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Item 7. Financial Statements and Exhibits.

This Amendment No. 1 of Current Report on Form 8-K/A amends Item 7 of the Current Report on Form 8-K dated
June 6, 2002 and filed June 6, 2002.

(@) Financia Statements of Business Acquired.

(i) Historical financial statements of Avant! Corporation (A) as of December 31, 2001 and 2000 and for each
of the three years ended December 31, 2001, 2000 and 1999 and (B) as of March 31, 2002 and for the three
months then ended (unaudited). Copies of such financial statements are attached hereto as Exhibit 99.1.

(i) Historical financial statements of Forefront Venture Partners, L.P. as of December 31, 2001 and 2000 and
for each of the three years ended December 31, 2001, 2000 and 1999. Copies of such financial statements
are attached hereto as Exhibit 99.2.

(b) Pro FormaFinancia Information
(i) Unaudited pro forma condensed combined consolidated financial statements of Synopsys, Inc. and Avant!

Corporation as of April 30, 2002 and for the year ended October 31, 2001 and for the six months ended
April 30, 2002. A copy of such financial information is attached hereto as Exhibit 99.3.

(c) Exhibits

Number Title

231 Consent of PricewaterhouseCoopersLLP

232 Consent of KPMG, LLP

233 Consent of BDO Seidman, LLP

99.1 Historical financial statements of Avant! Corporation (A) as of December 31, 2001 and 2000
and for each of the three years ended December 31, 2001, 2000 and 1999 and (B) as of
March 31, 2002 and for the three months then ended (unaudited).

99.2 Historical financial statements of Forefront Venture Partners, L.P. (A) as of December 31,
2001 and 2000 and for each of the three years ended December 31, 2001, 2000 and 1999.

99.3 Unaudited pro forma condensed combined financial statements of Synopsys as of April 30,

2002 and for the year ended October 31, 2001 and for the six months ended April 30, 2002
(unaudited).
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INDEX TO EXHIBITS

Consent of PricewaterhouseCoopersLLP

Consent of KPMG, LLP

Consent of BDO Seidman, LLP

Historical financial statements of Avant! Corporation (A) as of December 31, 2001 and 2000 and for each of
the three years ended December 31, 2001, 2000 and 1999 and (B) as of March 31, 2002 and for the three
months then ended (unaudited).

Historical financial statements of Forefront Venture Partners, L.P. (A) as of December 31, 2001 and 2000 and
for each of the three years ended December 31, 2001, 2000 and 1999.

Unaudited pro forma condensed combined financial statements of Synopsys as of April 30, 2002 and for the
year ended October 31, 2001 and for the six months ended April 30, 2002 (unaudited).



Exhibit 23.1

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration Statement on Form S-8 (Nos. 333-56170, 333-
90643, 333-84279, 333-77597, 333-50947, 333-45056, 333-32130, 333-38810, 333-63216, 333-71056, 333-77000,
333-75638, 333-97319 and 333-97317) of Synopsys, Inc. of our report dated February 6, 2002 relating to the financial
statements of Avant! Corporation, which appearsin the Current Report on Form 8-K of Synopsys, Inc. dated July 30,
2002. We also hereby consent to the incorporation by reference in the Registration Statement on Form S-8 (Nos. 333
56170, 333-90643, 333-84279, 333-77597, 333-50947, 333-45056, 333-32130, 333-38810, 333-63216, 333-71056,
333-77000, 333-75638, 333-97319 and 333-97317) of Synopsys, Inc. of our report dated January 18, 2002 relating to
the financial statements of Forefront Venture Partners, L.P., which appearsin the Current Report on Form 8K of
Synopsys, Inc. dated July 30, 2002.

/s PricewaterhouseCoopers LLP
San Jose, California
July 26, 2002



Exhibit 23.2

Consent of Independent Auditors

The Board of Directors
Avant! Corporation:

We hereby consent to the incorporation by reference in the registration statements (Nos. 333-56170, 333-90643,
333-84279, 333-77597, 333-50947, 333-45056, 333-32130, 333-38810, 333-63216, 333-71056, 333-77000,
33375638, 333-97319 and 333-97317) on Form S-8 of our reports dated February 12, 2001, except as to Note 7, which
is as of March 23, 2001 included in Amendment No. 1 to the Current Report on Form8-K/A of Synopsys, Inc. relating
to the consolidated balance sheets of Avant! Corporation, Inc. and subsidiaries as of December 31, 2000, and the related
consolidated statements of earnings, stockholders' equity and comprehensive income, and cash flows for each of the
years in the two-year period ended December 31, 2000, and the related financial statement schedule which reports
appear in the December 31, 2000 annual report on Form 10-K of Avant! Corporation.

/s KPMG LLP

Mountain View, California
July 29, 2002



Exhibit 23.3

Consent of Independent Certified Public Accountants

Forefront Venture Parnter, L.P.
Santa Clara, CA

We hereby consent to the incorporation by reference in the previously filed open Registration Statements on Form S-8
(Nos. 333-56170, 333-90643, 333-84279, 333-77597, 333-50947, 333-45056, 333-32130, 333-38810, 333-63216, 333
71056, 333-77000, 333-75638, 333-97319 and 333-97317) of Synopsys, Inc. of our report dated February 9, 2001,
except for Note 4, asto which the date is March 30, 2001, relating to the financial statements of Forefront Venture
Partners, L.P. appearing in Synopsys, Inc.’s, Current Report on Form 8-K/A dated July 30, 2002.

/s/ BDO Seidman, LLP
San Jose, Cdlifornia
July 24, 2002



Exhibit 99.1

INDEX TO FINANCIAL STATEMENTS OF AVANT! CORPORATION

Fiscal Year Ended December 31, 2001

Report of PricewaterhouseCoopers LLP, Independent Accountants
Report of KPMG LLP, Independent AUuditors..........ccoovecenvevccieeneseeseresseennns

Consolidated Statements of Earnings.........cccoevveeeveneceinnensessseseseesesssesesnens

Consolidated Balance ShEELS..........ccvenerninesinec et

Consolidated Statements of Stockholders' EQUItY ......ccccovveeenerennceneneseeinnens

Consolidated Statements of Cash FIOWS ...

Notes to Consolidated FiNanCial SLAEEMENTS .........cvveuieeeriieereineeee et

Three Months Ended March 31, 2002
Unaudited Condensed Consolidated BalanCe SNEELS........cccceccreccccccee ettt ssse e sesenns
Unaudited Condensed Consolidated Statements of Earnings .........cc.ccevevveaee.
Unaudited Condensed Consolidated Statements of Cash Flows.....................
Notes to Unaudited Condensed Consolidated Financial Statements




REPORT OF INDEPENDENT ACCOUNTANTS

To Board of Directors and Shareholders
of Avant! Corporation:

In our opinion, the consolidated financial statementslisted in theindex appearing under Item 7 present fairly, in al
material respects, the financial position of Avant! Corporation and its subsidiaries at December 31, 2001, and the
results of their operationsand their cash flows for the year ended December 31, 2001 in conformity with
accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management; our responsibility isto express an opinion on these financial
statements based on our audit. We conducted our audit of these statements in accordance with auditing standards
generally accepted in the United States of America, which require that we plan and perform the audit to obtain
reasonabl e assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonabl e basis for our opinion.

/sl PRICEWATERHOUSECOOPERS LLP

San Jose, California
February 6, 2002



INDEPENDENT AUDITOR’S REPORT
The Board of Directors Avant! Corporation:

We have audited the accompanying consolidated balance sheet of Avant! Corporation and subsidiaries as of
December 31, 2000, and the related consolidated statements of earnings, stockholders' equity and comprehensive
income, and cash flows for each of the yearsin the two-year period ended December 31, 2000. These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility isto express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonabl e assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on atest basis, evidence
supporting the amounts and disclosuresin the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide areasonable basis for our opinion.

I'n our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Avant! Corporation and subsidiaries as of December 31, 2000, and the results of their
operations and their cash flows for each of the yearsin the two-year period ended December 31, 2000, in
conformity with accounting principles generally accepted in the United States of America.

