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Forward-Looking Statements

In addition to historical information, this Annual Report on Form 10-K contains forward-looking
statements. The forward-looking statements are made in reliance upon the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995. The words “believe,” “expect,” “anticipate,” “intend,”
“estimate,” “forecast,” “project,” “should” and similar expressions are intended to identify “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements include, among others, statements about our future performance, the
continuation of historical trends, the sufficiency of our sources of capital for future needs, the effects of
acquisitions and the expected impact of recently issued accounting pronouncements. The forward-
looking statements are subject to certain risks and uncertainties that could cause actual results to differ
materially from those anticipated in the forward-looking statements. Factors that might cause such a
difference include, but are not limited to, those discussed in Item 1A “Risk Factors.” Readers are
cautioned not to place undue reliance on these forward-looking statements, which reflect management’s
opinions only as of the date hereof. The Company undertakes no obligation to revise or publicly
release the results of any revision to these forward-looking statements. Readers should carefully review
the risk factors described in this Annual Report on Form 10-K and in other documents we file with the
Securities and Exchange Commission (SEC).

2«

Part 1

EENTS

When we refer to “we,” “our,” “us,” the “Company,” “Lawson” or “Lawson Software,” we mean
Lawson Software, Inc. and its subsidiaries. Unless otherwise indicated, references to our fiscal year mean the
fiscal year ended on May 31 of such year.

Item 1. Business
General

Lawson Software is a global provider of enterprise software. We provide business application
software, services and maintenance to customers primarily in the services sector, trade industries, and
manufacturing/distribution sectors. Within these broad sectors, we specialize in specific markets
including healthcare, public sector in the U.S., food, fashion, wholesale distribution, equipment services
and rental, and manufacturing. In the manufacturing sector we serve both process manufacturing and
discrete manufacturing customers. In the service sector we serve both asset-intensive and labor-intensive
services enterprises. Our goal is to be the leading global enterprise resource planning (ERP) software
provider in our target markets, with a particular focus on meeting the needs of mid-market customers
and customers with limited information technology budgets, referred to as resource constrained
customers.

On April 25, 2006, Lawson acquired Intentia International AB (Intentia), a Stockholm, Sweden-
based provider of enterprise software, in an all-stock transaction valued at $460.9 million. The
combination with Intentia provided a greater operational scale, a broader product portfolio, and
broader geographic reach with which to compete in the global enterprise application market. See
Note 4, Business Combinations, in Notes to Consolidated Financial Statements of this Form 10-K for
additional information.

Lawson serves customers in three geographic regions: the Americas; Europe, Middle East, and
Africa (EMEA); and the Asia-Pacific region including Australia and New Zealand (APAC). We provide
software in 35 languages, have sold to more than 4,500 customers in 40 countries and have
approximately 4,200 employees located throughout the world.

Our software solutions include enterprise financial management, human capital management,
business intelligence, asset management, enterprise performance management, supply chain



management, service management, manufacturing operations, business project management and
industry-tailored applications. Lawson solutions assist our customers in simplifying their businesses or
organizations by helping them streamline processes and reduce costs resulting in enhanced business or
operational performance. Lawson solutions help automate and integrate critical business processes,
aiding in collaboration among our customers and their partners, suppliers and employees. Through our
consulting services we primarily help our customers implement Lawson applications. Through our
maintenance services we provide ongoing support, upgrades, and assistance to our customers.

We generate revenue through software license fees, fees for consulting, including training and
implementation services, and fees for customer support and maintenance. We market and sell our
software and services primarily through a direct sales force, which is augmented by channel partners
and resellers.

Lawson was founded and incorporated in 1975. In February 2001, we reincorporated in Delaware
through a merger with our predecessor, Lawson Associates, Inc., a Minnesota corporation. We
established a new Delaware corporation as our parent company as part of the acquisition of Intentia in
April 2006.

Lawson has offices in over 29 countries around the world. Our principal executive offices are
located at 380 Saint Peter Street, Saint Paul, Minnesota 55102-1302. Our main telephone number at
that location is 651-767-7000. Our website is at www.lawson.com. Other than the information expressly
set forth in this annual report, the information contained or referred to on our website is not part of
this annual report.

Environment

We face a competitive and challenging environment for sales of our software and services. Industry
consolidation continues to be a primary factor shaping the selling environment. Our vertical market
focus and low total cost of ownership continue to be differentiators on which we compete in the
market.

Consolidation

In recent years, the enterprise software industry has seen numerous consolidations, mergers and
acquisitions. This activity has included acquisitions made by larger companies seeking to acquire
customers or to fill out their product line as well as consolidations of companies of similar size joining
forces in order to better compete in the market. For example, in 2003, J.D. Edwards & Company was
acquired by PeopleSoft Inc. Subsequently in 2005, PeopleSoft was acquired by Oracle Corporation.
Oracle also acquired Retek Inc. in 2005 and Seibel Systems, Inc. in 2006. In July 2006, Infor Global
Solutions (Infor) acquired SSA Global and has become another major provider of enterprise software
in the industry.

While this consolidation has resulted in larger competitors with broader product lines, it has also
resulted in fewer competitors and less choice for customers. We believe the industry consolidation has
created a void in the market, particularly for customers with information technology resource or budget
constraints, which generates an opportunity for Lawson. We believe that many of our target customers
are interested in more software choices than two or three vendors and that we are a competitive choice
compared with the large horizontal players on one end of the industry spectrum and the smaller niche
players on the other end.

Vertical Market and Customer Focus

Lawson, including our acquired businesses, focuses on several vertical industry markets including
healthcare, public sector in the U.S., food, fashion, wholesale distribution, equipment services and



rental, and manufacturing. We believe an industry-specific focus is fundamental to our ability to help
our customers achieve their desired results from their enterprise application investments. Expanding
our vertical market capability and worldwide customer base was a driving force behind our combination
with Intentia in 2006.

While we have developed specific expertise in the markets we serve, we manage our company as a
single business unit with leaders who are knowledgeable in the sale of our products and services, and
support of customers of all sizes across all industry verticals. Many of our products have applications
across multiple industries and are well-suited for customers outside our targeted verticals. For example,
our human capital management, enterprise financial management, business intelligence and asset
management solutions have broad application across many industries. We have customers both inside
and outside our targeted verticals with business needs that are well addressed by our products and
solutions. We have experienced sales account executives and consultants who focus on these customers,
and a significant part of our business is conducted outside of our targeted verticals. To achieve greater
operational scale and leverage costs, we operate as one business segment and we have integrated the
operations of the former Intentia and the legacy Lawson under one leadership structure for all
verticals.

We believe we have established an expertise in the markets and with the customer segments we
serve. Because many businesses in our target markets are mid-to-large-size, we also have developed an
expertise serving the mid-market, which comprises the vast majority of our customer base. We consider
the mid-market to have strong growth potential for ERP vendors during the next few years.
Increasingly, businesses within this category are looking to buy, add to or replace the systems that they
are using to help manage their financial, human resources, procurement, distribution or other business
management processes.

Lawson’s industry-specific focus and flexible product design enable quicker and easier deployment
of our software. We believe our expertise within our markets allows our services teams to simplify the
process of deploying our applications. As a result, our customers are able to save time, effort and
expense in implementing, maintaining and using Lawson applications. In addition, Lawson’s
professional services organization provides industry-specific implementation advice focused on the best
uses of our software and delivery of value for our customers. Our industry-specific orientation, flexible
product design and customer focus help differentiate Lawson from larger competitors in the enterprise
applications market.

Competition

The enterprise applications software industry is intensely competitive, rapidly changing and
significantly affected by new product offerings and other market activities. Some of our competitors
have an advantage over us due to their larger customer bases, larger technical staffs, greater brand
name recognition and substantially greater financial and marketing resources. We believe that the
principal competitive factors affecting our market include:

* Product features, functionality, performance and price

* Knowledge of a customer’s industry and tailored solutions
* Company stability, resources and reputation

* Ease of integration and speed of implementation

* Level of customer service

 Sales and marketing efforts

* New product and technology introductions



We believe Lawson has competitive advantages over a number of our competitors. Some of these
advantages include:

* 33 years of experience serving mid-market customers
* Low total cost of ownership

* Industry-specific experience

¢ Industry-focused solutions

* Openness and flexibility of our software’s architecture

Lawson’s most frequently encountered competitors are SAP AG and Oracle Corporation. Both are
large, global ERP vendors that are increasingly targeting mid-sized businesses as their traditional
larger-customer market becomes saturated. We believe there is market demand for a vendor like
Lawson that can offer scalable applications that are simpler to implement and operate than the more
complex applications of SAP and Oracle. Our focus is on delivering simpler solutions with lower total
ownership costs.

As a larger, stronger company after the combination with Intentia in April 2006, Lawson is better
positioned to compete and win against SAP and Oracle in all customer engagements, but especially for
resource-constrained mid-sized organizations. Our product portfolio now spans all core enterprise
applications, and mid-sized organizations account for the majority of our installed customer base. By
increasing our scale and the range of our products, we believe that Lawson will also provide a
compelling alternative to attempts by Microsoft, another significant competitor, to move into the
middle-market segment. We are pursuing this same strategy when we compete with Infor. Infor has
become a large global competitor through acquisitions of several enterprise software companies.

Lawson has also strengthened its competitive position by launching innovative new products like
Lawson Smart Office, Lawson Strategic Human Capital Management, Lawson System Foundation, and
Lawson QuickStep solutions for specific industries. Increasingly, we are generating applications using
our Landmark Application Designer, a proprietary application design tool that significantly reduces the
lines of software code in applications. We have also significantly improved our consulting and
maintenance offerings to give our customers greater choice in how we install and support their Lawson
applications and technology.

Products and Solutions

Lawson’s enterprise software solutions focus on providing competitive advantages and business
flexibility to our customers. Lawson’s solutions fall within three main product lines: Lawson S3
Enterprise Management System, Lawson M3 Enterprise Management System and Lawson Strategic
Human Capital Management with many of the solutions in each product line having broad, cross-
industry application.

>

Lawson S3 Products and Solutions—ILawson S3 applications help customers “staff, source and serve’
in their respective markets. Lawson S3 applications include human capital management, enterprise
financial management, supply chain management, enterprise performance management, and overall
system foundation. The Lawson S3 is specifically designed for services-centric industries.

Lawson M3 Products and Solutions—Applications in the Lawson M3 product line provide solutions
for customers who “make, move and maintain” goods or equipment in their markets. The Lawson M3
application suites include financial management, manufacturing operations, enterprise asset
management, supply chain management, customer sales and service, enterprise performance
management, business process management, and overall system foundation. The Lawson M3 product



line is geared for product-centric and trade-oriented businesses facing resource constraints and whose
processes are often complex and industry-specific.

Lawson Strategic Human Capital Management Products and Solutions—Applications in the
Lawson Strategic Human Capital Management product line provides solutions for customers to
strategically manage their workforce. The Lawson Strategic HCM application suites include talent
management, human resource management, and workforce management. The Lawson Strategic HCM
product line is geared for cross-industry global markets.

Benefits of Our Solutions

We provide business application software in over 40 countries that helps automate and improve
our customers’ business processes. The flexible architecture of our software gives customers a choice to
deploy a pre-configured application or to customize the application in order to conform to unique
business processes. The benefits of our software include:

Automation, Collaboration and Analysis. Our software automates business processes, enables
collaboration among process participants and delivers detailed analyses of process results. In addition,
in many situations, our back-office software suites can be implemented with our front-office solutions
and tools to deliver broader organizational benefits. For example, our service automation software can
be configured to enable managers to identify and assign the appropriate personnel to projects based on
skills and availability. The service automation software has been designed to work in conjunction with
our other software application suites to allow personnel to enter their time and expenses associated
with a project into our software, permitting these entries to be processed through (i) our financial
management software to assist with project accounting; (ii) our payroll application to update time
records; (iii) our accounts payable application to reimburse employee expenses; (iv) and our enterprise
performance management application to deliver financial, project and resource performance reports to
appropriate managers.

Industry-Tailored Solutions. 'We use our expertise in targeted vertical industries to provide
pre-configured functionality that addresses the specific business needs of these industries, thus
increasing the “out-of-the-box™ utility of our applications. For example, our healthcare supply chain
software has preconfigured categories for many critical hospital supplies that can streamline and
optimize the supply chain for one hospital or an entire network, and our fashion and apparel solution
is designed for companies that need to manage goods identified by such attributes as style, size, and
color.

Flexible, Web-Based Architecture. Our software can be deployed with pre-configured functionality
or customized to conform to the customer’s business processes using our software extension tools. Our
flexible architecture enables our software to run on most leading hardware and operating system
platforms and to operate with the leading relational database management systems. This allows our
customers to choose the most appropriate platforms independently from selecting our applications.
Furthermore, our applications can interface with most legacy systems through standard interfaces and
integration protocols. Our application run time foundation includes world-class middleware components
from IBM Websphere. Because many of our applications do not require software to reside on the
desktop computer and are accessed directly through a standard Web-browser, internet application or a
supported wireless device, we believe many of our applications can be deployed and used without
extensive training. Our software is scalable for a large, global enterprise as well as small and medium-
sized businesses.

Rapid and Cost-Effective Implementation. Our industry focus and flexible software can enable fast,
efficient deployment. We believe our knowledge of our targeted industries allows our industry-focused



consulting services teams to implement our software with an in-depth understanding of the business
needs of the customer, thereby in many cases reducing time, effort and expense.

Types of Software

The Lawson S3 and Lawson M3 software product lines are composed of core business applications,
enterprise performance management applications and software extension tools.

Lawson S3 Enterprise Management System Software

Lawson Enterprise Financial Management. The Lawson S3 Financials Suite helps organizations
drive enterprise value with enhanced information and a platform for sustainable compliance. All
financial suite applications are integrated and share common master data where appropriate. The
Lawson S3 Financials Suite provides solutions for the full cycle of finance from budgeting and
forecasting, through the management of projects and activities, to the reporting of results.

Lawson Supply Chain Management. The Lawson S3 Supply Chain Management Suite is a full
suite of integrated procurement and distribution solutions with low total cost of ownership to mid- and
upper-mid-market companies who seek reduced costs through enhanced supply chain processes and
more effective supply management.

Lawson Software for Retailers. Lawson’s retail-specific software applications are built for
high-volume retail enterprises to manage item information, category planning and review, assortment,
pricing, promotions, warehouse replenishment, multi-channel ordering, store replenishment, forecasting
and order determination. Lawson retail applications can help retailers select store locations, find the
right product mix, and run successful promotions.

Lawson Services Management. 'The Lawson S3 Services Management Suite includes Services
Automation, which provides professional services organizations with tools to manage work, resources,
time, expenses, and finances; Portfolio Manager, which analyzes active and prospective engagements to
help determine which ones will deliver the best returns; and Time and Expense, which captures time
and expense data in one place for employees, non-employees, offsite workers, and international staff.

Lawson Enterprise Performance Management (EPM). The Lawson S3 Enterprise Performance
Management Suite is a suite of capabilities and applications designed to optimize corporate
performance and corporate governance. It can access a variety of common data sources including both
Lawson and non-Lawson applications. Lawson EPM can be set up to provide actionable, role-based
self-service information from a single data source to aid decisions throughout an enterprise. Within the
EPM Suite, the Lawson Business Intelligence product can help streamline the way organizations gather,
analyze, share, and act on business data.

Lawson Smart Office. The Lawson Smart Office is an intuitive, personalized user interface that
allows users to directly access Lawson and Microsoft applications and update data pervasively and
instantly across the applications. Lawson brings together Microsoft productivity, mobility and
collaboration tools, such as Microsoft Excel, Outlook, Word, PowerPoint and Groove, with Lawson
enterprise applications. Lawson Smart Office enhances user productivity and provides information
sharing, data composition, interface personalization and rich analytics capabilities.

Lawson Business Process Management. The Lawson S3 Business Process Management Suite can
be added to almost any Lawson application to tailor the application to a customer’s specific needs.
These tools include Business Process Automation and Workflow Tools, which allows organizations to
notify employee’s of action in the system that needs their attention or approval based on their business
process rules; business-to-business communication and application-to-application Integration Tools,
which connect Lawson software applications with external systems, legacy systems, transaction systems,



custom applications, and handheld devices; Development Tools, which allow developers to customize
Lawson’s interface, and deploy Lawson software in new ways; System Tools, which allow an IT team to
monitor and manage an organization’s Lawson system.

Lawson S3 System Foundation. The Lawson S3 System Foundation is the technical foundation
that determines, to a substantial degree, the performance and value of the customer’s business
software. Lawson System Foundation is an open, standards-based technology that consolidates Lawson
runtime technology with world-class technology and middleware from IBM to help address customers’
expectations for ease of implementation, application performance, investment protection, security and
scalability.

Industry-Tailored Solutions. Lawson S3 has also used our industry-expertise in targeted industries
to provide functionality that addresses the specific business needs of these industries. Examples of these
industry-tailored applications for the Lawson S3 product line industry solutions include: Surgical
Instrument Management, Par and Cycle Counting, Receiving and Delivery, Performance Management
for Healthcare, Retail Operations, and Grant Management.

Lawson M3 Enterprise Management System Software

Lawson Financial Management. The Lawson M3 Finance Suite enables customers to capture,
analyze and manage financial information related to their companies’ operations. Lawson M3 finance
includes accounting, costing, cash management, budgeting, consolidation and transaction management
functionality. Its flexible accounting structures and processes are designed to operate in multiple
currencies and to help manage local legal and tax requirements.

