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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

SYNOPSYS, INC.
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

JANUARY 31, OCTOBER 31,
2005 2004
(unaudited)
ASSETS
Current assets:
Cash and €ash BQUIVAIENTS ............ccceiiiiiicieie s $ 376,367 $ 346,709
SNOM-TEIM INVESIMENTS ...ttt e e ebt e s rae e sbe e e sbaeeebee e sbeeenreeans 206,136 232,320
Total cash, cash equivalents and short-term iNVestments............ccocvvevvveviererenienennenne, 582,503 579,029
Accounts receivable, net of allowances of $7,185 and $7,113, respectively .................... 108,028 132,258
DETErred INCOME TAXES ...iivveiieieiieee it cee st eee st e e stre st e e sbae e st e e sbee e sbbeesbeeesbbeesbeeesbaeesneeeses 127,629 125,601
INCOME tAXES FECRIVADIE ... .etiieiiiieiee bbb 46,522 46,583
Prepaid expenses and Other CUITENT 8SSELS .........coiiriiieeriierie et 27,710 29,562
TOLAI CUMTENT SSELS ...ttt ettt e bbbt e e e b e 892,392 913,033
Property and eQUIPMENT, NET .......ooi ittt sb e 173,532 178,155
LONG-TErM INVESIMENTS ...viieieecieiece ettt e et e be b e reereene e e e beseesrenre e 11,472 12,831
GOOAWIIL ...ttt sttt bbb nnenes 667,880 593,706
INEANGIDIE ASSELS, NEL.....cicicieccce e e st e e e b e renrs 187,940 198,069
Long-term deferred iNCOME TAXES ....vivvivviieieieie et nee e 155,517 146,360
(0112 g T £SO PS RSO 56,389 50,033
0] L T S $ 2,145122 $ 2,092,187
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued Habilities ..........cccoviiiiiiiiicicccc s $ 166,532 $ 184,146
ACCIUEH INCOIME TAXES ..evveiiereeiereeiteeere s eitesere s s ebeesbe s e beeebesssbeeabesasbesesbesssbesenbesssbesensenases 196,517 188,096
DSy (= G (=10 AV T =T 482,192 368,913
Total current laDITIES ........covie e 845,241 741,155
Deferred compensation and other [iabilities ... 58,534 51,794
Long-term deferrd FEVENUE..........coiiiiiiiee ettt be e 31,016 34,189
Stockholders’ equity:
Common stock, $0.01 par value; 400,000 shares authorized; 145,206 and
147,378 shares outstanding, reSPeCtIVEIY ......c.cccveiiiiiii i 1,451 1,474
Additional paid-in CAPILAL ........ccciiiiii e s 1,241,531 1,240,568
L e T=To =T T T T 186,945 202,146
Treasury stock, at cost; 11,931, and 9,759 shares, respectively.........ccccvvvivvievivrvinnennnnnn, (212,778) (175,762)
Deferred StOCK COMPENSALION. ........ccviiireieiieiese s et sre e (1,975) (2,732)
Accumulated other COMPrenenSIVE 10SS........covciriiiiiiiii s (4,843) (645)
Total StOCKNOIAEIS” BUILY .......eieieieiieiee et 1,210,331 1,265,049
Total liabilities and stockholders” QUILY ..........cceveiirieici e $ 2,145,122  $ 2,092,187

See accompanying notes to unaudited condensed consolidated financial statements.



SYNOPSYS, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

THREE MONTHS

ENDED
JANUARY 31,
2005 2004
Revenue:
TIME-DASEA lICENSE. .. ..eccveiiitie ittt ettt s e st e e st e e srb e e s bt e e sbbeesbeeesabeesaeee e $ 186,284 $ 170,598
UPTIONE HICENSE. ... ittt ettt bbbt e teeneesae e e nbesbeseesteenenneas 10,798 59,490
MaINTENANCE ANG SEIVICE ... e iuieeieie ettt ettt b et e et et sbesbesaeeneas 44,222 55,176
TOLAI FEVENUE ...ttt ettt ettt bttt st b e s e et e besbeebesbeebeeneeneeneas 241,304 285,264
Cost of revenue:
LLICBINSE ..ttt b e bR bbb bt et bt b et bene 24,847 20,331
MaINTENANCE AN SEIVICE ... eviiteiieiieteiiee sttt sttt sttt s b ettt b st st b st e ene et 17,029 15,551
Amortization of intangible assets and deferred stock compensation ............ccccceevieieienennnn, 28,099 25,240
TOtal COSE OF FEVENUE ...ttt et sb e e nes 69,975 61,122
LC 0TI 0T o1 o PSRRI 171,329 224,142
Operating expenses:
Research and deVelOPMENT..........cviiee et nne 72,917 70,337
Sales aNd MAKETING .....ocvvieiieice e ettt st besresneere e e eneas 83,990 70,746
General and adMUNISTIALIVE ........ocvviiiveiiie et sre e et ebe e e sb e e ebe e e ereeereeears 24,223 29,137
In-process research and deVelOPMENT ..ot 5,700 —
Amortization of intangible assets and deferred stock compensation .............ccoccevvevererennninne 8,852 9,244
TOtal OPEIAtING EXPENSES. ....eeeiterteiterieeieetie et ete bttt st et e et e st be b et e se e e e nbesbesbesbesaeeneenneneas 195,682 179,464
OPErating INCOME (10SS) .....eeureueereerterte it eieeeeiee sttt sttt sttt be bt sbesbesbeebe e e e besbesbesbesbesbeeneeneaneas (24,353) 44,678
Other INCOME (EXPENSE), NEL .. .eieiiieiie ettt sttt sttt sttt b e b et e e e e sbesbesbeebeeneaneas 5,199 (1,069)
Income (loss) before provision (benefit) for iNCOMe taXeS ........ccoviieieieniie e (19,154) 43,609
Provision (benefit) fOr INCOME TAXES .......eiiiiiie e (4,829) 11,457
NEL INCOME (0SS) cv.viviririiiiietete ettt ettt ettt sttt bbbt e e et b bbbt eb et et e s e e s s s s e $ (14,325) $ 32,152
Basic earnings (loss) per share:
Net iNCOME (10SS) PEI SNAIE......cucuiiiririiiiici ettt ettt b e n b, 3 (0.10) $ 0.21
Weighted-average common shares QUESTANAING .........ccuooiriiiiireri e 146,060 156,316
Diluted earnings (loss) per share:
Net iNCOME (10SS) PEI SNAIE......cucuiiiiiiiiiicie ettt sttt bbb b s b, 3 (0.10) $ 0.19
Weighted-average common shares and dilutive stock options outstanding ............cccccccveviennne. 146,060 165,864

See accompanying notes to unaudited condensed consolidated financial statements.



SYNOPSYS, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

THREE MONTHS

ENDED JANUARY 31,
2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
NEL INCOME (J0SS) ..vcviviriiiiiiiie ettt ettt b e e se bbb bbbt et ebebe s s st es bt ebebebebebenis $ (14,325) $ 32,152
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Amortization and dePreCIatioN..........cc.ciiieii i nre 50,482 48,230
In-process research and deVelOPMENL ...........coveiiieiirie i 5,700 —
=) (= g =To T g Lol Lo S (7,205) —
Write-down of 1ong-term INVESIMENTS .......cveiiiiiesesese e ane 1,568 1,401
Provision for (reduction to) allowance for doubtful accounts.............ccccviviniinncincnne, (720) 2,000
Net change in unrecognized gains and losses on foreign exchange contracts............c.ccoee.e. (4,458) (3,633)
Gain on sale of short— and long-term iNVEStMENTS...........ocoviiiirinee e 30 (37)
Net changes in operating assets and liabilities:
ACCOUNLES TECEIVADIE ... e e 31,480 4,595
INCOME taXES FECEIVADIE ...t e e 61 653
Prepaid expenses and Other CUITENT @SSELS.......ccvviviieiirieiieeiieieesie e sre e se e see e seesre e sreanens 2,544 (10,117)
(@] 1 =T g TSIy £ USSR (6,127) (9,502)
Accounts payable and accrued labilities ... (32,909) (54,736)
ACCIUEH INCOIME TAXES .. .vvevververeesiestesieeteeseeeestesee e seestesreeseeseeseessesaeseessesaesreeneeseeseenseseeseenees 2,062 (22,220)
DETEITEA FBVENUE......c.iciiiteiceiie ettt bttt sttt sttt 107,129 13,615
Deferred compensation and other [iabilities............cccvvivviviiviircerc e 6,763 8,918
Net cash provided by operating aCtIVILIES ..........ccuiirieiiiiiire s 142,075 11,319
CASH FLOWS FROM INVESTING ACTIVITIES:
Cash paid for acquisitions, net of Cash reCeIVE ..o (91,293) —
Proceeds from sales and maturities of short-term investments .........ccccoovveevee v, 97,114 124,474
Purchases of ShOrt-term INVESIMENTS. .......cciiiiiiiii e e (71,538) (155,529)
Purchases of 10ng-term INVESIMENTS..........oiiiiiiiiie e — (1,000)
Purchases of property and eQUIPMENT .......ccciviieiiiiie et sre s (6,330) (14,980)
Capitalization of software deVelOpMENt COSES.........coiviivirciiiicre e (738) (685)
Net cash used in INVESTING ACHIVITIES .......cccviiiieiiice e (72,785) (47,720)
CASH FLOWS FROM FINANCING ACTIVITIES:
1SSUANCES OF COMMON STOCK......c.eiviieiiiiiieiiiie et 2,268 86,135
PUIChases OF treASUIY STOCK ......cveiviiiieieciseeie et sne e (40,160) (160,937)
Net cash used in fiNaNCING aCHIVITIES .......cccvvviieieiece e (37,892) (74,802)
Effect of exchange rate changes on cash and cash equivalents..........c..ccocveivereerercnenceseniesnennns (1,740) (377)
Net increase (decrease) in cash and cash eqUIVAIENES ...........cccooiiiiiiineiiene e 29,658 (111,580)
Cash and cash equivalents, beginning of Period ...........ccocooeiiiiiiinii e 346,709 524,308
Cash and cash equivalents, end Of PEriOd .........cccceriiiiiiiiiice s $ 376,367 $ 412,728

See accompanying notes to unaudited condensed consolidated financial statements.



SYNOPSYS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. BASIS OF PRESENTATION

Synopsys, Inc. (Synopsys or the Company) has prepared the accompanying unaudited condensed consolidated financial
statements pursuant to the Securities and Exchange Commission’s (the Commission) rules and regulations. Pursuant to these rules and
regulations, the Company has condensed or omitted certain information and footnote disclosures it normally includes in its annual
consolidated financial statements prepared in accordance with generally accepted accounting principles (GAAP). In management’s
opinion, the Company has made all adjustments (consisting only of normal, recurring adjustments, except as otherwise indicated)
necessary to fairly present its financial position, results of operations and cash flows. The Company’s interim period operating results
do not necessarily indicate the results that may be expected for any other interim period or for the full fiscal year. These financial
statements and accompanying notes should be read in conjunction with the consolidated financial statements and notes thereto in
Synopsys’ Annual Report on Form 10-K for the fiscal year ended October 31, 2004 on file with the Commission.

To prepare financial statements in conformity with GAAP, management must make estimates and assumptions that affect the
amounts reported in the unaudited condensed consolidated financial statements and accompanying notes. Actual results could differ
from those estimates.

Synopsys’ fiscal year and first fiscal quarter ended on the Saturday nearest October 31 and January 31, respectively. Fiscal 2005
and 2004 are both 52-week years. For ease of presentation, the unaudited condensed consolidated financial statements and
accompanying notes refer to the applicable calendar month end.

In the first quarter of fiscal 2005, the Company revised its methodology for allocating and reporting costs of revenue. We have
reclassified cost of revenue for the first quarter of fiscal 2004 to conform to the fiscal 2005 allocation methodology and presentation.

2. BUSINESS COMBINATIONS
Acquisition of ISE Integrated Systems Engineering AG (ISE)

The Company acquired ISE on November 2, 2004.

Reasons for the Acquisition. ISE’s Technology Computer Aided Design (TCAD) software provides process simulation and
device and circuit simulation, helping semiconductor manufacturers shorten the time to design and test chips prior to actual
manufacturing. In approving the merger agreement, Synopsys’ Board considered a number of factors, including its opinions that (i)
the merger of ISE’s TCAD organization with Synopsys’ own TCAD business would permit the introduction of a consolidated TCAD
platform that addresses the challenges posed by future technologies while maintaining continuity with existing software, and (ii) the
merger would enable Synopsys to help further reduce its customers’ costs and manufacturing risks as they create smaller, faster and
more power-efficient chips. The results of operations of ISE are included in the accompanying unaudited condensed consolidated
statement of operations since the date of the acquisition. The Company does not consider the acquisition of ISE to be material to its
results of operations, and therefore is not presenting pro forma statements of operations for the three-month periods ended January 31,
2005 and 2004.

Purchase Price. The Company paid $100.0 million in cash on November 2, 2004. The total purchase consideration consisted of:

(in thousands)

LT o T T $ 100,000
ACQUISTHION-TEIAIEA COSES .....viviitieieitiite ettt sttt s ettt e s be st e st et e e b e be s te b e e es e s e eb e ebeebeebene e s e s e eseebesbesbeneentareanearas 2,896
HOIADACK PAYADIE ...ttt b et et e e st e Rtk e ket e b e e e s e st e bt eb e et e e b e b enb e s e e st abesbeebe st enseneaneareee 5,000
LI L oTU Lol 1 T TC o ol SO $ 107,896

Under the acquisition agreement, the Company has also agreed to pay up to $20 million over three years to certain former
shareholders of ISE now employed by Synopsys based upon achievement of certain sales and employee retention milestones. Any
amounts payable under this arrangement will be accrued as compensation expense when, and if, it is probable that such amounts have
been earned.

Acquisition-related costs of $2.9 million consist primarily of legal, tax and accounting fees of $1.3 million, approximately $1.1
million of estimated facilities closure costs, and other directly related charges. As of January 31, 2005, the Company had paid $1.3



million of the acquisition-related costs, of which $0.2 million relates to facilities closure costs. The holdback to secure representations
and warranties is payable in November 2005.

The Company has allocated the total purchase consideration to the assets and liabilities acquired, including identifiable
intangible assets, based on their respective fair values at the acquisition date, resulting in goodwill of approximately $74.2 million.
The following table summarizes the preliminary allocation of the purchase price to the fair value of the assets and liabilities acquired.

(in thousands)
Assets acquired

Cash, cash equivalents and ShOrt-term INVESIMENTS ..........cccviiiieiiicie e $ 10,527
ACCOUNTS TECRIVADIE ...ttt ettt s ettt b e sttt n et st eee 6,559
Prepaid expenses and OtNEr CUMTENT ASSELS ........c.viriviieierieriereseste e esee e e stesee e sresre e e eneeeeseeseesresresresnnanens 763
Identifiable INtANQIDIE ASSELS........iiiieeieice ettt e et e et et nrenre e e 25,700
GOOAWIIL ...t et b e et b et b e s bt b e s bbb e sttt b e sttt bt et e 74,205
(0] 1 TS g 11 £ 1,016
TOtAl ASSELS ACUITEA ....vevierieieeie sttt ettt et e st et e st e s e st e sbesbeebeeteaneenee e ebesbeseeareaneaneas 118,770
Liabilities assumed
Accounts payable and accrued HabilitieS ..........ccoeiiiiiiii s 10,384
DETEITEA FBVEINUE. ... ettt ettt b e bbb et e s e e et e b e bt eb e e b e e Rt e b e et et e nbesbenbesbe et e eneennennens 2,977
Deferred taX HADITITIES. .........ooiiiiee bbbt b bbbt e s e enee e 3,213
Total [1abilitieS ACQUITEA. ... .oouiieiei ettt ettt be st b e b b sbe b sne s 16,574
L= e T (3 (ol U1 <o OSSPSR 102,196
In-process research and deVeIOPMENT ..........ooi it bbb ee s 5,700
PUFCRASE PIICE ...ttt ettt ettt et et et ebe st e se e b e st eseebe st es b e b et es b ebe b essebe b essebeseessebe st ensebesrensars $ 107,896

Goodwill and Intangible Assets. Goodwill, representing the excess of the purchase price over the fair value of tangible and
identifiable intangible assets acquired in the merger, will not be amortized and is not deductible for tax purposes. The purchase price
allocated to identifiable intangible assets is as follows:

Estimated

Useful Life
Intangible Asset (in thousands) (years)
Core/developed tEChNOIOGY......ccviieieereie et $ 19,100 2-5
LTS 0] 41T o] 011 = od OSSR 6,100 5
NON-COMPELE AQIEEIMENTS. ...t eiieeierteesteestee e e e e seeseeesteeeesreesreesteeteenteeseesreesreesreesenaeeaneennes 500 3

Amortization of the core/developed technology is included in cost of revenue in the statement of operations for the three months
ended January 31, 2005. The Company included amortization of other intangible assets in operating expenses in its statement of
operations for the three months ended January 31, 2005.