/s KPMG LLP

Mountain View, California
February 12, 2001, except asto Note 7,
whichisas of March 23, 2001



AVANTI! CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

(Inthousands, except per sharedata)

2001 2000 1999
Revenue:
Revenue from unaffiliated customers:
Perpetual license $ 95515 $ 127,43¢ $ 119,525
Time-based license 167,302 110,437 84,784
Service 101,326 90,138 80,346
Total revenue from unaffiliated customers 364,143 328,014 284,655
Revenue from affiliates 34,527 30,086 18,965
Total revenue 398,670 358,10C 303,620
Costs and expenses.
Costs of software 5,203 5,622 5,664
Costs of services 24,243 20,131 17,627
Selling and marketing 98,744 102,953 84,698
Research and devel opment 86,768 84,237 71,43C
General and administrative 47,566 39,55€ 37,653
Litigation settlements 268,085 47,50C —
Merger and in-process research and development expenses — (343) 5,902
Total operating expenses 530,609 299,657 222,974
Earnings (loss) from operations (131,939) 58,443 80,64€
Equity income (loss) from investments and joint ventures, net (13,354) 22,262 6,122
Interest income and other, net 6,124 4,434 7,71€
Earnings (loss) before income taxes (139,169) 85,13¢ 94,484
Income taxes 38,548 32,280 37,864
Net earnings (10ss) $___(177.717) $___52.859 $___ 56,620
Earnings (loss) per share:
Basic $ 472) $ 1.3€ $ 1.49
Diluted $ 472) % 1.32 $ 1.42
Weighted average shares outstanding:
Basic 37,637 38,88C 38,084
Diluted 37,637 39,96€ 39,74€

See accompanying notes to consolidated financial statements.



AVANTI! CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In thousands, except per sharedata)

December 31,
2001
ASSETS
Current assets:

Cash and cash equivalents $ 121,814
Short-term investments 23,740
Restricted investments 6,007

Accounts receivable, net of allowances of $10,258
and $16,133, respectively 47,410
Due from affiliates —
Deferred income taxes 29,201
Prepaid expenses and other current assets 18,028
Total current assets 246,200
Equipment, furniture and fixtures, net 23,645
Deferred income taxes 15,413
Goodwill and other intangibles, net 17,960
Investments and joint ventures 26,465
Other assets 44,719
Total assets $ 374402

LIABILITIESAND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 6,265

Accrued compensation 20,104
Accrued income taxes 32,849
Other accrued liabilities 24,839
Accrued litigation 31,548
Deferred revenue 68,171
Total current liabilities 183,776

Other noncurrent liabilities 10,563
Total liabilities 194,339

COMMITMENTS AND CONTINGENCIES
Stockholders' equity:
Preferred stock, $.0001 par value; 5,000,000 shares authorized;
none issued and outstanding —
Common stock, $.0001 par value; 70,000,000 shares authorized;
38,322,078 and 37,576,000 shares issued and outstanding at
December 31, 2001 and 2000, respectively 4

Additional paid-in capital 293,018
Stock-based compensation (2,865)
Retained earnings (accumulated deficit) (39,287)

Accumulated other comprehensive income 2,049
Treasury stock, at cost; 4,457,000 and 4,100,000 common shares

at December 31, 2001 and 2000, respectively (72,856)
Total stockholders’ equity 180,063
Total liabilities and stockholders' equity $___374402

See accompanying notes to consolidated financial statements.

December 31,
2000

$ 106,54t
143,871
37,80C

76,572
81z
34,03¢
11,853
411,48¢
26,821
25,994
35,124
49,144
13,318
g€ 561,890

§ 9,982
27,90¢
33,165
19,05€
47,50C
70,459

208,071
7918
215,98¢

4
276,21¢

(2,770)
138,43C
327

(66.309 )
345,901

$__561,890




Balances as of December 31, 1998
Comprehensive income:

Net earnings
Unrealized loss on
short-term
investments, net of
tax effects of $479

Comprehensive income

Stock issued under stock option
plans, including tax benefits of
$3,687

Stock issued under stock
purchase plan

Issuance of common stock
Employee stock -based
compensation

Amortization of employee stock -
based compensation

Balances as of December 31, 1999
Comprehensive income:

Net earnings
Unrealized gain on
short-term
investments, net of
tax effects of $1,203

Comprehensive income

Stock issued under stock option
plans, net, including tax expense
of $260

Stock issued under stock
purchase plan

Repurchase of common stock
Private placement of common
stock

Stock options assumed in
connection with acquisition
Employee stock -based
compensation

Amortization of employee stock -
based compensation

Balances as of December 31, 2000
Comprehensive loss:

Net loss
Unrealized gain on
short-term
investments, net of
tax effects of $389

Comprehensive loss

Stock issued under stock option
plans, net, including tax benefit
of $2,253

Stock issued under stock
purchase plan

Stock issued under stock bonus
plan

Repurchase of common stock
Employee stock -based
compensation

Stock -based compensation to
non-employees

Amortization of stock -based
compensation

Balances as of December 31, 2001

CONSOLIDATED STATEMENTSOF STOCKHOLDERS EQUITY AND

Y ears Ended December 31, 2001, 2000 and 1999

AVANT! CORPORATION

COMPREHENSIVE INCOME (LOSS)

(In thousands)

Accumulated Retained
Common Stock Additional Other Earnings Total Comprehensive
Paid-in Stock based Comprehensive (Accumulated Treasury Stockholders' Income
Shares Amount Capital Compensation Income/(L 0ss) Deficit) Stock Equity (Loss)
37,474 $ 4 $ 218,204 $  (1,306) $ (19) $ 28,951 $ — $ 245,834
56,620 56,620 $ 56,62C
(1,659) (1,659) (1,65¢)
$ 54,961
870 9,698 9,698
163 1,685 1,685
367 876 876
270 (270)
1,247 1,247
38,874 $ 4 $ 230,733 $ (329) $ (1,678) $ 85,571 $ — $ 314,301
52,859 52,859 $ 52,85¢
2,005 2,005 2,008
$ 54,864
575 5,474 5,474
227 3,017 3,017
(4,100) (66,309 ) (66,309)
2,000 32,846 32,846
831 831
3,318 (3,318)
877 877
37,576 $ 4 $ 276,219 $  (2,770) $ 327 $ 138,430 $  (66,309) $ 345,901
(177,717) (177,717) $ (177,717)
1,722 1,722 1,72z
$ (175,995)
679 11,137 11,137
271 3,018 3,018
153 842 842
(357) (6,547) (6,547)
1,159 (1,159)
643 643
1,064 1,064
38,32 $ 4 $ 293,018 $ (2.865) $ 2,049 $ (39,287) $ (72,856) $ 180,063

See accompanying notes to consolidated financial statements



AVANTI! CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Y ears Ended December 31, 2001, 2000 and 1999

(I'n thousands)

2001 2000 1999
Cash flows from operating activities:
Net (loss) earnings $ a77,717) $ 52,859 $ 56,620
Adjustments to reconcile net (loss) earnings to net cash (used in) provided by operating
activities:
Depreciation and amortization 27,792 28,508 20,656
Acquired in-process research and development — 940 —
Merger accruals — (2,165) —
Impaired goodwill 767 — —
Amortization of stock-based compensation 1,064 877 1,247
Compensation under stock plans 1,485 — —
Loss on disposal of assets — 275 517
Equity (income) loss from investments and joint ventures 13,354 (22,262) (6,122)
Deferred income taxes 14,218 (15,975) (5,068)
Tax benefit (expense) related to stock options 2,253 (260) 3,687
Deferred rent (542) 1,455 648
Provision for doubtful accounts 4,210 5,876 7,282
Changes in operating assets and liabilities, net of effects from acquisitions:
Accounts receivable 30,237 (24,366) (22,047)
Due from affiliates 812 3,743 4,392
Prepaid expenses and other assets 1,225 (9,625) 1,748
Accounts payable (3,717) (2,220) 4,783
Accrued compensation (8,406) 8,612 9,188
Accrued income taxes (316) 7,250 157
Other accrued liabilities 5,165 6,084 3,981
Accrued litigation (15,952) 47,500 —
Deferred revenue (2,288) 23,538 13,302
Net cash (used in) provided by operating activities (106,356 ) 110,644 94,971
Cash flows from investing activities:
Purchases of short-term investments (233,467) (382,306) (591,857)
Maturities and sales of short-term investments 384,714 363,271 451,354
Investments and joint ventures (8,102) (1,251) —
Investment in ALi Bonds (30,000) — —
Investment in SMIC (55,000) (7,500) —
Proceeds from sale of investment in SMIC 62,500 — —
Distribution of capital from Forefront 2,500 — —
Purchases of equipment, furniture, fixtures and other assets (6,100) (10,210) (7,249)
Purchases of acquired entities, net of cash acquired (600) (21,914) —
Net cash provided by (used in) investing activities 116,445 (59,910) (147,752)
Cash flows from financing activities:
Principal payments under capital lease obligations — — (602)
Payments on notes payable, net — — (1,905)
Repurchase of common stock (6,547) (66,309) —
Loans to employees, officers and directors, net (175) 757 700
Exercise of stock options 8,884 5,734 6,011
Issuance of common stock under employee stock purchase plan 3,018 3,017 1,685
Issuance of common stock, net — 32,846 478
Net cash provided by (used in) financing activities 5,180 (23,955) 6,367
Net increase (decrease) in cash and cash equivalents 15,269 26,779 (46,414)
Cash and cash equivalents, beginning of year 106,545 79,766 126,180
Cash and cash equivalents, end of year $ 121,814 $ 106545 $ 79,766
Supplemental disclosures:
Cash paid during the year for:
Interest $ 2127 $ 149 335
Income taxes $ 16,843 $ 37,384 $ 35,003
Noncash investing activities:
Issuance of options to acquire Analogy $ — 3 831 $ —

