Litigation wil be
made in favor of SCO. However, if an award were entered against sca in
the Nove1JM Litigation or other pending litigation matters, including
proceedings involvig Red Hat (the "Litil!ation Claims"), SNCP anticipates
that the damages awarded against SCO could rage from US$O to more than
US$30 millon, and would be paid by draw under the Debt Financing.
Should the amount drawn under the Debt Financing solely to effect paymnt
(a "NovelllM Pavment") of a fial, non-appealable judgment in the
NovelllM Litigation (or to settle the NovelllM Litigation in a settlement
transaction that requires a net payment to NovelllM) be $0, then the Series
A Preferred shal convert into 51 % of the then-outstanding common stock of
SCO, on a fuly diluted basis. Should the amount drawn under the Debt

Financing to effect a NovelllM Payment be $30 mion or more, then the
Series A Preferred shall convert into 85% of the then-outstanding common
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stock of SCO, on a fully diluted basis. Should the amount drawn under the
Debt Financing to effect a NovelllM Payment be between $0 and $30
millon, then the Series A Preferred shall convert into a percentage of the
then-outstading common stock of SCO proportonally. For the avoidace of
doubt, the conversion percentage of the Series A Preferred shall not adjust
by reason of any draws under the Debt Financing other than draws to effect a
NovelllM Payment, and without litig the generality of the foregoing,
the conversion percentage of the Series A Preferred shall not adjust by
reason of draws under the Debt Financing to fund litigation costs or working
capita requiements of SCO or the provision of letters of credt or other
credit support (includig cash payments) in connection with appeag (and
posting bonds to stay judgments or rugs pending appea) a Distrct Cour
or other judgment in the NovelllM Litigation that is subject to fuher
appeal. The Preferred Stock financing described in ths and the precedng
bullet points and in more detal below is someties hereinafter referred to as
the ''Euity Financing."

US$95 mion under the term of a five year non-revolving credit line. The
credit line shall be secured by al of the assets of SCO, including all of its
present and futue litigation clai. The term wil be as set fort hereafter.
The credit facilty describe in ths bullet point and in more detail below is

sometimes herein referred to as the "Debt Financing."

Upon the effective date of the Proposed Plan of Reorganization, SNCP wil pay
$5,000,000 to the Reorganzed Debtor in consideration of the issuance of the Series A
Preferred. The Reorganized Debtor wil retan all of the pending litigation clai,

including the potential liabilty in respect of the Litigation Claims or recoveries under the
Pending Litigation.

Also upon the effective date of the Proposed Plan of Reorganization, the existing

common stock and common stock equivalents of the Debtor shal be extiguished, and in
exchange therefor the then-curent equity holders (and holders of common stock
equivalents, including stock options) of SCO shal receive a pro-rata interest in a grantor
trst (the 'vrrust"). The Trust shall be the holder of shares of new common stock (and
new common stock equivalents) of SCO ("New Common Stock"), representing between
49% and 15% of SCO's fuly diluted equity after conversion of the Series A Preferred,
the precise conversion percentage of which shall be determed based upon the
conversion rights of the Series A Preferred as described herein. Interests in the Trust
shall not be transferable, and the Reorganized Debtor wil no longer be a public company
and shall not be subject to the reportng requiements of the Securties Exchange Act of
1934, as amended.

Also upon the effective date of the Plan of Reorganization, the Trust wil enter into a
Shareholders' Agreement with the Company and the holders of the Series A Preferred
which shal provide, among other thngs, that; (i) the Trust wil not sell or transfer its
New Common Stock, except to the Company and on the term provided for in ths MOU
and the Defmitive Agreements, and (ii) the Trust, Company and the holders of Series A
Preferred shall have "tag along, drag along" rights and obligations to paricipate in a sale
of all or substatially all of the Company's outstanding equity securties (or a merger or
other corporate reorganation relating to the Company that has the same effect as such a
sale of all or substatially all of the Company's outstadig equity securties). Any such
sale transaction shall provide the Trust with imediately available fuds at least equal to
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the Redemption Prce.

Also upon the effective date of the Proposed Plan of Reorgantion, the existig CEO of
the Company, Dad McBride, wil resign imediately. The newly reorganed company
wil have seven members on its Board of Directors, four of which wil be nam by the
holders of the Series A Preferred.

Also upon the effective date of the Proposed Plan of Reorgantion, SCO wil contiue
to pursue aggressively the Company's clai in the NovelllM Litigation and other

pending litigation, includig The seo Group, Inc. v. Autozone, Inc., pending in the
United States Distrct Cour for the Distrct of Nevada, Case No. CV-S-04-237-RCJ-
LRL (the "Autozone Litigation").