3. GOODWILL AND INTANGIBLE ASSETS
The Company’s aggregate goodwill as of January 31, 2005 consisted of the following:

(in thousands)

Balance at OCIODEN 31, 2004 .......c.eoeeie ettt ettt ettt sb e b e e e b e et e b e sbeebesbesbeab e e e enbeneesbe b e $ 593,706
ISE QOOAWIIT ...ttt bbbt et b e bt bt bt b et et e s b e eb e s b e s bt eb e e bt eneane e e ennas 74,205
(@] (g L=T g Yo [ TU T 14 1T L £ TSSO (31)
Balance at JANUAIY 31, 2005 .......cceciiieieeeeieeie e ste e ste e e e e e e e et st et e besbeste e ere et et e ae b e besbeete et et e nrenrenre e 3 667,880




Intangible assets as of January 31, 2005 consisted of the following:

Accumulated
Gross Assets Amortization Net Assets

(in thousands)
Contract rights infangible .........ccoviiiiiriie e $ 51,700 $ 45956 $ 5,744
Acquired core/developed teChNOIOgY ........ccccooeieiiiiiii e 298,210 211,199 87,011
CoVveNants NOL £0 COMPETE..........ueuiiieierieie sttt nee e 11,244 6,632 4,612
CUSLOMET DACKIOG ... vttt 8,270 6,336 1,934
CuStOMEr relatioNSNIPS .......oiiiiieeiee e e 129,640 53,033 76,607
Trademarks and trade NAMES .........coviveicieiieireire et sre e e b sbeeresreens 18,007 15,921 2,086
Other INTANGIDIES .....c.vcviiiiicie e 7,882 1,050 6,832
Capitalized software developmENt COSES.......ooiriririiiiirere e 8,373 5,259 3,114
Total INtANGIDIE @SSELS .....c.vveiiieieieee e $ 533,326 $ 345386 $ 187,940

Total amortization expense related to intangible assets is set forth in the table below:

THREE MONTHS ENDED

JANUARY 31,
2005 2004

(in thousands)
Contract rights INtANGIDIE ......cc.oiviiiie ettt bereebesre e $ 4,308 $ 4,308
Core/deVeloped tECANOIOGY ......cviiiiieieiice ittt sttt b eese et b et et seene et e 23,176 19,390
COVENANTES NOL T0 COMPELE.......e.teieriitieiie ittt b e bt bt bbbt bt e b e e be b abe e b e nbe e 766 626
CUSEOMET DACKIOG ...ttt b b et b bbb et b et 514 2,031
CUSEOMET FEIALIONSIIPS ...ttt ettt ettt b e b e b e e et e s e e bt et e ebeebe e et ereeneneenes 5,454 5,487
Trademarks and trA0E NAIMES .........ocuuieiiiieeeiree e sree et e e st e e s st esssebeeessbeeesssbaesssbaessabaeesabassssbessssabesesressanes 1,501 1,501
(@1 L= g o] = LaTo T o] [OOSR 654 —
Capitalized sOftware deVEIOPMENT COSES......uuiiiiiiiieireite sttt es 670 526
Total amortization Of INtANGINIE ASSELS .......eiviiviiiicici e are $ 37,043 $ 33,869

The following table presents the estimated future amortization of intangible assets:

(in thousands)

Nine months ending OCLODEE 31, 2005 ........ccui ittt e e et e e et eseebeebeseeabese e e eseeReebesbebe e eneebeabesbeaseneeneans $ 75,202
T Eor: LI =T | RSOSSN

0 T 46,891

36,178

24,263

5,406

Total estimated future amortization Of INtANGIDIE ASSELS..........ciiiiiiiiie e $ 187,940

4. STOCK REPURCHASE PROGRAM

The Company is authorized to purchase up to $500 million of its common stock under a stock repurchase program previously
established by the Company’s Board of Directors (Board) and replenished up to the $500 million maximum in December 2004.
During the three months ended January 31, 2005, the Company repurchased approximately 2.3 million shares at an average price of
$17.11 per share, for a total of $40.2 million. During the three months ended January 31, 2004, the Company repurchased
approximately 4.6 million shares at an average price of $35.13 per share, for a total of $160.9 million. As of January 31, 2005, $484.8
million remained available for repurchases under the program.

5. CREDIT FACILITY

In April 2004, Synopsys entered into a three-year, $250.0 million senior unsecured revolving credit facility. This facility
contains financial covenants requiring that the Company maintain a minimum leverage ratio and specified levels of cash, as well as
other non-financial covenants. The facility terminates on April 28, 2007. Borrowings under the facility bear interest at the greater of
the administrative agent’s prime rate or the federal funds rate plus 0.50%; however, the Company has the option to pay interest based
on the outstanding amount at eurodollar rates plus a spread between 0.80% and 1.125% based on a pricing grid tied to a financial
covenant. In addition, commitment fees are payable on the facility at rates between 0.20% and 0.25% per annum based on a pricing



grid tied to a financial covenant. As of January 31, 2005, the Company had no outstanding borrowings under this credit facility and
was in compliance with all covenants.

6. COMPREHENSIVE INCOME

The following table sets forth the components of comprehensive income (loss), net of tax:

THREE MONTHS ENDED
JANUARY 31,
2005 2004
(in thousands)

N AT aToTo] T 03y OSSP RR T SRPROS $ (14,325) $ 32,152
Unrealized gains (loss) on investments, net of tax of ($85) and $8, respectively...........ccccoceivrecvrnccnnne (133) 13
Correction of error in accounting for certain hedging transactions, net of tax of ($1,150) and $0,

TESPECTIVEIY(L) ettt ettt sttt s bt e b et e b et e st e s e e b et e beebe et neeneens (1,808) —
Unrecognized (losses) gains on currency contracts, net of tax of $125 and ($198), respectively............ 564 (306)
Reclassification adjustment for recognized gains (losses) on currency contracts, net of tax of ($851)

and ($1,529), reSPECHIVEIY ......cveiiiiiiiiec et re e (1,338) (2,363)
Foreign currency translation adjUSTMENT ............oiiiiiiiieii e e (1,483) 1,220

Total comprehensive INCOME (10SS) ....vvivevereiriiirieerieteiee ettt ettt e et e b ene b reneenenens $ (18,523) $ 30,716

(1) See Note 11 for further explanation.
7.  EARNINGS (LOSS) PER SHARE

The Company computes basic earnings per share using the weighted-average number of common shares outstanding during the
period. The Company computes diluted earnings per share using the weighted-average number of common shares and dilutive stock
options outstanding under the treasury stock method.

The table below reconciles the weighted-average common shares used to calculate basic net income per share to the weighted-
average common shares used to calculate diluted net income per share.

THREE MONTHS ENDED

JANUARY 31,
2005 2004
(in thousands)
Weighted-average common shares for basic net income (10SS) per Share..........cocoooeverieniiieneneieeesee 146,060 156,316
Weighted-average dilutive stock options outstanding under the treasury stock method...........c.cccccceennenne. — 9,548
Weighted-average common shares for diluted net income (10SS) per Share............coeoveveriienenciecseseens 146,060 165,864

The effect of dilutive stock options outstanding excludes approximately 41.4 million and 0.8 million stock options for the three
months ended January 31, 2005 and 2004, respectively, which were anti-dilutive for net income (loss) per share calculations. No stock
options were considered dilutive for the three months ended January 31, 2005 due to the net loss for such period.

8. STOCK-BASED COMPENSATION

As permitted by Statement of Financial Accounting Standards No. 123 (SFAS 123), Accounting for Stock-Based Compensation,
the Company has elected to use the intrinsic value method prescribed by Accounting Principles Board Opinion No. 25 (APB 25),
Accounting for Stock Issued to Employees, to measure compensation expense for stock-based awards to employees. Accordingly, the
Company generally recognizes no compensation expense with respect to stock-based awards to employees as awards are issued with
exercise prices equal to the fair value of the common stock on the grant date. The Company reports pro forma information regarding
net income and earnings per share as if the Company had accounted for employee stock awards under the fair value method as
required by SFAS No. 123, as amended by Statement of Financial Accounting Standards No. 148 (SFAS 148), Accounting for
Stock-Based Compensation—Transition and Disclosure. The fair value of these stock-based awards to employees was estimated using
the Black-Scholes option pricing model, assuming no expected dividends. The weighted-average expected life, risk-free interest rate
and volatility for the three months ended January 31, 2005 and 2004 are comparable to those for the fiscal year ended October 31,
2004.



The Company’s unaudited pro forma net income and earnings per share data under SFAS 123 are as follows:

THREE MONTHS ENDED

JANUARY 31,
2005 2004
(in thousands, except per share
amounts)

Net income (10SS), S FEPOIEM........ceiiieriiiee ettt st eebe st e b st re b b re b e $ (14,325) $ 32,152
Stock-based employee compensation included in Net iNCOME ......c.cccevvveieciciecicie e 577 1,141
Stock-based employee compensation expense determined under the fair value method for

LI VT U0 S 4T o) - SN (20,288) (22,164)

Pro forma net income (105s) UNder SFAS 123 .......ccccoiioiiiiicieiee et $ (34,036) $ 11,129

Earnings (loss) per share—basic
AS reported UNAEr APB 25.......c.oiiiiicece ettt sttt sre e $ (0.10) $ 0.21
Pro forma under SFAS 123 ..ottt $ (0.23) $ 0.07

Earnings (loss) per share—diluted
AS 1eported UNAEN APB 25 ........oiiiiiiisieisieie ettt $ (0.10) $ 0.19
Pro forma UNAer SFAS 123........ciieeeiiiiiisisisis ettt besesetenas $ 0.23) $ 0.07

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No.
123 (revised 2004), Share-Based Payment (SFAS 123R) which Synopsys will be required to follow beginning in its fourth quarter of
fiscal 2005. SFAS 123R will result in the recognition of substantial compensation expense relating to our employee stock options and
employee stock purchase plans. The Company currently uses the intrinsic value method to measure compensation expense for stock-
based awards to its employees. As noted above, the Company generally does not recognize any compensation related to stock option
grants the Company issues under its stock option plans or related to the discounts the Company provides under its employee stock
purchase plans. Under the new rules, the Company is required to adopt a fair-value-based method for measuring the compensation
expense related to employee stock awards; this will lead to substantial additional compensation expense and therefore will have a
material adverse effect on the Company’s reported results of operations. The table above provides the pro forma net income (loss) and
earnings (loss) per share as if the Company had used a fair-value-based method similar to one of the methods permitted under SFAS
123R to measure the compensation expense for employee stock awards during the three-month periods ended January 31, 2005 and
2004.

9. SEGMENT DISCLOSURE

Statement of Financial Accounting Standards No. 131 (SFAS 131), Disclosures about Segments of an Enterprise and Related
Information, requires disclosures of certain information regarding operating segments, products and services, geographic areas of
operation and major customers. SFAS 131 reporting is based upon the “management approach.” Under this method, management
organizes the Company’s operating segments for which separate financial information is (i) available and (ii) evaluated regularly by
the Chief Operating Decision Maker (CODM) in deciding how to allocate resources and in assessing performance. Synopsys’ CODMs
are the Company’s Chief Executive Officer and Chief Operating Officer.

The Company provides software, intellectual property and consulting services to the semiconductor and electronics industries.
In making operating decisions, the CODMs primarily consider consolidated financial information, accompanied by disaggregated
information about revenues by geographic region and product platform. The CODMs have determined that the Company operates in a
single segment.

Revenue and property and equipment, net, related to operations in the United States and other geographic areas were:

THREE MONTHS ENDED

JANUARY 31,
2005 2004
(in thousands)
Revenue:

UNIEEO SEALES ...ttt ettt st e e e st e e st e e st b e e sae e e sa b e e sbeeesa b e e ebeeesabeesbeeesbbeesseessreeesaenesrnas $ 131,670 $ 160,128
0T (0] o= SRS PRN 36,716 48,238
B o 0 P 46,037 38,604
YNy T B o= o1 1 (oSO 26,881 38,294
(0] g110] [T I =T TR $ 241,304 $ 285,264
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JANUARY 31, OCTOBER 31,
2005 2004
(in thousands)

Property and equipment, net:

UNIEEA STALES ...ttt ettt bttt b ekt b e e bt sb e et sb e et e b et $ 148,835 $ 153,604
(011 ST TP T O SOP PP TSP PSR PRPPPTPPRPRPIN 24,697 24,551
CONSOIIUALEA ...ttt et b e e anennene $ 173532 $ 178,155

Geographic revenue data for multi-region, multi-product transactions reflect internal allocations and is therefore subject to
certain assumptions and to the Company’s methodology.

For management reporting purposes, the Company organizes its products and services into five distinct groups: Galaxy Design
Platform, Discovery Verification Platform, Intellectual Property, Design for Manufacturing and Professional Service & Other. The
Company includes revenue from companies or products it has acquired during the periods covered from the acquisition date through
the end of the relevant periods. For presentation purposes, the Company allocates software maintenance revenue to the products to
which those support services relate.

THREE MONTHS ENDED

JANUARY 31
2005 2004
(in thousands)
Revenue:

Galaxy DeSigN PlatfOrM.........ooviiiiieeee ettt ee sttt b st ee e $ 142,529 $ 179,394
Discovery Verification PIatfOrM............cccoiiiiiiiiiie et 52,129 58,795
1] T 0N o o] o ST 15,345 17,528
Design for ManUFACTUIING ........cveieiire e et e e sresreeneenenns 23,458 20,749
Professional SErvICe & Other ..ot 7,843 8,798
(Ora 0 1cTo] [0 F=1 =T TSR $ 241,304 $ 285,264

10. RELATED PARTY TRANSACTIONS

Revenue derived from Intel Corporation and its subsidiaries in the aggregate accounted for approximately 13.0% of the
Company’s total revenue for the three months ended January 31, 2005, and 10.6% of the Company’s total revenue for the three
months ended January 31, 2004. Andy D. Bryant, Intel Corporation’s Executive Vice President and Chief Financial and Enterprise
Services Officer, also serves on the Company’s Board of Directors. Management believes all transactions between the two parties
were carried out on an arm’s length basis.

