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OCTEL COMMUNICATIONS CORPORATION

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON NOVEMBER 17, 1994

TO THE STOCKHOLDERS:

NOTICE IS HEREBY GIVEN that the Annual Meeting afoBkholders of Octel Communications Corporatiore (t8ompany") will be hels
on November 17, 1994, at 9:30 a.m., local tim&,het Fairmont Hotel, 170 South Market Street, Sae JGalifornia 95113 for the following
purposes:

1. To elect eight directors to serve until the reaxtual meeting of stockholders and until theicessors are duly elected.

2. To approve an amendment to the Company's 198Hiive Stock Plan limiting to 150,000 the totaimher of shares of Common Stock
subject to options that may be granted to any omg@@yee in any one fiscal year of the Company,sstoaomply with the proposed Internal
Revenue Service regulations under Section 162(rtheofnternal Revenue Code.

3. To approve an amendment to the Company's 19§ddyee Stock Purchase Plan increasing the numbsrases of Common Stock
reserved for issuance by 400,000 shares to adbia650,000 shares.

4. To approve an amendment to the Company's 19&®1t0rs' Stock Option Plan increasing the numbehafes of Common Stock reserved
for issuance by 150,000 shares to a total of 3%0sb@res.

5. To ratify the appointment of KPMG Peat MarwickR_as independent auditors of the Company forigoafyear ending June 30, 1995.
6. To transact such other business as may propenhe before the meeting or any adjournment thereof.
Only stockholders of record at the close of busiresSeptember 19, 1994 are entitled to noticandfta vote at the meeting.

All stockholders are cordially invited to atteneé timeeting in person. However, to assure your reptason at the meeting, you are urged to
sign and return the enclosed proxy as promptlyoasiple in the postage-prepaid envelope enclogethdb purpose. Any stockholder
attending the meeting may vote in person evereifstockholder has previously returned a proxy.

By Order of the Board of Directors
(SIG)
Derek S. Daley, Secretary

Milpitas, California
October 17, 199



OCTEL COMMUNICATIONS CORPORATION

PROXY STATEMENT FOR 1994
ANNUAL MEETING OF STOCKHOLDERS

INFORMATION CONCERNING SOLICITATION AND VOTING
GENERAL

The enclosed Proxy is solicited on behalf of thai8loof Directors of Octel Communications Corponatfthe "Company") for use at the
Annual Meeting of Stockholders to be held on ThaysdNovember 17, 1994 at 9:30 a.m., local timgtany adjournment thereof, for the
purposes set forth herein and in the accompanywtgc®l of Annual Meeting of Stockholders. The Annifteting will be held at The
Fairmont Hotel, 170 South Market Street, San Joaéifornia 95113.

The proxy solicitation materials were mailed orabout October 17, 1994 to all stockholders entittedote at the meeting.
RECORD DATE AND SHARE OWNERSHIP

Stockholders of record at the close of businesSeptember 19, 1994 (the "Record Date") are entitatbtice of the meeting and to vote at
the meeting. At the Record Date, 24,115,011 shafrdee Company's Common Stock were issued andamditg and held of record by
approximately 3,040 stockholders. Each stockhdklentitled to one vote for each share held. Noeshaf the Company's Preferred Stock
were outstanding. See "Security Ownership of CerB&ineficial Owners and Management" below for infation regarding beneficial owne
of more than five percent of the Company's Commoeks

REVOCABILITY OF PROXIES

Any proxy given pursuant to this solicitation mas/ tevoked by the person giving it at any time beits use by delivering to the Secretary of
the Company a written notice of revocation or aydadecuted proxy bearing a later date or by atteptlie meeting and voting in person.

VOTING AND SOLICITATION

Each stockholder voting for the election of direstProposal No. 1) may cumulate his votes, giwing candidate a number of votes equal to
the number of directors to be elected multipliedhms number of shares which the stockholder igledtto vote, or distributing the
stockholder's votes on the same principle amongas/ candidates as the stockholder chooses, pabthide votes may not be cast for more
than eight candidates. However, no stockholdel slea¢ntitled to cumulate votes unless the candgl@iames have been placed in nomin
prior to the voting and the stockholder, or anyeotstockholder, has given notice at the meetingy ppoi the voting of the intention to cumulate
the stockholder's votes. Any such notice shoulditected to the Inspector of Elections at the nmgetDn all other matters (Proposals No. 2-
6), each share has one vote.

This solicitation of proxies is made by the Compaaryd all related costs will be borne by the Conypdime Company has retained Chemical
Bank to aid in the solicitation of proxies from kewvs, banks and other institutional nominees. Ees find expenses of such firm are not
expected to exceed $11,000. In addition, the Compaay reimburse brokerage firms and other persepiesenting beneficial owners of
shares for their expenses in forwarding solicitativaterial to such beneficial owners. Original gitdition of proxies by mail may be
supplemented by
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telephone, telegraph or personal solicitationsibsctbrs, officers or employees of the Company.additional compensation will be paid for
any such services.

DEADLINE FOR RECEIPT OF STOCKHOLDER PROPOSALS

Proposals of stockholders of the Company whiclirdemded to be presented by such stockholdersadmpany's 1995 Annual Meeting of
Stockholders must have been received by the Compagter than June 2, 1995 in order that they beagonsidered for inclusion in the
proxy statement and form of proxy relating to timteting.
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PROPOSAL NO. 1 -- ELECTION OF DIRECTORS
NOMINEES

A board of eight directors is to be elected atAhaual Meeting of Stockholders. Unless otherwissrincted, the proxy holders will vote the
proxies received by them for the Company's nomimaased below. In the event that any nominee oOthmpany is unable or declines to
serve as a director at the time of the Annual Megetif Stockholders, the proxies will be voted foy mominee who shall be designated by the
present Board of Directors to fill the vacancyislhot expected that any nominee will be unableitirdecline to serve as a director. In the
event that additional persons are nominated fatiele as directors, the proxy holders intend teewalt proxies received by them in such a
manner (in accordance with cumulative voting) asagisure the election of as many of the nominesésd below as possible, and in such
event the specific nominees to be voted for wilbleéermined by the proxy holders. The term of efiid each person elected as a director will
continue until the next Annual Meeting of Stockreatsl or until a successor has been elected andigdali

The nominees, and certain information about thewf dse Record Date, are set forth below:

DIRECTOR
NAME OF NOMINEE AGE POSITION(S) SINCE
RobertCohn............. 45 Ch airman of the Board, President, Chief 1982
Executive Officer and Director
Anson M. Beard, Jr. . ........ 58 Di rector 1994
Leo J. Chamberlain ......... 64 Di rector 1989
Deborah A. Coleman ......... 41  Di rector 1994
John Freidenrich .......... 57 Di rector 1986
Robert C. Hawk ........... 54 Di rector 1987
Nathaniel de Rothschild . ... ... 48 Di rector 1994
Dag Tellefsen . ........... 52 Di rector 1982

Mr. Cohn, a founder of the Company, served asrigsiBent and Chief Executive Officer from the Comgsa inception in 1982 until October
1990, and then resumed those positions in Noved@@38. Mr. Cohn has served as a director from thegamy's inception and, in June 19
the Board of Directors appointed Mr. Cohn Chairro&the Board. Prior to founding the Company, he employed by Acurex Corporation,
a manufacturer of microprocessor-based measuresmentontrol systems, from 1979 to 1982. From 18789, he was employed by
McKinsey & Co., Inc., a management consulting comypdr. Cohn holds a B.S. in Mathematics and Comp8cience from the University
of Florida and an M.B.A. from Stanford Universityir. Cohn is also a director of Electronic Arts,&bpisher of entertainment software, and
Global Village Communication, Inc., a manufactuw&hardware and software for personal computers.

Mr. Beard has served as a director of the Compantg June 1994. He joined Morgan Stanley & Co. tpooated in May 1977, and from
1980 until his retirement in February 1994 servedlanaging Director of its Worldwide Equity Divisioln 1986, he was appointed a dire
of Morgan Stanley Group, the holding company forrlyem Stanley & Co. Incorporated. He retains thetjposof Advisory Director of
Morgan Stanley & Co. Incorporated. Mr. Beard isadssmember of the Wheaton College Board of Trusteas from 1990 to 1992 was a
director of the National Association of Securiti2salers, Inc. (the "NASD"), serving as Vice Chaimud the NASD in 1992.
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Mr. Chamberlain has served as a director of the fizmy since March 1989. Until ROLM's acquisitionIBM in 1984, Mr. Chamberlain
served on the Board of Directors of ROLM, wherénhd been employed as Executive Vice President histietirement in 1982. Mr.
Chamberlain is also a director of KLA Instrumentsr@ration, a manufacturer of semiconductor inspaaquipment.

Ms. Coleman has served as a director of the Comgpiaiee March 1994. Since June 1994, Ms. Colemam&as Chairman and Chief
Executive Officer of Merix Corporation, a manufaetuof technologically advanced components for &ijgated electronic equipment. From
April 1993 to June 1994, Ms. Coleman served as Yiasident of Materials Operations for Tektronng.] a worldwide high technology
equipment design and manufacturing firm. From JL8&5 to April 1993, she held officer-level positsonwith Apple Computer, Inc.,

including Vice President-World Wide Operations afide President-Chief Financial Officer. Ms. Colentaas been a director of Software
Publishing Corporation, a publisher of personal potar software, since November 1991.

Mr. Freidenrich has served as a director of the @amy since January 1986. He has been active inneepépital investments since 1976 and
is currently a general partner of Bay Partnersutidl Bay Partners 1V, each of which is a venturétabfund. From January 1987 to April
1992, Mr. Freidenrich was of counsel to the lawnfof Ware & Freidenrich. From 1969 to January 198, Freidenrich was a partner of tt
firm. Mr. Freidenrich is also Chairman of the Boafdlrustees of Stanford University.

Mr. Hawk has served as a director of the CompamgesMarch 1987. He is President of the Carrierlaf@mation Provider Division of U.S.
West Communications, a division of U.S. West, aaeal Bell operating company ("RBOC"), which positihe has held since January 1988.
From April 1986 to December 1987, he was Vice Flieasi of Marketing of Mountain Bell. From August 3® March 1986, he served as
Vice President of Strategic Planning and Productiiging of CXC Corp., a startup manufacturer of P8Jstems. Prior to that, Mr. Hawk
served in various positions with AT&T. Mr. Hawkasso a director of PairGain Technologies, Inc.,amuofacturer of telecommunications
systems.

Mr. de Rothschild has served as a director of the@any since June 1994. He is President of NathdaiRothschild Holdings Ltd., a prive
investment company that he founded in 1988. MiRdthschild is also Chairman of the Board of Glohs$et Management (USA) Inc., the
U.S. subsidiary of Global Asset Management Ltavoaldwide money management firm, and a directoBtoflames Place Capital, Plc.

Mr. Tellefsen has served as a director of the Camince September 1982. He is a general partn8tasiwvood Management and Glenwt
Il Management Corporation, investment managememisfand the general partners of Glenwood VentuaeslIGlenwood Ventures |,
respectively, which are venture capital funds. lde been with Glenwood Management since 1982. Mief§en is also a director of KLA
Instruments Corporation, a manufacturer of semiaotat inspection equipment, Arix Computer Corpanatia manufacturer of symmetrical
multiprocessing UNIX systems, and Iwerks EntertanmInc., a producer of out-of-home entertainnsystems and software.

There are no family relationships between directorsxecutive officers of the Company.

The eight nominees receiving the highest numbaffofmative votes of the shares present or repitesieentitied to be voted for them shall be
elected as directors. Votes withheld from any daeare counted for purposes of determining theqmee or absence of a quorum for the
transaction of business, but have no legal effadeuDelaware law. While there is no definitivetstary authority or case law in Delaware as
to the proper treatment of abstentions and bro&eruotes in the election of directors, the Compheleves that both abstentions and broker
non-votes should be counted for purposes of det#mgiwhether a quorum is present at the Annual Mgdor the transaction of business. In
the absence of controlling precedent to the coptthe Company intends to treat abstentions anklelonaon-votes with respect to the election
of directors in this manner.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain informatimgarding the beneficial ownership as of the Re@matk of the Company's Common Stock
as to

(i) each director, (ii) each of the executive dffig listed in the Summary Compensation table befiaijvall executive officers and directors as
a group and (iv) each person known by the Compareneficially own five percent or more of the ¢atgling shares of Common Stock.

DIRECTORS, EXECUTIVE OFFICERS A ND NO. OF SHARES
FIVE PERCENT STOCKHOLDERS(1) BENEFICIALLY OWNED P ERCENTAGE
State of Wisconsin InvestmentBoard . . ...... ..., 2,351,000 9.7%

Lake Terrace
121 East Wilson Street
Madison, WI 53707
Hewlett-Packard Company(2) ............ ... ..., 1,564,119 6.5%
3000 Hanover Street
Palo Alto, CA 94304

Anson M. Beard, Jr. . ............... L -0- *
Donald L. Campodonico(3) ............. ... 26,370 *
LeoJ. Chamberlain(4) ... ............ L. 31,603 *
Robert Cohn(5) .................. ... 527,750 2.2%
Deborah A.Coleman ................ ... 6,000 *
John Freidenrich(6) . ............... ... ..., 70,371 *
Robert C. Hawk(7) .. ............... ... 48,305 *
DavidLadd(8) .. ..............ooo 152,644 *
Nathaniel de Rothschild . . . ........... ... 1,080 *
Dag Tellefsen(9) ................. ... 29,010 *
Michael West(10) . ................ ... 158,244 *
Gary A. Wetsel(11) ................ .. 39,864 *
Douglas C.Chance(12) . .............. ... 26,223 *
Peter D. Olson(12)(13) .. ............ .. 343,349 1.4%
Dennis McGinn(12) .. ............... 1,545 *
All Directors and executive officers as a group (15 persons)(14) ... 1,462,278 5.9%

* Represents less than 1% of the outstanding slit@smmon Stock.

(1) The persons named in the table, to the Comp&mgwledge, have sole voting and investment pavithrrespect to all shares of Common
Stock shown as beneficially owned by them, sulifigcommunity property laws where applicable anditiiermation contained in the
footnotes hereunder.

(2) Hewlett-Packard Company ("HP") has sole voing investment power with respect to all sharesvehas beneficially owned by it,
subject to certain provisions of a Common StoclcRase Agreement dated as of August 10, 1988, asdmdeOctober 1, 1990, between the
Company and HP. See "Certain Transactions."

(3) Includes 24,600 shares issuable upon exer€igptions which are exercisable within 60 dayshef Record Date.

(4) Includes 29,000 shares issuable upon exer€igptions which are exercisable within 60 dayshef Record Date.

(5) Includes shares held of record by a trusthertienefit of Mr. Cohn, his wife and their childrétiso includes 271,064 shares issuable t
exercise of options which are exercisable withirdé@s of the Record Date.

(6) Represents holdings by the Freidenrich FamilysTof 37,396 shares and by the Freidenrich FaRaktnership (of which the Freidenrich
Family Trust is a 50% beneficial owner) of 3,97arEs. Includes 29,000 shares issuable upon ex@foiggions which are exercisable witt
60 days of the Record Date.

(7) Includes 19,000 shares issuable upon exer€igptions which are exercisable within 60 dayshef Record Date.

(8) Includes 22,500 shares issuable upon exer€igptions which are exercisable within 60 dayshef Record Date.

(9) Includes 29,000 shares issuable upon exer€igptions which are exercisable within 60 dayshef Record Date.

(10) Includes 73,472 shares issuable upon exes€igptions which are exercisable within 60 dayshef Record Date.

(11) Includes 38,400 shares issuable upon exes€igptions which are exercisable within 60 dayshef Record Date.

(12) Mr. Chance, former President and Chief Exeeubfficer of the Company, resigned in November3l9r. Olson, a former Executive
Vice President of the Company, resigned from tbisition in June 1994, but remains an employee@fbmpany. Mr. McGinn, a former
Vice President of the Company, resigned in May 1994

(13) Includes 119,600 shares issuable upon exav€isptions which are exercisable within 60 dayshef Record Date.

(14) Includes 655,636 shares issuable upon exav€isptions which are exercisable within 60 dayshef Record Date.
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As of the Record Date, the per share market valtiseocCompany's Common Stock was $21.75, baselepalosing price on that date on 1
Nasdaq National Marke

BOARD MEETINGS AND COMMITTEES

The Board of Directors of the Company held a tofal2 meetings during the fiscal year ended Jund 884. The Audit Committee held five
meetings, the Compensation Committee held five imgetind the Nominating Committee held one meatuming the fiscal year ended June
30, 1994. Each director attended at least 75% afd@and, where applicable, Committee meetings dhefithg fiscal 1994.

Messrs. Beard and Freidenrich and Ms. Coleman wtlyrserve on the Audit Committee of the Board afebtors. The purpose of the Audit
Committee is to review with the Company's managérard independent auditors the financial statememdsinternal financial reporting
system and controls of the Company, recommendutsos for any dispute between the Company's manageand its auditors and review
other matters relating to the relationship of tleerpany with its auditors.

Messrs. Chamberlain, de Rothschild and TellefsehMs Coleman currently serve on the Compensatmmi@ittee. The purpose of the
Compensation Committee is to review and approvediaries of the Company's executive officers athin highly compensated employ:
for each fiscal year. The compensation of the Hezgiand Chief Executive Officer of the Company aam subject to approval by the full
Board of Directors.

Messrs. Beard, Freidenrich, de Rothschild and fegltecurrently serve on the Nominating Committdee purpose of the Nominating
Committee is to develop criteria for nominating nexmbers of the Board and to identify potentialdidates for such nomination. The
Nominating Committee will consider stockholder necnendations for new directors. However, the firgtedmination of whether a candid;
will be nominated to become a member of the ComgaBgard of Directors is reserved for the Nomirpi@ommittee. Any suggestions may
be submitted in writing, attention "Nominating Coittee of the Board of Directors," at the Compamyiscipal offices.

COMPENSATION OF DIRECTORS

During fiscal 1994, each of the directors was comspéed for participating in Board and committee tings as follows: $5,000 annual fee,
provided that the director attended at least filvihe six non-telephonic meetings of the Board miyithe fiscal year; $1,500 for each meeting
of the Board which the director attended in per§#50 for each meeting of the Board which the dineattended via telephone; $500 for
each meeting of a committee of the Board (excepStiock Option Committee) which the director ateshth person; and $500 per year for
each member of the Stock Option Committee. In &midithe Company reimburses all directors for ttarel other necessary business
expenses incurred in fulfilling their duties asediors. Directors also receive stock options gchptesuant to the 1988 Directors' Stock
Option Plan. See "1988 Directors' Stock Option Plaiow.

CERTAIN TRANSACTIONS

Sales to U.S. West were approximately $25.9 mi)lmm6.4% of the Company's net revenues, duringtrapany's fiscal year ended June
1994. Robert C. Hawk, a director of the Compangnigxecutive officer of U.S. West. Based on itessterms and prices for similar products
to similar companies (RBOCs), the Company beligkiassales to U.S. West were made on an armshidoagts.

In August 1988 the Company entered into an agreemi#im Hewlett-Packard Company whereby Hewlett-Radkacquired 10% of the
Company's Common Stock. As of the Record Date, Efitwlackard owned 1,564,119 shares, or approxiynéig®o of the Company's
Common Stock. The agreement with Hewlett-Packa@dnaended in October 1990, includes certain coversand provisions regarding the
Company's ability to sell, and Hewlett-Packardiitgtio acquire, additional Common Stock from tGempany in order to maintain Hewlett-
Packard's interest
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and limitations on Hewlett-Packard's right to acguidditional stock without the Company's consetvlett-Packard has agreed that it will
be present, in person or by proxy, and vote itseshat all meetings of the Company's stockholdedstlaat it will vote, except in the case of
certain significant events defined in the agreemétiit the Company, (i) for the nominees to the Bloaf Directors of the Company who are
recommended by the Company's management and @@l other matters to be voted upon by the stodakdrsl, in accordance with the

Company's management's recommendations in nathasshe same proportion as the votes cast byttiez bolders of the Company's sha

In November 1993, prior to merging with the CompaviMX, Inc. ("VMX") loaned David Ladd, an officerfahe Company, $100,000 for
personal use pursuant to a promissory note setyr800 shares of the Company's Common Stock aaedndfour years with interest at the
Bank of America prime rate plus one percent. ShddildLadd leave the Company for any reason, altwextt interest and principal may be
declared immediately due. At September 19, 199@0&D0 was outstanding on this loan.

The stock option agreements between the Compangextain of its officers and key employees provimtefull acceleration of exercisability
in connection with a change of control of the Comp&ee "Compensation Committee Report--ChairmanGiO Compensation” and
"Proposal No. 2--Approval of Amendment to the 198&entive Stock Plan--Terms of Options."

The Company has entered into indemnification agesgswith each of its directors and officers. Sagteements require the Company to
indemnify such individuals to the full extent petted by Delaware law if certain claims are brouggminst them in their capacities with the
Company.

COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT

Section 16(a) of the Securities Exchange Act 04188 amended (the "Exchange Act") requires thep@ayis executive officers and
directors and persons who own more than ten peofentegistered class of the Company's equityritezsuto file reports of ownership on
Form 3 and changes in ownership on Form 4 or Fowitlbthe Securities and Exchange Commission (8tC"). Such officers, directors
and ten-percent stockholders are also requiredd8y 18les to furnish the Company with copies ofSalttion 16(a) reports they file.

Based solely on its review of the copies of sueimbreceived by it, or written representations frcertain reporting persons that Forms 5
have been filed for such persons as required, tmpany believes that, during the fiscal year enlletw 30, 1994, all reporting persons
complied with Section 16(a) filing requirements kgable to them.

COMPENSATION COMMITTEE REPORT

The following is the Report of the Compensation @Guttee of the Company, describing the compensat@ities and rationale applicable to
the Company's executive officers with respect éodbmpensation paid to such executive officerstferyear ended June 30, 1994. The
information contained in the report shall not berded to be "soliciting material” or to be "fileditivthe Securities and Exchange
Commission nor shall such information be incorpedaty reference into any future filing under the8#ies Act of 1933, as amended, or the
Exchange Act except to the extent that the Comppeyifically incorporates it by reference into stithg.

COMPENSATION COMMITTEE REPORT

The Compensation Committee (the "Committee") ofBbard of Directors of Octel Communications Corpioradetermines the Company's
executive compensation policies. The Committe@imprised of four non-employee directors. The Chairrand CEO participates as a non-
voting member. After evaluating management's peréorce, the Committee recommends compensation pnggaad pay levels to the full
Board for approval.

COMPENSATION PHILOSOPHY

The goals of the executive compensation prograntoaaétract, retain and reward executive officehmwontribute to the success of the
Company. Compensation opportunities are aligneld thit¢ Company's business
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objectives. The compensation programs are designeubtivate executive officers to meet annual ceafmperformance goals and enhance
long-term stockholder value.

In designing and administering the individual eletseof the executive compensation program, the Citteenstrives to balance short- and
long-term incentive objectives and use prudentjuelgt in establishing performance criteria, evahgperformance and determining actual
incentive awards.

Using the assistance of an independent compengaiitsulting firm, the Committee regularly evaluates competitiveness and
appropriateness of the Company's executive compengaogram by comparing its pay practices withestcompanies in the industry. For
this comparison, compensation levels are comparétbse of a select group of similar high-technglogmpanies with approximately the
same market capitalization, revenues and growtieimaas the Company. The comparison group is sutgjesccasional changes as the
Company or the selected companies change theis focerge or are acquired, or as new companies em®ates growth, operations profit,
P/E ratio, compound annual growth rate, and maripitalization are evaluated to ensure the comiparabmpanies have successful track
records.

COMPENSATION VEHICLES
The Company's executive compensation program ieslldse salary, annual incentive and long-terrmth@ecompensation components.
BASE SALARY

The Company reviews base salaries annually for etadmpetitiveness. In determining competitive isalavels, the job responsibilities of
each executive are matched with like jobs in thagarison group. Individual base salary increasesvasy and reflect individual
performance. This allows the Company to attractratain the key employees necessary to meet ifadssobjectives and enhance
stockholder value.

ANNUAL SENIOR PERSONNEL INCENTIVE PLAN

The annual incentive portion of the 1994 executivmpensation program provided cash rewards basadlbevement of corporate goals and
individual objectives. In 1994, the incentive targer individual was defined as a percentage obhiser base compensation. Half of the
annual incentive was based on corporate performgoaks, a combination of revenue targets and opegratcome targets. The other half of
the annual incentive was based on individual peréarce objectives. These were designed to be clodelyrated with overall Company go
and initiatives. Achievement of individual objeas/could range from 0-100%. The Bonus Plan foafigear 1995 will be based upon the
Company's achievement of revenue, operating inc@mdecustomer satisfaction objectives and, in tise cé officers, upon the Company's
achievement of certain business objectives apprbydatie Board. See "Compensation of Executive @ffie Annual Senior Personnel
Incentive Plan." The Company reviews the incentargets annually for market competitiveness basejolo level and responsibilities. The
Company's philosophy is to leverage total compémsab provide better than average pay if aggresparformance measures are met. The
amount of compensation actually paid under this davariable or "at risk," because it is tied ditg to achievement of specific corporate
performance goals.

In fiscal year 1994, all named executives receaedsh award for the corporate performance podidhe Annual Senior Personnel Incen
Plan. The Company met 99% of its revenue goals38A4l of its operating income goals, which (becabsectlculation of bonus payments
from corporate financial achievements is nonliné@mslated into bonus payments equal to 60% ofatas corporate performance goals
portion. The cash awards for the individual objezfportion of the Annual Senior Personnel Incenian varied for each executive due to
different levels of individual achievement. In ailoh, all Named Executive Officers received stopkian grants in accordance with the stock
option plan guidelines during the year.
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CHAIRMAN AND CEO COMPENSATION

The Committee bases compensation of all officexsejpt the Chairman and CEO) on the policies andgutores described above. The
Chairman's base salary is $250,000 per year, willhbcompetitive norms for a company of comparaie. He has no annual incentive
bonus. The greatest portion of the Chairman and'€E@npensation is directly associated with thgiterm capitalization growth of the
Company. Mr. Cohn was appointed to the positioRmesident and Chief Executive Officer of the Conypand in connection therewith was
granted the following options:

350,000 shares at $25.00 per share; 200,000 shia$85.00 per share; and 200,000 shares at $58rQthpare.

As with most options granted before June 2, 198k¢ options become exercisable as to 20% of thlesttares under option one year after
the date of grant and up to an additional 20% afterend of each subsequent twelve-month periodsdloptions contain acceleration
provisions consistent with other stock purchasesagtions Mr. Cohn has made and received. Princgaérds to be received are clearly tied
to the stock price performance of the Company, frdmth general stockholders will derive substartiiehefit as well.

STOCK OPTIONS

To balance the annual incentive plan, stock optfooss the executives' attention on the long-teemiggmance of the Company and
maximizing stockholder value. Stock options arented each year with an exercise price equal teeotifeir market value. Grant ranges have
been established for each officer level which ageld on competitive norms of the comparison grmgividual grants may vary within the
range to reflect individual performance and potdniihe option program also utilizes vesting pesitmlencourage retention of key
employees.

Specific information regarding compensation of @teef Executive Officer and other executive offieés contained in the accompanying
table.

TAX POLICY

Recently enacted Section 162(m) of the InternaldRee Code of 1986, as amended, limits deductiansefttain executive compensation in
excess of $1 million. The Company is endeavorinsttacture its compensation plans to achieve maxirdaductibility under Section 162(1
with minimal sacrifices in flexibility and corpoebbjectives. See Proposal No. 2 for a descriggfaan amendment to the Company's 1985
Incentive Stock Plan to ensure continued deduitihihder Section 162(m). With respect to non-ggadmpensation arrangements, the
Committee has reviewed the terms of those arrangesnneost likely to be subject to Section 162(m).

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

The Compensation Committee currently consists r@fctiors Chamberlain, Coleman, de Rothschild antkfbein. Robert Cohn, the Chairman
of the Board, President and Chief Executive Offiziethe Company, served as a member of the Comppens@dommittee during fiscal 1993
and the first part of fiscal 1994. He currentlyeatls meetings of the Compensation Committee big doevote. There are no interlocks
between the Company's Board of Directors or Comgttéars Committee and the boards of directors or ecamsption committees of other
companies.

LEO J. CHAMBERLAIN
DEBORAH A. COLEMAN
NATHANIEL DE ROTHSCHILD
DAG TELLEFSEN
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STOCK PERFORMANCE GRAPH

In accordance with the Securities Exchange Actlegiguns, the following performance graph compahesdumulative total stockholder rett
on the Company's Common Stock to the cumulativad teturn on the Nasdag Index and on the Hamb&epist Technology Index over
the same period. The graph assumes the value afwastment in the Company's Common Stock and et was $100 at June 30, 1989
and that all dividends were reinvested.

[GRAPH]

6/89 6/90
Octel  $100.0 $103.7 $94.6 $87.1 $97.9

6/91
$39.8 $49.5 $84.4 $105.4 $99.5 $96.8
$81.0 $88.9 $115.5 $114.2 $127.4 $142.7

NASDAQ $100.0 $108.8 $104.7 $101.1 $107.8
H&Q Tech $100.0 $105.1 $102.2 $105.5 $114.5

6/92
Octel  $135.5 $98.9 $81.7 $90.3 $108.6
NASDAQ $147.2 $137.1 $142.7 $166.0 $169.1
H&Q Tech $142.8 $130.9 $136.5 $158.9 $156.6

$82.9 $93.5 $121.3 $115.2 $120.1 $138.2

6/93 6/94

$95.7 $100.0 $119.4 $108.6 $71.0
$172.3 $186.8 $189.4 $181.5 $173.0
$160.0 $162.8 $173.4 $175.0 $162.3
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COMPENSATION OF EXECUTIVE OFFICERS
SUMMARY COMPENSATION TABLE

The following table sets forth, for the three fisgears ended June 30, 1994, certain compensatiormation with respect to the two
individuals who served as the Company's Chief EtreeOfficer during fiscal 1994, each of the fodher most highly compensated execu
officers other than the Chief Executive Officer wiliere serving as executive officers as of Junel804, and the two individuals who would
have been included in these other four but forfdlsethat they were not serving as executive offias of June 30, 1994 (collectively, the
"Named Executive Officers"), based upon salarylamnblis earned by such executive officers and indalilin fiscal 1994.

LONG-TERM
ANN UAL COMPENSATION COMPENSATION
AWARDS
SECURITIES
OTHER UNDERLYING
ANNUAL OPTIONS/ ALL OTH ER
BONUS COMPENSATION SARS  COMPENSAT ION
NAME AND PRINCIPAL POSITION  YEAR SALARY($) $)(@@) %) #)(2) $)

RobertCohn.......... 1994 237,692 - 5,726(3) 750,000 9,318( 4)
Chairman of the Board, 1993 227,026 - 5,522(3) - 8,255( 4)
President and Chief 1992 206,673 * 5,033(3) 10 *

Executive Officer

DavidLadd .......... 1994 185,208 53,613 - 105,000 363( 4)

Executive Vice President 1993 162,292 59,193 -- - 333( 4)
1992 157,167 56,616 * - 174( 4)

Michael West .. ....... 1994 238,658 92,400 - 67,500 8,861( 4)

Executive Vice President 1993 226,431 60,425 - 20,000 8,389( 4)
1992 205,057 44,950 * 50,006 *

Gary A. Wetsel ........ 1994 217,097 79,251 - 67,000 11,282( 4)

Executive Vice President 1993 195,294 50,300 - 25,000 10,269( 4)
1992 171,169 33,350 * 15,002 *

Donald L. Campodonico . . . .. 1994 193,467 65,391 - 60,000 8,493( 4)

Vice President 1993 175,496 30,975 - 10,500 7,643( 4)
1992 158,939 41,075 * 47,100 6,626( 4)

Douglas C. Chance . . .. ... 1994 207,095 - 13,170(6) - 582,126( 7)
Former President and 1993 407,075 124,400  35,120(6) 50,000 18,747( 4)
Chief Executive Officer(5) 1992 380,585 83,400 * 50,000 *

Peter D.Olson ........ 1994 277,481 - - 25,000 12,758( 4)
Former Executive Vice 1993 255,585 73,500 - 25,000 11,570( 4)
President(5) 1992 244,019 59,675 * 20,010 *

Dennis McGinn .. ....... 1994 229,019 - 11,760(6) 25,000 419,852( 8)
Former Vice President(5) 1993 76,172 36,667 -- 100,000 -

1992 - - * - -

* Under the Commission's transition rules, no disafe required.

(1) Comprised of bonuses earned in the applicaddalfyear but paid or to be paid in the followfrsgal year.

(2) No SARs were granted.

(3) Comprised of Mr. Cohn's portion of the profitasing payments made to most employees of the Caynpa

(4) Comprised of premiums for insurance policiegwetthe officers are the beneficiaries.

(5) Mr. Chance, former President and Chief Exeeu@fficer of the Company, resigned in November 1998 Olson, a former Executive
Vice President of the Company, resigned from tbisition in June 1994, but remains an employee@ftbmpany. Mr. McGinn, a former
Vice President of the Company, resigned in May 1994

(6) Includes interest forgiven on loan.

(7) Comprised of $333,336 of forgiven loan prindj#230,708 of severance payment and $18,082 afijpras for insurance policies where
the officer is the beneficiary.

(8) Comprised of $400,000 of forgiven loan prindj#i 1,550 of severance payment and $8,302 of pnasifor insurance policies where the
officer is the beneficiary.
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ANNUAL SENIOR PERSONNEL INCENTIVE PLAN

The Company's Board of Directors has adopted anamsenior personnel incentive plan (the "Bonus'Blproviding for cash bonuses to
officers and senior managers. Under the Bonus Rtamal year 1994 bonuses to all officers, inclgdaxecutive officers, of the Company in
an aggregate amount of approximately $870,000 ewwerded as percentages of the individuals' saldrésed on a combination of the
Company's achievement of revenues and operatingrniador the fiscal year as compared to the opeyatian approved by the Board and
upon achievement of individual goals approved fegyBbard or the Compensation Committee of the Bokind.Bonus Plan for fiscal year
1995 will be based upon the Company's achievenfaetvenue, operating income and customer satisfacibjectives and, in the case of
officers, upon the Company's achievement of cetiasiness objectives approved by the Board. Astagpshe Bonus Plan, bonuses may i
be awarded to other employees of the Company dsceetionary basis.

EMPLOYEE STOCK PLANS

The following is a brief summary of the Companyigoyee stock plans in effect during the fiscalry@aded June 30, 1994 under which
officers, employees, consultants and directorbi@f@ompany received benefits. The closing salemithe Company's Common Stock on
the Record Date, as reported by The Nasdag NatMaedet, was $21.75 per share.

1985 INCENTIVE STOCK PLAN

The Company's 1985 Incentive Stock Plan (the "@pfian"), under which 9,600,000 shares are cugreedlerved for issuance, was adopted
by the Board of Directors in 1985 and approvedhgy@ompany's stockholders in 1985. Amendmentse®ifition Plan were approved by
Board of Directors and the stockholders in eactineflast five years and by the Board of DirectarSéptember 1994. The Option Plan
permits the direct sale of shares and the grabbthf "incentive stock options” (within the meanmfgSection 422 of the Internal Revenue
Code of 1986, as amended (the "Tax Code")) andtatuisry stock options to employees and officersaofl consultants to, the Company.

As of the Record Date under the Option Plan, 69D ghéares had been sold directly, options to pucba&25,734 shares were outstanding at
a weighted average exercise price of $20.84 peesbations for 1,711,195 shares had been exeraiséd,373,001 shares were available for
future option grant or direct sale.

The Option Plan is administered by the Board oEEtiors or a committee appointed by the Board. Toerd@®or committee determines the
terms of options granted, including the exercisegpmumber of shares subject to the option anexeecisability thereof. The exercise price
of all options to purchase shares of Common Stoaktgd under the Option Plan must be at least ¢quhé fair market value of such shares
on the date of grant, and the maximum term of &@éntive stock option is ten years. Options gramteofficers and certain key employees
under the Option Plan provide for full acceleratadrexercisability in the event that, following hange in control of the Company, the
optionee's employment is terminated or his comp@rsand benefits are reduced. See Proposal Nar. 2 inore detailed description of the
Option Plan.
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OPTION/SAR GRANTS IN FISCAL 1994

The following table sets forth certain informatimgarding options for the purchase of the Compadglmmon Stock that were awarded to
Named Executive Officers during fiscal 19!

INDIVIDUAL GRANTS

PERCEN T OF POTENTIAL REAL IZABLE VALUE
TOTA L AT ASSUMED AN NUAL RATES
NUMBER OF  OPTIO NS/ OF STOCK PRICE
SECURITIES SARS GR ANTED APPRECIAT ION FOR
UNDERLYING TO EMPL OYEES EXERCISE OR OPTION T ERM(1)
OPTIONS/SARS IN FI SCAL BASE PRICE EXPIRATION = ----omeemee s
NAME GRANTED(#) YEA R ($/SH) DATE 5%($) 10%($)
Robert Cohn . ....... 350,000 7.3 % $25.00 05/18/99 2,690,951 6,023,987
200,000 4.1 % $35.00 05/18/99 -0- 1,442,278
200,000 4.1 % $50.00 05/18/99 -0- -0-
$22.50
Donald L. Campodonico . . . 50,000 1.0 % $24.00 01/02/99 346,569 776,001
10,000 0.2 % $21.90 01/29/99 73,935 165,547
David Ladd ........ 11,800 0.2 % $21.90 11/11/03 207,688 483,779
18,200 0.4 % $20.75 11/11/03 320,333 746,168
75,000 1.6 % $24.00 10/28/99 479,149 1,072,782
Michael West ....... 35,500 0.7 % $26.25 01/29/99 262,469 587,692
32,000 0.7 % $14.00 07/29/99 258,038 577,562
Gary A. Wetsel ...... 42,000 0.9 % $26.25 01/29/99 310,526 695,297
25,000 0.5 % $ -- 07/29/99 201,592 451,221
Douglas C. Chance(2) ... -- -- -- -- -- -
Peter D. Olson(2) . . . .. 25,000 0.5 % $24.00 01/29/99 184,837 413,867
Dennis McGinn(2) .. ... 25,000 0.5 % $24.00 01/29/99 184,837 413,867

(1) This column shows the hypothetical gains ottitoys spreads” of the options granted based omexannual compound stock
appreciation rates of 5% and 10% over the full tefrihe option. The 5% and 10% assumed rates akajgtion are mandated by the rules of
the Securities and Exchange Commission and doepoésent the Company's estimate or projectiontaféuCommon Stock prices.

(2) Mr. Chance, former President and Chief Exeeu@fficer of the Company, resigned in November 1998 Olson, a former Executive
Vice President of the Company, resigned from tbisition in June 1994, but remains an employee@fbmpany. Mr. McGinn, a former
Vice President of the Company, resigned in May 1994

AGGREGATED OPTION/SAR EXERCISES IN FISCAL 1994
AND OPTION/SAR VALUES AS OF JUNE 30, 1994

The following table sets forth certain informatig@garding options for the purchase of the Compadgimmon Stock that were exercised or
held by the Named Executive Officers during fista94.

NUMBER OF SECURITIES

UNDERLYING UNEXERCISED VALUE OF UNE XERCISED
SHARES VAL UE OPTIONS/SARS AT IN-THE-MONEY OP TIONS/SARS
ACQUIRED ON REAL IZED JUNE 30, 1994(#) AT JUNE 30, 1994($)(2)
NAME EXERCISE(#) (%) (1) EXERCISABLE/UNEXERCISABLE EXERCISABLE/U NEXERCISABLE

Robert Cohn . ....... -0- -0- 100,798/800,532 541,789/27 1,610
Donald L. Campodonico . . . 8,900 120 ,188 9,100/83,800 16,125/5 0,525
DavidLadd ........ -0- -0- 11,250/108,750 79,875/2 6,625
Michael West .. ... .. -0- -0- 48,279/129,686 130,500/8 7,000
Gary A. Wetsel ...... 8,000 163 ,000 19,000/112,000 66,000/13 2,000
Douglas C. Chance(3) ... 104,995 1,483 ,054 -0-/-0- -0 -/-0-

Peter D. Olson(3) . . . .. -0- -0- 86,200/105,800 393,450/26 2,300
Dennis McGinn(3) ..... -0- -0- -0-/-0- -0 -/-0-

(1) Difference between the fair market value of @@nmon Stock purchased and the exercise pricheoddte of exercise.

(2) Difference between the fair market value of ginelerlying Common Stock and the exercise priceinféthe-money options, on June 30,
1994.

(3) Mr. Chance, former President and Chief Exeeu@fficer of the Company, resigned in November 1998 Olson, a former Executive
Vice President of the Company, resigned from tbisition in June 1994, but remains an employee@fbmpany. Mr. McGinn, a former
Vice President of the Company, resigned in May 1994
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1987 EMPLOYEE STOCK PURCHASE PLAN

The Company's 1987 Employee Stock Purchase PlariRilrchase Plan") was adopted by the Board oftRire in October 1987 and
approved by the stockholders in November 1987. Aimamts to the Purchase Plan were approved by thedRd Directors and the
stockholders in each of the last five years anthkyBoard of Directors in September 1994. A total 850,000 shares of Common Stock is
currently reserved for issuance under the PurcRise(see Proposal No. 3 for the proposed additiei®0,000 shares). The Purchase Plan,
which is intended to qualify under Section 423h#f Tax Code, is implemented by one offering dugagh six-month period. Offering
periods commence on or about January 1 and Juiydaah year. The Purchase Plan is administeretidfoard of Directors of the Compa
or by a committee appointed by the Board. Employge<ligible to participate if they are employgrcthee Company for at least 20 hours per
week and more than five months per year. The PaecRéan permits eligible employees to purchase GamBtock through payroll
deductions, which may not exceed 10% of an emplsymenpensation, at 85% of the lower of the fairkativalue of the Common Stock at
the beginning or at the end of each offering per®ek Proposal No. 3 for a more detailed descripifdhe Purchase Plan.

As of the Record Date, 1,249,133 shares had bédmusder the Purchase Plan at a weighted averagbamse price per share of $14.92 and
867 shares remained available for future issugee.Proposal No. 3 regarding the addition of 4@gdb@res to the Purchase Plan.