Lawson Manufacturing Operations. The Lawson M3 Manufacturing Operations Suite enables
organizations to centrally manage product data and control the manufacturing execution process. It can
help manage complex configured and attribute-controlled products and directly supports costing,
planning and execution. Advanced functions support a company’s best practices such as lean
manufacturing and meeting complex regulatory requirements (such as traceability and shelf life).

Lawson Supply Chain Management. The Lawson M3 Supply Chain Management Suite is designed
to increase visibility and improve material flow through the supply chain, in order to optimize the use
of resources and inventory. Supply Chain encompasses sophisticated planning and optimization tools,
configurable warehouse execution functions, advanced procurement applications, and comprehensive
fulfillment and scheduling capabilities.

Lawson Enterprise Asset Management. The Lawson M3 Enterprise Asset Management (EAM)
Suite is a preconfigured maintenance solution that provides asset data management, preventive
maintenance, work order control, diagnostics management and statistical analysis which can significantly
enhance the management of operational assets.

Lawson Enterprise Performance Management. The Lawson M3 Enterprise Performance
Management Suite is a set of applications that cross functional and process boundaries to consolidate
and administrate data in an organization and make this data available in an appropriate format to
those who need it. The suite extracts and can be set up to consolidate data generated by dispersed
systems and uses pre-built information models to speed up both the design and delivery time of key
measurements to information users.

Lawson Customer Sales and Service. The Lawson M3 Customer Sales and Service Suite offers a
solution for market development, sales and after-sales service processes, particularly in multi-channel
sales environments. Applications include sales and marketing automation, e-sales, sales management,
service management, rental management, maintenance order management, and project management.



Lawson Smart Office. The Lawson Smart Office is an intuitive, personalized user interface that
allows users to directly access Lawson and Microsoft applications and update data pervasively and
instantly across the applications. Lawson brings together Microsoft productivity, mobility and
collaboration tools, such as Microsoft Excel, Outlook, Word, PowerPoint and Groove, with Lawson
enterprise applications and business intelligence.

Lawson Business Process Management. The Lawson M3 Business Process Management Suite
provides companies the means to connect, configure and customize their enterprise application system.
This suite permits the customization of role-based portals and user interaction,
application-to-application integration, business-to-business communication, business process automation
and workflow which allows organizations to notify employee’s of action in the system that needs their
attention or approval based on their business processes and business rules; thereby ensuring that
customers’ enterprise needs for business process modeling are fully supported.

Lawson M3 System Foundation. The Lawson M3 System Foundation Suite provides and manages
the essential applications and functions necessary to run and operate the Lawson M3 Enterprise
Management System. The technology layer is composed of updated technology stacks that combine
Lawson’s best runtime technology, Web services and document archiving capabilities with IBM
WebSphere Application Server ND and IBM DB2 Content Manager technology.

Lawson Strategic Human Capital Management

Lawson Strategic Human Capital Management product line is a full suite of products to help
customers transform the role of the Human Resources professional from an administrative and policy
enforcing role to that of a strategic business partner.

Lawson offers a stand-alone Strategic Human Capital Management solution or an integrated ERP
to mid- and upper mid-market companies that seek alignment of people and processes. Lawson
Strategic Human Capital Management On-Demand is a new software as a service offering that offers
customers a monthly price and single point of contact for their installation. Hosting services are
provided by partners including one from IBM Hosting in its world-class certified data centers. The
Lawson Strategic Human Capital Management solution is also available in the traditional fashion
through perpetual license.

The Lawson Strategic Human Capital Management System includes three Lawson suites. Each
suite comes with robust applications customers can use to strategically manage their workforce.

Lawson Talent Management. 'The Lawson Talent Management Suite delivers integrated tools
designed to help customers link together people, strategy, and execution. It helps customers manage,
develop and retain their workforce.

Lawson Human Resource Management. The Lawson Human Resource Management Suite helps
HR contribute to organizational excellence with applications that support cost effective management of
human resources business processes. Lawson HRM is designed to offer an alternative to large complex
ERP and stand-alone HR solutions.

Lawson Workforce Management. The Lawson Workforce Management Suite automates time
intensive staffing and scheduling tasks.

Maintenance and Customer Support

Given Lawson’s focus on seeking to provide the lowest cost of ownership for our customers, we
offer a comprehensive customer care program called Lawson Total Care. This includes software
upgrades, updates, and corrections for the software under maintenance, as well as various levels of



support including access to our knowledge base and the Lawson support team, technical advice, and
application management.

Our maintenance and customer support is delivered through Lawson’s Global Support & Delivery
organization of approximately 400 employees and contractors operating from product support centers
and regional support centers located around the world, supporting our global customer base.
State-of-the-art facility and technical infrastructure provides for efficient collaboration with our
customers’ internal support centers as well as with partners.

Consulting Services

Lawson offers a broad range of services to our customers in approximately 40 countries throughout
the world. From the initial assessment and planning, to the implementation, through an upgrade and
even providing extended support, we leverage Lawson applications to best enable our customers’
desired business outcomes. Our consulting services focus on quick implementation that lowers the total
cost of ownership. We do this through simplified delivery methods including pre-configured solutions
and delivery through global solution centers.

Lawson Learning provides the training and tools required to quickly and cost-effectively train on
Lawson applications. Software users can access a large library of training solutions delivered via
e-learning, attend a class, or take role-based training.

Technology Architecture
New Technology Platform

Lawson provides flexible, open, standards-based software solutions. We believe that the open
architecture of Lawson’s solutions provides superior quality, a low total cost of ownership, and a path
to a Services Oriented Architecture (SOA). Launched in 2006, our technology platform—*“Lawson
System Foundation”—combines Lawson’s newest technology with middleware from IBM for a
high-performance, standards-based solution that provides comprehensive security, scalability, and
usability. It also preserves customers’ choice of hardware platform while providing a foundation for
next-generation Lawson applications designed for use within SOA environments.

New Application Architecture

In 2006, we launched a new standards-based technology application platform called “Landmark,”
which will be used for products developed and released in the future. The new platform was designed
to deliver business applications that are simple, adaptable and manageable. A Lawson innovation,
Landmark is our new technology and pattern-driven applications construction model designed to help
customers mitigate application complexity by reducing the lines of instructions required to design and
build Lawson software applications. In addition to reducing development time, Landmark generates
Java code, which should help reduce the risk of errors. This Java-based code delivers interoperability
that protects and extends Lawson customers’ existing I'T investments while working to ensure
compatibility with future applications and technologies.

This new business applications platform is designed to increase overall application quality and
improve the product lifecycle experience for Lawson customers, from construction to deployment,
implementation, integration, maintenance, and upgrades. Based on a SOA, Landmark is designed to
enable Lawson and our customers to quickly and easily modify and customize business processes for
rapidly changing business needs. The significant reduction in lines of code errors and the move to an
entirely open and standards-based technology will also help reduce implementation times and further
lower total cost of ownership.



Landmark-developed applications and Web services will share the same data repository as
customers’ existing Lawson applications which will enable our customers to more easily transition to the
new platform with fewer costs.

Our Lawson Strategic Human Capital Management product was developed using Landmark and
we plan to develop future Lawson products using Landmark, for both Lawson M3 and Lawson S3
products. These products are expected to run on an industry standard J2EE applications server. Under
our expanded partnership with IBM, we plan to optimize our applications to work with IBM’s
WebSphere Application Server. Lawson will offer a backbone of standards-based Web Services for SOA
environments. Landmark supports key standards such as simple object access protocol (SOAP),
web-service description language (WSDL), and extensible markup language (XML).

Principles

Lawson’s technology architecture is based on the concept of “Separation of Concerns,” in which
there is a clear separation of the application and technology layers: the user interface, Web services,
application components, database services, and connections to external systems. This approach gives
Lawson the flexibility to deliver releases for the technology or application layers on different schedules,
adopt new technologies and standards more readily, and develop industry-specific applications. Lawson
helps protect customer investment and reduce the risks of transition to new releases. Lawson’s
technology architecture adheres to the following principles:

Simplicity. 'We believe most of the problems in the software industry are caused by the
overwhelming complexity of applications. We seek to solve the complex problems of our customers with
the simplest possible solution. Lawson’s applications are designed for simplicity of use from
implementation through life cycle management; in the user interfaces, in business processes, and
through support and maintenance.

Open Standards-Based Architecture. Lawson pursues open standards and a service-oriented
architecture for applications. Services such as Lawson Web Services and Lawson ProcessFlow Integrator
can help our customers connect their other systems to Lawson, allowing our customers to work with
the computing platforms and technologies they prefer or must maintain, such as custom-built legacy
systems. With Lawson’s open architecture, there is no need for our customers to abandon other
technology investments or rebuild infrastructure to fit Lawson. Lawson’s systems operate on most
industry standard hardware platforms including IBM, Sun, and Hewlett-Packard, and industry standard
operating systems, including IBM i, UNIX, and Microsoft Windows servers.

Rich User Experience. Lawson provides a consistent, easy-to-use, self-evident user experience.
Many of Lawson’s products use the latest presentation technology from Microsoft including thin-client
Browser—based interfaces and rich client interfaces based on Windows Presentation Foundation, which
means that a customer’s internet, intranet, or extranet connection gives quick, easy, and secure access
to those applications. Lawson’s user interaction technology may reduce staff training time, speed
implementation, ease administration costs, and give customers a more rapid return on their Lawson
investment.

Scalability. Our architecture is designed to grow with our customers and meet their evolving
strategic needs. Lawson applications are designed to be able to scale, extend, and utilize resource
upgrades to meet the changing needs of an organization.

Security. Lawson’s application and technology infrastructure can allow customers to build security
policies as simple or complex as needed to meet the organization’s security requirements. Security
policies can be created that authorize end users to access only the Lawson applications required to get
their job done. Security rules can be assigned to securable application objects which in turn can be
assigned to roles and users within an organization. Lawson security architecture implements modern
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authentication and authorization concepts and provides useful tools for simplified modeling and
maintenance.

Architecture Model

Lawson’s architecture is based on scalable industry standard J2EE environments. Our solutions are
offered across multiple configurations, giving customers choices for their platform, operating system,
and database.

User Access Layer

Thin Client. Provides user access via a PC, desktop, laptop, or mobile device. Browsers and thin
clients that connect via an Internet/intranet connection, access application components. Lawson Portal
(S3) and Lawson Workplace (M3) provide Web-based interfaces to Lawson applications, Lawson
extensions, non-Lawson applications, and other sources of information at websites that users can access.

Lawson Smart Office. Lawson Smart Office is a new rich client user interface for Lawson
applications. It is a unique business software platform that connects Lawson and Microsoft Office
applications in a single, simplified environment. It delivers an intuitive user interface that allows
user-specific customization and personalization to put the right tools and information on every user’s
screen. Lawson Smart Office can incorporate features such as documents, two- and three-dimensional
graphics, and video. With its intuitive design, Lawson Smart Office can help companies achieve greater
data discipline because the interface will help ensure that people use the system and work with data in
the right manner. Lawson Smart Office is designed to improve user and group productivity for anyone
relying on Lawson and Microsoft solutions to do their job.

Web Server Layer

Web Services. Lawson supports industry standards-based connectivity to application components.
The Web server, Internet Object Services, Lawson Workplace and the Lawson Portal are key
components for deploying Lawson applications via the Internet. By using multiple configurations of
Lawson System Foundation which uses IBM’s WebSphere Application Server, Lawson delivers
scalability for high volume processing. Services such as Internet Object Services, provide data mining
and Drill Around®—a key feature that allows drilling down to sub-detail information related to certain
Lawson applications.

Application/Database Server Layer

Business Logic. Provides a set of integrated business rules for Lawson core applications. These
applications can be deployed separately or together as integrated solutions.

Database. Provides customers the flexibility to select their optimal relational database. Current
databases supported include IBM DB2, Oracle and Microsoft SQL Server.

Active Object Repository. A dynamic enterprise data model that includes Interface Form
Definitions, Information Relationships, Process Definitions, Logic Definitions, Security Definitions,
Transaction Management Definitions, and Open Application Interfaces.

Lawson System Foundation. The foundation of Lawson’s architecture and critical to system
performance, scalability, availability, and reliability; oversees all activities on the Lawson application
server, including security, system resources, transactions, data access, and job schedules.

Application Server.  Gives customers flexibility to use whatever platform fits their size, budget or
strategic direction. Lawson products use industry standard middleware from IBM to run on a variety of
hardware platforms such as Compaq, Dell, Hewlett Packard, IBM, Microsoft, and Sun.
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Sales and Marketing

We market and sell our software and services solutions through a combination of a direct sales
force, strategic alliances with systems integrators and resellers. Our direct sales force and services
organizations are aligned with our strategy of providing industry-tailored applications. Within each
industry, we have a sales team dedicated to prospective customers and another dedicated to sales to
existing customers. We also have regional sales teams that focus on specific geographic territories. Our
sales and service offices are located in three geographic regions: the Americas, EMEA and APAC.

In addition to our direct sales teams, we enter into strategic alliances with systems integrators and
resellers to benefit from our partners’ resources, expertise and customer base. Business partner
alliances allow us to expand our market presence through increased awareness of our software
applications within our partners’ organizations and customer bases, and through their personnel who
are trained to implement our software. Our channel partners market and promote our software
products and typically provide implementation services to their end-users. Channel partners generate
sales leads, make initial customer contacts, and assess needs prior to our introduction. In addition,
some of our channel partners engage in customer support and localization of our products. We also
engage in joint marketing programs, presentations at seminars, attendance at trade shows, and the
hosting of conferences with many of our business partners.

We also use application service providers (ASPs) to distribute our products in a hosted
environment. ASPs allow us to reach small- to medium-sized businesses that prefer a hosted solution.
Our software’s architecture is easily distributed over the Internet and is highly scalable to serve many
customers. It also supports multi-tenancy, which lets ASPs securely host multiple customers on a single
set of our applications.

Research and Development

Since our inception, we have made substantial investments in software product development. We
believe that timely development of new software applications, enhancements to existing software
applications and the acquisition of rights to sell or incorporate complementary technologies and
products into our software offerings are essential to maintain our competitive position in the market.
The business application software market is characterized by rapid technological change, frequent
introductions of new products, changes in customer demands, and rapidly evolving industry standards.

We are committed to continued investment in R&D to enhance our existing products as well as
new applications using our Landmark development for both the Lawson M3 and Lawson S3 product
lines.

Our total research and development expenses were $85.4 million, $85.3 million, and $60.7 million
in fiscal 2008, 2007 and 2006, respectively. As of May 31, 2008, our research and development
organization consisted of approximately 800 employees. See Item 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations for further discussion of R&D expenses.

Trademarks

“Lawson” and “Lawson Software” are registered trademarks in the United States and the
European Union. Other trademarks and trade names appearing in this document are the property of
their respective holders.

Intellectual Property and Product Liability

We regard certain aspects of our internal operations, software and documentation as proprietary,
and rely on a combination of contract, copyright, patent, trademark and trade secret laws and other
measures, including confidentiality agreements, to protect our proprietary information. Existing
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copyright laws afford only limited protection. We believe that, because of the rapid pace of
technological change in the computer software industry, trade secret and copyright protection is less
significant than factors such as the knowledge, ability and experience of our employees, frequent
software product enhancements, and the timeliness and quality of support services. We cannot
guarantee that these protections will be adequate, or that our competitors will not independently
develop technologies that are substantially equivalent or superior to our technology. Historically, we
have provided our customers source code for many of our products. We may elect to distribute only
object code in the future. In either case, we will permit customers to obtain access to our other source
code through a source code escrow arrangement. Access to our source code may increase the likelihood
of misappropriation or other misuse of our intellectual property. In addition, the laws of certain
countries in which our software products are, or may be licensed, do not protect our software products
and intellectual property rights to the same extent as the laws of the United States and Sweden.

Software companies have increasingly applied for, and relied on, the protection of patents. To date,
we hold two United States patents and have filed several patent applications. These applications may
not result in issued patents and, even if issued will not provide assurance of a competitive advantage.

We do not believe our software products, third-party software products we offer under sublicense
agreements, our trademarks, or other Lawson proprietary rights infringe the property rights of third
parties. However, we cannot guarantee that third parties will not assert infringement claims against us
with respect to current or future software products or that any such assertion may not require us to
enter into royalty arrangements or result in costly litigation. Under the license agreements with our
customers, we agree to indemnify our customers for third-party claims that our products infringe the
intellectual property rights of those third parties.

We are also exposed to product liability risks under applicable country and state laws. We generally
attempt to limit our exposure to product liability claims with customers as part of our license
agreements. However, local laws or unfavorable judicial decisions might diminish or invalidate the
scope of these limitations.