11. OTHER INCOME (EXPENSE)

The following table presents a summary of other income (expense) components:
THREE MONTHS ENDED

JANUARY 31,
2005 2004

(in thousands)
INEEIEST INCOMEB. ...ttt ettt ettt et bbbttt b bbbt ettt b e s s bbbttt ebebere e e s $ 1,793 % 1,467
Gain (loss) on sale of investments, net of investment Write-doWNS.............ccooviiiienicicicnc e, (1,255) (1,360)
Foreign currency eXChanQe QAIN .........ecveieiieiieie sttt sttt se et et saesresteeneeneenes 2,233 117
Correction of an error in accounting for certain hedging transactions............ccccevevevevesesesenn, 2,958 —
L@ 11 SO SO TSP PR (530) (1,293)
10 ¢ | TSRS PRSPPSO $ 5199 $ (1,069)

In the first quarter of fiscal 2005, the Company reevaluated its interpretation of certain provisions of Statement of Financial
Accounting Standards No. 133, Accounting for Derivatives and Hedging (SFAS 133), resulting in the discovery of an error in the
application of the standard to certain prior year foreign currency hedge transactions. The effect of the error was not material in any
prior period and did not impact the economics of the Company’s hedging program. To correct the error, the Company has reclassified
the remaining $3.0 million related to the disallowed hedges from accumulated other comprehensive loss to other income in the three
months ended January 31, 2005.
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12. CONTINGENCIES

On August 25, 2004, a class action complaint entitled Kanekal v. Synopsys, Inc., et al., No. C-04-3580, was filed in federal
district court for the Northern District of California against Synopsys and certain of our officers alleging violations of the Exchange
Act. The complaint purports to be a class action lawsuit brought on behalf of persons who acquired Synopsys stock during the period
December 3, 2003 through August 18, 2004. The complaint alleges that the individual defendants caused Synopsys to make false and
misleading statements about Synopsys’ business, forecasts and financial performance, and that certain Synopsys officers or employees
sold portions of their stock holdings while in the possession of material, adverse, non-public information. The complaint does not
specify the amount of damages sought. In November 2004, the Court appointed a lead plaintiff in the case. In January 2005, the lead
plaintiff, the Wu Group, filed an amendment complaint. Discovery has not commenced in the case and no trial date has been
established. While management intends to defend against these federal securities claims vigorously, and Synopsys does not believe
that this lawsuit will have a material effect on Synopsys’ financial position, results of operations or cash flows, there can be no
assurance as to the ultimate disposition of this lawsuit. No amount has been accrued as a loss is not considered probable or estimable.

13. PROPOSED BUSINESS COMBINATION TRANSACTION

On November 30, 2004, Synopsys signed a merger agreement to acquire Nassda Corporation in an all-cash transaction for a
purchase price of $7.00 per share. The aggregate consideration is approximately $192 million. At September 30, 2004, Nassda
reported cash, cash equivalents and short-term investments of $101.4 million. The transaction is subject to customary regulatory
approvals and other closing conditions. In addition, the approval of Nassda’s stockholders holding a majority of the outstanding shares
of Nassda common stock and approval of the holders of a majority of the outstanding shares of Nassda common stock casting votes
affirmatively or negatively on the merger agreement (excluding Nassda’s officers and directors, the individual defendants and the
related parties of the individual defendants) is required for Nassda and Synopsys to complete the proposed merger. Certain directors,
officers and employees of Nassda who own in the aggregate approximately 60% of Nassda’s outstanding common shares have agreed
to vote in favor of the adoption and approval of the merger agreement. Upon the closing of the acquisition, the Nassda officers,
directors and employees who are defendants in litigation between Synopsys and Nassda will make settlement payments to Synopsys in
the aggregate amount of approximately $61 million.

On January 10, 2005, Synopsys announced that the Federal Trade Commission had requested additional information and
documentary material in connection with its review of the transaction. Synopsys is currently responding to such request and currently
expects the transaction to close during its third fiscal quarter.

On December 1, 2004, a class action complaint entitled Robert Israel v. Nassda Corporation, et. al., No. 4705695, was filed in
the Court of Chancery of the State of Delaware naming Nassda, its directors and Synopsys as defendants. The complaint purports to
be a class action lawsuit brought on behalf of shareholders of Nassda, other than the defendant directors and their affiliates, who
allegedly would be injured or threatened with injury if the proposed acquisition of Nassda by Synopsys proceeded forward on the
terms announced. The purported class action seeks to enjoin the transaction, or alternatively, damages. The complaint does not specify
the amount of damages sought. Synopsys believes the claims in this purported class action are without merit, and intends to defend
against them vigorously.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial condition and results of operations should be read together with our unaudited
condensed consolidated financial statements and the related notes thereto contained in Item 1 of this report. This discussion contains
forward-looking statements. Our actual results could differ materially from those projected in the forward-looking statements as a
result of a number of factors, risks and uncertainties, including the risk factors set forth in this discussion, especially under the
caption “Factors that May Affect Future Results,” and elsewhere in this Form 10-Q. The words “may,” “will,”” “could,” “would,”
“anticipate,” “expect,” “i believe,” “continue,” or the negatives of such terms, or other comparable terminology and

intend,
similar expressions identify these forward-looking statements. The information included herein is as of the filing date of this Form 10-
Q with the Securities and Exchange Commission (SEC) and future events or circumstances could differ significantly from these
forward-looking statements. Accordingly, we caution readers not to place undue reliance on such statements.

Synopsys is a world leader in electronic design automation (EDA) software for semiconductor design. We deliver
technology-leading semiconductor design and verification software platforms and integrated circuit (IC) manufacturing software
products to the global electronics market, enabling the development and production of complex systems-on-chips (SoCs). We also
provide intellectual property (IP) and professional design services to simplify the design process and accelerate time-to-market for our
customers.

Business Environment

We generate substantially all of our revenue from the semiconductor and electronics industries. Our customers typically fund
purchases of our software and services out of their research and development (R&D) budgets. As a result, our customers’ business
outlook and willingness to invest in new, and increasingly complex, chip designs heavily influence our business.

Beginning in late calendar 2000, the semiconductor industry experienced its steepest and longest downturn of the past 20 years.
Semiconductor industry sales dropped approximately 46% from late 2000 to early 2002 and then recovered slowly into 2003.
Throughout this period, our customers took many steps to reduce their expenses, including constraining R&D expenditures, reducing
the number of design engineers they employed, cutting back on their design starts, purchasing from fewer suppliers, and requiring
more favorable pricing, payment and license terms from those suppliers, as well as pursuing consolidation within their own industry.
Further, during this downturn, many semiconductor design companies failed or were acquired and the pace of investment in new
companies declined.

The Semiconductor Industry Association reported semiconductor industry growth of approximately 18% in 2003 and 29% in
2004. Historically, growth in semiconductor sales has been followed by growth in semiconductor R&D spending, which in turn has
led to growth in EDA expenditures. We estimate R&D spending among large semiconductor companies increased approximately 10%
from 2003 to 2004. However, the relationship of R&D spending and EDA spending is not precise, and in the past there has been a lag
of several quarters between an upturn in semiconductor industry sales and EDA spending growth. By the end of our third fiscal quarter
of 2004, however, it became clear that EDA spending growth was not tracking the upturn in the semiconductor industry.

We believe EDA spending has not tracked the industry’s recovery for a number of reasons. First, in light of the severity of the
2000-2002 downturn, we believe customers’ intense focus on expense reduction continued even after the downturn ended, and that, as
a result, they now generally approach spending more conservatively. Second, the consumer electronics market, where product price is
a primary competitive factor, has been a key driver of the semiconductor industry’s recovery. This factor has further increased
pressure on our customers to control costs, including by limiting their EDA spending.

In addition to these broader trends, we believe our customers turned more cautious about their own business outlook in mid-
calendar 2004 due to a number of factors, including lack of visibility into their own future results, unexpected inventory buildup in the
semiconductor supply chain and concerns about the industry’s growth prospects in 2005. These developments materially and
adversely affected both our bookings and revenue for the third quarter and full-year fiscal 2004. Our orders for fiscal 2004 were $956
million, down from $1.37 billion in fiscal 2003, and our revenue, particularly impacted by our customers' increasing unwillingness to
agree to the shorter payment terms we require to recognize upfront revenue, was $1.09 billion in fiscal 2004 compared to $1.18 billion
in fiscal 2003.

Following the third quarter of fiscal 2004, we re-evaluated customer demand for upfront licenses. Recognizing our customers
increased preference for conserving cash by paying for licenses over time rather than upfront, effective in the fourth quarter of fiscal
2004 we shifted our target license mix to consist almost entirely of time-based licenses, in which customers typically pay the license
fee ratably over the term of the license. As a result, and consistent with our goal of booking substantially all of our licenses as time-
based licenses, upfront licenses constituted approximately 7% of our license orders in the fourth quarter of fiscal 2004, and
approximately 3% of our license orders in the first quarter of fiscal 2005, compared to an average of approximately 24% since our
original introduction of time-based licenses in August 2000.
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This shift to predominantly time-based licenses negatively impacted revenue, earnings and cash flow from operations in the
fourth quarter of fiscal 2004 and revenue and earnings in the first quarter of fiscal year 2005. In addition, we expect revenue, earnings
and cash flow from operations for the second and third quarters and full-year fiscal 2005 under our new model to be below the
comparable periods in fiscal 2004 under the old, higher upfront model. However, we believe this model shift meets our customers’
needs, improves the predictability of our business and helps preserve the value of our technology by reducing the need to book a given
license or licenses at the end of a quarter in order to generate current quarter revenue.

We continue to believe that, over the long-term, growth in EDA spending will continue to depend on growth in semiconductor
R&D spending and on continued growth in the overall semiconductor market. The Semiconductor Industry Association has forecasted
flat semiconductor revenues in 2005 and modest growth in 2006. With this measured industry outlook, we believe EDA customers
will continue to spend with caution and to focus intently on cost controls, contributing to a similarly flat environment for spending on
EDA products. Accordingly, and with our license model shift and our expectation of a relatively low level of major customer license
renewals in fiscal 2005 based on scheduled renewal dates, we expect our revenue, earnings and cash flow from operations for fiscal
2005 to be below fiscal 2004.

Synopsys is under no obligation (and expressly disclaims any such obligation) to update or alter any of the information
contained in this Overview, whether as a result of new information, future events or otherwise.

Product Developments for the Three Months Ended January 31, 2005

During the first quarter of fiscal 2005, we announced or introduced a number of new products and related developments,
including:

i Successful achievement of the 100™ tape out of a 90-nanometer IC by customers using our Galaxy Physical
products, an industry first.

. Availability of the industry’s first Verification Intellectual Property (VIP) suite for the AMBA™ 3 AXI protocol,
the de facto standard interface used in hundreds of embedded processor-based designs, improving designers’
verification efficiency.

. Expanded support for the Galaxy™ Design and Discovery ™ Verification platforms when running on industry-
leading processor platforms.

. Collaboration with leading EDA and semiconductor companies to deliver a comprehensive low-power, energy-
efficient processor solution.

Financial Performance for the Three Months Ended January 31, 2005

. Our book-to-bill ratio in the first quarter was approximately 1.8 to 1, compared to between 0.5 and 0.6 to 1 in the
first quarter of fiscal 2004, driven by a major North American customer renewal during the quarter and healthy
orders activity in the Asia-Pacific region.

. Revenue was $241.3 million, down 15% from $285.3 million for the three months ended January 31, 2004,
primarily due to the shift to an almost completely ratable license model during the fourth quarter of fiscal 2004,
which significantly reduced both upfront license fees and maintenance revenue.

. Upfront license revenue declined 82% from $59.5 million in the first quarter of fiscal 2004 to $10.8 million in the
current quarter, primarily due to the license model shift we commenced in the fourth quarter of fiscal 2004. Time-
based license revenue increased 9% from $170.6 million in the first quarter of fiscal 2004 to $186.3 million in the
current quarter, primarily reflecting recognition of revenue on time-based orders booked in prior periods. We
believe our new, more ratable license model will provide a more predictable license revenue stream.

i For the quarter, we derived approximately 5% of our software revenue from upfront licenses and 95% from time-
based licenses, versus approximately 26% and 74%, respectively, for the first quarter of fiscal 2004, reflecting the
shift from upfront licenses to time-based licenses in the fourth quarter of fiscal 2004. Also as a result of this shift,
during the first quarter, approximately 91% of our revenue was derived from backlog attributable to prior period
time-based license bookings.
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. Maintenance revenue declined by 20% from $45.2 million in the first quarter of fiscal 2004 to $36.2 million,
driven by the lower level of upfront orders under the new license model (which led to a lower level of new
maintenance orders since maintenance is included with the license fee in time-based licenses and not reported
separately) and by non-renewal of maintenance by certain existing perpetual license customers.

i Professional service and other revenue, at $8.0 million, decreased 20% from $10.0 million for the first quarter of
fiscal 2004 due to the timing of formal customer acceptance of performance milestones under ongoing contracts.

. Net loss was $(14.3) million compared to net income of $32.2 million in the first quarter of fiscal 2004, primarily
due to decreased upfront revenue resulting from our license model transition, higher cost of revenue to support
increased field support headcount, increased sales commission expense driven by higher shipments and the in-
process research and development charge relating to the acquisition of ISE Integrated Systems Engineering AG
(ISE), partially offset by an increase in other income.

. Cash provided by operations was $142.1 million compared to $11.3 million for the first quarter fiscal 2004, driven
primarily by strong cash collections on time-based licenses booked during the quarter.

i We repurchased 2.3 million shares of our common stock in the first quarter for approximately $40.2 million.
Acquisitions in the Three Months Ended January 31, 2005

On November 2, 2004, we completed our acquisition of ISE, enhancing our TCAD software offerings. The results of
operations of ISE are included in our unaudited condensed consolidated statement of operations since the acquisition date.

Also on November 2, 2004, we announced the acquisition of certain assets of LEDA Design, a developer of mixed-signal
intellectual property (IP), which will help Synopsys meet increasing customer demand for IP solutions.

Critical Accounting Policies

We base the discussion and analysis of our financial condition and results of operations upon our audited consolidated financial
statements, which we prepare in accordance with accounting principles generally accepted in the United States of America. In
preparing these financial statements, we must make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses and related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates
based on historical experience and various other assumptions we believe are reasonable under the circumstances. Our actual results
may differ from these estimates.

The accounting policies that most frequently require us to make estimates and judgments, and therefore are critical to
understanding our results of operations, are:

* Revenue recognition;

¢ Valuation of intangible assets and goodwill;
* Income taxes; and

¢ Allowance for doubtful accounts.

Revenue Recognition. We have designed and implemented revenue recognition policies in accordance with Statement of
Position (SOP) 97-2, Software Revenue Recognition, as amended.

With respect to software sales, we utilize three license types:

* Technology Subscription Licenses (TSLs) are for a finite term, on average approximately three years, and generally provide
the customer limited rights to receive, or to exchange certain quantities of licensed software for, unspecified future
technology. Maintenance is bundled for the term of the license and not purchased separately.

e Term Licenses are also for a finite term, usually three years, but do not provide the customer any rights to receive, or to
exchange licensed software for, unspecified future technology. Customers purchase maintenance separately for the first
year and may renew annually for the balance of the term. The annual maintenance fee is typically calculated as a
percentage of the net license fee.

¢ Perpetual Licenses, which continue as long as the customer renews maintenance, plus an additional 20 years. Perpetual
licenses do not provide the customer any rights to receive, or to exchange licensed software for, unspecified future
technology. Customers purchase maintenance separately for the first year and may renew annually. The annual
maintenance
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fee for purchases under $2 million is typically calculated as a percentage of the list price of the licensed software. For
purchases over $2 million, the annual maintenance fee is typically calculated as a percentage of the net license fee.

Our customers often renew their TSLs and term licenses with us prior to, and sometimes well before, expiration of the original
license. In a renewal transaction, we may either replace the pre-existing arrangement with an entirely new arrangement or maintain
two agreements. Where we replace the existing agreement, we often supersede the original arrangement and thereafter deliver
software and recognize revenue based upon the type of license reflected in the new agreement. Where we maintain two agreements,
we recognize revenue on the new incremental agreement based upon the new license type purchased. If we grant extended payment
terms (as discussed below), we recognize license revenue as payments become due and payable.

Customers occasionally convert their existing TSLs to perpetual licenses, paying an incremental fee which we recognize upon
contract signing in accordance with AICPA Technical Practice Aid (TPA) 5100.73, assuming all other revenue recognition criteria
have been met. In some situations, the contract converting the TSL to a perpetual license is modified to such an extent that a new
arrangement exists. The changes to the contract may include increases or decreases in the total technology under license, changes in
payment terms, changes in license terms and other pertinent factors. In these situations, we account for the entire arrangement fee as a
new sale and recognize revenue when all other revenue recognition criteria have been met.

We report revenue in three categories: upfront license, time-based license and maintenance and service.

Upfront license revenue includes:

* Perpetual licenses. We recognize the perpetual license fee in full if, upon shipment of the software, payment terms require

the customer to pay a substantial portion of the perpetual license fee within one year from shipment and all other revenue
recognition criteria are met.

¢ Upfront term licenses. We recognize term license fees in full if, upon shipment of the software, payment terms require the
customer to pay a substantial portion of the term license fee within one year from shipment and all other revenue
recognition criteria are met.