PURCHASE PLAN

The following table sets forth, as to the Nameddtxige Officers, all current executive officersagroup and all other employees who
participated in the Purchase Plan: (i) the numlbshares of the Company's Common Stock purchaseer the Purchase Plan during the last
fiscal year; (ii) the dollar value of the benefieg footnote (1) to the table); and (iii) the antafrpayroll deductions for future purchases
accumulated through June 30, 1994 for the currerdh@ase period under the Purchase Plan, which asegheriod commenced January 1,
1994:

) ( 1))

NUMBER OF (1 CURREN T PERIOD
SHARES DOLLAR VALUE PAY ROLL
NAME OF INDIVIDUAL OR IDENTITY OF GROUP PURCHASED ($)(@) DEDU CTIONS

RobertCohn.................... . 1,456 6,958 0-
Donald L. Campodonico . .............. . 544 2,989 - 0-
DavidLadd .................... . -0- -0- - 0-
MichaelWest . .................. . 1,35 6,482 0-
GaryA. Wetsel .................. . 464 2,566 0-
Douglas C. Chance(2) ............... . -0- -0- - 0-
PeterD.Olson(2) .. ............... . 1,36 5,960 0-
Dennis McGinn(2) ................. . 701 5,895 0-
All current executive officers as a group

(10 persons) .. ......oiiiiin . 5,330 26,643 - 0-
All other employeesasagroup .......... . 284,161 1,411,559 0-

(1) Market value on date of purchase, minus thehmse price.

(2) Mr. Chance, former President and Chief Exeeu@fficer of the Company, resigned in November 1988 Olson, a former Executive
Vice President of the Company, resigned from tbisition in June 1994, but remains an employee®fdbmpany. Mr. McGinn, a former
Vice President of the Company, resigned in May 1994
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1988 DIRECTORS' STOCK OPTION PLAN

The Company's 1988 Directors' Stock Option Plae (Birectors' Plan") was adopted by the Board a€EBtors in November 1988, was
amended in 1989 and was approved by the Companogldwlders in 1989. Amendments to the Directoles Bvere approved by the Board
and the stockholders in 1990 and by the Board imeler 1991, April 1992 and September 1994. A wital00,000 shares of Common
Stock is reserved for issuance under the DirecRiesi (see Proposal No. 4 for the proposed additidb0,000 shares). The Directors' Plan is
administered by the Board of Directors. Only norptayiee directors are eligible to participate in Bieectors' Plan. Eligible directors are
automatically granted an option to purchase 25d@0es of the Company's Common Stock on the deyesite first elected a director, such
option becoming exercisable cumulatively with refpge 5,000 shares on each of the first five amsiages of the date of grant, unless
accelerated because of a director's death or titgaliin the date of the Annual Meeting of Stocldeis each year, all non-employee directors
who have served since the previous Annual Meetfristackholders and are reelected receive an imrteldiaxercisable option for 3,000
shares. The exercise price of an option grantednuthe Directors' Plan is the fair market valuesfithon The Nasdaqg National Market clos
price) of the stock on the date the option is grdnSee Proposal No. 4 for a more detailed degmmipf the Directors' Plan.
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PROPOSAL NO. 2 -- APPROVAL OF AMENDMENT
TO THE 1985 INCENTIVE STOCK PLAN

GENERAL

The 1985 Incentive Stock Plan (the "Option Plan8svamended by the Board of Directors in Septem®@4,1subject to approval by the
Company's stockholders, to limit to 150,000 thaltatimber of shares of Common Stock subject taoptthat may be granted to any one
employee in any one fiscal year of the Companygssto comply with the proposed Internal RevenueiSe("IRS") regulations under
Section 162(m) of the Internal Revenue Code (thedeC).

This limit is intended to preserve the Companyititatio deduct for federal income tax purposes tbenpensation expense relating to stock
options and stock purchase rights granted to ceeteecutive officers under the Option Plan. Thed®exwe Reconciliation Act of 1993, which
was signed into law in August 1993, added (amohgrahings) Section 162(m) to the Code, which kntlite tax deduction for compensation
paid to certain executives of public companiesit@®®0,000 per covered executive per year. Howeognpensation is excluded from the
$1,000,000 calculation if it is considered perfonte-based, which includes compensation attributabdtock options or stock purchase
rights if, among other things, the plan under whtaod options or rights are granted includes a lanithe maximum number of shares with
respect to which stock options or stock purchagigtsimay be granted during a specified period yoesmployee. The limit described above
has been included in the Option Plan solely togmasthe Company's ability to deduct such compénsato the extent the Board determi
in the future that such a limit is not requirecoteserve the deductibility of compensation relatesuch stock options and stock purchase
rights, the Board may modify or eliminate this limi

See discussion below under "Tax Information--Théi@pPlan" for a summary of the more general rgieserning the availability to the
Company of tax deductions in connection with stopkons or stock purchase rights granted unde©iptgon Plan.

VOTE REQUIRED

The affirmative vote of the majority of the Voteast will be required under Delaware law to apprineamendment to the Option Plan. For
this purpose, the "Votes Cast" are defined undéaiere law to be the shares of the Company's Confback present in person or
represented by proxy at the Annual Meeting of Stotders and "entitled to vote on the subject matiéotes that are cast against the
proposal will be counted for purposes of deterngr(ij the presence or absence of a quorum forthmesaction of business and (ii) the total
number of Votes Cast with respect to the propd¥aile there is no definitive statutory or case athority in Delaware as to the proper
treatment of abstentions in the counting of votéh vespect to a proposal such as the amendmehédption Plan, the Company believes
that abstentions should be counted for purposedgsteimining both (i) the presence or absence efosumn for the transaction of business and
(i) the total number of Votes Cast with respecttie proposal. In the absence of controlling preoétb the contrary, the Company intends to
treat abstentions in this manner. Accordingly, bstention will have the same effect as a vote ag#ire proposal. In a 1988 Delaware case,
Berlin v. Emerald Partners, the Delaware SuprematGwld that, while broker non-votes may be codrite purposes of determining the
presence or absence of a quorum for the transaafibasiness, broker non-votes should not be caolufttepurposes of determining the
number of Votes Cast with respect to the particataposal on which the broker has expressly natdioAccordingly, broker non-votes with
respect to this proposal will not be counted ae¥@ast.

THE COMPANY'S BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" APPROVAL OF
THE OPTION PLAN, AS AMENDED.
The essential features of the Option Plan arermdlbelow.
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PURPOSE

The purposes of the Option Plan are to attractratain the best available personnel for positidnsubstantial responsibility, to provide
additional incentive to the employees and constdtahthe Company and to promote the success dttimepany's business.

ADMINISTRATION; LIMITS ON GRANTS

With respect to grants of options to employees agoalso officers or directors of the Company,@mtion Plan, as amended, shall be
administered by (i) the Board of Directors of thentpany if the Board may administer the Option Rtecompliance with Rule 16b-3 under
the Exchange Act ("Rule 16b-3") with respect tdampntended to qualify under Rule 16b-3 as a étsonary plan or (ii) a committee
designated by the Board of Directors to adminigterOption Plan, which committee shall be congiun such a manner as to permit the
Option Plan to comply with Rule 16b-3 with respica plan intended to qualify thereunder as a dismmary plan. With respect to grants of
options to employees or consultants who are nedtfieers nor directors of the Company, the Optian shall be administered by (i) the
Board of Directors or

(i) a committee designated by the Board, which gotiee shall be constituted in such a manner astisfy the legal requirements relating to
the administration of incentive stock option plaifigny, of Delaware corporate law, federal andestand securities laws and the Tax Code. If
permitted by Rule 16b-3, the Option Plan may beiadgtered by different bodies with respect to dioes, non-director officers and
employees who are neither officers nor directos @msultants who are not directors.

ELIGIBILITY

The Option Plan provides for the grant of optiond aale of shares to employees of and consultartketCompany. Only employees may be
granted incentive stock options. The Board or arodtee of the Board selects the purchasers androgds and determines the number of
shares to be sold or made subject to option. Aketlate of this Proxy Statement, directors whanatealso employees of the Company are
not eligible to participate in the Option Plan. Haxer, prior to March 10, 1988, such directors wadigible to participate in the Option Plan
and they may still exercise options granted to tipeior to that date.

At the Record Date, the Company employed approxima@, 375 people, 2,365 of whom were eligible tdipgate in the Option Plan.
TERMS OF OPTIONS

Each option granted under the Option Plan is exddérby a written stock option agreement betweerCtirapany and the optionee. Options
are generally subject to the terms and conditieb$osth below, but specific terms may vary.

(a) Exercise of the Option. The Board or its coneitdetermines when options may be exercised. Bvant may any incentive stock option
granted under the Option Plan be exercised moretdrayears after the date of grant. Incentivekstqations currently being granted gener
expire after five years and six months. An opti@exercised by giving written notice of exercis¢it® Company specifying the number of
shares of Common Stock to be purchased and byriagdemyment of the purchase price. Payment foreshpurchased upon exercise of an
option shall be in such form of consideration aguthorized by the Option Plan and determined byBbard, and such form of consideration
may vary for each option.

(b) Exercise Price. The exercise price of optio@sted under the Option Plan is determined by thar@ or its committee and may not be
than 100% of the fair market value of the Commarckn the date the option is granted. In the casgcentive stock options granted to an
optionee who owns more than 10% of the voting paweralue of all classes of stock of the Compahg,dxercise price must not be less t
110% of the fair market value
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on the date of grant. The fair market value of@wenmon Stock is the closing sale price on The Naddstional Market on the date of grant.

(c) Termination of Employment. If the optionee'spdoyment or association with the Company termin&tesny reason (other than death or
disability), the optionee may, but only within 38yd (or such other period as may be determinetidBbard, but not exceeding three moi
for incentive stock options) following the datesafch termination, exercise any option granted utiteOption Plan, but only to the extent
such option was exercisable on the date of terioimal o the extent that the option is not exercia@tin such 30-day (or other) period, the
option terminates.

(d) Disability. In the event that an employee onsgtant is unable to continue his employment aisatting relationship with the Company
a result of his total and permanent disabilitydaned in Section 22(e)(3) of the Tax Code), eisatuility is accelerated from the usual four-
year period to a thr-year period, and the optionee may, but only withiinmonths (or such other period of time not edasg one year as is
determined by the Board at the time of grant ofapon) from the date of termination, exercise ¢p&on to the extent it was otherwise
exercisable at the date of such termination. Taettient that the option is not exercised withinhsperiod, the option terminates.

(e) Death. If an optionee should die while emplolggdhe Company, exercisability of options granteder the Option Plan is accelerated
from the usual four-year period to a three-yeaigoerand the option may be exercised at any timbimsix months after death by the
optionee's estate to the extent the option wowle leeen exercisable if the optionee had continvé@thland remained an employee of the
Company for six months after the date of deathnlbptionee should die within one month after teation of employment with the
Company, exercisability of options granted under@ption Plan is accelerated from the usual foaryperiod to a three-year period, and the
options may be exercised by the optionee's estateyaime within six months following the datedsath, but only to the extent such options
were exercisable on the date of termination.

(f) Liguidation or Acquisition. In the event of aqposed dissolution or liquidation of the Compamgtions under the Option Plan terminate
unless otherwise provided by the Board. In sucmgytke Board, in its sole discretion, may detemrtm make options immediately
exercisable as to all shares.

Current option agreements provide that in the egéatproposed sale of all or substantially alihef assets of the Company, or the merger of
the Company with or into another corporation, amishall be assumed or equivalent options shalbstituted by such successor
corporation or its affiliate. If such successorpmyation refuses to assume an option or to substin equivalent option, the Board shall
provide for the optionee to have the right to eisgr¢he option as to all of the Common Stock sulijethe option. Most options granted
before December 1987 allowed the Board the righctelerate the exercisability of options whethranat a successor corporation was
willing to assume such options.

Option agreements for officers and certain key eyges provide for full acceleration of exercisapiin the event that, following a change in
control of the Company, the optionee's employmetetiminated or his compensation and benefitseaheced. The Board may, in its
discretion, provide in individual option agreemefaisan optionee to have the right to return anoopto the Company for a cash payment
equal to the net value of the option upon the aense of a merger, sale of all or substantiallyaaiets of the Company, tender offer or other
transaction or series of related transactions tieguh a change of ownership of more than 50%hefitoting securities of the Company.

(9) Non-transferability of Options. An option isrgally not transferable by the optionee, othentya will or the laws of descent and
distribution. However, the Board may grant or ameptions in individual cases to allow an optiorbtotransferable to a trust for the benefit
of an employee or the employee's family membersio@p are generally exercisable during the optitmifetime only by the optionee unless
transferred to a trust as described above.
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(h) Withholding of Shares to Pay Tax Liability. TBgtion Plan allows the Company to withhold sha®$o which an option has been
exercised in order to comply with regulations reag the Company to withhold taxes upon certairreses of options. See "Tax
Information--Nonstatutory Options."

(i) Other Provisions. The option agreement may @iornguch other terms, provisions and conditiongmminsistent with the Option Plan as
may be determined by the Board or its committee.

OPTIONS OUTSTANDING

Options granted under the Option Plan generallpimecexercisable in installments. Most options grdttefore June 2, 1994 become
exercisable as to 20% of the total shares undésrophe year after the date of beginning employnfiemtnew employees) or the date of
option grant (for existing employees), and as tadditional 20% after each subsequent twelve-mpatfod so long as the optionee remains
an employee of the Company. Most options grantednshafter June 2, 1994 become exercisable a#oo25he total shares under option
one year after the date of beginning employmemtr{av employees) or the date of option grant (fasterg employees), and as to an
additional 25% after each subsequent twelve-moetlog so long as the optionee remains an emplofyfedCompany. Exercisability is
accelerated in the case of death or disabilityjrocertain cases, by termination of employmentedluction in compensation following a
change in control, as described above. ExercisaiBlidelayed by leaves of absence or temporamyatézhs in work hours. Options being
granted at this time generally expire five yeard six months from the date of grant.

In June 1994, the Board of Directors approved acigyg of stock options for certain employees erahg senior management and officers.
The employees have the option of either maintaittieg existing options or cancelling any optionghvexercise prices greater than $17.25
and receiving new options for 90% of the sharegestibo the options being cancelled. The new ogtigasting commencement date will be
reset to June 22, 1994 and the new options wilbimecexercisable at the rate of 25% each year oueryears. The options expire in five and
one-half years. The options may only be exerciskdnithe fair market value of the Company's CommntoelSequals or exceeds the original
option exercise price; however, after five years timee months from June 22, 1994, the options Ineagxercised regardless of the fair me
value of the Company's Common Stock for up to thmeaths. Options for up to 1,574,717 shares weadiftgd for the repricing. Under this
repricing, options for approximately 1,348,000 sisavere cancelled and options for approximatel99,(0 shares were granted.

At the Record Date, 690,070 shares had been s@dtlyi, options to purchase 1,711,195 shares oftdmapany's Common Stock had been
exercised, options to purchase 5,825,734 shareseutstanding, and 1,373,001 shares remained biaftar future sale or grant under the

Option Plan. The range of exercise prices per sioareptions outstanding under the Option PlarhatRecord Date was from $0.75 to $50

and the weighted average exercise price per shaseypproximately $20.84. Expiration dates for @utsing options range from September
1994 to March 2000.

CAPITAL CHANGES

In the event any change is made in the Companpisatiaation which results in an exchange of Comrtock for a greater or lesser number
of shares without receipt of consideration, appedpradjustment will be made in the exercise paite in the number of shares subject to
options outstanding under the Option Plan, as aglh the number of shares reserved for issuaraer the Option Plan.

AMENDMENT AND TERMINATION OF THE PLAN

The Board may at any time amend, alter, suspexésoontinue the Option Plan, but no amendmentiaita, suspension or discontinuation
shall be made which would impair the rights of apyionee under any grant theretofore made withoch ®ptionee's consent. In addition, to
the extent necessary and desirable to comply witle R6b-3 or
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with Section 422 of the Tax Code (or any other imgple law or regulation, including the requirenseot the NASD or an established stock
exchange), the Company shall obtain stockholdercaap of any Plan amendment in such a manner asddb a degree as required.

TAX INFORMATION--THE OPTION PLAN

Options granted under the Option Plan may be efiheentive stock options," as defined in Secti@2 4f the Tax Code, or nonstatutory
options.

An optionee who is granted an incentive stock aptidll not recognize taxable income either at ihgetthe option is granted or upon its
exercise, unless the exercise subjects the optinbe alternative minimum tax. Upon the salexah@nge of the shares more than two years
after grant of the option and one year after es@rgithe option, any gain or loss will be treatedang-term capital gain or loss. If these
holding periods are not satisfied, the optioneé¢ mdognize ordinary income at the time of salexshange equal to the difference between
the exercise price and the lower of

(i) the fair market value of the shares at the déthe option exercise or

(i) the sale price of the shares. A different tignirule for measuring ordinary income upon sucheanature disposition may apply if the
optionee is also an officer, director or 10% staitller of the Company. The Company will be entitie@d deduction in the same amount as
the ordinary income recognized by the optionee. #aiy or loss recognized on such a premature disposf the shares in excess of the
amount treated as ordinary income will be charamdras long-term or short-term capital gain osJakepending on the holding period.

All other options which do not qualify as incentisick options are referred to as nonstatutoryooptiAn optionee will not recognize any
taxable income at the time he is granted a nortstgtoeption. However, upon its exercise, the om@mwill recognize taxable income
generally measured as the excess of the then fakanvalue of the shares purchased over the psegbréce. Any taxable income recognized
in connection with an option exercise by an optewndo is also an employee of the Company will Hgesat to tax withholding by the
Company. Upon resale of such shares by the opti@msedifference between the sales price and thiergge's purchase price, to the extent
not recognized as taxable income as described aldlee treated as long-term or short-term cdmtn or loss, depending on the holding
period.

The Company will be entitled to a tax deductiotha same amount as the ordinary income recognigéldebOptionee with respect to shares
acquired upon exercise of a nonstatutory option.

THE FOREGOING IS ONLY A SUMMARY OF THE EFFECT OF BEERAL INCOME TAXATION UPON THE OPTIONEE AND THE
COMPANY WITH RESPECT TO THE GRANT AND EXERCISE ORPDIONS UNDER THE OPTION PLAN, DOES NOT PURPORT
TO BE COMPLETE, AND REFERENCE SHOULD BE MADE TO THEPPLICABLE PROVISIONS OF THE TAX CODE. IN
ADDITION, THIS SUMMARY DOES NOT DISCUSS THE INCOMEAX LAWS OF ANY MUNICIPALITY, STATE OR FOREIGN
COUNTRY IN WHICH THE OPTIONEE MAY RESIDE.
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PROPOSAL NO. 3 -- APPROVAL OF AMENDMENT TO
THE 1987 EMPLOYEE STOCK PURCHASE PLAN

The 1987 Employee Stock Purchase Plan ("Purchasg)Rlias amended by the Board of Directors in Seper 1994 to reserve an additio
400,000 shares of Common Stock for issuance thdezuhringing the total number of shares undePiiehase Plan to 1,650,000.

The Company believes that its Purchase Plan important factor in attracting and retaining skilfgatsonnel. Each year the Company
reviews the number of shares available for issuander the Purchase Plan and, based on the Corapmtiyhates of the number of shares
expected to be purchased under the Purchase Riag thie coming year, management presents to tlaedBaf Directors a recommendation
for the addition of shares to the pool reserveddsuance under the Purchase Plan. The Board d¢fv@ws this recommendation and presents
a proposal such as this one to the stockholderapiproval.

The initial offering period under the Purchase Rlagan on February 26, 1988, and from that datieet®ecord Date 1,249,133 shares of the
Company's Common Stock were sold under the PurdPlase The number of shares sold in each offerargpd will vary with the number of
participants, the amount of their payroll deducti@md the fair market value of the Company's Com8tonk.

VOTE REQUIRED

The affirmative vote of the majority of the Voteast will be required under Delaware law to apprineamendment to the Purchase Plan.
For this purpose, the "Votes Cast" are defined ubddaware law to be the shares of the Company’srimn Stock present in person or
represented by proxy at the Annual Meeting of Stot#ers and "entitled to vote on the subject matiéotes that are cast against the
proposal will be counted for purposes of deterng(ij the presence or absence of a quorum forrétresaction of business and (ii) the total
number of Votes Cast with respect to the propd¥aile there is no definitive statutory or case athority in Delaware as to the proper
treatment of abstentions in the counting of votéh vespect to a proposal such as the amendmehedfurchase Plan, the Company believes
that abstentions should be counted for purposdgstermining both (i) the presence or absence aioawn for the transaction of business and
(i) the total number of Votes Cast with respecttie proposal. In the absence of controlling preoétb the contrary, the Company intends to
treat abstentions in this manner. Accordingly, bstantion will have the same effect as a vote agalire proposal. In a 1988 Delaware case,
Berlin v. Emerald Partners, the Delaware SuprematCGeeld that, while broker non-votes may be codrite purposes of determining the
presence or absence of a quorum for the transaafibasiness, broker non-votes should not be calistepurposes of determining the
number of Votes Cast with respect to the particataposal on which the broker has expressly natdioAccordingly, broker non-votes with
respect to this proposal will not be counted as¥@ast.

THE COMPANY'S BOARD OF DIRECTORS RECOMMENDS A VOTEOR" APPROVAL OF THE PURCHASE PLAN AS
AMENDED, INCLUDING THE ADDITION OF SHARES TO THE POL RESERVED FOR ISSUANCE THEREUNDER.

The essential features of the Purchase Plan alieaxlibelow.
GENERAL

The Purchase Plan, and the right of participanteake purchases thereunder, is intended to qualifier the provisions of Sections 421 and
423 of the Tax Code. See "Tax Information--The Base Plan."
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PURPOSE

The purpose of the Purchase Plan is to provide @yepk of the Company with an opportunity to purehasmmon Stock of the Company at
a discount through accumulated payroll deductions.

ADMINISTRATION

The Purchase Plan is administered by the Boardretidrs or a committee of members of the Boardappd by the Board, who receive no
separate additional compensation for such serditejuestions of interpretation or application b&tPurchase Plan are determined by the
Board or its appointed committee, whose decisioediaal and binding upon all participants. Membefshe Board who are eligible
employees are permitted to participate in the FagelPlan but may not vote on any matter affectiegatiministration of the Purchase Plan or
the grant of any option pursuant to the Purchaan.PI

ELIGIBILITY

Any person who is customarily employed at leash@0rs per week and 5 months per calendar yeareo€timpany during the applicable
offering period is eligible to participate in tharéhase Plan, unless the employee would own 5%ooe of the total combined voting power
or value of all classes of stock of the Compangfats subsidiaries (including stock issuable upaercise of options held by him) at the end
of the offering period, or the employee would rgeainore than $25,000 worth of stock (computed d@beflate of grant) pursuant to the
Purchase Plan in any calendar year.

At the Record Date, the Company employed approxima, 375 people, 2,346 of whom were eligible tatipgate in the Purchase Plan.
Approximately 1,200 employees were participatinghi@ Purchase Plan as of that date.

OFFERING DATES

The Purchase Plan is generally implemented by &feerg during each six-month period. Offering jpel$ commence on or about January 1
and July 1 of each year.

ENROLLMENT IN THE PLAN

Eligible employees become participants in the PasetPlan by delivering to the Company's payrolteff subscription agreement
authorizing payroll deductions. Employees hire@ratfte first day of an offering period (or who athisse become eligible after such date)
may begin participation in the Purchase Plan orfiteebusiness day of the calendar month followting month in which they are hired (or
become eligible). Under the Purchase Plan, onagioyee elects to participate in the Purchase, Rlanoliment in each successive offering
period occurs automatically unless the employebdrétws from participation in the Purchase Plan.

PURCHASE PRICE

The purchase price per share under the PurchasesRlze lower of

(i) 85% of the fair market value of a share of Coomn$tock on the date of commencement of the offgdn for employees beginning
participation later, the date such participatiogd® or (ii) 85% of the fair market value of a shaf Common Stock on the last day of the
offering period. The fair market value of the Comm%&tock on a given date is the closing sale pnc&lee Nasdaq National Market.
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PAYMENT OF PURCHASE PRICE; PAYROLL DEDUCTIONS

The purchase price of the shares is accumulatedtértax payroll deductions over the offering periThe deductions may not exceed 10%
of a participant's compensation. The total numlhshares purchased by any participant shall invemeexceed, in any calendar year, the
number of shares of Common Stock which $25,000ccputchase at the fair market value of a shareeftompany's Common Stock,
calculated as of the offering date. A participamatyndiscontinue participation in the Purchase Pdad, may decrease but not increase the rate
of payroll deductions, during the offering period.

PURCHASE OF STOCK; EXERCISE OF OPTION

By executing a subscription agreement to partieipathe Purchase Plan, the employee is entitlédve shares placed under option to him.
The maximum number of shares placed under opti@np@articipant in an offering is that number defeed by dividing the total amount of
the participant's contribution for the offering jper by the lower of (i) 85% of the fair market valaf the Common Stock at the beginning of
the offering period (or date his participation b&gar (ii) 85% of the fair market value of the CommStock at the end of the offering period,
but in no event shall more than the number of shaf€ommon Stock which $25,000 could purchaskefdir market value of a share of the
Company's Common Stock, calculated as of the offedate, be placed under option to a single ppéitiin any one calendar year. Unless
the employee's participation is discontinued, thion for the purchase of shares will be exercagimmatically at the end of the offering
period at the applicable price. No fractional skawél be issued upon exercise of the option. Amoants insufficient to purchase a full share
remaining in a participant's account after exeroisthe option will be returned to the participadb interest will accrue on the payroll
deductions of a participant in the Purchase Plan.

WITHDRAWAL

A participant's interest in a given offering maytbeminated by signing and delivering to the Conypamotice of withdrawal from the
Purchase Plan. Upon withdrawal from the Purchaae, Riccrued but unused payroll deductions arerretuto the employee. Such withdra
may be elected at any time prior to the end offy@icable six-month offering period. A participanwithdrawal from an offering will not
have any effect upon such participant's eligibiltyparticipate in subsequent offering periods wrtlde Purchase Plan.

TERMINATION OF EMPLOYMENT

Termination of a participant's employment for aeaggon, including retirement or death, cancels@gaiion in the Purchase Plan
immediately. In such event the payroll deductioreslited to the participant's account will be readmvithout interest to such participant, or,
in the case of death, to the person or personeghthereto as specified by the employee in thsauption agreement.

CAPITAL CHANGES

In the event of changes in the capitalization ef@mpany, such as stock splits or stock dividewtigsh result in an increase or decrease in
the number of shares of Common Stock without réediponsideration by the Company, appropriate stdjents will be made by the
Company in the number of shares subject to purchiagén the price per share.

EFFECT OF LIQUIDATION, DISSOLUTION, SALE OF ASSETS OR MERGER

In the event of a liquidation or dissolution of tBempany, an employee's participation in the Pwgelilan will be terminated immediately
before consummation of such event unless othepvi®dded by the Board. In the event of a sale béasubstantially all of the assets of the
Company or a merger of the Company with or intotla@o
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corporation, the employee's rights may be satidfiedssumption of the Company's obligations by swerjuiring or successor corporation. If
such corporation refuses to assume those obligatibe Board shall allow the immediate exercisthefemployee's rights for 30 days, after
which the employee's rights under the Purchase $tlalh terminate.

NON-ASSIGNABILITY

No rights or accumulated payroll deductions of empl®yee under the Purchase Plan may be pledgednedsor transferred for any reas
and any such attempt may be treated by the Comgsmay election to withdraw from the Purchase Plan.

REPORTS

Individual accounting will be maintained for eadrticipant in the Purchase Plan. Each participacgives as promptly as practicable after
the end of the six-month offering period a repbidwing the details of the participant's account.

AMENDMENT AND TERMINATION OF THE PLAN

The Board may at any time amend, alter, suspedisoontinue the Purchase Plan, but, except undticeonditions, no amendment,
alteration, suspension or discontinuation shalnaele which would impair the rights of any participarising out of any offering period
which has already commenced without such parti¢ipavritten consent. In addition, to the extentessary and desirable to comply with
Rule 16b-3 under the Exchange Act or with Secti®d df the Tax Code (or any other applicable lawegulation, including the requirements
of the NASD or an established stock exchange)Cinmapany shall obtain stockholder approval of angcRase Plan amendment in such a
manner and to such a degree as required

TAX INFORMATION--THE PURCHASE PLAN

The Purchase Plan, and the right of participanteake purchases thereunder, is intended to qualifier the provisions of Sections 421 and
423 of the Tax Code. Under these provisions, norrewill be taxable to a participant until the sspurchased under the Plan are sold or
otherwise disposed of. Upon sale or other dispositf the shares, the participant will generallyshbject to tax and the amount of the tax
will depend upon the holding period. If the shaaessold or otherwise disposed of more than twosygam the first day of the offering
period, the participant will recognize ordinary@nce measured as the lesser of (a) the excess f&itmearket value of the shares at the time
of such sale or disposition over the purchase pacé) an amount equal to 15% of the fair maxkadtie of the shares as of the first day of
offering period. Any additional gain will be tredtas long-term capital gain. If the shares are splatherwise disposed of before the
expiration of this holding period, the participavitl recognize ordinary income generally measursdhe excess of the fair market value of
the shares on the date the shares are purchasetheymirchase price. Any additional gain or lossoch sale or disposition will be lomgrm
or short-term capital gain or loss, depending @nhblding period. The Company is not entitled tteduction for amounts taxed as ordinary
income or capital gain to a participant excephmextent of ordinary income recognized by paréinip upon a sale or disposition of shares
prior to the expiration of the holding period(s}kdebed above.

THE FOREGOING IS ONLY A SUMMARY OF THE EFFECT OF BEERAL INCOME TAXATION UPON THE PARTICIPANT AND
THE COMPANY WITH RESPECT TO THE SHARES PURCHASED DER THE PURCHASE PLAN, DOES NOT PURPORT TO BE
COMPLETE, AND REFERENCE SHOULD BE MADE TO THE APRZABLE PROVISIONS OF THE TAX CODE. IN ADDITION, THI
SUMMARY DOES NOT DISCUSS THE TAX CONSEQUENCES OFPARTICIPANT'S DEATH OR THE INCOME TAX LAWS OF
ANY MUNICIPALITY, STATE OR FOREIGN COUNTRY IN WHICHTHE PARTICIPANT MAY RESIDE.
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PROPOSAL NO. 4 -- APPROVAL OF AMENDMENT
TO THE 1988 DIRECTORS' STOCK OPTION PLAN

The 1988 Directors' Stock Option Plan (the "Direst®lan") was adopted by the Board of Directoll@avember 1988 and approved by the
Company's stockholders in 1989. The Directors' Rlas subsequently amended by the Board and thiehstiolers in 1989, 1990 and 1992,

and by the Board in September 1994 to increasauh®er of shares of Common Stock reserved for iesiby 150,000 shares to 300,000
shares.

The Company believes that the ability to grantlsimgtions to directors is an important factor itrating and retaining the best available
personnel for service as directors of the Compkagh year the Company reviews the number of stematable for issuance under the
Directors' Plan. Then, based on the Company's attsrof the incentive value of stock options amdrthmber of current and potential future
vacancies on the Board of Directors, managemesepts to the Board a recommendation for the addiicshares to the pool reserved for
issuance under the Directors' Plan. The Board wes/this recommendation and presents a proposalagittiis one to the stockholders for
approval.

As of the Record Date, options to purchase an aggeeof 205,000 shares were outstanding, optian3f®00 shares had been exercised and
124,000 shares remained available for issuanceignts$o future option grants under the DirectolshFassuming approval of this Proposal
No. 4). The range of exercise prices per sharegtions outstanding under the Directors' Plan @fRhcord Date was from $11.125 to $25
and the weighted average exercise price per shaseypproximately $20.70. Expiration dates for @utsing options range from February
1995 to January 2000.

The affirmative vote of the majority of the VoteasE will be required under Delaware law to apprineeamendment to the Directors' Plan.
For this purpose, the "Votes Cast" are defined ubddaware law to be the shares of the Company’srimn Stock present in person or
represented by proxy at the Annual Meeting of Stot#ers and "entitled to vote on the subject matiéotes that are cast against the
proposal will be counted for purposes of deterngjr(i the presence or absence of a quorum forthesaction of business and (ii) the total
number of Votes Cast with respect to the propd¥aile there is no definitive statutory or case athority in Delaware as to the proper
treatment of abstentions in the counting of votéh vespect to a proposal such as the amendmeéheddirectors' Plan, the Company belie
that abstentions should be counted for purposdsteimining both (i) the presence or absence efosugn for the transaction of business and
(i) the total number of Votes Cast with respecttie proposal. In the absence of controlling preoétb the contrary, the Company intends to
treat abstentions in this manner. Accordingly, bstantion will have the same effect as a vote agalire proposal. In a 1988 Delaware case,
Berlin v. Emerald Partners, the Delaware SuprematCGweld that, while broker non-votes may be codrite purposes of determining the
presence or absence of a quorum for the transaatibasiness, broker non-votes should not be calufittepurposes of determining the
number of Votes Cast with respect to the particataposal on which the broker has expressly natdioAccordingly, broker non-votes with
respect to this proposal will not be counted as¥@ast.

THE COMPANY'S BOARD OF DIRECTORS RECOMMENDS A VOTEOR" APPROVAL OF THE DIRECTORS' PLAN AS
AMENDED, INCLUDING THE ADDITION OF SHARES TO THE POL RESERVED FOR ISSUANCE THEREUNDER.

The essential features of the Directors' Plan atined below.
PURPOSE

The purposes of the Directors' Plan are to ataadtretain the best available individuals for sexas directors of the Company, to provide
additional incentive to the directors of the Comypand to encourage their continued service on terd
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ADMINISTRATION

The Directors' Plan, and the right of directorsdceive options and purchase stock thereundartaaded to qualify as a plan having
"disinterested administration" under Rule 16b-3spant to the Exchange Act. The Directors' Plamiministered by the Board of Directors,
who receive no additional compensation for suckiser All grants of options under the DirectorsfPhre automatic and non- discretionary
pursuant to the terms of the Directors' Plan. Akstions of interpretation or application of thedgtors' Plan are determined by the Board,
whose decisions are final and binding upon allipigdnts.

ELIGIBILITY

Options under the Directors' Plan may be grantéyltornon-employee directors of the Company. AthefRecord Date, there were seven
non-employee directors of the Company, all of whHwaae been nominated to serve as directors forQ88 fiscal year.

PARTICIPATION
Participation in the Directors' Plan provides foaugs of options to be made in four ways:

(a) Each non-employee director is automaticallyntgd an option to purchase 25,000 shares uporatieeott which such individual first
becomes a director, whether through election bystbekholders of the Company or by appointmentisyBoard of Directors in order to fill a
vacancy;

(b) Each non-employee director who has served sheerevious Annual Meeting of Stockholders ancbistinuing to serve on the Board
receives, on the date of the Annual Meeting of 8totders each year, an immediately exercisablengtr 3,000 shares;

(c) All non-employee directors serving at the tiofehe August 1989 amendments to the Directorsi Bled who did not receive any option
grant prior to January 1, 1988, received a one-tiontematic grant of an option for 10,000 sharesfasovember 21, 1991. All non-employee
directors who were serving at the time of the Nolwer1991 amendments to the Directors' Plan andhbackceived any option grant prior to
January 1, 1988, received a one-time automatid gifaan option for 10,000 shares; and

(d) All non-employee directors serving during fisgaar 1992 who did not receive a grant under pagay(c) received a similar one-time
grant as of April 22, 1992,

TERM OF OPTIONS

Each option granted under the Directors' Planidemced by a written stock option agreement betwieerCompany and the optionee.
Options are generally subject to the terms anditiond listed below.

(a) Exercise of the Option. The 25,000 share opgi@mted to new directors upon their initial eleotto the Board and the 10,000 share one-
time automatic grants to non-employee director®becexercisable at the rate of 20% per year, \ntheffect that these options are not
exercisable as to the full number of shares uméilfith anniversary of the date of their granteT)000 share option granted to non-employee
directors on the date of the Annual Meeting of 8hmiders each year is exercisable immediately.@ptgranted under the Directors' Plan
expire five years and seven months following thie a@d grant. An option is exercised by giving weittnotice of exercise to the Company
specifying the number of full shares of Common Btimcbe purchased and by tendering payment of tihehpse price. Payment for shares
purchased upon exercise of an option shall bedh surm of consideration as is authorized by thee@ors' Plan and determined by the
Board, and such form of consideration may varyefach option.

-26-



(b) Exercise Price. The per share exercise pricstfares to be issued pursuant to exercise of twnagpnder the Directors' Plan is 100% of
fair market value per share of the Company's Com8tonk on the date of grant of the option. The ri@drket value is determined by the
closing price on The Nasdaq National Market ondag of grant.

(c) Termination of Employment. If an optionee ceatgeserve as a director, he may, but only witkiwesi months after the date he ceases to
be a director of the Company, exercise his optiotné extent that he was entitled to exercisetii@date of such termination. To the extent
that he was not entitled to exercise the optidh@tdate of such termination, or if he does not@se such option within the time specified,
the option terminates.

(d) Disability. In the event that a director is bfeato continue his service as such with the Comaema result of his total and permanent
disability (as defined in Section 22(e)(3) of thexTCode), exercisability is accelerated from thealifive-year period to a three-year period,
and the optionee may, but only within seven mofrt® the date of termination, exercise his optiothie extent he was entitled to exercise
his option at the date of such termination. Todkient that the option is not exercised within ssehen-month period, the option terminates.

(e) Death. If an optionee should die while a diwecf the Company, exercisability of any option ingva five-year exercisability schedule
under the Directors' Plan is accelerated from thealffive-year period to a three-year period, dedaption may be exercised at any time
within seven months after death by the optionestate to the extent the option would have beencesadsle by the optionee on the date of
death. If an optionee should die within one moriteraermination of his status as a director of @@mpany, exercisability of any option
having a five-year exercisability schedule underEtirectors' Plan is accelerated from the usuatfigar period to a three-year period and the
option may be exercised by the optionee's estaryatime within seven months following the dataleéth, but only to the extent the option
was exercisable on the date of termination.

(f) Liguidation or Acquisition. In the event of agposed liquidation or dissolution of the Compamgtions under the Directors' Plan shall
terminate unless otherwise provided by the Boarduch event, the Board, in its sole discretiorny determine to make options immediately
exercisable as to all shares.

In the event of a proposed sale of all or substfintall of the assets of the Company, or the meofe¢he Company with or into another
corporation, options shall be assumed or equivalptibns shall be substituted by such successpiocation or its affiliate. If such successor
corporation refuses to assume the option or totgutesan equivalent option, the Board shall previdr the optionee to have the right to
exercise the option as to all of the shares suljettte option. The Board may also provide in aptigreements for an optionee to have the
right to return an option to the company for a gaapment equal to the net value of the option uperoccurrence of a merger, sale of all or
substantially all assets of the Company, tenderaff other transaction or series of related tratitsas resulting in a change of ownership of
more than 50% of the voting securities of the Comypa

(9) Nontransferability of Options. Options granfadsuant to the Directors' Plan may not be sokkigéd, assigned, hypothecated, transfe
or disposed of in any manner other than by wilbpithe laws of descent or distribution and mayerased, during the lifetime of the
optionee, only by the optionee.

(h) Suspension or Termination of Option. In thergvbat the President of the Company or his desigaasonably believes that a participant
in the Directors' Plan has committed an act ofosesrimisconduct, the President may suspend thenggt® right to exercise any option
pending a determination by the Board. Furthehef Board determines that an optionee has comnstteld an act of misconduct, all of
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that director's outstanding options under the Dinest Plan may be cancelled. The Board shall adyfia making any such determination.

(i) Other Provisions. The option agreement may aionguch other terms, provisions and conditionsmaxnsistent with the Directors' Plan as
may be determined by the Board.

CAPITAL CHANGES

In the event of any changes made in the Compaapitatization which result in an exchange of Comrbock for a greater or lesser number
of shares without receipt of consideration, appetpradjustment shall be made in the exercise prickin the number of shares subject to
options outstanding under the Directors' Plan, el as the number of shares reserved for issuamderuhe Directors' Plan.

AMENDMENT AND TERMINATION OF THE PLAN

The Board may at any time amend, alter, suspexisoontinue the Directors' Plan, but no amendrradteration, suspension or
discontinuance shall be made which would impairigjets of any optionee under any grant theretofoagle without such optionee's consent.
In addition, to the extent necessary and desitabt®mply with Rule 16b-3 (or any other applicalale or regulation, including the
requirements of the NASD or an established stockange), the Company shall obtain stockholder aggbi@f any amendment to the
Directors' Plan in such a manner and to such aeéeag required.

TAX INFORMATION--THE DIRECTORS' PLAN
Options granted pursuant to the Directors' Plan'mwastatutory options" and will not qualify foryaspecial tax benefits to the optionee.

An optionee will not recognize any taxable incorhéha time the option is granted. Upon exercisthefoption, the optionee will generally
recognize ordinary income for federal tax purpasessured by the excess, if any, of the fair markte of the shares over the exercise
price. Because shares held by directors might bgesuto restrictions on resale under

Section 16(b) of the Securities Exchange Act of4l 2% amended, the date of taxation may be defanieds the optionee files an election
with the Internal Revenue Service pursuant to 8ad@B(b) of the Tax Code within thirty days aftee tlate of exercise.

Upon a resale of shares acquired pursuant to aonopder the Directors' Plan, any difference betwihe sales price and the exercise price,
to the extent not recognized as ordinary incomgragided above, will be treated as capital gaitoss. The tax rate on net capital gain (net
long-term capital gain minus net shéetm capital loss) is capped at 28%. Capital loasesllowed in full against capital gains plusO®), of
other income.

The Company will be entitled to a tax deductiothie amount and at the time that the optionee rézegmrdinary income with respect to
shares acquired upon exercise of an option unéebitectors’ Plan. The Company is not requireditblvld any amount for tax purposes on
any such income included by the optionee.

THE FOREGOING SUMMARY OF THE EFFECT OF FEDERAL INGAE TAXATION UPON THE OPTIONEE AND THE COMPANY
WITH RESPECT TO THE GRANT OF OPTIONS UNDER THE DIREORS' PLAN DOES NOT PURPORT TO BE COMPLETE, AND
REFERENCE SHOULD BE MADE TO THE APPLICABLE PROVISNG OF THE TAX CODE. IN ADDITION, THIS SUMMARY
DOES NOT DISCUSS THE PROVISIONS OF THE INCOME TAXAWS OF ANY MUNICIPALITY, STATE OR FOREIGN COUNTRY
IN WHICH THE OPTIONEE MAY RESIDE.
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PROPOSAL NO. 5 -- RATIFICATION OF APPOINTMENT OF IN DEPENDENT AUDITORS

The Board of Directors has nominated KPMG Peat ManLP to audit the consolidated financial stateseof the Company for the fiscal
year ending June 30, 1995. Such nomination is haiegented to the stockholders for ratificatiothatmeeting. A representative of KPN
Peat Marwick LLP is expected to be present at teeting, will have the opportunity to make a statenaad is expected to be available to
respond to appropriate questions. The affirmativie vf the holders of a majority of the shares gmes person or represented by proxy and
entitled to vote at the meeting is required tofyatie Board's selection. If the stockholders rejee nomination, the Board will reconsider its
selection.

THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDER®TE "FOR" RATIFICATION OF THE SELECTION OF
KPMG PEAT MARWICK LLP AS THE COMPANY'S AUDITORS.