Employees

As of May 31, 2008, we had approximately 4,200 employees, including approximately 800 in sales
and marketing, approximately 800 in research and development, approximately 2,100 in services and
customer support and approximately 500 in administration. None of our employees in the U.S. are
represented by a labor union; however, in certain international subsidiaries workers councils represent
our employees.
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Executive Officers

The following sets forth our executive officers as of June 30, 2008, their age, position and a brief
description of their business experience:

Name Age Position

Harry Debes . ........... 57 President, Chief Executive Officer, Director
Robert A. Schriesheim . . . .. 48 Executive Vice President, Chief Financial Officer
Eduardo Sanchez......... 52  Executive Vice President, Sales

Colin Balmforth.......... 47  Senior Vice President, Support & Delivery

Craig Bickel ............ 57 Senior Vice President, Chief Information Officer
Dean J. Hager........... 41 Senior Vice President, Product Management
Bruce B. McPheeters . . . . .. 53 Senior Vice President, Secretary and General Counsel
Stefan Schulz. . .......... 41  Senior Vice President of Finance

Guenther Tolkmit ........ 56 Senior Vice President, Product Development
Kristin Trecker .......... 43  Senior Vice President, Human Resources

Harry Debes has served as our president and chief executive officer and as a director since June
2005. From November 2003 until June 2005, Mr. Debes was president and chief executive officer of
SPL Worldgroup, a leading provider of enterprise software to the electric utility industry. From May
2001 until joining SPL. Worldgroup, he was employed by JD Edwards & Co., an enterprise software
company, where he served as senior vice president Americas until JD Edwards was acquired by
Peoplesoft, Inc. in August 2003. From 1990 until May 2001, Mr. Debes was employed by GEAC
Computer Corporation, an enterprise software company. While working for GEAC, Mr. Debes held a
variety of positions including managing director of GEAC Asia-Pacific and president of GEAC
Enterprise Solutions for the Americas.

Robert A. Schriesheim has served as a director since May 2006 and as executive vice president and
chief financial officer since October 2006. From 2002 until October 2006, he was a venture partner and
general partner of ARCH Development Partners LLC, a Chicago-based technology venture capital
fund. From 1999 to 2002, he was executive vice president of corporate development, chief financial
officer, and a director for London, England-based Global Telesystems, Inc. where he led the financial
restructuring and sale of the company. Global Telesystems, Inc. was a $1 billion publicly traded
provider of telecommunications services to businesses throughout Western and Central Europe and
Russia, backed by George Soros and affiliates. Previously, he held various executive positions at SBC
Equity Partners, Ameritech, AC Nielsen, and Brooke Group Ltd. He also serves on the boards of
publicly-traded Alyst Acquisition Corp., MSC Software Corporation, Skyworks Solutions Inc. and
several private technology companies.

Eduardo S. Sanchez has served as our executive vice president of global sales since September
2007. From September 2006 until August 2007 when Cartesis S.A. was acquired by Business
Objects S.A., Mr. Sanchez served as chief operating officer at Cartesis S.A., a Paris-based business
performance management software provider. From 1993 until August 2006, Mr. Sanchez worked for
MicroStrategy Inc., a provider of business intelligence software. He held various roles at MicroStrategy
including managing director for European operations, vice president of international operations, and
most recently as corporate vice president of worldwide sales and services. Before joining MicroStrategy,
Mr. Sanchez worked in consulting roles with Bender Management Consultants based in Virginia and
Esin Consultora S.A. in Argentina.

Colin M. Balmforth has served as our senior vice president of global support since December 2007.
From September 2005 until December 2007, Mr. Balmforth was vice president of professional services
for Intelliden Software, a provider of intelligent networking software solutions. From July 2003 until
September 2005, Mr. Balmforth was chief operating officer and executive vice president for Conexus
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Partners an advisory consulting firm for the enterprise resource planning (ERP) software market. From
1998 to 2003, Mr. Balmforth held several senior management positions with Peoplesoft, Inc. and J.D.
Edwards Company, including global responsibility for the support business functions at those ERP
software companies. From 1984 until 1998, Mr. Balmforth held various support and services
management positions with several software companies. Mr. Balmforth was based in Europe from 1984
until March 2000.

Craig A. Bickel has served as our senior vice president and chief information officer since June
2008. From December 2005 until joining us in June 2008, Mr. Bickel was employed by
AlixPartners LLP, a management consulting firm. From 1992 until February 2005, he was employed by
Cabot Corporation, a specialty chemical manufacturer, where he served as vice president and chief
information officer from 1994 until February 2005.

Dean J. Hager has served as senior vice president of product management since April 2006.
Mr. Hager served as our chief product officer from June 2004 until April 2006, executive vice president
emerging markets from June 2003 until June 2004, executive vice president global products division
from February 2001 until May 2002, executive vice president worldwide marketing from June 2000 to
February 2001, vice president, e-business marketing from June 1999 until June 2000, and director of
marketing for our former AS/400 business unit from May 1998 until June 1999. From March 1989 to
May 1998, Mr. Hager was employed by IBM, where he held several management positions, with his last
position held as senior program manager with its server products division.

Bruce B. McPheeters has served as corporate secretary since October 1999, general counsel since
April 2000 and senior vice president since June 2002. Mr. McPheeters served as vice president
administration from April 2000 until May 2002 and corporate counsel from September 1999 until April
2000. From 1981 until joining Lawson in September 1999, Mr. McPheeters was a business lawyer in
private practice, focusing primarily in the areas of intellectual property, securities, and mergers and
acquisitions of privately and publicly held companies. From December 1995 until September 1999, he
was employed by the law firm of Gray, Plant, Mooty, Mooty & Bennett, PA.

Stefan B. Schulz has served as senior vice president of finance since October 2007 and as senior
vice president—global controller from October 2005 until September 2007. In addition, Mr. Schulz
served as our interim chief financial officer from August 2006 until October 2006 and has served as our
principal accounting officer since October 2005. From November 1993 until joining us in October 2005
he was employed by BMC Software, Inc. a provider of enterprise management solutions that empower
companies to automate their IT and align it to the needs of the business. While at BMC Software, he
served as corporate controller from February 2001 to May 2004 and most recently as vice president of
revenue operations. Prior to joining BMC, Mr. Schulz was employed by Arthur Andersen LLP in their
audit and business advisory practice.

Guenther Tolkmit has served as senior vice president of product development since April 2006.
Mr. Tolkmit served as the chief technology officer of Intentia from September 2005 until the time of
the merger with Lawson in April 2006, and vice president support and delivery for Intentia from March
2005 until August 2005. Before joining Intentia, Mr. Tolkmit served as chief operating officer and chief
technology officer for Parsytec AG from 2001 until February 2005. Mr. Tolkmit has also served in a
number of senior roles at SAP AG including vice president of technology management, worldwide chief
marketing officer, and senior vice president of SAP Ventures. He had formerly held management
positions at Software AG, Cullinet Inc., and Siemens AG.

Kristin Trecker has served as senior vice president of human resources since April 2006 and vice
president of human resources from June 2004 until April 2006. Prior to assuming that position,
Ms. Trecker held a variety of roles within the Lawson human resources organization since 1994. Prior
to joining Lawson in 1994, Ms. Trecker was employed in a variety of roles in the healthcare and gaming
industries.
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Available Information

We make available, free of charge, on our website (www.lawson.com) our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended, as soon as reasonably practicable after we have electronically filed or furnished such
materials to the Securities and Exchange Commission. The information posted on our website is not
incorporated into this Annual Report on Form 10-K.

Financial Information About Geographic Areas

For financial information about geographic areas see Note 14, Segment and Geographic Areas, in
Notes to Consolidated Financial Statements of this Form 10-K.

Item 1A. Risk Factors
Factors That May Affect Our Future Results or the Market Price of Our Stock

We operate in a rapidly changing environment that involves numerous uncertainties and risks.
Investors evaluating our company and our business should carefully consider the factors described
below and all other information contained in this Annual Report on Form 10-K. This section should be
read in conjunction with the Consolidated Financial Statements and Notes thereto and Management’s
Discussion and Analysis of Financial Condition and Results of Operations included in this report. Any
of the following factors could materially harm our business, operating results and financial condition
and/or negatively affect our stock price. Additional factors and uncertainties not currently known to us
or that we currently consider immaterial could also harm our business, operating results and financial
condition. We may make forward-looking statements from time to time, both written and oral. We
undertake no obligation to revise or publicly release the results of any revisions to these forward-
looking statements based on circumstances or events which occur in the future. The actual results may
differ materially from those projected in any such forward-looking statements due to a number of
factors, including those set forth below and elsewhere in this report.

The enterprise software business is highly competitive.

We compete with Oracle Corporation, SAP AG, Infor Global Solutions, Inc., Microsoft
Corporation, McKesson Corporation and other larger software companies that have advantages over us
due to their larger customer bases, greater name recognition, long operating and product development
history, greater international presence and substantially greater financial, technical and marketing
resources. If customers or prospects want to reduce the number of their software vendors, they may
elect to purchase competing products from Oracle, SAP, Infor or Microsoft since those larger vendors
offer a wider range of products. Furthermore, Oracle is capable of bundling its software with its
database applications, which underlie a significant portion of our installed applications. We also
compete with a variety of more specialized software and services vendors, including:

* single-industry software vendors;

* human resource management software vendors;

* financial management software vendors;

* manufacturing software vendors;

* merchandising software vendors;

e services automation software vendors;

* software integrators and outsourced services providers; and

* Internet (on demand) software vendors.
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We believe that Oracle, SAP and other competitors are discounting their products and services on
an increasing basis to attempt to gain market share in the markets where we compete. Some
competitors are also increasingly aggressive with offering payment terms, contractual warranties,
implementation terms or guarantees that are more favorable to customers and prospects. Competitors
may entice our customers and prospects to switch software vendors by offering those customers or
prospects free or heavily discounted products or services, and other more favorable contract terms. We
may be unable to continue to compete successfully with new and existing competitors without lowering
prices or offering other favorable terms to customers that lower our margins and increase our risks. We
expect competition to persist and intensify, which could negatively impact our operating results and
market share.

Economic, political and market conditions, can adversely affect our revenue growth and operating results.

Our revenue and profitability depend on the overall demand for enterprise software and related
maintenance and services, particularly in the industries and geographies in which we sell our products
and services. Demand for enterprise software and demand for our solutions are affected by general
economic conditions, competition, product acceptance and technology lifecycles. Regional and global
changes in the economy, governmental budget deficits and political instability in certain geographic
areas have resulted in businesses, government agencies and educational institutions reducing their
spending for technology projects generally and delaying or reconsidering potential purchases of our
products and related services. The uncertainty posed by the long-term effects of escalating oil prices,
the global economic slowdown, continuation of the global credit crisis, the war in the Middle East,
terrorist activities, potential pandemics, natural disasters and related uncertainties and risks and other
geopolitical issues may impact the purchasing decisions of current or potential customers. Because of
these factors, we believe the level of demand for our products and services, and projections of future
revenue and operating results, will continue to be difficult to predict. These geopolitical risks could also
impede employee travel and our business operations in any affected regions.

Our revenues, and in particular our software license revenues, vary each quarter and are difficult to predict.

Revenues from license fees in any quarter depend substantially upon our licensing activity with
new and existing customers, and our ability to recognize revenues in that quarter under our revenue
recognition policies. If we do not continue to develop or acquire new products, licensing activity with
existing customers will decline. Licensing activity for our products drives maintenance and services
revenues because we sell maintenance and services for only our products. A decrease in licensing
activity will typically lead to a decrease in services revenue in the same or subsequent quarters. If we
do not have sufficient licensing activity with new customers each year, our maintenance revenue for the
following year will decline because new customers are needed to offset the percentage of existing
customers who scale back their businesses, reduce licenses and maintenance contracts, are acquired, or
otherwise choose not to renew annual maintenance. Our sales force and marketing team must continue
to generate sales leads among existing customers and prospective customers. When we “qualify” a lead,
that lead becomes part of our sales “pipeline.” If our pipeline does not continue to grow in our
different markets and geographies, our revenues will eventually decline. The rate at which we convert
our pipeline into actual sales can vary greatly from year to year for the following reasons:

e The period between initial customer contact and a purchase by a customer may vary and can be
more than one year. During the sales cycle, prospective customers may decide not to purchase
or may scale down purchases because of competing offers, budgetary constraints or changes in
the prospect’s management, strategy, business or industry. Increasingly, customer or prospect
organizations are taking more steps to approve the purchase of our products and services. Often
times, we must wait for a customer or prospect’s board of directors to approve a purchase.
These added approval requirements can delay the sales cycle and jeopardize the likelihood of
completing the sale.
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* A substantial number of our existing and prospective customers make their purchase decision
within the last few weeks or days of each quarter. A delay or deferral in a small number of large
new software license transactions could cause our quarterly license revenue to fall significantly
short of our predictions.

* Prospective customers may decline or defer the purchase of new products if we do not have
sufficient customer references for those products.

* New products or technologies, software industry mergers and other software industry news may
create uncertainty and cause customers and prospective customers to cancel, postpone or reduce
capital spending for our products.

Because a substantial portion of our software license revenue contracts are completed in the latter
part of a quarter, and our cost structure is largely fixed in the short term, unexpected revenue shortfalls
and deferrals have a disproportionately negative impact on our profitability.

We may not retain or attract customers if we do not develop new products and enhance our current products
in response to technological changes and competing products.

The enterprise software market is faced with rapid technological change, evolving standards in
computer hardware, software development and communications and security infrastructure, and
changing needs and expectations of customers. Building new products and service offerings requires
significant investment in development. A substantial portion of our research and development resources
are devoted to regulatory and maintenance requirements and product upgrades that address new
technology support. These demands put significant constraints on our resources available for new
product development. We also face uncertainty when we develop or acquire new products because
there is no assurance that a sufficient market will develop for those products.

We may be unable to identify or complete suitable acquisitions and investments; and any acquisitions and
investments we do complete may create business difficulties or dilute earnings.

As part of our business strategy, we intend to pursue strategic acquisitions in the future. We may
be unable to identify suitable acquisitions or investment candidates. Even if we identify suitable
candidates, we cannot provide assurance that we will be able to make acquisitions or investments on
commercially acceptable terms. If we acquire a company, we may incur losses in the operations of that
company and we may have difficulty integrating its products, personnel and/or operations into our
business. In addition, its key personnel may decide not to work for us. These difficulties could disrupt
our on-going business, distract our management and workforce, increase our expenses and adversely
affect our operating results. We may also incorrectly judge the value or worth of an acquired company
or business. Furthermore, we may incur significant debt or issue equity securities to pay for future
acquisitions or investments. The issuance of equity securities may be dilutive to our stockholders. If the
products of an acquired company are not successful, those remaining assets could become impaired,
which may result in an impairment loss that could materially adversely impact our financial position
and results of operations.

A significant portion of our future revenue is dependent upon our existing installed base of customers
continuing to license additional products, as well as purchasing consulting services and renewing their annual
maintenance agreements.

If our existing customers fail to renew their maintenance agreements or elect not to purchase new
products or additional services from us at historical levels, our revenues and results of operations could
be materially impacted.
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Competitors may take advantage of our limited intellectual property protection.

We consider certain aspects of our internal operations, software and documentation to be
proprietary, and rely on a combination of contract, copyright, trademark and trade secret laws to
protect this information. In addition, we currently hold two patents in the U. S. and have filed several
patent applications. Outstanding applications may not result in issued patents and, even if issued, the
patents may not provide any competitive advantage. Copyright laws afford only limited protection
because those laws do not protect product ideas. In addition, when we license our products to
customers, we provide source code for many of our products. Customers may also access source code
through a source code escrow arrangement. Access to our source code could provide an opportunity for
companies to offer competing maintenance and product modification services to our customers.
Defending our intellectual property rights is time consuming and costly.

Deterioration in our relationships with resellers, systems integrators and other third-parties that market and
sell our products could reduce our revenues.

Our revenue growth will depend, in part, on adding new partners to expand our sales channels, as
well as leveraging our relationships with existing partners. If our relationships with these resellers,
system integrators and strategic and technology partners deteriorate or terminate, we may lose sales
and marketing opportunities. Some current and potential customers rely on third-party systems
integrators to implement and manage new and existing applications. These systems integrators may
increase their promotion of competing enterprise software applications, or may otherwise discontinue
their relationships with us. We also license third-party software products that we incorporate into, or
resell with, our own software products. For example, we incorporate Micro Focus International, Inc.’s
software in many of our products and have reseller and alliance relationships with IBM, Business
Software Incorporated, Business Objects and other businesses that allow us to resell their offerings with
our products and services. These relationships and other technology licenses are subject to periodic
renewal and may include minimum sales requirements. A failure to renew or early termination of these
relationships or other technology licenses could adversely impact our business.

Charges to earnings resulting from past acquisitions may adversely affect our operating results.

Under purchase accounting, we allocate the total purchase price to an acquired company’s net
tangible assets, intangible assets and in-process research and development based on their fair values as
of the date of the acquisition and record the excess of the purchase price over those fair values as
goodwill. Management’s estimates of fair value are based upon assumptions believed to be reasonable
but which are inherently uncertain. Going forward, the following factors could result in material
charges that would adversely affect our results:

* impairment of goodwill or intangible assets;

* identification of assumed contingent liabilities subsequent to the finalization of the purchase
price allocation;

* charges to income to eliminate certain Lawson pre-merger activities that duplicate those of the
acquired company or to reduce our cost structure; or

International sales and operations subject us to risks that can adversely affect our operating results.

We derive a substantial portion of our revenues, and have significant operations, outside of the
U.S. Our international operations include software development, sales, customer support and
administration. We face challenges in managing an organization operating in various countries, which
can entail longer payment cycles and difficulties in collecting accounts receivable, fluctuations in
currency exchange rates, overlapping tax regimes, difficulties in transferring funds from certain
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countries and reduced protection for intellectual property rights in some countries. We must comply
with a variety of international laws and regulations, including trade restrictions, local labor ordinances,
and import and export requirements.

