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Planner, Aspen Advisor, Aspen Orion and Aspen Zyqad are our trademarks.

This Form 10-K contains “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are intended to be
covered by the safe harbors created thereby. For this purpose, any statements contained herein that are
not statements of historical fact may be deemed to be forward-looking statements. Without limiting the
foregoing, the words “believes,” “anticipates,” “plans,” “expects” and similar expressions are intended to
identify forward-looking statements. Readers are cautioned that all forward-looking statements involve
risks and uncertainties, many of which are beyond our control, including the factors set forth under “Item
1A. Risk Factors.” Although we believe that the assumptions underlying the forward-looking statements
contained herein are reasonable, any of the assumptions could be inaccurate and there can be no assurance
that actual results will be the same as those indicated by the forward-looking statements included in this
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Form 10-K. In light of the significant uncertainties inherent in the forward-looking statements included
herein, the inclusion of such information should not be regarded as a representation by us or any other
person that our objectives and plans will be achieved. Moreover, we assume no obligation to update these
forward-looking statements to reflect actual results, changes in assumptions or changes in other factors
affecting such forward-looking statements.

In connection with the preparation of financial statements for the fiscal year ended June 30, 2006, a
subcommittee of independent members of our board of directors reviewed our accounting treatment for
all stock options granted since we completed our initial public offering in fiscal 1995. Based upon the
subcommittee’s review, the Audit Committee and management determined that certain option grants
during fiscal years 1995 through 2004 were accounted for improperly, and concluded that stock-based
compensation associated with certain grants was misstated in fiscal years 1995 through 2005, and in the
nine months ended March 31, 2006. The subcommittee identified errors related to the determination of
the measurement dates for grants of options allocated among a pool of employees when the specific
number of options to be awarded to specific employees had not yet been finalized, and other measurement
date errors. As a result of the errors in determining measurement dates, we also recorded payroll
withholding tax-related adjustments for certain options formerly classified as Incentive Stock Option (ISO)
grants under Internal Revenue Service regulations. These options were determined to have been granted
with an exercise price below the fair market value of our stock on the actual grant date, so do not qualify
for ISO tax treatment. The disqualification of ISO classification and the resulting conversion to non-
qualified status results in additional withholding taxes on exercise of those options. We recorded a
cumulative estimated payroll withholding tax liability of $1.9 million for the years ended June 30, 2004,
2005 and 2006 in connection with the disqualification of such ISO tax treatment. The stock-based
compensation charges, including the aforementioned withholding tax adjustments, increased net loss for
the fiscal years ended June 30, 1997, 1998, 1999, 2000, 2001, 2002, 2003, 2004, 2005, and the nine months
ended March 31, 2006 by $0.2 million, $1.5 million, $10.0 million, $7.0 million, $10.4 million, $11.5 million,
$9.5 million, $7.2 million, $0.5 million, and $ 1.0 million, respectively.

In addition, as a result of the errors in determining measurement dates, certain options were
determined to have been granted with an exercise price below the fair market value of our stock on the
actual grant date. These discounted options vesting subsequent to December 2004 result in nonqualified
deferred compensation for purposes of Section 409A of the Internal Revenue Code, and holders are
subject to an excise tax on the value of the options in the year in which they vest. We have concluded that
it is probable we will either implement a plan to assist the affected employees for the amount of this tax, or
adjust the terms of the original option grant which would also have financial statement ramifications. As
such, we recorded an estimated liability of approximately $1.0 million in the fourth quarter of fiscal 2006 in
connection with this contingency.

The restatement of prior year financial statements also includes the adjustments for other errors
identified after the applicable period had been reported. Such errors were not previously recorded
because we believed the amount of any such errors, both individually and in the aggregate, were not
material to our consolidated financial statements. These errors related to the timing of revenue
recognition, losses on sales and disposals of assets, interest income, and the calculation of foreign currency
gains and losses.

As a result of the foregoing, we have restated our financial statements as of June 30, 2005 and for the
fiscal years ended June 30, 2004 and 2005 in our consolidated financial statements, beginning on page F-3.
We show the effects of the restatement on our financial statements for the years ended June 1999, 2000,
2001, 2002 and 2003 in Item 6, “Selected Financial Data.” We show the effects of the restatement on each
of the quarters in the year ended June 30, 2005 and the first three quarters in the year ended June 30, 2006
in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Quarterly Data.”
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We have not amended and we do not intend to amend any of our other previously filed annual reports
on Form 10-K or quarterly reports on Form 10-Q for the periods affected by the restatement. For this
reason, the consolidated financial statements and related financial information contained in such
previously filed reports should not be relied upon.
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PART 1
Item 1. Business

This form 10-K, as well as other reports filed with or furnished to the Securities and Exchange
Commission, or SEC, are available free of charge through our internet site (http://www.aspentech.com) as
soon as practicable after we electronically file such material with, or furnish it to, the SEC. The public may
read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street,
N.E., Room 1580, Washington, D.C. 20549. The public may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site
(http://www.sec.gov) that contains reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC.