Time-Based License (TBL) revenue includes:

¢ Technology Subscription Licenses. We typically recognize revenue from TSL license fees (which include bundled
maintenance) ratably over the term of the license period. However, where we offer extended payment terms (i.e., where a
substantial portion of the arrangement fee is due after one year from shipment), we recognize revenue from TSLs in an
amount equal to the lesser of the ratable portion of the entire fee or customer installments as they become due and payable.

¢ Term and Perpetual Licenses with Extended Payment Terms. For term licenses and perpetual where less than a substantial

portion of the term license fee is due within one year from shipment, we recognize revenue as customer installments
become due and payable.

Maintenance and service revenue includes:

* Maintenance Fees Associated with Perpetual and Term Licenses. We generally recognize revenue from maintenance
associated with perpetual and term licenses ratably over the maintenance term.

* Professional Service Fees. We generally recognize revenue from consulting and training services as services are performed
and accepted.

We allocate revenue on software transactions (referred to as “arrangements”) involving multiple elements to each element based
on the respective fair values of the elements. Our determination of fair value of each element is based on vendor-specific objective
evidence (VSOE). We limit our assessment of VSOE for each element to the price charged when the same element is sold separately.

We have analyzed all of the elements included in our multiple-element arrangements and determined that we have sufficient
VSOE to allocate revenue to the maintenance components of our perpetual and term license products and to consulting. Accordingly,
assuming all other revenue recognition criteria are met, we recognize revenue from perpetual and term licenses upon delivery using
the residual method in accordance with SOP 98-9, recognize revenue from maintenance ratably over the maintenance term and
recognize consulting revenues as the related services are performed.
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We make significant judgments related to revenue recognition. Specifically, in connection with each transaction involving our
products, we must evaluate whether (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred, (iii) our fee is fixed or
determinable, and (iv) collectibility is probable. We apply these criteria as discussed below.

¢ Persuasive Evidence of an Arrangement Exists. Our customary practice is to have a written contract, signed by both the
customer and us, or a purchase order from those customers that have previously negotiated a standard end-user license
arrangement or volume purchase agreement with us prior to recognizing revenue on an arrangement.

¢ Delivery Has Occurred. We deliver software to our customers physically or electronically. For physical deliveries, our
standard transfer terms are typically FOB shipping point. For electronic deliveries, delivery occurs when we provide the
customer access codes or “keys” that allow the customer to take immediate possession of software.

* The Fee is Fixed or Determinable. Our determination that an arrangement fee is fixed or determinable depends principally
on the arrangement’s payment terms. Our standard payment terms require that 75% or more of the arrangement fee be paid
within one year. Where these terms apply, we regard the fee as fixed or determinable, and we recognize revenue upon
delivery (assuming all other revenue recognition criteria are met). If the payment terms do not meet this standard, we do
not consider the fee to be fixed or determinable and generally recognize revenue when customer installments are due and
payable. In the case of a TSL, we recognize revenue ratably even if the fee is fixed or determinable, due to application of
other revenue accounting guidelines relating to maintenance services and arrangements that include rights to unspecified
future technology.

* Collectibility is Probable. To recognize revenue, we must judge collectibility of the arrangement fees, which we do on a
customer-by-customer basis pursuant to our credit review policy. We typically sell to customers with whom we have a
history of successful collection. For a new customer, we evaluate the customer’s financial position and ability to pay and
typically assign a credit limit based on that review. We increase the credit limit only after we have established a successful
collection history with the customer. If we determine at any time that collectibility is not probable based upon our credit
review process or the customer’s payment history, we recognize revenue on a cash-collected basis.

Description of Other Critical Accounting Policies. Other than our revenue recognition policy, which is summarized above,
our critical accounting policies reflecting these estimates and judgments are described in Part |1, Item 7 Management’s Discussion and
Analysis of Financial Condition and Results of Operations of our Annual Report on Form 10-K for the fiscal year ended October 31,
2004, filed with the SEC on January 12, 2005. We have not changed those policies since such date. Investors should therefore read
this Item 2 in conjunction with such description.

Results of Operations
Revenue Background

We generate our revenue from the sale of software licenses, maintenance and professional services. Under the accounting rules
and policies applicable to different kinds of licenses, orders we receive for software licenses and services turn into revenue on our
income statement at varying rates. In general, orders for software licenses turn to revenue either at the time the license is shipped (an
“upfront license™), or ratably over the term of the license (a “time-based license, or “TBL"; substantially all of our time-based licenses
are technology subscription licenses, or “TSLs”). Maintenance orders generally turn to revenue ratably over the maintenance period,
and professional service orders generally turn to revenue upon completion and acceptance of contractually agreed upon milestones. A
more complete description of our revenue recognition policies can be found above under Critical Accounting Policies.

Our revenue in any fiscal quarter is equal to the sum of our upfront license revenue, time-based license revenue, maintenance
revenue and professional service revenue. Upfront license revenue generally depends on the volume of upfront license orders shipped
during the quarter. Time-based license revenue in any quarter is derived almost entirely from TSL orders received and delivered in
prior quarters; since our TSL orders generally yield revenue ratably over a typical term of three years, a TSL order contributes at most
one-twelfth of its aggregate booking value into revenue in the quarter it is booked. Maintenance revenue in any quarter is similarly
derived largely from maintenance orders received in prior quarters since our maintenance orders generally yield revenue ratably over
a typical term of one year. Finally, Professional Service revenue is also derived almost entirely from orders received in prior quarters,
since we recognize revenue from professional services when those services are rendered and accepted, not when they are booked. Any
order or portion thereof that does not turn to revenue in the quarter in which it is received is added to our backlog and generally
recognized in future periods.

Given the different revenue impacts of upfront licenses compared to TSLs, in any given fiscal quarter our license revenue is
very sensitive to the mix of upfront and time-based licenses delivered during the quarter. A TSL order results in significantly lower
current-period revenue than an equal-sized order for an upfront license. Conversely, a TSL order will result in higher revenue
recognized in future periods than an equal-sized order for an upfront license. For example, on a $120,000 order for an upfront license,
we recognize $120,000
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of revenue in the quarter the product is shipped and no revenue in future quarters. On a $120,000 order for a three-year TSL shipped
on the last day of the quarter, we recognize no revenue in the quarter the product is shipped and $10,000 in each of the twelve
succeeding quarters. TSLs also shift maintenance revenue to time-based license revenue since maintenance is included in TSLs.

License Order Mix

The percentage of upfront licenses we book is driven by a number of factors, including the level of overall license orders,
customer demand, preferred customer payment terms and requested customer ship dates. Beginning in August 2000, when we adopted
TSLs, we maintained a target license mix of approximately 75% TSLs and 25% upfront licenses, based on our expectations of total
orders and our assessment of the demand for upfront licenses. As a result of reduced customer demand for upfront licenses in fiscal
2004 as described above in “Business Environment,” we shifted to an almost completely time-based license model. Our actual license
order mix for the last nine fiscal quarters is set forth below.

Q1-2005  Q4-2004  Q3-2004  Q2-2004  Q1-2004  Q4-2003  Q3-2003  Q2-2003 QI-2003
Upfront licenses........... 3% 7% 20% 42% 57% 33% 21% 26% 15%
Time-based license ...... 97% 93% 80% 58 % 43% 67 % 79% 74% 85%

Our upfront term and time-based license agreements sometimes provide the right to re-mix a portion of the software initially
subject to the license for other Synopsys products. The customer’s re-mix of product, when so provided in the specific license
arrangement, does not alter the timing of recognition of the license fees paid by the customer. However, because in such cases the
customer need not obtain a new license and pay an additional license fee for the use of the additional products, the use of these
arrangements could result in reduced revenue compared to licensing the individual products separately.

Total Revenue

Three Months Ended January 31, $ %
2005 2004 Change Change
(dollars in millions)

$ 241.3 $ 285.3 $ (44.0) (15)%

The decrease in total revenue for the current quarter compared to the comparable quarter in fiscal 2004 was due primarily to
our shift to an almost completely ratable license model in the fourth quarter of fiscal 2004, which significantly reduced both upfront
license fees and maintenance revenue in the current quarter. As a result of this shift, we expect total reported revenue under the more
ratable model for the second and third quarters and full fiscal year 2005 to be below the comparable periods in fiscal 2004.

Time-Based License Revenue

January 31, $ %
2005 2004 Change Change
(dollars in millions)
Three months ended.........cccoevnneee. $ 1863 $ 1706  $ 15.7 9%
Percentage of total revenue............ 771% 60%

The increase in time-based license revenue in the three months ended January 31, 2005 compared to the same period during
fiscal 2004 was primarily due to our ratable license model under which orders booked in prior quarters contribute to revenue in
subsequent periods. Although total bookings during fiscal 2004 (a main driver of time-based revenue in the three months ended
January 31, 2005) were below total bookings in fiscal 2003, deferred revenue from orders booked in prior periods caused the increase
in time-based revenue for the quarter. The increase in the percentage of total revenue comprised of time-based revenue rose as a result
of the increase in time-based revenue in the quarter and the decrease in total revenue for the quarter compared to the same period in
fiscal 2004.

With our shift in the fourth quarter of fiscal 2004 to an almost completely ratable license model, we expect an additional phase-
in period during which our time-based license revenue should continue to increase in both dollar terms and as a percentage of total
revenue, even if the overall level of TBL orders does not grow, and could increase even if the overall level of TBL orders in any
period declines. Over the long term, as we complete this further transition, we expect time-based license revenue to more closely track
time-based license orders trends.
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Upfront License Revenue

January 31, $ %
2005 2004 Change Change
(dollars in millions)
Three months ended .......ccccceevevveiencvenanan, $ 108 % 505 % (48.7) (82)%
Percentage of total revenue.................... 5% 21%

The decrease in upfront license revenue for the three months ended January 31, 2005 compared to the same period in fiscal
2004 was primarily due to the shift to a higher ratable license mix in the fourth quarter of fiscal 2004 and to the fact that Synopsys
booked a substantially higher-than-average percentage of its orders as upfront licenses in the prior year period. The percentage of
total revenue comprised of upfront licenses fell significantly for the same reasons. Finally, as a result of the license model shift, we
expect upfront revenue in fiscal 2005 to continue to be significantly below prior periods in fiscal 2004 in both dollar terms and as a
percentage of total revenue.

Unfilled upfront license orders were approximately $6.6 million at January 31, 2005 compared to $8.0 million as of January
31, 2004. Unfilled upfront license orders represent non-cancelable license orders that have been received from our customers for the
license of our software products but were not shipped as of the end of the applicable fiscal period. We generally ship our software
products within 10 days after acceptance of customer orders. In certain cases, we have limited discretion over the timing of product
shipments, which can affect the timing of revenue recognition for software license orders. In those cases, we consider a number of
factors, including: the delivery dates requested by customers; the effect of the related license revenue on our business plan; the amount
of upfront software license orders received in the quarter; the amount of upfront software license orders shipped in the quarter; the
degree to which upfront software license orders received are concentrated at the end of a quarter; and our operational capacity to fulfill
upfront software license orders at the end of a quarter.

Maintenance and Service Revenue

January 31, January 31, $ %
2005 2004 Change Change
(dollars in millions)

Three months ended

Maintenance rEVENUE .........cccoveerreeeereeereeenesieneseeeeneens $ 362 $ 452 % (9.0) (20)%
Professional service and other revenue ............c..cc....... 8.0 10.0 (2.0) (20)%
Total SErVICE rEVENUE ......c.ovveerereerieeeesieee e $ 442 % 55.2 $ (11.0) (20)%
Percentage of total revenue ..........c.occeceveveiicvcn s 18% 19%

Our maintenance revenue declined due to (i) the continued shift towards TSLs, which include maintenance with the license fee
and thus contribute no separately recognized maintenance fees, (ii) non-renewal of maintenance by certain customers and, (iii) to a
lesser extent, the pricing of maintenance on perpetual license transactions above $2 million, which is substantially lower than the rates
on standard perpetual licenses. With our license model shift, we expect more of our maintenance revenue to be included in our overall
TSL revenue, and therefore for our separately recognized maintenance revenue to continue to decline. In addition, some customers
may choose in the future not to renew maintenance on perpetual licenses for economic or other factors, which would have an adverse
effect on future maintenance revenue.

Professional service and other revenue decreased approximately 20% during the three months ended January 31, 2005 compared
to the same period during fiscal 2004 due primarily to the timing of formal customer acceptance of performance milestones under
ongoing projects. Because recognition of professional service revenue depends upon completion of contract milestones, customer
schedules and other contract terms, professional service revenue is likely to fluctuate from quarter to quarter. We expect capacity
constraints, which have constrained our professional service revenue growth in the past, to continue to limit professional service
bookings growth during the remainder of fiscal 2005.

Total maintenance and service revenue as a percentage of total revenue was relatively stable compared to the three months
ended January 31, 2004 due to the fact that total maintenance and service revenue decreased by a similar percentage as the decrease in
total revenue for the quarter.

Revenue—Product Groups. For management reporting purposes, we organize our products and services into five groups:
Galaxy Design Platform, Discovery Verification Platform, Intellectual Property (IP), Design for Manufacturing and Professional
Service & Other.

Galaxy Design Platform. Our Galaxy Design Platform includes our logic synthesis, physical synthesis, physical design,
timing analysis, signal integrity analysis and physical verification products, as well as certain analog and mixed-signal tools. Our
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principal products in this category are the Design Compiler® synthesis product, Physical Compiler® physical synthesis tool, Module
Compiler™ data path design product, Power Compiler™ power management product, DFT Compiler™ design for test tool,
JupiterXT™ design planning product, Apollo™ and Astro™ place and route products, PrimeTime®/PrimeTime® SI timing analysis
products, Tetra Max® test pattern generation product family, Star RXCT™ extraction product and Hercules™ physical verification
tool, as well as our Milkyway™ common design data repository. We believe physical design and design analysis products will
account for an increasing share of Galaxy Design Platform revenue relative to our logic synthesis products as customers recognize the
importance of using physical level design and analysis tools to address challenges particular to small geometry designs.

Discovery Verification Platform. Our Discovery™ Verification Platform includes our verification and simulation products.
Our principal products in this category are the VCS® functional verification product, System Studio™ system level design product,
Vera® testbench generator, LEDA™ design rule checker, Formality® formal verification solution, Magellan™ hybrid formal
verification product, NanoSim® simulation and analysis product, HSPICE® circuit simulator and our reusable verification IP. The
Discovery Platform also includes Discovery AMS, a subset of our verification technologies optimized to perform verification on
analog and mixed-signal designs.

Intellectual Property (IP). Our IP solutions include our DesignWare® Foundation Library of basic chip elements, DesignWare
Verification Library of chip function models and DesignWare Cores, pre-designed and pre-verified digital and mixed-signal design
blocks that implement many of the most important industry standards, including USB (1.1, 2.0 and On-the-Go), PCI (PCI, PCI-X and
PCI-Express) and JPEG.

Design for Manufacturing (DEM). Our Design for Manufacturing products and technologies address the mask-making and
yield enhancement challenges of very small geometry ICs and include our TCAD device modeling products, Proteus™/InPhase
optical proximity correction products, phase-shift masking technologies, SiVL® layout verification product, CATS® mask qualification
product and Virtual Stepper® mask qualification product.

Professional Service & Other. Our Professional Services group provides consulting services, including design methodology
assistance, specialized systems design services, turnkey design and training.

The following table summarizes the revenue attributable to these groups as a percentage of total revenue for the last eight
quarters. We include revenue from companies or products we have acquired during the periods covered from the acquisition date
through the end of the relevant periods. For presentation purposes, we allocate software maintenance revenue, which represented
approximately 15% of our total revenue for the three months ended January 31, 2005 and 2004, to the products to which those support
services related.