We may experience foreign currency gains and losses.

We conduct a significant portion of our business in currencies other than the U.S. dollar. Our
revenues and operating results are affected when the dollar strengthens or weakens relative to other.
Changes in the value of major foreign currencies, particularly the Euro, Swedish Krona and British
Pound relative to the U.S. dollar can significantly affect our revenues and operating results. Recognized
balance sheet exposures are partially offset by forward currency contracts. Net foreign currency
transaction gains and losses, resulting primarily from recognized balance sheet exposures, are recorded
within earnings in the period incurred.

Litigation may adversely affect our business, financial condition and results of operations.

We are subject to legal and regulatory requirements applicable to our business and industry
throughout the world. We are subject to various legal proceedings and the risk of litigation by
employees, customers, suppliers, stockholders or others through private actions, class actions,
administrative proceedings or other litigation. Litigation can be lengthy, expensive, and disruptive to
our operations and results cannot be predicted with certainty. There may also be adverse publicity
associated with litigation, regardless of whether the allegations are valid or whether we are ultimately
found liable. As a result, litigation may adversely affect our business, financial condition and results of
operations.

Others may claim that we infringe their intellectual property rights.

Many participants in the technology industry have an increasing number of patents and have
frequently demonstrated a readiness to take legal action based on allegations of patent and other
intellectual property infringement. These types of claims are time consuming and costly to defend. If a
successful claim is made against us and we fail to develop or license a substitute technology, our
business, results of operations, financial condition or cash flows could be adversely affected.

Our products are deployed in large and complex systems and may contain defects or security flaws.

Because our products are deployed in large and complex systems, they can only be fully tested for
reliability when deployed in networks for long periods of time. Our software programs may contain
undetected defects when first introduced or as new versions are released. Our customers might
encounter difficulties with the implementation of our products, discover defects in our products,
experience corruption of their data or encounter performance or scaling problems only after our
software programs have been deployed. As a consequence, from time to time we have received
customer complaints or been sued. In addition, our products are combined with products from other
vendors. As a result, should problems occur, it may be difficult to identify the source of the problem.
Software and data security are becoming increasingly important because of regulatory restrictions on
data privacy and the significant legal exposures and business disruptions stemming from computer
viruses and other unauthorized entry or use of computer systems. We may not be able to avoid or limit
liability for disputes relating to product performance, software security or the provision of services.
Product defects and security flaws could expose us to product liability and warranty claims and harm
our reputation, which could impact our future sales of products and services.
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Open source software may diminish our license fees and impair the ownership of our products.

The open source community is comprised of many different formal and informal groups of
companies, software developers and individuals who have created a wide variety of software and have
made that software available for use, distribution and modification, often free of charge. Open source
software, such as the Linux operating system, has been gaining in popularity among business users. If
developers contribute enterprise application software to the open source community, and that software
has competitive features and scale to business users in our markets, we will need to change our product
pricing and distribution strategy to compete. If one of our developers embedded open source
components into one of our products, without our knowledge or authorization, our ownership and
licensing of that product could be in jeopardy. Depending on the open source license terms, the use of
an open source component could mean that all products delivered with that open source component
become part of the open source community. In that case, we would not own those delivered products
and could not charge license fees for those products. We currently take steps to train our developers
and monitor the content of products in development, but there is no assurance that these steps will
always be effective.

Our profit margin for consulting services is lower than margins related to the other aspects of our business.

The consulting part of our business is highly competitive, is less proprietary, and industry-wide
carries a much lower gross margin than the other aspects of our business. For fiscal 2008, consulting
services represented approximately 45.0% of our total revenues. Since our acquisition of Intentia in
April 2006, we have taken measures to improve our profit margin for consulting services, including
improving utilization of services personnel and moving portions of our consulting services to our lower
cost operations in Manila, Philippines. We have experienced margin improvements over the past two
fiscal years and expect to make continued improvements going forward. However, our consulting
services business is highly sensitive to customer demands, competitive pressures and other external and
internal forces. Our actions to improve our consulting services margin may be offset by these forces
which could negatively impact our operating results.

We have started to deliver our Strategic Human Capital Management Solution through Software as a Service
(SaaS), which may adversely affect our operating profit margins because the SaaS license and delivery model
differs substantially from our traditional business practices.

Traditionally, we have licensed and delivered our products to customers under a perpetual license,
with the customer being responsible for obtaining and operating the computer hardware for that
software. We have begun to offer our Strategic Human Capital Management Solution through Saa$,
and might add additional SaaS offerings in the future. For each SaaS offering, we license the software
under a term license and are responsible for the hosting and maintenance of that software on the
computer hardware. The customer accesses, on a remote basis, the SaaS software from our data center
administered by a third-party firm. Selling, servicing and supporting SaaS customers is substantially
different than our traditional perpetual licenses, which can increase our costs and fulfillment risks.

We have recently completed the remediation of a material weakness in our internal control over financial
reporting under Section 404 of the Sarbanes-Oxley Act of 2002 that was reported from the first quarter of
fiscal 2007 through the third quarter of fiscal 2008. However, situations could arise in the future that could
result in the assessment of a future material weakness.

During the first quarter of fiscal 2007, we identified a material weakness in our internal control over
financial reporting relating to the lack of a sufficient number of qualified accounting personnel with the
required proficiency to apply our accounting policies in accordance with U.S. GAAP. This material
weakness became evident pursuant to our acquisition and integration of Intentia. Through hiring and
training efforts we have significantly improved our internal control over financial reporting including an
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increase in the number of qualified accounting personnel with the required proficiency to apply our
accounting policies in accordance with U.S. GAAP. As a result, we have remediated the previously
reported material weakness in our internal control over financial reporting as of May 31, 2008.

Situations could arise in the future including but not limited to (a) a significant acquisition(s),
(b) a major system implementation, or (c¢) significant turnover of key finance and/or accounting
personnel which could result in the occurrence of internal control deficiencies that may be determined
to be a material weakness. The existence of a material weakness could increase the risk that our
Consolidated Financial Statements may not fairly present, in all material respects, our financial
condition, results of operations and cash flows for the periods presented and may lead to delays in our
ability to complete our financial reporting on a timely basis.

We must attract and retain account executives in our sales organization to achieve our revenue goals.

Revenue growth, and in particular software license revenue growth, requires that we have a
sufficient number of trained account executives in our sales organization to develop leads and call on
prospective customers. Competition in our industry for experienced account executives is intense.
Competitors and other software companies may lure away our account executives through signing
bonuses and other special incentives. The failure to attract and retain account executives will negatively
impact our revenue growth. When we hire a new account executive, the time period required for that
person to become productive will vary, depending on their experience and training and the customer
pipeline and length of sales cycle.

If we are unable to attract and retain senior management, software developers, services consultants, finance
and accounting specialists, and other qualified personnel, we will be unable to develop new products and
increase our revenue and profitability.

We also rely on the continued service of our senior management, software developers, services
consultants, finance and accounting specialists, and other key employees. In the software industry, there
is substantial and continuous competition for highly skilled business, product development, technical,
financial and other personnel. The failure to attract, train, retain and effectively manage employees
could negatively impact our development and efforts and cause a degradation of our customer service.
If we are unable to attract and retain finance and accounting personnel who have experience with the
software industry and U. S. accounting requirements, we will have to continue to rely on more costly
contractors to fill the roles necessary for us to meet our governance and regulatory requirements.

We are required to delay revenue recognition into future periods for portions of our license fee activity.

Our entire worldwide business is subject to United States generally accepted accounting principles
(U.S. GAAP). Under those rules, we are required to defer revenue recognition for license fees in
situations that include the following:

* the customer agreement includes products that are under development or has other undelivered
elements;

* the customer agreement includes essential services, including significant modifications,
customization or complex interfaces (this is more prevalent with our M3 products);

* the customer agreement includes acceptance criteria;
* the customer agreement includes extended or contingent payment terms or fees;

* a third-party vendor, whose technology is incorporated into our products, delays delivery of its
product to the customer;
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* the customer agreement includes a fixed-fee service arrangement for which we do not have
“vendor specific objective evidence” (VSOE) of fair value; or

* we are not able to establish historical pricing and maintenance renewal rates to meet the VSOE
requirements of these accounting rules.

We expect that we will continue to defer recognition of portions of our license fee activity in each
period because of these factors, with deferrals more likely for (a) our M3 products because of product
customization (often required due to the nature of the manufacturing and distribution industries) that
is frequently included with new sales, (b) sales to governmental entities because those often include
fixed-fee arrangements for which we do not have VSOE of fair value, and (c) sales of large license fee
contracts because it is more difficult to use standard contract terms. The amount of license fees
deferred may be significant and will vary each quarter, depending on the mix of products sold in each
market and geography, and the actual contract terms.

We may take additional restructuring actions that result in financial charges in the period taken.

Since our acquisition of Intentia in April 2006, we have been integrating our two companies and
executing on our business plan. We have consolidated Lawson and Intentia facilities and taken other
restructuring actions to reduce combined company costs. We have continued to expand our operations
in the Philippines, reducing certain higher cost employee positions in the United States and Europe. If
we decide to take additional restructuring actions to improve our operational efficiencies, we may be
required to incur financial charges in the period when we make such decisions, which could have a
material adverse impact on our results of operations for that period.

We may have exposure to additional tax liabilities.

As a multinational organization, we are subject to income taxes as well as non-income based taxes,
in both the U.S. as well as in various foreign jurisdictions. Significant judgment is required in
determining our worldwide income tax provision and other tax liabilities. In the ordinary course of a
global business, there are many intercompany transactions and calculations where the ultimate tax
determination is uncertain. Although we believe that our tax estimates are reasonable, there is no
assurance that the final determination of tax audits or tax disputes will not be different from what is
reflected in our historical income tax provisions and accruals. We are also subject to non-income taxes,
such as payroll, sales, use, value-added, net worth, property and goods and services taxes, both in the
U.S. and various foreign jurisdictions. We are regularly under audit by tax authorities with respect to
these non-income taxes and may have additional exposure to additional non-income tax liabilities.

Our effective tax rate may increase or fluctuate, which could increase our income tax expense and reduce our
net income.

We have had an unusually high effective tax rate and are taking steps to bring our effective tax
rate more in line with our industry. However, there is no assurance that we will be successful because
our effective tax rate can be adversely affected by several factors, many of which are outside of our
control, including:

* Changes in the relative proportions of revenues and income before taxes in the various
jurisdictions in which we operate that have differing statutory tax rates;

* Changing tax laws, regulations, and interpretations in multiple jurisdictions in which we operate;
* Changes to the financial accounting rules for income taxes;
* Unanticipated changes in tax rates;

* Changes in accounting and tax treatment of stock-based compensation;
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* The tax effects of purchase accounting for acquisitions and restructuring charges that may cause
fluctuations between reporting periods;

* Changes to the valuation allowance on net deferred tax assets; or

* The assessments, or any related tax interest or penalties, could significantly affect our income tax
expense for the period in which the settlements take place.

We report our results of operations based on our determinations of the amount of taxes owed in
the various tax jurisdictions in which we operate. Periodically, we receive notices that a tax authority to
which we are subject has determined that we owe a greater amount of tax than we have reported to
such authority, and we regularly engage in discussions, and sometimes disputes with these tax
authorities. We are engaged in disputes of this nature from time to time. If the ultimate determination
of our taxes owed in any of these jurisdictions is for an amount in excess of the tax provision we have
recorded or reserved for, our operating results, cash flows, and financial condition could be adversely
affected.

We have adopted anti-takeover defenses that could make it difficult for another company to acquire control of
Lawson or limit the price investors might be willing to pay for our stock.

Provisions in our amended and restated certificate of incorporation and bylaws, our stockholder
rights plan and Delaware law could make it more difficult for other businesses to acquire us, even if
doing so would benefit our stockholders. Our amended and restated certificate of incorporation and
bylaws contain the following provisions, among others, which may inhibit an acquisition of our company
by a third-party:

* advance notification procedures for matters to be brought before stockholder meetings;
* a limitation on who may call stockholder meetings;
* a prohibition on stockholder action by written consent; and

e the ability of our board of directors to issue shares of preferred stock without a stockholder
vote.

The issuance of stock under our stockholder rights plan could delay, deter or prevent a takeover
attempt that stockholders might consider in their best interests. We are also subject to provisions of
Delaware law that prohibit us from engaging in any business combination with any “interested
stockholder,” meaning generally that a stockholder who beneficially owns more than 15% of our stock
cannot acquire us for a period of three years from the date this person became an interested
stockholder unless various conditions are met, such as approval of the transaction by our board of
directors. Any of these restrictions could have the effect of delaying or preventing a change in control.

Control by existing shareholders could significantly influence matters requiring stockholder approval.

As of May 31, 2008, our executive officers, directors, and affiliated entities, in the aggregate,
beneficially owned approximately 15.6% of our outstanding common stock. From time to time, hedge
fund investors have accumulated large positions in our stock. Groups of stockholders, if acting together,
would be able to significantly influence all matters requiring approval by stockholders, including the
election of directors and the approval of mergers or other business combinations. Sale of a portion of
these shares in the public market, or the perception that such sales are likely to occur, could depress
the market price of our common stock and could impair our ability to raise capital through the sale of
additional equity securities.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our corporate headquarters and executive offices are in Saint Paul, Minnesota, USA where we
lease approximately 308,000 square feet of space. The lease on this facility expires July 31, 2015. We
also lease approximately 101,000 square feet of space, primarily for regional sales and support offices,
elsewhere in the U.S. Additionally, through our location in Stockholm, Sweden, we lease approximately
808,400 square feet of office space in 28 countries used primarily as sales and services offices.
Expiration dates of leases on these offices range from 2008 to 2015. We believe that our current
domestic and international facilities are sufficient to meet our needs for at least the next 12 months. In
addition, we believe suitable additional or alternative space would be available on commercially
reasonable terms to accommodate expansion of our operations if required. We implemented a
restructuring plan as a result of the acquisition of Intentia in April 2006 which involved the exit or
reduction in space of certain leased facilities. See Note 3, Restructuring, in Notes to Consolidated
Financial Statements of this Form 10-K for additional information.

Item 3. Legal Proceedings

On May 20, 2008, a punitive class action lawsuit was filed against us in the United States District
Court for the Southern District of New York on behalf of current and former business, systems, and
technical consultants. The suit, Cruz, et. al., v. Lawson Software, Inc. et. al., alleges that we failed to
pay overtime wages pursuant to the Fair Labor Standards Act and state law, and alleges violations of
state record-keeping requirements. The suit also alleges certain violations of ERISA and unjust
enrichment. Relief sought includes back wages, corresponding 401(k) plan credits, liquidated damages,
penalties, interest and attorneys’ fees. Given the preliminary nature of the alleged claims and the
inherent unpredictability of litigation, we cannot at this time estimate the possible outcome of any such
action.

We are subject to various other legal proceedings and the risk of litigation by employees,
customers, suppliers, stockholders or others through private actions, class actions, administrative
proceedings or other litigation. While the outcome of these claims cannot be predicted with certainty,
we do not believe that the outcome of any one of these legal matters will have a material adverse
effect on our consolidated financial position, results of operations or cash flows. However, depending
on the amount and the timing, an unfavorable resolution of some or all of these matters could
materially affect our future results of operations or cash flows in a particular period.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of Lawson security holders during the fourth quarter of our
fiscal year ended May 31, 2008.
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Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information

Our common stock is traded on the NASDAQ Global Select Market System (NASDAQ) under the
symbol LWSN. The following table lists the high and low closing sale prices by quarter as reported by
NASDAQ.

High Low

Fiscal 2008
Fourth Quarter ... ...... ... $ 8.78 $6.94
Third QUAarter . . ... ...ttt $10.65 $7.67
Second QUATTET . . . .o vttt e e $11.39  $9.00
First Quarter . . . .. ..ot $10.74 $8.98

Fiscal 2007
Fourth Quarter ... ...... ... $ 929 $7.56
Third QUarter . . ... ... ..ttt $ 8.62 $6.75
Second QUATTET . . . .o vttt e e e $ 8.19 $6.68
First QUarter . . . ... oo ottt $ 7.11 $5.65

As of July 3, 2008, the approximate number of registered stockholders of record was 155.

Stock Performance Graph

The following graph shows a comparison of cumulative total stockholder returns for Lawson’s
common stock, the NASDAQ Stock Market Index (U.S. companies) and the NASDAQ Computer
Index for the period from May 31, 2003 through May 31, 2008. The graph assumes the investment of
$100 on May 31, 2003. The date regarding our common stock assumes an investment at the closing
price on May 31, 2003 of $5.09 per share of our common stock. All values assume reinvestment of the
full amount of all dividends and are calculated through May 31, 2008. The performance shown in the
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graphs below is based upon historical data and is not necessarily indicative of the future performance
of our common stock.

200

0 @
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50 T T T T

5/31/2003 5/31/2004 5/31/2005 5/31/2006 5/31/2007 5/31/2008

—— Lawson Software, Inc. —#— NASDAQ Composite —&— NASDAQ Computer Index

5/31/03 5/31/04  5/31/05  5/31/06  5/31/07  5/31/08

Lawson Software, Inc. . ................... 100.00 140.86 116.31 132.61 180.35 171.32
NASDAQ Composite . . . ... .ovvinnn.. 100.00 124.49 129.60 136.53 163.20 158.07
NASDAQ Computer Index. . . .............. 100.00 121.74 129.13 124.04 155.65 160.52
Dividends

We have historically not declared or paid any cash dividends on our common stock and do not
anticipate paying cash dividends in the foreseeable future. We intend to reinvest future earnings to
fund the operation and expansion of our business and to repurchase shares of our common stock under
our board-approved share repurchase program.

