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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yes X No __

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting

company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [ X ]  Accelerated filer [__] Non-accelerated filer [__] Smaller reporting company [__]
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes__ No X

On November 29, 2008, 256,278,936 shares of the registrant s common stock, $0.01 par value, were outstanding.
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EXPLANATORY NOTE

On December 11, 2008, Cadence Design Systems, Inc., or Cadence, restated its unaudited Condensed Consolidated
Financial Statements as of and for the three months ended March 29, 2008 and as of and for the three and six months
ended June 28, 2008. The restatement corrected revenue recognition with respect to an arrangement in which

$24.8 million of Product revenue was recognized in the first quarter of 2008 and $1.0 million of Maintenance revenue
was recognized in the second quarter of 2008, but should be recognized during the term of the arrangement, beginning
in the fourth quarter of 2008. The restatement also corrected revenue recognition with respect to an arrangement in
which $12.0 million of Product revenue was recognized in the second quarter of 2008, but should be recognized
during the term of the arrangement, beginning in the third quarter of 2008. In addition, Cadence made two other
Product revenue adjustments that were previously disclosed in Cadence s Quarterly Report on Form 10-Q for the
quarter ended June 28, 2008, initially filed with the Securities and Exchange Commission, or SEC, on July 29, 2008,
and one other previously determined immaterial adjustment. See Note 2 of Cadence s Amendment No. 1 to

Form 10-Q/A for the quarters ended March 29, 2008 and June 28, 2008. In addition to this Form 10-Q, Cadence is
concurrently filing Amendment No. 1 to Form 10-Q/A for the quarters ended March 29, 2008 and June 28, 2008.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

CADENCE DESIGN SYSTEMS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)
(Unaudited)

ASSETS

Current Assets:

Cash and cash equivalents

Short-term investments

Receivables, net of allowances of $3,355 and $2,895, respectively
Inventories

Prepaid expenses and other

Total current assets

Property, plant and equipment, net of accumulated depreciation of $636,305
and $624,680, respectively

Goodwill

Acquired intangibles, net

Installment contract receivables

Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS
Current Liabilities:
Convertible notes
Accounts payable and accrued liabilities
Current portion of deferred revenue

Total current liabilities
Long-Term Liabilities:
Long-term portion of deferred revenue

Convertible notes
Other long-term liabilities

Table of Contents

September 27,
2008

$

551,753
6,068
278,458
25,545
84,112

945,936

359,196

1,315,217

101,409
170,503
356,527

$ 3,248,788

EQUITY

$

259,062
245,901

504,963
124,703

500,178
413,993

December 29,
2007

$ 1,062,920

15,193
326,211
31,003
94,236

1,529,563

339,463
1,310,211
127,072
238,010
326,831

$ 3,871,150

$ 230,385

289,934
265,168

785,487
136,655

500,000
368,942
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Total long-term liabilities

Stockholders Equity:

Common stock and capital in excess of par value
Treasury stock, at cost

Retained earnings

Accumulated other comprehensive income

Total stockholders equity

Total Liabilities and Stockholders Equity

1,038,874

1,546,278
(730,301)

868,255

20,719

1,704,951

$ 3,248,788

1,005,597

1,516,493
(619,125)

1,162,441

20,257

2,080,066

3,871,150

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CADENCE DESIGN SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Revenue:
Product
Services
Maintenance

Total revenue

Costs and Expenses:

Cost of product

Cost of services

Cost of maintenance

Marketing and sales

Research and development

General and administrative

Amortization of acquired intangibles
Restructuring and other charges (credits)
Write-off of acquired in-process technology

Total costs and expenses
Income (loss) from operations
Interest expense

Other income (expense), net

Income (loss) before provision for income taxes
Provision for income taxes

Net income (loss)
Basic net income (loss) per share
Diluted net income (loss) per share

Weighted average common shares outstanding
basic

Weighted average common shares outstanding
diluted

Table of Contents

(Unaudited)

Three Months Ended
September 27, September 29,
2008 2007
$ 107,572  $ 273,799

32,873 31,225
92,043 95,900
232,488 400,924
11,829 13,823
25,677 23,364
13,910 15,217
91,075 97,163
112,486 125,391
32,937 40,747
5,626 4,739
48,120 (7,066)
-—-- 2,678
341,660 316,056
(109,172) 84,868
(3,180) (2,849)
(7,714) 14,201
(120,066) 96,220
49,000 23,488
$ (169,066) $ 72,732
$ 0.67) $ 0.27
$ 0.67) $ 0.24
252915 272,977
252915 299,506