We are a leading supplier of integrated software and services to the process industries, which consist
of oil and gas, petroleum, chemicals, pharmaceuticals and other industries that manufacture and produce
products from a chemical process. We provide a comprehensive, integrated suite of software applications
that utilize proprietary empirical models of chemical manufacturing processes to improve plant and
process design, economic evaluation, production, production planning and scheduling, and operational
performance. These solutions help our customers improve their competitiveness and profitability by
increasing revenues, reducing operating costs, reducing working capital requirements and decreasing
capital expenditures.

We were initially incorporated in 1981 and reincorporated in Delaware in 1998. We have a 25-year
track record of innovation and technology leadership in the process industries. Our customer base of over
1,500 process manufacturers includes the 32 largest petroleum companies in the world, the 50 largest
chemical companies, 19 of the largest pharmaceutical companies and 17 of the 20 largest engineering and
construction firms that service the process industries. We operate globally through 29 offices in 20
countries and sell our products primarily through a direct sales force. In addition, we have established a
number of strategic relationships to leverage our internal sales and marketing efforts, enhance the breadth
of our solutions and expand our implementation capabilities.

Industry Background

The process industries consist of oil and gas, petroleum, chemicals, pharmaceuticals and other
industries that provide products from a chemical process. Process manufacturers face a number of
significant challenges that are specific to each industry. To succeed in an increasingly competitive global
environment, process manufacturers must simultaneously reduce costs and increase efficiency,
responsiveness and customer satisfaction. Because process manufacturing tends to be asset-intensive,
increases in profitability in these industries depend substantially upon reducing the costs of raw materials,
energy and capital. Given the large production volumes typical in the process industries and the relatively
low profit margins characteristic of many sectors within the process industries, even relatively small
reductions in raw material or energy requirements or small improvements in input costs, throughput or
product yields can significantly increase the profitability of the process manufacturing enterprise.

The process industries face significant challenges because of the complex activities and supply chains
that must be managed when purchasing raw materials, manufacturing products, and delivering final
products to customers. Factors that make it difficult for these companies to optimize these processes and
make optimal economic decisions include the following:

e products are manufactured in continuous processes that are unpredictable and difficult to model;

e production sequence and raw material specification both have a major impact on feasibility and
profitability;



e multiple, interdependent products are made simultaneously, making production planning
complicated;

e manufacturing plants are sophisticated and extremely capital intensive; and
e supply chain management is complex.

In addition to these factors that are common to most segments of the process industry, each vertical
market has its own set of unique challenges that must be addressed in order to manage operations
effectively.

Oil and Gas

The upstream oil and gas sector is driven by the high cost of capital investment, which is being
exacerbated as the search for new reserves takes companies to more remote, politically unstable locations
and ever deeper oceans. The high cost of investment places a premium on getting the most out of any
expenditure. An improperly placed well that fails to economically remove all surrounding reserves or a
poorly designed transmission system that requires excessive pressurization or maintenance can have a
significant impact on profitability for years to come. In addition, managing oil and gas assets is complicated
since these assets are highly complex and interconnected. Companies must achieve high output while
minimizing investment, optimize facilities to match a constantly varying slate of crudes and gases, and
ensure the efficient transmission of materials through large, interconnected, and environmentally sensitive
pipeline infrastructure.

To further complicate the challenge, every decision occurs against the backdrop of rapidly fluctuating
open market oil and gas prices. Unlike other segments of the process industries, where raw material price
movements are smoothed through long-term contracts, oil and gas prices can oscillate rapidly from week to
week or even day to day. This puts enormous pressure on companies to profit from rising prices while they
can. Delayed decisions and prolonged production ramp-ups can spell the difference between selling into a
rising or falling market.

Specifically, oil and gas companies face the following distinct challenges in managing their operations:
e managing assets as an interrelated system;

e ensuring consistently profitable price nominations and product contracts;

e maximizing production with minimal capital investment;

e responding faster to gas and oil price fluctuations and operating disruptions; and

e ensuring regulatory compliance without adding administrative overhead.