Q12005  Q4-2004  Q3-2004  Q2-2004  Q1-2004  Q4-2003  Q3-2003  Q2- 2003

Galaxy Design Platform ...........ccoceeune 59 % 60 % 61% 64 % 63 % 62 % 64 % 70%
Discovery Verification Platform........... 22 21 21 20 21 22 20 19
IP 6 6 7 6 6 7 8 5
Design for Manufacturing..................... 10 9 7 7 7 5 5 4
Professional Service & Other ............... 3 4 4 3 3 4 3 2
TOtal o 100% 100 % 100% 100% 100% 100% 100% 100%

The respective revenue contributions from our different groups have been relatively stable over the eight-quarter period shown
in the table above. This stability is principally due to the fact that most of our customers purchase multiple products from us, and do so
under TSLs, for which revenue is recognized ratably over the term of the license. Accordingly, significant changes in revenue
contribution from different groups have been driven primarily by one-time events, such as acquisitions, or by the mix of upfront
versus time-based orders received for certain products during a given quarter.

For example, our Galaxy Design Platform revenue as a percentage of total revenue was higher in the second quarter of fiscal
2003 due to a number of large perpetual licenses with our Japanese customers, many of which included a disproportionate amount of
products from the Galaxy Design Platform, yielding significant upfront revenue contributions from that product group for that quarter.
Similarly, the percentage of revenue from our IP products rose significantly in the third quarter of fiscal 2003 as a result of increased
sales of upfront IP licenses during that quarter.

While we expect our TSL licensing model will continue to lessen quarter-to-quarter variations in revenue in the near-term, we
believe our IP and Design for Manufacturing products will, over time, account for increasing percentages of total revenue as a result
of our customers’ greater acceptance of and reliance upon pre-designed, pre-verified IP components and tools and technologies needed
for

20



the manufacture of very small geometry ICs, as illustrated by the increase in DFM revenue share from the fourth quarter of fiscal 2004
to the first quarter of fiscal 2005.

Factors Affecting Cost of Revenues and Operating Expenses

Temporary Shutdown of Operations. During the three months ended January 31, 2005 and January 31, 2004, we temporarily
shut down operations in North America for four days and three days, respectively, as a cost-saving measure, resulting in savings as
follows:

THREE MONTHS ENDED

JANUARY 31,
2005 2004

(in thousands)
COSE OF TBVENUE ...ttt ettt ettt ettt st as et st asebe st easeaeerens 3 856 $ 604
Research and develOPMENT .........cco it e 1,889 1,372
Sales and MArKEIING .....ccoieiiiiie e re e 1,169 871
General and admiNISTrAtiVE ........cccviiiiiieieccce e 514 423
10 - RSSO 3 4428 $ 3,270

Functional Allocation of Operating Expenses

Historically, we allocate certain human resource programs, information technology and facility expenses among our functional
income statement categories based on headcount within the functional area. Annually, or upon a significant change in headcount (as in
the case of a workforce reduction or realignment) and other factors, management reviews the allocation methodology and the expenses
included in the allocation pool. Management conducted such a review with respect to the workforce realignment effective in fiscal
2004. The resulting expense allocations may contribute significantly to fluctuations in individual operating expenses from period to
period.

Cost of Revenue

JANUARY 31, DOLLAR %
2005 2004 CHANGE CHANGE
(dollars in millions)

Three months ended

C0oSt OF lICEBNSE TEBVENUE ......eovveveieicteciecieieee ettt $ 249 $ 203 $ 4.6 23%
Cost of maintenance and SErvice rEVENUE..........cccceruerveieeresienieseeeeeseeeee s 17.0 15.6 1.4 9%
Amortization of intangible assets and deferred stock compensation........... 28.1 25.2 2.9 12%
TOTAL e $ 700 $ 611 $ 8.9 14%
Percentage of total reVENUE ........c.cooeiiiiiiiiie e 29% 21%

We divide cost of revenue into three categories: cost of license revenue, cost of maintenance and service revenue and
amortization costs. In the three months ended January 31, 2005, we revised our methodology for allocating and reporting costs of
revenue externally to better align costs of revenue with the appropriate revenue categories. Cost of revenue for the three months
ended January 31, 2004 has been reclassified to conform to the new allocation methodology. Expenses directly associated with
providing consulting and training have been segregated from costs of revenue associated with internal functions which provide license
delivery and post-customer contract support services. These group costs are then allocated by management between cost of license
revenue and cost of maintenance and service revenue based on revenue reported during the quarter. In general, our total costs of
revenue are relatively fixed and do not fluctuate significantly with changes in revenue or license mix.

Cost of license revenue. Cost of license revenue includes costs associated with the sale and licensing of our software products,
both ratable and upfront. Cost of license revenue includes the allocated cost of employee salary and benefits providing services for
software delivery, software production costs, product packaging, amortization of capitalized software development costs related to
Synopsys products, documentation and royalties payable to third party vendors.

Cost of maintenance and service revenue. Cost of maintenance and service revenue includes employee salary and benefits for
consulting professionals and associated costs to maintain the related infrastructure necessary to manage a services and training
organization. Further, cost of maintenance and service revenue includes allocated costs of employee salary and benefits providing
customer services, such as hot-line and on-site support, production employees and documentation of maintenance updates.

Amortization costs. See “Amortization of Intangible Assets and Deferred Stock Compensation” below for information
regarding the amount of amortization charged to cost of revenue for the relevant periods.
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The dollar increases in total cost of revenue for the three months ended January 31, 2005 are primarily due to (i) an increase in
compensation and employee benefits of $3.4 million due to our increased investment in personnel associated with our professional
services organization; (ii) an increase of $2.8 million in amortization of core/developed technology recorded as a result of our
acquisitions completed during fiscal 2004 and the three months ended January 31, 2055; and (iii) an increase in human resources,
technology and facilities costs of $1.2 million as a result of the increase in overall cost of revenue headcount. Total cost of revenue as
a percentage of total revenue for the three months ended January 31, 2005 increased due to the increase in core/developed technology
amortization and the fact that growth in costs exceeded growth in revenues from the same period in fiscal 2004.

We expect cost of license and cost of maintenance and service revenue to increase slightly during the remainder of fiscal 2005
as a result of increased headcount from acquisitions completed during fiscal 2004. We also expect amortization expense to decline
significantly in third and fourth quarters of fiscal 2005 as amortization expense related to core and developed technology from
acquisitions completed in fiscal 2002 is completely amortized.

Finally, we expect total cost of revenue as a percentage of revenue to increase (and gross margin to decrease) slightly in the
second quarter of fiscal 2005 due to the expected increases in cost of license and cost of maintenance and service revenue described
above. However, we expect total cost of revenue as a percentage of revenue to decrease (and gross margins to improve slightly) in the
third and fourth quarters of fiscal 2005 due to reduced expected amortization expense as noted above.

Operating Expenses

Research and Development

JANUARY 31, DOLLAR %
2005 2004 CHANGE CHANGE
(dollars in millions)
Three months eNded..........cccovrrerireeiense e $ 729 % 703 % 2.6 4%
Percentage of total reVenUe...........cccoeveiiiicinec s 30% 25%

For the three months ended January 31, 2005, the increase is primarily due to (i) an increase of $3.6 million in research and
development personnel and related costs as a result of acquisitions, (ii) increased worldwide research and development headcount and
(iii) increased investment in research and development activities. This increase is partially offset by (i) lower costs per headcount as a
result of increased hiring in lower cost countries and (ii) a decrease of $1.5 million in human resources, information technology and
facilities costs reported under this line item compared to the same period in fiscal 2004 as a result of a change in allocation of certain
operating expenses. See Functional Allocation of Operating Expenses above.

We expect research and development expense to be relatively flat during the remainder of fiscal 2005 due to continuing cost
controls and increased hiring in lower cost countries. We also expect research and development expenses as a percentage of revenue to
increase slightly due to the expected decrease in revenue in fiscal 2005 compared to fiscal 2004.

Sales and Marketing

JANUARY 31, DOLLAR %
2005 2004 CHANGE CHANGE
(dollars in millions)
Three months eNded.........cocvviiiiiciece s $ 840 $ 707 $ 13.2 19%
Percentage of total revenue...........coovvvioiencncic s 35% 25%

For the three months ended January 31, 2005, the increase is primarily due to (i) an increase of $13.8 million in variable
compensation (commissions) resulting from increased shipments in the three months ended January 31, 2005 compared to the same
period in the fiscal 2004 and (ii) an increase in the commission rate applied to shipments beginning in fiscal 2005.

We expect sales and marketing expense to decrease during the remainder of fiscal 2005 as a result of decreased variable

compensation expected to be paid. As a result, we also expect sales and marketing expense as a percentage of revenue to decline to be
more comparable to 2004 levels.
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General and Administrative

JANUARY 31, DOLLAR %
2005 2004 CHANGE CHANGE
(dollars in millions)
Three months ended............oovvrrerrrinieinnrrsss e $ 242 $ 291 % (4.9) (17)%
Percentage of total revenue...........ccocoeviiieniccicicce e, 10% 10%

The decrease for the three months ended January 31, 2005 is primarily due to (i) a decrease of $3.5 million in facilities costs
associated with the closing of facilities as planned under our workforce realignment initiated in fiscal 2003 and completed in the first
quarter of fiscal 2004, and (ii) a net decrease of $2.7 million in bad debt expense due to successful collection efforts in the current
quarter and changes in the provision for doubtful accounts.

We expect general and administrative expense to increase slightly during the remainder of fiscal 2005 as a result of expenses
associated with Sarbanes-Oxley Act compliance. We expect general and administrative expense as a percentage of revenue to increase
due to the expected increase in general and administrative expense and expected decrease in revenue in fiscal 2005 compared to fiscal
2004,

In-Process Research and Development. We recorded a $5.7 million in-process research and development (IPRD) charge related
to our acquisition of ISE in the three months ended January 31, 2005. At the date of the ISE acquisition, the projects associated with
the IPRD efforts had not yet reached technological feasibility and the research and development in process had no alternative future
uses. Accordingly, the amounts were charged to expense on the acquisition date. We had no IPRD charges during the first quarter of
fiscal 2004, as we completed no acquisitions during that quarter.

Amortization of Intangible Assets and Deferred Stock Compensation. Amortization of intangible assets and deferred stock
compensation includes the amortization of the contract rights intangible associated with certain executory contracts and the
amortization of core/developed technology, trademarks, trade names, customer relationships, covenants not to compete and other
intangibles related to acquisitions completed in prior years and in the three months ended January 31, 2005. Deferred stock
compensation represents the intrinsic value of unvested stock options assumed in connection with prior year acquisitions. The
deferred stock compensation is amortized over the options’ remaining vesting period of one to three years. Generally, amortization of
deferred stock compensation will decrease over time as the assumed stock options vest. Amortization expense is included in the
unaudited condensed consolidated statements of income as follows:

JANUARY 31, DOLLAR %
2005 2004 CHANGE(1) CHANGE
(dollars in millions)

Three months ended

Included in coSt OF FEVENUE ......o.vcvevriceiceecee e $ 281 $ 252 % 2.9 11%
Included in operating EXPENSES ........ccvveeeeeeieeiereeriesiesnens 8.9 9.2 (0.4) (4)%
0] LSS $ 370 $ 344 $ 2.6 8%
Percentage of total revenue.........ccccccvvevvcieciececcce e, 15% 12%

(1) May not foot due to rounding.

For the three months ended January 31, 2005, the increase in amortization of intangible assets and deferred compensation is
primarily due to additional amortization of assets acquired in the acquisitions in fiscal 2004 and the three months ended January 31,
2005 partially offset by the declining amounts of amortization related to deferred compensation recorded in prior year acquisitions.
See Note 3 to Notes to Unaudited Condensed Consolidated Financial Statements for a schedule of future amortization amounts.

Operating Margin

Our operating margin declined to approximately (10)% in the three months ended January 31, 2005 compared to approximately
16% in the same period in fiscal 2004, primarily due to (i) decreased upfront revenue resulting from our license model transition
commencing in the fourth quarter of fiscal 2004, (ii) higher cost of revenue to support increased field support headcount due to higher
than expected utilization of our services organization, (iii) increased sales commission expense driven by higher shipments and higher
commission rates and (iv) the write-off of in-process research and development expense relating to the ISE acquisition.
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Other Income (Expense), Net

JANUARY 31, DOLLAR %
2005 2004 CHANGE CHANGE
(dollars in millions)

Three months ended

INEErESt INCOME, NEL ...t $ 18 $ 15 $ 0.3 20%
Gain (loss) on sale of investments, net of investment write-downs....... (1.3) (1.4) 0.1 (7)%
Foreign Currency exchange gain/loss ..........ccoceereveienieieneneiecieenens 2.2 0.1 2.1 2,100%
Foreign Currency exchange gain from disallowed hedges.................... 3.0 — 3.0 —
OFNBE ot (0.5) (1.3) 0.8 (62)%
TOMAL .. $ 52 § (11) $ 6.3 573%

For the three months ended January 31, 2005, the increase is primarily due to the effect of the correction of the error in
Synopsys’ accounting under SFAS 133 of certain prior year foreign currency hedge transactions. See Note 11 to Notes to Unaudited
Condensed Consolidated Financial Statements.

Total other income (expense) in the quarter is $5.2 million compared to $4.7 million reported in Synopsys’ earnings release for
the first quarter dated February 16, 2005 due to finalization of accounting relating to disallowed hedge transactions. Such change did
not affect revenue or earnings per share for the first quarter of fiscal 2005 disclosed in the earnings release. See Item 4. Controls and
Procedures.

Income Tax Rate

Our effective tax rate for the three months ended January 31, 2005 was a tax benefit rate of 25.2% due to our net loss. Our
effective tax rate for the three months ended January 31, 2004 was a tax expense rate of 26.3% due to our net income in that quarter.
The provision for income taxes for the three months ended January 31, 2005 includes a tax expense of $2.2 million arising from
various state and foreign taxes which was treated as a discrete event allocable to the quarter. Based on current estimates, we expect
our effective tax rate for the fiscal year ending October 31, 2005 will be a benefit rate of approximately 42%.

Liquidity and Capital Resources

Our source of cash, cash equivalents and short-term investments has been funds generated from our business operations,
including cash on hand from companies we have acquired. Cash, cash equivalents and short-term investments increased $3.5 million,
or 1%, to $582.5 million as of January 31, 2005 from $579.0 million as of October 31, 2004.

Cash provided by operations is in part dependent upon the payment terms of our license agreements. For an upfront license, we
require that a substantial portion of the license fee be paid within the first year. Conversely, payment terms for time-based licenses are
generally extended; typically the license fee is paid quarterly in even increments over the term of the license. Accordingly, we
generally receive cash from upfront licenses sooner than on time-based licenses.

Cash provided by operations was $142.1 million for the three months ended January 31, 2005 compared to $11.3 million for the
same period in fiscal 2004. The increase of $130.8 million was driven primarily by a $73.0 million increase in cash collections when
compared to the same period last year, largely attributable to the strong collections of contracts executed in such quarter and a higher
level of collections on other outstanding receivables. Cash provided by operations was lower in the prior period also due to the
following payments incurred in such period and not incurred in the current period: (i) tax-related cash disbursements of $32.8 million
in foreign income taxes paid during the three months ended January 31, 2004, and (ii) $11 million in disbursements associated with
prepaid foreign value added taxes and maintenance contracts for our design and information systems electronic infrastructure paid
during the three months ended January 31, 2004.

Accounts receivable, net of allowances, decreased $24.2 million to $108.0 million as of January 31, 2005 from $132.2 million
as of October 31, 2004 as a result of strong collection efforts during the quarter. Days sales outstanding, calculated based on revenue
for the three months ended January 31, 2005 and accounts receivable as of January 31, 2005, decreased to 40.7 days as of January 31,
2005 from 53 days as of October 31, 2004. The decrease in days sales outstanding is primarily due to a reduction in the level of
accounts receivable, which in turn was driven by strong collections during the quarter and the increased amount of installment contract
arrangements caused by our license model change.

Cash used in investing activities was $72.8 million for the three months ended January 31, 2005 compared to $47.7 million for
the same period in fiscal 2004. The increase of $25.1 million is due to net cash used for the acquisition of ISE of $91.3 million,
partially offset by decreases in capital expenditures of $8.7 million and decreases in net purchases of short-term investments of $56.6
million.
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Cash used in financing activities was $37.9 million for the three months ended January 31, 2005 compared to $74.8 million for
the same period in fiscal 2004. The decrease of $36.9 million is primarily due to decreased purchases of shares of our common stock
on the open market of $120.7 million, partially offset by an $83.9 million reduction in proceeds to Synopsys from sales of shares of
our common stock pursuant to our employee stock option plans.