Nine Months Ended
September 27, September 29,
2008 2007
$ 422365 $ 775,496

98,763 95,963
290,151 285,611
811,279 1,157,070

39,241 42,302

78,083 70,421

42,889 45,635
274,016 297,924
357,929 365,418
105,608 123,166

17,206 13,661

47,765 (9,584)

600 2,678
963,337 951,621
(152,058) 205,449
(9,055) (9,373)
(3,701) 47,938
(164,814) 244,014
50,269 67,265
$ (215,083 $ 176,749
$ 0.84) $ 0.65
$ 0.84) $ 0.60
256,119 272,354
256,119 297,783
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The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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CADENCE DESIGN SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)
Nine Months Ended
September 27,  September 29,
2008 2007

Cash and Cash Equivalents at Beginning of Period $ 1,062,920 $ 934,342
Cash Flows from Operating Activities:
Net income (loss) (215,083) 176,749
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation and amortization 97,719 96,798
Stock-based compensation 57,678 78,828
Equity in loss from investments, net 823 2,504
(Gain) loss on investments, net 11,440 (16,608)
(Gain) loss on sale and leaseback of land and buildings 350 (12,606)
Write-down of investment securities 10,666 2,550
Write-off of acquired in-process technology 600 2,678
Non-cash restructuring and other charges (credits) 222 (7,106)
Tax benefit of call options 7,034 7,036
Deferred income taxes (11,020) 4,848
Proceeds from the sale of receivables, net 48,124 163,549
Provisions (recoveries) for losses (gains) on trade accounts receivable and sales
returns 383 975)
Other non-cash items (1,258) 8,525
Changes in operating assets and liabilities, net of effect of acquired businesses:
Receivables 21,489 9,053
Installment contract receivables 46,198 (273,301)
Inventories 5,486 (681)
Prepaid expenses and other (3,421) (23,229)
Other assets (1,849) (2,027)
Accounts payable and accrued liabilities (41,582) (35,516)
Deferred revenue (32,243) 9411
Other long-term liabilities 35,972 18,448
Net cash provided by operating activities 37,728 208,928
Cash Flows from Investing Activities:
Proceeds from the sale of available-for-sale securities 53,783 6,468
Purchases of available-for-sale securities (62,447) -
Proceeds from the sale of long-term investments 3,250 6,323
Proceeds from the sale of property, plant and equipment - 46,500
Purchases of property, plant and equipment (81,112) (57,405)
Purchases of software licenses (1,199) -

Table of Contents
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Investment in venture capital partnerships and equity investments (4,053) (3,214)
Cash paid in business combinations and asset acquisitions, net of cash acquired,
and acquisition of intangibles (20,621) (74,117)
Net cash used for investing activities (112,399) (75,445)
Cash Flows from Financing Activities:
Principal payments on term loan - (28,000)
Proceeds from receivable sale financing 17,970 —
Payment of convertible notes due 2023 (230,207) -
Tax benefit from employee stock transactions 427 20,727
Proceeds from issuance of common stock 48,116 249,006
Stock received for payment of employee taxes on vesting of restricted stock (3,693) (11,735)
Purchases of treasury stock (273,950) (372,416)
Other — 8,558
Net cash used for financing activities (441,337) (133,860)
Effect of exchange rate changes on cash and cash equivalents 4,841 1,622
Increase (decrease) in cash and cash equivalents (511,167) 1,245
Cash and Cash Equivalents at End of Period $ 551,753  §$ 935,587

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

3
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CADENCE DESIGN SYSTEMS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1. BASIS OF PRESENTATION

The Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q have been
prepared by Cadence Design Systems, Inc., or Cadence, without audit, pursuant to the rules and regulations of the
Securities and Exchange Commission, or the SEC. Certain information and footnote disclosures normally included in
consolidated financial statements prepared in accordance with generally accepted accounting principles have been
condensed or omitted pursuant to such rules and regulations. However, Cadence believes that the disclosures
contained in this Quarterly Report on Form 10-Q comply with the requirements of Section 13(a) of the Securities
Exchange Act of 1934, as amended, or the Exchange Act, for a Quarterly Report on Form 10-Q and are adequate to
make the information presented not misleading. These Condensed Consolidated Financial Statements are meant to be,
and should be, read in conjunction with the Consolidated Financial Statements and the Notes thereto included in
Cadence s Annual Report on Form 10-K for the fiscal year ended December 29, 2007. Cadence s fiscal year end is the
Saturday closest to December 31. Fiscal 2007 was a 52-week year and fiscal 2008 will be a 53-week year ending on
January 3, 20009.