OTHER MATTERS

The Company knows of no other matters to be subdhiti the meeting. If any other matters properipedefore the meeting, it is the
intention of the persons named in the enclosedypcaxd to vote the shares they represent as thgp@uayrmay recommend.

By Order of the Board of Directors
(SIG)
Derek S. Daley, Secretary

Milpitas, California
October 17, 1994
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THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS.
PROXY
OCTEL COMMUNICATIONS CORPORATION
1994 ANNUAL MEETING OF STOCKHOLDERS

The undersigned stockholder(s) of Octel CommuraoatiCorporation, a Delaware corporation, herebyewkedges receipt of the Notice of
Annual Meeting of Stockholders and Proxy Statemesath dated October 17, 1994, and hereby appoattsrRCohn and Derek S. Daley,
and each of them, Proxies and Attorneys-in-Fadh full power to each of substitution, on behalflam the name of the undersigned, to
represent the undersigned at the 1994 Annual Mgefirstockholders of Octel Communications Corporatto be held on November 17,
1994, at 9:30 a.m., local time, at The Fairmontaidt70 South Market Street, San Jose, CaliforBELS, and at any adjournments thereof,
and to vote all shares of Common Stock which theeusigned is entitled to vote on the matters sih floelow:

THIS BALLOT WILL BE VOTED AS DIRECTED OR, IF NO CONRARY DIRECTION IS INDICATED, WILL BE VOTED FOR THE
ELECTION OF THE NAMED DIRECTORS, FOR APPROVAL OF BFAMENDMENTS TO THE 1985 INCENTIVE STOCK PLAN,
FOR APPROVAL OF THE AMENDMENTS TO AND INCREASE INHE NUMBER OF SHARES RESERVED UNDER THE 1987
EMPLOYEE STOCK PURCHASE PLAN, FOR APPROVAL OF THEWENDMENTS TO AND INCREASE IN THE NUMBER OF
SHARES RESERVED UNDER THE 1988 DIRECTORS' STOCK @PN PLAN, FOR RATIFICATION OF KPMG PEAT MARWICK
LLP AS INDEPENDENT AUDITORS FOR THE 1995 FISCAL YEERAND AS SAID PROXIES DEEM ADVISABLE ON SUCH OTHER
MATTERS AS MAY PROPERLY COME BEFORE THE MEETING.

(Continued and to be signed on the other ¢
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OCTEL COMMUNICATIONS CORPORATION
1985 INCENTIVE STOCK PLAN
As amended September 1994

1. Purposes of the Plan. The purposes of this tiveeS8tock Plan are to attract and retain the heailable personnel for positions of
substantial responsibility, to provide additionmaéntive to the Employees and Consultants of thegamy and to promote the success of the
Company's business.

Options granted hereunder may be either "incersiwek options," as defined in Section 422 of therimal Revenue Code of 1986, or
"nonstatutory stock options," at the discretiorthaf Board and as reflected in the terms of thet@wribption agreement. The Board may also
grant Stock Purchase Rights under this Plan.

2. Definitions. As used herein, the following déifions shall apply:

(a) "Board" shall mean the Committee, if one hasnb&ppointed, or the Board of Directors of the Canyp if no Committee is appointed.
(b) "Code" shall mean the Internal Revenue CodE986, as amended.

(c) "Common Stock" shall mean the Common Stockhef@ompany.

(d) "Company" shall mean Octel Communications Coapion, a Delaware corporation.

(e) "Committee" shall mean the Committee appoilgthe Board of Directors in accordance with paapyr(a) of Section 4 of the Plan, if
one is appointed.

(f) "Consultant” shall mean any person who is eegday the Company or any subsidiary to render dongiservices and is compensated for
such consulting services, and any director of toemmany whether compensated for such services pprmtided that if and in the event the
Company registers any class of any equity secpritguant to Section 12 of the Exchange Act, tha €onsultant shall thereafter not include
directors who are not compensated for their sesviceare paid only a director's fee by the Company.

(9) "Continuous Status as an Employee or Consul&nall mean the absence of any interruption eniteation of service as an Employee or
Consultant. Continuous Status as an Employee os@amt shall not be considered interrupted inchee of sick leave, military leave, or any
other leave of absence approved by the Board; gedvihat such leave is for a period of not more ®&adays or reemployment upon the
expiration of such leave is guaranteed by contastatute.

(h) "Employee" shall mean any person, includingceffs and directors, employed by the Company orRargnt or Subsidiary of the
Company. The payment of a director's fee by the om shall not be sufficient to constitute "emplent! by the Company.

(i) "Exchange Act" shall mean the Securities ExgdwAct of 1934, as amended.

() "Incentive Stock Option" shall mean an Optioteinded to qualify as an incentive stock optiorhimithe meaning of Section 422 of the
Code.

(k) "Option" shall mean a stock option granted parg to the Plan.

(I) "Optioned Stock" shall mean the Common Stodject to an Option



(m) "Optionee" shall mean an Employee or Consuldrd receives an Option.

(n) "Parent" shall mean a "parent corporation”, titbkenow or hereafter existing, as defined in ®&cti25(e) of the Code.

(o) "Plan" shall mean this 1985 Incentive StocknPla

(p) "Purchaser" shall mean an Employee or Consultain exercises a Stock Purchase Right.

(g) "Share" shall mean a share of the Common S&xkdjusted in accordance with Section 11 of the.P

(r) "Stock Purchase Right" shall mean a right, pthan an Option, to purchase Common Stock pursoahe Plan.

(s) "Subsidiary" shall mean a "subsidiary corpamafl whether now or hereafter existing, as defiime8ection 425(f) of the Code.
(t) "Tax Date" shall mean the date that the amofitax to be withheld by the Company is to be dateed.

3. Stock Subject to the Plan. Subject to the piorisof Section 11 of the Plan, the maximum aggeegamber of shares which may be
optioned and/or sold under the Plan is 9,600,0@@eshof Common Stock. The Shares may be authotzedynissued, or reacquired
Common Stock.

If an Option should expire or become unexercis&n@any reason without having been exercised ih fik unpurchased Shares which were
subject thereto shall, unless the Plan shall haea berminated, become available for future gradeuthe Plan. Repurchased shares sha
become available for future grant under the Plan.

4. Administration of the Plan.
(a) Procedure.

(i) Administration With Respect to Directors andfiCérs. With respect to grants of Options or StBckchase Rights to Employees who are
also officers or directors of the Company, the Rlaall be administered by (A) the Board if the Bbaray administer the Plan in compliance
with Rule 16b-3 promulgated under the Exchangeoheny successor thereto ("Rule 16b-3") with respea plan intended to qualify
thereunder as a discretionary plan, or (B) a Cotemitesignated by the Board to administer the Rtaich Committee shall be constitutec
such a manner as to permit the Plan to comply Ritle 16b-3 with respect to a plan intended to duétiereunder as a discretionary plan.
Once appointed, such Committee shall continuenaese its designated capacity until otherwise cliee by the Board. From time to time the
Board may increase the size of the Committee apdiapadditional members thereof, remove membeith (@ without cause) and appoint
new members in substitution therefor, fill vacascieowever caused, and remove all members of then@itbee and thereafter directly
administer the Plan, all to the extent permittediioye 16b-3 with respect to a plan intended toifutliereunder as a discretionary plan.

(i) Multiple Administrative Bodies. If permittedybRule 16b-3, the Plan may be administered by iiffebodies with respect to directors,
non-director officers and Employees who are neithierctors nor officers.
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(iif) Administration With Respect to Consultantsda@ther Employees. With respect to grants of OgtimnStock Purchase Rights to
Employees or Consultants who are neither directorfficers of the Company, the Plan shall be aistéred by (A) the Board or (B) a
Committee designated by the Board, which Commaétesl be constituted in such a manner as to satisfyegal requirements relating to the
administration of incentive stock option plansaiify, of Delaware corporate and securities lawsdditkde Code (the "Applicable Laws"). Or
appointed, such Committee shall continue to semitsidesignated capacity until otherwise diredtgdhe Board. From time to time the Bo
may increase the size of the Committee and appdiditional members thereof, remove members (withitirout cause) and appoint new
members in substitution therefor, fill vacancieswlever caused, and remove all members of the Cdeerand thereafter directly administer
the Plan, all to the extent permitted by the Apddie Laws.

(b) Powers of the Board. Subject to the provisiohthe Plan, the Board shall have the authoritytsmliscretion: (i) to grant Incentive Stock
Options, in accordance with Section 422 of the Cten-statutory stock options," or Stock Purchase Ridfii)sto determine, upon review
relevant information and in accordance with Sec#) of the Plan, the fair market value of the @uom Stock; (iii) to determine the exerc
price per share of Options or Stock Purchase Righte granted, which exercise price shall be dgtexd in accordance with Section 7(a) of
the Plan; (iv) to determine the Employees or Cdasits to whom, and the time or times at which, @ptior Stock Purchase Rights shall be
granted and the number of shares to be represbpntedch Option or Stock Purchase Right; (v) torpre the Plan;

(vi) to prescribe, amend and rescind rules andlatigus relating to the Plan; (vii) to determine terms and provisions of each Option or
Stock Purchase Right granted (which need not b#tichd) and, with the consent of the holder therewddify or amend each Option or Stock
Purchase Right; (viii) to accelerate or defer (vith consent of the Optionee) the exercise dadémpOption, consistent with the provisions
Section 5 of the Plan; (ix) to authorize any perspaxecute on behalf of the Company any instrumesptired to effectuate the grant of an
Option or Stock Purchase Right previously grantethle Board; and (x) to make all other determinsideemed necessary or advisable for
the administration of the Plan.

(c) Effect of Board's Decision. All decisions, daténations and interpretations of the Board shalfibal and binding on all Optionees,
Purchasers and any other holders of any Optiostank Purchase Rights granted under the Plan.

5. Eligibility.

(a) Options and Stock Purchase Rights may be gtamtly to Employees or Consultants. Incentive Stopkions may be granted only to
Employees. An Employee or Consultant who has besmed an Option or Stock Purchase Right may, isletherwise eligible, be granted
an additional Option or Options or Stock Purchagmfor Rights.

(b) Each Option shall be designated in the writiption agreement as either an Incentive Stock @utirca Nonstatutory Stock Option.
However, notwithstanding such designations, tcetktent that the aggregate fair market value ofSthares with respect to which Options
designated as Incentive Stock Options are exeleigabthe first time by any Optionees during amjeadar year (under all plans of the
Company or any Parent or Subsidiary) exceeds $000ddich excess Options shall be treated as NatmtaiStock Options.

(c) For purposes of Section 5(b), Incentive Stogiti@nhs shall be taken into account in the ordewliich they were granted, and the fair
market value of the Shares shall be determined e dime the Option with respect to such Shaseganted.

(d) The Plan shall not confer upon any Optioneecifaser or holder of a Stock Purchase Right ary rigth respect to continuation of
employment or consulting relationship with the Camy, nor shall it
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interfere in any way with his right or the Companyght to terminate his employment or consultielationship at any time.
(e) The following limitations shall apply to gramiEOptions and Stock Purchase Rights to Employees:

(i) No Employee shall be granted, in any fiscalryafsthe Company, Options and Stock Purchase Rightsirchase more than 150,000
Shares.

(i) The foregoing limitations shall be adjuste@dportionately in connection with any change in@wmpany's capitalization as described in
Section 11.

(iii) If an Option or Stock Purchase Right is cdedein the same fiscal year of the Company in wiitietas granted (other than in connection
with a transaction described in Section 11), theecebed Option or Stock Purchase Right will be cedragainst the limit set forth in Section V
(e)(i). For this purpose, if the exercise priceanfOption or Stock Purchase Right is reduced,riresaction will be treated as a cancellation of
the Option or Stock Purchase Right and the graatraw Option.

6. Term of Plan. The Plan shall become effectivenuine earlier to occur of its adoption by the Bbaf Directors or its approval by the
stockholders of the Company as described in Sedfioof the Plan. It shall continue in effect faleam of ten (10) years unless sooner
terminated under Section 13 of the Plan.

7. Exercise Price and Consideration.

(a) The per Share exercise price for the Sharbe tesued pursuant to exercise of an Option orkacchase Right shall be such price as is
determined by the Board, but shall be subjectédfdiowing:

() In the case of any Incentive Stock Option geanto any Employee, the per Share exercise prigélst no less than 100% of the fair
market value per Share on the date of grant.

(i) In the case of any Option, other than an In@nStock Option, or any Stock Purchase RightpleShare exercise price shall be no less
than 85% of the fair market value per Share ordtte of grant.

(iii) In the case of any Option granted to any pers/ho, at the time of the grant of such Optionnswtock representing more than ten pel
(10%) of the voting power of all classes of sto€khe Company or any Parent or Subsidiary, theSpere exercise price shall be no less than
110% of the fair market value per Share on the daggant.

(iv) In the case of any Option or Stock PurchasghRgranted on or after the effective date of regigon of any class of equity security of the
Company pursuant to Section 12 of the ExchangeaAdtprior to six months after the termination aftsvegistration, the per Share exercise
price shall be no less than 100% of the fair mavisie per Share on the date of grant.

(b) The fair market value shall be determined leyBioard in its discretion; provided, however, tivaere there is a public market for the
Common Stock, the fair market value per Share $fgathe mean of the bid and asked prices of then@mmStock for the date of grant of the
Option or Stock Purchase Right, as reported inWiadl Street Journal (or, if not so reported, a®othise reported by The Nasdaq National
Market) or, in the event the Common Stock is listeda stock exchange, the fair market value pereS$taall be the closing price on such
exchange on the date of grant of the Option orkSRagchase Right, as reported in The Wall Streetnid.
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(c) Subject to compliance with applicable provisiai Section 16(b) of the Exchange Act, (or othmplizable law), the consideration to be
paid for the Shares to be issued upon exercisa @fgion or Stock Purchase Right, including thehmndtof payment, shall be determined by
the Board (and, in the case of an Incentive Stogoko@, shall be determined at the time of grant) aray consist entirely of (i) cash, (ii)
check, (iii) promissory note, (iv) other Shares efh{X) in the case of Shares acquired upon exedfisa@ Option either have been owned by
the Optionee for more than six months on the daseiwender or were not acquired, directly or iedtly, from the Company, and (Y) have a
fair market value on the date of exercise equéthécaggregate exercise price of the Shares asith\shid Option or Stock Purchase Right
shall be exercised, (v) authorization for the Conypt® retain from the total number of Shares ashah the Option or Stock Purchase Right
is exercised that number of Shares having a faiketaalue on the date of exercise equal to theciseprice for the total number of Shares
as to which the Option is exercised, (vi) delivefya properly executed exercise notice togethen iievocable instructions to a broker to
promptly deliver to the Company the amount of salan proceeds required to pay the exercise Jprice

(vii) by delivering an irrevocable subscription agment for the Shares which irrevocably obligatesaption holder to take and pay for the
Shares not more than twelve months after the dadelivery of the subscription agreement,

(viii) any combination of the foregoing methodspafyment, (ix) or such other consideration and nmettifgpayment for the issuance of Shares
to the extent permitted under applicable laws. &kimg its determination as to the type of consitienato accept, the Board shall consider
whether acceptance of such consideration may lsemehly expected to benefit the Company (Sectiéhaifhe Delaware General
Corporation Law).

8. Options.

(a) Term of Option. The term of each Incentive 8t@ption shall be ten

(10) years from the date of grant thereof or sungrter term as may be provided in the Stock Opfigreement. The term of each Option that
is not an Incentive Stock Option shall be ten &3rs and one (1) day from the date of grant tHenesuch shorter term as may be provided
in the Stock Option Agreement. However, in the agafs@n Option granted to an Optionee who, at time tihe Option is granted, owns stock
representing more than ten percent (10%) of thimggtower of all classes of stock of the Compangmy Parent or Subsidiary, (i) if the
Option is an Incentive Stock Option, the term & @ption shall be five (5) years from the date raing thereof or shorter time as may be
provided in the Stock Option Agreement, or (iij)hi€ Option is not an Incentive Stock Option, thentef the Option shall be five (5) years
and one (1) day from the date of grant thereotichshorter time as may be provided in the Stocko@@i\greement.

(b) Exercise of Option.

(i) Procedure for Exercise; Rights as a Stockholday Option granted hereunder shall be exercisabgich times and under such conditi

as determined by the Board, including performamiter@ with respect to the Company and/or the @ue, and as shall be permissible under
the terms of the Plan; provided, however, thatrenemtive Stock Option granted prior to January9B71shall not be exercisable while there is
outstanding any incentive stock option which wamngtgd, before the granting of such Incentive Stpkon, to the same Optionee to
purchase stock of the Company, any Parent or Sabgidr any predecessor corporation of such cepans. For purposes of this provision,
an incentive stock option shall be treated as anthg until such option is exercised in full opers by reason of lapse of time.

An Option may be exercisable over a period of tonenay be immediately exercisable as determinetth&yBoard and may grant the
Company a repurchase option exercisable upon thatesy or involuntary termination of the Optioreemployment with the Company for
any reason (including death or disability). Thegmase price for shares repurchased pursuant teplechase option shall be the original
price paid by the Optionee and may be paid by diatiom of any indebtedness of the Optionee toGbenpany. The repurchase option shall
lapse at such a rate as the Board may determine.

CFB012.R2(5P3)
09/09/94-5-



Notwithstanding any other provisions of this Plaa,Option may be exercised after the expiratiothefterm of the Option as set forth in-
Stock Option Agreement.

An Option may not be exercised for a fraction &reare.

An Option shall be deemed to be exercised wheriemritotice of such exercise has been given to gmpany in accordance with the terms
of the Option by the person entitled to exercige@ption and full payment for the Shares with respewhich the Option is exercised has
been received by the Company. Full payment magu#sorized by the Board, consist of any considenatind method of payment allowable
under Section 7(c) of the Plan. Until the issuafaseevidenced by the appropriate entry on the bobltse Company or of a duly authorized
transfer agent of the Company) of the stock cedié evidencing such Shares, no right to votea®ive dividends or any other rights as a
stockholder shall exist with respect to the OptibS¢ock, notwithstanding the exercise of the Optida adjustment will be made for a
dividend or other right for which the record dageprior to the date the stock certificate is iss@ea@ept as provided in Section 11 of the Plan.

Exercise of an Option in any manner shall resu#t decrease in the number of Shares which theresdifédl be available, both for purposes of
the Plan and for sale under the Option, by the rmrmobShares as to which the Option is exercised.

(if) Termination of Status as an Employee or Cotasl If an Employee or Consultant ceases to ses\an Employee or as a Consultant (as
the case may be), he may exercise his Option attdmes and to such extent as determined by thedBatahe time of grant of the Option;
provided that, in the case of an Incentive Stockiddpthe Option may be exercised only within tif80) days (or such other period of time
not exceeding three (3) months as determined bBtaed at the time of grant of the option) aftex ttate he ceases to be an Employee of the
Company, and only to the extent that he was edtileexercise it at the date of such terminatianthle extent that the Employee was not
entitled to exercise such Incentive Stock Optiothatdate of such termination, or if he does netege such Option (which he was entitle
exercise) within the time specified herein, thei@pshall terminate.

(iii) Disability. Notwithstanding the provisions &ection 8(b)(ii) above, in the event an Employe€aonsultant is unable to continue his
employment or consulting relationship (as the caag be) with the Company as a result of his tatal permanent disability (as defined in
Section 22(e)(3) of the Code), he may, but onhhinithree (3) months (or such other period of tineexceeding one (1) year as is
determined by the Board at the time of grant of@pion) from the date of termination, exercise@jstion to the extent he was entitled to
exercise it at the date of such termination. Toetktent that he was not entitled to exercise theoDat the date of termination, or if he does
not exercise such Option (which he was entitleedercise) within the time specified herein, thei@pshall terminate.

(iv) Death of Optionee. In the event of the dedthroOptionee, such Optionee's Option may be es@tlcat such times and to such extent as
determined by the Board at the time of grant of@p#ion; provided that, in the case of an IncenBteck Option, in the event of the death of
an Optionee:

(A) during the term of the Option who is at the eiwf his death an Employee or Consultant of the om and who shall have been in
Continuous Status as an Employee or Consultan¢ siiecdate of grant of the Option, the Option maykercised, at any time within six (6)
months following the date of death, by the Optidmestate or by a person who acquired the rigakéncise the Option by bequest or
inheritance, but only to the extent of the righekercise that had accrued at the date of death; or

(B) within thirty (30) days (or such other periofitime not exceeding three (3) months as is detaethby the Board at the time of grant of
Option) after the termination of Continuous Staesan Employee, the Option may be exercised, atilm@ywithin six (6) months following
the date of death, by
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the Optionee's estate or by a person who acquiredght to exercise the Option by bequest or iitdwece, but only to the extent of the righ
exercise that had accrued at the date of termimatio

(v) Rule 16b-3. Options granted to persons sulesection 16(b) of the Exchange Act must complthvdule 16b-3 and shall contain such
additional conditions or restrictions as may beunesgl thereunder to qualify for the maximum exemptirom Section 16 of the Exchange .
with respect to Plan transactions.

9. Stock Purchase Rights.

(a) Rights to Purchase. After the Board of Direstetermines that it will offer an Employee or Qdtemnt the right to purchase Shares under
the Plan, it shall advise the offeree in writingloé terms, conditions and restrictions relatinthe offer, including the number of Shares that
such person shall be entitled to purchase, antirtteewithin which such person must accept suchrp¥ftich shall in no event exceed thirty
(30) days from the date upon which the Board o&Btors or its Committee made the determinatiomrantgthe Stock Purchase Right. The
offer shall be accepted by execution of a Restti&mck Purchase Agreement in the form determiryetthd Board of Directors.

(b) Issuance of Shares. Forthwith after paymentfbe, the Shares purchased shall be duly issuegided, however, that the Board may
require that the Purchaser make adequate provisicany Federal and State withholding obligatiohthe Company as a condition to such
purchase.

(c) Repurchase Option. Unless the Board of Dirsotorits Committee determines otherwise, the ResttiStock Purchase Agreement shall
grant the Company a repurchase option exercisaiae the voluntary or involuntary termination of thaerchaser's employment with the
Company for any reason (including death or disgdiliThe purchase price for shares repurchasedipots$o the Restricted Stock Purchase
Agreement shall be the original price paid by thecRaser and may be paid by cancellation of anghtetiness of the Purchaser to the
Company. The repurchase option shall lapse atauate as the Board of Directors may determine.

(d) Other Provisions. The Restricted Stock Purciageement shall contain such other terms, promsind conditions not inconsistent with
the Plan as may be determined by the Board of [irec

(e) Rights as a Stockholder. Until the issuancee@denced by the appropriate entry on the bookk@fCompany or of a duly authorized
transfer agent of the Company) of the stock cedi#é evidencing the shares as to which a StockBsecRight has been exercised, no right to
vote or to receive dividends or any other rights.asockholder shall exist with respect to shaféSammon Stock subject to a Stock Purchase
Right, notwithstanding the exercise of a Stock Rase Right. No adjustment will be made for a dimitler other right for which the record
date is prior to the date the stock certificatisssied, except as provided in Section 11 of tha.Pla

(f) Shares Available Under the Plan. Exercise 8t@ck Purchase Right in any manner shall reswdtdecrease in the number of Shares that
thereafter shall be available, both for purposefefPlan and for sale under the Stock Purchadet,Rig the number of Shares as to which
Stock Purchase Right is exercised. Shares repwdhmsthe Company pursuant to

Section 9(c) hereof shall not be available forsg#nce under the Plan.

10. Non-Transferability of Options and Stock PusghRights. Options and Stock Purchase Rights malgensold, pledged, assigned,
hypothecated, transferred, or disposed of in anyraaother than by will or by the laws of descandligtribution and may be exercised,
during the lifetime of the Optionee or holder ddck Purchase Right, only by such Optionee ordraddl a Stock Purchase Right.
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11. Adjustments Upon Changes in Capitalization erdér. Subject to any required action by the stolddrs of the Company, the number of
shares of Common Stock covered by each outstar@jitign and Stock Purchase Right, and the numbsharfes of Common Stock which
have been authorized for issuance under the Plaastio which no Options or Stock Purchase Rigatelyet been granted or which have
been returned to the Plan upon cancellation oratiph of an Option or Stock Purchase Right, ad asthe price per share of Common S
covered by each such outstanding Option or StockHage Right, shall be proportionately adjustedafor increase or decrease in the number
of issued shares of Common Stock resulting frooekssplit, reverse stock split, stock dividendmtmnation or reclassification of the
Common Stock, or any other increase or decreageinumber of issued shares of Common Stock effegtout receipt of consideration
the Company; provided, however, that conversioanyf convertible securities of the Company shallbeteemed to have been "effected
without receipt of consideration.” Such adjustrsrdll be made by the Board, whose determinatiaghdhrespect shall be final, binding and
conclusive. Except as expressly provided hereinsswance by the Company of shares of stock othsg, or securities convertible into
shares of stock of any class, shall affect, anddjostment by reason thereof shall be made witheetso, the number or price of shares of
Common Stock subject to an Option or Stock Purckaghbt.

In the event of the proposed dissolution or ligtimaof the Company, any outstanding Options ockfurchase Rights shall terminate
immediately prior to the consummation of such psggbaction, unless otherwise provided by the BoEnd.Board may, in the exercise of its
sole discretion in such instances, declare thaGption or Stock Purchase Right shall terminatefasdate fixed by the Board, and may give
each Optionee or holder of a Stock Purchase Rightight to exercise his Option or Stock PurchaghtRas to all or any part of the Common
Stock subject to such Option or Stock PurchasetRigtiuding Shares as to which the Option or StBakchase Right would not otherwise
exercisable.

In the event of a proposed sale of all or subsdliptall of the assets of the Company, or the meof¢he Company with or into another
corporation, Options and Stock Purchase Rightd beadssumed or equivalent options or rights dk@Bubstituted by such successor
corporation or a parent or subsidiary of such ssmmecorporation. In the event that such successporation refuses to assume the Optic
Stock Purchase Right or to substitute an equivaptibn or stock purchase right, the Board shalligu of such assumption or substitution,
provide for the Optionee to have the right to elser¢he Option or Stock Purchase Right as to athefCommon Stock subject to such Option
or Stock Purchase Right, including Shares as talwthie Option or Stock Purchase Right would noéntlise be exercisable. If the Board
makes an Option or Stock Purchase Right fully égahte in lieu of assumption or substitution in #went of a merger or sale of assets, the
Board shall notify the Optionee or holder of a &tBurchase Right that the Option or Stock PurciRaghbt shall be fully exercisable for a
period of fifteen (15) days from the date of suckiae, and the Option or Stock Purchase Rightteilininate upon the expiration of such
period. The Board may provide in individual Optidagreements for the repurchase of Options in refora cash payment by the Company
upon the occurrence of a merger, sale of all ostsuttially all assets of the Company, tender adfesther transaction or series of related
transactions resulting in a change of ownershimarfe than 50% of the voting securities of the Comypa

12. Time of Granting Options or Stock Purchase Righhe date of grant of an Option or Stock PuretRight shall, for all purposes, be the
date on which the Board makes the determinationtigiga such Option or Stock Purchase Right. Notic#he determination shall be given to
each Employee to whom an Option or Stock Purchégiet B so granted within a reasonable time afterdate of such grant.

13. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may attang amend, alter, suspend or discontinue the, Blaimo amendment, alteration,
suspension or discontinuation shall be made whichldvimpair the rights of any Optionee under amgngitheretofore made, without his or
her consent. In addition, to the extent necessadydasirable to comply with Rule 16b-3 under thetiange Act or with Section 422 of the
Code (or any
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other applicable law or regulation, including tleguirements of the NASD or an established stockaxge), the Company shall obtain
stockholder approval of any Plan amendment in suctanner and to such a degree as required.

(b) Effect of Amendment or Termination. Any sucheardment or termination of the Plan shall not affeptions or Stock Purchase Rights
already granted and such Options and Stock PurdRigses shall remain in full force and effect ashis Plan had not been amended or
terminated, unless mutually agreed otherwise betvilee Board and the Optionee, Purchaser or holdeiStock Purchase Right, which
agreement must be in writing and signed by the Gom@nd the Optionee, Purchaser or holder of thekS2urchase Right.

14. Conditions Upon Issuance of Shares. Sharebraitadbe issued pursuant to the exercise of ano@pti Stock Purchase Right unless the
exercise of such Option or Stock Purchase Rightlh@&dssuance and delivery of such Shares pursiiargto shall comply with all relevant
provisions of law, including, without limitationhé¢ Securities Act of 1933, as amended, the ExchAngehe rules and regulations
promulgated thereunder, and the requirements otk exchange upon which the Shares may theisted,land shall be further subject to
the approval of counsel for the Company with respesuch compliance.

As a condition to the exercise of an Option or BtBarchase Right, the Company may require the peggercising such Option or Stock
Purchase Right to represent and warrant at thedfraay such exercise that the Shares are beirghased only for investment and without
any present intention to sell or distribute suchr8h if, in the opinion of counsel for the Compasygh a representation is required by any of
the aforementioned relevant provisions of law.

15. Reservation of Shares. The Company, duringettme of this Plan, will at all times reserve an@fx&vailable such number of Shares as
shall be sufficient to satisfy the requirementshef Plan.

Inability of the Company to obtain authority fromyaregulatory body having jurisdiction, which autityis deemed by the Company's
counsel to be necessary to the lawful issuancesaledof any Shares hereunder, shall relieve thepaagnof any liability in respect of the
failure to issue or sell such Shares as to which sequisite authority shall not have been obtained

16. Option and Stock Purchase Agreements. Optioal$ Ise evidenced by written Stock Option Agreemmantsuch form as the Board shall
approve. Upon the exercise of Stock Purchase Righesirchaser shall execute a Restricted StockhBsecAgreement in such form as the
Board of Directors shall approve.

17. Stockholder Approval. Continuance of the Plaallde subject to approval by the stockholderthefCompany within twelve months
before or after the date the Plan is adopted.dfi siockholder approval is obtained at a duly ls&ddkholders' meeting, it may be obtained by
the affirmative vote of the holders of a majorifytloe issued and outstanding shares of the Compiagd in the event that the Company
registers any class of any equity security purst@Bection 12 of the Exchange Act, the approvaluzh stockholders of the Company shall
be:

(@) (i) solicited substantially in accordance witection 14(a) of the Exchange Act and the rulesragdlations promulgated thereunder, ot
solicited after the Company has furnished in wgitio the holders entitled to vote substantiallyghme information concerning the Plan as
that which would be required by the rules and rajoihs in effect under Section 14(a) of the ExcleaAgt at the time such information is
furnished; and

(b) obtained at or prior to the first annual megtirf stockholders held subsequent to the firststegfion of any class of equity securities of
Company under Section 12 of the Exchange Act.
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If such stockholder approval is obtained by writtemsent, it must be obtained by the unanimougdemritonsent of all stockholders of the
Company.

18. Information to Optionees and Holders of StoakcRase Rights. The Company shall provide to egutfio@ee and each holder of a Stock
Purchase Right, during the period for which sucti@ge or holder of a Stock Purchase Right hasoomeore Options or Stock Purchase
Rights outstanding, copies of all annual reports @ther information which are provided to all stoolders of the Company. The Company
shall not be required to provide such informatiotihé issuance of Options and Stock Purchase Rigider the Plan is limited to key
employees whose duties in connection with the Comaasure their access to equivalent information.

19. Stock Withholding to Satisfy Withholding Tax li@fations.

(a) Withholding. At the discretion of the Board,rEhasers and Optionees may satisfy withholdinggatibns as provided in this Section 19.
When a Purchaser or an Optionee incurs tax lighilitconnection with a Stock Purchase Right or atidd, which tax liability is subject to
tax withholding under applicable tax laws, and Buechaser or Optionee is obligated to pay the Comnpa amount required to be withheld
under applicable tax laws, the Purchaser or Optionay satisfy the withholding tax obligation byatleg to have the Company withhold
from the Shares to be issued in connection witlStioek Purchase Right or the Shares to be issusdl exercise of the Option, if any, that
number of Shares having a fair market value equtiié amount required to be withheld. The fair reaskalue of the Shares to be withheld
shall be determined on the Tax Date.

(b) Form of Election. All elections by a Purchasean Optionee to have Shares withheld for thippse shall be made in writing in a form
acceptable to the Secretary of the Company andltlslalbject to the following restrictions:

(i) the election must be made on or prior to theliapble Tax Date;
(if) once made, the election shall be irrevocalsiécethe particular Shares of the Option or Rightoawhich the election is made;
(iii) all elections shall be subject to the consentlisapproval of the Board;

(iv) if the Purchaser or Optionee is subject tot®acl6 of the Exchange Act, the election must clymth the applicable provisions of the
rules promulgated under Section 16(b) of the Exghahct and shall be subject to such additional & or restrictions as may be requi
thereunder to qualify for the maximum exemptiomir8ection 16 of the Exchange Act with respect &Rkan transactions.

(c) Section 83. In the event the election to halvar&s withheld is made by a Purchaser or Optionddte Tax Date is deferred under Sec
83 of the Code because no election is filed unéeti& 83(b) of the Code, the Purchaser or Opticied receive the full number of Shares
with respect to which the Stock Purchase RighttidD is exercised but such Purchaser or Optiohak lse unconditionally obligated to
tender back to the Company the proper number ofeStan the Tax Date.
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OCTEL COMMUNICATIONS CORPORATION
1987 EMPLOYEE STOCK PURCHASE PLAN
As amended September 1994
The following constitute the provisions of the Exmyse Stock Purchase Plan of Octel CommunicatiompdZation.

1. Purpose. The purpose of the Plan is to providigl@yees of the Company and its Designated Subgdiaith an opportunity to purchase
Common Stock of the Company through accumulatedoflajeductions. It is the intention of the Compdayhave the Plan qualify as an
"Employee Stock Purchase Plan" under Section 428eofnternal Revenue Code of 1986, as amendedpiwvisions of the Plan shall,
accordingly, be construed so as to extend and panticipation in a manner consistent with the megquents of that section of the Code.

2. Definitions.

(a) "Board" shall mean the Board of Directors & €@ompany.

(b) "Code" shall mean the Internal Revenue CodE986, as amended.

(c) "Common Stock" shall mean the Common Stockpaovalue, of the Company.

(d) "Company" shall mean Octel Communications Coafion, a Delaware corporation.

(e) "Compensation" shall mean all regular grossiags, including payments for overtime, shift pramj incentive compensation, incentive
payments, bonuses, commissions or other compensatio

(f) "Continuous Status as an Employee" shall mbearabsence of any interruption or termination ofise as an Employee. Continuous
Status as an Employee shall not be consideredupted in the case of a leave of absence agreiedanting by the Company, provided that
such leave is for a period of not more than 90 asygemployment upon the expiration of such ldavguaranteed by contract or statute.

(9) "Designated Subsidiaries" shall mean the Sugnséd which have been designated by the Board fiom to time in its sole discretion as
eligible to participate in the Pla



(h) "Employee" shall mean any person, includingtiter, who is customarily employed for at leagenty (20) hours per week and more
than five (5) months in a calendar year by the Camypor one of its Designated Subsidiaries.

(i) "Exercise Date" shall mean the last day of eafféring period of the Plan.

(j) "Offering Date" shall mean the first businesg/@f each offering period of the Plan, except thahe case of an individual who becomes
an eligible Employee after the first business diagrooffering period but prior to the first busiseday of the last calendar month of such
offering period, the term "Offering Date" shall mee first business day of the calendar montlofalg the month in which that individual
becomes an eligible Employee.

Options granted after the first business day dfféering period will be subject to the same terraghee options granted on the first business
day of such offering period except that they wélk a different grant date (thus, potentially,feedent exercise price) and, because they
expire at the same time as the options granteti@first business day of such offering period, @t term.

(k) "Plan" shall mean this Employee Stock Purclisa.

() "Subsidiary" shall mean a corporation, domestiéoreign, of which not less than 50% of the mgtshares are held by the Company or a
Subsidiary, whether or not such corporation novetsxar is hereafter organized or acquired by th@@my or a Subsidiary.

3. Eligibility.

(a) Any person who is an Employee as of an Offeba¢e of a given offering period shall be eligibdeparticipate in such offering period
under the Plan, provided that such person wasligilble to participate in such offering period dsamy prior Offering Date, and further
subject to the requirements of paragraph 5(a) @dimitations imposed by

Section 423(b) of the Code. Notwithstanding thefaing sentence, any Employee who becomes anleligibployee in the months of July
or August, 1988 may begin participation in the RlarSeptember 1, 1988.

(b) Any provisions of the Plan to the contrary nittsstanding, no Employee shall be granted an opiimer the Plan (i) if, immediately after
the grant, such Employee (or any other person whimsdk would be attributed to such Employee purst@Bection 425(d) of the Code)
would own stock and/or hold outstanding optionpuechase stock possessing five percent (5%) or ofdiee total combined voting power
value of all classes
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of stock of the Company or of any Subsidiary of @mpany, or (ii) which permits his rights to puask stock under all employee stock
purchase plans (described in Section 423 of theefofdthe Company and its Subsidiaries to accraerate which exceeds Twenty-Five
Thousand Dollars ($25,000) of fair market valuswéh stock (determined at the time such optiomastgd) for each calendar year in which
such option is outstanding at any time.

4. Offering Periods.

The Plan shall be implemented by one offering dugach six-month period of the Plan, commencingraabout the first day following the
end of the prior offering period, and continuingrafter until terminated in accordance with paapbrl9 or 23 hereof. The Board of
Directors of the Company shall have the power tinge the duration of offering periods with resgeduture offerings without stockholder
approval if such change is announced at leasefif(@5) days prior to the scheduled beginning effitst offering period to be affected.

5. Participation.

(a) An eligible Employee may become a participarthie Plan by completing a subscription agreemethtogizing payroll deduction on the
form provided by the Company and filing it with tB®@mpany's payroll office at such time as is spediby the Company and is prior to the
applicable Offering Date (unless a later time fling the subscription agreement is set by the Bdar all eligible Employees with respect to
a given offering period). Once properly made, agilele Employee's election to participate shalkgomatically renewed for each subseq
offering period, subject to any termination or wlitawal as provided in paragraph 10.

(b) Payroll deductions for a participant shall coemre on the first payroll following the Offering f2aand shall end on the Exercise Date of
the offering period to which such authorizatiomgplicable, unless sooner terminated by the ppéitias provided in paragraph 10.

6. Payroll Deductions.

(a) At the time a participant files his subscriptegreement, he shall elect to have payroll dedugtmade on each payday during the offering
period in an amount not exceeding ten percent (1df)e Compensation which he receives on eachgyayd
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during the offering period, and the aggregate ehguayroll deductions during the offering periodlshot exceed ten percent (10%) of his
aggregate Compensation during said offering period.

(b) All payroll deductions made by a participanalsbe credited to his account under the Plan. dAiggpant may not make any additional
payments into such account.

(c) A participant may discontinue his participatiarthe Plan as provided in paragraph 10, or mayedese (but not increase) the rate of his
payroll deductions during the offering period byrmeting or filing with the Company a new authotiaa for payroll deduction. The change
in rate shall be effective fifteen (15) days foliagythe Company's receipt of the new authorization.

(d) Notwithstanding the foregoing, to the extentessary to comply with Section 423(b)(8) of the €add paragraph 3(b) herein, a
participant's payroll deductions may be decreasédi at such time during any Offering Period thataggregate of all payroll deductions
accumulated with respect to such Offering Periadiamy other Offering Period ending within the sarakendar year equal $21,250. Payroll
deductions shall recommence at the rate provideddh participant's subscription agreement at ¢éggniming of the first Offering Period
which is scheduled to end in the following calengeair, unless terminated by the participant asigealvin paragraph 11.

7. Grant of Option.

(a) On each Offering Date of each offering perieakh eligible Employee beginning participationuets offering period on such Offering
Date shall be granted an option to purchase (gb¢hshare option price) up to a number of shafréseoCompany’'s Common Stock
determined by dividing such Employee's payroll dgidums to be accumulated during such offering mkbp the lower of (i) eighty-five
percent (85%) of the fair market value of a shdrin® Company's Common Stock on the Offering Daite,

(i) eighty-five percent (85%) of the fair markedlue of a share of the Company's Common Stock @iziercise Date; provided that in no
event shall an Employee be permitted to purchasegiany offering period more than a number of shatetermined by dividing $25,000 by
the fair market value of a share of the Compangis@on Stock on the first day of such offering péyiand provided further that such
purchase shall be subject to the limitations sehfim Section 3(b) and 12 hereof. Fair market galfia share of the Company's Common
Stock shall be determined as provided in Sectib) A¢rein.

(b) The option price per share of the shares affére given offering period shall be the lower @ 85% of the fair
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market value of a share of the Common Stock ofbmpany on the Offering Date; or (ii) 85% of th& faarket value of a share of the
Common Stock of the Company on the Exercise Ddte.fair market value of the Company's Common Stock given date shall be
determined by the Board in its discretion; provideslwever, that where there is a public marketierCommon Stock, the fair market value
per Share shall be the closing sale price or,tisoaeported, the mean of the bid and asked potdse Common Stock for such date, as
reported in either case in The Wall Street Joufoialif not so reported, as otherwise reportedhgyNational Association of Securities Dea
Automated Quotation (NASDAQ) System) or, in therdwie Common Stock is listed on a stock exchatingefair market value per Share
shall be the closing price on such exchange on datsh as reported in The Wall Street Journal.

8. Exercise of Option. Unless a participant witlgsdrom the Plan as provided in paragraph 10, pigo for the purchase of shares will be
exercised automatically on the Exercise Date obffering period, and the maximum number of fulasds subject to option will be purcha
for him at the applicable option price with the ammilated payroll deductions in his account. Theeshaurchased upon exercise of an option
hereunder shall be deemed to be transferred tpatieipant on the Exercise Date. During his lifegi a participant's option to purchase
shares hereunder is exercisable only by him.

9. Delivery. As promptly as practicable after theeEcise Date of each offering period, the Compdrall arrange the delivery to each
participant, as appropriate, of a certificate repraging the shares purchased upon exercise optimoAny cash remaining to the credit of a
participant's account under the Plan after a pweehg him of shares at the termination of eachrioffeperiod, or which is insufficient to
purchase a full share of Common Stock of the Comypsimall be retained in the participant's accoantlie subsequent offering period,
subject to earlier withdrawal by the participanpasvided in paragraph 10.

10. Withdrawal; Termination of Employment.

(a) A participant may withdraw all but not lessrtall the payroll deductions credited to his ac¢aurder the Plan at any time prior to the
Exercise Date of the offering period by giving weit notice to the Company. All of the participapesroll deductions credited to his account
will be paid to him promptly after receipt of histite of withdrawal and his option for the curreetiod will be automatically terminated, a
no further payroll deductions for the purchasetares will be made during the offering period.
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(b) Upon termination of the participant's Continsd@tatus as an Employee prior to the Exercise Ofatee offering period for any reason,
including retirement or death, the payroll dedutsiaredited to his account will be returned to bimin the case of his death, to the person or
persons entitled thereto under paragraph 14, andgtion will be automatically terminated.