Petroleum

In the downstream petroleum industry, prices, capacity utilization and operating margins are all
reaching record highs. As a result, there is tremendous pressure on refineries to optimize their output,
maximize their product mix and minimize their inventory levels throughout the system. At the same time,
petroleum companies are recognizing that the legacy IT systems that resulted from the mergers and
acquisitions of the 1990s are inadequate. Instead, they are increasingly investing in integrated software
suites that can provide better visibility into all aspects of the production process, from inventory levels
throughout the system to quality and production information as well as market dynamics. This enables
them to keep lower amounts on inventory on hand, make better buy vs. make vs. trade decisions and
maximize capacity utilization at the refinery level taking into account both volume and product mix. In
addition, the need for accurate integrated information is further exacerbated by a proliferation of regional
product specifications, a volatile market, and increasingly stringent environmental regulations.



Running more barrels through the refinery at top capacity makes it difficult to keep the physical assets
in prime condition and can create safety and reliability issues. Refiners are faced with the need to optimize
the design of processes and achieve more reliable and stable operations. Process engineers are challenged
with making timely business decisions while meeting the business objectives of designing and operating
efficient, safe and profitable process plants. Measuring the complex interactions among equipment,
feedstock, refined products and business objectives is the key to unlocking optimization at the refinery
level.

Specifically, petroleum companies face the following challenges in managing their operations:

¢ making timely business decisions based on volatile market conditions while at the same time
operating efficient, safe and profitable refineries;

e minimizing inventory levels throughout the system without becoming vulnerable to changes in
demand or market disruptions;

e managing the reduced supply chain flexibility created by clean fuels legislation and the proliferation
of product specifications;

e responding effectively to changing supply/demand balances and supply patterns; and

e optimizing the use of energy to minimize the impact of high energy costs.

Chemicals

The chemical industry produces bulk chemicals that are true commodities with little or nothing to
differentiate one company’s offering from another. The market is global and highly competitive. Producers
routinely invest to build highly specialized, continuous process plants that reduce production costs to a
minimum. They must continue to invest over a plant’s lifetime to ensure it remains cost-competitive with
newer units. The most successful companies find ways to differentiate themselves through product quality,
customer responsiveness and operating efficiency.

Chemical companies face a number of strategic challenges. They need to maximize the returns from
their expensive assets. They must manage wide swings in feedstock (raw material) costs and, high energy
costs. Due to global industrial consolidation, they face increasingly concentrated and powerful competitors
and customers, placing enormous pressures on their operating margins. This pressure has eroded the
advantages once enjoyed by companies with established market, technology or regional positions. In the
face of such intense pressure, producers have only a limited ability to raise prices and must instead focus
on optimizing their product mix and minimizing their costs throughout the production process.

To respond to these pressures many large chemical manufacturers are looking to replace the
“patchwork” of point solutions that they currently use to design facilities and optimize production with
solutions that can address operational costs as a single, interrelated whole, much in the same way that
enterprise resource planning, or ERP, systems squeezed costs from the interrelated transactions that
define back office business processes.

Specifically, chemical producers face the following challenges in managing their operations:
e identifying and correcting cost variations when they occur;

e operating assets as one interrelated system rather than as individual components;

¢ reducing plant lifecycle costs while improving operating performance;

e minimizing inventory without hurting customer service;

¢ responding more quickly and profitably to unexpected opportunities and disruptions; and

e ensuring regulatory compliance without adding administrative overhead.



Pharmaceuticals

Changing industry dynamics and increasing competition from generic drug products are driving
pharmaceutical companies to improve their operational capabilities to ensure future profitability. As a
result, many pharmaceutical companies are now viewing manufacturing and distribution not only as a
means of meeting demanding quality and supply criteria but also as a means of achieving competitive
advantage by reducing manufacturing costs.

Pharmaceutical companies face a number of strategic challenges. Regulatory agencies are demanding
strict, detailed material, process, and personnel tracking. At the same time, companies are facing increased
competition from generic drugs and must increasingly speed products to market to maximize profits. To
respond to these pressures, pharmaceutical companies are looking to implement solutions that can help
them meet their regulatory requirements, reduce their time to market and decrease their production costs.

Specifically, pharmaceutical companies face the following challenges in managing their operations:
e complying with strict regulatory requirements;

e improving manufacturing agility to take advantage of new approaches and processes;

e reduce time required to scale-up production;

e improving customer service; and

e reducing the complexity of IT systems.