The unaudited Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q reflect
all adjustments (which include only normal, recurring adjustments and those items discussed in these Notes) that are,
in the opinion of management, necessary to state fairly the results for the periods presented. The results for such
periods are not necessarily indicative of the results to be expected for the full fiscal year.

Preparation of the Condensed Consolidated Financial Statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the Condensed Consolidated Financial
Statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

In September 2006, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting
Standard, or SFAS, No. 157, Fair Value Measurements, which defines fair value, establishes guidelines for measuring
fair value and expands disclosures regarding fair value measurements. SFAS No. 157 does not require any new fair
value measurements but rather eliminates inconsistencies in guidance found in various prior accounting
pronouncements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007. In February 2008,

the FASB issued FASB Staff Position, or FSP, FAS No. 157-2, Effective Date of FASB Statement No. 157, which
delayed the effective date of SFAS No. 157 to fiscal years beginning after November 15, 2008 and interim periods
within those fiscal years for all non-financial assets and non-financial liabilities, except those that are recognized or
disclosed at fair value in the financial statements on a recurring basis (at least annually). Cadence adopted

SFAS No. 157 for fiscal 2008, except as it applies to those non-financial assets and non-financial liabilities as
described in FSP FAS No. 157-2, and it did not have a material impact on its consolidated financial position, results of
operations or cash flows. See Note 3 for information and related disclosures regarding Cadence s fair value
measurements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities. Under SFAS No. 159, companies may elect to measure certain financial instruments and certain other
items at fair value. The standard requires that unrealized gains and losses on items for which the fair value option has
been elected be reported in earnings. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007.
Cadence adopted SFAS No. 159 for fiscal 2008. However Cadence did not elect to apply the fair value option to any

Table of Contents 13
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financial instruments or other items upon adoption of SFAS No. 159 or during the nine months ended September 27,
2008. Therefore, the adoption of SFAS No. 159 did not impact Cadence s consolidated financial position, results of
operations or cash flows.
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NOTE 2. STOCK-BASED COMPENSATION

Cadence has equity incentive plans that provide for the grant to employees of stock-based awards, including stock
options, restricted stock awards and restricted stock units. Restricted stock awards and restricted stock units are

referred to as restricted stock in this Quarterly Report on Form 10-Q. In addition, the 1995 Directors Stock Option

Plan, or 1995 Directors Plan, provides for the automatic grant of stock options to non-employee members of Cadence s
Board of Directors. Cadence also has an employee stock purchase plan, or ESPP, which enables employees to

purchase shares of Cadence common stock.

Stock-based compensation expense and the related income tax benefit recognized under SFAS No. 123R, Share-Based
Payment in the Condensed Consolidated Statements of Operations in connection with stock options, restricted stock
and the ESPP for the three and nine months ended September 27, 2008 and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007

(In thousands)

Stock options $ 5,809 $ 9,069 $ 20,036 $ 29,166
Restricted stock and stock bonuses 4,955 12,022 27,007 41,531
ESPP 3,870 3,028 10,635 8,131
Total stock-based compensation expense $ 14,634 $ 24,119  $ 57,678 $ 78,828
Income tax benefit $ 3,533 $ 7312 $ 15,036 $ 26,488
Stock Options

The exercise price of each stock option granted under Cadence s employee equity incentive plans is equal to or greater
than the market price of Cadence s common stock on the date of grant. Generally, option grants vest over four years,
expire no later than ten years from the grant date and are subject to the employee s continuing service to Cadence. The
options granted under the 1995 Directors Plan vest one year from the date of grant. Options assumed in connection
with acquisitions generally have exercise prices that differ from the fair value of Cadence s common stock on the date
of acquisition and such options generally continue to vest under their original vesting schedules and expire on the
original dates stated in the acquired company s option agreements. The fair value of each option grant is estimated on
the date of grant using the Black-Scholes option pricing model. The weighted average grant date fair value of options
granted and the weighted average assumptions used in the model for the three and nine months ended September 27,
2008 and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,