(c) In the event an Employee fails to remain in @arous Status as an Employee of the Company fieaat twenty (20) hours per week
during the offering period in which the employea iparticipant, he will be deemed to have eleatedithdraw from the Plan and the payroll
deductions credited to his account will be returteedim and his option terminated.

(d) A participant's withdrawal from an offering pmt will not have any effect upon his eligibilitg participate in a succeeding offering period
or in any similar plan which may hereafter be addgiy the Company.

11. Interest. No interest shall accrue on the ghglemluctions of a participant in the Plan.
12. Stock.

(&) The maximum number of shares of the Companyter@on Stock which shall be made available for saler the Plan shall be 1,650,000
shares, subject to adjustment upon changes iratiaptton of the Company as provided in paragrahfithe total number of shares which
would otherwise be subject to options granted mmsto Section 7(a) hereof during an offering peteaceeds the number of shares then
available under the Plan (after deduction of adirek for which options have been exercised orhee dutstanding), the Company shall make
a pro rata allocation of the shares remaining afségl for option grant in as uniform a manner adl fleapracticable and as it shall determin
be equitable. In such event, the Company shall giieen notice of such reduction of the numbesloéires subject to the option to each
Employee affected thereby and shall similarly redihe rate of payroll deductions, if necessary.

(b) The participant will have no interest or votinght in shares covered by his option until suptian has been exercised.

(c) Shares to be delivered to a participant urldgePian will be registered in the name of the pigadint or jointly (with right of survivorship)
in the name of the participant and another persach as his spouse, whom the participant desighates
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13. Administration. The Plan shall be administdsgdhe Board of the Company or a committee of mesbéthe Board appointed by the
Board. The administration, interpretation or apgtiicn of the Plan by the Board or its committedldbmfinal, conclusive and binding upon
all participants. Members of the Board who areiklegEmployees are permitted to participate inRlemn, provided that:

(a) Members of the Board who are eligible to pétte in the Plan may not vote on any matter afigahe administration of the Plan or the
grant of any option pursuant to the Plan.

(b) If a Committee is established to administerRlten, no member of the Board who is eligible tdipgate in the Plan may be a member of
the Committee.

14. Designation of Beneficiary.

(a) A participant may file a written designationaobeneficiary who is to receive any shares anl, ¢aany, from the participant's account
under the Plan in the event of such participargatit subsequent to the end of the offering peridghtior to delivery to him of such shares
and cash. In addition, a participant may file ater designation of a beneficiary who is to receiag cash from the participant's account
under the Plan in the event of such participargatiu prior to the Exercise Date of the offeringiqukr

(b) Such designation of beneficiary may be charigethe participant at any time by written notioethe event of the death of a participant
and in the absence of a beneficiary validly dedephander the Plan who is living at the time oftsparticipant's death, the Company shall
deliver such shares and/or cash to the executmdministrator of the estate of the participantf oo such executor or administrator has been
appointed (to the knowledge of the Company), then@any, in its discretion, may deliver such share@ cash to the spouse or to any one
or more dependents or relatives of the participanif, no spouse, dependent or relative is knowtnéoCompany, then to such other person as
the Company may designate.

15. Transferability. Neither payroll deductionsdited to a participant's account nor any rightdwégard to the exercise of an option or to
receive shares under the Plan may be assignedfdreed, pledged or otherwise disposed of in any (ether than by will, the laws of desc
and distribution or as provided in paragraph 14b8rby the participant. Any such attempt at assignt, transfer, pledge or other disposition
shall be without effect, except that the Company tneat such act as an election to withdraw fundsccordance with paragraph 10.
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16. Use of Funds. All payroll deductions receivedheld by the Company under the Plan may be usedebompany for any corporate
purpose, and the Company shall not be obligatsggoegate such payroll deductions.

17. Reports. Individual accounts will be maintaifi@deach participant in the Plan. Statements obanot will be given to participating
Employees promptly following the Exercise Date, evhstatements will set forth the amounts of payaetiuctions, the per share purchase
price, the number of shares purchased and the mérgaiash balance, if any.

18. Adjustments Upon Changes in Capitalization.j&thio any required action by the stockholdershefCompany, the number of shares of
Common Stock covered by each option under the Whach has not yet been exercised and the numhbshiaoes of Common Stock which
have been authorized for issuance under the Planawe not yet been placed under option (collettjtbe "Reserves”), as well as the price
per share of Common Stock covered by each optiderthe Plan which has not yet been exercised,, Isd@roportionately adjusted for any
increase or decrease in the number of issued shi@smmon Stock resulting from a stock split, meestock split, stock dividend,
combination or reclassification of the Common Stamkany other increase or decrease in the nunfterames of Common Stock effected
without receipt of consideration by the Companyvited, however, that conversion of any convertddeurities of the Company shall not
deemed to have been "effected without receipt néieration." Such adjustment shall be made bBtad, whose determination in that
respect shall be final, binding and conclusive.dpt@s expressly provided herein, no issue by tmagany of shares of stock of any class, or
securities convertible into shares of stock of elags, shall affect, and no adjustment by reasereti shall be made with respect to, the
number or price of shares of Common Stock subgeantoption.

In the event of the proposed dissolution or ligtimaof the Company, the offering period will temate immediately prior to the
consummation of such proposed action, unless otbemvovided by the Board. The Board may, in thereise of its sole discretion in such
instances, declare that any offering period skeathinate as of a date fixed by the Board and gagh élan participant the right to exercise his
option as to all or any part of the shares sulifeoption thereunder, including shares as to wttiehoption would not otherwise be
exercisable. In the event of a proposed sale arallibstantially all of the assets of the Companyhe merger of the Company with or into
another corporation, each option under the Plah seaassumed or an equivalent option shall betgub=d by such successor corporation
parent or subsidiary of such successor corporaltiotihe event that such successor corporation esftesassume the option or to
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substitute an equivalent option, the Board shallieu of such assumption or substitution, proviimethe Plan participant to have the right to
exercise the option as to all of the shares sulbjegption thereunder, including shares as to wttiehoption would not otherwise be
exercisable. If the Board makes an option fullyreisable in lieu of assumption or substitutionhie event of a merger or sale of assets, the
Board shall notify the Plan participant that théiap shall be fully exercisable for a period ofrtii

(30) days from the date of such notice, and thoptill terminate upon the expiration of such peki

The Board may, if it so determines in the exeroiSigs sole discretion, also make provision forustiing the Reserves, as well as the price per
share of Common Stock covered by each outstandgitigm in the event that the Company effects onmaire reorganizations,
recapitalizations, rights offerings or other inaes or reductions of shares of its outstanding Com8tock, and in the event of the Company
being consolidated with or merged into any othepomation.

19. Amendment and Termination. The Board may atteng amend, alter, suspend or discontinue the, Blain except as provided in
paragraph 18, no amendment, alteration, suspensidiscontinuation shall be made which would implaé rights of any participant arising
out of any offering period which has already comosehwithout his or her written consent. In addititmthe extent necessary and desirable
to comply with Rule 16b-3 under the Exchange Aawvith Section 423 of the Code (or any other appliedaw or regulation, including the
requirements of the NASD or an established stockamge), the Company shall obtain stockholder aggbiaf any Plan amendment in suc
manner and to such a degree as required.

20. Natices. All notices or other communicationsayyarticipant to the Company under or in connectiith the Plan shall be deemed to h
been duly given when received in the form specifigdhe Company at the location, or by the perdesignated by the Company for the
receipt thereof.

21. Stockholder Approval.

(a) Continuance of the Plan shall be subject to@am by the stockholders of the Company withinltweg12) months before or after the date
the Plan is adopted. If such stockholder appravabtained at a duly held stockholders' meetinguist be obtained by the affirmative vote of
the holders of a majority of the outstanding sharfee Company, or if such stockholder approvalitained by written consent, it must be
obtained by the unanimous written consent of altidholders of the Company; provided, however, #pgroval at a meeting or by written
consent may be obtained by a lesser degree oftsitatde approval if the
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Board determines, in its discretion after considtatvith the Company's legal counsel, that suaksadr degree of stockholder approval will
comply with all applicable laws and will not advelysaffect the qualification of the Plan under $mt#23 of the Code.*

(b) If and in the event that the Company registeng class of equity securities pursuant to Sedbof the Exchange Act, any required
approval of the stockholders of the Company obthaféer such registration shall be solicited sufistly in accordance with Section 14(a;
the Exchange Act and the rules and regulations pigated thereunder.

(c) If any required approval by the stockholdershef Plan itself or of any amendment thereto ikcget at any time otherwise than in the
manner described in paragraph 21(b) hereof, thel€tdmpany shall, at or prior to the first annuaktimg of stockholders held subsequent to
the later of (1) the first registration of any daxf equity securities of the Company under Sectdwof the Exchange Act or (2) the grantin
an option hereunder to an officer or director aftech registration, do the following:

(i) furnish in writing to the holders entitled tote for the Plan substantially the same informatitwich would be required (if proxies to be
voted with respect to approval or disapproval eftlan or amendment were then being solicitedpbyales and regulations in effect under
Section 14(a) of the Exchange Act at the time saofdrmation is furnished; and

(i) file with, or mail for filing to, the Securigis and Exchange Commission four copies of theemritiformation referred to in subsection (i)
hereof not later than the date on which such in&dion is first sent or given to stockholders.

22. Conditions Upon Issuance of Shares. Sharebrsitdde issued with respect to an option unlessttercise of such option and the issui
and delivery of such shares pursuant thereto sbalply with all applicable provisions of law, dortier foreign, including, without
limitation, the Securities Act of 1933, as amendhd,Securities Exchange Act of 1934, as amentiedules and regulations promulgated
thereunder, and the requirements of any stock exgghapon which the shares may then be listed, laaitilze further subject to the approval
of counsel for the Company with respect to suchpd@nce.

* The Plan was approved at a duly held Sharehaldegeting in November of 1987.
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As a condition to the exercise of an option, thenBany may require the person exercising such optisapresent and warrant at the time of
any such exercise that the shares are being pedloady for investment and without any presentritits to sell or distribute such shares if,
in the opinion of counsel for the Company, sucb@esentation is required by any of the aforemasticapplicable provisions of law.

23. Term of Plan. The Plan shall become effectpp@nuthe earlier to occur of its adoption by the Bloaf Directors or its approval by the
stockholders of the Company as described in pgpad?a. It shall continue in effect for a term oftuty (20) years unless sooner terminated
under paragraph 19.
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OCTEL COMMUNICATIONS CORPORATION

EMPLOYEE STOCK PURCHASE PLAN
ENROLLMENT FORM

Date of enrollment:

1.1, , hereby elect tiicgzate in the Octel Communications Corporatio82&mployee Stock Purchase Plan
(the "Stock Purchase Plan") and subscribe to psechhares of the Company's Common Stock, withautgdae, in accordance with this
enrollment form and the Stock Purchase Plan.

2. | hereby authorize the Company to deduct frooh geycheck % of my GROSS PAY for each paydaing this Offering Period, and
each subsequent offering period during which | &igibde to participate, in accordance with the psians of the Stock Purchase Plan. | also
understand that this calculated amount will be destifrom my NET PAY, or after all payroll taxes.

3. I understand that said payroll deductions dimalhccumulated for the purchase of shares of Con8taek, without par value, at the
applicable purchase price determined in accordatitbethe Stock Purchase Plan. | further understhatl except as otherwise set forth in the
Stock Purchase Plan, unless | withdraw from thelSRurchase Plan by giving written notice to thenpany, shares will be purchased for
automatically on the Exercise Date of each offepegod subsequent to my filing of this enrollméin.

4. | understand that, before the Exercise Dat¢hisrOffering Period, the Company will provide méhwa copy of the Company's most recent
prospectus describing the 1987 Employee Stock ReecRlan, and thereafter will provide me with ahapdates and copies of any revised
versions of the prospectus. Therefore, before ntipog received under the Plan are exercised tchasec Shares, | will have the opportunity
(after receiving the prospectus and before the diseDate) to withdraw from the Plan and have retdrto me all the money that was
deducted from my pay for the purpose of purchashages. | acknowledge that | have received a cbfiyeccomplete "Octel Communicatic
Corporation 1987 Employee Stock Purchase Plamterstand that my participation in the Stock Puserlan is in all respects subject to
terms of the Plar



5. Shares purchased for me under the Stock Purédaseshould be issued in the name(s) of:

* Please Note: If you wish for another person's @amappear on the stock certificate in additiogdo own, you must check off one of the

Your name

As you wish it to appear on the
and

Other*

As you wish it to appear on the

stock certificate

stock certificate

selections below to specify the type of ownersfilgs selection will be indicated on your stock feate.
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TENANTS IN COMMON - Abbreviated as "TEN CO

identify two or more owners.

JOINT TENANCY WITH RIGHT OF SURVIVORSHIP A

- Abbreviated as "JT TEN," may be specifie
joint owners.

TENANTS BY THE ENTIRETIES - Abbreviated as

6.

for California residents) may be specified
and wife.

COMMUNITY PROPERTY - If specified, will no

I understand that if | dispose of any shar
to the Plan, either (1) within 2 years aft
first day of the offering period during wh
or (2) within 1 year after the date on whi
transferred to me, | will be treated for f
as having received ordinary income at the
an amount equal to the excess of the fair
at the time such shares were transferred t
paid for the shares.

| HEREBY AGREE TO NOTIFY THE COMPANY IN WR
THE DATE OF ANY SUCH DISPOSITION.

However, if | dispose of such shares at an
of the 2-year and 1-year holding periods,
treated for federal income tax purposes as
at the time of such disposition, and that
as ordinary income only to the extent of a
of (1) the

M," may be specified to

ND NOT AS TENANTS IN COMMON

d to identify two or more

"TEN ENT," (not appropriate
for ownership by husband

t be abbreviated.

es received by me pursuant
er the Offering Date (the

ich | purchased such shares)
ch such shares were

ederal income tax purposes
time of such disposition in
market value of the shares

0 me over the price which |

ITING WITHIN 30 DAYS AFTER

y time after the expiration

| understand that | will be
having received income only
such income will be treated
n amount equal to the lesser
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excess of the fair market value of the sha
disposition over the purchase price which
the option, or (2) the excess of the fair
over the option price, measured as if the
the Offering Date. The remainder of the g
recognized on such disposition will be tre
loss. The federal income tax treatment of
gain and loss is described in the Company'
Stock Purchase Plan.

| hereby agree to be bound by the terms of
understand that my enroliment is dependent
participate in the Stock Purchase Plan.

| FURTHER ACKNOWLEDGE AND UNDERSTAND THAT
SELL SHARES TO ME IS CONDITIONAL UPON COMP
FEDERAL AND STATE SECURITIES LAWS, AND SPE
THE EXISTENCE OF AN EFFECTIVE REGISTRATION
SHARES WHICH | WILL PURCHASE ON THE DATE O

res at the time of such

| paid for the shares under
market value of the shares
option had been exercised on
ain or loss, if any,

ated as capital gain or
ordinary income and capital
s prospectus relating to the

the Stock Purchase Plan. |
upon my eligibility to

THE COMPANY'S OBLIGATION TO
LIANCE WITH ALL APPLICABLE
CIFICALLY CONDITIONAL UPON
STATEMENT REGARDING THE

F THAT PURCHASE.



9. In the event of my death, | hereby designatddhewing as my beneficiary(ies) to receive alypgents and shares due me under the Stock
Purchase Plan:

NAME: (Please print)

(First) (Middle) (Last)

Relationship
(Address)

NAME: (Please print)

(First) (Middle) (Last)

Relationship
(Address)

NAME: (Please print)

(First) (Middle) (Last)

Relationship
(Address)

NAME: (Please print)

(First) (Middle) (Last)

Relationship
(Address)

Note: You may use the back side of this form tbdisy additional beneficiary(ies) than those abovattach a list of your owi

ER R S I R I

Dated:

Signature of Empl oyee

Print Name:
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OCTEL COMMUNICATIONS CORPORATION
1988 DIRECTORS' STOCK OPTION PLAN
As Amended September 1994

1. Purposes of the Plan. The purposes of this firg’cStock Option Plan are to attract and retainttest available personnel for service as
Directors of the Company, to provide additionalentive to the Outside Directors of the Companyetos as Directors, and to encourage !
continued service on the Board.

All options granted hereunder shall be "nonstatustock options."

2. Definitions. As used herein, the following déifions shall apply:

(a) "Board" shall mean the Board of Directors & €@ompany.

(b) "Code" shall mean the Internal Revenue CodE986, as amended.

(c) "Common Stock" shall mean the Common Stockhef@ompany.

(d) "Company" shall mean Octel Communications Coafion, a Delaware corporation.

(e) "Continuous Status as a Director" shall meanatbsence of any interruption or termination o¥iseras a Director.
(f) "Director" shall mean a member of the Board.

(9) "Employee" shall mean any person, includingceifs and Directors, employed by the Company orRemgnt or Subsidiary of the
Company. The payment of a director's fee by the o shall not be sufficient in and of itself tonstitute "employment” by the Company.

(h) "Exchange Act" shall mean the Securities Exgeafict of 1934, as amended.
(i) "Option" shall mean a stock option granted piarg to the Plan.

(j) "Optioned Stock" shall mean the Common Stodject to an Option



(k) "Optionee" shall mean an Outside Director waoeives an Option.

() "Outside Director" shall mean a Director whaist an Employee.

(m) "Parent" shall mean a "parent corporation," thbenow or hereafter existing, as defined in ®&cti25(e) of the Code.

(n) "Plan" shall mean this 1988 Directors' Stocki@pPlan.

(o) "Share" shall mean a share of the Common S&xkdjusted in accordance with Section 11 of the.P

(p) "Subsidiary" shall mean a "subsidiary corpamat! whether now or hereafter existing, as defime8ection 425(f) of the Code.

3. Stock Subject to the Plan. Subject to the piomisof Section 11 of the Plan, the maximum aggeegamber of Shares which may be
optioned and sold under the Plan is 300,000 StilresPool") of Common Stock. The Shares may bbaiged, but unissued, or reacquired
Common Stock.

If an Option should expire or become unexercis&nany reason without having been exercised i fik unpurchased Shares which were
subject thereto shall, unless the Plan shall haea lberminated, become available for future gradeuthe Plan. If Shares which were
acquired upon exercise of an Option are subsequesglirchased by the Company, such Shares shah aoly event be returned to the Plan
and shall not become available for future granteuride Plan.

4. Administration of and Grants of Options undex Bian.
(a) Administrator. Except as otherwise requirecelrerthe Plan shall be administered by the Board.

(b) Procedure for Grants. All grants of Optionseugrder shall be automatic and nondiscretionaryshatl be made strictly in accordance v
the following provisions:

(i) No person shall have any discretion to selductv Outside Directors shall be granted Optionsatetermine the number of Shares to be
covered by Options granted to Outside Direct



(i) Each Outside Director shall be automaticaligrged an Option to purchase 25,000 Shares upatetikgon or after the effective date of
this Plan) on which such person first becomes adbar, whether through election by the stockholdéthe Company or appointment by the
Board of Directors to fill a vacancy.

(iii) Each Outside Director shall automatically edee, on the date of each Annual Meeting of Stotddrs, an Option to purchase 3,000
Shares of the Company's Common Stock, such Opgibe¢ome exercisable immediately unless a lateridapecified in the written
agreement therefor in order to comply with Secfiérof the Exchange Act; provided however, that S0pkion shall only be granted to
Outside Directors who have served since the datieeofast Annual Meeting of Stockholders and wilhtinue to serve after the date of grant
of such Option.

(iv) Each Outside Director who has been servingesthe August 1989 amendments to the Plan andadiceoeive any option grant prior to
January 1, 1988, shall receive a one-time autorgagiat of an option to purchase 10,000 sharesso€ttmpany's Common Stock as of
November 21, 1991. Such «-time automatic grant may be in addition to any Eingrant received pursuant to the Plan as ameimdédgus!
1989.

(v) Each Outside Director serving during fiscal 238ho did not otherwise receive a grant under stdgpaph (iv) shall receive a one-time
automatic grant of an option to purchase 10,000eshaf the Company's Common Stock as of April ZB21 Such one-time automatic grant
may be in addition to any similar grant receivedspant to the Plan as amended in August 1989.

(vi) The terms of an Option granted hereunder dhaths follows:

(A) the term of the Option shall be five (5) yearsl seven (7) months.

(B) the Option shall be exercisable only while @tside Director remains a Director of the Compaxgept as set forth in Section 9 hereof.
(C) the exercise price per Share shall be 100%eofair market value per Share on the date of gritite Option.

(D) any Option granted pursuant to subsectiong(#)k(iv) or (v) above shall become exercisabléristallments cumulatively with respect to
20% of the aggregate number of Shares subjecet®fition on each of the first five annual anniveesaof the date of grant of such Option;
provided however, that if the Optionee is
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unable to continue his service as a director ofdbmpany as a result of his death or total and peemt disability (as defined in Section 22(e)
(3) of the Code), the Option shall become exerdésab to 1/3 of the aggregate number of Sharegsttgj the Option on each of the first
three annual anniversaries of the date of gratheDption.

(E) To the extent necessary to comply with the igpple provisions of Rule 16b-3 promulgated untierExchange Act ("Rule 16b-3"), no
Option will be exercisable until a date more thexnsonths subsequent to the date of the grantasf@ption.

(c) Powers of the Board. Subject to the provisiang restrictions of the Plan, the Board shall haeeauthority, in its discretion: (i) to
determine, upon review of relevant information amdccordance with Section 8(b) of the Plan, therfearket value of the Common Stock;

(i) to determine the exercise price per share pfidhs to be granted, which exercise price shatlétermined in accordance with Section 8(a)
of the Plan; (jii) to interpret the Plan; (iv) togscribe, amend and rescind rules and regulatelating to the Plan; (v) to authorize any person
to execute on behalf of the Company any instrumestired to effectuate the grant of an Option presiy granted hereunder; and (vi) to
make all other determinations deemed necessamvisable for the administration of the Plan.

(d) Effect of Board's Decision. All decisions, deténations and interpretations of the Board shelfibal and binding on all Optionees and
any other holders of any Options granted undePtha.

(e) Suspension or Termination of Option. If thedrtent of the Company or his designee reasonalisves that an Optionee has committed
an act of misconduct, the President may suspen@ptienee's right to exercise any option pendinigt@rmination by the Board of Directors
(excluding the Outside Director accused of suctcariduct). If the Board of Directors (excluding tBatside Director accused of such
misconduct) determines an Optionee has committexttof embezzlement, fraud, dishonesty, nonpaymieai obligation owed to the
Company, breach of fiduciary duty or deliberateetigrd of the Company rules resulting in loss, dgera injury to the Company, or if an
Optionee makes an unauthorized disclosure of amyp@ay trade secret or confidential information,ages in any conduct constituting
unfair competition, induces any Company customdréach a contract with the Company or inducespaimgipal for whom the Company
acts as agent to terminate such agency relationseigher the Optionee nor his estate shall beledtio exercise
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any option whatsoever. In making such determinatiom Board of Directors (excluding the Outsideebtor accused of such misconduct)
shall act fairly and shall give the Optionee anapmity to appear and present evidence on Optlerishalf at a hearing before a committee
of the Board.

5. Eligibility. Options may be granted only to Odis Directors. All Options shall be automaticallpgted in accordance with the terms set
forth in Section 4(b) hereof.

The Plan shall not confer upon any Optionee anyt rigth respect to continuation of service as aBtior or nomination to serve as a Direc
nor shall it interfere in any way with any righttileh the Director or the Company may have to teat@ris directorship at any time.

6. Term of Plan. The Plan shall become effectivenuiine earlier of (i) its adoption by the Boardigrits approval by the stockholders of the
Company as described in Section 17 of the Plahdll continue in effect for a term of ten (10) see@until November 30, 1998) unless sooner
terminated under Section 13 of the Plan.

7. Term of Option. The term of each Option shalfibe (5) years and seven (7) months from the dagrant thereof.
8. Exercise Price and Consideration.

(a) Exercise Price. The per Share exercise pricthéoShares to be issued pursuant to exercise Op#ion shall be 100% of the fair market
value per Share on the date of grant of the Option.

(b) Fair Market Value. The fair market value shwdldetermined by the Board in its discretion; pded, however, that where there is a public
market for the Common Stock, the fair market vadee Share shall be the closing bid price of the @om Stock in the over-the-counter
market on the date of grant, as reported in Thd Btedet Journal (or, if not so reported, as otleeweported by the National Association of
Securities Dealers Automated Quotation ("NASDAQy¥tm) or, in the event the Common Stock is tramtethe NASDAQ National Mark
System or listed on a stock exchange, the fair atarklue per Share shall be the closing price ch system or exchange on the date of grant
of the Option, as reported in The Wall Street Jalrn

(c) Form of Consideration. Subject to compliancthwaipplicable provisions of Section 16b of the Ealfe Act, (or other applicable law), the
consideration to be paid for the Shares to be @sspen exercise of an Option, including the metbbpayment, shall be determined by the
Board and may consist entirely of
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(i) cash, (ii) check, (iii) promissory note, (iv)her Shares which (X) in the case of Shares aadjuipen exercise of an Opti@ither have bee¢
owned by the Optionee for more than six monthsherdiate of surrender or were not acquired, direntipdirectly, from the Company, and
(Y) have a Fair Market Value on the date of exereiqual to the aggregate exercise price of theeSkaa to which said Option shall be
exercised, (v) authorization for the Company tairefrom the total number of Shares as to whichQpé&on is exercised that number of
Shares having a Fair Market Value on the date efa@se equal to the exercise price for the totahlmer of Shares as to which the Option is
exercised, (vi) delivery of a properly executedreise notice together with irrevocable instructioms broker to promptly deliver to the
Company the amount of sale or loan proceeds refjtirpay the exercise price,

(vii) by delivering an irrevocable subscription agment for the Shares which irrevocably obligatesaption holder to take and pay for the
Shares not more than twelve months after the dadelivery of the subscription agreement,

(viii) any combination of the foregoing methodspafyment, (ix) or such other consideration and metthfgpayment for the issuance of Shares
to the extent permitted under applicable laws. &kimg its determination as to the type of consitlenato accept, the Board shall consider
whether acceptance of such consideration may Isemahly expected to benefit the Company (Secti@affhe Delaware General
Corporation Law).

9. Exercise of Option.

(a) Procedure for Exercise; Rights as a Stockholigy Option granted hereunder shall be exercisab#ich times as are set forth in
Section 4(b) hereof; provided, however, that noi@yst shall be exercisable until stockholder appro¥¢he Plan in accordance with Section
17 hereof has been obtained.

An Option may not be exercised for a fraction &reare.

An Option shall be deemed to be exercised wheriemritotice of such exercise has been given to gmpany in accordance with the terms
of the Option by the person entitled to exercige@ption and full payment for the Shares with respe which the Option is exercised has
been received by the Company. Full payment mayisbokany consideration and method of paymenwadlde under Section 8(c) of the
Plan. Until the issuance (as evidenced by the gpjate entry on the books of the Company or of lg duthorized transfer agent of the
Company) of the stock certificate evidencing subhar8s, no right to vote or receive dividends or atfaer rights as a stockholder shall exist
with respect to the Optioned Stock, notwithstandireyexercise of the Option. A share certificatetfi®@ number of Shares so acquired she
issued to the Optionee as soon as practicableefezcise of the Option. No adjustment will be méatea dividend or other right
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for which the record date is prior to the datedtuek certificate is issued, except as provideSention 11 of the Plan.

Exercise of an Option in any manner shall result fecrease in the number of Shares which theremaétg be available, both for purposes of
the Plan and for sale under the Option, by the rmrmobShares as to which the Option is exercised.

(b) Termination of Status as a Director. If an @igdDirector ceases to serve as a Director, he maynly within seven (7) months after the
date he ceases to be a Director of the Companygisgéhis Option to the extent that he was entitteelxercise it at the date of such
termination. To the extent that he was not entittedxercise an Option at the date of such terrainadr if he does not exercise such Option
(which he was entitled to exercise) within the tispecified herein, the Option shall terminate.

(c) Disability of Optionee. Notwithstanding the pigions of Section 9(b) above, in the event an @&e is unable to continue his service as a
Director with the Company as a result of his tatad permanent disability (as defined in Sectioreg3} of the Internal Revenue Code of
1986, as amended), he may, but only within sevem@hths from the date of termination, exerciseQysion to the extent he was entitled to
exercise it at the date of such termination. Toetktent that he was not entitled to exercise theo@at the date of termination, or if he does
not exercise such Option (which he was entitleedercise) within the time specified herein, thei@pshall terminate.

(d) Death of Optionee. Notwithstanding the prowisiof
Section 9(b) above, in the event of the death ddptionee:

() during the term of the Option who is at theeiof his death a Director of the Company and wtadl $tave been in Continuous Status as a
Director since the date of grant of the Option,@®ion may be exercised, at any time within sei@@months following the date of death, by
the Optionee's estate or by a person who acquiredght to exercise the Option by bequest or iitdwece, but only to the extent of the righ
exercise that had accrued at the date of death; or

(i) within thirty (30) days after the terminatiai Continuous Status as a Director, the Option b&gxercised, at any time within seven (7)
months following the date of death, by the Optidmestate or by a person who acquired the rigakéocise the Option by bequest or
inheritance, but only to the extent of the righttkercise that had accrued at the date of terroimati
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10. Non-Transferability of Options. The Option nat be sold, pledged, assigned, hypothecated féraed, or disposed of in any manner
other than by will or by the laws of descent otrilisition and may be exercised, during the lifetiofi¢he Optionee, only by the Optionee.

11. Adjustments Upon Changes in Capitalization erdér. Subject to any required action by the stolddrs of the Company, the number of
shares of Common Stock covered by each outstar@iign, and the number of shares of Common Stodkhwiave been authorized for
issuance under the Plan but as to which no Optiame yet been granted or which have been retum#gktPlan upon cancellation or
expiration of an Option, as well as the price gere of Common Stock covered by each such outstgr@ption, shall be proportionately
adjusted for any increase or decrease in the nuofbesued shares of Common Stock resulting frastoek split, reverse stock split, stock
dividend, combination or reclassification of then@mon Stock, or any other increase or decreasesindimber of issued shares of Common
Stock effected without receipt of considerationtsy Company; provided, however, that conversioanyf convertible securities of the
Company shall not be deemed to have been "effegtbdut receipt of consideration." Such adjustma&rdll be made by the Board, whose
determination in that respect shall be final, birgdand conclusive. Except as expressly providediheno issuance by the Company of sh
of stock of any class, or securities convertibte ishares of stock of any class, shall affect,rmddjustment by reason thereof shall be made
with respect to, the number or price of sharesah@on Stock subject to an Option.

In the event of the proposed dissolution or ligtimaof the Company, the Option will terminate iniraely prior to the consummation of
such proposed action, unless otherwise providetiédpBoard. The Board may, in the exercise of ite dscretion in such instances, declare
that any Option shall terminate as of a date fixgdhe Board and give each Optionee the right By@sge his Option as to all or any part of
the Optioned Stock, including Shares as to whiehQption would not otherwise be exercisable. Inabent of a proposed sale of all or
substantially all of the assets of the Companyhemerger of the Company with or into another ocaipon, the Option shall be assumed or
an equivalent option shall be substituted by sudtassor corporation or a parent or subsidiaryiofi successor corporation. In the event
such successor corporation refuses to assume tii@n@p to substitute an equivalent Option, the Blcghall, in lieu of such assumption or
substitution, provide that the Optionee shall hidneeright to exercise the Option as to all of th@i@hed Stock, including Shares as to which
the Option would not otherwise be exercisablehéf Board makes an Option fully exercisable in béassumption or substitution in the ev
of a merger or sale of assets, the Board shaliynibi
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Optionee that the Option shall be fully exercisdblea period of fifteen

(15) days from the date of such notice, and theodptill terminate upon the expiration of such peli The Board may provide in individual
Option Agreements for the repurchase of Optiongiarn for a cash payment by the Company upon ¢barcence of a merger, sale of all or
substantially all assets of the Company, tenderaff other transaction or series of related tratitsas resulting in a change of ownership of
more than 50% of the voting securities of the Comypa

12. Time of Granting Options. The date of granafOption shall, for all purposes, be the daterdeteed in accordance with Section 4(b)
hereof. Notice of the determination shall be git@each Outside Director to whom an Option is smtgd within a reasonable time after the
date of such grant.

13. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may atteng amend, alter, suspend, or discontinue the, Blat no amendment, alteration,
suspension, or discontinuation shall be made wivimhid impair the rights of any Optionee under argng theretofore made, without his or
her consent. In addition, to the extent necessadydasirable to comply with Rule 16b-3 under thelange Act (or any other applicable law
or regulation), the Company shall obtain sharehradgproval of any Plan amendment in such a mammét@asuch a degree as required.

(b) Effect of Amendment or Termination. Any sucheadment or termination of the Plan shall not affeptions already granted and such
Options shall remain in full force and effect athit Plan had not been amended or terminatedssinheitually agreed otherwise between the
Optionee and the Board, which agreement must beitmg and signed by the Optionee and the Company.

14. Conditions Upon Issuance of Shares. Sharekraitdde issued pursuant to the exercise of ano@ptnless the exercise of such Option
the issuance and delivery of such Shares purshargtb shall comply with all relevant provisionda#, including, without limitation, the
Securities Act of 1933, as amended, the Exchanggtiie rules and regulations promulgated thereyradate securities laws, and the
requirements of any stock exchange upon which baes may then be listed, and shall be furtherestubp the approval of counsel for the
Company with respect to such compliance.

As a condition to the exercise of an Option, thenBany may require the person exercising such Optisapresent and warrant at the tim
any such exercise that the Shares are being peatioedy for investment and without any presentritits to
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sell or distribute such Shares, if, in the opinidrtounsel for the Company, such a representagioequired by any of the aforementioned
relevant provisions of law.

Inability of the Company to obtain authority fromyaregulatory body having jurisdiction, which autityis deemed by the Company's
counsel to be necessary to the lawful issuancesaledof any Shares hereunder, shall relieve thepaagnof any liability in respect of the
failure to issue or sell such Shares as to which sequisite authority shall not have been obtained

15. Reservation of Shares. The Company, duringettme of this Plan, will at all times reserve an@fx&vailable such number of Shares as
shall be sufficient to satisfy the requirementshaf Plan.

16. Option Agreement. Options shall be evidenceditgen option agreements in such form as the 8shall approve.
17. Stockholder Approval.

(a) Continuance of the Plan shall be subject to@am by the stockholders of the Company at ormeahe first annual meeting of
stockholders held subsequent to the granting @gtion hereunder. If such stockholder approvabigimed at a duly held stockholders'
meeting, it may be obtained by the affirmative vot¢he holders of a majority of the outstandingrsis of the Company present or
represented and entitled to vote thereon. If stmtkholder approval is obtained by written conséntay be obtained by the written consent
of the holders of a majority of the outstandingrekaof the Company.

(b) Any required approval of the stockholders & @ompany shall be solicited substantially in adaoce with Section 14(a) of the Excha
Act and the rules and regulations promulgated tireder.

18. Information to Optionees. The Company shal/jgi® to each Optionee, during the period for whiabh Optionee has one or more
Options outstanding, copies of all annual repartstbckholders, proxy statements and other infdomgirovided to all stockholders of the
Company.
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CORPORATE PROFILE

Octel Communications Corporation is a leading imiéional supplier of voice information processiggtems. Since the Company's founding
in 1982, Octel has applied its technology in creativays, allowing individuals to be more productikeough effective and easy-to-use
communications.

With Octel's integrated voice information procegssolution, a voice mailbox can function as a nmtilia mailbox allowing users to access,
manage and integrate voice, image and data infavmatross the worldwide telephone network.

MISSION STATEMENT
To provide products and services that improve conigations using the telephone as a terminal.
FINANCIAL HIGHLIGHTS

SELECTED CONSOLIDATED FINANCIAL DATA

Year Ended June 30,

(In thousands, except per share amounts) 1994 1993 1992 1991 1990
STATEMENT OF INCOME DATA
Total netrevenues . ............ $ 406,225 $338,478 $262,732 $218,494 $ 187,404
Operatingincome . . ............ 18,813(1) 37,122 29,526 16,573 22,613
Netincome ............... 13,543(1) 29,567 26,383 13,482 19,807
Net income per common and equivalent
share................... $ 054 $ 119 $ 1.08 $ 0.598 $ 0.90
Weighted average common shares and
equivalent shares outstanding . . . . . . 25,096 24,869 24,424 23,204 21,975
BALANCE SHEET DATA
Working capital .............. $ 132,733 $146,978 $162,171 $135.086 $ 124,781
Totalassets . ............... 346,128 297,383 251,955 204,780 182,808
Long-termdebt............... 1,400 1,985 409 538 404
Stockholders' equity . ... ........ 256,192 229,681 202,386 167,903 150,461

(1) Includes total nonrecurring charges for the Viérger and integration costs of $24.1 million (81&illion net of taxes). Excluding the
charges, operating income, net income and net iequen common share and equivalent share would e $39.3 million, $32.3 million

and $1.27, respectively.
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(Letter to the Stockholders - Pages 1 thru 8)

Photo (Bob Cohn)
LETTER TO STOCKHOLDERS

IN THE LETTER BELOW, | WOULD LIKE TO SPEAK TO YOU ROM MY HEART TO TELL YOU ABOUT OUR COMPANY AND
WHERE WE SEE OUR FUTURE. HOWEVER, IN THIS LITIGIOUSLIMATE WHERE COMPANIES ARE SUED IN CLASS ACTION
SUITS FOR EXPRESSING OPTIMISM IN THEIR FUTURE ANCHEN NOT ACHIEVING RESULTS PEOPLE EXPECT, OUR
LAWYERS HAVE ADVISED THAT WE ADD THIS WARNING. IN THE LETTER BELOW, | WOULD LIKE TO EXPRESS TO YOU
WHERE WE SEE OPPORTUNITIES FOR GROWTH (l.E., POTENT) AND DESCRIBE TO YOU THE KINDS OF THINGS WE
BELIEVE OCTEL MUST DO TO BE ABLE TO ACHIEVE THAT PDENTIAL. THESE ARE NOT PROJECTIONS OR PROMISES --
THEY ARE EXPRESSIONS OF WHAT WE SEE, WHAT WE WOUUDKE TO ACCOMPLISH AND WHAT WE ARE COMMITTED
TO WORK VERY HARD TO ATTEMPT. THERE ARE NO GUARANTIEES.

In many respects, fiscal 1994 marked a pivotal fpai®ctel's history. Our charter moving forwarddsmaintain our momentum and renew
the entrepreneurial spirit that has animated oorgany from its infancy. We believe there is a langportunity for Octel to grow at strong
rates in future years and an even bigger chancasftw increase the rate of profit growth and padbility. Fiscal 1995 will be a building year
as we catch up on strengthening our infrastruanceproduct offerings to enable us to take advantdghese opportunities.

We have plenty of opportunity in all of our busisegctors and in some new (related) areas thabaremerging. To some, "the voice mail
business" may seem like a slowing, maturing busitiest's losing its sparkle. To me, this is a besirthat's finally "caught on!" If we are
successful at our major projects and activitiescare become a major force in the telecommunicaiiwhsstry worldwide with great growth
to come.

Last year, with much enthusiasm, | rejoined Ocsgbesident and CEQ. Our company's continuing igdal provide better, faster and more
affordable products and services to improve compatitins using the telephone as a terminal. Thiswigowered our growth in fiscal 1994.
We are now leading Octel into its next phase ofwging during a period of exciting opportunity.

In this letter, I'd like to share with you why Nreastrong enthusiasm for this industry and pargidulOctel's potential to lead it at an exciting
pace. I'll try to explain where our potential issach market segment, why we are the best poditimninis industry to continue to lead and,
finally, where we think our growth will come frorithen I'd like to review our performance for the yaad some of the challenges we have
been dealing with as we look ahead.

LARGE POTENTIAL IN CPE

The market for our systems and services to corfpmsgtinstitutions and governments for their owa isscalled the CPE (Customer Premises
Equipment) market. We are proud to have the leadiagket share in CPE in virtually all geographieas. We have a very strong product
offering for our customers that is unparalleledhia industry. Our powerful voice processing produttich works with nearly every brand of
PBX system sold in the Western world, offers thstlie such features as voice mail, telephone ansgiesutomated attendant, information
center and powerful inter-system networking. Ttastpyear we introduced several very successfubfaducts so that our voice mail systems
take not only voice messages but fax messageslaSivese features can be retrofitted onto virtpalhy Octel(R) system shipped in the past.
We also began shipping Visual Mailbox(TM) for th&IX(R) product line. This is our first software offieg for desktop PCs that provides a
visual point of access to both fax and voice messi



We have the two most popular user interfaces imibiéd (Octel and

VMX). We have three extensive lines of proprietaaydware products that offer high reliability, higipacity and high performance to our
customers. We offer a line of PC-based voice mraitipcts that are sold both to small sites of magmounts as well as thousands of smaller
companies. We have also developed leading-edgadtmy that puts voice mail on a LAN system. As L&{NVANs and e-mail become
more pervasive and capable of much higher bandwialtidl as PCs become increasingly powerful, voidenray be provided on LANs. We
have partnered with the leadingr&il LAN Desktop software providers to deliver puatk in this area. Finally, our networking produaitew
customers to link any Octel systems together witbah convenience and soon will provide the sanmmectivity between VMX products
and all Octel products.

Our growth opportunities in CPE are from the foliogvareas:

- WITHIN NORTH AMERICA, SELLING SYSTEMS TO COMPANIE AND LOCATIONS THAT DO NOT NOW HAVE VOICE MAIL.
While some surveys suggest that over three-quastarsjor companies now have purchased voice mvailbelieve that a fair percentage of
the sites at these companies do not yet have wuédle

- OUTSIDE NORTH AMERICA, THE CPE MARKET IS JUST BHRBNING. It is probably where the U.S. market wasysars ago, and it
is possible that it could develop similarly in sealecountries. We are already seeing this growtfirbeng in the U.K., and we should see it
develop elsewhere over the next several years.réd/exgpanding our international sales force to preefiar and drive this growth.

- POWERFUL NEW FEATURES TO THE INSTALLED BASE. Wete only recently started to focus on taking adagetof our installed
base. With strong new features such as Visual Mzjlkax products and many important convenienctufea that respond to user demand,
we have a lot to sell to our installed base of 3@,8ystems. Further, only Octel can provide these fleatures to Octel systems previously
sold. In addition, as we continue to make technpkxghancements, we will offer customers attraatipgrade options.