Stephen Norrs Capita Parers, LLC shall have the right to assign and delegate its
rights and obligations hereunder to a special purose entity created for the purose of
engaging in ths transaction and in wluch Stephen L. Norrs is a maager or executive
offcer.

SNCP has a fmancing commtment suffcient to provide the Equity Financing and the
Debt Financing. SNCP wil provide the Debtor with a copy of a firm fmancing
commtment suffcient to provide the Equity Financing and the Debt Financing at least
five (5) business days prior to the commencement of the Banptcy Cour hearg on
the approval of the Disclosure Statement relating to the Proposed Plan of Reorganzation.

Upon the effective date of the Proposed Plan of Reorganization, the then-curent equity
(and common stock equivalents) of SCO shal be extiguished and the equity holders of
SCO shall receive a pro-rata interest in the Trust based upon their percentage ownership
of the Company's then outstandig Common Stock and common stock equivalents. The
beneficial interests in the Trust to be issued to the Company's equity holders shall
represent a pro rata interest in the outstanding New Common Stock held by the Trust,
which will correspond to the percentage interests of the Company's equity holders (and
common stock equivalent holders) at the time of the organization of the Trust. Interests
in the Trust shal be non-transferable, except pursuant to the laws of descent and

distrbution. The trstee of the Trust shall be a national ban or trst company selected
by SCO. The Trust wil receive $2 milion at the effective date of the Plan (from the
proceeds of the Series A Preferred), which wil be distrbuted to Trust beneficiaes (in

respect of the holdings of New Common Stock and excluding common stock
equivalents) afer reserving for reasonable Trust expenses. Withn one year after the
pending litigation claims in the NovelllM Litigation are finally resolved (by final
judgment or order, not subject to fuer appeal, or settlement), the Reorgand Debtor
wil make a final payment to redeem all New Common Stock held by the Trust in an
amount (the "Redemption Prce") equal to the sum of (a) a percentage of any net
recovery the Reorganized Debtor realizes from the final resolution of the NovelllM
Litigation (net of any recovery on or settement of counterclaims and cross clai

agaist the Debtor, including a NovelllM Payment, if any, and net of all taxes, and
Ongoing Legal Fees and Costs incured by the Debtor or the Reorgand SCO in
connection therewith), such percentage to var between 15% and 49% dependig on the
conversion percentage of the Series A Preferred, and subject to the anti-dilution rights of
the holders of the Series A Prferred, and (b) the product obtained by 

" multiplyig (i) the
earings of the Debtor (and the Reorganized SCO) (excludig any eargs arsing from
a NovelllM Litigation recovery) before interest, taxes, depreciation and amortation
(over the four full fiscal quarers imediately precedg the resolution of the
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NovelllM Litigation), by (ii) the product of four tis the percentage (between 15%
(as may be reduced by the anti-dution rights of the holders of the Series A Preferred)
and 49%) determed under (a), above.

The Trut agreement shall provide for liquidating distrbutions if the following events
occur before the New Common Stock held by the Trust are redeeme under the
foregoing provisions, as follows: (i) if the Company makes an intial public offerig of
its securties, the shaes of New Common Stock held by the Trust shal be distrbute to
the beneficiares (in compliance with applicable securties laws and regulations); (ii) if
all or substatially all of the assets of the Company (or any series of related transactions
resulting in the sale or other transfer of all or substantilly all of the assets of the

Company) are sold or a merger, reorganzation or other transaction in which holders of a
majority of the outstandig voting control of the Company immediately prior to the
transaction do not own a majority of the outstanding voting shares of the surving
corporation occurs, the proceeds of such sale or other transaction which are payable to
the Trust shall be distrbuted to the beneficiares; and (ii) if the Company voluntay or
involuntaly liquidates, dissolves or winds up, the proceeds payable to the trstee in
connection therewith shall be distrbuted to the beneficiares.

Series A Preferred Stock ("Series A Preferred").

The closing (and effective date of the Proposed Plan of Reorganzation) shall occur
within twenty (20) days after the entr of a final order (not stayed pending appeal)

config the Proposed Plan of Reorganzation.

The Purchase Prce for the Series A Preferred sha be US$5,OOO,OOO to be paid on the

Closing Date. The Puchase Prce wil be payable by cash or wire transfer.