2008 2007 2008 2007
Dividend yield N/A None None None
Expected volatility N/A 27.0% 42.9% 23.2%
Risk-free interest rate N/A 4.26% 2.76% 4.68%
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Expected life (in years) N/A 4.4 4.5 4.4
Weighted average fair value of options granted N/A §$ 641 § 422 $ 5.14

Cadence did not grant any stock options during the three months ended September 27, 2008. The computation of the
expected volatility assumption used in the Black-Scholes pricing model for new grants is based on implied volatility.
When establishing the expected life assumption, Cadence reviews annual historical employee exercise behavior with
respect to option grants having similar vesting periods. The risk-free interest rate for the period within the expected
term of the option is based on the yield of United States Treasury notes in effect at the time of grant. Cadence has not
historically paid dividends; thus the expected dividend yield used in the calculation is zero.

5
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Restricted Stock and Stock Bonuses

The cost of restricted stock is determined using the fair value of Cadence s common stock on the date of the grant, and
compensation expense is recognized over the vesting period. The weighted average grant date fair values of restricted
stock granted during the three and nine months ended September 27, 2008 and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007
Weighted average fair value of restricted stock
granted $ 8.02 $ 20.65 $ 11.02 $ 20.59

Generally, restricted stock vests over four years and is subject to the employee s continuing service to Cadence.
Cadence issues some of its restricted stock with performance-based vesting. The terms of these restricted stock grants
are consistent with grants of restricted stock described above, with the exception that the shares vest not upon the
mere passage of time, but upon the attainment of certain predetermined performance goals. Cadence estimates the
most likely outcome of such performance goals and recognizes the related stock-based compensation expense at each
period. The amount of stock-based compensation expense recognized in any one period can vary based on the
attainment or estimated attainment of the various performance goals. If such performance goals are not met, no
compensation expense is recognized and any previously recognized compensation expense is reversed.

During the three months ended September 27, 2008, Cadence modified the performance goals related to its
performance-based restricted stock awards. On the modification date, Cadence evaluated the likelihood of
achievement of both the original performance goals and the modified performance goals. For the performance-based
restricted stock awards in which the original performance goal was unlikely to be achieved, Cadence reversed the
previously recorded stock-based compensation expense of $6.5 million, calculated the fair value of the restricted stock
award on the modification date, and will record the stock-based compensation expense to the extent that the modified
performance goals are expected to be achieved over the remaining weighted average requisite service period of

1.0 years. The fair value of the modified performance-based restricted stock awards was $6.2 million, or $7.34 per
share. For the performance-based restricted stock awards in which both the original performance goal and the
modified performance goal were determined to be likely to be achieved, the original grant date fair value will continue
to be recorded as stock-based compensation expense as if no modification had occurred.

As noted in Note 16 below, certain executive officers resigned from their positions at Cadence in October 2008.
Pursuant to the resignations and the terms of the respective employment agreements of these executive officers, the
performance-based restricted shares have either been forfeited or will vest subject to the terms of those agreements.
Cadence will record additional stock-based compensation expense during the three months ending January 3, 2009
relating to the accelerated vesting, which will be offset by the reversal of previously recorded stock-based
compensation expense relating to the performance-based awards that were forfeited.

Stock-based compensation expense (credits) related to the performance-based restricted stock grants for the three and
nine months ended September 27, 2008 and September 29, 2007 was as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007
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(In thousands)

Stock-based compensation expense (credits)
related to performance-based grants $ (5,402) $ 1,868 $ (1,471 $ 5,501

Liabilitv-based Awards

Cadence maintains a performance-based bonus plan under which payments may be made in Cadence s common stock.
Each period, Cadence estimates the most likely outcome of predetermined performance goals and recognizes any
related stock-based compensation expense. The amount of stock-based compensation expense