- HELPING CUSTOMERS INCREASE THE AMOUNT OF VOICE MAON OUR SYSTEMS (RATHER THAN JUST TELEPHONE
ANSWERING). Today only about one-third of the peoplho use our systems understand the power of Waypmessaging" (see Voice
Processing Terms below). The remaining two-thirsks the system for telephone answering only. Thatsesrshould be reversed. We are
putting together programs and designing featurenhtmurage users to send voice mail more. If thigpbkns as we hope, then our customers
will need to expand the capacity of their systemiandle the increased usage. Only Octel canrseftoducts that increase the capacity on
Octel systems.

- REPLACEMENT MARKET. There are many older voiceihsystems in the market that were sold by competithat could be a good
opportunity for Octel to replace. We will offer cpeiling trade-in programs to replace other voicdl systems with Octel products.

- COST REDUCTIONS. On the margin side, we will bhgorously reducing our costs while at the same fimesasing our quality and
flexibility. In the past we did not put adequate
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resources into projects to reduce our costs foA8BpEen(R) line of product(1) and we believe tharsubstantial opportunity to do so.

- OCTEL NETWORK SERVICES. A valuable component to offering to customers is services (as opposesgtiteice). Some of our
customers don't want to buy hardware but woulderatbnt services. More importantly, many of ourgdime CPE customers are recognizing
the value of outsourcing the management of thegel@nd increasingly complex voice mail networksted through its subsidiary, Octel
Network Services (formerly Tigon), is the largestoe mail outsourcing organization in the world. Yéeeive recurring revenue from tl
activity and provide customers with system managgntkrough proprietary tools developed over maegrg, that no one else can provide.
Octel Network Services (ONS) provides many servinekiding complete voice mail network managemdistaster recovery, voice
processing services, operations management, sysidmigistration and project management. This istant tool against all of our
competitors and a major reason why many custontersse Octel as their primary supplier.

A major win for ONS along these lines occurred tfgar when EDS (Electronic Data Systems) selecté8 @s the voice processing service
provider both for EDS and for its customers thraughthe United States. Octel has sold CPE systel®®6 for many years. The success of
that alliance has now developed into a seven-ygr@ement whereby ONS will provide facilities managat and services for more than 100
Octel voice processing systems at EDS sites athessountry. There are many other long-term agre¢sitbat ONS has entered into with
companies such as Kodak, Texas Instruments, Blatkb&ntertainment and Raychem. Other ONS majdomes's include the government
offices of two midwestern states, a major autonebibnufacturer, one of the largest food congloresrahd one of the world's largest banks.

ONS has over 700,000 end users from over 600 cestmhe ability to provide the combination of gyss, services and facilities
management is available from very few (if any) otb@mpetitors and is an important advantage of lOcte

VIS MARKET IS ALSO HIGH POTENTIAL

The VIS (Voice Information Services) market is tharket where we sell our systems or services to@leompanies, cellular companies or
other service providers. They, in turn, rent thevise of voice mail, or other features of our sys$eto businesses or consumers. Services we
provide in this market are typically behind thersee That is, we private label the services sowmess don't know they are dealing directly
with Octel. For example, we provide all of Ameritécresidential voice mail services including tiagnand trouble calls but we do it in the
name of Ameritech's operating companies. In theg¢ cAmeritech markets the service with their naoteA® do all the "backroom" service
provision and trouble handling. Systems used iwviging these services are manufactured by Octel.

Machines that we sell to this market are typicatlyy high capacity, highly specialized systems #ratlocated inside the central office of a
phone company or service provider. We were thétiirenter this business and are proud to be lgatimorldwide. Our Sierra(R) product
has been the leader in this market and this yearaxpanded by shipment of our clustered Sierrasy#iat offers system capacity of 432
ports, about triple the ports of our previouslygkst system. Sierra meets the tough Network Equipme

(1) This includes the Branch(R), Branch XP, Aspgn{faxum(R) and XC1000 products.
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Building Standards (NEBS) often required of geanganto central offices as well as offering unpielad reliability. Our direct sales
organization is very experienced and the servicesaipport network is a strong competitive weapbanything should happen to our
systems, our customers can rely on prompt and tighrservice -- something very critical when thevees they offer, namely voice
processing, are critical to their customers. Ini,fa@ believe that our service and support orgdiozas a strategic weapon. Worldwide -- and
in most geographic areas -- our market share istaotially higher than any competitor.

In North America, virtually all the major cellulaompanies and phone companies use our productseavides. Overseas, we have sold
substantial installations to many wireless prowsdarEurope and elsewhere, and we see that asrggiotential market. Residential use of
the technology is widespread in the U.S. and Cabatldarely starting overseas.

The product is a natural for wireless phones (ti&lular) because it is the best and most econdwiag to provide telephone answering for
these types of phones. While it is of great bertefihe consumer, it also is a major revenue géoefar the wireless provider in that our
systems "pay for themselves" in one to two yeath@butset and very often in less than a year.

Our growth opportunities in VIS are from the follmg areas:

GROWTH IN THE WIRELESS MARKET. Overseas, wirelessyiders are growing at a faster rate than we emplup with. That growth is
quite remarkable and we believe we should be afottedront of that. Competition is increasing bug vave many important installations,
product strengths and support benefits that wil fus be one of the (if not "the") major playetlimse markets. In North America, there are
two areas of potential for us. First, other wirslpsoviders are springing up beyond the two cellptaviders now common in most cities.
Since voice mail is such a strong offering in tHestess market, we believe the new providers widhtwoice mail for all subscribers as part
of their basic offering. Second, cellular providare looking for new services to increase netwadge now that they are attracting large
amounts of users who buy phones for casual or emeyguse but don't use them much. We have jusidatred some new services that are
meeting with good response and that can increaseorieusage by casual users in a way that bergdits the consumer and the cellular
company. This may add a new dimension to voice syailems already installed and give us a potetatisgll additional software to our large
base of installed systems.

We are working diligently on making our systems enfbexible to meet the highly specialized needsaith of these markets so that we wi
much business as we can. These changes to oumsysi# be backward retrofittable to all our systebut will give us substantially more
expandability and flexibility than we currently lawVe believe that Sierra is a very strong offetodpy. But with these changes, which will
take some time to develop, we hope to make Siematough to beat. As with CPE, we are expandingoeerseas sales organization to
address this market growth.

VOICE MESSAGING IN THE RESIDENTIAL MARKET (servicesffered to consumers at their home phones) hag gagential. Millions

of people are using voice mail from their homes nlowmt it is a fraction of who could and should. agdalmost all residential offerings are
telephone answering. Experiments done with ourpgant in the province of New Brunswick, CanadaNeyv Brunswick Tel have shown
that voice messaging has even greater potentialtéiephone answering. Voice messaging would attmssaging between two parties where
they didn't originally place a phone call. For exden a little league coach could send a messagk tioe parents of a team advising of
changes in the practice schedule. With voice mésgagchools could improve communications betwesichiers and parents or between
parents and parents. This is done by recordingagesson our system and sending them to singlend#istis or to group lists (lists of home
phone numbers). Initial usage in these areas hexs\mry successful. Over
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time, the concept of voice mail rather than teleghanswering would dramatically increase the needystems in phone companies. We
believe Octel has a competitive advantage in voiaé services because we have the greatest experveth it among all competitors.

OCTEL NETWORK SERVICES, mentioned previously in thiscussion on the CPE business, also is an imggstace of our VIS business.
ONS provides an important tool in that we can oéfiey service provider full turn-key service prowisincluding training and trouble calls.
The phone company (or service provider) can focumarketing, billing and getting to market muchtiéaghan if they owned and managed
their own systems. We supply voice mailboxes ta @@®,000 residential customers at Ameritech, titbnastern Regional Bell Operating
Company, and the number is growing rapidly eachttnolmeritech also markets ONS-supplied voice nuaiis and other services to its
small business and Centrex customers. Amerite@ntcsigned a multimillion dollar agreement foettielivery of expanded services
through the end of the decade.

A major milestone for ONS occurred in the fourtlader of fiscal 1994 when we signed a large contréth a major long distance carrier
allowing ONS to provide all capabilities in suppoftits private branded voice messaging serviceroff to its corporate accounts. ONS
forged a number of other strategic partnershipk sétrvice providers including Cable and Wireless lslifrS Intelenet, Inc., a wholly owned
subsidiary of MFS Communications Company Inc., \e®NS provides private labeled services that arearketed by the service providers.

VIRTUAL TELEPHONES presents perhaps the biggesépiidl in the company. Emerging countries arerié ainstall telephones to
consumers very quickly for many reasons. It isafigrally an issue of money -- it's more structuPlbne lines can't be laid quickly and in
many cases the buildings are inadequate to wirageently. Yet, without phone service, the basimeouwy is stuck. By installing a very lar
voice mail system at each central office, the phmmapany can immediately provide any consumer a@mumber and a voice mailbox.
While the conversation is not "real time," peopd@ eow get the equivalent of having a phone withbetactual hardware. All they do is gc
any pay phone and check messages. They can aldongmsages from any pay phone to anyone elses r@dbox. Octel has major
installations in Brazil and China and early usage Ibeen very positive. We believe this market cbeldalidated within the next few years
and could present a multibillion dollar potentiagignificant population groups in emerging cousdradopt this concept. Octel was one of the
first to enter this market, and we are working hartuild products, services and infrastructureun attempt to win the leadership in what

will certainly be a large but competitive market.

1994 - A BREAKTHROUGH YEAR

On March 31, 1994, Octel merged with VMX, Inc.,iameer and major force in the CPE segment of theevarocessing market. The
strengths of the two companies are complementatydlhadd significant value for our customers, dayees and shareholders.

So far, the transition has been smooth, with ragihration taking place in all areas of the comypaide are continuing to support fully both
the Octel and VMX product lines, offering users axged product features and software upgrades.

Together, Octel and VMX constitute a powerful glopesence, supplying products in over 42 countrigh a combined installed base of
37,000 systems and over 28,000 customers, enhaapadbilities to deliver voice processing softward aervices and a broader range of
voice processing technology joining forces on neadpcts that link PCs, LANs and voice processingiggent.
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Results of fiscal 1994 reflected success in all#emestic and international markets, including eor premise equipment (CPE), voice
information services (VIS) and customer servicest ldvenues for the year grew by 20% to a recodb 4million, as compared to fiscal
1993. Net income was $32.3 million, or $1.27 perrshexcluding certain mergeglated charges taken in the third quarter. Afetutting th
one-time merger related charges, net income was$ilion, or $.54 per share.

In the fourth quarter the first full quarter after the Octel/VMX mergeet revenues increased 15% from the fourth quaft&993, to $116.
million, and net income rose by 4%, to $10.7 milliar $.43 per share. These results demonstratéveosiistomer response to Octel's broad
set of equipment and service offerings. While ampetitors had hoped our merger would not be aeddpy our customers, our fourth
quarter performance was quite strong and showshbeatombination of VMX and Octel was well accepbgdour customers and is
meaningful to the marketplace.

In fiscal 1994 we completed our new corporate haadgrs and are very proud of our new home. Itfigeabuilding complex encompassing
368,000 square feet of space. The project was aiatgpbn-time and within 2% of budget. This new casxpands our space by over 70%
and will lower our per-square-foot occupancy cgstatound 30%. It will also house all of the emplegdocated at the former VMX San Jose
headquarters.

The facility was designed from the outset to prevédbetter working environment for our employetsohtains over 300 tons of electronic
gear for our engineering group as well as stateefrt telephone and data communications geavinyone. It has a complete fithess center
and incorporates advanced, energy-efficient lightind heating systems. Among many other attribthesfacility improves communications
between employees by making it easier to get areuititn the five buildings. A large cafeteria am@tpark-like landscaping behind the
buildings provides a setting that increases em@adyteraction and communications. Initial reactionhe facility by our employees has been
very positive. The work environment has improveldssantially, the facility is nicer, it's less cgsthan before -- and it is ours!

STRENGTHENED MANAGEMENT TEAM

Octel achieved another goal in fiscal 1994 -- brniggogether the most experienced and talented bedhe industry to help us reach our
objectives. During the year, we appointed three vie presidents. Mike Gilbert joined us as vicegident of engineering to head up our
CPE, VIS, core technology and VMX engineering gmudargaret Norton, formerly director of VIS mairiket, was promoted to vice
president of VIS marketing, and Carol Snell regejained Octel as vice president of CPE marketifvg. were also very fortunate to add to
our company several key executives from VMX as pathe merger. Dave Ladd, one of the founderfiefgredecessor to VMX (OPCOM)
now an executive vice president and chief technotifjicer of Octel. Ed Mattiuz, formerly the chieperating officer of VMX, is now our
vice president running international operationsy Béynn, formerly executive vice president of sedé¥MX, is now a vice president in
charge of several key channels of distributionun gales organization. Charlie Singmaster, formeidg president of manufacturing at VMX,
is now a vice president at Octel in charge of thur manufacturing.

We set a goal this year to strengthen the boatiteirareas of operations, finance and internatibusiness. Toward that goal, we are honored
to have added three new board members. They aredaddman, chairman and CEO of Merix Corporatiod armer Apple executive;

Anson Beard, Jr., a 32-year veteran of the investinanking business and former managing directddafgan Stanley & Co. Incorporated;
and Nathaniel de Rothschild, a French nationalpedident of a private investment company.
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MAJOR USES FOR OUR CASH

Octel is making major investments in its future dgse we believe that there is much potential s lthisiness if we execute properly. We
believe that we are investing as much as we caorllis strengthening our fundamentals and buildingstrengths. In addition, we have u
cash from operations to purchase our new facikityawse it will save us money and improve the waskrenment. We have made some
acquisitions (some with cash, some with stock) beeave believe these new businesses are stratggnspbrtant to our business. We also
believe that, at certain prices, the purchase e€IGtock is an excellent use of the cash thatddyced from operations. As a result, we
announced the intention of repurchasing 3.5 milibares of the company's common stock from opekehpurchases. This program should
have the effect of reducing the overall numberhaires outstanding and increasing the earningshaee sThe program may take some time to
complete but is currently well under way.

PATENTS AND LITIGATION

Octel has always had great respect for the lawirsetlectual property. We hold 31 patents and hE®enore pending. Several of the patents
we hold are the definitive patents for voice maitlaoice processing. We have purchased licensesefaral patents from companies
whenever we believed the technology would helprustenever we thought we might infringe someone'glisitellectual property. We have
tried to negotiate fairly and equitably in all slidensing discussions and will continue to dorsthie future. In addition, we have tried to
settle disputes as quickly and efficiently as passin the past, rarely resorting to the courtsdigpute resolution.

Unfortunately, it has become a common practickénd.S. for holders of some obscure patents t@sceessful companies for infringement
of these patents. Sadly, these claims are oftdrowitany merit, but the legal system tries to lixeafiad allows these actions to enter the co
Very often, leading companies, faced with the pescspf multimillion dollar litigation by these "pat pirates,” have settled out of court for
hundreds of thousands -- and sometimes millioo$ dollars because (in the short term) it may beagler than the legal fees, faster than the
litigation process and avoids the unproductive wadteful usage of key employees' time that woulddyesumed in the litigation process.
Because there are a large number of these facinigdustry, Octel has taken the position that it wigorously defend in court any action
asserted against the company that is without raerihat we can show that meritless actions takamagthe company will not be profitable
for the plaintiff. We believe that this is in thedi long-term interest of stockholders even thatigtvolves some risk because of the inherent
uncertainty of the legal process.

THE FUTURE IS HERE

Voice mail is a technology that's here to stay beeat addresses the way people behave and comamelriihe telephone is generally an
intrusive device -- it is convenient for the calbert often not for the person being called. Yeteaommunication is natural, and
communication through voice mail makes telephooimmunication less intrusive, more efficient anderasn a recent survey of employees
in Fortune 500 companies, voice mail was citedgijg margin) as the tool that improves office prtdrity the most. And voice mail is now
bringing ever increasing help to people by enakiiegtelephone to be the gateway to other infolwnagiich as fax and "voiced" computer
information. Voice processing technology is nowesgling to homes, mobile phones and even to "vighahes." This widespread accepts
of the technology is opening up new and large ntarted great opportunities for Octel. We beliexat tommunication via voice mail will
someday be as pervasive as communication by
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letter -- not just within a corporation, but betwageeople anywhere. We are committed to keepingl@ttie forefront of this exciting
technology.

While 1994 proved to be a breakthrough year -- linctv we merged Octel and VMX, broadened our manketddwide, built on our existing
customer base and greatly enlarged our range diipts and services -- we have new opportunitieg/edlsas challenges, ahead of us. In
fiscal 1995, we have five targets: to focus inténse customer satisfaction, improve our gross nms,geduce operating expenses, improve
our competitive position and lower our cost of dpbusiness. In short -- to knock the ball out @f fiark.

Octel became the leader in its field by being thstpexecuting well, treating its customers witbremous respect and being a great place to
work. This year we launched several programs tiveethese values and we will continue to do so wigor. We have reorganized much of
the management team, de-divisionalized the compameke things happen faster and focused the coygranlear and simple corporate
objectives. We are reviving the entrepreneurialispeducing or eliminating bureaucracy wherevdrds crept into the organization, speeding
up our decision-making process and increasing atability. From a product perspective, we have mexuiting products and services under
development that are targeted to provide our custewith increased value and make a good dentricampetitors' offerings. By making
Octel an easier company with which to do busingseamlining our operations, improving our margansl exploiting several new and
existing markets, we believe our future has greté¢ntial. We think these changes will result inagieimproved results. But it's also true that
these changes will take time to happen. Resulis freese actions should start appearing by the &fiscal 1995 or the beginning of fiscal
1996.

We thank our customers, employees and stockholdetBeir consistent support throughout the yeand look forward to an even more
exciting partnership in fiscal 1995.

Robert Cohn
Chairman and Chief Executive Officer



(Sidebar to Letter to Stockholders)
VOICE PROCESSING TERMS

*AUTOMATED ATTENDANT. When you call the main numbeif a company, the automated attendant asks yeot&y an extension
number or the name of person you are trying totlrelien transfers your call to that extension.

*INFORMATION CENTER MAILBOXES. Lets you call a spdic mailbox that stores recorded information onanncements. These
mailboxes can be configured for simple voice anweuments (listen only) or they can allow callersdoord replies to announcements (listen
and reply).

*ENHANCED CALL PROCESSING. Lets you route yoursglfspecific people, departments, Information Centailboxes or other
information resources within an organization byssireg single digits on your touchtone phone.

*FAX FEATURES. A variety of features that includexfon demand (gives you 24-hour access to a lilobsyored fax documents), fax store
and forward (lets you receive and forward fax doents--just as you would your voice mail messageswithe same mailbox), fax broadcast
(lets you send documents to multiple fax devicdh wisingle address command), and fax overflowr@ntaes that your faxes will be
received even when your fax device is busy or éseovice).

*NETWORKING. Lets you send a voice mail messag®ssia network to someone on a different voice syailem at another location by
entering a network address and their mailbox number

*OCTELFORMS. Lets you use your voice messagingesysas an information collection tool. Those whda tted OctelForms mailbox are
asked a series of questions. Their responsesuy@htone or audio format) are stored in sequenckafer review and processing.

*TELEPHONE ANSWERING. Allows others to call and lemaa voice mail message for you when you are om gbane or away from your
desk.

*TWO-WAY MESSAGING. Lets you record and send a einail message to someone. After listening to yoessage, they can record a
reply message and send it back to you. -way messaging lets you communicate effectively withers without having to talk livi



(Sidebar to Letter to Stockholders)

Voice Mail is Like Sending a Letter

TO SEND ALETTER.. ..

You write a letter to John Smith. [Drawing of womariting a letter]
You post the letter. [Drawing of mailbox]

The postal system delivers your letter to John Bminailbox.

[Drawing of John Smith's mailbox]
John Smith gets the letter from his mailbox. [Dnagvdof John Smith opening the letter]
TO SEND A VOICEMAIL MESSAGE . ..
You record a message for John Smith. [Drawing afhan recording a message]
Leave the message on Octel's voice mail systenawbg of the Octel System]

Octel's voice mail system delivers your messaglhm Smith's voice mailbox. [Drawing of Octel Systdelivering message to John Smith's
mailbox]

John Smith enters his mailbox and listens to yoessage. [Drawing of John Smith listening to thesags]



(Sidebar to Letter to Stockholders)

[Four bar charts depicting financial results over past three fiscal years:

net revenues of $406.2 million in fiscal 1994, $33®illion in fiscal 1993 and $262.7 million in fial 1992; operating income of $18.8
million in fiscal 1994, $37.1 million in fiscal 13%nd $429.5 million in fiscal 1992; net income&$af3.5 million in fiscal 1994, $29.6 million
in fiscal 1993 and $26.4 million in fiscal 1992 da@arnings per share of $0.54 in fiscal 1994, $inXBcal 1993 and $1.08 in fiscal 199



(Sidebar to Letter to Stockholders)

[Four bar charts depicting Octel's growth overphst three fiscal years:

international revenues of $97.4 million in fisc&O#, $80.7 million in fiscal 1993 and $58.7 millianfiscal 1992; research and development
expenses of $58.3 million in fiscal 1994, $44.4lioml in fiscal 1993 and $32.3 million in fiscal 1B%ystem base of 37,012 systems in fiscal
1994, 19,600 systems in fiscal 1993 and 11,36 &sysin fiscal 1992; and customer base of 28,40fbmess in fiscal 1994, 20,400
customers in fiscal 1993 and 12,143 customersaafil992.



(Sidebar for last page for Letter to Stockholders)
Why Voice Mail?
Voice mail lets you exchange information:

0 FASTER... by letting you quickly record and senghessage--or reply to one. Eliminated are repestethpts to reach someone "live" or
having to dictate your message to an administratsgistant. And you can also send a message tmbenwf people simultaneously.

0 MORE ACCURATELY... by leaving your complete megsan full, in your own voice. Potential inaccumginherent in "pink slips" are
eliminated.

o AND MORE COST EFFECTIVELY... by ensuring that yoommunicate the information concisely on the firgt There's no "telephone
tag" or needless callbacks. Telephone calls argestend to the point.

0 SO YOU CAN BE MORE PRODUCTIVE. Voice mail allowsu to send and respond to more messages inessYiou can also send &
receive messages at any t--day or nigh--whenever it is most convenient for you. Interrupi@re minimizec
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PART |
ITEM 1. BUSINESS

Octel Communications Corporation ("Octel" or theot@pany") designs, manufactures and markets vofoenmation processing systems and
services that use the touch-tone telephone agihmnal and the fax machine as the printer. Thasé@fiunctional, specialized computers and
personal computer-based systems allow users tegatanage and integrate multiple forms of inforomatvoice, image and data--across the
telephone network in a single call from any touchet telephone in the world. Users with a mailboxaamice information processing system,
referred to as "subscribers," can send or retri@iee messages, receive and forward faxes, and@eardrieve data stored in computers at
any time from any touch-tone telephone. The Comsatig its systems to organizations of all sizestarproviders of voice information
services. Through Octel Network Services ("ONSyhferly Tigon Corporation), the Company also prosigieice information processing-
related services to telephone companies and lang@ations.

The Company was incorporated in Delaware in Decerh®®9 as the successor to a California corporatimha related corporation and
research and development limited partnershipfiimshed in 1982.

INTRODUCTION

During the last several years, technologies sugieesonal computers, electronic mail, fax machitees| area networks and the expansion of
the client/server computing environment have gaingtkspread acceptance. Recently, newer technalagieh as hand-held computing
devices and multimedia computer workstations hés@ @merged. In spite of these developments, sigmif improvement in employee
productivity have proven to be elusive, particylddr knowledge workers. These technologies histdly have been offered by different
groups of vendors as single-purpose systems thatatjy do not work together and must be suppoatedl managed separately. Voice
information processing enhances knowledge workedyetivity by enhancing the user's ability to ascasd manage information through,

by improving integration among, these technologf¥eductivity is improved in a number of ways, imdihg nonsimultaneous verbal
communication via digitized voice messages, stoeageretrieval of computer-based data over teleplioes, convenient access to pre-
recorded audio information, and convenient and ree@trieval and distribution of written documenits fax.

The Company's customers use voice information g technology as an information resource toesfda number of objectives, includ
enhanced business competitiveness, improved custsméce, increased operating flexibility, greaterployee productivity, higher revenues
and reduced operating costs. Organizations caizeespecific hard-dollar savings from the technglbgcause voice messages tend to be
shorter than normal telephone conversations andekd for callbacks is reduced by the ability dieca to leave detailed messages. Further,
users may now retrieve data and documents withaualn intervention, 24 hours per day. In additibe, staff required for telephone
answering and message taking may be reduced, edntjniries and requests can be handled automgtarad callers may route their own
calls to desired extensions, even aftetr's, rather than relying on a company operatbiatalle calls. Finally, with fax processing capiéibs,
subscribers can efficiently store, retrieve andrestl fax documents using any touch-tone telephone.

Voice information service ("VIS") providers purcleasoice information processing systems and prosé@eices to their customers, including
residential customers, small businesses, Centrgomers and users of wireless telephones. Thegeesare generally available for a
monthly charge for rental of a voice mailbox. Seevproviders gain direct revenue through rentadime as well as indirect revenue such as
increased wireless telephone connect time and messat fees.

MARKETS AND PRODUCT STRATEGY

The Company focuses on two principal customer markaustomer Premise Equipment ("CPE") customensvd8 providers. Octel
addresses these markets both in the United Stadeim@rnationally. Although Octel's voice
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information processing technologies address b@CRE and VIS markets, there are some differenegelen these markets in terms of
product characteristics, services requirementsiloligion channels and competition.

Octel was founded to develop and market voice @msing products and services and introduced itssystem in mid-1984. The Company
initially focused its product development, saled ararketing efforts on providing voice processimgducts to large corporate customers. In
the ensuing years, the Company has expanded itemmado include telephone companies, wireless lelep operators and service bureaus;
small and medium-sized businesses; federal, statelocal governments; medical organizations; anideusities and other nonprofit
organizations. Geographically, the Company hasmedkpd its sales activities from the United Statesughout North America and to
countries on all four other continents. Productamdements have included the expansion of the ptdidecto include a broad range of sizes
of systems and a broad set of features and applisat

In March 1994, the Company acquired VMX, Inc., aigeer, manufacturer and marketer of integratedesprocessing systems and software
products that permit the creation of customer-digecdbmmunications solutions. This acquisition bettables the Company to provide a
broader range of voice processing applicationsléoger installed base of customers and strengtthen€ompany's efforts to develop two
new fast-growing product markets: PC-based voioegssing and departmental solutions for voice-natiegl e-mail. As part of the
acquisition, the Company also acquired VMX's Rhet@ubsidiary, a designer and manufacturer of pigitiermance voice processing
components (board-level hardware and operatingsysbftware) for PCs.

Customer Premise Equipment

A significant market opportunity in the voice infoation processing market is in selling voice infation processing systems to large and
medium-size organizations and their branch locatenmd small, single-site organizations. In thig@uer market, the system is installed on
the customer's premise and connected to a compaB)s Centrex or other telephone system. Someeftbmpany's voice information
processing systems may also interface with theooust's computer systems to access various forimapfation, such as databases. Octel
has been particularly successful in penetratingA& markets in the U.S. and Canada, and belibats$his market continues to offer a
significant opportunity for future sales of prodsicapplications and services. The Company is asticppating in the small business market,
which is among the fastest growing areas of vaif@rmation processing, through its VMX 100 and Pa3dxd products. The Company
believes that, in addition to sales to new custairits continued success in the U.S. and Canadtahr@arkets will be increasingly depenc
upon several factors: purchases by large organirmatvith voicemail technology switching to the Ca@mp's products or expanding the
capacity of their networks; purchases by large wimgdgions of new applications such as fax and auéve voice response ("IVR") access to
computer databases; and sales to smaller entftlesexpensive voice information processing emeipt.

Most other countries are behind the United Statéke development of their CPE market. The saleiafe information processing systems
and services in most international countries igesuttio various regulatory requirements. Theseletgry requirements generally deal with
electrical equipment safety requirements, telephw@ierork connection regulations and integratiorhiABXs. Meeting these regulatory
requirements can require modifications to systerdware and software. Additional software and docotaiEon changes, such as conversion
of voice prompts to foreign languages, are requimatbn-English-speaking countries. The processaing necessary system modifications
and obtaining government approvals in countriesidatof the United States is often complex and{tm@suming. Subject to such regulati
and required product changes, as well as to differe in culture and business practices and théahidy of touch-tone telephones, the
Company believes that the international CPE manriat experience growth similar to or more rapid ttieat of North America. The speed
and extent of this eventual development is diftitalpredict, although the Company believes thganizations and individuals in many
countries outside of North America generally faoenmunication problems similar to those which thenpany is addressing in its North
American CPE market.

Large and medium-size organizations typically plgsat importance on employee productivity andapid and facile communication of
information within and across complex organizatlateuctures, disparate geographic locations afidrdnt time zones. These customers
have multiple locations and may use PBX systents faovariety of vendors as well as Centrex senscgplied by local telephone
companies, and they want their voice
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information processing systems to integrate withRIBX or Centrex at each location. Multi-site castos also require that their systems
support needs ranging from as few as 20 to 100csibless in smaller offices to as many as sevewlshnd subscribers in large headquarters
installations. These customers typically requirgtesyns that can be connected in a large voice pmgesetwork, permitting the efficient
exchange of voice messages among subscribers sy@tems in different locations.

Small-size organizations, especially single-sitsibesses, require voice information processingluifias that are simple to use and cost-
effective. As with large organizations, improvedpoyee productivity and the ability to cut costsdatomating activities are important.
Systems for these customers must support from 10@esubscribers and must be compatible with sREBX and hybrid telephone systems.

The Company's voice information processing systesdyrt line has a number of characteristics thaiGbmpany believes are important to
organizations of all sizes:

. Integration of Multiple Technologies: With recsndeveloped products, Octel provides customerh mtiegrated access to the
communications technologies of various media typelsiding voice, fax and data in a single telephoak using the telephone as a terminal.

. Broad Range of Features: Octel provides a braage of features that have been designed to enbhasggess competitiveness, improve
customer service, increase operating flexibilihgrease employee productivity and reduce commuaitatosts.

. Broad Product Line: Octel offers systems for GREtomer locations from small offices with as fem28 subscribers to very large sites with
thousands of subscribers.

. Upgradability: Octel's products are capable afidpeipgraded in both port capacity and disk driveihory) capacity as an organization
becomes larger or makes greater use of voice irdtiom processing.

. Investment Protection: Octel operates with agsuiphy of protecting the investment that the custdnas made in voice information
processing. Octel provides a smooth product updirate a financial, system administration and endryserspective.

. Reliability and Maintenance: Octel's productsdesigned and manufactured to be highly reliabtetamequire minimal maintenance.

. Broad Range of PBX and Centrex Integration: Oztadice information processing systems can beiated with virtually all major PBX
brands, key telephone systems and Centrex systems.

. Networking: A large number of Octel systems carcbnnected in a network to permit subscribergtond, respond to, forward and
distribute messages to individuals with mailboxesughout the network.

. Simple System Management: Octel systems areaddailvith a variety of management reporting packagesimplify administration and
increase system usage and effectiveness.

The Company works closely with its CPE customensrtderstand product requirements. Octel may benedjto incur significant
expenditures to develop new or enhance existindumts or features, especially within the area oftiple technology applications, which is
new to the Company's customers. Although thergigeace of market acceptance of the integratiovoade, fax and data, and the Company
believes that its applications are competitive witterings by other companies, there can be norassa of a high level of customer demand
for these applications.
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Voice Information Services

VIS providers generally purchase voice informatioacessing systems and resell services to theiomss, including residential customers,
small businesses and users of wireless teleph®hese services are generally available for a mgpmthérge for rental of a voice mailbox.
Service providers gain direct revenue through téntmme as well as indirect revenue such as ise@avireless telephone connect time.

The worldwide VIS market has recently grown mongidly than the CPE market and represents a sigmifiopportunity for future sales of
products, applications and services. The majoooost types in this market include independent serbiureaus, regional Bell operating
companies ("RBOCs"), independent telephone companithe United States, governmentally or privatined telephone systems in other
countries and wireless service providers locateauifhout the world. The rate of market developnvamies substantially among VIS
providers, depending upon regulatory, competitive ather factors. Some providers, especially tfiwslee United States, are in full scale
deployment, while others are still in the trialgsta

Telephone companies in the U.S. and Canada, imguatith RBOCs and independent telephone compamiesffering voice processing
services, such as telephone answering and voiceasdienhanced"” or "information” services to thesgidential, small business and Centrex
customers. All of the RBOCs and many of the indejeen telephone companies in the United States begen the deployment of certain of
these services. Some of these telephone compamiedimited the availability of these services tormdensely populated areas, while others
have made the services available to a large poadfidineir customer base. Although the deploymentadée services in countries outside the
United States has been limited, the Company hastia@ successes in penetrating the internatioraivdrket. The Company believes that
an important factor in continuing its success Wélits ability to increase sales to customerseéniiternational market. As in the international
CPE market, the sale of voice information procagsiystems to international VIS customers is sulifggtirious regulatory requirements and
the development of hardware and software compormempatible with local specifications in areas sashanguage support and telephone
network connectivity.

Wireless telephone operators view voice procesasngn attractive source of new revenue in the fifrincreased air time as well as monthly
service charges, and users of wireless telephamésHfat voice information processing services tegh®ers communicate with them. Wireless
telephone companies that have purchased Octelraguignclude all of the RBOCs, McCaw, Bell Mobilitgantel and other wireline and
nonwireline wireless providers in the U.S., Bahr&nlivia, Brazil, Canada, Ecuador, Finland, Frar@ermany, Hong Kong, ltaly, Japan,
Malaysia, Mexico, New Zealand, Portugal and thetéthKingdom.

The Company's primary product for the VIS markediesrra(R), a multi-application voice informatioropessing system specifically designed
to meet the special needs of telephone companéesther VIS customers. Sierra's key characteristibéch the Company believes make it a
suitable platform for most customers in the VIS kegrare as follows:

. Expandable to 432 Ports: Single Sierra systemgxqrandable from 48 ports to 144 ports. A higleddéer optic backbone enables
clustering of up to 3 Sierra systems for a totad &2 ports and 2,016 hours of message storageexipendability of this system allows for
cost-effective system growth to serve up to 60,068€)s.

. High Reliability and Maximum System Availabilitfhe Sierra system was designed by Octel with fipeelephone company central office
standards in mind. The product meets Bellcore'svbidt Equipment Building Systems (NEBS) standardsckBip processor cards within the

system minimize downtime caused by failure of ayary component. Line cards and telephone interfacds as well as power supplies are

replaceable without a service interruption (hofgalility). Disk drives will be hot pluggable in atéire product release.
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. Supports Multiple Markets and Applications: Aglm Sierra system will support residential, smabibess and large business voice
processing applications. The Sierra platform w#basupport the multiple technology applicationaitable on other Octel systems.

. Architecturally Designed for High Performanceditributed architecture, using as many as 18 géperpose microprocessors and 72
specialized digital signal processors (DSPs) pdr{dett system and a real-time operating systemimies processing bottlenecks and
maintains rapid response time for end users. A-Hualarchitecture quickly moves information throoghthe Sierra system.

In February 1994, the Company launched its TotaliSe Solutions ("TSS") strategy for the VIS marl®@tilt on the Sierra platform, TSS
includes applications tool kits for the developmeftevenue-generating services, turnkey applioatend system integration services. For
example, the Call Message Delivery Tool Kit alldi@sthe recording and subsequent delivery of messaguch as reminder calls and wake-
up calls--via outcalling to a designated telephoumber. The TSS products and services are destgrieglp VIS providers worldwide
develop and introduce enhanced services as quacidyefficiently as possible. The Company intendsotatinue to work closely with VIS
customers to understand their product and servempsrements. Octel may be required to incur sigaift expenditures to develop new
products or features, including customized feattwaneet the market needs of particular customers.

Through ONS, the Company is the world's largespbepof network management services for compacie®sing to outsource all or part of
their voice processing network. ONS provides comepteetwork management solutions, including voiaepssing services, operations
management, systems administration and project geanent; network monitoring services; communicaticoigtingency services; and
administrative services, including end-user support

In fiscal 1993, the Company made its first saletheinternational market for "virtual telephongpéications. Such applications use the voice
mailbox as a substitute for simultaneous commuitindh those countries in which basic telephoneiseris difficult or costly to obtain.

Since widescale deployment of virtual telephoner@syet occurred, there is no assurance that &ahfor such applications will develop.
However, the Company believes that virtual teleghapplications may represent a significant oppdastun the international VIS market
segment in the future.

PRODUCTS

The Company provides a variety of products, appboa and service offerings to address the voitmimation processing needs of
organizations of all sizes. The Company's voicermftion processing system technology addresseasetimds of both of the Company's
customer markets. The Company's voice informatiocgssing software for PC-based systems addrdsseg¢ds of small organizations and
smaller branch sites of large organizations. Serpioducts offered by the Company are made availabboth business organizations and
VIS providers.

Voice Information Processing Systems

Octel's voice information processing systems aeeigfized computers that support the Company'ssite set of applications. These
systems include a retifne operating software system, input/output andssfe technology, telephone network and PBX integraapability,
and computer system connectivity hardware and soéwrhese systems also include standard systéandsand optional applications.

The Company provides a broad family of voice infatimn processing systems, with extensive featteésphone switch integrations and
networking capabilities. Products range from twetgystems for as few as 20 subscribers to 4329ystems for up to 60,000 subscribers in
certain VIS applications. The number of ports detaes the number of simultaneous telephone calistem can handle. Octel's products
provide customers the flexibility to configure aa®information processing system to meet theitigaar needs for ports and message
storage capacity. The applications solutions thetbaailable to the user include the following:
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. Voice Mail enables any subscriber to send a ngesgaany other subscriber 24 hours per day withalling the subscriber directly.
. Telephone Answering answers any busy or unanswietephone day or night and takes a detailed woiegsage.
. Outcalling initiates a call to a user-specifiadnber to notify him that a message has been reteive

. Automated Attendant answers incoming calls t®X Br Centrex and allows callers to direct calldef®phone extensions without the use of
a human operator.

. Call Processing uses an interactive customizeturfimnction to provide sophisticated call routi@@mpanies and departments that receive a
heavy volume of calls can use call processingéatermenus that are presented to callers. Calépsoty menus are easily custbmilt by the
customer to meet a customer's specific requirements

. Voice Forms provide a way to collect detailecbinfiation from callers by presenting a "form" ina®iand enabling callers to fill out the
form using verbal responses or touohe inputs. This feature makes the form compledioplication feasible 24 hours a day and can edits
the need for extra call staffing to handle largiéwaumes at peak calling times.

. IVR Development Tools permit the developmentmflecations that access data within a host computéiom a locally stored database via
a touch-tone phone.

. Fax-On-Demand allows callers to use traditiormat® processing features to access the pre-stexédrt graphic information that the caller
desires and to have that information deliveredhémt via fax to any caller-selected location. Faxdemand can store thousands of fax
documents for fax publishing retrieval 24 hoursag,deven days a week.

. Audiotex collects, processes and distributesrmédion via the telephone. Information may be ddeaded by satellite feed or through dial-
up telephone lines using pre-recorded audiotapégeorecordings. Contributors of information to andiotex application could include other
employees within a caller's company, a local bussire radio station, or national providers of newsh as a Dow Jones or Ciscorp Voice
Information. Public access applications includéutat gateway services and "talking Yellow Pageghile subscriber-specific applications
include personalized audio clipping services inahtinformation is tailored to the needs of an iidlinal subscriber.

. Fax Mail allows fax images to be received and agaad within a standard mailbox in the same mansn&oae messages. Once in the
mailbox, subscribers can print the fax with a peedized cover sheet, archive it, delete it, distighit or redirect it. When faxes are sent to
other mailbox subscribers, a voice message caftdhad providing introductory or clarifying remark

. Fax Broadcast allows a fax to be sent automéfit@imany fax machines. Instead of manually segdiriax to several individuals, fax
broadcast schedules automatic distribution of aufrg one simple set of instructions. Individuedlzover sheets with the recipients’ names
are also automatically created and sent.

. Fax Overflow Capability allows incoming faxestie redirected when a fax machine is busy or oseofice.

. Mixed Media Applications. Various combinationstbhé above capabilities may be integrated with aaierpdatabases and other information
systems to provide customer-specific communicatsmhstions.
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. Applications Software. The merger with VMX addegowerful family of application development totdsthe Company's product line.
VMXworks(TM) forms the application and developmemntiironment for Worksolutions applications suctpeepackaged off-the-shelf
software products, template software productsdhatbe easily modified to meet customer-specifaxseand completely customized
applications designed to the unique specificatafriadividual customers.

. Voice-Integrated E-Mail. VMXmail(TM) is a produtitat integrates voice mail into an organizati@xisting LAN-based e-mail system.
With VMXmail, users have visual access to voice, dad email messages from their networked PCs and fudigration of voice and fax wi
cc:Mail and Microsoft Mail. Significant resourceave been spent and are planned for the futuresiatdas of research and development,
distribution channel development and support aaiditrg relating to this emerging opportunity. Idéaation of and relationships with
distributors of these products are in their ini&ges. There can be no assurance that the ddoratliégnt/server based voice messaging
capabilities will develop at the rate anticipatgdtite Company. Furthermore, there can be no asseithat the Company will be successft
developing the specialized distribution channékifeves is required to achieve its revenue anfitmojectives in this area.

. Networking. Octel networking is a powerful soft@deature that can link a large number of the Camy{s systems over standard telephone
lines. These systems can be geographically disperse can include any of Octel's server produ@roffs. With networking, an Octel
subscriber can record a voice message on a lost@myand request that it be sent to one or morgcsibers on other Octel systems included
in the network. The message is automatically robetdveen systems over analog or digital telephios | taking advantage of the telephone
switch's low cost routing alternatives. In additioormal priority inter-location messages can bagmitted overnight at lower long distance
rates while urgent messages can be given prianiytieansmitted immediately. The Company providds/oek access security using a
proprietary encryption system. Networked systemeligeen installed by customers throughout the dritiates and in international markets.

System-related Service Products

The Company sells service products for use withbmpany's voice information processing systemstd@uoers may purchase these service
products at the time they purchase a system oedfter. These service products include hardwanespinstallation services, maintenance
contracts, training classes, technical documemtatial application consulting services.

Octel Network Services

ONS offers its voice information processing sersipeimarily to corporate customers in the Uniteat&. These services include mailbox
services, support services, networking servicasiezaservices and communications contingency sesvi

To support its voice information processing sendgtferings, ONS owns and maintains an expanding o of voice information processing
systems. This network of systems has grown as dafeavoice mailbox rentals has increased. To stpnetwork of voice information
processing systems, ONS also owns and maintaies thes of equipment, including switches, datarmamications devices, emergency
power generators and monitoring and troubleshodtargware and software.