The Series A Preferred shall convert into New Common Stock of sca, the amount of
which wil be determned based on the amount drwn under the Debt Financing to effect
a Novell/M Payment following the final resolution of the Novell/M Litigation.
Should the amount drawn under the Debt Financing solely to effect a Novell/M
Payment be $0, then the Series A Preferred shal convert into 51 % of the then-
outstadig common stock of sca, on a fully diluted basis. Should the amount drawn
under the Debt Financing to effect a Novell/M Payment be $30 milion or more, then
the Series A Preferred shal convert into 85% of the then-outstandig common stock of
sca, on a fully diluted basis. Should the amount drawn under the Debt Finacing to
effect a NovellM Payment be between $0 and $30 millon, then the Series A Preferred
shal convert into a percentage of the then-outstading common stock of sca
proportionaly. For the avoidance of doubt, the conversion percentage of the Series A
Preferred shal not adjust by reason of any draws under the Debt Financing other than
draws to effect a Novell/M Paymnt, and without limtig the generality of the
foregoing, the conversion percentage of the Series A Preferred shall not adjust by reason
of draws under the Debt Financing to fund litigation costs or workig capita
requirements of sca or the provision of letters of credit or other credit support
(including cash payments) in connection with appealg (and postig bonds to stay
judgments or rulings pending appeal) a Distrct Cour or other judgment in the

NovellM Litigation that is subject to fuer appeal. The conversion percentage of
the Series A Preferred shal not exceed 85% of the fuy converted New Common Stock
irespective of whether (or the extent to which) any additional equity securties may be
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issued in payment-in-kid of dividends accrug on the outstading Series A Preferred

(i.e., if holders of Series A Preferred receive New Common Stock as paid-in-kid
dividends on the Series A Preferred, then their conversion provisions shal contemplate
that afer giving effect to the conversion, such holders wi not own (including both the
New Common Stock issued upon conversion and by paid-in-kid dividends, combined)
more than 85% of the fuly converted New Common Stock).

Use of

Proceeds
The proceeds shall be used to fud the Proposed Plan of Reorgan?ation.

Dividends The holders of Series A Preferred shal be entitled to receive cumulative dividends at the
rate of 10% per annum which shall be payable as and when declared by the Company's
Board of Directors and out of retained earngs. Dividends may be payable in cash or in
shares of the Company's New Common Stock (valued by the Company's Board of
Directors in good faith) at the option of the Company. In the event of an initial public
offerig, accrued but unpaid dividends shall be payable in cash or New Common Stock
at the option of the Company.

Liquidation
Preference

In the event of a volunta or involunta liquidation. dissolution or winding up of the
Company, the fuds available for distrbution shal be paid out as follows:

(1) the holders of Series A Preferred shal be entitled to receive, prior and in
preference to the holders of the Company's New Common Stock, an amount equa to the
result obtained by dividig $5 millon by the number of shaes of New Common Stock
into which the Series A Preferred is convertble based on the conversion formula

described in the section entitled "Conversion Rights" above (the "Original Series A
Prce"), multiplied by 3; and thereaftr,

(2) any remaning assets shal be paid out on a pro rata basis to the Trust and
the other holders of New Common Stock and shae equivalents and Series A Preferred
(on an as-converted basis).

In the event of a sale of all or substatialy all of the assets of the Company (or any series
of related transactions resultig in the sale or other transfer of all or substatially all of

the assets of the Company) or a merger, reorganization or other transaction in which
holders of a majority of the outstandig votig control of the Company imediately
prior to the transaction do not own a majority of the outstadig voting shares of the
suriving corporation, the fuds available for distrbution shal be paid out as follows:

(1) the holders of Series A Preferred shall be entitled to receive, prior and in
preference to the holders of the New Common Stock, an amount equal to thee tis the
Original Series A Prce (as adjusted for recapitaations, stock splits, stock dividends,
and the like), plus accrued and unpaid dividends; and thereaer,

(2) any remaing assets shall be paid out on a pro rata basis to the Trust and
the other holders of New Common Stock and share equivalents and Series A Preferred
(on an as-converted basis).

Votig Rights The holder of each share of Series A Preferred shall have the right to a number of votes
equal to the number of shares of New Common Stock issuable on conversion of the
Series A Preferred. In addition, the holders of the Series A Preferred shal be entitled to
vote as a single class to elect four members of the Company's Board of Directors (as set
forth below). Except as provided herein or as requied by law, the holders of Series A

948303-17 5
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Preferred and New Common Stock shal all vote together as a single class and voting
group on al matters.