6
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recognized in any one period can vary based on the attainment or estimated attainment of the various performance
goals. If such performance goals are not met, no compensation expense is recognized and any previously recognized
compensation expense is reversed. The dollar amount earned under this bonus plan is based on the achievement of the
performance goals, and the number of shares to be issued under the plan is based on the average stock price for three
days preceding the grant date. Stock issued under the performance-based bonus plan vests immediately. During the
three months ended September 27, 2008, Cadence agreed to make the period s payment of $2.9 million in cash. During
the nine months ended September 27, 2008, Cadence agreed to make both of the period s payments totaling

$5.6 million in cash. Under the terms of this performance-based bonus plan, future payments may be made in cash or
stock. Stock-based compensation expense related to these performance-based bonus plans and the shares issued for the
three and nine months ended September 27, 2008 and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007
(In thousands)
Stock-based compensation expense related to
performance-based bonus plan $ 1,742 $ 1,423  §$ 4569 $ 8,212
Shares issued for performance-based bonus plan ---- 169 ---- 421

Employee Stock Purchase Plan

Under the ESPP, substantially all employees may purchase Cadence s common stock at a price equal to 85% of the
lower of the fair market value at the beginning of the applicable offering period or at the end of each applicable
purchase period, in an amount up to 12% of their annual base earnings plus bonuses, subject to a limit in any calendar
year of $25,000 worth of common stock. The duration of each offering period under the ESPP is six months. New
offerings begin on each February 15t and August 15t of each year and the purchase dates under the ESPP are January
315t and July 315t of each year.

Shares of Cadence s common stock issued under the ESPP for the three and nine months ended September 27, 2008
and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007

(In thousands, except per share amounts)

Cadence shares issued under the ESPP 3,358 1,279 6,076 3,200
Cash received from the exercise of purchase

rights under the ESPP 21,093 $ 21,383 44,547 % 43,964
Weighted average fair value of purchase rights

granted $ 628 $ 1671 $ 733 % 13.74

Stock-based compensation expense is calculated using the fair value of the employees purchase rights under the
Black-Scholes option pricing model. The weighted average grant date fair value of purchase rights granted under the
ESPP and the weighted average assumptions used in the model for the three and nine months ended September 27,
2008 and September 29, 2007 were as follows:
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Dividend yield

Expected volatility

Risk-free interest rate

Expected life (in years)

Weighted average fair value of purchase
rights granted

Three Months Ended
September 27, September 29,
2008 2007

None None

50.3% 27.0%

1.88% 4.96%

0.50 0.50

$ 2.09 $ 5.01
7

Nine Months Ended
September 27, September 29,
2008 2007

None None

48.0% 24.6%
1.95% 5.08%

0.48 0.50

$ 2.40 $ 4.74
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The computation of the expected volatility assumption used in the Black-Scholes pricing model for purchase rights is
based on implied volatility. The expected life assumption is based on the average exercise date for the purchase
periods in each offering period. The risk-free interest rate for the period within the expected life of the purchase right
is based on the yield of United States Treasury notes in effect at the time of grant. Cadence has not historically paid
dividends; thus the expected dividend yield used in the calculation is zero.

NOTE 3. FINANCIAL INSTRUMENTS
Fair Value of Financial Instruments

On a quarterly basis, Cadence measures at fair value certain financial assets and liabilities, including cash equivalents,
available-for-sale securities, time deposits, trading securities held in Cadence s Nonqualified Deferred Compensation
Plans, or NQDCs, and foreign exchange contracts. SFAS No. 157 specifies a hierarchy of valuation techniques based
on whether the inputs to those valuation techniques are observable or unobservable. Observable inputs reflect market
data obtained from independent sources, while unobservable inputs reflect Cadence s market assumptions. These two
types of inputs have created the following fair-value hierarchy:

Level 1 Quoted prices for identical instruments in active markets;

Level 2 Quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets; and

Level 3 Valuations derived from valuation techniques in which one or more significant inputs or significant
value drivers are unobservable.