Process Industry Technology

Historically, technology solutions have played a major role in helping process companies to drive
productivity improvements. In the 1980s, this increase in efficiency came from the use of distributed
control systems, or DCS, to automate the management of plant hardware. These systems utilized computer
hardware, communication networks and industrial instruments to measure, record and automatically
control process variables. However, although DCS and ERP solutions are important components of a
solution to improve manufacturing enterprise performance, they do not incorporate either the detailed
chemical engineering knowledge essential to optimize the design and operation of related manufacturing
processes or the plant performance data required to support more intelligent real-time decision making
and therefore their influence on day-to-day operational activities is limited.

Today, process manufacturers are seeking tools to help them improve their operating performance,
competitive position and responsiveness to increasingly volatile raw material and end markets. For
example, while rising oil prices provide an opportunity for petroleum refiners to raise their prices, they also
increase the cost of operating energy-intensive manufacturing facilities. These dynamics are creating
demand for intelligent decision-support products that can provide an accurate real-time understanding of a
plant’s capabilities, as well as accurate planning and collaborative forecasting information. According to
ARC Advisory Group, the markets for process simulation and optimization, collaborative production
management, and supply chain planning and collaboration software that serve this need for the process
industries were collectively $2.0 billion in 2005.

Moreover, as process manufacturers have become more adept at using products that optimize
individual engineering, plant operations and supply chain management business processes, they
increasingly are seeking additional performance improvements by integrating these products, both with
one another and with DCS, ERP and other enterprise systems, to provide real-time, intelligent decision
support. To achieve these objectives, companies are implementing solutions that integrate related business
processes within a single production facility and across multiple sites. In addition, by adding planning and
scheduling functionality, companies are extending these solutions by optimizing their supply chains to



substantially reduce cycle times, adjusting production quickly to meet changing customer requirements,
synchronizing key business processes with plants and customers across numerous geographies and time
zones, and quoting delivery dates more accurately and reliably. Traditional solutions and emerging
software integration vendors lack the deep process knowledge necessary to solve the complex problems
faced by process manufacturers attempting to achieve true optimization of their enterprises, from design to
production to management of the extended supply chain.

The AspenTech Advantage

Process manufacturers use our solutions to improve their profitability and competitiveness, not only
by reducing raw material and energy use, cycle time, inventory cost and time to market, but increasingly by
synchronizing and streamlining key business processes. Our competitive advantage is based on the
following key attributes:

Substantial process industry expertise. By developing software for the process industries for more than
25 years, we believe we have amassed the world’s largest collection of process industry domain knowledge
to develop and implement solutions for our customers. Our employees have pioneered many of the most
significant advances that today are considered industry-standard software applications across a wide variety
of engineering, plant operations and supply chain applications. Our services and development staff are
recognized experts in delivering value to our customers based on the practical experience they have gained
from supporting IT installations for more than 1,500 process manufacturers worldwide.

This significant base of chemical engineering expertise, process manufacturing experience and
industry know-how serves as the foundation for the proprietary solution methods, physical property models
and data estimation techniques embedded in our software solutions. We continually enhance our software
applications through extensive interaction with our customers, some of which have worked with our
products for more than twenty years. To complement our software expertise, we have assembled a staff of
approximately 250 project engineers to provide implementation, advanced process control, real-time
optimization, supply chain management and other consulting services. We believe this consulting team is
one of the largest and most experienced collection of experts on process manufacturing operations in the
world.

Large and valuable customer base. We view our customer base of more than 1,500 process
manufacturers as an important strategic asset and as evidence of one of the strongest franchises in the
industry. We count among our customers the world’s 50 largest chemical companies, the world’s 32 largest
petroleum refiners, and 19 of the world’s 20 largest pharmaceutical companies. We also have numerous
leading customers in other vertical markets. In addition, 17 of the 20 largest engineering and construction
firms that serve the process industries use our design software. These relationships enable us to identify
and develop or acquire solutions that best meet the needs of our customers, and they are a valuable part of
our efforts to penetrate the process industries with new software solutions. We believe significant
opportunities exist for continued penetration of strategic enterprise-wide products, particularly for our
plant operations and supply chain management products. As process manufacturers increasingly focus on
integration and optimization of their operations, we expect many of our existing customers to be among
the first to implement our newly-developed enterprise solutions.