PRODUCT TECHNOLOGY
The Company utilizes two main product technologiles,voice information processing system and pelscomputer-based software.
Voice Information Processing System
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System Architecture. Octel's voice information msging systems have flexible system architectyresifically designed to handle the
requirements of voice information processing agpians. The systems are specialized computerd#tmatle information differently than do
conventional data processing systems. Commandseabhdl messages enter the voice information pratgsystem as sounds and are
converted to a digital format. A digitized voice $sage contains vast quantities of raw data. Staxhg®00-word message in text form
requires approximately 1,500 bytes of disk spadglewthe same 200-word voice message requires aa@s000 bytes of disk space, even
when digitized at a compressed rate. The systeengmimized to process and store voice and otlygr-bandwidth media.

Octel's voice information processing systems asggded to provide the benefits of an open architecivithout sacrificing the advantages of
Octel's optimized hardware and software. The systapplication programming interfaces and applicatevelopment tools allow the
Company's customers control over the applicatidtwsoe and help ensure rapid implementation ofrtbestomized applications.

The Company's system architecture uses distriturigressors, each of which handles a particulargfdhte total processing task, rather than
one large central processor. This allows the Comgagnificant flexibility to configure systems withrger or smaller numbers of ports and
hours of message storage to meet a specific cusoapacity and price requirements. Distributaatpssors also make it easier to impler
new technology and achieve high system performahaingle Sierra system can have over 60 distribpt®cessors. This architecture has
also facilitated the Company's development of aolthitl product capabilities, including telephonetsWiintegrations, networking and
connectivity to computer systems.

The Company's Sierra product is a platform desigoadeet the special needs of telephone compandsther VIS providers. Sierra is
designed to be expandable to suit market growthezrdtually to be capable of handling a very largmber of subscribers. For example,
Sierra can be linked into three-node clusters, lvhiiples the maximum number of ports and hounme$sage storage. This platform is
designed to support multiple voice processing &apiins from a single platform. Sierra is also gesd to meet Bellcore's Network
Equipment Building Systems (NEBS) standards. Awderie of Sierra, the Octel XC1000, supports uft4d ports and 672 hours of message
storage and is designed for CPE customers wholhaye messaging communities, high-traffic applimasi, or both.

System models and specifications include the fatguw

Number of Hours of
Model Subscribers Served(1) Number of Ports Message Stora ge
Sierra S up to 7,500 24 to 144 48 to 67 2
Sierra up to 30,000 24 to0 144 48 to 67 2
Sierra Cluster up to 60,000 7210 432 144 to 2,01 6
Octel XC1000 up to 30,000 24 to 144 48 to 67 2
Branch up to 150 40r8 5t02 8
Branch XP up to 275 410 16 5t0 2 8
Aspen up to 2,000 410 24 5t0 14 2
Maxum SE up to 10,000 12t0 72 19 to 30 4
Maxum up to 10,000 16to 72 19to 30 4
VMX 100 up to 500 2t08 4t01 2
VMX 200 up to 5,000 41032 3.5to 102. 5
VMX 300 up to 10,000 16 to 96 81055 0

(1) The number of users actually supported willetepupon the specific customer application.

Telephone Switch Integrations. Octel has developegjrations which permit its systems to be confgpativith, and to communicate directly
with, virtually all major brands of PBX telephongsgems, Centrex systems, Central Office
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switches and cellular telephone switches. Integnagnables the customer's voice information pracgsystems to exchange data with
telephone switches from different manufacturersedration is necessary to permit several imporaite processing features. It allows the
caller to reach a subscriber's mailbox directlyhaiit dialing the subscriber's extension or mailbomber and allows message natification at
the subscriber's telephone.

The Company believes its ability to integrate véthroad range of telephone systems is an impaztanpetitive factor, particularly when
selling to large corporate customers. Some of thi@@any's competitors sell voice information progegsystems which integrate with a
smaller number of PBXs. The development time foindegration is frequently long and in-depth knodge of the telephone system is often
required.

Personal Computer-Based Software

The Company's specialized voice processing softigdrgegrated into standard personal computefgrtat which utilize the DOS and
Windows operating system with either '386SX, '386186 CPUs.

System models and specifications for the CompdP@based products include the following:

PC Operating PC Platfo m
Model Num ber of Ports System Included
Smooth Operator(R) 41024 DOSs No
RTG (Ready-To-Go)(TM) 41024 DOS Yes
Co-Operator(TM) 4t08 DOS Yes
Call Performer Plus(TM) 41016 oIS 2 Optional
Compass Enhanced Office (CEO) 410 32 oIS 2 Optional

The Smooth Operator software is sold to dealersdistdbutors in a "kit" which includes standardesboards from third-party vendors.
Dealers and distributors then integrate thesevkitts standard personal computers for sale to #mirFusers. The RTG and Co-Operator
products are sold to dealers and distributorswaskey" systems which include the PC platform aB asethe specialized software and
standard voice boards. A significant portion ofséa®C voice processing components are designeshamdgfactured by the Company's
Rhetorex subsidiary. The Call Performer Plus prodceald either as a turnkey system or as a kit, dea®loped to address the specific needs
of small branch locations of major corporations @nsbld to the Company's larger distributors ainelaly to larger CPE customers. The Call
Performer Plus product, which requires a '486 P@gatible platform, is currently in Beta test, ahdrefore sales to date have not been
significant.

The Company's PBased software products have the capability toolepatible with, and to communicate directly withyiale range of sme
PBX systems, Centrex systems and hybrid telephegeystems. These products also support the AMi8anking standard, and may
support Octel networking in the future.

SALES AND CUSTOMER SUPPORT

The Company sells and supports its voice infornmapimcessing systems through both independenthditirs and direct sales. This strategy
reduces Octel's dependence on any single saleaahamdistributor and improves market coveragetierCompany's products. The
Company's domestic CPE sales force is structutediire geographic areas, with each group resptméilo sales--distributor, direct, and
national account--within its area. A separate sfese is focused on opportunities in the domegts market segment. Sales outside the
United States are structured into three world ttngs--Canada, Europe, and Intercontinental, whicludes the remainder of the globe.

Independent distributors are major contributorth®aCompany's sales in the United States as wéll faseign markets. These distributors
include Adam Net (Japan), ATS/Avtex, BC Tel (Canazll Atlantic Meridian Systems, Bell Canada, Ipad (Canada), Cincinnati Bell,
CSK Corporation (Japan), Dictronics, Enhanced Conioations Group
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(Puerto Rico), Exicom (Australia), Folec Communiicas (Singapore), GTE Contel Material Managemenn@any, Intercom Inc., KLF
Business Communications, Jardine Metrolink (Hongé¢do Maritime Telephones and Telegraph (Canadal; WEerica, Norstan Inc.,

Puerto Rico Telephone Company, Mitel TelecommuiaoatSystems, Inc., SNET Systems, SouthwesternT@édicom, Telesis (Brazil),
Univendor (Mexico), WilTel Communications SystenmsldJS West. Distributors are responsible for satesallation, support, service and
maintaining an inventory of spare parts. The Compnters into contracts with each of its distrilbai@nd these contracts grant a distributor
the nonexclusive right to sell the Company's preslica designated territory. The Company invests/Hy in training its distributors and in
providing support. The Company maintains salesoousr support and technical service personnel arthwm United States and in Canada for
the sole purpose of supporting the distributor niztions, including training, making joint saledls and assisting in servicing and customer
support.

In the United States and Canada, VMX systems ddebsdh directly to customers and through a twoetiedistributor network consisting of
D.l.LA.L.PRO Systems Companies and Authorized Distigrs. Both tiers receive extensive training amtesent the VMX platform
exclusively as their voice processing product. AU.PRO Systems Companies benefit from additiomagpams but make a greater
commitment than Authorized Distributors. Teamwapkstners, third-party software developers, assistoeners and distributors in
implementing Worksolutions applications.

VMX systems are sold outside the United States@enthda both directly and through distributors & thnited Kingdom and by distributors
in Europe, Japan, Australia, New Zealand, Hong K&iggapore and by original equipment manufactui@gsMs) in Europe and Japan.
Internationally, VMX has sales offices in LondomriB, Milan, Munich, Mexico City, Sydney, Tokyo amdronto. Additionally, VMX has
distribution alliances with nearly 20 organizatipmeluding Siemens, Italtel, Mercury, J.S. Telec®ull S.A., Ericsson, Toshiba and Hitac

The Company believes that its network of distrilbsit@epresents an important part of its overallsateategy and that the loss of, or chang
the relationship with or performance by, one or endistributors could have an adverse effect orChimpany's revenues and operating
results.

The Company offers a leasing alternative to itdausrs through its leasing division, Octel Capi@lstomers who wish to lease the
Company's products may do so using financing optarailable through the Company's sales organizatio

Sales outside the United States were in the agtreggroximately 24%, 24% and 22% of net revenaefidcal 1994, 1993 and 1992,
respectively. Prior to fiscal 1992, the majorityiternational sales in each year were made in @arla fiscal 1992 and 1993, the Company
had substantial sales in Italy and the U.K., ad ag{Canada. In fiscal 1994, the majority of in&dional sales were made in Canada and the
U.K.

In December 1993, the Company and Alcatel Austasigned a joint product development and distridyuagreement, pursuant to which
Alcatel will distribute and support the Companydce information processing products outside théddinStates and Canada. The Company
has formed wholly owned subsidiaries in Japan aog-HKong to sell directly to those countries.

The Company's Customer Support Group includes &rlgineers and applications specialists who prowisiallation and implementation
assistance to both end-user customers and digirfodithis organization also administers technioéixgare courses, system maintenance
courses, and customer support courses. The Congpawigles a warranty for parts and labor on its patsl which is generally for 12 months
from date of shipment (or, if the Company instéls product, generally for 12 months from the adtmstallation). The Company maintains
and services its products on a contractual batgs thfe initial product warranty has expired. Watyaand post-warranty service is provided
directly to customers from Octel's district saléfgces and through distributors, supplemented byom@ctel support centers in California,
Pennsylvania and Ontario, Canada. The Company aiagninventories of spare parts at a number otimes in the U.S. and internationally,
including all Octel facilities and distributor Iab@ns, in order to provide prompt service. The Campoperates a telephone support center 24
hours per day at its headquarters and in Plymowghtig, Pennsylvania to respond to requests fdyl@no definition and resolution.
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Distributors purchase products at discounts anthrdingly, the Company's operating margins can dapending upon the mix between
distributor and direct sales in any particular apieg period. The Company anticipates this mix flilttuate in future operating periods.

ONS provides network management solutions througth@uUnited States to large corporate customedgrfl, state and local governments;
and not-for-profit organizations. ONS also providesvices to Ameritech, the RBOC in the midwesssrction of the United States. Through
international marketing partners, ONS provides ss¢®m Australia, Europe and Japan to its voioegssing network. ONS also provides
complete voice processing services on a privatetlsis for resale by VIS providers.

The Company's PC-based products are distributeddghra network separate from that used for theofetsie Company's products, consisting
of a large number of independent dealers typidaltysed on the telecommunications needs of smalisinesses. These dealers provide both
first-level technical support and training for easer customers. Recently, the Company has begufifetoits PC-based products directly to
large, existing customers and to traditional distiors.

CUSTOMERS

The Company has sold and installed over 35,00@8ysto over 20,000 different customers, primarilfNbrth America, but also in many
countries around the world. Customers include apprately 35 companies in the Fortune 50 industyialup, all seven of the RBOCs and all
of the major telephone companies in Canada. Intiaddithe Company's customers include cellulaptedme companies, voice processing
service bureaus, industrial manufacturing conceatfinology and computer companies, financial gadrisurance companies and
government, medical, education and nonprofit orzgions. Many customers have purchased multipleesys Among the Company's larger
end-user customers are US West, General Electeiw|eéit-Packard, Prudential, Coldwell-Banker, Bell8gy McCaw, New York Life,
McDonalds, NYNEX, Aetna Insurance, Corning, CocdaCand Honeywell. The Company's top five end-usstamers through June 30,
1994 averaged 232 systems each and the top 25semadwstomers averaged 111 systems each.

BACKLOG

The Company's backlog at June 30, 1994 was $50limicompared to $33.8 million at June 30, 1988e Company includes in backlog
only purchase orders for products and serviceg tehipped or provided within 180 days. Becaus@é®fpbssibility of customer changes in
delivery schedules or cancellation of orders, then@any's backlog as of any particular date maypradhdicative of actual revenues for any
future period. The Company believes that its bagkio a quarterly basis will not generally be laegeugh to assure that its revenue targets
for a particular quarter will be met. Furthermaadarge percentage of any quarter's shipmentsaanech in the last month of the quarter.
Consequently, quarterly revenues and operatindtsesill depend on the volume and timing of newensdreceived during a quarter, which
are difficult to forecast. This is particularly &in the VIS marketplace, where sales orders arergéy larger. Fourth quarter revenues are
typically enhanced by sales incentives to employeekspromotion programs for customers, while fingarter sales are traditionally not as
strong.

COMPETITION

The voice information processing industry is higbbmpetitive and the Company believes that competftom new and existing competitt
will continue to intensify. The Company competestwdifferent companies in the different customerkats it serves and the principal
competitive factors vary depending on the customarket. The Company believes that competition te fla the sale of voice information
processing systems in its principal customer markas been based on product features, systemiparfoe, product quality and reliability,
price, service and postles support, and marketing and distribution cidipab. The Company believes that it competes falty with respec
to these competitive factors.

Current competitors or new market entrants in eagtomer market may introduce and commerciallyvdelnew products with features and
expanded capabilities that could adversely affeetcompetitive position of the
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Company's systems in some or all of its marketsrdier to maintain its competitive position, thengany must continue to enhance its
existing products and develop and market new prsdsieccessfully, and there is no assurance th&ahgany will be able to do so.
Increased competitive pressures could result engified price competition in the Company's marketich would adversely affect the
Company's net revenues and net income.

The Company also believes its ability to integitdesystems with many different PBX and other thape switching systems is an important
competitive factor. Consequently, the Company ctveldversely affected if PBX manufacturers takpssuch as the redesign of their
switches to limit current methods of integratiorifdDctel's voice processing competitors expand thgitch integration capabilities.

CPE Market. In the CPE market, the primary comjoegtito date has been from two kinds of competitthra:PBX manufacturers and the
independent manufacturers of voice information pssing systems. PBX manufacturers include AT&T thienn Telecom and ROLM
Systems, each of which sell voice processing prisdihat integrate principally with their own PBXhese companies have considerably
greater financial, technical, marketing and sads®urces than the Company, and may have a competidvantage when customers are
purchasing a voice processing system at the saneettiey are purchasing a new PBX. They also befnefit the large installed base of their
own brands of PBXs. PBX manufacturers have int@tstheir competition by focusing on low prices agle source procurement and
selling voice processing equipment as a PBX pergiltevice with limited, core voice processing ftimcality such as telephone answering
and voice mail. The Company believes that it compé&ivorably with these PBX manufacturers becatige multi-application voice
information processing systems, the broad setaififes incorporated into the Company's productdding its multiple technology
applications such as fax processing, a more frjiensér interface, the ability to integrate with ®PBXs of multiple manufacturers and
networking. The Company also believes that devetgrand delivery of customer applications will e@se in importance as a competitive
factor as customers demand not only core voicegsging functionality, such as telephone answenmvaice mail, but also IVR, fax,
audiotex and integration with computer networks.

Independent voice processing manufacturers indietgigram Communications Corporation and PC-baseddgers, who also offer multiple
integrations with PBXs. The Company believes thabimpetes favorably with these companies becauise sirong balance sheet, substar
cumulative investment in research and developntargfe installed base, strong support organizatimhtaoad set of features, including its
multiple technology applications. The Company ddebeves that the Company's direct and distribab@nnels of distribution allow it to
compete favorably with companies with only one atemof distribution. Further, the Company beliettest its application generators and
application development specialists represent @ompnity to provide applications tailored to m#et needs of vertical and horizontal
markets and unique solutions for individual custmsne

Indirect competitors, by increasing system capesitind adding new system capabilities and applitsitinay be able to compete more
directly with the Company in selling to larger corate customers and VIS providers. To the extemnQbmpany markets additional
applications that enable interaction with host cataps, suppliers of such other systems as interagbice response systems will become
more direct competitors.

The Company expects that new or enhanced prodiilttsenoffered by its principal existing competisoaind possibly new competitors,
including large domestic and international telecamibations and computer companies. The Companyexisects that computer software
vendors such as Novell, Inc., Lotus DevelopmenipGation and Microsoft Corporation will continuedevelop enhanced messaging and
networking software with voice and data informatpgrncessing applications.

A large number of voice processing companies coepeinarily in the market for smaller capacity gyst (fewer than 16 ports) that are
typically sold to smaller customers but also to bwifices of larger companies. Some of these cditgge emphasize primarily their
automated attendant and call processing capabijlitibile others focus on voice messaging applinatitn addition, a number of companies
produce personal computer add-on cards and sofgvamarily aimed at specialized applications or Bmser groups. The primary
competitors for the Company's VMX 100 and PC praslireclude other P@ased system suppliers including Active Voice ampglied Voice
Technology (AVT). Certain PBX manufacturers, indhgdlAT&T and Northern Telecom, also offer compettiproducts to small businesses
which are generally tailored to a specific brandBiX. The market for smaller capacity
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systems is characterized by intense competitioprme and sales coverage. The Company believesathamaller businesses become more
familiar with voice processing and its benefitshanced feature content will increasingly becomeartgnt to small capacity systems. The
Company believes that its PC-based products configedeably against products from other PC-basedlesnand PBX manufacturers
because of their feature set and the Company'ssxtedealer network.

In 1993, Dialogic Corp., the leading manufacturevaice processing boards for use in microcompudesthe chief competitor of Rhetorex,
announced Signal Computing System Architecture ¢(§G& building call processing systems with mulkéigechnologies and standard
interfaces. Over one hundred firms, including IBN&arthern Telecom, Siemens, Active Voice and BoSdtechnology, have publicly
announced their support for SCSA. Octel expectptaio of SCSA to intensify existing competition fincopen-system microcomputer-based
voice processing systems.

Competitors in the international CPE market segmant by country and include both U.S. and foraigmpanies. Octel believes that the
markets outside of North America are less develdpad those in North America, and that competitbas are expected to be strategically
important in the long run may not have yet finalizbeir business strategy or established a madstipn. The Company believes that fact

in its favor in international markets are the brgatlof features in its existing products, inclggits multiple technology applications, its large
installed base of multinational companies andtiteng) balance sheet. The Company's internatiormapetitive position will also benefit from
the distribution alliances that VMX has establiskéth nearly 20 organizations, including Siemenmaltél, Mercury, J.S. Telecom, Bull S.A.,
Ericsson, Toshiba and Hitachi.

ONS competes both with other voice information pasing services companies and with equipment metuéas. Other services suppliers
include independent companies such as VoiceConVaiwtTel. In some cases, ONS competes with equipmanufacturers if the customer
is uncertain whether to outsource their voice imfation processing through a service provider sscDMS or purchase equipment from a
manufacturer. In situations where a customer'sadpidget is constrained or resources to managiersig are not present, ONS' service
solutions become attractive as compared to equipmechases.

VIS Market. In the VIS market, the Company's pnadicompetitors include Boston Technology, Comve@antigram, Digital Sound and
Unisys, each of which has announced contractsWighproviders. Other telecommunications and compcenpanies, including some large
companies that currently supply equipment to th©RB and some companies with greater financial @ctahical resources than the
Company, are expected to enter this market. Intiaadialthough currently barred from such actitiey governmental regulations stemming
from the breakup of AT&T in 1984, the RBOCs maydiiewed to manufacture their own voice processimgjgment at some time in the
future. The Company believes that specific prodeguirements are becoming clearer as the RBOCsthied telephone companies are
gaining more experience with VIS. The Company cargs to develop enhancements to its Sierra pradwaatdress what the Company
believes are the emerging requirements of the heleg companies and other VIS providers. Howevergtlhan be no assurance that product
requirements will not change as this market develéys is consistent with past practice, each telapltompany is expected to use at least
two suppliers.

The Company believes that the key competitive fadtothe VIS market are likely to depend on thehod of implementing voice
information services used by the specific VIS pdevi The Company believes it competes favorabthisymarket by virtue of its greater
experience in providing voice processing systetasnstalled base and the reliability, capacity brwhd feature functionality of its products.
In addition, against certain competitors, the Comypaompetes favorably on the basis of its strorigrz® sheet and its limited reliance on
single customer for its viability.

Competition in the international VIS market segmteas primarily come from those companies baseddncarrently competing in the Unit
States. As in the international CPE market, thengry competitors in international markets may cleaag the market for voice information
services develops and additional vendors are &attadhe Company believes that its strengths irdtmestic VIS market will be valuable to
the Company in international markets.
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MANUFACTURING

The Company's manufacturing operations consistaiiynof final assembly and extensive test and ipabntrol of materials, components,
subassemblies and systems. Most of the Compangwaee and software product designs are proprigtagept for some peripheral
products. The Company currently manufactures itslpets (except for the VMX 100) in two locations:

San Jose, California, and Dallas, Texas. It expeatensolidate these operations into one locatidhe first quarter of fiscal 1996.

The Company presently uses other third partiegtfopm printed circuit board assembly and sheethfabrication. Although the Company
generally uses standard parts and componentsfpratiucts, certain components, including powepkeg, disk drives and certain
semiconductors, are presently available only frasimgle source or from limited sources. The Comp#émyate, has been able to obtain
adequate supplies of these components in a timahner from existing sources or, when necessam &ibernative sources of supply. There
can be no assurance, however, that such supplidsendvailable in the future or, if such supplége available, that they will be available at
reasonable prices. The inability to develop sutérahtive sources if and as required in the futoréo obtain sufficient sole or limited source
components as required, would adversely affecCibrapany's net revenues and net income.

The VMX 100 system is manufactured for the Compaxuglusively by Matsushita-Kotobuki Electronics lsthies, Ltd. ("MKE") in Japan.
The Company's agreement with MKE for the manufactiiithe VMX 100 expires on January 27, 1995. Then@any retains manufacturing
rights in the event MKE is unable to supply the @amy's requirements of VMX 100 systems. The Comgeasynot experienced nor does it
expect any significant delays in the delivery of XNIOO systems from MKE. However, there can be rsu@sice that interruption in the
supply will not occur in the future, and any suéhags could adversely affect the business of thmgzmy.

RESEARCH AND PRODUCT DEVELOPMENT

The Company believes that the continued timely greent of new products and enhancements to itiegiproducts is essential to
maintaining the Company's market position, andéffisrt requires a high level of expenditures by @ompany for research and
development. The Company has continued to improgddatures, capabilities, capacity and price/parémce of its product line while
maintaining compatibility with its customers' ekigf installations. The Company is currently invalia the development of further
enhancements to its products to increase perforeaelkiability and manufacturability. The Companystcontinue to hire additional skilled
research and development personnel, particulaftwace and hardware engineers who are generaihant supply. The Company, from tir
to time, has purchased and anticipates it will oo to purchase technology from third parties.

The Company releases performance enhancementsanigatures for its products on an ongoing basssth& functionality of the Compan
systems increases, the complexity of the softwaltealso increase. Although the Company perforngerous testing prior to releasing its
product designs, products as complex as the Corfgpafign contain undetected errors or "bugs” wirshrieleased, and these errors are
discovered only after the product has been useddiy different customers and in varying applicatid®ecause of the importance the
Company places on product reliability, the Comphay from time to time temporarily delayed produgpments to complete "debugging"
efforts. In addition, the Company has been required few instances and primarily for VIS customéo write custom software and to make
design modifications to satisfy customer applicatiequirements. Identifying and correcting errard enaking required design modifications
typically is expensive and time-consuming and then@any expects such modifications to increase inptexity with the increasing
sophistication of the Company's products. Despiterssive testing, there can be no assurance ttmasewill not cause delays in product
introductions and shipments, require design madlifims or impair customer satisfaction, which coaddersely affect operating results.

During fiscal 1994, 1993 and 1992, the Company sp88.3 million, $44.4 million and $32.3 milliorgespectively, on research and
development. The Company expects that these expeseslwill continue to increase. In the future taierresearch and development expenses
will be borne by value-added software suppliers whio write software and market it for their own@aut as an additional application of the
Company's voice information processing system. dte dhost of the Company's research and developrosty, including costs of software
development, have
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been charged to operations as incurred, excegixternally-funded research and development arraag&mPrior to being acquired by the
Company, VMX had capitalized certain software depaient costs and incurred annual amortization esgadn March 1994, in connection
with the VMX merger, the Company incurred a oneetipre-tax charge of $1.1 million to write off céntaapitalized software development
costs to conform accounting practices. See Notetdet Consolidated Financial Statements.

GOVERNMENT REGULATION

The seven RBOCs are subject to ongoing regulatyathd United States District Court under the teafhthe consent decree governing the
breakup of AT&T in 1984. The consent decree impamthin "line of business" restrictions which, amgmther things, barred the RBOCs
from providing "information services" such as voimessaging. On March 7, 1988, in its first triehréaiew of the continued need for the
line of business restrictions, the Court ruled thatRBOCs could offer some information servicasluding voice messaging services, to t
customers. In 1991, the Court removed the remairgagictions on the RBOCs' ability to provide ‘Gnihation services," creating additional
potential uses of the Company's products. Thissitatiwas affirmed in May 1993 by the United Sta@esirt of Appeals for the District of
Columbia Circuit, and the Supreme Court of the &bhiBtates has denied review.

The RBOCs have applied to the District Court forwges of the consent decree's remaining restriaiothe provision of interLATA (i.e.,
interexchange or long distance) information seisjiead four RBOCs have filed to vacate the entiresent decree. In June 1994, the United
States House of Representatives passed legistaadmould permit the RBOCs to offer informatioms8ees such as voice messaging on an
interexchange basis subject to certain conditiomsvehich could otherwise affect the regulatory dtads under which RBOCs offer such
services. It is uncertain whether the United St8&sate will act on similar legislation or whetktds or other legislation on these topics will
become law.

The consent decree also prohibited the RBOCsJias af business restriction, from manufacturingtemmunications equipment. As a
result, the RBOCs may only offer these informasernvices through voice information processing eqeipt purchased from companies such
as Octel. In July 1994, four RBOC:s filed with thistEict Court to vacate the consent decree, indgdhis restriction. In June 1994, the
United States House of Representatives passediligisthat would lift the consent decree's mantufideg restriction subject to certain
conditions. It remains uncertain whether the UnB¢ates Senate will pass similar legislation ortiwbesuch legislation, or other legislation
on this topic, will become law.

The consent decree does not restrict the activifigise non-RBOC telephone and cellular companidsch may also offer voice processing
services directly to their subscribers.

In offering voice messaging and other informatiorienhanced" services, the RBOCs are subject iowsiregulatory requirements of the
Federal Communications Commission ("FCC"). On JnE990, the U.S. Court of Appeals for the NintincGit vacated and remanded to the
FCC for further proceedings an FCC order elimirgatime requirement that the RBOCs provide enhaneradcgs such as voice messaging
through separate subsidiaries and preempting natidyate regulation of sale of voice processieryises by the RBOCs. The FCC then
granted an interim waiver of its separate subsidiaguirement for existing enhanced services dutiegpendency of the FCC's proceedings
to re-examine structural separation requirementsN@vember 21, 1991 the FCC concluded that the RB§Iould be allowed to offer
enhanced services on an integrated basis providgdaidhere to a comprehensive set of safeguapevent cross-subsidization and
discrimination. The FCC agreed to review the effectess of the nonstructural safeguards after teaes. It also acted to preempt certain
state regulations, but more narrowly than in pR@C decisions. Petitions for review of these FCtibas are currently pending before the
United States Court of Appeals for the Ninth Citcln June 1994, the United States House of Reptatees passed legislation that would
require the FCC to revisit its safeguards requiraséor information services. It is uncertain whatthe United States Senate will pass sir
legislation or whether such legislation, or othegislation addressing this issue, will become law.
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Through ONS, the Company is also a provider optebme answering and voice messaging services. is@éatory authorities have sought
to regulate some aspects of telephone answeringaiod messaging services offered by telephone eoiep and may seek in the future to
regulate such services offered by independentseprioviders such as the Company. The United SGaagress is considering legislation
that would affect states' ability to regulate saehvices.

The Company believes that the RBOCs and othertielecompanies represent a substantial marketd@i'©products. However, there can
be no assurance that a substantial market williwoat that the telephone companies will purchaseCibmpany's products, or that the RBC
will not at some point in the future be allowedtanufacture their own voice information processgstems or fund the Company's
competitors and thereby compete with the Compargrelver, any substantial lifting of the interexcharservice restriction would enhance
the RBOCSs' ability to compete with the Companytsise offerings.

PATENTS, COPYRIGHTS, TRADEMARKS AND TECHNOLOGY LICE NSES

The Company relies on a combination of patent, dgpy, trade secret and trademark law, licensingjtaeghnical measures to protect its
intellectual property. There can be no assurarathie Company's efforts to protect its intelletpraperty will be successful.

The Company holds 31 United States patents an@ihpatent applications pending in the United Stalthe Company's issued patents expire
on dates ranging from 2002 to 2010. The Companyl#s patent applications pending in foreign céestihroughout the world. There can
be no assurance that the Company will be abledtegt its technology or that competitors will netdble to develop similar technology
independently. No assurance can be given that {gatét issue from any applications filed by ther@any or that, if patents do issue, the
claims allowed will be sufficiently broad to protébhe Company's technology. In addition, no assteaan be given that any patents issue
the Company will not be challenged, invalidate¢iocumvented or that the rights granted thereumdiéprovide competitive advantages to
the Company. In spite of the possible strengtthef@ompany's existing and future patents, the Cagnpalieves that patents are of less
significance in its industry than such factorsrasivation, technological expertise and distribustrength.

The Company licenses technology from Northern TatgdMitel Corporation and ROLM to facilitate integion of Octel's products with
those manufacturers' PBXs. The Northern Telecoen$e is perpetual, the Mitel license expires in31&8d the ROLM license expires in
2004. Royalty payments on these licenses are nigriak

A number of companies, including competitors of @@mmpany, hold patents in the same general artreedsechnology used by the Company.
The Company has from time to time been notified @iag be notified in the future that its productsyrba infringing certain patents and ot
intellectual property rights of others.

In April 1992, the Company filed suit, in Califomiagainst Theis Research, Inc. ("Theis") for dattaty judgment that the Company's
products do not infringe three patents of Theisthatithose patents are invalid. In November 1992js filed a counterclaim against the
Company alleging infringement of seven of Theisepts. Subsequently, Theis dismissed with prejutieeclaims as to all but four of the
patents. In May 1993, two other manufacturers adezanail equipment, Boston Technology and Northeglecom, filed suit in California for
declaratory judgment that their products do natimgie the same Theis patents at issue in the Coyrgah In June 1993, the California court
consolidated the action filed by these two othenufacturers with the Company suit and Theis filesbanterclaim for infringement against,
among others, one of the Company's telephone compestomers, Pacific Telesis. This customer terdldefense of this action to various of
its vendors, including the Company. As a resutheke actions, the California case involved coufdaans by Theis against the Company,
Boston Technology, Northern Telecom, AT&T, Digigbund and possibly other vendors of voice mail petgland Pacific Telesis, a
customer of the Company, and most of the other fiaaturers of voice mail products. In August 199 tourt severed trial of the
counterclaims against all defendants except thegaom Northern Telecom and Boston Technology. Indbgber 1993, the court granted the
Company's motion for summary judgment of noninfeimgnt of one of the four remaining patents assagethst the Company. Theis
subsequently dismissed its counterclaim againstddoBechnology in exchange for a license of itepts. The Company and Northern
Telecom tried the equitable issues of

27



laches and inequitable conduct to the court in rtyr1994. The court has not yet ruled on the laéésue. In August 1994, the court issut
tentative ruling that the Company and Northern @ahe had not established inequitable conduct byr eled convincing evidence. The court
has scheduled further briefing and argument onigkise. Trial of the remaining issues, includingimgement of the three remaining patents
asserted against the Company and the defenseertit patalidity, commenced on August 22, 1994,

In March 1993, Theis filed a complaint in Virgirfiar infringement of the four Theis patents, and wtler Theis patents, against one of the
Company's customers, Bell Atlantic. Bell Atlantimtered defense of this action to various of itedees including the Company. The
Virginia court stayed the Virginia action pendirgsolution of the pending consolidated suit in @atifa.

In January 1994, Gilbarco, Inc. ("Gilbarco") filedit in the U.S. District Court for the District Gfolorado against the Company and one of
the Company's telephone company customers, U.S, Alleging infringement of a Gilbarco patent apeldng unspecified damages. The
Company filed an answer to the complaint denyingiafringement of the patent and raising severfitraftive defenses, including an
assertion that the patent is invalid and unenfdreea

The Company believes, based upon information ctlyremailable, including consultations with pateounsel, that the Company is not
infringing any valid patents of Theis or Gilbard@he Company will vigorously defend the patent imfigment claims and any related claims
for compensatory damages. While litigation is irgmtly uncertain, the Company believes that thenalte resolution of these matters will not
have a material adverse effect on the Companyasdial position.

The Company is currently evaluating several addialaims of third parties. Based in part on indupractice and in part on discussions
with certain of such third parties, the Companydyas that in most cases any necessary licenséhts could be obtained on commercially
reasonable terms. However, no assurance can be tiigefuture licenses will be obtained on accdptédrms or that litigation will not occur.
The failure to obtain necessary licenses or otighits, or litigation arising out of such claimsubd have a material adverse affect on the
Company's operations.

Octel, Octel Communications, the Octel logo, Asggnanch, D.I.A.L., Maxum, Sierra, Tigon and VMX argistered trademarks of the
Company.

EMPLOYEES

The Company's success depends upon the continagtibotion of its officers and key personnel, marfiywvhom would be difficult to replac

If certain of these people were to leave the Compilre Company's operating results could be adiyeadtected. At June 30, 1994, the
Company employed 2,393 people ftithe. During fiscal 1995 the Company intends te lidditional personnel, especially in the inteioral
arena. Many of the Company's employees are hidtillgd, and the Company's continued growth and esgevill depend in part upon its
ability to attract and retain such employees, wigoim great demand, and on the ability of the Camy[saofficers and key employees to
manage successfully the growth of the Company titrause of appropriate management information systamd controls. The Company has
never had a work stoppage, no employees are reypeelskey a labor organization, and the Company densiits employee relations to be
good.

ITEM 2. PROPERTIES

Until June 1994, the Company's corporate officesearch and development facilities, Milpitas saféise and manufacturing facilities were
located in seven leased buildings in the Milpitaalifornia area, totaling approximately 317,000agufeet, under leases expiring at various
times in 1994 with certain options to renew. In saenmer of 1994, the Company moved all operatisnep manufacturing and customer
service into five buildings, totaling approximat@§8,000 square feet, owned by the Company in M#piThe Company also leases 40 sales
and support offices throughout the United StatesiarCanada comprising approximately 150,000 sqfeseof additional space. The
aggregate monthly rental expense for the Comparfifite facilities in June 1994 was approximatehb8D00,
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approximately 32% of which is for facilities atoear the Company's Milpitas, California headquart€ompass' offices are located in two
leased buildings in Sarasota, Florida totaling epipnately 18,711 square feet for which the aggregadnthly rental expense in June 1994
was approximately $16,310. ONS' principal offices lacated in three buildings in Dallas, Texas ¢ximgy of approximately 45,000 square
feet under leases which expire in 1996 and 1997S @l¥o leases an additional 50,000 square fegtaafesfor 30 operations centers and sales
offices throughout the United States. The aggregutethly rental expense for all of ONS' facilitiesJune 1994 was approximately $120,(
of which approximately 37% was for facilities atragar the Dallas offices. VMX's corporate officesl aesearch and development facilities
are located in one leased building in Orchard Basestndustrial Park in San Jose, California, tag@pproximately 94,000 square feet, ur
a five-year lease expiring in December 1995. VMXeots to begin moving these operations to the Campavned buildings in Milpitas in
October 1994 and to complete the move in Decem®@4.1VMX's manufacturing and warehousing facilitee located in one leased builc
in Dallas, Texas, totaling approximately 96,000as@ufeet. VMX also leases an additional 50,000 sxjfexet of space for 12 operations
centers and sales offices throughout the Unitetb&tad he aggregate monthly rental expense forf MX's facilities in June 1994 was
approximately $350,000, of which approximately 3@%¥s for facilities at or near the San Jose offices.

The Company currently leases 38,000 square feggarfe in Paris and London and is currently plantdrigcrease its occupancy of rented
office space in Europe during fiscal 1995. The Canypalso leases 2,400 square feet of office spatekyo, Japan. Although the Company
believes that it will not require additional spahging fiscal 1995, it believes that suitable aiddial or substitute space will be available as
needed on commercially reasonable terms.

ITEM 3. LEGAL PROCEEDINGS

See "Patents, Copyrights, Trademarks and Techndlmgynses" in Item 1 above.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of sgchiolders during the fourth quarter of fiscal 1994
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EXECUTIVE OFFICERS OF OCTEL COMMUNICATIONS CORPORAT ION

The executive officers of the Company and theipeetive ages as of July 31, 1994 are as follows:

Name Position
Age

Robert Cohn 45 Chairman of the Board, President and Chief Executiv e Officer
David Ladd 47 Executive Vice President
W. Michael West 44 Executive Vice President
Gary Wetsel 48 Executive Vice President and Chief Financial Office r
Donald L. Campodonico 49 Vice President
Derek S. Daley 39 Vice President, General Counsel and Secretary
Michael Gilbert 50 Vice President
Margaret Norton 40 Vice President
Carol Snell 44 Vice President
John Viera 45 Vice President

Mr. Cohn, a founder of the Company, served asrigsiBent and Chief Executive Officer from the Comps inception in 1982 until October
1990, and then resumed those positions in Noved®@@3. Mr. Cohn has served as a director from thagamy's inception and, in June 19
the Board of Directors appointed Mr. Cohn Chairro&the Board. Prior to founding the Company, he employed by Acurex Corporation,
a manufacturer of microprocessor-based measureamentontrol systems, from 1979 to 1982. From 18789, he was employed by
McKinsey & Co., Inc., a management consulting conypér. Cohn holds a B.S. in Mathematics and Corap8tience from the University
of Florida and an M.B.A. from Stanford Universityir. Cohn is also a director of Electronic Arts,@bpsher of entertainment software, and
Global Village Communication, Inc., a manufactu&hardware and software for personal computers.

Mr. Ladd joined the Company in March 1994 as Exigeu¥ice President following the Company's mergghWwMX, Inc. and is responsible
for research and development. At VMX, Mr. Ladd sehas Executive Vice President and a director fdalp 1988 until March 1994. Prior to
joining VMX, Mr. Ladd served as President and ExtaeuVice President of OPCOM, a manufacturer of pedcessing systems that w
merged into a wholly owned subsidiary of VMX inyd/988. Mr. Ladd holds a B.A. in Engineering Phggiom the University of California-
Berkeley and an M.A. in Mathematics from the Stewvkrstitute of Technology.

Mr. West joined the Company in September 1986 & #ikve Vice President and is responsible for safescustomer service. From 1979 to
September 1986, Mr. West was employed by ROLM,isgrfor three years during this period as Presidéain operating subsidiary of
ROLM and most recently as General Manager of itsadal Sales Division. Mr. West attended Southdmdis University.

Mr. Wetsel joined the Company in October 1990 az=\Rresident and Chief Financial Officer and ipoasible for finance, treasury, inves
relations, business development, corporate infdonaervices, the Octel capital leasing divisiod azal estate. He was elected Executive
Vice President in August 1993. Mr. Wetsel joinedédérom American President Companies, a shippimjteansportation company, where
he served as Vice President, Financial Plans amdr@e from 1989 to October 1990. From 1986 to 19&9was Vice President, Finance and
Chief Financial and Administrative Officer at Ungenn-Bass, Inc. In 1981 he was Vice Presidentmdifée for ROLM, Texas (a ROLM
subsidiary) and advanced from this role in 1982exve for five years as Group Controller for thesiBass Communications Group in ROLM
Corporation. Prior to 1978, Mr. Wetsel worked irbppa accounting, including seven years with KPM@G#PMarwick. Mr. Wetsel holds a B.

in Accounting from Bentley College and is a CeeiifiPublic Accountant.

Mr. Campodonico joined the Company in July 198#tsaBirector of Manufacturing and was promoted foe/President, Manufacturing in
March 1989. He is responsible for manufacturing lamehan resources. Prior to joining
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the Company, he was employed by ROLM, servingviar years during this period as Vice President oé@pons. Mr. Campodonico hold:
B.S. in Business Administration and an M.B.A. fr@an Francisco State University.

Mr. Daley joined the Company in August 1988 asG&neral Counsel, was elected Vice President inefdmr 1989 and became Secretary of
the Company in October 1990. He is responsiblénternal legal matters, legal compliance and supinv of outside law firms employed by
the Company. Prior to joining the Company, Mr. yaleas an associate and then a partner in the tawdi Wilson, Sonsini, Goodrich &
Rosati from September 1985 to September 1988, madsociate with the law firm of Brobeck, PhlegeH&rrison from September 1980 to
September 1985. Mr. Daley holds a B.S. in Historg a J.D. from Stanford University.

Dr. Gilbert joined the Company in April 1994 as ¥iPresident, Engineering and is responsible farajineering other than ONS and
Compass. Prior to joining the Company, he serwsglyears at Echelon Corporation as chief techmiffeder and Vice President of
Engineering. Dr. Gilbert holds a B.S. in Chemisind a Ph.D. in Chemistry and Computer Science fwagon State University.

Ms. Norton joined the Company in February 1988 @s@up Product Manager in CPE Marketing and wasagiently promoted to Director
of CPE Marketing, Director of VIS Marketing and ¥i€resident, VIS Marketing, the position she noW$icShe holds a B.A. in Economics
from the University of Arizona and an M.B.A. froiimet University of Connecticut.

Ms. Snell joined the Company in August 1994 as \Reesident, CPE Marketing, and is responsible fdZRE marketing activities. Prior to
joining the Company, Ms. Snell was President angfExecutive Officer of Aristacom Internationahd. from August 1993 to April 19¢
and prior to that was Senior Vice President, Woittb\Operations for Aspect Telecommunications Cafon for eight years. Ms. Snell
holds a B.S. in Business from the University of thaCarolina.

Mr. Viera joined the Company in February 1989 aEtor of Organizational Planning and was subsetyupromoted to Director of
Compensation, Director of Human Resources and Riesident, Human Resources, the position he nogshble holds a B.S. in Business
Administration from Golden Gate University and arSviin Counseling Psychology from California Stdteversity, Hayward.

All officers serve at the discretion of the Boafddirectors. There are no family relationships betw directors or executive officers of the
Company.

PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Octel Communications Corporation Common Stockaded on the over-the-counter market and is quatethe Nasdaq National Market
under the symbol OCTL. As of June 30, 1994, thezeevapproximately 2,700 stockholders of record. follewing table sets forth for the
periods indicated the high and low closing pricasGctel's Common Stock as reported by The Nasddmpival Market.