Net Proceeds from Initial Public Offering

As of May 31, 2008, we had utilized all of the net proceeds from our initial public offering. During
the three months ended May 31, 2008, we used the remaining $17.9 million primarily for the
acquisitions we completed during the fourth quarter.

Purchases of Equity Securities

During the three months ended May 31, 2008, we did not repurchase any shares of our common
stock.

On November 13, 2006, our Board of Directors approved a share repurchase program of up to
$100.0 million of common stock. The Board increased this maximum to $200.0 million in April 2007.
As of May 31, 2008, the maximum dollar value of shares that may yet be purchased under this program
was $39.5 million.

Subsequent to year end, on July 10, 2008, our Board of Directors increased the maximum
authorized for repurchase purposes by an additional $200.0 million, to $400.0 million, increasing the
maximum dollar value of shares that may yet be purchased under the program to $239.5 million. The
additional share repurchase will be funded using our existing cash balance and future cash flows and
will occur through open market purchases, privately negotiated transactions and/or transactions
structured through investment banking institutions as permitted by securities laws and other legal
requirements. The program allows us to repurchase our common stock at our discretion. Market
conditions will influence the timing of any buyback and the number of shares repurchased.
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Item 6. Selected Consolidated Financial Data

The following tables set forth selected consolidated financial data as of and for our last five fiscal

years and should be read in conjunction with Item 7. Management’s Discussion and Analysis of

Financial Condition and Results of Operations and our Consolidated Financial Statements and the
Notes to those statements. The selected consolidated financial data has been derived from our audited

Consolidated Financial Statements.

Years Ended May 31,

2008 2007(1) 2006(1) 2005 2004
(in thousands, except per share data)

Consolidated Statements of Operations Data:
Revenues:

License fees . ....................... $132,156 $105,861 $ 71,076 $ 57,743 $ 92,338

Maintenance . . . ... ......uv ... 336,779 291,657 188,155 170,723 154,938

Consulting .. ........ ... ... ....... 382,991 352,870 131,545 106,718 116,307

Total revenues . . . ... 851,926 750,388 390,776 335,184 363,583

Total cost of revenues . . ............... 412,920 399,320 171,542 150,584 152,247

Gross profit .. ........ ... ... 439,006 351,068 219,234 184,600 211,336
Operating expenses:

Research and development . ............ 85,374 85,325 60,711 62,158 64,888

Sales and marketing .................. 189,336 160,551 83,193 75,637 93,138

General and administrative . ............ 100,259 98,263 54,827 36,443 37,721

Restructuring . . .......... ... ....... (731) 15,483 1,825 5,028 2,210

Amortization of acquired intangibles . .. ... 13,690 10,089 2,122 1,545 1,274

Total operating expenses . ............ 387,928 369,711 202,678 180,811 199,231

Operating (loss) income . . ............... 51,078  (18,643) 16,556 3,789 12,105
Total other income (expense), net . ......... (6,213) 12,106 11,111 4,328 3,209
Income (loss) before income taxes. ......... 44,865 (6,537) 27,667 8,117 15,314
Provision for income taxes ............... 31,158 14,400 11,708 2,855 7,323
Net income (10SS) . . ..o vvvi ... $ 13,707 $(20,937) $ 15959 $ 5262 § 7,991
Net income (loss) per share:

Basic . ........ ... .. $ 008 $ (011) $ 014 $ 005 $ 0.08

Diluted .......... ... ... ... ... .... $ 008 $ (011) $ 014 $ 005 $ 0.07
Weighted average common shares outstanding:

Basic . ...... .. ... 177,283 186,363 110,995 99,068 98,462

Diluted .......... ... ... ... ... ....... 180,580 186,363 115,350 104,623 107,000

(1) On April 25, 2006, we completed our acquisition of Intentia. Fiscal 2008 and 2007 include Intentia

results for the full year. Fiscal 2006 includes Intentia results for the five-week period from

April 25, 2006 to May 31, 2006.
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Years Ended May 31,
2008 2007(1) 2006(1) 2005 2004
(in thousands)

Consolidated Balance Sheet Data:

Cash, cash equivalents, marketable
securities and short-term investments .. $ 485,810 $ 553,836 $ 306,581 $234,613 $208,982

Working capital ................... 261,072 324,616 168,201 178,410 165,336
Total @ssets. . . ..o 1,510,596 1,479,107 1,170,652 420,718 423,598
Long-term debt—non-current(2) ....... 244,734 245,228 4,275 — 990
Total stockholders’ equity(3) .......... 743,559 755,228 791,659 293,055 282,886

(1) On April 25, 2006, we completed our acquisition of Intentia in an all-stock transaction valued at
$460.9 million. Increases in the balance sheet line items reflect the acquisition.

(2) On April 23, 2007 we completed the issuance of $240.0 million of 2.50% senior convertible notes
(See Note 7, Long-Term Debt and Credit Facilities, in Notes to Consolidated Financial Statements
of this Form 10-K for additional information).

(3) As part of our share repurchase program, we repurchased 11.6 million shares of our common stock
for $105.6 million in fiscal 2008 and 6.4 million shares for $54.9 million in fiscal 2007.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our selected consolidated financial
data presented above, our Consolidated Financial Statements, the notes to those statements and other
financial information appearing elsewhere in this Annual Report on Form 10-K.

Management Overview

Lawson Software, Inc. provides business application software, consulting and maintenance to
customers primarily in the services sector, trade industries and manufacturing/distribution sectors. In
the manufacturing sector we serve both process manufacturing and discrete manufacturing. In the
service sector we serve both asset-intensive and labor-intensive services. We operate as one business
segment focused on broad sectors. We specialize in specific markets including healthcare, public sector
in the U.S., food, fashion, wholesale distribution, equipment services and rental, and manufacturing.
Our software includes enterprise financial management, human capital management, business
intelligence, asset management, enterprise performance management, supply chain management, service
management, manufacturing operations, business project management and industry-tailored
applications. Our applications help automate and integrate critical business processes, which enables
our customers to collaborate with their partners, suppliers and employees. We support our customers’
use of our applications through consulting services which primarily help our customers implement their
Lawson applications, and through our maintenance program that provides on-going support and
product updates for our customers’ continued use of our applications.

Our enterprise software solutions focus on providing competitive advantages and business flexibility
to our customers. Lawson’s solutions fall within three main product lines and include related
maintenance and consulting services. Our product lines are referred to as “Lawson S3 Enterprise
Management System,” “Lawson M3 Enterprise Management System,” and “Lawson Strategic Human
Capital Management” with many of the solutions in each product line having broad, cross-industry
application. Our S3 solutions consist of business applications designed for services-centric industries.
Our M3 solutions consist of applications that are geared for manufacturing, distribution and trade
businesses who face resource constraints and whose processes are often complex and industry-specific,
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and our Strategic Human Capital Management applications provide solutions for customers to
strategically manage their workforce.

Revenues for fiscal 2008 grew in all geographic regions as compared to fiscal 2007. The Americas
continue to represent approximately half of our total revenues for the year at 51.8%. The EMEA
region accounted for 44.4% of total revenues in the year and the remaining 3.8% was in the Asia
Pacific region including Australia and New Zealand. Revenues for fiscal 2008 reflected increases in
nearly every product line. Gross margins were higher than last year reflecting the benefit of higher
license revenues and improved consulting margins. Reduced operating expenses, as a percent of
revenues, continue to contribute to our improved profitability. Increased sales and marketing expenses
reflect our continued investment in new and existing customers and our commitment to growth.

During fiscal 2008, we recorded an impairment charge of approximately $18.4 million related to
our investments in auction rate securities associated with the uncertainty in the credit markets and
these investments’ exposure to the financial condition of bond insurance companies. On July 7, 2008,
we sold these securities for $45.2 million, the carrying value as of May 31, 2008.

The U.S. dollar continued to weaken relative to other major international currencies in fiscal 2008,
when compared with rates in fiscal 2007, contributing approximately $40.7 million of the $101.5 million
year-over-year revenue growth, or 5.8% of the 13.5% total revenue growth. The currency fluctuations
also had the effect of increasing costs of revenues and expenses, as reported in U.S. dollars, by
approximately $45.0 million in fiscal 2008.

Acquisitions

We account for our acquisitions under the purchase method of accounting. Accordingly, the assets
and liabilities acquired were recorded at their estimated fair values at the effective date of the
acquisitions and the results of operations have been included in our Consolidated Statements of
Operations since the acquisition dates. In accordance with Statement of Financial Accounting Standards
(SFAS) No. 142, Goodwill and Other Intangible Assets (SFAS 142), goodwill recorded as a result of
these acquisitions is subject to an annual impairment test and is not amortized. These acquisitions are
intended to enhance our focus on targeted vertical markets and to provide additional value-added
products and services to our customers. See Note 4, Business Combinations, in Notes to Consolidated
Financial Statements of this Form 10-K for additional information.

On April 25, 2006, we completed the acquisition of Intentia. We believe that the combination
provides opportunities to leverage sales channels and sell expanded product lines across the combined
business’ customer base. The acquisition was accomplished through Lawson’s offer to exchange
Intentia’s shares and warrants for newly issued shares of Lawson common stock. The total purchase
price was $460.9 million, which consisted of $443.9 million for the fair value of our common stock
issued in exchange for shares and warrants in Intentia, $7.2 million for the cash purchase of the
remaining common stock of Intentia, and $9.8 million in cash for transaction costs. In allocating the
purchase price based on estimated fair values, we recorded approximately $419.3 million of goodwill,
$128.5 million of identifiable intangible assets and $80.2 million of deferred revenue. These amounts
and the net liabilities assumed of $45.4 million as well as cash acquired of $38.7 million equal the total
purchase price of $460.9 million. We also completed a reorganization in connection with the
combination.
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On July 20, 2006, we acquired all of the outstanding equity of Competency Assessment Solutions
(CAS) for $2.3 million in cash. The acquisition was completed to augment our human capital
management solutions.

On December 14, 2006, we entered into a purchase agreement with Sigma Enterprise Applications
AB (Sigma) whereby we acquired Sigma’s business pertaining to the maintenance and servicing of
Lawson S3 products for approximately $1.0 million in cash, $0.3 million of assumed liabilities and an
additional contingent payment of $0.6 million. The acquisition was completed to augment sales of our
S3 products in the Nordic region.

On March 3, 2008, we acquired all the outstanding stock of Visual Advance Systems Technology
(VasTech), a provider of workforce management software and services based in Annapolis, Maryland
for $13.1 million. With this acquisition, we are now offering our customers, primarily in the healthcare
and hospitality industries, an advanced workforce management staffing and scheduling solution to
complement our Lawson Human Capital Management offerings.

On March 17, 2008, we acquired the Product Lifecycle Management (PLM) software division of
San Francisco-based Freeborders® for $4.1 million. The addition of PLM capabilities to our portfolio of
enterprise software offerings will help our customers in the fashion industry establish processes that will
enable them to cut the lead time from product concept to production to actual delivery to the retail
store shelf.

Outlook

Lawson’s focus for fiscal 2009 is to deliver revenue and earnings growth over fiscal 2008 levels. We
expect to achieve overall revenue growth through continued increases in the productivity of our sales
force combined with an anticipated increase in the number of quota-carrying sales representatives by
the end of the year. Within this overall revenue growth rate, we anticipate slowing the growth of our
consulting services revenues to low single digits. The reduction in the rate of services growth reflects
management’s plan to increase the amount of Lawson implementation and consulting engagements
performed by Lawson partners and our team in Manila. We have largely completed the initial
investment in our Manila facility. In fiscal 2009, we will continue to make capital and expense
investments in our IT and financial system infrastructure. These infrastructure investments will lead to
marginally higher general and administrative expenses in fiscal 2009. Overall, however, we expect to
improve our gross and operating margins and improve our earnings per share in fiscal 2009.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our
audited Consolidated Financial Statements, which have been prepared in accordance with U.S. GAAP.
The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities as of the date of our financial statements, the reported
amounts of revenues and expenses during the reporting periods presented, as well as our disclosures of
contingent assets and liabilities. On an on-going basis, we evaluate our estimates and assumptions,
including, but not limited to, those related to revenue recognition, allowance for doubtful accounts and
sales returns, fair value of investments, fair value of stock-based compensation, fair value of acquired
intangible assets and goodwill, useful lives of intangible assets and property and equipment, income
taxes, restructuring obligations and contingencies and litigation. We base our estimates and assumptions
on our historical experience and on various other information available to us at the time that these
estimates and assumptions are made. We believe that these estimates and assumptions are reasonable
under the circumstances and form the basis for our making judgments about the carrying values of our
assets and liabilities that are not readily apparent from other sources. Actual results and outcomes
could differ from our estimates.
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Our significant accounting policies are described in Note 2, Summary of Significant Accounting
Policies, in Notes to Consolidated Financial Statements of this Form 10-K. We believe that the
following discussion addresses our critical accounting policies and reflect those areas that require more
significant judgments, and use of estimates and assumptions in the preparation of our Consolidated
Financial Statements.

Revenue Recognition. Revenue recognition rules for software businesses are very complex. We
follow specific and detailed guidelines in determining the proper amount of revenue to be recorded.
However, certain judgments affect the application of our revenue recognition policy. Revenue results
are difficult to predict, and any shortfall in revenue or delay in recognizing revenue could cause our
operating results to vary significantly from year to year.

The significant judgments for revenue recognition typically involve whether collectability can be
considered probable and whether fees are fixed or determinable. In addition, our transactions often
consist of multiple element arrangements, which typically include license fees, maintenance and support
fees and consulting service fees. These multiple element arrangements must be analyzed to determine
the relative fair value of each element, the amount of revenue to be recognized upon shipment, if any,
and the period and conditions under which deferred revenue should be recognized.

We recognize revenue in accordance with the provisions of the American Institute of Certified
Public Accountants (AICPA) Statement of Position (SOP) 97-2, Software Revenue Recognition
(SOP 97-2), as amended, and SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition, With
Respect to Certain Transactions (SOP 98-9), as well as Technical Practice Aids issued from time to time
by the AICPA, and in accordance with the SEC Accounting Bulletin (SAB) No. 104, Revenue
Recognition (SAB 104). We license software under non-cancelable license agreements and provide
related consulting services, including training, and implementation services, as well as on-going
customer support and maintenance.

When our consulting, training and implementation services 1) are not considered essential to the
functionality of our software products, 2) are sold separately and also 3) are available from a number
of third-party service providers, our revenues from these services are generally recorded separately from
license fees and recognized as the services are performed. License fees within software arrangements
including services that do not meet any one or a combination of the three criteria listed above, are
recognized in accordance with SOP 81-1, Accounting for Performance of Construction-Type and Certain
Production-Type Contracts (SOP 81-1), using contract accounting and the percentage-of-completion
methodology based on labor hours input. Software arrangements which include certain fixed-fee service
components are usually recognized as the services are performed while corresponding costs to provide
these services are expensed as incurred.

From time to time, we enter into software arrangements that include software license,
maintenance, and consulting services which are considered essential to the functionality of the software.
In these instances, we recognize revenue for the three revenue streams under two units of accounting,
which are the (i) software license bundled together with consulting services and (ii) maintenance. For
purposes of displaying revenues, we present applicable license fees, maintenance and consulting
revenues in our Condensed Consolidated Statements of Operations using VSOE (or, if unavailable,
other objective evidence) of fair value for the undelivered elements and assigning the remainder of the
arrangement fee to the license.

The amounts of revenue and related expenses reported in our Consolidated Financial Statements
may vary, due to the amount of judgment required to address significant assumptions, risks and
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uncertainties in applying the application of the percentage-of-completion methodology. Our specific
revenue recognition policies are as follows:

* Software License Fees—License fee revenues from end-users are recognized when the software
product has been shipped, provided a non-cancelable license agreement has been signed, there
are no uncertainties surrounding product acceptance, the fees are fixed or determinable and
collection of the related receivable is considered probable. Provided the above criteria are met,
license fee revenues from resellers are recognized when there is a sell-through by a reseller to
an end-user. A sell-through is determined when we receive an order form from a reseller for a
specific end-user sale. We do not generally offer rights of return, acceptance clauses or price
protection to our customers. In situations where software license contracts include rights of
return or acceptance clauses, revenue is deferred until the clause expires. Typically, our software
license fees are due within a 12-month period from the date of shipment. If the fee due from
the customer is not fixed or determinable, or includes payment terms greater than twelve months
from shipment, revenue is recognized as payments become due and all other conditions for
revenue recognition have been satisfied. In software arrangements that include rights to multiple
delivered elements such as software products or specified upgrades and undelivered elements
such as support or services, we allocate the total arrangement fee according to the fair value of
each element using VSOE. VSOE of fair value is determined using the price charged when that
element is sold separately. In software arrangements in which we have fair value of all
undelivered elements but not of a delivered element, we use the residual method to record
revenue. Under the residual method, the fair value of the undelivered elements is deferred and
the remaining portion of the arrangement fee is allocated to the delivered element and is
recognized as revenue. In software arrangements in which we do not have VSOE of fair value of
all undelivered elements, revenue is deferred until fair value is determined or all elements for
which we do not have VSOE of fair value, have been delivered.