We hold our cash, cash equivalents and short-term investments in the U.S. and in foreign accounts, primarily Ireland, Bermuda
and Japan. As of January 31, 2005, we held an aggregate of $240.3 million in cash, cash equivalents and short-term investments in the
U.S. and an aggregate of $342.2 million in foreign accounts. Funds in foreign accounts are generated from revenue outside North
America. With the exception of Japan, we currently maintain a policy under APB 23, Accounting for Income Taxes-Special Areas, of
permanently reinvesting such funds outside of the U.S.

In April 2004, we entered into a three-year, $250.0 million senior unsecured revolving credit facility. This facility contains
financial covenants requiring us to maintain a minimum leverage ratio and specified levels of cash, as well as other non-financial
covenants. The facility terminates on April 28, 2007. Borrowings under the facility bear interest at the greater of the administrative
agent’s prime rate or the Federal funds rate plus 0.50%; however, we have the option to pay interest based on the outstanding amount
at eurodollar rates plus a spread between 0.80% and 1.125% based on a pricing grid tied to a financial covenant. In addition,
commitment fees are payable on the facility at rates between 0.20% and 0.25% per annum based on a pricing grid tied to a financial
covenant. As of January 31, 2005, we had no outstanding borrowings under this credit facility and we were in compliance with all
covenants.

On November 30, 2004, Synopsys signed a merger agreement to acquire Nassda Corporation in an all-cash transaction for a
purchase price of $7.00 per share. The aggregate consideration is approximately $192 million. At December 31, 2004, Nassda
reported cash, cash equivalents and short-term investments of $101 million. The transaction is subject to customary regulatory
approvals and other closing conditions. In addition, the approval of Nassda’s stockholders holding a majority of the outstanding shares
of Nassda common stock and approval of the holders of a majority of the outstanding shares of Nassda common stock casting votes
affirmatively or negatively on the merger agreement (excluding Nassda’s officers and directors, the individual defendants and the
related parties of the individual defendants) is required for Nassda and Synopsys to complete the proposed merger. Certain directors,
officers and employees of Nassda who own in the aggregate approximately 60% of Nassda’s outstanding common shares have agreed
to vote in favor of the adoption and approval of the merger agreement. Upon the closing of the acquisition, the Nassda officers,
directors and employees who are defendants in the litigation between Synopsys and Nassda will make settlement payments to
Synopsys in the aggregate amount of approximately $61 million. On January 10, 2005, Synopsys announced that the Federal Trade
Commission had requested additional information and documentary material in connection with its review of the transaction.
Synopsys is currently responding to such request and currently expects the transaction to close during its third fiscal quarter.

We believe that our current cash, cash equivalents, short-term investments and cash generated from operations will satisfy our
business requirements for at least the next twelve months.

Factors That May Affect Future Results

Weakness, budgetary caution or consolidation in the semiconductor and electronics industries may continue to negatively
impact our business.

We generate substantially all of our revenue from the semiconductor and electronics industries. Beginning in late calendar 2000,
the semiconductor industry entered its steepest and longest downturn of the past 20 years. According to the Semiconductor Industry
Association (SIA), the semiconductor industry grew by 18% in 2003 and 29% in 2004. Historically, growth in semiconductor sales
has been followed by growth in semiconductor R&D spending, which in turn has led to growth in EDA expenditures. We estimate that
R&D spending among large semiconductor companies increased approximately 10% from 2003 to 2004. However, EDA industry
revenue during the semiconductor industry recovery has not tracked the growth in R&D spending. In addition, the SIA is forecasting
flat revenues for the semiconductor industry in 2005 and only modest growth in 2006. These trends and forecasts could have an
material adverse effect on our results of operations.

We believe that, over the long term, growth in EDA spending will continue to depend on growth in semiconductor R&D
spending and of the overall semiconductor market. However, we cannot predict the timing or magnitude of growth in semiconductor
revenues, R&D spending or spending on EDA products, nor whether we will benefit from any such increases should they occur. In
addition, we believe that EDA industry growth has been adversely affected by many factors, including ongoing efforts by
semiconductor companies to control their spending, uncertainty regarding the long term growth rate of the semiconductor industry,
excess EDA tool capacity at many customers and increased competition in the EDA industry itself. If these factors persist or
semiconductor industry growth does not occur (or if we do not benefit from any such increases), our business, operating results and
financial condition will be materially and adversely affected.

25



The failure to meet the semiconductor industry’s demands for advancing EDA technology and continued cost reductions may
adversely affect our financial results

SoC and IC functionality continues to increase while feature widths decrease, in turn substantially increasing the complexity,
cost and risk of IC design and manufacturing. To address greater complexity, semiconductor designers and manufacturers demand
continuous innovation from EDA suppliers. At the same time, as a result of pricing pressure on their own products and the 2000-2002
downturn, customers and potential customers are also seeking to buy more products from fewer suppliers and at reduced overall prices
in an effort to reduce cost and risk. In order to succeed in this environment, we must successfully address our customers’ demands for
significant R&D investments by us to meet their technology requirements, while also striving to reduce their overall costs. Failure to
manage successfully these conflicting demands would materially and adversely affect our financial condition and results of operations.

The decline in new IC design starts, industry consolidation and other potentially long-term trends may adversely affect the EDA
industry, including demand for our products and services.

The 2000-2002 downturn, the increasing complexity of SoCs and ICs, and customers’ concerns about managing cost and risk
have also led to the following potentially long-term negative trends:

* The number of starts of new IC designs has declined. New IC design starts are a key driver of demand for EDA software.

* Fewer new companies engaged in semiconductor design are being formed or funded, and demand from existing small and
medium-sized semiconductor companies has been soft. These companies have traditionally been an important source of
new business for us. As a result, we have become more reliant on our established customer base for new orders.

¢ A number of partnerships and mergers in the semiconductor and electronics industries have occurred, and more are likely.

Partnerships and mergers can reduce the aggregate level of purchases of EDA software and services, and in some cases,
increase customers’ bargaining power in negotiations with their suppliers, including Synopsys.

* Industry changes, plus the cost and complexity of IC design, may be leading some companies in these industries to limit
their design activity in general, to focus only on one discrete phase of the design process while outsourcing other aspects
of the design, or to design using Field Programmable Gate Arrays (FPGASs), an alternative chip technology.

These trends, if sustained, could have a material adverse effect on the EDA industry, including the demand for our products and
services, which in turn would materially and adversely affect our financial condition and results of operations.

The EDA industry is highly competitive, and competition may have a material adverse effect on our business and operating
results.

We compete with other EDA vendors that offer a broad range of products and services, such as Cadence Design Systems and
Mentor Graphics Corporation, and with EDA vendors that offer products focused on one or more discrete phases of the IC design
process, such as Magma Design Automation, Inc., which has grown rapidly in recent years and gained a meaningful position in one of
our core segments. We also compete with customers’ internally developed design tools and capabilities. If we fail to compete
effectively, our business will be materially and adversely affected.

We compete principally on technology leadership, product quality and features (including ease-of-use), time-to-results, post-sale

support, interoperability with our own and other vendors’ products, price and payment terms. Additional competitive challenges
include the following:

Technology in the EDA industry evolves rapidly. Accordingly, we must correctly anticipate and lead critical developments,
innovate rapidly and efficiently, improve our existing products, and successfully develop or acquire new products. If we
fail to do so, competing technologies may reduce demand for our products and services.

* To compete effectively, we believe we must offer products that provide both a high level of integration into a
comprehensive platform and a high level of individual product performance. Doing so requires significant engineering and
development work. We can provide no assurance that we will be able to continue offering complete design flows in
configurations our customers will find more attractive than our competitors’ offerings or that our efforts to balance the
interests of integration versus individual product performance will be successful.

Our major initiatives face intense competition and in some cases address emerging markets. We have invested significant
resources into further development of the Galaxy Design Platform, integration of the Discovery Verification Platform and

enhancement of its System Verilog features and development of our DFM and IP portfolios. It is difficult for us to predict
the
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success of these initiatives. If we fail to expand revenue from our new initiatives at the desired rate, our business, results
of operations and financial condition would be materially and adversely affected.

¢ Price is an important competitive factor. Customers require a mix of price and tool performance that suits their needs; in
some cases this may lead them to choose vendors based on price more than performance. In certain situations we must
offer substantial discounts on our products due to competitive factors. As a result, average prices for our products may
decline. Alternatively, we may lose potential business to a lower price competitor. In either case, our business, operating
results and financial condition could be materially and adversely affected.

¢ Payment terms are also an important competitive factor and are aggressively negotiated by our customers. During the
second half of fiscal 2003 and continuing through 2004, payment terms on time-based licenses lengthened compared to
prior periods, negatively affecting our cash flow from operations. In addition, since cash is collected sooner on an upfront
license than on a time-based license, the shift in our license mix towards more time-based licenses will adversely affect
our cash flow in fiscal 2005.

Our revenue and earnings fluctuate, which could cause our financial results to not meet expectations and our stock price to
decline.

Many factors affect our revenue and earnings, including customer demand, license mix, the timing of revenue recognition on
products and services sold and committed expense levels, making it difficult to predict revenue and earnings for any given fiscal
period. Accordingly, stockholders should not view our historical results as necessarily indicative of our future performance. As
demonstrated following our third fiscal quarter of 2004, if our financial results or targets do not meet investor and analyst
expectations, our stock price could decline.

The following are some of the specific factors that could affect our revenue and earnings in a particular quarter or over several
fiscal periods:

e Beginning in the fourth quarter of fiscal 2004, we shifted our target license mix to consist almost entirely of time-based
licenses. Time-based licenses yield less current period revenue and more future period revenue than upfront licenses. The
license mix shift decreased revenue for fiscal 2004 and the first quarter of fiscal 2005 and will result in year-over-year
declines in revenue during the next two quarters of fiscal 2005, as well as lower revenue for full fiscal year 2005 compared
to fiscal 2004.

¢ Qur revenue and earnings targets over a number of fiscal periods assume a certain level of orders and a certain mix
between upfront and time-based licenses. The amount of orders received and changes in the mix due to customer
requirements, application of accounting rules regarding revenue recognition and competitive pressures could have a
material adverse effect on our revenue and earnings. For example, if we ship more upfront licenses than expected during
any given fiscal period, our revenue and earnings for that period could be above our targets even if orders are below target;
conversely, if we ship fewer upfront licenses than expected our revenue and earnings for that period could fall below our
targets even if orders meet or even exceed our target. Similarly, if we receive a lower-than-expected level of TBL orders
during a given period, our revenue in future periods could be negatively affected.

e Qur upfront and time-based license agreements sometimes provide the right to re-mix a portion of the software initially
subject to the license for other Synopsys products. For example, a customer may use our front-end design products for a
portion of the term of its license and then re-mix such products for back-end placement software for the remainder of the
term in order to complete the customer’s IC design. While this practice helps assure the customer’s access to the complete
design flow needed to manufacture its product, use of these arrangements could result in reduced revenue compared to
licensing the individual tools separately.

¢ In the past, we have regularly received a significant proportion of our orders for a given quarter in the last one or two
weeks of the quarter. The delay of one or more orders could have a material adverse effect on our bookings, revenue and
earnings for that quarter.

e Qur customers spend a great deal of time reviewing and testing our products, either alone or against competing products,
before making a purchase decision. Accordingly, our customers’ evaluation and purchase cycles may not match our fiscal
quarters. Further, sales of our products and services may be delayed if customers delay project approval or project starts
because of budgetary constraints or their budget cycles.
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¢ \We base our operating expenses in part on our expectations for future revenue and generally must commit to expense
levels in advance of revenue being recognized. Since only a small portion of our expenses varies with revenue, any
revenue shortfall typically causes a direct reduction in net income.

Businesses we have acquired or that we may acquire in the future may not perform as we project.

We have acquired a number of companies or their assets in recent years, including two in the first quarter of fiscal 2005, six
transactions during fiscal 2004 and three transactions in fiscal 2003, and, as part of our efforts to expand our product and services
offerings, we expect to acquire additional companies.

In addition to direct costs, acquisitions pose a number of risks, including:

¢ Potential dilution of our earnings per share;

* Problems in integrating the acquired products with our products;

¢ Difficulties in retaining key employees and integrating them into our company;
¢ Challenges in ensuring acquired products meet our quality standards;

* Failure to realize expected synergies or cost savings;

¢ Failure of acquired products to achieve projected sales;

¢ Drain on management time for acquisition-related activities;

¢ Adverse effects on customer buying patterns or relationships; and

e Assumption of unknown liabilities.

While we review proposed acquisitions carefully and strive to negotiate terms that are favorable to us, we can provide no
assurance that any acquisition will have a positive effect on our future performance. Furthermore, if we later determine we cannot use
or sell an acquired product or technology, we could be required to write down the goodwill and intangible assets associated with such
product or technology; these write-downs, if significant, could have a material adverse effect on our results of operations.

Stagnation of foreign economies, foreign exchange rate fluctuations or other international issues could adversely affect our
performance.

During fiscal 2004 and the three months ended January 31, 2005 we derived 45% of our revenue from outside North America;
going forward, we expect our overall orders and revenue targets will continue to depend on substantial contributions from outside
North America. Foreign sales are vulnerable to regional or worldwide economic, political and health conditions, including the effects
of international political conflict, hostilities and natural disasters. Further, any stagnation of foreign economies could adversely affect
our performance by reducing the amount of revenue derived from outside North America.

Our operating results are affected by fluctuations in foreign currency exchange rates. Our results of operations can be adversely
affected when, as has been the case recently, the U.S. dollar weakens relative to other currencies, particularly the Euro, the Japanese
yen and, to a lesser extent, the Canadian dollar, as a result of the conversion of expenses of our foreign operations denominated in
foreign currencies into the dollar. Exchange rates are subject to significant and rapid fluctuations, and therefore we cannot predict the
prospective impact of exchange rate fluctuations on our business, results of operations and financial condition. While we hedge certain
foreign currency exposures of our business, we can provide no assurance that our hedging transactions will be effective.

A failure to recruit and retain key employees would have a material adverse effect on our ability to compete.

To be successful, we must attract and retain key technical, sales and managerial employees, including those who join Synopsys
in connection with acquisitions. There are a limited number of qualified EDA and IC design engineers, and competition for these
individuals is intense. Our employees, including employees who have joined Synopsys in connection with acquisitions, are often
recruited aggressively by our competitors and our customers. Our failure to recruit and retain key technical, sales and managerial
employees would have a material adverse effect on our business, results of operations and financial condition.
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We issue stock options and maintain employee stock purchase plans as a key component of our overall compensation. A
substantial portion of the outstanding stock options held by employees have exercise prices above the market price of our stock (i.e.,
they are “underwater”), which has decreased the value of these options as an employee retention tool. In addition, there is growing
pressure on public companies from shareholders generally to reduce the rate at which companies, including Synopsys, issue stock
options to employees. We expect that the implementation of accounting rules that will require us to recognize on our income statement
compensation expense from employee stock options and our ESPP and which we will be required to adopt in the fourth quarter of
fiscal 2005, will increase shareholder pressure to limit future option grants. The failure to address the underwater option issue and the
failure to obtain shareholder approval to issue new options at levels proposed by Synopsys could lead to higher employee turnover
and it will make it more difficult to attract, retain and motivate employees, any of which could materially and adversely affect our
business, results of operations and financial condition.

Customer payment defaults could adversely affect our financial condition and results of operations.

Our backlog consists principally of customer payment obligations not yet due that are attributable to software we have already
delivered. These customer obligations are typically not cancelable, but will not yield the expected revenue and cash flow if the
customer defaults and fails to pay amounts owed. In these cases, we will generally take legal action to recover amounts owed.
Moreover, existing customers may seek to renegotiate pre-existing contractual commitments due to adverse changes in their own
businesses. Though we have not, to date, experienced a material level of defaults, any material payment default by our customers or
significant reductions in existing contractual commitments could have a material adverse effect on our financial condition and results
of operations.