The Company may not, without the affirtive vote or wntten consent of the holders of
not less than 66 213% of the issued and outstanding shaes of Senes A Preferred:

(1) authonze or issue any secunties with any nghts that are senior to or on panty with
Senes A Preferred;

(2) declare or pay dividends or mae any distrbutions on any of the Company's
equity secunties (other than the distrbution of $2 miion at the effective date of the
Proposed Plan of Reorgantion);

(3) sell or otherwise transfer al or substantially all of its assets, tagible or intagible,
grant any exclusive nghts or license to all or substantialy all of the Company's products
or intagible assets, or merge or consolidate into or with any other entity in a transaction
or senes of related transactions;

(4) purchase, redeem, or otherwise acquie any of 
the Company's outstadig equity

secunties (includig warants, stock options and other nghts to acquie equity secunties),

other than redemption of the New Common Stock of the Trust as contemplated by this
MOU and repurhases pursuant to stock restrction agreements approved by a majonty of
the Board of Directors that grant to the Company a nght of repurchase upon tennation
of the service or employment of a consultant, director or employee;

(5) mae any changes in the nghts, preferences, or pnvileges of the Senes A
Preferred;

(6) amend or repeal or add any provision to the Company's Certificate of
Incorporation or Bylaws, if such action would adversely affect the preferences, nghts,
pnvileges, or powers of, or restrctions provided for the benefit of, the Senes A
Preferred;

(7) take certain other actions matenaly affectig the Senes A Preferred;

(8) change the size or election procedure of the Board of Directors; or

(9) authonze any changes in matenal accountig methods, policies or practices of the
Company or change the Company's auditors.

The shares of Senes A Preferred are convertible at the option of the holder, and at any
time and from time to time, into shares of New Common Stock. The conversion rate of
the Senes A Preferred wil initially be at the rate corresponding to the convertibilty of
al Senes A Preferred into 51 % of the fuly diluted common stock of th~ Reorgan
Debtor, and wil be subject to anti-dilution adjustment as descnbed below, as well as
adjustments for re-capitaiztions, stock splits, stock dividends, and the lie. The
conversion percentage shall be subject to adjustment based upon the amount(s) drawn on
the Debt Financing to effect a NovellM Payment following the final resolution of the
Novell/M Litigation, as descnbed in the section entitled "Conversion Rights," above.

Each shae of Senes A Preferred shall automatically convert into the number of shares of
New Common Stock determned by dividing (i) the sum of the Onginal Senes A Pnce
plus all accrued and unpaid dividends by (ü) the then-applicable conversion rate, on the
ealier to occur of (a) the wntten consent of holders of at least 66 213% of the

outstading Senes A Preferred, and (b) a fiy commtted underwtten intial public

6



Anti-dilution
Protection

Redemption

Right to
Maintan
Proportonate
Interest

Registration
Rights

94803-17
DOCS_DE: 135355. 1

offerig of Common Stock with total proceeds to the Company of at least $40 milion (a
"Oualified Offerig").

The conversion price of the Series A Preferred shall be subject to adjustment on a
proportonate basis, reflecting one-thd (113) of the dilution effected from an issuance of
New Common Stock to fud workig capita requiements of the Company. The
remaing two-thds (213) dilution from such issuances of New Common Stock shall
proportonately effect the holders of New Common Stock held by the Trust and any other
holders. The purose of ths adjustment is to provide limted price protetion to SNCP in
the event that the Company issues additional shares of its capital stock at a price below
the Series A Preferred purchase price to fud workig capita requiements of the
Company. This protection shal be subject to customa exceptions.

If the Series A Preferred has not ben converted to New Common Stock prior to the 5th
annversar of the closing (the "Initial Redemt)tion Date"), then the holders of the
outstandig shares of Series A Preferred shall have the option, exercisable at any tie

after such aniversar, to requie the Company to redeem the Series A Preferred in two

equal and yearly installments beginng on the anversar of the Closing Date after such
option is exercised. If a holder elects to requie the Company to redeem its Series A
Preferred, it must provide the Company with wrtten notice at least 90 days in advance of
the Initial Redemption Date. The redemption amount shal be paid from retaied
earngs and shall be equal to the Original Series A Prce, plus any accrued but unpaid
dividends plus an additional amount that would result in an additional 12% anual rate of
retur compounded anually from the Closing Date. In any simultaneous redemption of
the Series A Preferred and any other class or series of stock, the Series A Preferred shal
have preference.

Each holder of the Series A Preferred shall have a right of paricipation to purchase such
holder's pro rata share of any offerig of new securties of the Company, subject to

customa exceptions.

1. Demand Rights: Holders of at least 30% of the shares of Series A Preferred (or New
Common Stock issuable on conversion thereot) may demad registration by the
Company of their shares of New Common Stock and the Company wil use its best
effort to cause such shaes to be registered. The Company wil not be obligated to
effect nor pay for more tha 3 registrations pursuant to such demad registration
rights provisions. These rights are exercisable only after the earlier of (i) 180 days
after a Qualified Offering (as defied under "Automatic Conversion" above), and (ii)
the 5th annversar of the closing of ths financing.