See accompanying notes to consolidated financial statements.
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AVANT! CORPORATION AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1 Nature of Business and Summary of Significant Accounting Policies

Nature of Business

Avant! Corporation (“the Company” or “Avant!”) develops, markets, licenses and supports electronic design
automation (“EDA") software products that assist design engineersin the physical layout, design, verification,
simulation, timing and analysis of advanced integrated circuits. Its primary customers are semiconductor companies
in the United States, Asiaand Europe.

Principles of Presentation

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated in consolidation.
Maingate Electronics, KK (“Maingate”) became awholly-owned subsidiary of the Company in December 2001, and
is consolidated in the accompanying balance sheet asof December 31, 2001. Previously, the Company accounted for
itsinvestment in Maingate under the equity method. The consolidated financial statements have been restated to
reflect the effect of the merger in 1999 with Chrysalis Symbolic Design, Inc. (“Chrysalis’), and Xynetix Design
Systems Inc. (“Xynetix”) as pooling of interests. The Maingate and Analogy, Inc. (“Analogy”) acquisitions were
accounted for under the purchase method. Analogy was acquired in 2000. Accordingly, the Company’ s consolidated
financial statements do not include the results of operations, financial position or cash flows prior to their
acquisitions.

Use of Estimatesin Preparation of Financial Statements

The accompanying consolidated financial statements, have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires the Company to 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, the Company eval uates its estimates, including
those related to bad debts, impairment of investments and other long-lived assets, income taxes, and contingencies
and litigation. The Company bases its estimates on historical experience and on various other assumptions that it
believes to be reasonabl e under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates under different assumptions or conditions.

Revenue Recognition

Revenue consists primarily of feesfor perpetual and time-based licenses (TBL) of our software products and post-
contract customer support (PCS) arrangements. The Company classifies revenues as perpetual license, TBL, service
or revenue from affiliates. Perpetual revenue consists of software license revenue from products sold under
perpetual license arrangements. TBL revenue consists of software and PCS revenue from TBL arrangements.
Service revenue consists primarily of PCS sold under perpetual licenses arrangements. Revenue from affiliates
consists of products sold to affiliates under perpetual licenses, TBL and PCS arrangements.

The Company recognizes revenue using the residual method pursuant to the requirements of Statement of Position
No. 97-2 “ Software Revenue Recognition” (“SOP 97-2"), as amended by Statement of Position No. 98-9, “ Software
Revenue Recognition with Respect to Certain Arrangements’ (“ SOP 98-9").

Under SOP 97-2, revenue attributable to an element in a customer arrangement is recognized when persuasive
evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable, and collectibility is
probable.



Under the residual method, as per SOP 98-9, revenue is recognized in a multiple element arrangement for perpetual
licenses when Company-specific objective evidence of fair value existsfor all of the undelivered elementsin the
arrangement, but does not exist for one or more of the delivered elementsin the arrangement. Most of the
Company’s perpetual license arrangements include the first year of PCSin the contract. The Company has
determined that it has sufficient evidence to support vendor specific objective evidence (V SOE) for the PCS portion
in perpetual license arrangements. Accordingly, at the outset of a new perpetual license arrangement with a
customer, the Company defers revenue for the fair value of its undelivered elements (i.e., PCS) and recognizes
revenue for the remainder of the arrangement fee attributable to the elementsinitially delivered in the arrangement
(i.e., software product) when the basic criteriain SOP 97-2 have been met.

Revenues from TBL arrangements are generally recognized ratably over the term of the license, as the product and
PCS portions of the TBL arrangements are bundled and not sold separately. Certain of the Company’s TBL
arrangements include extended payment terms. Revenues from these contracts are recognized upon delivery of the
products at the lesser of aggregate amounts due and payable or the ratable portion of the entire fee.

PCS arrangements for perpetual licenses generally call for the Company to provide technical support and software
updates. Service revenue is recognized ratably over the term of the PCS agreement, on a straight-line basis when all
revenue recognition requirements are met.

During the fourth quarter of 2000, the Company adopted Staff Accounting Bulletin No. 101, “Revenue Recognition
in Financial Statements” (“SAB 101"). The adoption of SAB 101 did not have amaterial effect on the Company’s
consolidated financial position or results of operations.

The Company recognized revenue from its affiliate Maingate Electronics KK (Maingate), in the quarter subsequent
to the quarter in which Maingate collected cash from the end users. The company recognizes revenue from its
affiliate, Davan Tech Co., Ltd, (“Davan Tech”) when the Company receives cash from Davan Tech.

Advertising Expense

The cost of advertising is expensed as incurred. Such costs are included in selling and marketing expense and totaled
approximately $4.7 million, $3.2 million and $4.9 million during the yearsended December 31, 2001, 2000, and
1999, respectively.

Foreign Currency Translation

The functional currency of the Company’sforeign subsidiariesisthe U.S. dollar. Accordingly, the financial
statements of those subsidiaries, which are maintained in the local currency, are remeasured into U.S. dollarsin
accordance with SFAS No. 52, “Foreign Currency Translation”. Exchange gains or losses from remeasurement of
monetary assets and liabilities that are not denominated in U.S. dollars were not material for any period presented
and areincluded in the statement of earnings.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a remaining maturity of three months or less at the date
of acquisition to be cash equivalents. Cash equivalents are stated at cost and consist of money market funds,
certificates of deposit and commercial paper. The carrying amount of cash and cash equivalents approximates fair
value.

Short-Term | nvestments

Short-term investments, which are classified as available-for-sale, consist of demand deposit investmentsin short-
term debt securities, U.S. Government Agency debt securities, municipal/ corporate auction preferred stock and
municipal bonds, and are reported at fair value. The cost of securities sold is determined using the specific
identification method when computing realized gains and losses. Fair value is determined using available market
information.



Foreign Currency Hedging I nstruments

The Company transacts businessin various foreign currencies. Accordingly, the Company is subject to exposure
from adverse movements in foreign currency exchange rates. There was no foreign currency hedging contracts
outstanding as of December 31, 2001. Net gains and losses related to hedging contracts and foreign exchange
transactions were minimal in 2001, 2000 and 1999.

The Company assesses the need to utilize financial instruments to hedge currency exposures on an ongoing basis.
The Company does not use derivative financial instruments for speculative trading purposes, nor does the Company
hedge its foreign currency exposure in amanner that entirely offsets the effects of changesin foreign exchange rates.
The Company regularly reviews its hedging program and may as part of thisreview determine at any time to change
its hedging program.

Effective January 1, 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. Adoption of this statement did not have a significant impact on the Company’s
results of operations or financial position.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax conseguences attributabl e to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit carry
forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
incomein the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of achange in tax ratesis recognized in income in the period that includes the
enactment date.

If appropriate, avaluation allowance is recorded against deferred tax assetsif it ismore likely than not that all or a
portion of the deferred tax assets will not be realized. While the Company has considered future taxable income and
tax planning strategiesin assessing the need for a valuation allowance, in the event it determinesthat it would not be
abletorealize al or aportion of the deferred tax assets in the future, an adjustment to the deferred tax asset would
be charged to earnings in the period the determination was made.