A failure to protect our proprietary technology would have a material adverse effect on our business, results of operations and
financial condition.

Our success depends in part upon protecting our proprietary technology. To protect this technology, we rely on agreements with
customers, employees and others and on intellectual property laws worldwide. We can provide no assurance that these agreements will
not be breached, that we would have adequate remedies for any breach or that our trade secrets will not otherwise become known or
be independently developed by competitors. Moreover, certain foreign countries do not currently provide effective legal protection for
intellectual property; our ability to prevent the unauthorized use of our products in those countries is therefore limited. We have a
policy of aggressively pursuing action against companies or individuals that wrongfully appropriate or use our products and
technologies. However, there can be no assurance that these actions will be successful. If we do not obtain or maintain appropriate
patent, copyright or trade secret protection, for any reason, or cannot fully defend our intellectual property rights in certain
jurisdictions, our business, financial condition and results of operations would be materially and adversely affected. In addition,
intellectual property litigation is lengthy and expensive and legal fees related to such litigation may reduce our net income.

From time to time we are subject to claims that our products infringe on third party intellectual property rights.

Under our customer agreements and other license agreements, we agree in many cases to indemnify our customers if the
licensed products infringe on a third party’s intellectual property rights. As a result, we are from time to time subject to claims that our
products infringe on these third party rights. For example, we are currently defending some of our customers against claims that their
use of one of our products infringes a patent held by a Japanese electronics company. We believe this claim is without merit and will
continue to vigorously pursue this defense.

These types of claims can, however, result in costly and time-consuming litigation, require us to enter into royalty arrangements,
subject us to damages or injunctions restricting our sale of products, require us to refund license fees to our customers or to forgo
future payments or require us to redesign certain of our products, any one of which could materially and adversely affect our business,
results of operations and financial condition.

We are subject to changes in financial accounting standards, which may adversely affect our reported financial results or the
way we conduct business.

Accounting policies affecting software revenue recognition have been the subject of frequent interpretations, significantly
affecting the way we license our products. Future changes in financial accounting standards, including pronouncements relating to
revenue recognition, may have a significant effect on our reported results, including reporting of transactions completed before the
effective date of the changes.

In December 2004, FASB issued statement of Financial Accounting standards No. 123 (revised 2004), Share-Based Payment
(SFAS 123R), which will be effective in our fourth quarter of fiscal 2005. SFAS 123R will result in our recognition of substantial
compensation expense relating to our employee stock options and employee stock purchase plans. Synopsys currently uses the
intrinsic
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value method to measure compensation expense for stock-based awards to our employees. Under this standard, we generally do not
recognize any compensation related to stock option grants we issue under our stock option plans or the discounts we provide under our
employee stock purchase plans. Under the new rules, we are required to adopt a fair value-based method for measuring the
compensation expense related to employee stock awards; this will lead to substantial additional compensation expense. This change
will have a material adverse effect on our reported results of operations. Note 8 to our Unaudited Condensed Consolidated Financial
Statements in this report provides our pro forma net income and earnings per share as if we had used a fair value-based method similar
to the methods required under SFAS 123R to measure the compensation expense for employee stock awards during the periods
presented.

Our business is subject to evolving corporate governance and public disclosure regulations that have increased both our costs
and the risk of noncompliance, which could have an adverse effect on our stock price.

Because our common stock is publicly traded on the Nasdaq stock market, we are subject to rules and regulations promulgated
by a number of governmental and self-regulated organizations, including the SEC, Nasdaq and the Public Company Accounting
Oversight Board, which monitors the accounting practices of public companies. Many of these regulations have only recently been
enacted, and continue to evolve, making compliance more difficult and uncertain. In addition, our efforts to comply with these new
regulations have resulted in, and are likely to continue to result in, increased general and administrative expenses and a diversion of
management time and attention from revenue-generating activities to compliance activities.

In particular, Section 404 of Sarbanes-Oxley Act of 2002 and related regulations require us to include a management assessment
of our internal controls over financial reporting and auditor attestation of that assessment in our annual report for our fiscal year
ending October 31, 2005. This effort has required, and continues to require, the commitment of significant financial and managerial
resources. Although we believe that our ongoing review of our internal controls will enable us to provide a favorable assessment of
our internal controls and for our external auditors to provide their attestation as of October 31, 2005 as required by Section 404, we
can give no assurance that these efforts will be completed on a timely and successful basis. Any failure to complete a favorable
assessment and obtain our auditors’ attestation could have a material adverse effect on our stock price.

Product errors or defects could expose us to liability and harm our reputation.

Despite extensive testing prior to releasing our products, software products frequently contain errors or defects, especially when
first introduced, when new versions are released or when integrated with technologies developed by acquired companies. Product
errors could affect the performance or interoperability of our products, could delay the development or release of new products or new
versions of products and could adversely affect market acceptance or perception of our products. In addition, allegations of IC
manufacturability issues resulting from use of our IP products could, even if untrue, adversely affect our reputation and our customers’
willingness to license IP products from us. Any such errors or delays in releasing new products or new versions of products or
allegations of unsatisfactory performance could cause us to lose revenue or market share, increase our service costs, subject us to
liability for damages and divert our resources from other tasks, any one of which could materially and adversely affect our business,
results of operations and financial condition.

An unfavorable government review of our tax returns or changes in our effective tax rates could adversely affect our operating
results.

Our operations are subject to income and transaction taxes in the United States and in multiple foreign jurisdictions and to
review or audit by Internal Revenue Service and state, local and foreign taxing authorities. We exercise judgment in determining our
worldwide provision for income taxes and, in the ordinary course of our business, there may be transactions and calculations where
the ultimate tax determination is uncertain. In addition, we are undergoing an audit of our United States federal income tax returns for
fiscal years 2000 and 2001. Although we believe our tax estimates are reasonable, we can provide no assurance that any final
determination in the audit will not be materially different than the treatment reflected in our historical income tax provisions and
accruals or that other periods will not be audited. If additional taxes are assessed as a result of an audit or litigation, there could be a
material effect on our income tax provision and net income in the period or periods for which that determination is made. Finally, our
expectations regarding the tax rates applicable to future periods depend on a number of factors, including projected revenue and
operating expenses. To the extent our projections prove to be inaccurate, our actual future tax rates could be different.

Computer viruses, intrusion attempts on our information technology infrastructure and ““denial of service” attacks could
seriously disrupt our business operations.

“Hackers” and others have in the past created a number of computer viruses or otherwise initiated “denial of service” attacks on
computer networks and systems. Our information technology infrastructure is regularly subject to various attacks and intrusion efforts
of differing seriousness and sophistication. While we diligently maintain our information technology infrastructure and continuously
implement protections against such viruses or intrusions, if our defensive measures fail or should similar defensive measures by our
customers fail, our business could be materially and adversely affected.
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If export controls affecting our products are expanded, our business will be adversely affected.

The U.S. Department of Commerce regulates the sale and shipment of certain technologies by U.S. companies to foreign
countries. To date, we believe we have successfully complied with applicable export regulations. However, if the Department of
Commerce places significant export controls on our existing, future or acquired products, our business would be materially and

adversely affected.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk. Our exposure to market risk for changes in interest rates relates primarily to our short-term investment
portfolio. The primary objective of our investment activities is to preserve the principal while at the same time maximizing yields
without significantly increasing the risk. To achieve this objective, we maintain our portfolio of cash equivalents and investments in a
mix of tax-exempt and taxable instruments that meet high credit quality standards, as specified in our investment policy. None of our
investments are held for trading purposes. Our policy also limits the amount of credit exposure to any one issue, issuer and type of

instrument.

The following table presents the carrying value and related weighted-average total return for our investment portfolio. The

carrying value approximates fair value as of January 31, 2005.

WEIGHTED
AVERAGE TOTAL
FAIR VALUE RETURN
(in thousands)
Short term INVESIMENTS — US .....eiiiieiceee ettt e b $ 111,410 0.45%
Money Market FUNAS — US ..ot 128,679 1.50
Short term Investments — International..............covveeeiiiii i 94,725 1.61
Cash Equivalent Investments — International..............ccocooeiiiiniiiiicieece e 1,549 1.61
Cash Deposits and Money Market Funds — International .............cccccooeiiiiiiinnnnnnne 208,347 1.98
Total interest bearing INSIUMENTS.........coiiiiiiii e $ 544,710 1.49

As of January 31, 2005, the stated maturities of our current short-term investments are $94.2 million within one year, $70.5
million within one to five years, $6.5 million within five to ten years and $34.9 million after ten years. This compares to the stated
maturities of our current short-term investments and cash equivalents as of October 31, 2004, which were $99.9 million within one
year, $93.1 million within one to five years, $10.3 million within five to ten years and $44.9 million after ten years. However, in
accordance with our investment policy, the weighted-average effective duration of our total invested funds does not exceed one year.
These investments are classified as available-for-sale and are recorded on the balance sheet at fair market value with unrealized gains

or losses reported as a separate component of accumulated other comprehensive income (loss), net of tax.

The following table presents the amounts of our cash equivalents and investments that are subject to interest rate risk by

calendar year of expected maturity and average interest rates:

January 31, 2005 2006 2007 Total Fair Value
(in thousands)

Cash equivalents (variable rate)................... $ 338,575 $ 338575 $ 338,575
Average interest rate .........ccccovevervnennenn 1.86%

Short-term investments (variable rate)......... $ 43,384 % 2,040 $ 1505 $ 46929 $ 46,929
Average interest rate ..........cccvvevvereinennnn, 2.11% 1.92% 3.45%

Short-term investments (fixed rate) ............. $ 85,167 $ 62,682 $ 11,357 $ 159,206 $ 159,206
Average interest rate ..........ooooeerieeieienenn, 1.47% 2.09% 2.82%

Foreign Currency Risk. The functional currency of each of Synopsys’ foreign subsidiaries is the foreign subsidiary’s local
currency, except for our principal Irish & Swiss subsidiaries whose functional currencies are the U.S. dollar. We engage in programs
to hedge (i) those currency exposures associated with certain assets and liabilities denominated in non-functional currencies, and (ii)
forecasted intercompany and third party accounts receivable, backlog and accounts payable denominated in non-functional currencies.
Our hedging activities are intended to offset the impact of currency fluctuations on the value of these balances and expenses.
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We designate a portion of our forward contracts as cash flow hedges under FAS133 and record gains and losses on these hedges
in accumulated other comprehensive income until the forecasted exposure is recognized on the balance sheet. The ineffective portion
of our cash flow hedges is measured each period and recognized currently in other income/expense.

In the first quarter of fiscal 2005, Synopsys reevaluated its interpretation of certain provisions of Statement of Financial
Accounting Standards No. 133, Accounting for Derivatives and Hedging (SFAS 133), resulting in the discovery of an error in the
application of the standard to certain prior year foreign currency hedge transactions. The effect of the error was not material in any
prior period and did not impact the economics of Synopsys’ hedging program. To correct the error, Synopsys has reclassified the
remaining $3.0 million related to the disallowed hedges from accumulated other comprehensive income to other income in the three
months ended January 31, 2005. See Item 4. Controls and Procedures, below.

The success of our hedging activities depends upon the accuracy of our estimates. Looking forward, to the extent our estimates
of various balances denominated in non-functional currencies prove inaccurate, we will not be completely hedged, and we will record
a gain or loss, depending upon the nature and extent of such inaccuracy. We can provide no assurance that our hedging transactions
will be effective.

Foreign currency contracts entered into in connection with our hedging activities contain credit risk in that the counterparty may
be unable to meet the terms of the agreements. We have limited these agreements to major financial institutions to reduce this credit
risk. Furthermore, we monitor the potential risk of loss with any one financial institution. We do not enter into forward contracts for
speculative purposes.

The following table provides information about our foreign currency contracts as of January 31, 2005. None of our forward
contracts has a duration longer than one year. As of January 31, 2005, the fair value of our forward contracts was $(0.1) million.

WEIGHTED

AVERAGE

AMOUNT IN U.S. CONTRACT

DOLLARS RATE
(in thousands)
Notional Forward Contract Values:
LU o TSP RPPO $ 50,366 0.7623
JAPANESE VBN .ottt ettt ettt e ettt ane e nne e reereenaenree s 41,146 102.43
(O 10T 1= [ (0] 1 - 13,746 1.22448
(O [Tt =T T4 21T o] R 3,783 8.2385
SINGAPOTE AONIAT ......cviiieiceicc s 2,759 1.6318
[ G LS 1L [P 2,465 4.3978
KOPEAN WON ...ttt ettt e et e e e ae e e s bbe e e eentae e s sareas 1,482 1032.4
British POUNG SEEITING......ueitiiiiiieie e 1,417 0.53336
INAIAN RUPEE ...ttt ettt bbbt 458 43.90
VLY=o (<] 1 20 £ - FO SRR 405 6.95228
SWISS FrANC ...ttt ettt s et e e st e s st e s srb e s s rbe e sabe e e 281 1.183
I LT T T (o] | - 271 31.70
IO LY SRR $ 118,579

Net unrealized gains of approximately $7.0 million and $9.6 million, net of tax, as of January 31, 2005 and October 31, 2004,
respectively, are included in accumulated other comprehensive income (loss) on our unaudited consolidated balance sheet. Net cash
inflows on maturing forward contracts during the three months ended January 31, 2005 were $1.3 million.

Equity Risk. Our strategic investment portfolio consists of approximately $11.5 million of minority equity investments in
publicly traded and in privately held companies. The securities of publicly traded companies are classified as available-for-sale
securities accounted for under Statement of Financial Accounting Standards No. 115, Accounting for Certain Investments in Debt and
Equity Securities, and are reported at fair value, with unrealized gains or losses, net of tax, recorded as a component of other
comprehensive income (loss) in stockholders’ equity. The cost basis of securities sold is based on the specific identification method.
The securities of privately held companies are reported at the lower of cost or fair value. During the three months ended January 31,
2005, we reduced the value of our strategic investment portfolio by $1.6 million for certain investments we determined were impaired.
Our accounting policies covering our strategic investments are described in Part Il, Item 7, Management’s Discussion and Analysis of
Financial Condition and Results of Operations of our Annual Report on Form 10-K for the fiscal year ended October 31, 2004,

32



ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures. As of January 31, 2005 (the Evaluation Date), Synopsys carried out an
evaluation under the supervision and with the participation of Synopsys’ management, including the Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the design and operation of Synopsys’ disclosure controls and
procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act. There are inherent
limitations to the effectiveness of any system of disclosure controls and procedures. Accordingly, even effective disclosure
controls and procedures can only provide reasonable, not absolute, assurance of achieving their control objectives. Subject
to these limitations, the Chief Executive Officer and Chief Financial Officer have concluded that, as of the Evaluation
Date, the disclosure controls and procedures were effective to provide reasonable assurance that information required to be
disclosed in the reports Synopsys files and submits under the Exchange Act is recorded, processed, summarized and
reported as and when required.

(b) Changes in Internal Controls. In the first quarter of fiscal 2005, Synopsys reevaluated its interpretation of certain
provisions of SFAS 133, resulting in the discovery of an error in the application of the standard to certain prior year foreign
currency hedge transactions. The effect of the error was not material in any prior period and did not impact the economics
of Synopsys’ hedging program. We also determined that the error constituted a significant deficiency of internal control
over financial reporting, which deficiency existed since Synopsys’ adoption of SFAS 133 in fiscal 2002. The effect of the
misapplication in prior periods was to overstate Accumulated Other Comprehensive Income by the amount of hedge
contracts relating to cash flow hedges and to understate Other Income by the same amount.

As a result of our review, commencing in the second quarter of fiscal 2005, we began entering into separate hedge
contracts for balance sheet and cash flow hedging purposes and intend to continue to do so in the future. In addition, we
have engaged a consultant to review our continued application of SFAS 133 and intend to review our hedge policies and
practices on a semi-annual basis going forward. To correct the error, Synopsys has reclassified $3.0 million related to the
disallowed hedges from accumulated other comprehensive loss to other income in the three months ended January 31,
2005. We also recognized $1.3 million in Other Income for current period hedges under the new policy.

PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

On August 25, 2004, a class action complaint entitled Kanekal v. Synopsys, Inc., et al., No. C-04-3580, was filed in federal
district court for the Northern District of California against Synopsys and certain of our officers alleging violations of the Exchange
Act. The complaint purports to be a class action lawsuit brought on behalf of persons who acquired Synopsys stock during the period
of December 3, 2003 through August 18, 2004. The complaint alleges that the individual defendants caused Synopsys to make false
and misleading statements about Synopsys’ business, forecasts, and financial performance, and that certain Synopsys officers or
employees sold portions of their stock holdings while in the possession of adverse, non-public information. The complaint does not
specify the amount of damages sought. In November 2004, the Court appointed a lead plaintiff in the case. In January 2005, the lead
plaintiff, the Wu Group, filed an amended complaint. Discovery has not commenced in the case and no trial date has been established.
While management intends to defend against these federal securities claims vigorously, and Synopsys does not believe that this
lawsuit will have a material effect on Synopsys’ financial position, results of operations or cash flows, there can be no assurance as to
the ultimate disposition of this lawsuit.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The table below sets forth information regarding repurchases of Synopsys common stock by Synopsys during the fiscal

quarter ended January 31, 2005.

TOTAL NUMBER MAXIMUM
OF SHARES DOLLAR VALUE OF
PURCHASED AS SHARES THAT
PART OF MAY YET BE
TOTAL NUMBER PUBLICLY PURCHASED
OF SHARES AVERAGE PRICE ANNOUNCED UNDER THE
Period (1) PURCHASED PAID PER SHARE PROGRAMS PROGRAMS
Month #1
November 31, 2004 through
December 4, 2004 .........cccovvnee. 1,490,596 $ 16.77 1,490,596 $ 51,695,221
Month #2
December 5, 2004 through
January 1, 2005 ........cccoeivienniennns 10,000 18.03 10,000 499,819,700
Month #3
January 2, 2005 through
January 31, 2005.......c.ccceveeviennnn, 846,350 17.70 846,350 484,842,799
Total oo 2,346,946 $ 17.11 2,346,946 $ 484,842,799

All shares were purchased pursuant to a $500 million stock repurchase program originally approved by Synopsys’ Board of
Directors in July 2001 and renewed in December 2002, December 2003 and December 2004, the latest renewal of which was effective
and announced on December 1, 2004. Funds are available until expended or until the program is suspended by the Chief Financial
Officer or the Board of Directors.

ITEM 5. OTHER INFORMATION
Pre-approvals of Non-Audit Services by Audit Committee

Pursuant to Section 10A(i)(3) of the Exchange Act, during the three months ended January 31, 2005, the Audit Committee of
the Company’s Board of Directors pre-approved the provision by its independent auditor, KPMG LLP, of services relating to
international tax audits and international tax returns, both of which are considered non-audit services under applicable rules.

Stock Option Plans

Under our 1992 Stock Option Plan (the 1992 Plan), 38,951,016 shares of common stock have been authorized for issuance.
Pursuant to the 1992 Plan, the Board of Directors (the Board) may grant either incentive or non-qualified stock options to purchase
shares of common stock to employees and consultants, excluding non-employee directors at not less than 100% of the fair market
value of those shares on the grant date. Stock options granted under the 1992 Plan generally vest over a period of four years and expire
seven to ten years from the date of grant. As of January 31, 2005, 9,127,964 stock options remain outstanding and 6,233,964 shares of
common stock are reserved for future grants under this plan.

Under our 1998 Non-Statutory Stock Option Plan (the 1998 Plan), 53,247,068 shares of common stock have been authorized for
issuance. Pursuant to the 1998 Plan, the Board may grant non-qualified stock options to employees and consultants, excluding
executive officers and directors. Exercisability, option price and other terms are determined by the Board but the option price shall not
be less than 100% of the fair market value of those shares on the grant date. Stock options granted under the 1998 Plan generally vest
over a period of four years and expire seven to ten years from the date of grant. As of January 31, 2005, 28,358,711 stock options
remain outstanding and 3,182,506 shares of common stock are reserved for future grants under this plan.

Under our 1994 Non-Employee Directors Stock Option Plan (the Directors Plan), 2,100,000 shares were authorized for issuance.
The Directors Plan provided for automatic grants to each non-employee member of the Board upon initial appointment or election to
the Board, upon reelection and for annual service on Board committees. The option price was not less than 100% of the fair market
value of those shares on the grant date. Under the Directors Plan, as originally adopted, new directors received an option for 40,000
shares, vesting in equal installments over four years. In addition, each continuing director who was elected at an annual meeting of
stockholders received an option for 20,000 shares and an additional option for 10,000 shares for each Board committee membership,
up to a maximum of two committee service grants per year. In August 2003, the Board amended the Directors Plan in order to reduce
the size of the initial and
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committee grants to 30,000 and 5,000 shares, respectively. The annual and committee service option grants vest in full on the date
immediately prior to the date of the annual meeting following their grant, assuming continued board or committee service through
such date. In the case of directors appointed to the Board between annual meetings, the annual and any committee grants were
prorated based upon the amount of time since the last annual meeting. The Directors Plan expired as to future grants in October 2004;
as of January 31, 2005, 1,297,660 stock options remain outstanding. With the expiration of the Directors Plan, we expect to seek
stockholder approval of a new plan for non-employee directors at our 2005 annual meeting of stockholders.

We have assumed certain option plans in connection with acquisitions. Generally, the options granted under these plans have
terms similar to our own options. The exercise prices of such options have been adjusted to reflect the relative exchange ratios. We do
not intend to make future grants out of these option plans.

We monitor dilution related to our option program by comparing net option grants in a given fiscal period to the number of
shares outstanding. The dilution percentage is calculated as the new option grants for the fiscal period, net of options forfeited by
employees leaving Synopsys, divided by the total outstanding shares at the end of such fiscal period. The option dilution percentages
were 2.2% and 2.2% for the three months ended January 31, 2005 and fiscal year ended October 31, 2004, respectively.

A summary of the distribution and dilutive effect of options granted is as follows:

THREE
MONTHS FISCAL YEAR
ENDED ENDED
JANUARY 31, OCTOBER 31,
2005 2004
Total grants, net of returns and cancellations, during the period as percentage of
outstanding shares exclusive of options assumed in aCQUISItIONS ..........ccceorereierieinienn. 2.2% 2.2%
Grants to named executive officers, as defined below, during the period as
percentage of total OPLiONS Granted ...........coeiviereiiiiei e 12.1% 3.8%
Grants to named executive officers during the period as percentage of outstanding
] T OSSP PPN 0.3% 0.1%
Total outstanding options held by Named Executive Officers as percentage of total
OPLIONS OUESTANAING ..ve.viveiiicieiicsie ettt sr et e e st esbeebeete e e enee e e sresresnens 17.7% 17.9%

A summary of our option activity and related weighted-average exercise prices for the three months ended January 31, 2005 is
as follows:

Options Outstanding

Shares Available for Weighted-Average
Options Number of Shares Exercise Price
(in thousands, except per share amounts)
Balance at October 31, 2003..........ccceeeiieiieieeice e 15,770 42,119 $ 21.89
GIANES....vivceecteeceeet ettt bbbt re s (5,143) 5143 $ 23.79
EXEICISES .ottt — (6,559) $ 19.41
CanCEllations.........c.cevieiiiice e 1,877 (2,175) $ 24.45
Additional Shares reServed.........ocovvvvvvieiieeieereere e 300 — —
Cancellation of Shares Reserved(1) .......c.ccovvvrerreneineneiniennene (215) — —
Balance at October 31, 2004 .........ccooovvvieiieeieiecie e 12,589 38528 $ 22.42
L€ 01T (3,568) 3,568 $ 17.81
EXEICHISES c...vveviieveeisi ettt sttt — (174) $ 12.95
CanCellatioNS.........ccooviveiicceese s 395 (546) $ 24.05
Balance at January 31, 2005 ........ccooeiiieniiiienee e 9,416 41,3714 $ 22.04

(1) Shares remaining available for grant under the Directors Plan on the date of expiration of such plan.
For additional information regarding our stock option activity during fiscal 2004, please see Note 7 of our Notes to Consolidated

Financial Statements in Part Il, Item 8. Financial Statements and Supplementary Data contained in our Annual Report on Form 10-K
for fiscal 2004 filed with the SEC on January 12, 2004.
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A summary of outstanding in-the-money and out-of-the-money options and related weighted-average exercise prices as of
January 31, 2005 is as follows:

Exercisable Unexercisable Total
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
(in thousands, except per share amounts)

IN-the-MOoney .......cccooeviiiiiiiie e 6,446 $ 15.10 2075 $ 14.94 8,521 $ 19.92
Out-of-the-Money(1) ......cccocevererennnne 22536 $ 24.17 10,317 $ 23.13 32853 $ 23.85
Total Options Outstanding.................... 28,982 $ 22.16 12392 % 21.76 41,374  $ 22.04

(1) Out-of-the-money options are those options with an exercise price equal to or above the closing price of $17.12 on January 28,
2005, the last trading day for the three months ended January 31, 2005.

The following table sets forth further information regarding individual grants of options for the three months ended January 31,
2005 to the Chief Executive Officer and each of the other four most highly compensated executive officers (named executive officers)
serving as such on January 31, 2005 whose compensation earned during fiscal 2004 exceeded $100,000. We refer to these individuals
as named executive officers.

Individual Grants

Number of

Securities

Underlying Percent of Total Potential Realizable Value At

Options Options Granted Exercise Prices Assumed Annual Rates Of Stock Price
Name Granted(1) to Employees(2) ($/Share) Expiration Date Appreciation For Option Term($)(3)
5% 10%

Aart J. de Geus......... 140,000 392% $ 18.55 12/17/11 $ 1,057,240 $ 2,463,818
Chi-Foon Chan......... 100,000 2.80% $ 18.55 12/17/11  $ 755,171 $ 1,759,870
Vicki L. Andrews..... 60,000 1.68% $ 18.55 12/17/11  $ 453,103 $ 1,055,922
Raul Camposano...... 55,000 154% $ 18.55 12/17/711  $ 415344 % 967,929
Antun Domic............ 75,000 210% $ 18.55 12/17/11  $ 566,378 $ 1,319,903

(1) Options become exercisable ratably in a series of monthly installments over a four-year period from the grant date,
assuming continued service to Synopsys, subject to acceleration under certain circumstances involving a change in control
of Synopsys. Each option has a maximum term of seven years, subject to earlier termination upon the optionee’s cessation
of service.

(2) Based on a total of approximately 3.6 million shares subject to options granted to employees under Synopsys’ option plans
during the three months ended January 31, 2005.

(3) Inaccordance with the rules of the SEC, the columns referring to potential realizable value show the gains or “option
spreads” that would exist for the options granted based on the assumed rates of annual compound stock price appreciation
of 5% and 10% from the date the option was granted over the full option term. These estimated rates do not represent our
estimate or projection of future common stock prices or of the gains that may actually be realized by the optionee.
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The following table provides the specified information concerning exercises of options to purchase our common stock and the
value of unexercised options held by our named executive officers for the three months ended and as of January 31, 2005:

Number of Securities Underlying Value of In-the-Money Options at
Shares Acquired Value Unexercised Options at January 31, January 31, 2005(2)

Name On Exercise Realized(1) 2005 Exercisable/Unexercisable Exercisable/Unexercisable

Aart J. de Geus......... 0 % 0.00 3,283,054 304,746 $ 756,200 N/A
Chi-Foon Chan......... 0 $ 0.00 1,956,675 246,569 $ 330,037 N/A
Vicki L. Andrews..... 0 % 0.00 310,484 172,966 $ 39,800 N/A
Raul Camposano...... 0 $ 0.00 502,440 104,110 $ 9,950 N/A
Antun Domic............ 0 $ 0.00 287,239 164,528 $ 21,559 N/A

(1) Market value at exercise less exercise price.

(2) Market value of underlying securities as of January 28, 2005 ($17.12) minus the exercise price. None of the unexercisable
options held by the named executive officers on January 31, 2005 were in-the-money.

The following table provides information regarding our equity compensation plans as of January 31, 2005:

Number of Shares Remaining
Available for Future Issuance

Number of Shares to be Weighted-Average Exercise Under Equity Compensation
Issued Upon Exercise of Price of Outstanding Options Plans (Excluding Shares
Plan Category Outstanding Options (a) (b) Reflected in Column(a)) (c)

(in thousands, except price per share amounts)
Employee Equity Compensation Plans

Approved by Stockholders(1).........c..e..... 10,425 $ 22.28 12,170
Employee Equity Compensation Plans

Not Approved by Stockholders(2)............. 28,359 $ 22.07 3,182
TOtal(3)(4) v 38,784 3 22.13 15,352

(1) Synopsys’ stockholder approved equity compensation plans include the 1992 Plan, the Directors Plan and the Employee
Stock Purchase Plans.

(2) Synopsys’ only non-stockholder approved equity compensation plan is the 1998 Plan.

(3) Total number of shares to be issued upon exercise of outstanding options does not include information for options assumed
in connection with acquisitions. As of January 31, 2005, a total of 2.6 million shares of our common stock were issuable
upon exercise of such outstanding options.

(4) Total number of shares remaining available for future issuance under equity compensation plans is comprised of
(i) 6.2 million shares remaining available for issuance under the 1992 Plan, (ii) 3.2 million shares remaining available for
issuance under the 1998 Plan and (iii) 5.9 million shares remaining available for issuance under the Employee Stock
Purchase Plans as of January 31, 2005. No shares remain available for grant under the Directors Plan, which expired in
October 2004.

ITEM 6. EXHIBITS

3.1 Amended and Restated Certificate of Incorporation of Synopsys, Inc. (1)

3.2 Restated Bylaws of Synopsys, Inc. (2)

4.1 Reference is made to Exhibit 3.1 and 3.2.

31.1 Certification of Chief Executive Officer as required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.
31.2 Certification of Chief Financial Officer as required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.

321 Certification of Chief Executive Officer and Chief Financial Officer as required by Rule 13a-14(b) of the Securities
Exchange Act of 1934, as amended and Section 1350 of Chapter 63 of Title 18 of the United States Code. (3)
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1)
()
3)

Incorporated by reference to exhibit to Synopsys’ Quarterly Report on Form 10-Q for the quarterly period ended July 31,

2003.

Incorporated by reference to exhibit to Synopsys’ Quarterly Report on Form 10-Q for the quarterly period ended March 31,
1999.

The certification attached as Exhibit 32.1, accompanies this Quarterly Report on Form 10-Q but is not deemed filed with the
Securities and Exchange Commission and is not to be incorporated by reference into any filing of Synopsys, Inc. under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the
date of this Form 10-Q, irrespective of any general incorporation language contained in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

SYNOPSYS, INC.

By: /s/ Steven K. Shevick

Steven K. Shevick
Senior Vice President, Finance
and Chief Financial Officer
(Principal Financial Officer)

Date: March 10, 2005
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EXHIBIT INDEX

Exhibit No. Description
31 Amended and Restated Certificate of Incorporation of Synopsys, Inc. (1)
3.2 Restated Bylaws of Synopsys, Inc. (2)
4.1 Reference is made to Exhibit 3.1 and 3.2.
311 Certification of Chief Executive Officer as required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as
amended.
31.2 Certification of Chief Financial Officer as required by Rule 13a-14(a) of the Securities Exchange Act of 1934, as
amended.
32.1 Certification of Chief Executive Officer and Chief Financial Officer as required by Rule 13a-14(b) of the Securities
Exchange Act of 1934, as amended and Section 1350 of Chapter 63 of Title 18 of the United States Code. (3)
Q) Incorporated by reference to exhibit to Synopsys’ Quarterly Report on Form 10-Q for the quarterly period ended July 31,

2

)

2003.

Incorporated by reference to exhibit to Synopsys’ Quarterly Report on Form 10-Q for the quarterly period ended March 31,
1999.

The certification attached as Exhibit 32.1 accompanies this Quarterly Report on Form 10-Q but is not deemed filed with the
Securities and Exchange Commission and is not to be incorporated by reference into any filing of Synopsys, Inc. under the
Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the
date of this Form 10-Q, irrespective of any general incorporation language contained in such filing.
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