Fiscal Year 1994 High Low
Fourth quarter ended June 30, 1994 $26 1/4 $16 1/2
Third quarter ended March 31, 1994 30 23
Second quarter ended December 31, 1993 281/2 231/4
First quarter ended September 30, 1993 24 3/4 191/4
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Fiscal Year 1993 High Low

Fourth quarter ended June 30, 1993 $251/4 $19
Third quarter ended March 31, 1993 30 20
Second quarter ended December 31, 1992 24 14 1/2
First quarter ended September 30, 1992 27 1/2 18 3/4

The Company has not paid cash dividends on its CammBtock to date and does not plan to pay casHetdis to its stockholders in the near
future.

The Company believes factors such as quarter-taguaariances in financial results and announcésneihnew products and new orders by
the Company or its competitors could cause the atgolice of the Company's Common Stock to fluctgatestantially. In addition, the stock
prices for many high technology companies typicekperience extreme price fluctuations, which oftemnot related to changes in the
operating performance of the specific companiesaBmarket fluctuations as well as general econaunditions such as a recessionary
period or high interest rates may adversely atfeetmarket price of the Company's Common Stock.

ITEM 6. SELECTED FINANCIAL DATA

Year Ended June 30,

(In thousands, except per share amounts) 1994 1993 1992 1991 1990

STATEMENT OF INCOME DATA

Total netrevenues ........... $ 406 225 $ 338,478 $ 262,732 $ 218,494 $ 187,404
Operating income . ........... 18 ,813(1) 37,122 29,526 16,573 22,613

Netincome .............. 13 ,543(1) 29,567 26,383 13,482 19,807
Net income per common and equivalent

share ................ $ 054(1)% 119 $ 108 $ 058 $ 0.90
Weighted average common shares and

equivalent shares outstanding . . .. 25 ,096 24,869 24,424 23,204 21,975

BALANCE SHEET DATA

Working capital . . ........... $ 132 773 146,978 162,171 135,086 124,781
Totalassets . ............. 346 ,128 297,383 251,955 204,780 182,808
Long-termdebt ............. 1 ,400 1,985 409 538 404

Stockholders' equity . ......... 256 ,192 229,681 202,386 167,903 150,461

(1) Includes total nonrecurring charges for the Viérger and integration costs of $24.1 million (81&illion net of taxes). Excluding the
charges, operating income, net income and net iequen common and equivalent share would have bg@3 $nillion, $32.3 million and
$1.27, respectively.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
BASIS OF PRESENTATION

Effective March 31, 1994, Octel consummated a lssicombination with VMX, Inc. ("VMX") which was egunted for as a pooling of
interest. VMX provides integrated messaging antiprakcessing systems, software and services timabir® voice, data and image for
business communications internationally. To effeetcombination, approximately 5.4 million sharé®otel's Common Stock were issuec
exchange for all of the outstanding Common StocKMiX. The net assets of VMX amounted to approxirha$5.1 million at March 31,
1994. The annual and interim financial statemeatgeleen restated to include the accounts andtapeyaf VMX for all periods presented.
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RESULTS OF OPERATIONS

The following table summarizes the changes in sedeoperating indicators. The percentages on theHew the relationships of various

income and expense items to net revenues. Therages on the right measure year-to-year increstslecreases.

Percentage of Total Net Revenues

Year Ended June 30,

Syst

1994 1993 1992
Net
72% 75% 82%
28 25 18 Serv
100 100 100 Tota
22 22 22 Cost
17 16 14 Cost
14 13 12 Rese
37 38 41 Sell
admi
4 -- -- Inte
5 11 11 Oper
Inte
-- 1 3 (exp
4 12 14 Inco
1 3 4 Prov
3% 9% 10% Net

Percentage amounts may not total due to rounding.

ANNUAL RESULTS

Percent
Increase (Decr
From Prior Y

1994
revenues:
ems 15%
ice and license 36
| net revenues 20
of systems 19
of service 34
arch and development 31
ing, general and 17
nistrative
gration costs N/A
ating income (49)
rest and other income
ense), net (134)
me before income taxes (58)
ision for income taxes (68)
income (54)%

Net Revenues

15
20

(12)%

Net revenues increased to $406.2 million in fisk@04, a 20% increase from net revenues in fisc@B 1 $338.5 million. Fiscal 1992 n
revenues were $262.7 million. The growth in neeraes resulted primarily from the sale of systemnmsetv and existing customers and the
sale of upgrades, expansions and new featureg IBRE and VIS markets and an increase in the vobfreervice revenues. The inclusion of
the Company's subsidiary acquired in October 18983, also contributed to the growth in net reventrefiscal 1994, CPE revenues grev

a result of both international and domestic groMi® revenues grew as a result of a significantdase in domestic sales, offset by a small
decrease in international revenues. A portion efiticrease in total net systems revenues is atibbeiprincipally to CPE sales made into
international markets in fiscal 1994, which in tatereased by 21% to $97.4 million from $80.7 roifl in fiscal 1993. International net
revenues were $58.7 million in fiscal 1992. Donter#t revenues of $308.8 million grew 20% overgher year domestic net revenues of
$257.8 million. Domestic net revenues were $204ilbom in fiscal 1992.

Growth in net systems revenues in the domestic @REet over the prior year reflects success irstte of systems to new and existing
customers and the sale of upgrades and expansi@xssting customers. The domestic CPE market coes to be dependent upon the
following: purchases by large organizations thatehalready adopted competitive voice processinignelogy switching to the Company's
products; purchases by existing customers of expasisind upgrades to support expanding corporade veessaging networks; purchases of
new, integrated applications such as fax procedsjrigrge organizations; and sales to smallerieatdr branch offices of large
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companies of less expensive voice messaging equipifiee Company's range of new fax processing mtsduas released to the market in
August of 1993 and has generated an increase inrf@RfBues in fiscal 1994.

Domestic VIS net systems revenues increased ial fis#94 as compared to fiscal 1993 due to an iser@athe volume of units sold. The v
customers' overcapacity and budget restrictiongestiin fiscal 1993 did not have as great an impadiscal 1994 revenues. Additionally,
Company delivered software features during fis@@4lthat the VIS customers were anticipating. Then@any continues to believe that the
residential and cellular voice messaging markeksclvwere growth areas in fiscal 1994 and 1993, epnded usage of voice processing,
are large market opportunities that the CompanyitsnidIS customers, including the cellular companire jointly working to develop.
International VIS net systems revenues decreaggtlglin fiscal 1994 as compared to fiscal 1992 gwincipally to large system sales to
Italy in fiscal 1993 which were not repeated ircéis1994.

International sales were to customers primarilZénada and Europe and to a lesser extent Japath, Soerica, Australia, New Zealand and
China. During fiscal 1994 international CPE salesengenerally made through the Company's direesgalce and distributors, principally
the United Kingdom and Canada. International Viesaere primarily made through the Company's tlisales force. In particular, the
Company's Canadian subsidiary made a significamribaition to international revenues as a resufitadng VIS sales to large customers.
Company may establish additional subsidiaries iot pentures in the future in those countries whebelieves significant sales opportunities
exist. Extensive effort is required in the local/gomment approval processes before the Compargdsipts can be sold and installed in each
country. This work has been completed in severahtites and local government approvals for othbrcsed countries worldwide are in
process.

The Company has an extensive service and supmmabhi@ation that supports both its end user custe@ued its independent distributors'
service groups. This service and support orgazajenerates an ongoing revenue stream from sesffixéngs, including service contracts,
applications development products, the sale ofespand licenses. The addition of ONS since Octb®82 has extended the range of voice
processing and network services the Company dffecsistomers, in particular, to customers in tisgdential and small business voice
services market. Net service and license reventess 86% in fiscal 1994 as compared to the priardiyear, increasing from $83.6 million
to $114.1 million (license revenue increased fr@rb$nillion to $5.1 million). The consolidation GMNS' revenues since the date of
acquisition (October 1992) and the increase in OB\ nues since the acquisition made a significantribution to the increase. In fiscal
1992, net service and license revenues were $4ili8m{license revenues were $2.9 million).

Systems sales orders from VIS customers are caasilydarger than CPE sales and VIS customers tifofiow consistent buying patterns;
therefore, net revenue volume and mix in futuréqaksrcould be affected by the extent and timinge# orders from VIS customers. In
addition, the Company continues to monitor tremdhée general economy that have previously adweestdcted the ordering process of
customers. The Company cannot predict how futureedtic and international economic trends may afalss orders.

Cost of Systems and Service

As a percentage of total net revenues, cost oésysand service was 39% in fiscal 1994, 38% irafi$093 and 35% in fiscal 1992. Cost of
systems sales was 31% in fiscal 1994, 29% in fi88B8, and 27% in fiscal 1992. In fiscal 1994, itherease was primarily due to
nonrecurring costs incurred to conform VMX's acdimmpractices to the Company's. This negativecefigs partially offset by the effects
revenue transactions for which costs were prevjoeigbensed due to uncertainty of revenue recognéial favorable mix in the
configuration of the high-end products. Cost oigar and license revenues was 62% in fiscal 199% th fiscal 1993 and 74% in fiscal
1992. In fiscal 1994 and 1993, the decrease as @mupo fiscal 1992 is primarily attributable te thigher margin structure of ONS,
consolidated since its acquisition in October 138%] also to the mix of service and support sales the three-year period.

During fiscal 1994, 1993 and 1992, as mentionedr@bine Company used sales promotions, pricingrarog, including price reductions and
discounts, to stimulate demand for the Companyduymts. If the Company is required
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to respond to economic or competitive pressuresitiir similar programs in the future, cost of systemd service could increase as a
percentage of net revenues.

Research and Development

Research and development expenses increased ®ibi#on in fiscal 1994 compared to $44.4 millionfiscal 1993 and $32.3 million in
fiscal 1992. Research and development expensessaged 14% of net revenues in fiscal 1994, 13fsd¢al 1993 and 12% in fiscal 1992.
The increase in research and development expemsbsolute dollars is due to the Company's inceeagending on projects to meet
customer commitments such as clustering and thetatitan of existing products and technology foemttional markets, as well as the
continued commitment to the development of new petgland enhancements to existing products. Alstriboting to the increase were
development costs associated with the CompanyéntZ8erver Software Division, which began operationApril 1993 with no significant
revenues expected until 1995. In addition, theuision of research and development costs of the &Sidiary acquired during fiscal 1993
contributed to the increase in absolute researdidamelopment expenses in fiscal 1994 and 199sdal 1994, the Company began Beta
of the Call Performer Plus(TM) system (PC-basede&@rocessing equipment) and several softwaresetehat introduced new
administration and reporting features.

During fiscal 1994, 1993 and 1992, the Companyredteto development contracts with certain custesmenereby the Company performed
development work on applications software usingamasr funds. As of June 30, 1994, $2.9 million o$ts and revenues related to these
contracts were deferred ($2.0 million as of Junel®@3). During fiscal 1994, $0.8 million ($0.3 hah in fiscal 1993 and $0.2 million in
fiscal 1992) was recognized as revenue and $0/1®m{$0.3 million in fiscal 1993 and $0.2 millian fiscal 1992) was charged to cost of
sales for projects completed. See Note 2 to Catest@ld Financial Statements. These costs were ddfender the provisions of Statement of
Financial Accounting Standards No. 68. No inteswitware development costs have been capitalizedt®under the provisions of
Statement of Financial Accounting Standards No. S Note 2 to Consolidated Financial Statementsnd fiscal years 1990 and 1991 the
Company purchased IVR technology for approxima$2y6 million which was amortized over the estimatsdful life of the related product.
The cost was fully amortized as of June 30, 1994.

The Company expects to continue to increase expeadion research and development in fiscal 19@b$olute terms and these expenses
could increase as a percentage of net revenues.

Selling, General and Administrative

Selling, general and administrative expenses wé¥ 8f net revenues in fiscal 1994, a decrease 88% of net revenues in fiscal 1993 and
41% in fiscal 1992. These expenses increased mlwtbgollars to $151.2 million in fiscal 1994, find$129.6 million in fiscal 1993 and
$108.2 million in fiscal 1992. The increases inrgfing resulted from the Company's continuing effootdevelop and manage its organize
and train new and existing sales and support pasoimcreased expenditures were also incurredallegal expenses related to ongoing
patent litigation. The Company expects to contitumcur legal expenses in fiscal 1995 relatedrigaing patent litigation. In addition, the
inclusion of ONS' selling, general and administraitosts during fiscal 1993 contributed to the Alieadollar increase over fiscal 1992.
Selling, general and administrative expenses detlas a percentage of revenue due to the Compamtisued monitoring of expenses and
employment of cost control measures in conjunctitth revenue growth. During fiscal 1994 the Comphag continued to move resource
support the faster growing business segments,ditduthe movement of employees to support newnatéwnal subsidiaries and internatio
sales opportunities. Since the merger with VMX, @wmpany continues to analyze organizational amdatjpnal synergies that can be
achieved and anticipates the reflection of any fisneom those synergies in fiscal 1995. The Comyphbelieves that additional selling,
general and administrative expenses will be reduimemaintain its competitive position, includingpanded international sales activities, and
expects that these expenses will increase in afest@tms and could increase as a percentage oévartues.
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Integration Costs

In the third quarter of fiscal 1994, in connectigith the VMX merger, the Company recorded $18.3iamilfor certain integration costs
related to the consolidation of facilities and jpersel.

Interest and Other Income (Expense), Net

Net interest and other income (expense) for fi$8&4 decreased $5.8 million from fiscal 1993. Therdase was due primarily to mer

related expenses of $3.6 million incurred in fist@94, smaller net gains on sales of short-terrastments, lower interest income due to
lower interest rates on lower average cash andegivalent balances held during fiscal 1994 amaigr foreign exchange losses, offset in
part by the absence of expenses of the Compasssaicquwhich were incurred in fiscal 1993. Therere net foreign exchange losses of $0.4
million in fiscal 1994. There were net foreign eaolye gains of $0.2 million in fiscal 1993 and masiskes of $0.2 million in fiscal 1992. Other
expenses in fiscal 1994 included one-time costgeadlto the merger with VMX, as mentioned abovéeDexpenses in fiscal 1993 included
one-time costs associated with the acquisitionnef @f the Company's subsidiaries and costs of tegany's hedging program. Other
expenses in each fiscal year included fees paitet@ompany's investment advisors. The Companyrueet to utilize the hedging prograr
implemented to mitigate the foreign exchange fimarexposure of foreign currency transactions.

Income Taxes

The effective tax rate for fiscal 1994 was 22% careg to 28% in fiscal 1993 and 27% in fiscal 1982 lower effective tax rate in fiscal
1994 was attributable to a combination of factbisst, subsequent to the merger of the Companywand, various tax assets of VMX that
had been fully reserved were recognized as a tagftbeAdditionally, the retroactive reinstatemefithe U.S. research and development
credit for the fiscal year ended June 30, 1993ahtorable impact on the effective tax rate indis1l994. The higher effective tax rate in
fiscal 1993 compared to fiscal 1992 was primarilyilautable to the expiration of the U.S. reseaanl development tax credit as of June 30,
1992. The Company expects the effective tax ratethigher in fiscal 1995 than it was in fiscal 499

During the third quarter of fiscal 1993, but effeetJuly 1, 1992, the Company changed its methaatobunting for income taxes to the
liability method required by Statement of Finandakounting Standards (SFAS) No. 109, Accountingificome Taxes. Prior to this date
Company used the deferred method of accountingpémme taxes under APB No. 11. As permitted by SIR&S109, no financial statemet
for periods prior to July 1, 1992 were restatedsui®s for the first quarter of fiscal 1993 werepoisly restated to include a charge of
$115,000, representing the cumulative effect, akibyf 1, 1992, of this change in accounting fooime taxes. Other immaterial adjustments
(netting to $115,000) were made to the tax prowigiothe first quarter of fiscal 1993 to reflecetbhange to SFAS No. 109. No adjustmen
the second quarter results of fiscal 1993 weressng. See Note 13 to the Consolidated FinancidéBients.

Dividends

The Company has not paid cash dividends on its camstock to date and does not plan to pay casHetids to its stockholders in the
foreseeable future. The Company presently intemdstiin any earnings to finance its business amdgurchase shares of its Common St
See "Liquidity and Capital Resources."

QUARTERLY RESULTS

The following table presents unaudited quarterlgraping results and certain items as a percentget oevenues for the Company's four
quarters in fiscal 1994. The Company believesdlatecessary adjustments, consisting only of nbrewurring adjustments, have been
included in the amounts stated below to preserlyfiie selected quarterly information. This infation should be read in conjunction with
the consolidated financial statements includedwaieee herein. The operating results for any quanremnot necessarily indicative of results
for any subsequent period.
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Fiscal Quarter Ended

Sept. 30, 1993 Dec. 31, 1993 March 31, 1994  Ju ne 30, 1994

(In thousands, except per share data - unaudited)

Net Revenues:

Systems ............ $ 66,302 72% $73,330 73% $ 68,256 70% $84 202 72%
Service and license .. .... 25,321 28 27,549 27 28,941 30 32 324 28
Total net revenues . .. .. 91,623 100 100,879 100 97,197 100 116 ,526 100
Costs and expenses:
Cost of systems ........ 21,419 23 23575 23 20,906 22 23 523 20
Cost of service and license . . 14,867 16 15,673 16 19,223 20 20 470 18
Research and development . . .. 13,737 15 13,951 14 13975 14 16 662 14
Selling, general and
administrative ........ 35,238 38 36,918 37 36,799 38 42 218 36
Integration costs .. ..... -- -- - - 18,258 19 - -
Total costs and expenses . . 85,261 93 90,117 89 109,161 112 102 873 88
Operating income (expense) .. .. 6,362 7 10,762 11 (11,964) (12) 13 653 12
Interest and other income
(expense),net......... 848 1 626 1 (3,011) (3) 67 -
Income (loss) before income taxes . 7,210 8 11,388 11 (14,975) (15) 13 720 12
Provision (benefit) for
incometaxes.......... 1,250 1 2,921 3 (3,371) (3) 3 ,000 3
Net income (loss) . ........ 5,960 7% 8,467 8% (11,604) (12)% 10 ,720 9%

Net income per common and
equivalent share . . ... ... $ 24 $ .34 $ (49 $ 43

Number of shares used
in calculation......... 24,542 24,947 23,509 24 792

Percentage amounts may not total due to rounding.

As a percentage of total net revenues, operaticoniie decreased in the first quarter compared tpribe quarter. This was the result of a
decrease in net revenues from the prior periodtaaehistorically slow summer domestically andlslig offset by an increase internationally,
and the protraction of the sales cycle as a re$sliggishness in the domestic economy. Total abséles increased as a percentage of total
net revenues due to fluctuations in the customémaaduct mix of sales and lower system sales veluBperating income increased as a
percentage of total net revenues in the secondeaguarfiscal 1994 due to an increase in revenuestgr-over-quarter and a decrease in
operating expenses as a percentage of total nenues. Cost of systems and service decreased fighofitotal net revenues in the first
quarter to 39% in the second quarter primarily tueariations in product mix. As a percentage ¢dltoet revenues, operating income
decreased in the third quarter primarily due todovevenue and to integration charges associatidcansolidating facilities and personnel
related to the VMX merger. Cost of systems andiserwncreased from 39% of total net revenues irsteond quarter to 41% in the third
quarter primarily due to nonrecurring costs incdr@ conform VMX's accounting practices to Octalsl variations in product mix. In the
fourth quarter operating income increased signifilyafrom the third quarter due to the absencenti#fgration charges in the fourth quarter as
compared to the third quarter. Operating incomeasd of systems and service as a percentageabihtrevenues in the fourth quarter w
relatively flat when compared to the second qua@est of systems as a percentage of systems revemained relatively flat from the first
quarter through the third quarter and decreaséukifourth quarter due to an increase in unit vauwnith flat fixed manufacturing costs and a
favorable change in the mix of systems sold. Sergitd license revenues as a percentage of totedveriues increased in the third quarter
due to slower growth in system sales in the thudrter. Cost of service sales as a percentagawitseand license revenues increased
significantly in the third quarter due to a strategdecision to increase the size of the servicamizations in order to initiate growth in service
revenue in future quarters. On a quarter-to-quadsrs, the customer and product mix of sales lcatutate significantly. Such fluctuations
can have a positive or negative impact on operatiaggins and are difficult to predict.

The Company believes that its backlog on a quarbasis will not generally be large enough to assat its revenue targets for a particular
quarter will be met. Furthermore, a large percentafgany quarter's shipments have
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historically been booked in the last month of tharer. Consequently, quarterly revenues and dpgregsults will depend on the volume :
timing of new orders received during a quarter,clihig difficult to forecast. This is particularlgue in the VIS market, where sales orders are
generally larger. The Company offers products Wwake system list prices from $5,000 to over $1(XBEDdepending on customer
configurations and requirements, and generallyahaigher gross margin on its fully configured proidu The Company provides discounts to
distributors and generally has a higher gross margidirect sales. In addition, the Company's edpanservice and license revenues
generally have lower gross margins. As a resutGbmpany's revenues and gross margins will betaffeoy the product, service and
channel mix and timing of orders it receives. lditidn, because the Company recognizes revenusales to distributors and customers
which have previously installed the Company's pobéit the time of shipment and on certain diretdssto end users at the time of
installation, quarterly revenues can also fluctuipending on the customer installation schedaledifect sales at the end of a quarter.
Installation on direct sales typically occurs witlive weeks of shipment. The Company has not éepeed any significant returns by
customers of any of its products.

Fourth quarter total net revenues are typicallyagmcld by sales incentives to employees and promptimgrams for customers; as a result,
first quarter sales are typically less than fougptlarter sales. The Company anticipates that taisltwill continue in the first quarter of fiscal
1995.

LIQUIDITY AND CAPITAL RESOURCES

The Company's cash and equivalents and short-terestments decreased to $86.4 million at June@® from $100.4 million at June 30,
1993. Cash flows from operations resulted in nehgaovided of $49.4 million in fiscal 1994 and $#nillion in fiscal 1993. The primary
uses of cash during fiscal 1994 were investmeptaperty and equipment of $58.6 million and theurepase of Common Stock for
approximately $5.8 million under the Company's ktiapurchase plan, both of which aim to increaserneto investors as compared to the
return which would be made by investing the caghgamerating interest at the low rates availablinduiscal 1994. In July 1994, the
Company's Board of Directors approved the repuecbésip to an additional 3.5 million shares ofGsmmon Stock over a period of
approximately two years.

As of June 30, 1994, the Company had invested $#illidn in the purchase of land and the developnoéithe Company's new corporate
offices on that land. The Company expects to spgidoximately an additional $5.0 million duringdéd 1995 in connection with the final
construction of the Company's new corporate offidé® Company also expects to purchase additianapment and make certain leasehold
improvements during fiscal 1995. The Company apsitgs that its property and equipment investmeittgventually result in reduced
operating expenses, greater efficiencies and iserklexibility for the Company.

In connection with the VMX business combinationpegximately $3.6 million of merger expenses werimed and have been charged to
interest and other income (expense) during the tiarter of fiscal 1994. In addition, the Compaegorded integration costs of $18.3
million in connection with the merger. The chargese recorded based on decisions made by managémeorisolidate certain facilities a
personnel. Lease termination fees and moving @sstsciated with facilities consolidation comprippraximately $7.0 million of total
integration costs, while $5.3 million relates topgayee severance and relocation expenses. The Gynestimates that approximately 240
employees will either relocate or terminate emplegimCertain assets were written down to theirealizable value due to impairment as a
result of the merger, which totaled approximatedysmillion. The majority of the remaining chargee associated with the consolidation of
Octel's and VMX's benefit and compensation plamsRinector's and Officer's run-off liability insuree. The integration charges are the
primary reason for the decrease in working caffitath fiscal 1993 to fiscal 1994.

Of the $18.3 million of total integration chargesorded in the third quarter of fiscal 1994, apprately $4.5 million related to noncash
writeoffs of recorded assets and $13.8 milliontezlao expected cash expenditures. As of June®i, there was a balance of $12.5 million
of expected future cash expenditures. The majofithis amount will be spent in fiscal 1995. In &@ihoh to the integration costs recorded in
the third quarter of fiscal 1994, the Company nmayur additional merger-related integration costsictv will be charged to operations, over
the next several quarters. Such integration chaagesxpected to be cash expenditures estimasggpetximately $4.1 million
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for literature design for name change and otherifications to literature for the merged Company, donsolidating processes and computer
systems of the merged Company and for personrakecebexpenses.

In August 1994, the Company purchased certainl@utielal and personal property from another compgan$5.1 million. Of the total
purchase price, $4.7 million was allocated to ing@ss technology and $0.4 million was allocategréperty and equipment. The in-process
technology will be expensed as of the date acquiredddition, the Company agreed to hire certanpleyees of the seller.

The Company anticipates that cash flows from opmrat existing cash and equivalents and short-temestment balances, and its existing
bank line will be adequate to meet the Companyh caquirements through the end of fiscal 1995.

FACTORS THAT MAY AFFECT FUTURE RESULTS OF OPERATION S

The Company believes that in the future its resfi@perations could be affected by factors suctiedays in shipments of the Company's
products, market acceptance of new products anchdpg, growth in the worldwide voice processingketirexpansion of services by its VIS
customers, the outcome of litigation and changegemeral economic conditions in any of the coustitiewhich the Company does business.

The Company believes that the successful introdneif new and enhanced products and services aiidsential for it to maintain its
competitive position. The integration of certaireogtions as a result of the VMX merger continuestpire the dedication of management
resources which may temporarily distract attenfrom the day-to-day business of the Company. The@my intends to reduce expenses by
consolidating operations, eliminating duplicateilfdes, employees, marketing programs and oth@eeses. There can be no assurance that
Octel will be able to reduce expenses in this faghtihat there will not be high costs associatetl siich activities, that such reductions will
not result in a decrease in revenues or that thigreot be other material adverse effects of sactivities. The Company cannot determine
ultimate effect that new products and servicesthadontinued integration of Octel and VMX will leaen revenues, earnings or stock price.

Due to the factors noted above and elsewhere irmgement's discussion and analysis of financial itiendand results of operations, the
Company's future earnings and Common Stock prigebmasubject to significant volatility, particularbn a quarterly basis. Past financial
performance should not be considered a reliablieatar of future performance and investors showlduse historical trends to anticipate
results or trends in future periods. Any shortiialievenue or earnings from the levels anticipdtedecurities analysts could have an
immediate and significant effect on the tradingerf the Company's Common Stock in any given pedalditionally, the Company may

not learn of such shortfalls until late in a fisqalarter, which could result in an even more imragdand adverse effect on the trading price of
the Company's Common Stock. Finally, the Compamgigigates in a highly dynamic industry which oftessults in volatility of the

Company's Common Stock price.

The Company has been and may in the future contmbe required to litigate enforcement of its lieigtual property or commercial rights or
to defend itself in litigation arising out of clagof third parties. Such litigation, even if ther@uany is ultimately victorious, can be extrern
expensive and may have a material adverse effettteo@ompany's results of operations in any pddiqeeriod. For example, the Company
has recently paid as much as $1.0 million per guamtlegal fees and related expenses in connewidirnthe Theis litigation, and expects s
fees and expenses to exceed that figure in thegiiierter of fiscal 1995 because trial has commenic#éigation may also occupy managernr
resources that would otherwise be available toesidother aspects of the Company's business. &ent® Copyrights, Trademarks and
Technology Licenses" in Item 1 above.
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CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE DATA)

ASSETS
June 30,
1994 1 993
Current assets:
Cash and equivalents $ 17889 $ 26,576
Short-term investments 68,463 73,781
Accounts receivable, net of allowance for doubtf ul
accounts of $2,665 and $2,365 90,013 70,556
Accounts receivable from related parties 2,159 8,577
Inventories 28,920 28,399
Prepaid expenses and other 13,865 4,806
Total current assets 221,309 2 12,695
Property, plant and equipment 95,076 53,933
Deposits and other assets 29,743 30,755
Total $ 346,128 $ 2 97,383
LIABILITIES AN D STOCKHOLDERS' EQUITY
Current liabilities:
Trade payables $ 16,250 $ 16,370
Accrued compensation and employee benefits 25,010 20,257
Income taxes payable 2,616 1,401
Accrued and other liabilities 44,660 27,689
Total current liabilities 88,536 65,717
Long-term obligations 1,400 1,985
Commitments and contingencies (Notes 2, 9, 14 and 1 6) -- --
Stockholders' equity:
Preferred stock, $.001 par value--authorized 5,0 00,000 shares; none

outstanding -- --
Common stock, $.001 par value--authorized, 50,00 0,000 shares; outstanding:

1994, 24,170,344 shares, 1993, 23,257,563 sh ares 174,356 1 56,870
Notes receivable from sale of stock -- (56)
Deferred compensation - (55)
Retained earnings 82,736 73,322
Unrealized loss on marketable securities (net of deferred taxes of $330) (540) --
Accumulated translation adjustments (360)

Total stockholders' equity 256,192 2

Total $ 346,128 $ 2

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Net revenues:
Systems
Service and license

Total net revenues

Cost and expenses:
Cost of systems
Cost of service
Research and development
Selling, general and administrative
Integration costs

Total costs and expenses

Operating income
Interest and other income (expense), net

Income before income taxes and cumulative effect of
accounting change
Provision for income taxes

Income before cumulative effect of accounting chang
Cumulative effect of accounting change

Net income

Income per common and equivalent share before
cumulative effect of accounting change

Cumulative effect of accounting change

Net income per common and equivalent share

Weighted average number of common shares and
equivalents used in computation

See notes to consolidated financial statements.

Year ended June 30,

1994 1993

$ 292,090 $ 254,860

114,135 83,618
406,225 338,478
89,423 74,856
70,233 52,524
58,325 44,420
151,173 129,556

18,258 -
387,412 301,356
18,813 37,122

(1,470) 4,294

17,343 41,416

3,800 11,734

13,543 29,682
- 115

$ 13,543 $ 29,567

0.54 1.19

$ 054 $ 119

25,096 24,869
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT SHARE DATA)

Common Stock

Shares  Amount

Balances, June 30, 1991 as
previously reported 17,173,34 $94,724 $

Pooling of interests

adjustments 5,079,689 45,114
Balances as of June 30,
1991 as restated 22,253,032 139,838

Sale of common stock under
Employee Stock Purchase

Plan 197,606 3,376
Sale of common stock, net
of repurchases 432,811 3,976

Repurchases of common stock (110,000) (610)
Issuance of common stock 4,107 100
Deferred compensation

amortization - -
Payment on notes receivable - -
Tax benefit of stock option

transactions -- 2,749
Translation adjustments - -
Net income -- -
Balances, June 30, 1992 22,777,556 149,429
Pooling of interests

adjustments 456,320 353
Sale of common stock under

Employee Stock Purchase

Plan 251,645 4,037
Sale of common stock, net

of stock surrendered 375,993 3,524
Proceeds from sale of put
warrants -- 977
Repurchases of common stock (603,951) (3,625)
Deferred compensation

amortization - -
Tax benefit of stock option

transactions -- 2,175
Payment on notes receivable - -
Translation adjustments - -
Net income -- -
Balances, June 30, 1993 23,257,563 156,870
Sale of common stock under

Employee Stock Purchase

Plan 326,860 5,224
Sale of common stock, net
of stock surrendered 817,921 11,256

Repurchases of common stock (232,000) (1,759)
Deferred compensation
amortization - -
Tax benefit of stock option
transactions -- 2,765
Payment on notes receivable - -
Unrealized loss on
marketable securities - -
Translation adjustments - -
Net income -- -

Balances, June 30, 1994 24,170,344 $174,356

See notes to consolidated financial statements.

Notes Unrealized
Receivable Losson Accu
From Sale Deferred Retained Marketable Tran

of Stock Compensation Earnings Securities Adju

(68)

(196)

(256)

$ (489) $ 48543 - -
—- (9616 - (11

(489) 28927 - (11
- (61) - -
—~ (2,018 - -
218 - - -
- - - 27
-~ 26383 - -
(271) 53231 - 15
- 37 - -
- (35) - R
~  (9,478) - -
216 - - -
- - - (55
—~ 29567 - -

(55) 73322 0 (40

~ 13543 - -

- $ 82,736 $ (540) $ (36
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7) 25,185

7) 167,903

- 3,376
- 3,915
- (2,628)
- 100

- 218
- 94

- 2,749

6 276
- 26,383

- 4,037
- 3,489

- 977
- (13,103)
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

Year ended June 30,

1994 1993 1992
Cash flows from operating activities:
Net income $ 13543 $ 29,567 $ 26,383
Adjustments to reconcile net income to net cash p rovided by
operating activities:
Depreciation and amortization 34,219 22,287 15,206
Amortization of premium of marketable securities 294 - -
Deferred income taxes (13,909) 1,948 (3,185)
Deferred compensation 55 216 218
Changes in assets and liabilities:
Accounts receivable (13,572) (20,891) (9,635)
Inventories (449) 1,438 (8,231)
Prepaid expenses and other (1,633) (239) (995)
Trade payables 46 (1,441) 3,513
Accrued compensation and employee benefits 4,860 3,507 3,848
Accrued and other liabilities 25,964 3,451 9,235
Net cash provided by operating activities 49,418 39,843 36,357
CASH FLOWS FROM FINANCING ACTIVITIES:
Sales of common stock under employee stock plans, net 16,480 7,543 7,352
Repurchases of common stock (5,767) (13,103) (2,628)
Proceeds from sale of financial instruments-put w arrants - 977 -
Issuance of common stock - 18 100
Payment on notes receivable 56 106 --
Repayment of long-term obligations (605) (1,257) (46)
Net cash provided (used) by financing activiti es 10,164 (5,716) 4,778
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of short-term investments (128,869) (256,016) (213,254)
Sales and maturities of short-term investments 133,115 250,965 210,699
Property and equipment additions, net (58,648) (30,775) (14,550)
Deposits and other assets (13,970) (15,576) (6,443)
Net cash received from (used in) business acquisi tions -- (9,391) 1,098
Net cash used for investing activities (68,372) (60,793) (22,450)
EFFECT OF EXCHANGE RATE CHANGES ON CASH 103 214 354
NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS (8,687) (26,452) 19,039
CASH AND EQUIVALENTS:
Beginning of year 26,576 53,028 33,989
End of year $ 17889 $ 26,576 $ 53,028

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND BASIS OF PRESENTATION

The Company designs, manufactures and markets wdarenation processing systems. The Company alseigles voice processing and
networking services. The consolidated financiatesteents include the Company and its wholly owndibsigliaries. Intercompany balances
and transactions are eliminated in consolidatiecl&ssifications have been made to fiscal 1993%iandl 1992 consolidated financial
statements to conform to the fiscal 1994 preseantati

2. SIGNIFICANT ACCOUNTING POLICIES

Cash equivalents

Cash equivalents consist of all highly liquid datstruments purchased with a maturity of three st less.
Short-term investments

In May 1993, the Financial Accounting Standardsr8assued Statement of Financial Accounting Stashel&fo. 115, "Accounting for Certe
Investments in Debt and Equity Securities" ("SFAS"). The Company adopted the provisions of SFASfbt investments held as of June
30, 1994. Under the provisions of SFAS 115, the gamy has classified its investments in certain debtrities as "available-for-sale." Such
investments are recorded at fair value, with urzedlgains and losses reported as a separate centpafrstockholders' equity. Interest
income is recorded using an effective interest, raith the associated premium or discount amortieetinterest and other income (expense),
net." The cost of securities sold is based uporspieeific identification method. In accordance wifte provisions of SFAS 115, prior period
financial statements have not been restated tectetie change in accounting principle. The cundagffect as of June 30, 1994 of adopting
SFAS 115 was to decrease the balance of stockisoketguity by $0.5 million to reflect the net unieadl loss on investments classified as
"available-for-sale" and previously recorded attc8se Note 3.

Foreign currency translation

Assets and liabilities denominated in foreign caocies are translated at the exchange rate on thedeasheet date. Revenues, costs and
expenses are translated at average rates of excpagnpiling during the year. Translation adjusttaeasulting from this process are
accumulated as a separate component of stockhioddgrity. Realized and unrealized gains and losadereign currency transactions and
hedge contracts are included in interest and dtlteme (expense), net. At June 30, 1994, the Coymnpad approximately $17.9 million of
forward hedge contracts outstanding ($4.0 milliori993).

Financial Instruments and Risk Concentration

The forward hedge contracts discussed above retgr€ompany to exchange foreign currencies for do8ars at rates agreed at the
inception of the contracts. Although the gross ami®are used to express the volume of these tramssicthe amounts potentially subject to
credit risk are limited to the difference betweka tounterparty's obligation and the obligatiothef Company. The contracts do not subject
the Company to significant market risk from exchengte movements because the contracts offsegfoceirrency balances and transactions
being hedged. The Company maintains policies fegramy into foreign exchange contracts similarttose for its investments.

Financial instruments which potentially subject @@mpany to concentrations of credit risk are prilm@ash investments and accounts
receivable. The Company's cash investments areSnddvernment obligations and municipal noteskzonts that have maturities ranging
from 1994 through 2019. The Company believes no
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significant concentration of credit risk exists lwiespect to these cash investments. Balancesamueriternational customers account for 35

percent of the total accounts receivable (21 pericet993). Additionally, distributors and VIS casters comprise 18 percent and 40 percent
of total accounts receivable, respectively (29 getrand 22 percent in 1993, respectively). Gengréle Company requires no collateral from
customers. The Company believes that any credl ase substantially mitigated by the Company'ditevaluation process.

Inventories
Inventories are stated at the lower of cost (finsfirst-out) or market.
Development costs

Development costs incurred in the research andlalewvent of new software products and enhancemergsisting software products are
expensed as incurred until technological feasybilds been established. After technological felitsilis established, any additional costs
would be capitalized in accordance with Stateméfimancial Accounting Standards No.

86. The Company has not capitalized any softwaveldpment costs, as the Company's current prooestefeloping this software is
essentially completed concurrently with the estdilient of technological feasibility. In connectigith the VMX merger, certain costs
formerly capitalized by VMX were written off to cfiorm accounting practices.

In fiscal 1994, 1993 and 1992, the Company enteredcontracts for funded software developmentgats. These contracts are contractual
services as defined by Statement of Financial Asting Standards No. 68. The Company defers devedopeosts and revenue for these
projects and such deferred costs are expensestaicsales when the related revenue is recogn&igdificant terms of these development
contracts include specified completion dates. Tom@any maintains all rights related to the fundegjgets. As of June 30, 1994, all projects
are expected to be completed substantially in aecore with the related contract.

As of June 30, 1994, $2.9 million of costs relatethese contracts were deferred ($1.9 milliond83and $1.1 million in 1992) and $1.0
million of prepayments were recorded as a liab{#9.1 million in 1993 and $1.2 million in 1992 fiscal year 1994, $0.8 million was
expensed to cost of sales and $0.8 million recaghés revenue for contracts ($0.3 million was egpdno cost of sales and recognized as
revenue in 1993 and $0.2 million was expensed $b @osales and recognized as revenue in 1992).

Property, plant and equipment

Property, plant and equipment are stated at cagirdziation is computed using the straight-linehndtover estimated useful lives of two to
ten years. Leasehold improvements are amortizedtbedives of the leases.

Intangible assets

Goodwill represents the excess of acquisition déosluding reserves for certain acquisition relatggenses, over the fair value of the net
assets acquired and is being amortized on a strghbasis over ten years. Goodwill of $1.7 roitliis included in the balance sheet caption
"Deposits and other assets."

The Company has acquired various technology liceasd other agreements. The cost of the licengksthrr agreements is amortized from
the date that the related product is commercialgilable over periods based on anticipated futevemnue streams from the related products
not exceeding 36 months. As of June 30, 1994 af8,1%8.3 million and $9.3 million, respectively, mencluded in the balance sheet cap
"Deposits and other assets," for such assets.
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Revenue recognition

Revenue is recognized upon shipment to distribindsupon installation for end users. Revenuesis mdcognized upon shipment to end
users for orders from businesses which have preljonstalled the Company's products, and uponnséiyp of upgrades and expansions to
larger capacity systems.

Revenues on service contracts are primarily reeeghiatably over the contract period.
Returns and allowances

The Company does not generally reserve for retoeeause, historically, the Company has not expegiggany significant returns of any of
products by customers.

Warranty costs

The Company warrants its products for one year ditéivery to the purchaser or installation whea @ompany performs the installation.
Provision for estimated warranty costs is recoratetthe time of sale.

Income taxes

In February 1992, the Financial Accounting Stand@dard issued Statement of Financial Accountimyp&rds (SFAS) No. 109, Account
for Income Taxes. SFAS No. 109 requires a charmya the deferred method of accounting for incomesar the asset and liability method
of accounting for income taxes. The Company adoBtelS No. 109 effective July 1, 1992. The effecthaf adoption is discussed in Note
13.

Net income per common and equivalent si

Net income per common and equivalent share is ctedpuased upon the weighted average number of conamb equivalent shares frc
stock options and put warrants (using the treastagk method) and shares issued under the EmpRipe& Purchase Plan.

3. INVESTMENTS

At the date of adoption of SFAS 115, June 30, 1894hort-term investments were considered avisitédr-sale securities and consisted of
the following (in thousands):

Unrealized Unrealized Accrued Estima ted

Cost Gains Losses Interest Fair V alue

U.S. Government securitie; -------- 9,80 3 9 (455) (103) 9 256
Municipal notes/bonds s 60,59 8 17 s (441)$ (89:?) 59 ,281
$ 7040 1% 26 $(896) $(994) $ 68 537

At June 30, 1994, these securities were clasdifiethe balance sheet as follows (in thousands):

Cash equivalents $ 1,068
Short-term investments 68,463
$ 69,531
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The cost and estimated fair value of availables@le debt securities as of June 30, 1994, by atintbmaturity, consisted of the following
(in thousands):

E stimated
Cost Fa ir Value
Due in one year or less $ 30,991 $ 30,525
Due in one to three years 24,087 23,436
Due thereafter 15,323 14,576
$ 70,401 $ 68,537

4. BUSINESS COMBINATIONS -- POOLING OF INTERESTS MIBOD
VMX, Inc.

On March 31, 1994, Octel Acquisition Corporationylaolly owned subsidiary of Octel, was merged veittd into VMX, Inc. (VMX), with
VMX being the surviving corporation and a wholly m&d subsidiary of Octel. In the transaction, apjpnately 5.4 million shares of Octel's
common stock were issued in exchange for all obtitstanding common stock of VMX. The merger waaated for as a pooling of
interests, and accordingly, the accompanying fir@rstatements have been restated to include ttwuats and operations of VMX for all
periods prior to the merger. Effective in the qaagnded March 31, 1994, VMX recorded $2.2 milliorcharges to operations to conform
certain changes in estimates and accounting pslici¢hose of Octel.