Equipment, Furniture and Fixtures

Equipment, furniture and fixtures are stated at cost. Equipment, furniture and fixtures are depreciated using the
straight-line method over the estimated useful lives of the assets, which range from three to five years. L easehold
improvements are amortized using the straight-line method over the shorter of the lease term or the estimated useful
life of the asset. Expenditures for repairs and maintenance are charged to exp ense as incurred. Upon disposal, costs
and related accumulated depreciation are removed from the accounts and the resulting gains or losses are reflected in
operations.

Goodwill and Other Intangibles

Intangibles consist principally of goodwill representing the excess of the cost of a purchased business over the fair
value of the net tangible and intangibl e assets acquired. Generally, goodwill and other intangibles are amortized
using the straight-line method over three to five years. As of December 31, 2001 and 2000, goodwill and related
intangibles totaled $66.9 million and $67.7 million, respectively, and accumul ated amortization was $49.0 million
and $32.6 million, respectively. Amortization expense was $18.5 million, $18.3 million, and $10.4 million for the
years ended December 31, 2001, 2000 and 1999, respectively. The Company periodically evaluates whether changes
have occurred that would require revision of the remaining estimated useful life of the assigned goodwill or render
the goodwill not recoverable. If such circumstances arise, the Company would use an estimate of the undiscounted
value of expected future operating cash flows to determine whether the goodwill is recoverable. If the goodwill is
not recoverable, the carrying amount of the goodwill will be reduced to the discounted amount of expected future
operating cash flows resulting in acharge to earnings.



I mpairment of Long-Lived Assets

The Company assesses the recoverability of our identifiable tangible and intangible assets under Statement of
Financial Accounting Standards (“SFAS”) No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assetsto Be Disposed of”. This statement requires identifiable tangible and intangibl e assets to be
evaluated for impairment whenever events or changes in circumstances indicate that the carrying val ue of the assets
may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of the asset to future net cash flows expected to be generated by the assets. If an asset is considered to be
impaired, the carrying amount of that asset is reduced to the fair value, based on discounted future cash flows,
resulting in acharge to earnings.

Valuation of I nvestments

The Company has an investment in a company, which is a developer and supplier of integrated circuits for personal
computers and personal computer peripheral and multimedia devices as well as other investments. The Company
records an investment impairment charge when we believe an investment has experienced a declinein valuethat is
other than temporary. The Company reviews each investment for indicators of impairment on a quarterly basis
based, primarily on achievement of business plan objectives and current market conditions, among other factors.
The primary business plan objectives the Company considers include, among others, those related to financial
performance such as achievement of planned financial results, liquidity or completion of capital raising activities,
and those that are not primarily financial in nature such as the introduction of technology. If it is determined that an
impairment has occurred with respect to an investment, in the absence of quantitative valuation metrics,
management estimates the impairment and/or the net realizable value of the investment based upon available
information such as public- and private-company market comparable information and val uations compl eted for
similar companies or investments.

Litigation Costs

The pending litigation and any future litigation against the Company and its employees, regardless of the outcome,
are expected to result in substantial costs and expenses to the Company. The Company’s legal expensesfor all
litigation matters were $14.6 million, $5.8 million and $14.7 million for the years ended December 31, 2001, 2000
and 1999, respectively. The Company records alitigation loss when it determines the negative outcome of litigation
matters to be probable and reasonably estimable. At December 31, 2001 and 2000, Avant! accrued $31.5 million and
$47.5 million, respectively for litigation issues.

The Company currently expects continued substantial legal costsin the future as aresult of its current litigation
issues. Thus, current litigation issues could seriously harm our business, financial condition and results of
operations.

Net Earnings and Earnings Per Share

Basic earnings (loss) per share is computed by dividing the net earnings (loss) available to common shareholders by
the weighted average number of common shares outstanding during the period. Diluted earnings (loss) per share is
computed by dividing net earnings (loss) available to common shareholders by the weighted average number of
common shares outstanding after giving effect to all dilutive potential common shares that were outstanding during
the period.

Potential common shares are not included in the computation of dilutive earnings per shareif they are antidilutive.
The net loss per share as reported in 2001 was not adjusted, since potential common shares were antidilutive.
Excluded from the computation of diluted earnings per share for the years ended December 31, 2000 and 1999, are
optionsto acquire 1,374,902 and 2,159,285 shares respectively, of common stock with weighted-average exercise
prices of $22.27 and $19.72, respectively, because their effects would be antidilutive.
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The following isareconciliation of the numerators and denominators of the basic and diluted EPS computations for
the years presented (in thousands, except per share data):

Net Earnings Weighted Earnings (L 0ss)
(Loss) Average Shares Per Share
Outstanding
2001
Basic $ (177,717) 37,637 $ (4.72)
Effect of dilution:
Stock options
Diluted $ (177,717) 37,637 $ (4.72)
2000
Basic $ 52,859 38,880 $ 1.36
Effect of dilution:
Stock options 1,086
Diluted $ 52,859 _____ 39,966 $__ 132
1999
Basic $ 56,620 38,084 $ 1.49
Effect of dilution:
Stock options 1,662
Diluted $ 56,620 39,746 $__ 142

Stock Option and Stock Purchase Plans

The Company accounts for its stock-based compensation plans in accordance with the provisions of Accounting
Principles Board (“APB”) Opinion No. 25, “Accounting for Stock I ssued to Employees’, and related interpretations.
As such, compensation expenseis recorded on the date of grant when the current market price of the underlying
stock exceeds the exercise price. Pursuant to Statement of Financial Accounting Standards (SFAS) No. 123,
“Accounting for Stock-Based Compensation”, the Company discloses the pro forma effects of using the fair value
method of accounting for stock-based compensation arrangements.

In March 2000, the Financial Accounting Standards Board (FASB) issued FASB Interpretation (FIN) 44,
“Accounting for Certain Transactionsinvolving Stock Compensation”, which clarifies the application of APB 25 for
certain issues. There was no material impact on the Company’s consolidated financial statements as aresult of
adopting thisinterpretation.

Stock-Based Compensation

The Company accounts for stock and stock optionsissued to non-employeesin accordance with the provisions of
Emerging Issues Task Force Consensus on Issue No. 96-18, “ Accounting for Equity Instruments that are I ssued to
Other than Employees for Acquiring or in Conjunction with Selling, Goods or Services.” Expense is recognized
over the vesting period of the options or the periods the related services are rendered, as appropriate.

Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board (“FASB”) issued Statements of Financial Accounting
Standards No. 141, “Business Combinations” (SFAS 141), and No. 142, “Goodwill and Other Intangible Assets’
(SFAS 142). SFAS 141 requires that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001 and specifies criteriaintangible assets acquired in a purchase method business
combination must meet to be recognized apart from goodwill. SFAS 142 requires that goodwill and intangible assets
with indefinite useful lives no longer be amortized, but instead be tested for impairment at least annually in
accordance with the provisions of SFAS142.

The Company adopted the provisions of SFAS 141 effective July 1, 2001. Under SFAS 141, goodwill and intangible

assets determined to have indefinite useful lives acquired in a purchase business combination completed after
June 30, 2001, but before SFAS 142 is adopted will not be amortized, but will continue to be evaluated for
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impairment in accordance with SFAS 121. Goodwill and intangible assets acquired in business combinations
completed before July 1, 2001 will continue to be amortized and tested for impairment in accordance with current
accounting guidance until the date of adoption of SFAS 142.

Upon adoption of SFAS 142, the Company will evaluate existing intangible assets and goodwill that were acquired
in prior purchase business combinations, and make any necessary reclassifications in order to conform with the new
criteriain SFAS 142 for recognition of intangible assets apart from goodwill. Upon adoption of SFAS 142, the
Company will be required to reassess the useful lives and residual values of all intangible assets acquired, and make
any necessary amortization period adjustments. In addition, the Company will be required to test intangible assets
with indefinite useful lives and goodwill for impairment in accordance with the provisions of SFAS 142 within the
six-month period following adoption. Any impairment loss will be measured as of the date of adoption and
recognized as the cumulative effect of a change in accounting principle. Any subsequent impairment losses will be
included in operating activities.