2. "Shelf' Registrations on Form S-3: Holders of at least 20% of the shares of Series A
Preferred (or New Common Stock issued on conversion thereot) sha have the right
to requie the Company to me an unlimted number of and pay for not more than 2
registration statements on Form S-3 registerig their shares of New Common Stock
per year, provided that the Company is then eligible to use the S-3 registration
statement and the anticipated aggregate offerig price to the public for any such

registration would exceed $1 millon.

3. Piggy-Back Registrations: Holders of Series A Preferred shall be entitled to
unlimited "piggy-back" registration rights with respect to the New Common Stock
issuable upon conversion of the Series A Preferred on al registrations of th

Company (other than S-8's, S-4's or simlar registrations of business combination
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transactions or employee benefit plan), subject to the right of the Company and its
underwrters to reduce the number of shares of the Investor proposed to be registered
in view of maket conditions.

4. Reinstration Expenses: Al registration expenses (exclusive of selling expenses),
shall be borne by the Company.

Other term: The registration rights shall include other customa term and conditions,
including a customa "maket-stadoff' agreement in connection with a Qualified
Offering and public offerings conducted by the Company thereafter.

Upon the effective date of the Proposed Plan of Reorganzation, the existig æo of

SCO, Darl McBride, shall resign.

Upon the effective date of the Proposed Plan of Reorganization, the Company's Board of
Directors wil be comprised of seven members. The holders of Series A Preferrd shall
be entitled to elect four directors. The holders of Series A Preferred and the Trust, in
respect of the shares of New Common Stock issued to the Trust on behalf of the holders
of New Common Stock prior to the effective date of the Proposed Plan of
Reorgantion, and any holders of additional New Common Stock issued after such
effective date, all voting together as a single votig group, shall be entitled to elect the
remaining thee diectors, one of whom shall be the Chief Executive Offcer of the
Company and one of whom shall be an outside executive with suitable industr expertise
who is designated by a majority of the Board.

The Company and the representatives of Series A Preferred who serve as members of the
Board shall enter into indemnfication agreements in a form acceptable to SNCP on the
Closing Date. In addition, the Company's Certificate of Incorporation shall provide for
indemnification of directors to the mamum extent permtted by law, and the Company
wil, with 90 days after the Closing Date, obtain Directors and Offcers insurance in an

amount satisfactory to SNCP. The Reorganized Debtor shall purchase "tail" directors
and offcers insurance coverage to protect agaist claim arsing prior to the effective
date of the Proposed Plan of Reorganzation.

The Series A Preferred holders shall have the right to inspect the Company's premises
and books at times convenient to both pares.

So long as any of the Series A Preferred is outstadig, the Company wil deliver to the
holders of Series A Preferrd unaudited monthy fiancial statements with 15 days of
the end of each calendar month; unaudited quarerly fiancial statements withi 15 days

of the end of each fiscal quarr thereafter; annual audited financial statements with 90
days of the end of each fiscal yea; and any other informtion reasonably requested by
the holders of Series A Preferred. At least 30 days prior to the beging of each fiscal
year, the Company wil deliver to holders of Series A Preferred the fmancial budget and
business and strategic plan for the next fiscal year that wil be submitted for approval to
the Company's Board of Directors no later than 30 days followig the beginning of the
fiscal year. With respect to monthy, quarerly and anual financial statements, such
statements sha be accompaned by a wrtten report of the æo of the Company
identifyg operating highlights for the period and a comparson of such fmancial
statements to the Company's budget for the corresponding period.
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The loan is for the pricipal amount up to US $95,000,000. The loan is a non-revolving
line of credit pursuant to which drws or disbursements may be made from time to tie
in accordance with the term and conditions contaied in the loan documents to be

negotiated and fied with the Banptcy Cour prior to the hearng on approval of the
Disclosure Statement relating to the Proposed Plan of Reorganzation and execute by
SCO on the Closing Date (the ''Lan Documents").

" The purpose of the loan is to provide fuds for (i) workig capita for SCO following its
emergence from banptcy, (ii) to pay interest when due under the Debt Financing, and
(ni) to support the prosecution of the Reorganzed Debtor's Litigation Claims, including
providing letters of credit or other fmancial arangements adequate to support any
required appellate bonds (in which event the Reorganzed SCO shal pay the reasonable
letter of credit fees and expenses), and to effect payment of any fial award agaist the
Reorganized Debtor). Advances to SCO under (i) above shall be subject to the
achievement of milestones and matenance of loan covenants to be established by
SNCP and SCO in the Loan Documents.

The term of the loan wil be for a period of five (5) years (the "Loan Ter")
commencing on the first day of the month following the Closing Date.