* Maintenance and Support—Revenues from customer maintenance and support contracts are
deferred and recognized ratably over the term of the agreements. Revenues for maintenance and
support that are bundled with license fees are deferred based on the VSOE of fair value of the
bundled maintenance and support and recognized over the term of the agreement. VSOE of fair
value is based on the renewal rate for continued maintenance and support arrangements.

* Consulting Services—Revenues from consulting services (including training and implementation
services) are recognized as services are provided to customers. Revenues for consulting services
that are bundled with license fees are deferred based on the VSOE of fair value of the bundled
services and recognized when the services are performed. VSOE of fair value is based on the
price charged when training and consulting services are sold separately.

Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts at an amount we
estimate to be sufficient to provide adequate protection against losses resulting from extending credit to
our customers. In judging the adequacy of the allowance for doubtful accounts, we consider multiple
factors including historical bad debt experience, the general economic environment, the need for
specific customer reserves and the aging of our receivables. This provision is included in operating
expenses as a general and administrative expense. A considerable amount of judgment is required in
assessing these factors. If the factors utilized in determining the allowance do not reflect future
performance, then a change in the allowance would be necessary in the period such determination is
made which would affect future results of operations.

Sales Returns and Allowances. We do not generally provide a contractual right of return. However,
in the course of arriving at practical business solutions to various warranty and other claims, we have
allowed sales returns and allowances. We record a provision against revenue for estimated sales returns
and allowances on licenses and consulting in the same period the related revenues are recorded or
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when current information indicates additional amounts are required. These estimates are based on
historical experience determined by analysis of return activities, specifically identified customers and
other known factors. If the historical data we utilize does not reflect expected future performance, a
change in the allowances would be recorded in the period such determination is made affecting future
results of operations.

Valuation of Long-Lived and Intangible Assets and Goodwill. 'The majority of our intangible assets
and goodwill resulted from our April 2006 acquisition of Intentia. We review identifiable intangible and
other long-lived assets for impairment in accordance with SFAS No. 144, Accounting for the Impairment
or Disposal of Long-Lived Assets (SFAS 144), whenever events or changes in circumstances indicate the
carrying amount may not be recoverable. Events or changes in circumstances that indicate the carrying
amount may not be recoverable include, but are not limited to, a significant decrease in the market
value of the business or asset acquired, a significant adverse change in the extent or manner in which
the business or asset acquired is used or a significant adverse change in the business climate in which
we operate. If such events or changes in circumstances are present, the undiscounted cash flows
method is used to determine whether the long-lived or intangible asset is impaired. Cash flows would
include the estimated terminal value of the asset and exclude any interest charges. If the carrying value
of the asset exceeds the undiscounted cash flows over the estimated remaining life of the asset, the
asset is considered impaired, and the impairment is measured by reducing the carrying value of the
asset to its fair value using the discounted cash flows method. The discount rate utilized is based on
management’s best estimate of the related risks and return at the time the impairment assessment is
made.

On an annual basis or if events or changes in circumstances indicate the carrying amount of
goodwill may not be recoverable, we review our recorded goodwill for impairment in accordance with
SFAS 142. The first step of the goodwill impairment test, used to identify potential impairment,
compares the fair value of a reporting unit with its carrying amount, including goodwill. We operate as
one reporting unit and therefore compare the carrying amount of our goodwill to our market value.
Market value is determined utilizing our market capitalization plus a control premium. If our market
value exceeds our carrying amount, goodwill is considered not impaired, thus the second step of the
impairment test is not necessary. If our carrying amount exceeds our market value, the second step of
the goodwill impairment test is performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test, used to measure the amount of impairment loss, compares
the implied fair value of the goodwill with its carrying amount. If the carrying amount of the goodwill
exceeds the implied fair value, an impairment loss would be recognized in an amount equal to the
excess. Any loss recognized cannot exceed the carrying amount of goodwill. After a goodwill
impairment loss is recognized, the adjusted carrying amount of goodwill is the new accounting basis. A
subsequent reversal of a previously recognized goodwill impairment loss is prohibited once the
measurement of that loss is completed and the loss has been recognized.

Income Taxes. Our provision for income taxes consists of provisions for federal, state, and foreign
income taxes. We operate in an international environment with significant operations in various
locations outside of the United States. Accordingly, our consolidated income tax rate is a composite
rate reflecting the earnings in various locations and the applicable rates.

Significant judgment is required in determining our worldwide income tax provision. In the
ordinary course of a global business, there are many transactions and calculations where the ultimate
tax outcome is uncertain. Our judgments, assumptions, and estimates relative to the provision for
income tax take into account forecasted earnings, current tax laws, our interpretation of current tax
laws, and possible outcomes of current and future audits conducted by foreign and domestic tax
authorities. Although we believe that our estimates are reasonable, the final tax outcome could be
different from that which is reflected in our historical income tax provision and accruals. Such
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differences could have a material effect on the amounts recorded in our Consolidated Financial
Statements.

In conjunction with preparing our global tax provision, we must assess temporary differences
resulting from the different treatment of specific items for tax and financial reporting purposes. These
differences result in deferred tax assets and liabilities, which are included within our Consolidated
Balance Sheets. As part of this process, we must also assess the likelihood that deferred tax assets will
be realized from future taxable income and, based on this assessment establish a valuation allowance, if
required. The determination of our valuation allowance is based upon a number of assumptions,
judgments, and estimates, including historical operating results, forecasted earnings, future taxable
income, and the relative proportions of revenue and income before taxes in the various domestic and
international jurisdictions in which we operate. To the extent we establish a valuation allowance or
change the valuation allowance in a period, except as discussed below for pre-acquisition deferred tax
assets that had a pre-acquisition valuation allowance, we reflect the change with a corresponding
increase or decrease to our tax provision in our Consolidated Statements of Operations.

Under the provisions of SFAS No. 109, Accounting for Income Taxes, and related interpretations,
future period reductions to the valuation allowance related to Intentia’s deferred tax assets that existed
as of the date of the acquisition of Intentia are first credited against goodwill, then to the other
identifiable assets existing at the date of acquisition, and then, once these assets have been reduced to
zero, credited to our income tax provision. A provision benefit will not be realized for amounts
credited against goodwill and other identifiable assets.

Contingencies. We may, from time to time, have unresolved regulatory, legal, tax or other matters
(see Note 13, Commitments and Contingencies). We provide for contingent liabilities in accordance with
SFAS 5, Accounting for Contingencies (as amended) (SFAS 5). Pursuant to the provisions of SFAS 5, a
loss contingency is charged to income when it is probable that an asset has been impaired or a liability
has been incurred at the date of the financial statements and the amount of the loss can be reasonably
estimated. Disclosure in the notes to the financial statements is required for loss contingencies that do
not meet both conditions if there is a reasonable possibility that a loss may have been incurred. Gain
contingencies are not recorded until realized. We expense all legal costs incurred to resolve regulatory,
legal, tax, or other matters in the period incurred.

Periodically, we review the status of each significant matter to assess our potential financial
exposure. If a potential loss is considered probable and the amount can be reasonably estimated as
defined by SFAS 5, we reflect the estimated loss in our results of operations. Significant judgment is
required to determine the probability that a liability has been incurred and whether such liability can
be reasonably estimated. Because of uncertainties related to these matters, accruals are based on the
best information available to us at that time. Further, estimates of this nature are highly subjective, and
the final outcome of these matters could vary significantly from the amounts that have been included in
the accompanying Consolidated Financial Statements. As additional information becomes available, we
reassess the potential liability related to any pending claims and litigation and may revise our estimates
accordingly. Such revisions in the estimates of the potential liabilities could have a material impact on
our results of operations and financial position.

Litigation reserves. The establishment of litigation reserves requires significant judgments
concerning the ultimate outcome of pending litigation against us and our subsidiaries. Reserves
established in the normal course of business are based on the application of SFAS 5, which requires us
to record a reserve if we believe an adverse outcome is probable and we are able to make a reasonable
estimation of the probable loss. Reserves established in purchase accounting are based on fair value
under SFAS No. 141, Business Combinations (SFAS 141) so long as fair value can be determined within
the purchase price allocation period, otherwise these are determined under SFAS 5. All such reserves
exclude legal costs which are treated as period expenses when incurred.
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Litigation by its nature is uncertain and the determination of whether any particular case involves
a probable loss and quantifying the amount of loss for purposes of establishing or adjusting applicable
reserves requires us to exercise considerable judgment, which is applied as of a certain date. The
required reserves may change in the future due to new matters, developments in existing matters or if
we determine to change our strategy with respect to the resolution of any particular matter. See
Note 4, Business Combinations, in Notes to Consolidated Financial Statements of this Form 10-K for
additional information.

Stock-Based Compensation. Effective June 1, 2006, we adopted SFAS No. 123 (revised 2004),
Share-Based Payment (SFAS 123(R)) which replaced SFAS No. 123, Accounting for Stock-Based
Compensation (SFAS 123) and superseded Accounting Principles Board (APB) Opinion No. 25,
Accounting for Stock Issued to Employees (APB 25). Under SFAS 123(R), stock-based employee
compensation cost is recognized using the fair value based method for all new awards granted after
June 1, 2006 and unvested awards outstanding at June 1, 2006. Compensation costs for unvested stock
options and non-vested awards that were outstanding at June 1, 2006, are being recognized over the
requisite service period based on the grant-date fair value of those options and awards as previously
calculated under SFAS 123 for pro forma disclosures, using a straight-line method. We elected the
modified-prospective method in adopting SFAS 123(R), under which prior periods are not retroactively
restated.

SFAS 123(R) requires companies to estimate the fair value of stock-based payment awards on the
date of grant using an option-pricing model. We use the Black-Scholes option-pricing model which
requires the input of significant assumptions including an estimate of the average period of time
employees will retain vested stock options before exercising them, the estimated volatility of our
common stock price over the expected term, the number of options that will ultimately be forfeited
before completing vesting requirements and the risk-free interest rate. Changes in the assumptions can
materially affect the estimate of fair value of stock-based compensation and, consequently, the related
expense recognized. The assumptions we use in calculating the fair value of stock-based payment
awards represent our best estimates, which involve inherent uncertainties and the application of
management’s judgment. As a result, if factors change and we use different assumptions, our equity-
based compensation expense could be materially different in the future. See Note 5, Stock-Based
Compensation, in Notes to Consolidated Financial Statements of this Form 10-K for additional
information.

Marketable Securities and Other Investments. As of May 31, 2008, we held a total of $5.5 million in
marketable securities and $45.2 million in investments in auction rate securities. We account for
marketable securities and other investments in accordance with provisions of SFAS No. 115, Accounting
for Certain Investments in Debt and Equity Securities (SFAS 115). SFAS 115 addresses the accounting
and reporting for investments in fixed maturity securities and for equity securities with readily
determinable fair values. Management determines the appropriate classification of debt securities at the
time of purchase and re-evaluates such designation as of each balance sheet date. As of May 31, 2008,
all marketable securities we held were classified as available-for-sale and our entire auction rate
securities portfolio was classified as short-term investments. Available-for-sale securities are carried at
fair value as determined by market prices/quotes, with unrealized gains and losses, net of tax, reported
as a separate component of stockholders’ equity. Our investments in auction rate securities are carried
at estimated fair value with any related impairment being classified as either temporary and reported as
a separate component of stockholders’ equity or as other-than-temporary and recognized in our
Consolidated Statements of Operations. The cost basis of securities sold is determined using the
specific identification method. Interest and dividends on securities classified as available-for-sale are
included in interest income.

In the absence of a liquid market or negotiated sales transaction, we estimate the fair value of our
investments in auction rate securities based on information available to us including various valuation
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models which include numerous assumptions such as assessments of the underlying structure of each
security, expected cash flows, discount rates, credit ratings, workout periods, and overall capital market
liquidity. These assumptions, assessments and the interpretations of relevant market data are subject to
uncertainties, are difficult to predict and require significant judgment. The use of different assumptions,
applying different judgment to inherently subjective matters could result in significantly different
estimates of fair value.

We review impairments in accordance with Emerging Issues Task Force (EITF) 03-1 and FSP
SFAS 115-1 and 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments to determine the classification of the impairment as temporary or other-than-temporary. A
temporary impairment charge results in an unrealized loss being recorded in the other comprehensive
income component of stockholders’ equity. Such an unrealized loss does not reduce net income for the
applicable accounting period because the loss is viewed as temporary. Unrealized losses are recognized
in net income when a decline in fair value is determined to be other-than-temporary. We review our
investments on an ongoing basis for indications of possible impairment and proper classification of any
impairment once identified. Determination of whether the impairment is temporary or
other-than-temporary requires significant judgment. The primary factors that we consider in classifying
the impairment include the extent and time the fair value of each investment has been below cost, the
expected holding or recovery period for each investment, and our intent and ability to hold each
investment until recovery.
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Results of Operations

The following table sets forth certain line items in our Consolidated Statements of Operations as a
percentage of total revenues and the period-over-period percent increase (decrease) for the periods
indicated:

Percent of Dollar Change

Years Ended May 31, Period-over-Period
2008 2007 2006 2008 2007
Revenues:
License fees .. ... ... e 155% 14.1% 182% 24.8% 48.9%
Maintenance . . . . . oo vt vt e e 39.5 38.9 48.1 15.5 55.0
Consulting . ....... ... 45.0 470 337 8.5 168.3
Total revenues . .. ........ . ... 100.0 100.0 100.0 13.5 92.0
Cost of revenues:
Costof license fees . .. ........ ... ... ... ...... 3.4 3.5 3.4 8.5 98.8
Cost of maintenance .. ........... ... .... 7.7 7.9 7.8 11.5 94.7
Costofconsulting . .. ........ ... ... ... .... 374 418 327 1.5 145.4
Total cost of revenues . ..................... 48.5 53.2 43.9 3.4 132.8
Gross profit . . ... i e 515 46.8 56.1 25.0 60.1
Operating expenses:
Research and development . ................... 10.0 114 155 0.1 40.5
Sales and marketing . ............ ... ... . .... 222 214 213 17.9 93.0
General and administrative . ................... 11.7 13.1 14.1 2.0 79.2
Restructuring .. ........ ... ... i — 2.1 0.5 *NM 748.4
Amortization of acquired intangibles .. ........... 1.6 1.3 0.5 35.7 375.4
Total operating expenses . ................... 455 493 519 4.9 82.4
Operating income (loss) . ....................... 6.0 (2.5) 42 *NM *NM
Total other income (expense), net . ................ (0.7) 1.6 29 *NM 9.0
Income (loss) before income taxes................. 53 (09 71 *NM *NM
Provision for income taxes ...................... 3.7 1.9 3.0 1164 23.0
Net income (10SS) . . . . 1.6% (2.8)% 4.1% *NM *NM

*NM Percentage not meaningful

In our discussion of changes in results of operations from fiscal 2007 and 2006, we have provided
information regarding the results of Intentia (or M3 solutions), which we acquired in April of 2006, as
a component of the consolidated results and also discuss results of legacy Lawson (or S3 solutions)
separately where applicable. During these periods the businesses were in the process of integrating. We
have provided these separate metrics in the areas where we could reasonably calculate an impact. All
references to the effect of the distinction between legacy Lawson and Intentia are therefore
approximate. Although we operate as one business segment, due to the size of the Intentia acquisition
on Lawson’s historical operations, we believe this distinction, while not exact, provides relevant insight
into the changes in results of operations for fiscal 2007 compared to 2006. Separate identification
between legacy Lawson and Intentia data has become increasingly difficult as our integration efforts
have continued through fiscal 2008 and is therefore generally not included in our discussion of changes
in results of operations from fiscal 2008 to 2007.
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The discussion that follows relating to our results of operations for the comparable fiscal years
ended May 31, 2008, 2007 and 2006, should be read in conjunction with the accompanying audited
Consolidated Financials Statements and Notes and with the information presented in the above table.

Revenues
Years Ended May 31, 2008 vs. 2007 2007 vs. 2006
2008 2007 2006 Dollars Percent Dollars Percent
(in thousands)
Revenues:
License fees ........... $132,156 $105,861 $ 71,076 $ 26,295 24.8% $ 34,785 48.9%
Maintenance . .......... 336,779 291,657 188,155 45,122 15.5 103,502 55.0
Consulting ............ 382,991 352,870 131,545 30,121 8.5 221,325 168.3
Total revenues . ....... $851,926  $750,388 $390,776  $101,538  13.5% $359,612 92.0%

Total Revenues. We generate revenues from licensing software, providing maintenance on licensed
products and providing consulting services. We generally utilize written contracts as the means to
establish the terms and conditions by which our products, maintenance and consulting services are sold
to our customers. As our maintenance and consulting services are primarily attributable to our licensed
products, growth in our maintenance and consulting services is generally tied to the level of our license
contracting activity.

Fiscal 2008 total revenues increased 13.5% to $851.9 million as compared to $750.4 million in
fiscal 2007. Year-to-date increases were experienced in all our revenue streams, with maintenance
representing the largest dollar increase at $45.1 million and license fees representing the largest
percentage increase at 24.8%.

The growth in total revenues in fiscal 2007 over fiscal 2006 was primarily attributable to the
addition of the Intentia business. A total of $308.8 million, or 79.0%, of this increase was attributable
to the Intentia revenue streams and the remaining $50.8 million, or 13.0%, was attributable to growth
in the legacy Lawson revenue streams.