The Company adopted SFAS 142 on January 1, 2002 (See Note 19). As of December 31, 2001, unamortized
goodwill is $14.6 million, which will no longer be amortized subsequent to the adoption of SFAS 142. Related
goodwill amortization expense for 2001, 2000 and 1999 was $11.8 million, $12.9 million and $8.6 million,
respectively.

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144 “Accounting for the
Impairment or Disposal of Long-Lived Assets” (SFAS 144). SFAS 144 supersedes SFAS 121 “ Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assetsto Be Disposed Of”. SFAS 144 appliesto all long-
lived assets (including discontinued operations) and consegquently amends Accounting Principles Board Opinion
No. 30, “Reporting Results of Operations — Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions’. SFAS 144 devel ops one accounting
model for long-lived assets that are to be disposed of by sale. SFAS 144 requires that long-lived assets that are to be
disposed of by sale be measured at the lower of book value or fair value less cost to sell. Additionally, SFAS 144
expands the scope of discontinued operationsto include all components of an entity with operationsthat (1) can be
distinguished from the rest of the entity and (2) will be eliminated from the ongoing operations of the entity in a
disposal transaction. The provisions of this Statement are effective for financial statementsissued for fiscal years
beginning after December 15, 2001, and interim periods within those fiscal years, with early application encouraged.
The Company isin the process of evaluating the effect of SFAS 144 on its financial statements. The Company does
not expect a significant impact on its financial condition or results of operation because the impairment assessment
under SFAS 144 islargely unchanged from SFAS 121.

2 Agreement and Plan of Merger

On December 3, 2001, the Company announced that it had entered into a merger agreement with Synopsys, Inc.
under which it will merge with and into Maple Forest Acquisition L.L.C., aDelaware limited liability company and
adirect wholly owned subsidiary of Synopsys. Under the merger agreement, the Company’ s stockholders will
receive 0.371 shares of Synopsys common stock for each share of Avant! common stock owned. In addition, the
merger agreement provides that upon completion of the merger, stock options to purchase the Company’s common
stock granted to the Company’ s employees and directors under the Comp any’ s stock option plans that are
outstanding and not exercised immediately before completing the merger will become options to purchase Synopsys
common stock, except for the options granted to non-employee directors and Gerald C. Hsu. The replacement
optionsissued in the merger will generally have the same terms and conditions as were applicable under the
Company’ s stock option plans, except that the number of common shares subject to such stock options, and the
exercise price of such stock options, will each be adjusted according to the exchange ratio in the merger agreement.
The merger is subject to certain closing conditions, including, among other things, the approval of Avant!
stockholders of the merger, approval of Synopsys stockholders of the issuance of Synopsys common stock in
connection with the merger, expiration or termination of the waiting period under the Hart-Scott-Rodino Antitrust
Improvements Act and other customary closing conditions.



3 Financial Instruments
Cash Equivalents and | nvestments
All short-term and restricted investments have been classified as available-for-sale securities. As of December 31,

2001, cash equivalents consist primarily of money market funds. Cash equivalents and short-term investments
consist of the following as of December 31, (in thousands):

2001 2000

Cash equivalents $ 66527 $ 86,195
Short-term debt securities 2,947 11,120
U.S. government agency debt securities 22,550 19,234
Municipal bonds 4,250 151,317
Total financial instruments $_96274 $_ 267,866
Reported as:

Cash equivalents $ 66527 $ 86,195
Short-term investments 23,740 143,871
Restricted investments 6,007 37,800

$_96274 $__267,866

In connection with the legal proceedings disclosed in Note 18, the Company is required to maintain short-term
investments and has classified these as restricted investments.

The cost of the securities heldis based on the specific identification method. The carrying value of cash and cash
equivalents and short-term investments approximate the fair value (based on quoted market prices) of such
investments. Accordingly, net unrealized gains, at December 31, 2001, were $67,000 and net unrealized losses at
December 31, 2000, were $0.7 million, respectively. As of December 31, 2001, the underlying maturities of
financial instruments were $72.7 million within one year, and $23.6 million from 2003 to 2007.

The following table summarizes sales of available-for-sale securities for the years ended December 31, 2001, 2000,
and 1999 (in thousands):

2001 2000 1999
Proceeds from sales $ 384,714 $ 363271 $ 451,34
Gross realized gains $ 2,343 ¢ YL 334
Gross realized losses $ 207 % 791 % 1,28¢

4 Equipment, Furniture and Fixtures

As of December 31 equipment, furniture and fixtures consisted of the following (in thousands):

2001 2000
Furniture and fixt ures $ 9,372 § 9,854
Equipment 44,575 47,341
L easehold improvements 10,540 12,172
64,487 69,367
Less accumulated depreciation and amortization (40,842) (42,546)

$_23.645 §__26821

Depreciation expense on equipment, furniture and fixtures was $9.3 million, $9.4 million and $10.4 million for the
years ended December 31, 2001, 2000, and 1999, respectively.

5 Mergersand Acquisitions

At the end of 2001, the Company completed its purchase of Maingate based on aformula agreed to by the Company
and Synopsys, which was set forth in the Synopsys merger agreement. The purchase price was approximately
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$11.7 million in cash, subject to completion of the final closing balance sheet of Maingate. The purchase price has
been allocated to the assets acquired and liabilities assumed based upon their fair market values at the date of
acquisition. The Maingate assets and liabilities acquired did not have a significant impact on Avant!’ s assets and
liabilities and no goodwill was recorded in this transaction. The Company had previously entered into ajoint venture
with Maingate for the purpose of consolidating distribution in Japan. Prior to the acquisition, the Company had an
18.8% ownership interest in Maingate and the remaining Maingate interests were owned by Gerald C. Hsu, the
Company’ s Chairman, Noriko Ando, aformer executive officer, and the Eigen Fund, whose ownersincluded
Moriyuki Chimura, a Company director. Prior to the acquisition, the Company accounted for itsinvestment using
the equity method. The Company’ s share of equity earnings are included in the accompanying consolidated
statement of earnings as equity income from investments and joint ventures.

In July 1998, theinitially agreed upon capitalization of Maingate was accomplished by several transfers of Maingate
common stock: Avant! transferred 25.0% of Maingate common stock to The Eigen Fund and 40.0% of Maingate
common stock to Gerald Hsu for approximately $177,000 and $283,000, respectively, and the Eigen Fund sold 2%
of Maingate common stock to Noriko Ando for approximately $17,000.

In thefirst quarter of 2001, Maingate repurchased 20% of its outstanding shares from the Company that had the
effect of reducing the Company’s ownership interest in Maingate to 18.8%, and increasing Mr. Hsu’s, Ms. Ando’s
and the Eigen Fund’ s ownership to 50.0%, 2.5% and 28.7%, respectively. Immediately prior to the Company’s
acquisition of Maingate, Mr. Hsu, Ms. Ando and the Eigen Fund owned 50%, 10%, and 21.2% of Maingate,
respectively.

The Eigen Fund is a private equity fund whose owners have included Company directors Moriyuki Chimura and
Charles St. Clair and Paul Lo, the Company’s President. In June and July 2001, Mr. Chimura purchased the Eigen
Fund interests owned by each of Dr. Lo and another Eigen Fund member at the same price paid by the sellers for
these interests. In September 2001, the Eigen Fund transferred a 7.5% ownership interest in Maingate to Ms. Ando
in exchange for a cash payment of approximately $50,000, and in October 2001, the Eigen Fund purchased the
Eigen Fund interest owned by Mr. St. Clair at the same price paid by Mr. St. Clair for thisinterest. As of the date of
Avant!’s acquisition of M aingate, Mr. Chimura owned 60% of the outstanding interests in the Eigen Fund, but had
the right to receive approximately 27% of the Eigen Fund’s Maingate sales proceeds. Mr. Hsu served as the manager
of the Eigen Fund until hisresignation shortly before Avant!’s purchase of Maingate. Mr. Hsu at no time held any
ownership interest in the Eigen Fund or received any compensation for his services as manager.