This hierarchy requires Cadence to minimize the use of unobservable inputs and to use observable market data, if

available, when determining fair value. The fair value of these financial assets and liabilities was determined using the
following levels of inputs as of September 27, 2008:

Fair Value Measurements as of September 27, 2008:

Total Level 1 Level 2 Level 3
(In thousands)
Assets
Cash equivalents Money market mutual funds $ 425,395 $ 425,395 $ ———- $ -
Available-for-sale securities 3,082 3,018 — 64
Time deposits 2,986 2,986 — ——
Trading securities held in NQDCs 47,862 47,862 — ——
Total Assets $ 479,325 $ 479,261 $ -—-- $ 64
Fair Value Measurements as of September 27, 2008:
Total Level 1 Level 2 Level 3
(In thousands)
Liabilities
Foreign currency exchange contracts $ (1,135 S — $ (1,135 S —
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Total Liabilities $ (1,135 % - $ (1,135  § -

Available-for-sale Securities

Available-for-sale securities are stated at fair value, with the unrealized gains and losses presented net of tax and
reported as a separate component of Stockholders equity. Realized gains and losses are determined using the specific
identification method. Gains are recognized when realized and are recorded in the Condensed Consolidated
Statements of Operations as Other income (expense), net. Losses are recognized as realized or when Cadence has
determined that an other-than-temporary decline in fair value has occurred.

8
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It is Cadence s policy to review the fair value of available-for-sale securities on a regular basis to determine whether its
investments in these companies are other-than-temporarily impaired. This evaluation includes, but is not limited to,
reviewing each company s cash position, financing needs, earnings or revenue outlook, operational performance,
management or ownership changes and competition. If Cadence believes the carrying value of an investment is in
excess of its fair value, and this difference is other-than-temporary, it is Cadence s policy to write down the investment
to reduce its carrying value to fair value.

The following table summarizes Cadence s available-for-sale securities as of September 27, 2008 and December 29,
2007:

Gross Gross
Unrealized Unrealized
Cost Gains Losses Fair Value
(In thousands)
September 27, 2008 $ 4,024 $ -—-- $ 942) $ 3,082
December 29, 2007 $ 14,044 $ 4,467 $ (B)572) $ 14,939

The following table summarizes the fair value and gross unrealized losses related to available-for-sale securities,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized
loss position as of September 27, 2008:

Less than 12 Months

Gross
Unrealized
Fair
Value Losses
(In thousands)
Available-for-sale securities $ 1,395 $ (942)

Cadence determined that one of its available-for-sale securities was other-than-temporarily impaired based on the
severity and the duration of the impairment and Cadence wrote down the investment by $2.4 million during the three
months ended September 27, 2008 and $7.8 million during the nine months ended September 27, 2008. This
impairment is included in Other income (expense), net in the Condensed Consolidated Statement of Operations.
Cadence did not recognize an other-than-temporary impairment of available-for-sale securities during the three or nine
months ended September 29, 2007.

Net recognized gains (losses) from the sale of available-for-sale securities for the three and nine months ended
September 27, 2008 and September 29, 2007 were as follows:

Three Months Ended Nine Months Ended
September 27, September 29, September 27, September 29,
2008 2007 2008 2007
(In thousands)
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Gains (losses) on sale of available-for-sale
securities $ (9,379) $ 2,093 $ (7,945) $ 4,404

During the nine months ended September 27, 2008, Cadence purchased approximately 4.3 million shares of Mentor
Graphics Corporation, or Mentor Graphics, common stock in connection with its proposed acquisition of Mentor
Graphics. Subsequent to the announcement of Cadence s withdrawal of the proposed acquisition of Mentor Graphics
and during the three months ended September 27, 2008, Cadence sold its entire equity interest in Mentor Graphics at a
loss of $9.4 million.

Cost Method Investments

Investments accounted for by Cadence under the cost method of accounting are carried at historical cost and Cadence
periodically evaluates the fair value of each investment to determine if an other-than-temporary decline in value has
occurred. Cadence did not record write-downs due to other-than-temporary declines in value of non-marketable
securities for the three months ended September 27, 2008, but did record $2.0 million for the three months ended
September 29, 2007. Cadence recorded write-downs due to other-than-temporary declines in value of

9
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non-marketable securities carried on the cost basis of $2.9 million for the nine months ended September 27, 2008 and
$2.6 million for the nine months ended September 29, 2007. These write-downs are included in Other income
(expense), net, in the Condensed Consolidated Statement of Operations.