Interest wil accrue on the outstanding pricipal balance at a varable or floatig rate,
expressed as an anual percentage rate, equal to LIOR plus 1,700 basis points (the
"Effective Rate"). Adjustments to the Effective Rate wil be made effective on the first
day of each month. Interest wil be calculated on the basis of a 360-day year and charged
for the actual number of days elapsed.

The Reorganized Debtor shall pay accrued interest on the outstanding principal balance
in arears monthy on the first day of each month commencing on the first day of the
month following the Closing Date. The entire unpaid principal balance, together with
any accrued interest and other unpaid charges, shal be due on the fist day of the month
following the expiration of the Loan Term (which date is sometimes referred to as the
"Maturty Date").

Any payment not paid withn ten (10) days of its scheduled payment date shall be subject
to a late charge equal to the greater of $50.00 or five per cent (5%) of the amount of the
deliquent payment. Upon the occurence of an event of default, the magin used to
compute the Effective Rate wil automatically increase by an additional four percent per
anum from the date thereof until the delinquent payment has been fuly paid, both
before and after judgment.

Reorganiz SCO may prepay principal at any tie without penalty or premium;
provided, however, Reorganizd SCO shall not be entitled to re-borrow fuds it has
prepaid.

To secure the Loan, SCO shal grant a valid, pedected and enforceable first prior securty
interest in favor of SNCP in (or shal cause a securty interest to be grted in), all
present and future assets of SCO, including litigation recoveries.

Should the Company receive a wrtten or oral offer or counteroffer to sette the Novell
Litigation, the NovellM Litigation, the Autozone Litigation or any othr Litigation
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Claims (collectively, the "Pending Litigation") prior to the effective date of the Proposed
Plan of Reorganzation (or if the Company shall receive a wrtten or oral offer or
counteroffer to acquie the shares or assets of the Company, including by or for the
account of a defendant in the Pendig Litigation), the Company shall promptly notify
SNCP of the offer and al material term thereof. Simlarly, the Company shal promptly
advise SNCP of all offers (includig counteroffers) it maes to sette or resolve the
Pending Litigation or relating to any proposed sale of the shares or assets of the

Company. At its option, one or more representatives of SNCP may attend merger and
acquisition negotiations, settlement conferences or conerence calls between the pares
to the Pending Litigation, whether the same are diected at settlg the Pendig Litigation

or acquirg the shares or assets of the Company. At the request of the Company, each
representative of SNCP who shall attend merger and acquisition negotiations, settlement
conferences or conference calls between the paries to the Pending Litigation shal

execute a confdentiality agreement reasonably acceptable to the Company and SNCP.

The Debtor and SNCP acknowledge and agre that a purose and intended effect of the
Proposed Plan of Reorgantion is to maillze the Debtor's litigation recovery under
the Pending Litigation. Except as expressly set fort herein, the Debtor and SNCP agree
that developments in (including a resolution of) the Pending Litigation shall not
constitute a basis to prevent or delay the confition or effective date of the Proposed
Plan of Reorganization. If the Pending Litigation shal resolve by a sale of the Company
to or an exclusive licensing transaction relating to all or substantially all of SCO's
intellectual property with or for the account of a defendant in the Pendig Litigation), by
or in connection with a sale of the Company or an exclusive licensing transaction relating
to all or substantialy all of SCO's intellectual propert to a person which is not a par
(including an affliate of such pary) to the Pending Litigation, or net settement in

Debtor's favor prior to the consumtion of the Proposed Plan of Reorganization, then,
except as provided below, the Equity Financing and the Debt Financing wil not be
consummted and SNCP shall be entitled to an admistrative clai payable promptly
after the Debtor's receipt of such net settlement, sales or licensing proceeds, in an

amount equal to fifty percent (50%) of either (a) the Debtor's net recovery in such
settement or any agreement or transaction in connection with, or in lieu of, settlement of
claims in the Pendig Litigation (including the fai value of any non-moneta
consideration) (net of any recovery on or settement of counterclai and cross clai

against Debtor, any taxes directly attrbutable to the net recovery or settement, and the
"Ongoing Legal Fees and Costs," as defied below (the "Settlement Compensation"), or
(b) the net proceeds and purchase price (including the fai value of any non-moneta
consideration) paid to acquire the Company, all or substatially all of the Company's
assets, control of the Company or a material license relating to SCO's intellectual
property (not in the ordiar course of business), net of any taes diectly attbutable to

the net proceeds and purchase price, and all Ongoing Legal Fees and Costs (the "Sale
Compensation"). In addition to the Settlement Compensation, SNCP shal be entitled in
the circumtaces in which the Settlement Compensation becomes payable, to complete

its acquisition of the Series A Preferred upon payment of the $5 llllon purchase price
therefor, before, at the time of, or immediately after the Reorganed Debtor emerges
from the Banptcy Case. In connection with the payment of the Settement

Compensation or the Sale Compensation or if ths MOU is termnated by SNCP for any
of the reasons (other than faiure to execute the Defintive Agreements or SNCP's
dissatisfaction with the results of its due dilgence investigation) set fort under the
"Termnation of the Transaction" section below that are not directly attbutable to the
act or ollssion of the SNCP, then SNCP shall also be entitled to an adllnistrative clai

for reimbursement from the Debtor of its out of pocket fee, costs and expenses (up to
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$500,000) incured in connection herewith.