The unaudited pro forma consolidated results of operations of the Company and Maingate for 2001 and 2000 are
summarized below (in thousands):

2001 2000
Revenue $ 405,016 ¢ 379,59¢
Net income (l0ss) (173,778) 56,20€
Basic earnings (10ss) ¢ (4.62) ¢ 1.45
Diluted earnings (10ss) (4.62) 1.41

On March 22, 2000, the Company completed its acquisition of Analogy for approximately $32.1 million including
$7.3 million of liabilities assumed and $0.8 million related to the fair value of options assumed. Analogy is aleader
in mixed-signal and mixed-technology simulation, analysis and design. The Company paid $24.0 million in cash to
acquire all of the outstanding shares of Analogy. As part of the acquisition, the Company expensed $0.9 million of
acquired in-process research and devel opment expenses and paid $0.9 million in severance. The in-process research
and devel opment amount was expensed, as the underlying technology had not reached technological feasibility and,
in management’ s opinion, had no alternative future use.
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The acquisition was recorded under the purchase method of accounting, and accordingly, the results of operations of
Analogy areincluded in the consolidated financial statements from the date of acquisition. Pro forma consolidated
information is not presented, asit is not material. The purchase price has been allocated to the assets acquired and
liabilities assumed based upon their fair market values at the date of acquisition, as summarized below (in
thousands):

Current assets (including cash and cash equival ents of $2,086) $ 8,057
Long term asset 2,473
In-process research and devel opment 94C
Developed technology and other intangibles 9,60¢
Goodwill 11,060

$_32139

The amounts allocated to technology were estimated using an income approach applied to specifically identified
technologies acquired. In-process technology was expensed upon acquisition because technological feasibility had
not been established and no alternative future uses existed. Amounts allocated to devel oped technology and other
intangibles are amortized on a straight-line basis over three years. Goodwill is being amortized on a straight-line
basis over five years. All merger expenses were paid as of June 30, 2000.

On August 20, 1999, Avant! acquired Chrysalis, which designs, devel ops and sells software products that assist
designers of complex and application-specific integrated circuitsin the validation and verification of electronic
designs, for approximately $42 million by issuing approximately 3,042,000 shares of Avant! common stock in a
merger exchange for all of the outstanding stock of Chrysalis. The Company also assumed Chrysalis stock options
representing the right to purchase 446,370 shares of Avant! common stock at a weighted average exercise price of
$3.99 per share and assumed Chrysalis warrants representing the right to purchase 116,213 shares of Avant!
common stock at a weighted average exercise price of $14.25 per share. As of December 31, 1999, all the related
warrants had been exercised or expired.

I'n connection with the acquisition, the Company incurred expenses of $4.4 million, including fees to professional
advisors and others totaling $2.0 million, $1.2 million of personnel-related costs and $1.2 million of other costs.
Substantially all of the Company’s expenses related to the Chrysalis acquisition consisted of cash expenditures. As
of December 31, 1999, the unpaid merger related expenses were $3.2 million of which $1.6 million was related to
professional advisors costs and $1.6 million was related to personnel and other costs. All merger expenses were paid
as of December 31, 2000.

On August 6, 1999, Avant! acquired Xynetix, which devel ops el ectronic design automation software for advanced
integrated circuits packaging and complex system design, for approximately $19 million by issuing approximately
1,441,000 shares of Avant! common stock in amerger exchange for all of the outstanding stock of Xynetix. The
Company also assumed outstanding Xynetix stock options representing the right to purchase 126,492 shares of
Avant! common stock at aweighted average exercise price of $1.86 per share.

In connection with the acquisition, the Company incurred expenses of approximately $1.5 million, including
professional feestotaling $0.6 million, facilities costs of $0.5 million and other costs of $0.4 million. Substantialy
all of the Company’ s expenses related to the Xynetix acquisition consisted of cash expenditures. As of

December 31, 1999, the unpaid merger related expenses were $1.0 million of which $0.4 million was related to
professional feesand $0.6 million was related to facilities and other costs. All merger expenses were paid as of
December 31, 2000.

During the quarter ended June 30, 2000, the Company completed its analysis of the remaining liabilities that related
to the August 1999 acquisitions of Chrysalis and Xynetix and determined that $2.2 million of accrued merger related
expenses related to these acquisitions were no longer required. Accordingly, these amounts were reversed in the
second quarter of 2000.
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Both acquisitions were accounted for using the pooling of interests accounting method. Accordingly, the Company’s
consolidated financial statements have been restated to include the financial position and results of operations for
Chrysalisand Xynetix for all periods presented prior to their acquisition. Summarized below are revenue and net
earnings for the separate entities, Avant!, Chrysalis and Xynetix, and combined amounts presented in the
accompanying consolidated financial statements (in thousands):

NineMonths Ended

September 30,
1999
(Unaudited)
Revenue:
Avant! ¢ 207,911
Chrysalis 10,608
Xynetix 3,994
$__ 222,513
Net earnings (losses):
Avant! $ 39,586
Chrysalis (632)
Xynetix (2,955)
35,999
Adjustment for deferred taxes 602
Net earnings $___36.601

6 Other Assets

The Company’ s other assets consisted of the following as of December 31 (in thousands):

2001 2000
Investment in ALi Bonds $ 32400 % —
Other 12,319 13,318
Total other assets $_44719 ¢_ 13318

The Company purchased zero coupon convertible bonds in the amount of $30 million issued by Acer Laboratories,
Inc. (Ali) in March 2001. The bonds mature on March 30, 2004 and are redeemabl e on that date for an amount equal
to 107% of the original principal amount. The bonds are accounted for as available-for-sale securities in accordance
with FASB No. 115 “Accounting for “Certain Investmentsin Debt and Equity Securities’, and recorded at fair value
based on an independent valuation. The Company intends to hold these bonds until maturity.

ALi isaTawanese developer and supplier of integrated circuits for personal computers and personal computer
peripheral and multimedia devices. ALi was established in 1993 through a spin-off by Acer Incorporated, which
remains the major shareholder of ALi.

The bonds are convertible until February 29, 2004, into ordinary shares of ALi at the Company’s option, subject to
certain periods during which, under Taiwanese law, ALi’ s stock transfer records are required to be closed. The
conversion priceis US$1.835 per share, subject to adjustment for certain events set out in the bond agreement
including: (1) the making of afree distribution or bonusissue of shares; (2) the subdivisions, consolidations or
reclassifications of ALi’sordinary shares; and (3) the declaration of adividend of shares. The conversion priceis
also subject to downward adjustment on March 30, 2002 and March 30, 2003, if the average closing price of the
ordinary sharesis less than the applicable conversion price on such date. At December 31, 2001, if the Company
were to convert the bonds at the current conversion price, it would receive approximately 10.4% of the outstanding
shares of ALi.

The Company will have the right to cause ALi to redeem the bonds on March 30, 2003, for the principal amount of

the bonds. ALi hasthe right to redeem the bonds, in whole or in part, for the principal amount if the closing price of
ALi common shares on the trading stock market, the Republic of China Over-the-Counter Securities Exchange (the
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Exchange), in U.S. dollars, calculated at the then prevailing exchange rate, is at |east 140% of the conversion price
for 30 consecutive days. ALi may exerciseitsright to redeem the bonds by giving notice at least 30 days, but not
more than 60 days, prior to the date of redemption. Notice may not be given prior to ten days following the end of
the 30-consecutive-day period described above, and not before the first anniversary of the date of the purchase of the
bonds.

7 Litigation Settlements

Asdiscussed in Note 18, in 1998, the Santa Clara County District Attorney’s office filed a criminal indictment
alleging felony level offensesrelated to allegations of misappropriation of trade secrets set forth in the Avant!/
Cadence lawsuit. In 2001, Avant! entered pleas of no contest. In connection with the plea agreement to settle the
criminal action brought against the Company and certain current and former employees, the Company paid fines and
restitution. In connection with the settlement, the Company agreed to indemnify certain current and former Avant!
employees who were defendantsin this action for the fines assessed against them and to indemnify them for taxes
levied as aresult of thisindemnification. The Company recognized $236.5 million of expense related to these
matters in the second quarter of 2001.

In February 2002, in a default prove-up hearing, a Santa Clara County Superior Court fixed the combined award to
Silvaco International and Silvaco Data Systems (“ Silvaco”) at $26.1 million on two of Silvaco’s three remaining
causes of action filed in 1995 against Meta Software Inc., which Avant! acquired in late 1996, and Shawn Hailey,
former President and Chief Executive Officer of Meta Software, Inc. In accordance with Statement of Financial
Accounting Standards No. 5 (SFAS 5) “Accounting for Contingencies’, the Company recognized aloss related to
this award in the fourth quarter of 2001.