License Fees. Our license fees primarily consist of fees resulting from products licensed to
customers on a perpetual basis. Product license fees result from a customer’s licensing of a given
software product for the first time or with a customer’s licensing of additional users for previously
licensed products.

License fee revenues for fiscal 2008 increased $26.3 million, or 24.8%, compared to fiscal 2007.
The growth in license fee revenues was primarily driven by a net increase of $27.1 million in new
software licenses and an increase in the recognition of deferred license revenues of $25.1 million. The
increase in deferred license revenue recognized included the effect of a purchase accounting adjustment
made in connection with our acquisition of Intentia. This adjustment reduced Intentia’s deferred
revenue balance and reduced the amount of deferred revenue recognized in fiscal 2007. These
increases in license revenues were partially offset by a $24.5 million increase in revenues currently
deferred which was primarily due to a decrease in our average conversion rate of approximately five
percentage points. The decrease in our average conversion rate was primarily related to the deferral of
certain significant contracts entered into during the second half of fiscal 2008. The total number of
licensing transactions decreased by 95 to 1,545 in fiscal 2008 as compared to 1,640 last year primarily
due to a reduction in the number of Lawson System Foundation (LSF) transactions in the current year.
The number of licensing transactions with new customers increased slightly to 129 in fiscal 2008
compared to 125 in fiscal 2007. Our total licensing transactions greater than $1.0 million also remained
flat at 14. However, our average selling price related to licensing transactions increased 29.5% over last
year. Excluding the impact of certain significant contracts entered into in fiscal 2008, our average deal
size increased 20.3%.
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License fees increased $34.8 million, or 48.9%, in fiscal 2007 over fiscal 2006 of which
$36.8 million, or 51.8%, related to Intentia’s revenues. Intentia’s increase related to fiscal 2007 having
included an entire year of license revenues as compared to fiscal 2006 which included only five weeks.
Excluding Intentia’s license revenues, license fees for legacy Lawson slightly decreased by $2.0 million,
or 2.8%, in fiscal 2007 as compared to total 2006 license revenues. In fiscal 2007, deals greater than
$1 million decreased to seven from ten in fiscal 2006, which led to lower contracted license amounts,
which in turn led to lower license fee revenues. An increase in the amount of revenue that was
deferred, including the full deferral of certain contracts, also attributed to the lower license fee
revenues for S3 products. The number of licensing transactions with new customers decreased to 60 in
fiscal 2007 down from 67 in fiscal 2006. Despite the slight decrease in license fee revenues, from a
product perspective, our LSF product line experienced growth of approximately $13.5 million.

License fee revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 15.5%,
14.1% and 18.2%, respectively.

Maintenance. Our maintenance revenues represent the ratable recognition of fees to enroll and
renew licensed products in our maintenance program. This program entitles our customers to product
enhancements, technical support services, and on-going compatibility with third-party operating systems,
databases and hardware. These fees are typically charged annually and are based on the license fees
initially paid by the customer. Maintenance revenues can fluctuate based on the number and timing of
new license contracts, renewal rates and price increases.

Maintenance revenues for fiscal 2008 increased $45.1 million, or 15.5%, compared to fiscal 2007.
This increase was primarily driven by the migration of our customers, primarily in our EMEA region,
to Lawson Total Care agreements. Lawson Total Care is our comprehensive customer care program
which includes among other things software upgrades, updates, corrections, as well as various levels of
support. Fiscal 2008 also benefited as compared to last year as a result of the $8.1 million fair value
purchase accounting adjustment reflected in fiscal 2007 maintenance revenues, which was partially
offset by a similar $1.4 million fair value adjustment in fiscal 2008, both adjustments reduced
maintenance revenues in the respective periods. In addition, price increases and maintenance
agreements associated with new customers also contributed to the increase in maintenance revenues.
Fiscal 2008 renewal rates were stable through the year.

Maintenance revenues increased by $103.5 million, or 55.0%, for fiscal 2007 due mostly to
maintenance revenues of $81.3 million, or 43.2%, added with the purchase of Intentia that was not
included within our maintenance revenues in fiscal 2006. Maintenance revenues for the M3 product
line from Intentia continued to be adversely impacted by the fair value purchase accounting
adjustments as a result of the acquisition. This fair value purchase accounting adjustment had the
expected effect of lowering the maintenance revenues from M3 maintenance services by $8.1 million for
fiscal 2007. The remaining $22.2 million of the total increase was due to our legacy Lawson
maintenance revenue increases. The higher maintenance revenues were influenced by an increase in
renewal rates from 94.2% in 2006 to 95.5% in 2007. Price increases and maintenance agreements
associated with new customers also contributed to the higher maintenance revenues.

Maintenance revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 39.5%,
38.9% and 48.1%, respectively.

Consulting. Our consulting revenues consist of services related to software installations, software
implementations, customized development and training services for customers who have licensed our
products. Consulting revenues also include revenues associated with our hardware business.

Consulting revenues for fiscal 2008 increased $30.1 million, or 8.5%, compared to fiscal 2007. This
was primarily attributable to an $15.8 million increase resulting from higher billable hours in the
Americas and a global billing rate increase, a $6.9 million increase in third-party revenues, a
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$3.9 million increase resulting from a reduction in free service hours provided to customers, and
$3.1 million related to the fiscal 2007 fair value purchase accounting adjustment associated with the
Intentia acquisition.

Consulting revenues for fiscal 2007 almost tripled with an increase of $221.3 million, or 168.3%,
from fiscal 2006. Intentia has historically experienced higher consulting revenues when compared to
Lawson’s traditional consulting revenues. In fiscal 2007, the consulting revenues derived from M3 was
$190.6 million, or 54.0%, of total consulting revenues and 144.9% of the total increase over 2006. The
fair value purchase accounting adjustment associated with the Intentia acquisition had the effect of
lowering the expected consulting revenue by $3.3 million for fiscal 2007. In fiscal 2007, excluding the
impact of M3 consulting, the remaining $30.7 million increase pertained to consulting revenues from
legacy Lawson. A three percent improvement in utilization of resources resulted in increased consulting
revenues. Revenues provided by third-parties as a result of service opportunities exceeding the current
capacity of Lawson consultants, also contributed to the increase in consulting revenues.

Consulting revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 45.0%,
47.0% and 33.7%, respectively.
Cost of Revenues

Years Ended May 31, 2008 vs. 2007 2007 vs. 2006
2008 2007 2006 Dollars Percent Dollars  Percent

(in thousands)

Cost of revenues:

Cost of license fees . .. ......... $ 28,782 $ 26,530 § 13,344 $ 2,252 85% $ 13,186 98.8%
Cost of maintenance ........... 65,885 59,108 30,365 6,777 11.5 28,743  94.7
Cost of consulting . . ........... 318,253 313,682 127,833 4,571 1.5 185,849 145.4
Total cost of revenues ........ $412,920 $399,320 $171,542 $13,600 3.4% $227,778 132.8%
Gross profit:
License fees .. ............... $103,374 $ 79,331 $ 57,732 $24,043 303% $ 21,599 37.4%
Maintenance . . . . ............. 270,894 232,549 157,790 38,345 16.5 74,759 474
Consulting .................. 64,738 39,188 3,712 25,550 65.2 35,476 955.7
Total gross profit .. .......... $439,006 $351,068 $219,234 $87,938 25.0% $131,834 60.1%
Gross margin %:
License fees . ................ 782%  749%  81.2%
Maintenance . . . ... ... ... .. 804%  79.7%  83.9%
Consulting .................. 169% 11.1% 2.8%
Total gross margin % . ........ 51.5%  46.8%  56.1%

Cost of License Fees. Cost of license fees includes royalties to third parties, amortization of
acquired software and software delivery expenses. Our software solutions may include embedded
components of third-party vendors for which a fee is paid to the vendor upon the sale of our products.
In addition, we resell third-party products in conjunction with the license of our software solutions,
which also results in a fee. The cost of license fees is higher, as a percentage of revenues, when we
resell products of third-party vendors. As a result, license fee gross margins will vary depending on the
proportion of third-party product sales in our revenue mix.

For fiscal 2008, cost of license fees increased $2.3 million, or 8.5%, compared to fiscal 2007. This
increase was primarily related to a $1.7 million increase in amortization of intellectual property, a
$0.6 million increase in personnel costs related to the enhancement of our product delivery team which
facilitates global license distribution, and a $0.7 million increase in allocations and other costs incurred
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to support the higher license revenues. Partially offsetting these increases was a net $0.7 million
decrease in third-party costs related to the decline in LSF upgrade transactions discussed previously.
Fiscal 2008 license fee gross margin increased to 78.2% up from 74.9% last year primarily due to
higher license volume, improved margins on third-party products and fewer lower margin LSF upgrade
transactions in our fiscal 2008 revenue mix.

Cost of license fees increased $13.2 million, or 98.8%, in fiscal 2007 as compared to fiscal 2006.
The increase in cost of license resulted primarily from the addition of $11.8 million, or 88.4%, of
expenses from Intentia which included $8.5 million of amortization of intangible assets associated with
the acquisition. The additional increase of $1.4 million related to legacy Lawson and was primarily the
result of higher third-party costs of $3.3 million due to high LSF upgrade sales, which was partially
offset by lower amortization costs of $0.9 million

Cost of Maintenance. Cost of maintenance includes salaries, employee benefits, related travel,
third-party maintenance costs associated with embedded and non-embedded third-party products, the
overhead costs of providing support services to customers, as well as intangible asset amortization on
support contracts.

Cost of maintenance for fiscal 2008 increased $6.8 million, or 11.5% compared to last year. The
increase was primarily attributable to a $5.2 million increase in employee-related costs to support a
higher headcount related to improved responsiveness and resolution of customer inquiries and a
$1.2 million increase in third-party costs. Maintenance gross margin for fiscal 2008 was 80.4%, up
slightly from 79.7% in fiscal 2007, as revenue growth outpaced increased costs to deliver applicable
service to our customers.

Cost of maintenance increased $28.7 million, or 94.7%, for fiscal 2007 from fiscal 2006 and
primarily resulted from the addition of $25.2 million, or 83.0%, of expenses from Intentia. The
remaining $3.5 million, or 11.5%, for legacy Lawson was primarily the result of an increase of
$2.1 million relating to higher employee expenses as a result of a higher headcount and salary
increases. Maintenance margin decreased to 79.7% in fiscal 2007 from 83.9% in fiscal 2006 due to the
addition of the results of Intentia which had historically produced lower margins than legacy Lawson.
Legacy Lawson maintenance margins were consistent between fiscal 2006 and fiscal 2007.

Cost of Consulting. Cost of consulting includes salaries; employee benefits; third-party consulting
costs; related travel; and the overhead costs of providing implementation, installation, training and
education services to customers. Cost of consulting also includes costs associated with our hardware
business.

Cost of consulting increased $4.6 million, or 1.5%), in fiscal 2008 compared to fiscal 2007. This
increase resulted primarily from a $14.4 million increase in employee-related costs to support the
increase in headcount related to higher business demand, a $3.9 million increase in third-party costs
associated with the higher third-party revenues, and a $2.7 million increase in infrastructure costs
related to our global support centers. These increases were partially offset by a $8.5 million decrease in
incentive compensation resulting from lower performance compared to utilization and margin targets
and certain reductions based on management’s discretion, a $5.2 million decrease in amortization
expense related to order backlog recorded as part of the Intentia acquisition and fully amortized in
fiscal 2007, a $2.6 million decrease in settlements of customer claims paid in fiscal 2007 with no similar
amount in the current year, as well as a $0.3 million decrease in stock-based compensation expense.
Gross margin on consulting revenues for fiscal 2008 improved to 16.9% as compared to 11.1% for last
year as our consulting revenues increased without a corresponding increase in our cost of consulting.

The cost of consulting increased $185.8 million, or 145.4%, over fiscal 2006. The increase in cost of
consulting resulted from the addition of $169.5 million, or 132.6%, of expenses from Intentia, which
included $5.1 million of amortization of intangible assets acquired in the acquisition. Excluding the
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addition of Intentia, cost of consulting increased $16.3 million, or 12.8%, associated with the

$30.7 million increase in S3 consulting revenues previously discussed. The S3 expense increase was due
to increased employee costs of $9.3 million. The increased employee costs related to higher headcount
resulted in a $6.4 million increase and higher sales incentives of $3.5 million. In addition, third-party
consulting costs were up $3.2 million due to a lack of resources as a result of an increase in LSF
implementations and an already high utilization rate. Consulting margins benefited from the addition of
Intentia, as Intentia’s margins were historically higher than those generated by legacy Lawson.

Operating Expenses

Years Ended May 31, 2008 vs. 2007 2007 vs. 2006
2008 2007 2006 Dollars  Percent Dollars  Percent

(in thousands)

Operating Expenses:

Research and development . . . . .. $ 85,374 $ 85,325 $ 60,711 $ 49 01% $ 24,614 40.5%
Sales and marketing. .......... 189,336 160,551 83,193 28,785 17.9 $ 77,358 93.0
General and administrative . . . . . . 100,259 98,263 54,827 1,996 2.0 $ 43,436 79.2
REStrUCtUTing . «  + v ovvevn s (731) 15483 1825 (16214) *NM  § 13,658 748.4
Amortization of acquired
intangibles . . .............. 13,690 10,089 2,122 3,601 35.7 $ 7967 375.4
Total operating expenses . . . . . . $387,928 $369,711 $202,678 $ 18,217 49% $167,033 82.4%

*  NM Percentage not meaningful

Research and Development. Research and development expenses consist primarily of salaries,
employee benefits, related overhead costs, and consulting fees associated with product development,
enhancements and upgrades provided to existing customers under maintenance plans and to new
customers, testing, quality assurance and documentation.

For fiscal 2008, research and development was relatively flat at $85.4 million compared to
$85.3 million in fiscal 2007, an increase of less than 1.0%. Our strategic shift in outsourcing activities to
lower-cost regions through our global support center resulted in an increase in our research and
development efforts as a result of adding headcount, without increasing our total costs.

Research and development expenses for fiscal 2007 increased $24.6 million, or 40.5%, from fiscal
2006. Excluding the addition of $32.5 million from the acquisition of Intentia, research and
development expenses decreased $7.9 million, or 13.0%, of which $5.8 million is due to lower human
resource expenses resulting from transitioning employees to off-shore facilities and a headcount
reduction and lower bonus expense.

Sales and Marketing. Sales and marketing expenses consist primarily of salaries and incentive
compensation, employee benefits, travel and overhead costs related to our sales and marketing
personnel, as well as trade show activities, advertising costs and other costs associated with our
Company’s marketing activities.

Sales and marketing expenses for fiscal 2008 increased $28.8 million, or 17.9%, compared to fiscal
2007. This increase was primarily due to an increase of $26.3 million in employee-related costs incurred
due to an increase in headcount to support our higher level of sales in fiscal 2008 and our expanded
efforts related to our target markets, a $1.3 million increase in infrastructure costs as well as additional
costs incurred to support our growing sales and marketing operations.

Sales and marketing expenses for fiscal 2007 increased $77.4 million, or 93.0%, from fiscal 2006
primarily due to the addition of expenses associated with the acquisition of Intentia. Our sales and

43



marketing expenses increased as we increased our sales personnel to address the market opportunity
for both S3 and M3 products. Excluding the addition of $62.7 million, or 75.4%, of sales and marketing
expenses from the acquisition of Intentia, sales and marketing expenses increased $14.7 million, or
17.6%, due to increases in employee expenses. Of the increase in employee expenses, $8.0 million
related to headcount growth, $2.9 million related to increased sales incentives, $2.0 million related to
increased benefits and $1.5 million related to increased stock compensation expense.

General and Administrative. General and administrative expenses consist primarily of salaries,
employee benefits and related overhead costs for administrative employees, as well as legal and
accounting expenses, consulting fees and bad debt expense.

Fiscal 2008 general and administrative expenses increased $2.0 million, or 2.0%, compared to fiscal
2007. This increase was primarily the result of a $7.2 million increase in employee-related costs, higher
infrastructure costs of $4.7 million primarily related to our international operations and our global
shared service centers and a $1.0 million increase in legal fees. These increases were partially offset by
a $3.9 million reduction in our pre-merger litigation reserve recorded in the third quarter of fiscal 2008
(See Note 13, Commitments and Contingencies, in Notes to Consolidated Financial Statements of this
Form 10-K for additional information), a $5.1 million decrease in contractor fees, and a $2.2 million
decrease in accounting fees.

General and administrative expenses for fiscal 2007 increased $43.4 million, or 79.2% over fiscal
2006 of which $36.0 million or 65.7% was due to the addition of Intentia. The remaining increase of
$7.4 million or 13.5% pertains to legacy Lawson and was the result of $2.6 million higher salaries as a
result of additional headcount and merit increases. Higher professional service and consulting fees of
$2.6 million and increased bad debt expense of $2.4 million also contributed to higher general and
administrative expenses.

Restructuring.  During fiscal 2008, we recorded a $0.7 million credit related to restructuring
charges compared with $15.5 million and $1.8 million in restructuring charges for fiscal 2007 and 2006,
respectively. The fiscal 2008 credit relates to adjustments to the original estimates established in the
restructuring accruals discussed below.