As used herein, "One:oing: Legal Fees and Costs" means positive difference between:

L The sum of (a) all legal fees and chageable expenses paid to Boies, Schiller &
Flexner LLP and any other law fin (collectively, "BSF") pursuat to pargraphs (d) or

(e) of the engagement agreement between SCO and BSF dated October 31, 2004, as
amended to the date hereof (the "BSF Ene:agement Ae:eement"), plus (b) other

professional fees and expenses incured by the Debtor since September 14,2007 directly
related to the Litigation Proceeings or the transactions by reason of which the

Settlement Compensation or Sale Compensation is paid; minus

II All hourly legal fees and chargeable paid at any tim to BSF or any of the Three

Original Fir (as that term is defmed in the BSF Engagement Agreement) in connection

with any of the Pending Litigation, which amount is credited in reduction of the
contingency fees payable under paragraphs (d) or (e) of the BSF Engagement

Agreement.

SCO wil obtan cour approval of the Settlement Compensation and the Sale
Compensation by a motion for Plan Sponsor Protection Arangements to be fied with
the Bankrptcy Cour with the Debtor's Motion to Approve the Disclosure Statement
relating to the Proposed Plan of Reorganization, and in all events, prior to the submission
of the Proposed Plan of Reorganzation to credtors and interest holders for voting
puroses. If SCO fails to obta cour approval for the Settlement Compensation and the
Sale Compensation, SNCP shall have no fuher obligations under this MOD.

The Proposed Plan of Reorganzation shall provide for the followig tratment of

claims:

(1) Secured Creditors - (estimated at $0)

Paid in Full at the effective date

(2) Prority Creditors - Taxg Authorities

Paid in full at the effective date OR paid over period of time not to
exceed 5 years

(3) General Unsecured Creditors

o Trade - to be assumed or paid in full at the effective date, from the
proceeds of the Preferred Stock

o NovelIlM Litigation (if any) depending on outcome of litigation,
paid in fu when clai is liquidated afr the effective date, by draw under the

Debt Facilty.

(4) All to be paid in ful at the effective date:

. Admnistrative - Legal, Accountig, Financial Advisors, etc.

. US Trustee Fees

. CourClerk Fees
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SNCP's
Conditions to
Closing:

The obligation to provide the Equity Fincing and Debt Financing is subject to (i) the
compliance by the Debtor with its obligations under this MOU, (ii) the accuracy in al
material respects of all representations and certifications set forth in ths MOU and its
attachments, (iii) the execution and delivery of the Defitive Documents, (iv) the
accuracy in all material respects of al representations and certifications set fort in the

Definitive Documents and its attachments, (v) the absence of any default or event of
default under ths MOD or the Definitive Documents by the Debtor, (vi) the entr of an
order of the banptcy cour in the Banptcy Case confg the Proposed Plan of

Reorganiation and all other motions and pleadings requied to implement the Proposed
Plan of Reorgantion (and the absence of any effective stay of such confirtion
order) on or before 5:00 pm New York City time on Augut 15,2008 (such date, as the
same may be extended by SNCP in its sole discretion in wrtig, the "Commtment
Expiration Date"); (vi) the inclusion in the order confing the Proposed Plan of
Reorganzation of a finding that the Debt Financing is extended by SNCP in good faith,
(vii) the due dilgence investigation of SCO (which shal end at the commencement of
the Bankptcy Cour hearg on the approval of the Disclosure Statement relating to the
Proposed Plan of Reorganization) is not reasonably satisfactory to SNCP; (vii) no
Material Adverse Change following the fiing of the Proposed Plan of Reorganization,
(ix) no relevant threatened or pending litigation by a governental authority, and (x)
there being no injunction, cour order/judgment or other ruling, edict or pronouncement
with the force of law prohibitig the consumtion of any of the material transactions
contemplated in ths MOD, the Definitive Documents and the Proposed Plan of
Reorganation.

A "Material Adverse Cham?:e" shall mean any change or effect that is or could be
reasonably expected to result in a material adverse change in: SCO's business,

considered as a whole; or the consolidated fiancial condition or results of operations of
SCO, other than changes associated with the banptcy of SCO or general economic
conditions.