In February 2002, Avant! resolved all claims between it and Dynasty Capital Services LLC and Randolph L. Tom.
Under the terms of the settlement agreement, Avant! will pay atotal of $5.4 million. In accordance with SFAS5, the
Company recognized aloss as aresult of this agreement in the fourth quarter of 2001.

In March 2001, the Company reached an agreement to settle the two class action stockholder lawsuits that were
pending against the Company. Under the terms of the two settlements, Avant! paid $47.5 million in cash to the
plaintiff’s classes, which dismissed all of their claims against the Company with prejudice. The two lawsuits,
brought by Paul and Helen Margetis and by Joanne Hoffman on behalf of certain purchasers of Avant! common
stock, were filed in the United States District Court for the Northern District of Californiain 1995 and 1997,
respectively. In accordance with SFAS 5, the Company recognized aloss related to this agreement in the fourth
quarter of 2000.

The following table summarizes the litigation settlement activities for the years ended December 31 (in thousands):

2001 2000
Expense Payments Expense Payments
Securities class action $ — $ 47,50C $ 47,500 —
Santa Clara criminal action restitution 195,400 195,40C — —
Santa Clara criminal action company fines 27,000 27,00C — —
Santa Clara criminal action individual fines and tax 14,137 8,534 — —
Silvaco 26,148 — — —
Dynasty Capital Services and Randolph Tom 5,400 — — —
Total $ __ 268,085 $ __278,43¢ ¢ __47.500 =

Asof December 31, 2001 and 2000, the remaining accrual balances related to the above matters were $37.2 million
and $47.5 million, respectively. There were no comparable expenses for the year ended December 31, 1999.

8 Deferred Revenue
Deferred revenue includes amounts received from customers for which revenue has not been recognized. The

Company believes these amounts represent our contractual obligations for future performance. The Company does
not recognize deferred revenue for the unbilled portion of PCS for perpetual licenses because it believes that these

F-17



contracts are aform of executory contract in which it has delivery obligations for software updates and customer
support only if the customer pays fees when due and payable. Similarly, the Company does not recognize deferred
revenue for the unbilled portion of its TBLs because it believes that these contracts are aform of executory contract
inwhich it hasadelivery obligation for new products, software updates and customer support only if the customer
pays fees when due and payable. Due to the nature of the Company’ s business, the Company does not consider any
of its backlog ordersto be firm commitments from its customers.

The components of deferred revenues for the years ended December 31, are as follows (in thousands):

2001 2000
Perpetual license ¢ 14187 & 9,677
Time-based license 34,118 34,070
Service 19,866 26,712
Total $_68171 $_70459

9 Stockholders Equity
Stock Repurchase Programs

On April 18, 2000, the Board of Directors approved a stock repurchase program to purchase up to 6 million shares
of its outstanding common stock in the open market or in privately negotiated transactions. As of December 31,
2001 the Company had repurchased 4.5 million shares of its common stock for an aggregate amount of
approximately $72.9 million.

Stockholder Rights Plan

The Company’ s Stockholder Rights Plan (“The Rights Plan”) adopted September 4, 1998, is intended to protect
stockholders from unfair or unfriendly takeover practices. In accordance with this plan, the Board of Directors
declared adividend distribution of one preferred stock purchase right on each outstanding share of its common stock
held as of October 2, 1998, and on each share of common stock issued by the Company thereafter. Each right
entitles the registered holder to purchase from the Company a one one-thousandth share of preferred stock at $100.
The rights become exercisable in certain circumstances, including upon an entity acquiring or announcing the
intention to acquire beneficial ownership of 15 percent or more of the Company’s common stock without the
approval of the Board of Directors or upon the Company being acquired by any person in amerger or business
combination transaction. The rights are redeemabl e by the Company prior to exercise at $0.01 per right and expire
on September 4, 2008.

On December 3, 2001, the Company’ s Board of Directors amended the Rights Plan to exempt Synopsys and its
affiliates from triggering the Rights Plan in connection with the execution of the Synopsys merger agreement and to
provide that the Rights Plan will terminate immediately prior to the effective date of the Synopsys merger.

Stock Bonus Plan

In September 2001, the Company adopted the 2001 Stock Bonus Plan (the “Bonus Plan™). The purpose of the Bonus
Plan isto provide a means by which selected directors, employees and consultants to the Company, and its affiliates
may be given an opportunity to benefit from increases in value of the stock of the Company through the granting of
stock bonuses and rights to purchase restricted stock. The Company, by means of the Bonus Plan, seeksto retain the
services of persons who are now directors, employees or consultants to the Company or an affiliate and to provide
incentives for such personsto exert maximum efforts for the success of the Company and its affiliates.

Under the terms of the Bonus Plan, the Company may issue up to 5 million shares of the Company’s common stock.
The number of shares may be increased based on the terms of the Plan. During the third quarter of 2001,
approximately 200,000 shares were granted as bonuses under the Bonus Plan, and the Company recognized

$1.2 million of expense.
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Stock Option/ | ssuance Plan

In April 1995, the Company approved the 1995 Stock Option/ Stock Issuance Plan (“the 1995 Plan”). The 1995 Plan
isaqualified plan and is the successor to the 1993 Stock Option/ Stock |ssuance Plan and has terms similar tothose
of the 1993 Plan.

The 1995 Plan has three separate equity programs: the Discretionary Option Grant Program, the Stock Issuance
Program and the Automatic Option Grant Program. Eligible participants in the Discretionary Option Grant and
Stock Issuance Programs are employees, non-employee members of the Board of Directors or the Board of Directors
of any subsidiary and consultants and other independent advisors who provide services to the Company. The term of
the options granted under the Discretionary Option Grant Program is generally ten years with atypical vesting
requirement of 25% after one year of service and monthly thereafter, fully vesting upon completion of the fourth
year of service.

The 1995 Plan Automatic Option Grant Program provides for automatic nonstatutory option grants to non-employee
members of the Board of Directors. Eligible directors receive an option to purchase 20,000 shares on the date of his
appointment to the Board of Directors. In addition, at each annual stockholders’ meeting, each individual who
continuesto serve as anon-employee member of the Board of Directors after the meeting receives an option grant to
purchase 5,000 shares of common stock provided such individual has served as a non-employee director for at least
six months prior to the date of the meeting. Options granted under the Automatic Grant Program are immediately
exercisable. However, any shares purchased under an option granted under the Automatic Grant Program are subject
to arepurchase right by the Cormpany upon termination of the grantee’ s service to the Company. With respect to a
non-employee director’sinitial grant of an option to purchase 20,000 shares, the Company’ s repurchase right lapses
with respect to 25% of the shares on each of the four anniv ersaries of the director’ s continued service to the
Company after the option grant date. As of December 31, 2001, 2000 and 1999, there were no shares of common
stock subject to repurchase.

In July 2000, the Company approved the 2000 Stock Option/ Stock Issuance Plan (“the 2000 Plan”). The 2000 Plan
isanon-qualified plan and is the successor to the 1995 Plan and has terms similar to those of the 1995 Plan.

The 2000 Plan has two separate equity programs: the Discretionary Option Grant Program and the Stock | ssuance
Program. Eligible participants in the Discretionary Option Grant and Stock | ssuance Programs are empl oyees, non-
employee members of the Board of Directors or the Board of Directors of any subsidiary and consultants and other
independent advisors who provide services to the Company (or any subsidiary). The terms of the options granted
under the Discretionary Option Grant Program are generally the same as the terms established in the 1995 Plan.

In connection with the mergers and acquisitions discussed in Note 5, various option plans were assumed by the
Company, thereby allowing participants to purchase Avant! stock in amounts and at prices adjusted to reflect the
relative exchange ratios of the mergers.