VMX provides integrated messaging and call procegsystems, software and services that combineeydata and image for business
communications, internationally.

Separate results of the combining entities forpiods prior to the merger were as follows:

N ine months ended Year ended Yea rended
March 31, 1994 June 30, 1993 June 30, 1992
Net Revenues:
Octel $ 216,662 $ 249,549 $ 188,848
VMX 74,270 90,463 75,214
Less intercompany sales (1,233) (1,534) (1,330)
$ 289,699 $ 338,478 $ 262,732
Net Income:
Octel $ 16,724 $ 22,553 $ 21,356
VMX 4,844 7,036 5,051
Intercompany transactions 10 (22) (24)
Merger related costs and adjustments (18,755) -
(net of tax benefits)
$ 2,823 $ 29,567 $ 26,383

In connection with the merger, approximately $3iBiom of merger expenses were incurred and hawnloharged to interest and other
income (expense) during the third quarter of fisk@94. These nonrecurring expenses include investhanking fees of $2.6 million, legal
and accounting fees of $0.6 million and other miaoeous expenses of $0.4 million.

Also in connection with the merger, the Companyréded integration costs in the third quarter ofdis1994 of $18.3 million related to costs
associated with consolidating facilities and per&dnincluded in such integration costs are bugdaase termination fees and moving cos
connection with redundant facilities,
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employee severance, relocation expenses, and tteeoffrof leasehold improvements and assets ingpads a direct result of the merger. The
balance in these reserves of $12.5 million is idetliin Accrued and other liabilities on the balasiceet at June 30, 1994.

Rhetorex, Inc.

In March 1993, the Company issued the equivaleBd6£218 shares of its Common Stock in exchangelfaf the outstanding capital stock
of Rhetorex, Incorporated (Rhetorex), which hasteerounted for as a pooling of interests. In doldithe Company assumed Rhetorex s
options which represent options to purchase 3,#dges of the Company's Common Stock subsequeiné tivansaction. Rhetorex designs
manufactures high performance voice processing ooms and software for personal computers. Theisitign was accounted for under
the pooling of interests method and, accordingdig, Company's consolidated financial statementdinadcial data have been restated to
include the accounts and operations of Rhetorealfqreriods presented.

Compass Technology, Inc.

Effective August 12, 1992, the Company consummatbdsiness combination with Compass Technology whéich has been accounted for
as a pooling of interests. Compass develops anklatsavoice processing applications software forlfd€ed systems. To effect the
combination, approximately 460,000 shares of comstook were issued in exchange for substantiallgality securities of Compass. The
net assets of Compass amounted to $0.5 milliooreg 30, 1992. The effect of this pooling was immiatéo the operations of the Company
and accordingly, prior years' financial statemevise not restated.

5. BUSINESS COMBINATION -- PURCHASE METHOD

On October 21, 1992, the Company acquired Tigorp@ation (now Octel Network Services ("ONS")) frgxmeritech. ONS is an
independent provider of voice processing and nétingrservices primarily in the U.S. The purchasegof $12 million was paid in cash.
The acquisition was accounted for as a purchas¢henesults of ONS' operations were combined thitise of the Company from the date
acquisition. Goodwill of $7.5 million, representittte excess of acquisition cost, including resefgesertain acquisition related expenses,
over the $10.3 million estimated fair value of tiet assets acquired, was recorded at the datejoiséton, prior to the adoption of SFAS No.
109. As discussed in Note 13 below, the assetdiabitities assumed in the acquisition of ONS wesmeasured in connection with the
adoption of SFAS No. 109 by the Company. The gbagance of goodwill at June 30, 1994 was $2.1 omllwhich reflects the change for
SFAS No. 109 remeasurement and the final purchase g@llocation adjustment of $1.3 million madeopttio the end of the one year
anniversary date of the acquisition. Amortizatiapense for fiscal 1994 and 1993 was $0.3 milliod $6.1 million respectively.
Accumulated amortization at June 30, 1994 and 1883,%$0.4 million and $0.1 million, respectively.

6. INVENTORIES

Inventories consist of (in thousands):

June 30
1994 1993
Finished goods $ 5,864 $ 6,407
Work-in-process 12,248 11,625
Raw materials 10,808 10,367
Total inventories $ 28,920 $ 28,399
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7. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of (in thads¥

June 30,
1994 1993
Computers and electronic equipment $ 85545 $ 60,192
Land and buildings 40,871 15,678
Other machinery and equipment 11,780 9,604
Furniture and fixtures 14,317 11,693
Leasehold improvements 6,867 5,554
Total 159,380 102,721
Accumulated depreciation and amortization (64,304) (48,788)
Property, plant and equipment, net $ 95076 $ 53,933
8. ACCRUED AND OTHER LIABILITIES
Accrued and other liabilities consist of (in thonds):
June 30,
1994 1993
Integration reserves $ 12,516 $ --
Unearned revenue and deposits 9,240 5,508
Amounts due to distributors 3,595 4,144
Warranty reserve 2,956 2,538
Reserves for acquisition related expenses 4,817 5,729
Other 11,536 9,770
Accrued and other liabilities $ 44660 $ 27,689

Other liabilities primarily consist of property asdles taxes, deferred taxes, amounts due to dinstimers and other liabilities.

9. LINE OF CREDIT

Effective June 1994, the Company obtained a $3lomibank revolving line of credit which also allsthe Company to obtain standby
letters of credit. Borrowings under the line arsecured and bear interest at an adjusted LIBORptateone and one-quarter percent.
Borrowings under the line are subject to certaiaricial covenants and restrictions on indebtedfiess\cial guarantees, business

combinations and other related items. The Compaagyiwcompliance with these covenants and had rmowimgs under this line as of June
30, 1994. The line expires in June 1996.

10. STOCKHOLDERS' EQUITY

In July 1990, the Company's Board of Directors appd a common shares rights agreement and dedatiitiend distribution, payable to
stockholders of record on August 15, 1990, of onen@on Stock purchase right for each outstandingesbfaits Common Stock. Initially,
each right entitles the stockholder to buy one gasdued share of the Company's Common Stock exatise price of $80. The rights
become exercisable (unless postponed by actidmeddisinterested directors) on the earlier oft€¢h)days following a public announcement

that a person or group has acquired, or obtainedigiht to acquire, beneficial ownership of 21%mre of the outstanding Common Stocl
(2) ten days following the commencement or annonnace of a tender offer or
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exchange offer, the consummation of which wouldiltéa the beneficial ownership by a person or grofi21% or more of the Company's
outstanding Common Stock.

If the Company is acquired in a merger or otheir®ss combination transaction without approvalti®y@ompany's Board of Directors, each
right not held by the acquiring person would eetits holder to purchase $160 worth of the commooksof the acquiring company for $80.
If any person or group acquires 21% or more ofGbepany's Common Stock without approval by the Camg|s Board of Directors, each
right not held by the acquiring person would eetits holder to purchase $160 worth of the Comga@gmmon Stock for $80.

The rights are redeemable at the Company's opbhiofit.01 per right. Additionally, the exercise gricumber of rights and number of
common shares that may be acquired are subjedjustment from time to time to prevent dilution.eThights expire on July 31, 2000. At
June 30, 1994 substantially all shares of Commonk&ire subject to this agreement.

Common Stock

During the second quarter of fiscal 1992, a steglurchase plan was approved by the Board of Diregtbereby the Company may
repurchase such shares of its Common Stock onpiae market as may reasonably be required for esesrcinder the 1985 Incentive Stock
Option Plan and issuances under the 1987 Employesk Burchase Plan. During fiscal 1994, fiscal 1888 fiscal 1992, the Company
repurchased 232,000 shares, 603,951 shares ar@D@Xhares, respectively. Average prices paid duhiase periods (exclusive of any put
warrant proceeds) were $25 per share, $22 per ahdr§24 per share, respectively. As of June 384,18l of the repurchased shares have
been reissued under employee stock plans.

During fiscal 1993, in connection with its stoclpuechase plan, the Company sold put warrants ariassof private placements, with the
intention of reducing the cost of the stock repasghplan. The put warrants entitle the holder lase share of common stock to the
Company for each warrant held, at a specified piiche holder exercises the warrant. The actifatyfiscal 1994 and 1993 is summarized as
follows:

Put Warrants Outstanding

Cumulative Number of Potenti al
Pro ceeds Received Warrants Obligat ion
June 30, 1992 - - -
Sales $ 977,000 500,000 $ 11,043, 000
Expirations - (200,000) (3,750, 000)
June 30, 1993 977,000 300,000 7,293, 000
Exercises - (200,000) (5,143, 000)
Expirations -- (100,000) (2,150, 000)
June 30, 1994 $ 977,000 - -

In July 1994, the Company's Board of Directors appd the repurchase of up to an additional 3.5anikhares of its Common Stock over a
period of approximately two years. As of Septentir1994, the Company repurchased 125,000 sharess@dmmon Stock at an average
price of $21 (unaudited). In connection with thpuehase program, in August 1994 the Company 287080 put warrants for total proce
of $1,143,000 (unaudited). If all of the put watsaare exercised the obligation will be $16,253,00tudited).

In November 1993, the Company increased the nuofterares of Common Stock reserved for issuancerutsl1987 Employee Stock
Purchase Plan from 1,000,000 to 1,250,000. Eligbi@loyees may authorize payroll deductions ofoupd% of their compensation to
purchase shares at the lower of 85% of the faiketar
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value of the Common Stock as of the date of grfinst @lay of an offering period, or for newly hirethployees, the date their participation
begins) or the last day of the six-month offerirgipd. In fiscal 1994, 327,000 shares were purahasan average price of $15.98 (252,000
in fiscal 1993 at an average price of $16.04 argjd® in fiscal 1992 at an average price of $17.08)

In November 1993, the Company increased the nuoftarares of Common Stock reserved for issuancerted1985 Incentive Stock Plan
from 6,300,000 to 7,300,000, and increased the eumfgain in March 1994 from 7,300,000 to 9,600,00@&ddition, the Company has
reserved 200,000 shares of Common Stock for isguander the Directors' Stock Option Plan. Undempihaes, stock options may be granted
to employees, consultants and directors to purcBasemon Stock at not less than fair market valubetate of grant. Options become
exercisable as determined by the Board of Directpgrerally over five years. However, options gedrafter June 1, 1994 become exercis
over four years. Options granted before Novemb&8BXXpire ten years from date of grant, while thgrsanted after that date expire five and
one-half years from date of grant, or within sixntits after becoming fully exercisable, whichevesdsner. At June 30, 1994, a total of
5,840,239 shares were subject to outstanding aptiad 1,393,720 shares were available for futuaetgrder the plans.

In June 1994, the Board of Directors approved &cigyg of stock options for certain employees, exahg senior management and officers.
The employees have the option of either maintaitieg existing options or canceling any optiontfwéxercise prices greater than $17.25
and receiving new options representing 90% of fitens being cancelled. The new options' vestingroencement date will be reset to June
22, 1994 and the new options will vest at the cdte5% each year over four years. The options expifive and one-half years. The vested
options may only be exercised when the fair mavkéie of the Company's Common Stock equals or esctee original option exercise
price; however, after five years and three montbflune 22, 1994, the options may be exerciseatdbgss of the fair market value of the
Company's Common Stock for up to three months.ddptfor up to 1,574,717 shares were qualifiedHerrepricing. Under this repricing,
options for approximately 1,348,000 shares wereelad and options for approximately 1,209,000 shavere granted. Activity under the
repricing is not reflected in the table below.

In October 1990, the Board of Directors authoriag@stricted stock purchase of 60,000 shares @@1$er share by an individual who was
an officer of the Company. Deferred compensatieprasenting the difference between $.001 per stratehe fair market value of the shares
at the date of issuance, was amortized over tleethear vesting period. In fiscal 1994, 1993 an@]1$55,000, $216,000, and $218,000 of
deferred compensation was amortized, respectively.

In conjunction with the VMX merger, the Companywsgd two VMX stock option plans: the 1989 VMX, Iiecentive Stock Option Plan
and the OPCOM 1982 Incentive Stock Option Plarorimfation with respect to these two plans has beended in the stock option table
below. VMX's Nonstatutory Stock Option Plan wagrtgrated upon consummation of the merger.
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Information regarding outstanding stock optionasdollows:

Shares Price Per Share Total
Outstanding at June 30, 1991 3,492,222  $.05-28.15 $3 5,290,579
Granted 1,116,173 .75 -36.25 2 2,365,414
Cancelled (169,460) .75-36.26 ( 1,857,796)
Exercised (443,127) .75 -24.25 ( 4,047,162)
Outstanding at June 30, 1992 3,995,808  $.05-36.25 5 1,751,035
Granted 2,022,418 11.25-27.25 4 3,628,690
Cancelled (314,800) .75-36.25 ( 4,964,760)
Exercised (377,163) .50-22.88 ( 3,577,452)
Outstanding at June 30, 1993 5,326,263  $.05-36.25 8 6,837,513
Granted 3,535,440 17.20-50.00 9 3,087,356
Cancelled (897,690) 2.50 - 36.25 2 0,987,482)
Exercised (825,595) .05 -25.00 1 1,386,983)
Outstanding at June 30, 1994 7,138,418  $.05 - 50.00 $14 7,550,404

At June 30, 1994, options to purchase 1,484,00desheere exercisable. At June 30, 1994, all re@msehights under the restricted stock
purchase agreements entered into with employeesxuced.

At June 30, 1994, the Company has reserved shafasnomon Stock for issuance as follows:

Issuance under Incentive Stock Plan and Directors' Stock Option Plan 8, 356,169
Issuance under Employee Stock Purchase Plan 867
8, 357,036

11. RELATED PARTY TRANSACTIONS

During fiscal 1994, 1993 and 1992 the Company ladeksof approximately $28.4 million, $23.6 milliand $21.7 million, respectively, to

companies in which certain members of the Compayasd of Directors are also officers and to a camypthat owned approximately 6.5
percent of the Company's Common Stock at June®®4.JAmounts due from these companies at June®®@, 4nd 1993 were $2.2 million
and $8.6 million, respectively.

12. INTEREST AND OTHER INCOME (EXPENSE)

Interest and other income (expense) consist ahfiasands):

1994 1993 1992
Interest and investment income $ 3,216 $ 3,915 $ 6,329
Gain (loss) on sale of short-term investments, net (11) 1,276 947
Interest expense (267) (56) (205)
Foreign exchange gains (losses), net (370) 210 (243)
Merger expenses (3,592) (439) -
Other expense, net (446) (612) (232)
Total interest and other income (expense) $ (1,470) $ 4,294 $ 6,596
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Cash payments for interest were $0.3 million, $fillion and $0.2 million, in fiscal 1994, 1993 ath892, respectively.
13. INCOME TAXES

Effective July 1, 1992, the Company adopted SFASIN®, "Accounting for Income Taxes." Under SFAS N9, the liability method is
used in accounting for income taxes. Under thishodtdeferred tax assets and liabilities are detexdnbased on differences between
financial reporting and tax bases of assets ahditias, and are measured using the enacted tas emd laws that will be in effect when the
differences are expected to reverse. Prior to doption of SFAS No. 109, income tax expense wasrdehed using the deferred method
under APB No. 11. Deferred tax expense was basdtéims of income and expense that were reportéifferent years in the financial
statements and tax returns, and were measured tbthate in effect in the year the differencgioated.

As permitted by SFAS No. 109, the Company eleae@¢ord the cumulative effect of adopting thisimoncement as a change in accour
principle as of July 1, 1992, the result of whichsaa reduction in fiscal 1993 net income of $0.lioni. This charge represents the writedc
of net deferred tax assets and liabilities fromttherates in effect when they arose to currenttisy tax rates.

In accordance with the provisions of SFAS No. 108,assets acquired and liabilities assumed iptihehase of ONS in October 1992 were
remeasured. The result of applying SFAS No. 108e¢gurchase of ONS was to recognize deferreddsatsand deferred tax liabilities for
the future tax consequences of the deductible axabte temporary differences between the assiguiegidlues of the assets and liabilities
and the tax bases. In addition, a deferred tax &ssebeen recognized for the tax benefit of ONBoperating loss carryforwards existing at
the date of acquisition. A valuation allowance wesgnized to reduce the deferred tax asset tarttwint more likely than not to be realiz
Goodwill, originally recorded, was reduced by $&ilion to the difference between the purchaseeeand the values assigned to identifiable
assets and liabilities, including deferred tax tsgmet of valuation allowance) and deferred takilities. In fiscal 1994, the final purchase
price allocation adjustment was made (see Notehiywhad the effect of increasing deferred taxtadsg approximately $0.9 million.

As of June 30, 1994, the Company had net oper&isgycarryforwards of $11.8 million, resulting frahee acquisition of ONS, that expire
beginning in fiscal 1997 and ending in fiscal 208%.mentioned above, a valuation allowance of $3ilBon has been recognized to offset
the deferred tax assets related to those carryfdsiaay the tax effect of the amount of the net afieg loss carryforwards which are not lik
to be utilized. If realized, the tax benefit foote reserved items will be applied first to redieeremaining goodwill associated with the
acquisition.
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The major components of the Company's deferredsagts and liabilities are as follows (in thousgnds

June 30,
1994 1993
Deferred Tax Assets:

Reserves and accrued liabilities $ 12,583 $ 6,643
Net operating loss carryforwards acquired in pu rchase

business combination 4,966 5,443
Accumulated depreciation 4,522 3,772
Accrued vacation 1,375 590
Accounts receivable allowance 1,012 812
Accrued commissions and compensation 492 153
Tax credit carryforwards 1,634 2,043
Inventory capitalization 577 418
Profit in inventory - 241
Spare parts inventory - 311
Other 724 262

Total gross deferred tax assets 27,885 20,688

Valuation allowance (3,637) (6,947)

Deferred tax assets 24,248 13,741

Deferred Tax Liabilities:

Deferred revenue (3,524) (5,685)
Profit in inventory (715) -
Amortization of spare parts inventory (2,781) (158)
State taxes (523) (246)
Amortization of purchased software (752) (562)
Other (398) (444)

Total gross deferred tax (8,693) (7,095)

Net deferred tax asset $ 15,555 $ 6,646

At June 30, 1994, a net current deferred tax adgsgt.5 million and a net long-term deferred tageaf $8.1 million have been included in
the balance sheet captions "Prepaid Expenses had and "Deposits and other assets," respecti¥lyune 30, 1993, a net current deferred
tax liability of $1.0 million and a net long-terneférred tax asset of $7.6 million have been indudethe balance sheet captions "Accrued
and other liabilities" and "Deposits and other &s5eespectively.

Income before income taxes and cumulative effeetcobunting change includes the following compostent

1994 1993 19 92
Income before income taxes and cumulative effect
of accounting change:
Domestic $ 14,375 $ 39,684 $ 34 ,107
Foreign 2,968 1,732 2 ,015
Total $ 17,343 $ 41,416 $ 36 122
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

The provision for income taxes, attributable tooime before income taxes and cumulative effect obasting change, consists of:

1994 1993 19 92
Income tax provision (benefit)
Current:
Federal $ 8,123 $ 6,210 $ 9 ,657
State 3,313 2,148 2 ,956
Foreign 1,454 1,274 692
Total current 12,890 9,632 13 ,305
Deferred:
Federal (7,980) 1,773 3 ,059)
State (1,110) 329 (507)
Total deferred (9,090) 2,102 3 ,566)
Provision for income taxes $ 3,800 $ 11,734 $ 9 ,739

The reconciliation of the statutory federal incotae rate to the effective tax rate is as follows:

1994 1993 1992
Statutory federal income tax rates 35.0% 34.0% 34.0%
State income and franchise taxes net of federal inc ome tax effect 8.2 4.6 51
Research tax credits (8.3) - (2.8)
Tax exempt income (4.1) (1.0) (1.6)
Foreign Sales Corporation 4.7) (2.8) (2.4)
Net operating loss carryforwards (6.0) (5.7) 4.7)
Other 1.8 (0.8) (0.6)
Total effective rate 21.9% 28.3% 27.0%

Cash payments for income taxes were $5.8 millid3, Bmillion and $6.7 million in fiscal 1994, 1988d 1992, respectively.

14. LEASES

Manufacturing and administrative facilities aresed under operating leases through 2000 with cerémiewal options. At June 30, 1994,
future minimum annual payments under operatingelease as follows (in thousands):

1995 $ 9,923
1996 6,611
1997 4,965
1998 4,074
1999 2,574
Thereafter 942
Total minimum lease payments $ 29,089

Rent expense was $12.3 million, $11.2 million a@db$illion in fiscal 1994, 1993 and 1992, respedii.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

Capital leases included in property and equipmedtlang-term obligations in the consolidated batasiceet are not material. Future
obligations under those leases total $1.3 million.

15. EXPORT SALES

Export revenues to nonaffiliated customers pringanlCanada and Europe, and to a lesser extemjpian] South America, Australia, New
Zealand and China, aggregated $97.4 million irefid®94. Export revenues were $80.7 million and. $58illion in fiscal 1993 and 1992,
respectively.

16. LITIGATION

In April 1992, the Company filed suit, in Califomiagainst Theis Research, Inc. ("Theis") for dattay judgment that the Company's
products do not infringe three patents of Theisthiatlthose patents are invalid. In November 1992js filed a counterclaim against the
Company alleging infringement of seven of Theisepts. Subsequently, Theis dismissed with prejutieeclaims as to all but four of the
patents. In May 1993, two other manufacturers aéezmail equipment, Boston Technology and Northegtecom, filed suit in California for
declaratory judgment that their products do natimgie the same Theis patents at issue in the Coyrgah In June 1993, the California court
consolidated the action filed by these two othenufacturers with the Company suit and Theis filesbanterclaim for infringement against,
among others, one of the Company's telephone compestomers, Pacific Telesis. This customer terdldefense of this action to various of
its vendors, including the Company. As a resutheke actions, the California case involved coufdéns by Theis against the Company,
Boston Technology, Northern Telecom, AT&T, Digig&dund and possibly other vendors of voice mail petgland Pacific Telesis, a
customer of the Company, and most of the other fiaaturers of voice mail products. In August 199 tourt severed trial of the
counterclaims against all defendants except thegaog Northern Telecom and Boston Technology. Inebgber 1993, the court granted the
Company's motion for summary judgment of noninfemgnt of one of the four remaining patents assegethst the Company. Theis
subsequently dismissed its counterclaim againstddoBechnology in exchange for a license of itept. The Company and Northern
Telecom tried the equitable issues of laches aequitable conduct to the court in February 1994 @turt has not yet ruled on the laches
issue. In August 1994, the court issued a tentatilreg that the Company and Northern Telecom hatdestablished inequitable conduct by
clear and convincing evidence. The court has sdeddurther briefing and argument on this issuéalTaf the remaining issues, including
infringement of the three remaining patents asdeatminst the Company and the defense of patealidity, commenced on August 22, 19

In January 1994, Gilbarco, Inc. ("Gilbarco") filedit in the U.S. District Court for the District Golorado against the Company and one of
the Company's telephone company customers, U.S, Alleging infringement of a Gilbarco patent apeldng unspecified damages. The
Company filed an answer to the complaint denyingiafringement of the patent and raising severfitraftive defenses, including an
assertion that the patent is invalid and unenfdreea

The Company believes, based upon information ctiyrenailable, including consultations with pateounsel, that the Company is not
infringing any valid patents of Theis or Gilbard@he Company will vigorously defend the patent imfigment claims and any related claims
for compensatory damages. The Company estimateleg# expenses related to ongoing patent litigedvere approximately $2.0 million in
fiscal 1994. While litigation is inherently uncertathe Company believes that the ultimate resofutif these matters will not have a material
adverse effect on the Company's financial position.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
17. QUARTERLY RESULTS (unaudited)

The following table presents unaudited quarterlgraping results for each of the Company's eigleafiguarters in the period ended June 30,
1994.

Fi rst Second Third Fo urth
Qua rter Quarter Quarter Qua rter

(In thousands, except per share data)

Fiscal 1994
Net revenues $ 9 1,623 $ 100,879 $ 97,197 $ 1 16,526
Gross profit 5 5,337 61,631 57,068 72,533
Net income (loss) 5,960 8,467 (11,604)(1) 10,720
Net income (loss) per common and
equivalent share $ .24 $ 34 $ (491 $ 43
Fiscal 1993
Net revenues 6 9,116 82,965 85,383 1 01,014
Gross profit 4 4,218 51,595 52,380 62,905
Net income 4,324 7,558 7,383 10,302
Net income per common and
equivalent share $ .18 $ 31 $ .29 $ 42

(1) Includes total nonrecurring charges for the Viiérger and integration costs of $24.1 million (81&illion net of taxes). Excluding the
charges, net income and net income per commonauidadent share would have been $7.2 million a2 Srespectively.
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
Octel Communications Corporation

We have audited the accompanying consolidated balsineets of Octel Communications Corporation abdidiaries as of June 30, 1994
and 1993, and the related consolidated stateméitsame, stockholders' equity and cash flows fcheof the three years in the period en
June 30, 1994. In connection with our audits ofdbesolidated financial statements, we have algitedithe financial statement schedules as
listed in the accompanying Index at ltem 8. Thestsolidated financial statements and financiakstant schedules are the responsibility of
the Company's management. Our responsibility exfwess an opinion on these consolidated finastiéments and financial statement
schedules based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of Octel Communications

Corporation and its subsidiaries as of June 304 9@l 1993, and the results of their operationstlagid cash flows for each of the three ye

in the period ended June 30, 1994 in conformityhwgitnerally accepted accounting principles. Alsaur opinion, such financial statement
schedules, when considered in relation to the lmsisolidated financial statements taken as a wipodsent fairly, in all material respects,

the information set forth therein.

KPMG PEAT MARWICK LLP

Palo Alto, California
July 27, 1994
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable

PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information regarding directors of the Compagryuired by this Item is incorporated by referetucthe Proxy Statement for the
Company's Annual Meeting of Stockholders, tent&figeheduled to be held on November 17, 1994, utideheading "Election of Directors-
-Nominees."

The information regarding executive officers regdiby this Item is incorporated by reference tosietion in Part | hereof entitled
"Executive Officers of Octel Communications Corgam."

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@eby reference to the Proxy Statement for the Gmyip Annual Meeting of Stockholders,
tentatively scheduled to be held on November 18418nder the heading "Executive Compensation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item is incorp@eby reference to the Proxy Statement for the Gmylp Annual Meeting of Stockholders,
tentatively scheduled to be held on November 13418nder the heading "Security Ownership of Mansyd."

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item is incorp@eby reference to the Proxy Statement for the Gmylp Annual Meeting of Stockholders,
tentatively scheduled to be held on November 18418nder the heading "Certain Transactions."

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHE DULES, AND REPORTS ON FORM
8-K
(A) 1. CONSOLIDATED FINANCIAL STATEMENTS AND FINANCIAL STATEMENT
SCHEDULES

See Index to Consolidated Financial Statement®at 8 on page 29 of this report.
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2. EXHIBITS

Exhibit

Number Description

3.0 Certificate of Incorporation of the Com
3.1 Bylaws of the Company. (1)

pany. (1)

10.0* 1985 Incentive Stock Plan, as amended, and forms of Incentive Stock Option Agreement there under.

10.1* 1987 Employee Stock Purchase Plan and f orm of Subscription Agreement. (7)

10.2* 1988 Directors' Stock Option Plan and f orm of Stock Option Agreement. (7)

10.3*  Fiscal Year 1994 Executive Bonus Plan.

10.10 Interface License Agreement (IMS-Link Interface) dated December 2, 1983 between North ern Telecom
Inc. and the Company. (2)

10.10A Interface License Agreement (Digital S et Interface) dated March 16, 1990 between Northe rn Telecom
Inc. and the Company. (6)

10.10B License Agreement dated February 1, 198 9 between Mitel Corporation and the Company. (6)

10.10C License Agreement dated August 1, 1990 between ROLM Systems and the Company. (6)

10.11 Form of Indemnification Agreement as entered into by the Company with its directors an d officers.
)

10.12 Amended and Restated Registration Righ ts Agreement dated March 12, 1987 between the Comp any and the
holders of Series A, Series B, Series C and Series D Preferred Stock, as amended by t he form of
Amendment of Registration Rights Agreem ent with respect to Initial Public Offering. (2)

10.13  Common Stock Purchase Agreement betw een the Company and Hewlett-Packard Company da ted as of
August 10, 1988 (including a Registrat ion Rights Agreement between the parties attached thereto as

Exhibit A). (3)
10.14 Amendment to Common Stock Purchase Ag
Hewlett-Packard Company. (5)

reement dated as of October 1, 1990 between the

Company and

10.15 Credit Agreement dated June 30, 1994 between The First National Bank of Boston, Bank of America
National Trust and Savings Association and the Company.
10.16 Common Shares Rights Agreement dated as of July 25, 1990 between the Company and Bank of America NT

& SA. (5)
10.17*  Executive Officer Employment Letter --

11.0 Statement re computation of 1994 per sh
21.0 Subsidiaries of the Company.

23.0 Consent of Independent Auditors (KPMG P
24.0 Power of Attorney (see page 52).

27.0 Financial Data Schedule (EDGAR version

David J. Ladd. (8)
are earnings.
eat Marwick LLP).

only).

* Designates management contracts or compensal@amg,pcontracts or arrangements required to be diteexhibits pursuant to Item 14(c) of
Form 10-K.

(1) Incorporated by reference to the exhibit fikeith the Company's Form 8-B filed with the Secestand Exchange Commission on
February 12, 1990.

(2) Incorporated by reference to the exhibit fileith the Company's Registration Statement on Forin([So. 33-19777), as amended, which
became effective February 26, 1988.

(3) Incorporated by reference to the exhibit fileith the Company's Annual Report on Form 10-K far fiscal year ended June 30, 1988.
(4) Incorporated by reference to the exhibit fikeith the Company's Registration Statement on Fo#nfiled with the Securities and
Exchange Commission on August 1, 1990.
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(5) Incorporated by reference to the exhibit fikeith the Company's Annual Report on Form 10-K foe fiscal year ended June 30, 1990.
(6) Incorporated by reference to the exhibit fikeith the Company's Annual Report on Form 10-K foe fiscal year ended June 30, 1991.
(7) Incorporated by referenced to the exhibit fikeith the Company's Annual Report on Form 10-Ktfa fiscal year ended June 30, 1992.
(8) Incorporated by reference to the exhibit fileith the Company's Quarterly Report on Form 10-Xtie quarter ended March 31, 1994.

(B) REPORTS ON FORM 8-K

The Company filed a Current Report on Form 8-K quilAL3, 1994 to report the merger of Octel Acqtidsi Corporation, a Delaware
corporation and wholly owned subsidiary of the Camy with and into VMX, Inc., a Delaware corporati& MX, Inc., as the surviving
corporation, became a wholly owned subsidiary ef@mpany.

The following financial statements of VMX, Inc. veefiled with this Report on Form 8-K:

(i) Audited consolidated balance sheets as of 3004993 and 1992, and the audited consolidatéeinséants of operations, stockholders'
equity and cash flows for the fiscal years endew R0, 1993, 1992 and 1991 (incorporated by reterém VMX's June 30, 1993 annual
report on Form 10-K);

(i) Unaudited consolidated balance sheets as eEBer 31, 1993 and 1992 and the unaudited statemfoperations, stockholders' equity
and cash flows for the three and six (6) monthgusriended December 31, 1993 and 1992 (incorpobgteeference to VMX's December 31,
1993 quarterly report on Form 10-Q).

(C) EXHIBITS

See Item 14(a) above.

(D) FINANCIAL STATEMENT SCHEDULES
See Item 14(a) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities and Exchange Act of 1934, tigéisteant has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

OCTEL COMMUNICATIONS CORPORATION

Dat ed: Septenber 27, 1994 By: /s/ GARY A WETSEL
Gary A Wetsel,
Chi ef Financial Oficer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anmirgpgrobert Cohn and
Derek S. Daley, jointly and severally, his attorswéy-fact, each with the power of substitution, fiam in any and all capacities, to sign any
amendments to this Report on Form 10-K, and talidiesame, with exhibits thereto and other docusientonnection therewith, with the
Securities and Exchange Commission, hereby ragjfgimd confirming all that each of said attorneydaitt, or his substitute or substitutes,
may do or cause to be done by virtue hereof

Pursuant to the requirements of the SecuritiesEmtiange Act of 1934, this Report has been sigeéubby the following persons in the
capacities and on the dates indicated.

Signature Title Date

/s/ ROBERT COHN Chairman o f the Board, President and Chief =~ September 27, 1994
Executive Officer (Principal Executive

(Robert Cohn) Officer)

/sl GARY A. WETSEL Executive Vice President and Chief September 27, 1994
Financial Officer

(Gary A. Wetsel (Principal Financial Officer)

/sl HERZEL ASHKENAZI Controller September 27, 1994
(Principal Accounting Officer)

(Herzel Ashkenazi

/sl ANSON M. BEARD, JR. Director September 27, 1994

(Anson M. Beard, Jr.)

Director
(Leo J. Chamberlain)
/s/ DEBORAH A. COLEMAN Director September 27, 1994
(Deborah A. Coleman)
/s/ JOHN FREIDENRICH Director September 27, 1994
(John Freidenrich)
/sl ROBERT C. HAWK Director September 27, 1994
(Robert C. Hawk)
/sl NATHANIEL de ROTHSCHILD Director September 27, 1994
(Nathaniel de Rothschild)
/s/ DAG TELLEFSEN Director September 27, 1994

(Dag Tellefsen)
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OCTEL COMMUNICATIONS CORPORATION

SCHEDULE | - MARKETABLE SECURITIES - OTHER INVESTME NTS

Amo unt at Which

Each Portfolio of
Number of Equ ity Security

Shares or Units - Market Value Iss ues and each

Principal of Each Oth er Security

Name of Issuer and Amount of Bonds Cost of Issue at Issu e Carried at

Title of Each Issue and Notes Each Issue June 30, 1994 June 30, 1994(1)

BALANCES AT JUNE 30, 1994:

U.S. Treasury Bills/Notes (2) $ 9,535,000 $ 9,728,000 $ 9,222,000 $ 9,322,000
Municipal Notes/Bonds(3) 57,710,000 58,909,000 58,252,000 59,141,000
Total at June 30, 1994 $ 68,637,000 $ 67,474,000 $ 68,463,000

(1) Includes accrued income.
(2) Includes six different issues.
(3) Includes 33 different issues, each less tharobfbtal assets.
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OCTEL COMMUNICATIONS CORPORATION

SCHEDULE Il - AMOUNTS RECEIVABLE FROM RELATED
PARTIES, UNDERWRITERS, PROMOTERS, AND EMPLOYEES
OTHER THAN RELATED PARTIES

Balance at
Beginning Bal ance at End
Name of Period Additions Collections of Period

Year Ended June 30, 1992:

Stephen Ciesinski (1) $ 400,000 $ - $ - $ 400,000

Douglas Chance (2) 400,000 -- -- 400,000

Total for Year Ended

June 30, 1992 $ 800,000 $ -- $ - $ 800,000
Year Ended June 30, 1993:

Stephen Ciesinski (1) $ 400,000 $ - $ 400,000 $ -

Douglas Chance (2) 400,000 - 67,000 333,000

Total for Year Ended

June 30, 1993 $ 800,000 $ - $ 467,000 $ 333,000
Year Ended June 30, 1994:

Douglas Chance (2) $ 333,000 $ - $ 333,000 $ -

David Ladd (3) - 100,000 - 100,000

Dennis McGinn (4) -- 400,000 400,000 -

Total for Year Ended

June 30, 1994 $ 333,000 $ 500,000 $ 733,000 $ 100,000

(1) Consisted of two notes receivable. The firderfor $40,000 was unsecured and was due in fl828. The note bore interest at the lower
of the applicable federal rate (AFR) or Californiaximum rate. The note was forgivable in fiscal3.9he second note for $360,000 was
secured by a deed of trust, and was due in fisg261The note was forgivable over four years bagmm fiscal 1993. Interest on both notes
is forgivable annually. Forgiveness of principatianterest for both notes was based upon the bemroveeting certain conditions of
employment. During fiscal 1993, $100,000 of theapipal of the notes was forgiven per the termdefriotes. Mr. Ciesinski left the Comp:
prior to the end of fiscal 1993, at which time $3@D in cash was collected for the balance.

(2) Consisted of a note fully secured by a deetiust. The note bore interest at a rate of 8.788veas forgivable over four years beginning
in fiscal 1993. Interest was forgivable annuallgrdiveness of principal and interest for the nossWwased upon the borrower meeting certain
conditions of employment. During fiscal 1994, $I®)®f the principal of the notes was forgiven er terms of the note. Mr. Chance left the
Company prior to the end of fiscal 1994, at whiaiet $300,000 of the principal of the note was foegi.

(3) Consists of a note secured by 8,000 sharexta] Gommon Stock. The note bears interest atttingeprate plus 1 percent. Interest is
payable quarterly, with the principal due Novemb®gy1998. Should Mr. Ladd leave the Company forragon, all accrued interest and
principal may be declared immediately due.

(4) Consisted of a note fully secured by a deetlust. The note bore interest at the rate of 5r8qre and was forgivable over four years
beginning in fiscal 1996. The Company agreed tatgaa annual bonus equal to the amount of intg@gable under the note. Forgiveness of
principal and interest for the note was based uperborrower meeting certain conditions of emplogm®r. McGinn left the Company prit

to the end of fiscal 1994, at which time $400,00¢he principal of the note was forgiven.
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OCTEL COMMUNICATIONS CORPORATION

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

Balan ce at Balance
Begi nning Additions at End
Classification of P eriod at Cost Retirements of Period
In Thousands
Year ended June 30, 1992
Computers and electronic equipment $ 2 5,759 $ 11,478 $ 312 $ 36,925
Land and buildings - - - -
Other machinery and equipment 1 1,609 1,538 339 12,808
Furniture and fixtures 9,462 992 76 10,378
Leasehold improvements 4,651 839 -- 5,490
$ 5 1,481 $ 14,847 $ 727 $ 65,601
Year ended June 30, 1993
Computers and electronic equipment $ 3 6,925 $ 24,670 $ 1,403 $ 60,192
Land and buildings - 15,678 - 15,678
Other machinery and equipment 1 2,808 1,093 4,297 9,604
Furniture and fixtures 1 0,378 1,435 120 11,693
Leasehold improvements 5,490 127 63 5,554
$ 6 5,601 $ 43,003 $ 5,883 $ 102,721
Year ended June 30, 1994
Computers and electronic equipment $ 6 0,192 $ 28,211 $ 2,858 $ 85,545
Land and buildings 1 5,678 25,193 - 40,871
Other machinery and equipment 9,604 2,940 764 11,780
Furniture and fixtures 1 1,693 3,214 590 14,317
Leasehold improvements 5,554 1,666 353 6,867
$ 10 2,721 $ 61,224 $ 4,565 $ 159,380
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Classification

In Thousands
Year ended June 30, 1992
Computers and electronic equipment
Land and buildings
Other machinery and equipment
Furniture and fixtures
Leasehold improvements

Year ended June 30, 1993
Computers and electronic equipment
Land and buildings
Other machinery and equipment
Furniture and fixtures
Leasehold improvements

Year ended June 30, 1994
Computers and electronic equipment
Land and buildings
Other machinery and equipment
Furniture and fixtures
Leasehold improvements

OCTEL COMMUNICATIONS CORPORATION

SCHEDULE VI - ACCUMULATED DEPRECIATION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

Balance at
Beginning
of Period

Charged to
Cost and
Expense Retirements

$ 14,797
8,734
3,854
1,994

$ 6710 $ 235

1,522 299

1,878 24
975 -

$ 29,379

$ 11,085 $ 558

$ 21,272

9,957
5,708
2,969

$ 9,881 $ 1,031

1,291 4,278
2,145 161
1,048 13

$ 39,906

$ 14365 $ 5,483

$ 30,122
6,970
7,692
4,004

$ 13,120 $ 1,402

1,690 780

1,947 201
1,279 137

$ 48,788

$ 18,036 $ 2,520

67

Balance
at End
of Period



OCTEL COMMUNICATIONS CORPORATION

SCHEDULE VIII - VALUATION AND QUALIFYING ACCOUNTS

Balance
Beginnin
Description of Perio

Year ended June 30, 1992:
Allowance for doubtful accounts $ 2,079,
Warranty 1,882,

Year ended June 30, 1993:
Allowance for doubtful accounts $ 2,677,
Warranty 2,376,

Year ended June 30, 1994:
Allowance for doubtful accounts $ 2,365,
Warranty 2,538,

at

g
d

000
000

000
000

000
000

Charged to
Expenses Deductions

$ 1,213,000 $ 615,000 $
3,434,000 2,940,000

$ 515000 $ 827,000 $
4,119,000 3,957,000

$ 607,000 $ 307,000 $
3,393,000 2,975,000
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2,677,000
2,376,000

2,365,000
2,538,000

2,665,000
2,956,000
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CORPORATE INFORMATION
INDEPENDENT AUDITORS

KPMG Peat Marwick LLP
Palo Alto, CA

LEGAL COUNSEL
Wilson, Sonsini, Goodrich & Rosati

Palo Alto, CA

TRANSFER AGENT
Chemical Trust Company of California

STOCKHOLDER ADMINISTRATION

Please direct inquiries about stockholder accogmi#tords to Chemical Trust Company of Califorbi@ California Street, San Francisco,
94111, (415) 954-9500 or (800) 674-4273.

STOCK TRADING

Octel Communications Corporation common stockadéd on the over-the-counter market and is quaiethe Nasdaq National Market
under the symbol OCTL. As of June 30, 1994, thezeevapproximately 2,700 stockholders of record.

STOCK PRICES

Fiscal Quarter High* Low*
Q1 1993 27 1/2 18 3/4
Q2 1993 24 14 1/2
Q31993 30 20

Q4 1993 251/4 19
Q11994 24 3/4 19 1/4
Q2 1994 28 1/2 231/4
Q31994 30 23

Q4 1994 26 1/4 16 1/2

*Trading ranges
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ANNUAL MEETING

The annual meeting of stockholders will be held &maber 17, 1994 at 9:30 a.m. at the Fairmont Ha#), South Market Street, San Jose,
California 951113,
(408) 998-1900.

INVESTOR RELATIONS

Octel Communications Corporation welcomes inquifiem its stockholders and other interested inwsstd you would like a free copy of
this report or other financial matter, direct yauntten request to: Octel Communications Corporgtiovestor Relations Dept., Mail Stop C3-
15, 1001 Murphy Ranch Road, Milpitas, CaliforniaAJ85035-7912 or call the Octel Investor Relatioratlide, (408) 324-6285.

All trademarks identified by the (TM) or (R) symbaire trademarks, or registered trademarks, reégplctof Octel Communications
Corporation or VMX, Inc. All other trademarks betpto their respective owners.

(C) Copyright 1994 Octel Communications Corporation
Printed in USA. All Rights Reserved.
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