NOTE 4. CONVERTIBLE NOTES
1.375% Convertible Senior Notes Due 2011 and 1.500% Convertible Senior Notes Due 2013

In December 2006, Cadence issued $250.0 million principal amount of 1.375% Convertible Senior Notes Due 2011,
or the 2011 Notes, and $250.0 million of 1.500% Convertible Senior Notes Due 2013, or the 2013 Notes, and
collectively, the Convertible Senior Notes, to three initial purchasers in a private placement pursuant to Section 4(2) of
the Securities Act of 1933, as amended, or the Securities Act, for resale to qualified institutional buyers pursuant to
SEC Rule 144A of the Securities Act, or SEC Rule 144A. Cadence received net proceeds of approximately

$487.0 million after transaction fees of approximately $13.0 million, including $12.0 million of underwriting
discounts. A portion of the net proceeds totaling $228.5 million was used to purchase $189.6 million principal amount
of Cadence s Zero Coupon Zero Yield Senior Convertible Notes Due 2023, or the 2023 Notes.

Holders may convert their Convertible Senior Notes prior to maturity upon the occurrence of one of the following
events:

The price of Cadence s common stock reaches $27.50 during certain periods of time specified in the
Convertible Senior Notes;

Specified corporate transactions occur; or

The trading price of the Convertible Senior Notes falls below a certain threshold.

On and after November 2, 2011, in the case of the 2011 Notes, and November 1, 2013, in the case of the 2013 Notes,
until the close of business on the scheduled trading day immediately preceding the maturity date, holders may convert
their Convertible Senior Notes at any time, regardless of the foregoing circumstances. Cadence may not redeem the
Convertible Senior Notes prior to maturity.

The initial conversion rate for the Convertible Senior Notes is 47.2813 shares of Cadence common stock per $1,000
principal amount of Convertible Senior Notes, equivalent to a conversion price of approximately $21.15 per share of
Cadence common stock. Upon conversion, a holder will receive the sum of the daily settlement amounts, calculated
on a proportionate basis for each day, during a specified observation period following the conversion date. The daily
settlement amount during each date of the observation period consists of:

Cash up to the principal amount of the note; and
Cadence s common stock to the extent that the conversion value exceeds the amount of cash paid upon
conversion of the Convertible Senior Notes.

In addition, if a fundamental change occurs prior to maturity and provided that Cadence s stock price is greater than
$18.00 per share, the conversion rate will increase by an additional amount of up to $8.27 per share, for a holder that
elects to convert its Convertible Senior Notes in connection with such fundamental change, which amount will be paid
entirely in cash. A fundamental change is any transaction or event (whether by means of an exchange offer,
liquidation, tender offer, consolidation, merger, combination, reclassification, recapitalization or otherwise) in which
more than 50% of Cadence s common stock is exchanged for, converted into, acquired for or constitutes solely the
right to receive, consideration. No fundamental change will have occurred if at least 90% of the consideration received
consists of shares of common stock, or depositary receipts representing such shares, that are:
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Listed on, or immediately after the transaction or event will be listed on, a United States national securities
exchange; or

Approved, or immediately after the transaction or event will be approved, for quotation on a United States
system of automated dissemination of quotations of securities prices similar to the NASDAQ National
Market prior to its designation as a national securities exchange.

As of September 27, 2008, none of the conditions allowing the holders of the Convertible Senior Notes to convert had
been met.
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Cadence evaluated the embedded conversion option in accordance with SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities and concluded that the embedded conversion option contained within the
Convertible Senior Notes should not be accounted for separately because the conversion option is indexed to

Cadence s common stock and is classified as stockholders equity. Furthermore, Cadence evaluated the terms of the
Convertible Senior Notes for a beneficial conversion feature in accordance with Emerging Issues Task Force, or EITF,
No. 98-5, Accounting for Convertible Securities with Beneficial Conversion Features or Contingently Adjustable
Conversion Ratios and EITF No. 00-27, Application of Issue 98-5 to Certain Convertible Instruments and concluded
there was no beneficial conversion feature at the commitment date based on the conversion rate of the Convertible
Senior Notes relative to the commitment date stock price.

Interest on the Convertible Senior Notes began accruing in December 2006 and is payable semi-annually each
December 15th and June 15th.

Concurrently with the issuance of the Convertible Senior Notes, Cadence entered into hedge transactions with various
parties whereby Cadence has the option to purchase up to 23.6 million shares of Cadence s common 