For the years ended December 31 2001, 2000, and 1999, the Company recorded compensation expense for options
to employees and other expense for options to non-employees of $1.7 million, $0.9 million, and $1.2 million. In
addition, the Company has $2.9 million of deferred compensation in stockholder’s equity, which will be amortized
to compensation expense over the period during which the options become exercisable, generally four years. Had
the Company determined compensation expense based on the fair value at the grant date for its stock plans under
SFAS No. 123, the Company’ s net earnings (loss) and earnings (10ss) per share would have been reduced to the pro
formaamountsindicated below for the years ended December 31 (in thousands, except per share data):
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Net earnings (I 0ss) as reported
Additional compensation cost resulting from:
Stock options
Employee stock purchase plan (Note 11)
Pro forma
Basic earnings (loss) per share:
As reported
Pro forma
Diluted earnings (loss) per share:
As reported
Pro forma

2001

2000

1999

$ (177,717) $ 5285 $  56,6C
(14,629) (12,781) (11,17€)
(174) (597) (664)

$ _ (192520) $ _ 39481 $ _ 44.77¢
$ 4.72) ¢ 13€ $ 1.4¢
$ (5.12) ¢ 1.0z $ 1.1€
$ 4.72) ¢ 132 ¢ 1.42
$ (5.12) ¢ 09 $ 1.12

The fair value of each option and purchase right is estimated on the date of grant using the Black-Schol es option-

pricing model with the following weighted average assumptions:

Stock Option Plan:
Expected life (years)
Risk-free interest rate
Volatility
Dividend yield

Stock Purchase Plan:
Expected life (years)
Risk-free interest rate
Volatility

Dividend yield
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81%
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1.83%
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2000

3.77
6.22%

87%
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0%

1999

4.32
5.61%
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The following table summarizes options outstanding under the various stock option plans at December 31, 2001,
2000 and 1999 and changes during the years then ended (in thousands, except per share data):

Options Outstanding

Weighted-
average
Options exercise price
Balances, December 31, 1998 6,916 $ 12.44
Granted and assumed 882 14.84
Exercised (898) 6.73
Canceled (1.096) 10.53
Balances, December 31, 1999 5,804 $ 14.06
Granted and assumed 2,199 14.05
Exercised (742) 7.58
Canceled (821) 15.55
Balances, December 31, 2000 6,440 $ 14.99
Granted 4,377 14.93
Exercised (679) 12.41
Canceled (626) 1581
Balance, December 31, 2001 9,512 ¢ 14.95
2001 2000 1999
Weighted average fair value of options granted $ 941% 898 ¢ 890

The following table summarizes information about stock options outstanding as of December 31, 2001:

Options outstanding

Weighted-
Average Optionsexercisable

Remaining

Range of Number Contractual Weighted- Number Weighted-
Exercise Price Outstanding Life Average Exercisable Average
(In thousands) (Inthousands)

Below $5.90 1,127 9.19 $ 54 95 g .98
$6.68 - $12.75 1,289 7.80 10.81 792 11.46
12,94 - 13.94 1,526 6.00 13.70 1,390 13.71
14.19 - 15.00 976 8.73 14.75 255 14.41
15.08 - 17.84 1,492 6.74 15.72 1,081 15.69
18.17 - 19.44 2,468 8.87 18.49 508 18.79
21.60 - 41.50 634 5.95 28.06 516 29.27
0.01 - 41.50 9,512 7.76 14.95 4,637 15.85

10 SharePlacement
On July 17, 2000, the Comp any completed a private placement of two million shares of common stock to Metchem
Engineering S.A. The shares were priced at $17.03 per share, reflecting a 5% discount from the average closing
price of the five trading days prior to the date of the sale and purchase agreement. Net proceeds from the placement
were $32.8 million.
11 Employee Benefit Plans

Deferred Compensation Plan
The Company maintains a deferred compensation plan which permits certain employees to defer their annual cash

compensation. Distributions from the plan are generally payable upon cessation of employment in equal annual
installments not to exceed 10years or as alump sum payment, at the option of the employee. Undistributed amounts
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under the plan are subject to the claims of the Company’s creditors. As of December 31, 2001 and 2000, the
invested amounts under the plan totaled $4.2 million and $4.0 million, respectively, and are recorded as long-term
other assets on the Company’ s balance sheet. Included in other noncurrent liabilitiesis $5.3 million and $4.7 million
at December 31, 2001 and 2000, respectively for undistributed amounts due to employees.

401(k) Plan

The Company has a401(k) retirement savings plan covering substantially all employeesin the United States. The
Company’ s matching contributions amounted to $2.8 million, $3.3 million and $2.3 million for 2001, 2000 and
1999, respectively.

Employee Stock Purchase Plan

The Company has a Qualified Employee Stock Purchase Plan (“ Stock Purchase Plan™), which currently permits
eligible employees to purchase common stock of the Company. The Stock Purchase Plan is qualified under

Section 423 of the Internal Revenue Code of 1986, as amended. Under the Stock Purchase Plan, during six-month
offering periods, employees may purchase from the Company a designated number of shares through payroll
deductions at a price per share equal to 85% of the lesser of the fair market value of the Company’ s common stock
as of the date of the grant or the date the right to purchase is exercised. Under the Stock Purchase Plan, the Company
sold 271,000, 227,000, and 163,000 shares to employeesin 2001, 2000 and 1999, respectively.

The fair value of employee purchase rights, for purposes of SFAS No. 123 disclosure was estimated using the
Black-Scholes model. The weighted average fair value of those purchase rights (including the 15% discount to the
fair value of the Company’s common stock) granted in 2001, 2000 and 1999 were $3.90, $6.77, and $4.26,
respectively (see Note 9).

12 Income Taxes

The components of the Company’ s earnings before income taxes for the years ended December 31, are as follows
(in thousands):

2001 2000 1999
United States ¢ (168651) $§ 76,476 ¢ 89,781
Foreign 29,482 8,663 4,703
Total $__(139169) ¢_85139 ¢_94.484

The components of income tax expense (benefit), as presented in the accompanying consolidated statements of
earnings, are comprised of federal taxes, state taxes and certain foreign taxes. The components of income taxes as of
December 31, are as follows (in thousands):

2001 2000 1999
Provision for income taxes:
Current:
Federal $ 7312 § 34,817 ¢ 29,89€
Foreign 11,854 5,237 2,591
State 1,713 7.941 6,757
Total —2087¢  _4799%  _39.244
Deferred:
Federa 12,171 (12,948) (1,653)
State 3,245 (3,027) (3.415)
Tota 15,41€ (15,975) (5,068)
Chargein lieu of taxes attributable to employee stock plans 2,25¢ 260 3,688
Total provision for income taxes $_38548 ¢ __32280 $__37.864



The Company’ s effective tax rate differs from the federal statutory income tax rate of 35.0% as follows (in
thousands):

2001 2000 1999

Income tax expense at statutory rate ¢ (48,709) § 29,799 ¢ 33,068
State tax expense, net 1,621 4,862 5,745
Settlement of lawsuits 80,117 — —
Merger costs 2,773 2,894 3,698
Tax exempt income (898) (1,670) (1996)
Tax credits (2,365) (3,851) (2,548)
Foreign sales corporation (380) (1,453) (1,514)
Foreign taxes 5,070 (183) 58
Non-cash stock compensation — 534 227
Equity investment in foreign companies 465 (1,197) (272)
Other 854 2,545 398

Actual Income Tax Expense $__38548 $_32280 ¢ _37.864

The tax effects of the temporary differences that give rise to significant portions of the deferred tax assets and
liabilities as of December 31, are as follows (in thousands):

2001 2000
Deferred tax assets:
Accrued ligbilities $ 16812 ¢ 28,556
Allowance for doubtful accounts 3,556 5,966
Net operating loss carryforwards 4,277 5,090
Deferred revenue 8,562 9,821
Property and equipment, principally due to depreciation 309 164
Purchased technology 16,230 19,287
Tax credit carryforwards 1,110 1,210
Other 381 —
Total gross deferred tax assets 51,237 70,094
Deferred tax asset valuation
allowance (57) (57)
51,180 70,037
Deferred tax liabilities:
Unrealized gain on venture capital investments (5,368) (10,007)
Property and equipment, principally due to depreciation (1,198) —
Net deferred tax assets $ _44614 ¢ _ 60,030

The Company had net operating loss carryforwards of $13.8 million for U.S. federal income tax purposes as of
December 31, 2001, expiring through the year 2019. The Company acquired these net operating loss carryforwards
asaresult of the mergerswith Chrysalis and Xynetix. The Company also acquired state net operating loss
carryforwards for various states in various amounts as a result of the mergers with Chrysalis and Xynetix.

As of December 31, 2001, the Company had foreign tax credit carryforwards of $0.1 million. The Company also
had research and development credit carryforwards of approximately $1.0 million.

Under the Tax Reform Act of 1986, the amounts of and the benefit from net operating losses and r