Termnation of The Debt Financing and the Equity Financing wil be termnable in the following
the circumstances:
Transction:

948303-17
DOCS_DE:135355.1

o by mutua written consent of SCO and SNCP;

o if SCO fails to obtain cour approval for the Settlement Compensation and the
Sale Compensation upon the approval of the Disclosur Statement relating to the
Proposed Plan of Reorganzation and prior to the submission of the Proposed
Plan of Reorganzation to creditors and interest holders for the purose of votig
thereon;

o the due dilgence investigation of SCO (which shal end at the commencement of

the Banptcy Cour heag on the approval of the Disclosure Statement
relatig to the Proposed Plan of Reorganzation) is not reasonably satisfactory to
SNCP;

o by SNCP upon wrtten notice of a material breach of any covenant or agreement
to be performed or complied with SCO which, if capable of being cured, is not
cured withn 15 business days afer notice;

o by SCO upon wrtten notice of a material breach of any covenant or agreement to
be performed or complied with by SNCP which, if capable of being cured, is not
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cured with 15 business days after notice;

o by either SNCP or SCO if any foreign, federal, state, local or other
governental, admistrative or regulatory authority, body, agency, cour,

trbunal or similar entity (other th the Banptcy Cour) having competent
jursdiction issues a fial and non-appealable order, decree or ruling prolubiting

the transaction;

o by SNCP upon a determnation by SCO or SCO's board of diectors to pursue a
Competitive Transaction;

o by SNCP, if the Banptcy Cour shall not have entered an order approving the
Settlement Compensation and Sale Compensation in form and substace

reasonably acceptable to SNCP on or before April 28, 2008; and

o tlus MOD shall be termated if an Order of the Banptcy Cour approving the
Debtor's execution hereof and performnce hereunder is not entered by Apri28,
2008, or if the Banptcy Cour does not enter an Order confg the
Proposed Plan of Reorganzation as contemplated hereby by August 15, 2008.

SCO acknowledges that it is not actively seeking fiancing for a plan of reorgantion,
except as set fort in tlus MOD. SCO agrees that, unti August 15, 2008, neither SCO
nor its agents or representatives shall solicit or encourage submission of inquires,
proposals or offers from any thd pares regarding any potential financing of a plan of
reorganization for SCO (each, a "Competitive Transaction"). SCO shall immediately
notify SNCP in wrtig if it receives an offer or proposal relatig to a Competitive
Transaction.

The Pares agree to negotiate in good faith the Defitive Documents contemplated by
ths MOU, so that form of al such Definitive Documents, in substatialy final form
shal be fied with the Banptcy Cour prior to the hearg on approval of the

Disclosure Statement relating to the Proposed Plan of Reorganzation.

The Debtor wil afford to SNCP all access, cooperation, documnts and informtion
reasonably requeste by SNCP in connection with its due diligence examnation of the
Debtor and its business. SNCP may termnate tlus MOU if it is not satisfied with the
results of such due diligence examnation. Such due dilgence period and termnation
rights shall end at the commencement of the Banptcy Cour hearng on the approval
of the Disclosure Statement relatig to the Proposed Plan of Reorganiztion.

Tlus Memorandum of Understanding shal be governed by Delaware law and al Pares
consent to the exclusive jursdiction of the Banptcy Cour hearg the Banptcy
Cases to determne any controversy arsing hereunder. The Definitive Documents

executed on the Closing Date (including the Loan Agreement) shall be governed by
New York law.

The term set fort above summe the major points we have discussed, but are not
intended to be the entiety of the term of the Proposed Plan of Reorganzation, the

Equity Financing or the Debt Financing and are subject to the draftng and execution of
Definitive Documents. The Debtor's execution of ths MOU is subject in al respects to
the entr of an Order of the Banptcy Cour approving ths MOD and the Defiitive
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Documents contemplated hereby, which Order will be sought in connection with the
motion for approval of the Disclosure Statement relating to the Proposed Plan of

Reorganzation. This MOU sha not be enforceable agaist the Debtor until such
Banptcy Cour order is entered and shall be subject to the term of such Order, when
entered. If such Banptcy Cour approval is not obtaed by April 28, 2008, then ths
MOD shal termnate.

(REAINER OF PAGE INNTONALLY LEFT BLANK.
SIGNATURE PAGE FOLLOWS.)
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IN wrESS WlREOE the pares have entered into ths 
MOUas of Febru a 2008.

THE SCÓ~Giõ~':~"' .
.;¿./:..

STEVE NORRS CAPITAL PARTNS, LLC

By;
Name;, :Stephen L. Nt!JTs
Title: SNCP Chairman
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