Fiscal 2007 Restructuring. On February 28, 2007, we completed a roadmap for optimizing our
productivity by enhancing global sourcing capabilities and resources. This roadmap calls for the
rebalancing of our resources between various locations primarily in the U.S., Europe and our global
support center in the Philippines. Management envisions the reduction of approximately 250 employees
primarily in the Company’s U.S. and European operations over the course of fiscal 2008 and the first
quarter of fiscal 2009. This reduction will include employees working in all areas of the Company,
predominantly in consulting and research and development. In conjunction with this roadmap and in
accordance with SFAS No. 112, Employers’ Accounting for Postemployment Benefits (SFAS 112), we
recorded a charge of $11.9 million. As of May 31, 2007, we had a reserve of $10.5 million for severance
and related benefits. For fiscal 2008, $5.4 million of severance and related benefits were paid and
$0.2 million of adjustments were made to the reserve. The ending reserve balance at May 31, 2008 was
$4.7 million and we expect actions relating to severance will be completed in the first quarter of fiscal
2009 with related cash payments continuing through November 2008.

On April 26, 2006, in conjunction with the business combination with Intentia, we approved a plan
designed to eliminate employee redundancies in both Intentia and legacy Lawson.

Fiscal 2006 Legacy Lawson. The plan for legacy Lawson included the reduction of approximately
60 employees in the U.S. and U.K. and the exit or reduction in space for leases in certain facilities.
The reduction included employees who worked in operations, marketing, sales, research and
development, maintenance and consulting. As of May 31, 2007, we had a reserve of $2.6 million for
both severance and associated benefits and for the exit or reduction of leased facilities. For fiscal 2008,
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cash payments of $0.5 million were made for the exit of leased facilities. In addition, adjustments of
$0.1 million were made to the reserve related to the exit of leased facilities. The ending reserve balance
at May 31, 2008 was $2.0 million for the exit or reduction of leased facilities. Actions relating to
severance were completed in the first quarter of fiscal 2008. We expect cash payments for the exit of
leased facilities to continue through July 2011.

Fiscal 2006 Intentia. The plan for Intentia included the reduction of approximately 125 employees
in the EMEA and APAC regions and the exit or reduction in space for leases in certain facilities. The
reduction of employees included employees who worked in all functional areas of the Company. As of
May 31, 2007, we had a reserve of $11.3 million for both severance and associated benefits and for the
exit or reduction of leased facilities. Cash payments of $0.9 million and $2.0 million were made for
severance and associated benefits and for the exit of leased facilities in fiscal 2008, respectively. There
were adjustments made for the lease exit costs of $4.4 million in fiscal 2008 primarily related to a
change in the original lease restructuring plan. EITF 95-3, Recognition of Liabilities in Connection with a
Purchase Business Combination (EITF 95-3), requires that a reduction to a restructuring liability
established in connection with a business purchase combination should reduce the amount originally
recorded to goodwill. The ending balance as of May 31, 2008 was $4.9 million related to the reserve for
the exit or reduction of leased facilities. Actions relating to severance were completed in the third
quarter of fiscal 2008. We expect cash payments for the exit of leased facilities to continue through
June 2012.

We continue to expect to see cost savings in future periods as a result of the restructuring plans
with a reduction in cost of revenues and operating expenses resulting from lower facility lease expense
and reduced headcount. See Note 3, Restructuring, in Notes to Consolidated Financial Statements of
this Form 10-K for additional information.

Amortization of Acquired Intangibles. Amortization of acquired intangibles for fiscal 2008
increased $3.6 million, or 35.7%, compared to fiscal 2007. This increase is related to the on-going
amortization of intangibles acquired in the Intentia merger primarily due to certain intangibles being
amortized based on estimated cash flows as compared to a straight-line basis, resulting in higher
amortization expense in the current fiscal year. Similarly, the $8.0 million increase in fiscal 2007
amortization compared to fiscal 2006 was primarily due to the amortization of intangibles acquired in
the Intentia merger.

Other Income (Expenses), net

Total other income (expense), net, consisting of interest income earned from cash, marketable
securities and other investments, interest expense, and other associated costs, was a net expense of
$6.2 million in fiscal 2008 compared to net income of $12.1 million in fiscal 2007 and $11.1 million in
fiscal 2006.

The $18.3 million decrease in fiscal 2008 other income (expense), net, as compared to fiscal 2007
was primarily due to the $18.4 million other-than-temporary impairment charge we recorded related to
our investments in auction rate securities and a $4.7 million increase in interest expense primarily
related to interest on our $240.0 million senior convertible notes issued in April 2007. These decreases
were partially offset by an increase in interest income of $4.6 million, resulting from higher average
investment balances in the current period as compared to the same period last year. Due to the current
market, we anticipate interest income will not increase significantly in future periods.

Other income (expense), net, increased in fiscal 2007 by $1.0 million as compared to fiscal 2006.
This was due to an increase in interest income to $15.5 million in fiscal 2007 from $10.8 million in
fiscal 2006 primarily due to higher average investment balances and higher overall interest rates.
Average investment balances increased by $69.3 million in fiscal 2007 due mainly to the remaining net
cash proceeds of our senior convertible notes offering and the cash infusion of our annual maintenance
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billings. Average yields increased to 4.8% in fiscal 2007 from 4.0% in fiscal 2006 due to general trends
in the market. Interest expense increased to $4.1 million in fiscal 2007 from $0.1 million in fiscal 2006

primarily due to interest expense associated with our senior convertible notes offering which closed on

April 23, 2007 and interest expense related to Intentia customer. See Note 4, Business Combinations, in
Notes to Consolidated Financial Statements of this Form 10-K for additional information.

Provision for Income Taxes

The Company adopted the provisions of FIN 48, on June 1, 2007. As a result of the
implementation of FIN 48, we recognized an approximate $4.6 million increase in our liability for
unrecognized tax benefits, which was accounted for as a reduction to the June 1, 2007, balance of
income taxes payable.

For fiscal 2008 our global provision for income taxes was $31.2 million as compared to
$14.4 million for fiscal 2007. The increase in our global provision was primarily related to increased
profitability in the various jurisdictions in which we operate. Our effective income tax rate for fiscal
2008 was 69.4%. The rate for the year was negatively impacted by 15.8% for discrete items related to a
capital loss on an other-than-temporary impairment charge on auction rate securities for which no tax
benefit is expected. The rate for the year was also negatively impacted by 22.9% for unbenefited
foreign losses. See Note 12, Income Taxes, in Notes to Consolidated Financial Statements of this
Form 10-K for our full rate reconciliation.

In addition, during fiscal 2008, we recorded income tax benefits of $2.7 million for tax deductions
in excess of historical book deductions related to employee stock option exercises, as compared to
$3.1 million in fiscal 2007. These tax benefits, which decreased current income taxes payable and
increased additional paid-in capital by equal amounts, had no effect on our provision for income taxes;
however, it did result in a significant decrease in the amount of our cash tax outlay. Beginning in fiscal
2007, with the adoption of SFAS 123(R), stock compensation and the related tax deductions were
included in our Consolidated Statement of Operations.

Our global provision for income taxes for fiscal 2007 was $14.4 million as compared to
$11.7 million for fiscal 2006. The increase in the global provision was related to the mix of income in
the various jurisdictions where we operate and continual losses in certain jurisdictions where valuation
allowances are required. Furthermore, in 2007 we increased our tax reserves for uncertain tax matters
while in 2006 our increases to global tax reserves were largely offset due to the favorable resolution of
certain issues. Our global effective income tax rate for fiscal 2007 was not meaningful due to our
overall pre-tax consolidated book loss. The effective income tax rate for fiscal 2006 was 42.3%.

In April 2006, the Company acquired Intentia. As of the date of the acquisition, many of the
Intentia legal entities had net operating loss carryforwards with full valuation allowances applied against
them. Under the provisions of SFAS 109, if acquired net operating losses are ultimately realized this
will not result in a tax benefit but rather a non-cash tax expense and a reduction to goodwill.
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Liquidity and Capital Resources

As of and for the Years Ended

May 31, % Change % Change
2008 2007 2006 2008 vs. 2007 2007 vs. 2006
(in thousands)

Cash Flow
Cash provided by operating activities .. . . . . $ 81,639 $ 98,543 § 76,486 (17.2)% 28.8%
Cash used in investing activities ........ $(27,287) $(11,488) $(23,758) 137.5% (51.6)%
Cash provided by (used in) financing

activities . . . ... ... $(97,247) $173,766  $(32,645) *NM *NM
Capital Resources
Working capital .................... $261,072  $324,616 $168,201 (19.6)% 93.0%
Cash and cash equivalents, marketable

securities and short-term investments . .. $485,810 $553,836 $306,581 (12.3)% 80.6%

*  NM Percentage not meaningful

As of May 31, 2008, we had $485.8 million in cash, cash equivalents, marketable securities and
other investments and $261.1 million in working capital. Our most significant source of operating cash
flows is derived from license fees, maintenance and consulting fees related to services provided to our
customers. Days sales outstanding (DSO), which is calculated on net receivables at period-end divided
by revenue for the quarter times 90 days in the quarter, was 71 and 69 as of May 31, 2008 and May 31,
2007, respectively. Our primary uses of cash from operating activities are for employee costs, third-
party costs for licenses and services, and facilities.

We believe that cash flows from operations, together with our cash, cash equivalents, marketable
securities and other investments, will be sufficient to meet our cash requirements for working capital,
capital expenditures, restructuring activities. investments and share repurchases for the foreseeable
future. As part of our business strategy, we may use cash to acquire companies or products from
time-to-time to enhance our product lines, which could have a material affect on our capital resources.

Cash Flows from Operating Activities:

Net cash provided by operating activities in fiscal 2008 was $81.6. In addition to our net income of
$13.7 million, other sources of cash included non-cash charges of $44.6 million for depreciation and
amortization and $6.7 million related to stock-based compensation, the $18.4 million impairment charge
related to our investments in auction rate securities, a net $7.5 million provision for warranty and
doubtful accounts, and a $8.6 million related to deferred income taxes. These sources of cash were
partially offset by a net $15.4 million used for working capital purposes. The $15.4 million in cash used
for working capital purposes included a $33.6 million decrease in accrued and other liabilities primarily
related to a reduction in our pre-merger litigation and restructuring reserves as well as a decrease in
our value added tax (VAT) payable, a $19.5 million increase in prepaid expenses reflecting an increase
in VAT receivable relating to our Switzerland based shared service center, and a $6.4 million increase
in trade accounts receivable related to a number of new customers’ large contracts entered into in the
second half of fiscal 2008 and a net increase in maintenance billings. These working capital uses of cash
were mostly offset by $34.2 million in cash provided by deferred revenue and customer deposits related
to deferrals of certain significant contracts and higher fourth quarter fiscal 2008 maintenance billings
and an increase in prepaid license fees and a $9.9 million increase in income taxes payable.

Net cash provided by operating activities was $98.5 million for fiscal 2007. Offsetting our net loss
of $20.9 million in 2007 was $60.8 million in net working capital changes and non-cash charge
adjustments to net income of $39.6 million of depreciation and amortization, $7.7 million related to
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stock-based compensation, $8.1 million related to deferred taxes and $6.0 million of provision for
doubtful accounts and warranty provisions. The $60.8 million in cash provided by working capital in
2007 related to sources of cash including an increase in deferred revenue of $85.2 million primarily
related to continued efforts to move America’s maintenance contracts to a common renewal date of
June 1 and a decrease of $14.1 million in trade accounts receivable. These sources of cash were
somewhat offset by a decrease in accrued and other liabilities of $29.5 million related to the pay down
of certain accrued liabilities including variable compensation which existed at the date of the Intentia
acquisition as well as payment of integration related reserves, a decrease in accounts payable of

$5.8 million, a decrease in income tax payable of $2.5 million and an increase in prepaid expenses and
other assets of $0.5 million.

In fiscal 2006 net cash provided by operating activities was $76.5 million as the effect our net
income of $16.0 million was increased by $22.4 of non-cash charges and $38.1 million in working capital
changes. Non-cash charges primarily consisted of $16.2 million of depreciation and amortization and a
$6.8 million stock compensation charges primarily related to a negotiated separation agreement with
the Company’s former president and CEO. The $38.1 increase in net cash provided by working capital,
excluding the impact of the Intentia acquired working capital balances, was primarily driven by a
$10.2 million decrease in accounts receivable, a $22.0 million decrease in prepaid expenses and other
assets and an $8.7 million increase in deferred revenue and customer deposits. The $10.2 million
decrease in cash received from accounts receivable was primarily due to a $17.1 million reduction of
Intentia receivable that was partially offset by an increase in legacy Lawson receivable resulting from
strong fourth quarter sales. The $22.0 million decrease in prepaid expenses and other assets is largely
due to the collection of an income tax refund. The $8.7 million increase in deferred revenue and
customer deposits is primarily due to the switch to a June 1st common renewal date for maintenance.
These increases to cash from operating activities were partially offset by a decrease in accrued and
other liabilities of $2.5 million and a decrease in accounts payable of $1.3 million.

Cash Flows from Investing Activities:

Net cash used in investing activities was $27.3 million for fiscal 2008 primarily related to
$23.0 million of capital expenditures and $20.3 million used in conjunction with acquisition activities in
fiscal 2008. These uses of cash were somewhat offset by net proceeds of $11.3 million related to
marketable securities and other investments as well as a $4.7 million decrease in our restricted cash
balance.

Net cash used in investing activities was $11.5 million for fiscal 2007 primarily related to
$17.5 million of capital expenditures, an increase in restricted cash of $7.4 million and $3.6 million paid
in conjunction with acquisition activities which were somewhat offset by a net increase of $17.0 million
from marketable security activity.

The cash used in investing activities for fiscal 2006 of $23.8 primarily related to $49.0 million of
cash used in net purchases of marketable securities as well as $4.9 million of cash paid for property and
equipment purchases. This was partially offset by $30.1 million of net cash received in conjunction with
the acquisition of Intentia. See Note 4, Business Combinations, in Notes to Consolidated Financial
Statements of this Form 10-K for additional information.

Cash Flows from Financing Activities:

Net cash used for financing activities was $97.2 million for fiscal 2008. Financing activities for fiscal
2008 were primarily related to the use of $105.6 million to repurchase our common stock in connection
with our Board authorized share repurchase program and $3.6 million in payments related to long-term
debt and capital lease obligations which were partially offset by $9.9 million in proceeds from of the
exercise of stock options and the issuance of shares of our common stock under our employee stock
purchase plan.
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Net cash provided by financing activities was $173.8 million for fiscal 2007. The financing activities
for fiscal 2007 included $244.5 million received from the issuance of long-term debt, of which
$240.0 million was cash proceeds received from the issuance of our 2.50% convertible notes (net cash
proceeds were $233.7 million after $6.3 million of debt issuance costs), $34.2 million received from the
sale of stock warrants associated with the convertible notes and $15.1 million in proceeds from of the
exercise of stock options and the issuance of shares under our employee stock purchase plan. Those
sources of cash were partially offset by $54.9 million used to repurchase our common stock as part of
the Board authorized share repurchase program, $57.7 million to purchase call options associated with
the convertible notes and $6.3 million in payment of debt issuance costs related to our convertible
notes.

Cash used in financing activities was $32.6 million for fiscal 2006 primarily related to $43.2 million
in cash payments related to long- term debt assumed in the acquisition of Intentia. This was partially
offset by $10.7 million in cash received from the exercise of stock options and employee contributions
to our employee stock purchase plan.

Effect of Exchange Rate Changes

In fiscal 2008, changes in foreign currency exchange rates resulted in a $4.1 million increase in our
cash and cash equivalents. Exchange rate changes increased our cash and cash equivalents by
$3.0 million and $2.3 million in fiscal 2007 and 2006, respectively.

Credit Facilities

We have a credit facility that was entered into by the former Intentia on November 1, 2004 and
assumed by Lawson. The facility consists of a guarantee line with Skandinaviska Enskilda Banken
(SEB) in the amount of $6.6 million (40.0 million Swedish Kroner). The facility is secured by a
corporate letter of guaranty by Lawson Software, Inc. As of May 31, 2008, under $0.1 million was
outstanding under the guarantee line and approximately $6.5 million was available for use.

Senior Convertible Notes

In April 2007, we issued $240.0 million of senior convertible notes with net proceeds, after
expenses, of approximately $233.5 million. The notes mature on April 15, 2012. The notes bear interest
at a rate of 2.5% per annum payable semi-annually in arrears, on April 15 and October 15 of each
year, beginning October 15, 2007. The notes do not contain any restrictive financial covenants. The
notes are convertible, at the holder’s option, into cash and, if applicable, shares of our common stock
based on an initial conversion rate of 83.2293 shares of common stock per $1,000 principal amount of
notes, which is equivalent to an initial conversion price of approximately $12.02 per share (which
reflects a 35.0% conversion premium based on the closing sale price of $8.90 per share of Lawson
common stock as reported by NASDAQ on April 17, 2007). We effectively raised the conversion price
to approximately $15.58 per share (which reflects a 75.0% premium when compared to the closing sale
price of $8.90 per share) by simultaneously entering into separate agreements to purchase call options
and sell warrants. In connection with the issuance of the notes, we entered into a registration rights
agreement with the initial purchasers of the notes. On August 16, 2007, we filed the shelf registration
statement, which became effective on that date. See Note 7, Long-Term Debt and Credit Facilities, in
Notes to Consolidated Financial Statements of this Form 10-K for additional information.

Restricted Cash

We had $2