Rapid, high return on investment. ~We believe that customers purchase our products because our
products provide rapid, demonstrable and significant returns on investment. Because of the large
production volumes and relatively low profit margins typical in many of the process industries, even small
improvements in productivity can generate substantial recurring benefits. First-year savings can exceed the
software and implementation costs of our products. Our integrated solutions, whether applied across a
plant, an enterprise or an extended supply chain, can yield even greater returns. In addition, our products



generate important organizational efficiencies and operational improvements, the dollar benefits of which
can be difficult to quantify.

Complete, integrated solution. 'While some vendors offer stand-alone products that compete with one
or more of our products, we believe we are the only provider that offers a comprehensive solution to
process manufacturers that addresses key business processes in manufacturing operations across the
enterprise. Our solutions can be used on a stand-alone basis, integrated with one another or integrated
with third-party applications. Customers can initially choose to implement a point solution or our
integrated solution, which is scalable as the customer’s needs evolve. The breadth of our solutions expands
the overall value we can bring to our customers and represent an important source of competitive
differentiation.

Strategy

Our strategy is to build on our position as a market and technology leader by continuing to enhance
and integrate our broad portfolio of engineering, plant operations and supply chain management solutions
and to deliver new solutions targeted to the specific needs of the vertical industries we serve. To implement
this strategy we intend to:

Build on our technology leadership by delivering an integrated suite of scalable vertical industry solutions.
We intend to build on our proven technology leadership and installed base by delivering integrated
solutions targeted at specific vertical segments, which provide a broader set of capabilities and deliver a
higher value proposition to existing and prospective customers. With the October 2004 release of
aspenONE we became the first software vendor to provide an integrated suite of operations management
software applications for process manufacturing. The aspen ONE framework provides an integration layer
that enables our products to work together to provide our customers with access to critical operational
information more immediately. As a result, aspenONE has been adopted by a number of leading chemical
and energy companies.

Maintain and strengthen our market leadership for stand-alone solutions. We intend to maintain and
strengthen our competitive position for stand-alone applications in engineering, plant operations and
supply chain management by continuing to develop and enhance our existing offerings to respond to
competitive pressures and our customers’ needs. Over the past year we have delivered substantial new
functionality in each major product area and further enhancements are planned for forthcoming product
releases.

Invest selectively in new, high-value solutions. We intend to invest in a few specific modules that we
believe will unlock new sources of value for customers in selected segments of the process industries. These
investments are intended to accelerate the development and commercialization of highly focused modules
that incorporate technology from our engineering, plant operations and supply chain management
products. These applications include:

e aspenONE Planning, Scheduling & Blending: an integrated solution that improves planning and
scheduling production at refineries;

e aspenONE Inventory Management & Operations Scheduling: a solution that helps petroleum
companies manage the operational risk and financial exposure that result from lack of visibility into
current and projected inventories, and allowing them to make the best buy vs. make vs. trade
operational decisions.

e aspenONE Energy Management: a solution that enables customers in multiple industries to manage
and optimize the way they use and source energy for single or multiple production sites.



e aspenONE Ethylene Scheduling: an integrated solution that optimizes the business process of
procuring feedstocks and scheduling ethylene plants.

Leverage strategic alliance relationships. ~ Alliances are an important part of our strategy to help us
accelerate the time it takes to bring products to market and provide us with additional resources to
implement enterprise solutions. We have technology alliances with Accenture, Intergraph, Microsoft and
Schlumberger. We intend to continue to work with a select number of strategic alliances that will help us
increase our sales and implementation effectiveness.

Products: Software and Services

We provide software and services that enable our customers to optimize the profitability of their
manufacturing operations. Our software is based upon proprietary empirical models of chemical
manufacturing processes and the equipment used in those processes which provide highly accurate
representations of the chemical and physical properties of a broad range of materials typically encountered
in the process industries. These models and the associated knowledge captured in the supporting IT
systems provide real-time, intelligent decision support across the entire process manufacturing enterprise.

Our solutions are focused on three primary business areas: engineering, plant operations, and supply
chain management, and are delivered both as point solutions and as part of the integrated aspenONE
product suite. The aspenONE framework provides an integration layer that enables our engineering, plant
operations and supply chain products to be integrated in modular fashion so that data can be shared
among them and additional modules can be added as the customer’s requirements evolve. The result is
enterprise-wide access to real-time, model-based information that enables manufacturers to forecast or
simulate the economic impact of potential actions and make better, faster and more profitable operating
decisions.

Engineering.  In the process industries, maximizing profit begins with optimal design. Process
manufacturers must be able to address a variety of challenging questions relating to strategic planning,
collaborative engineering and debottlenecking and process improvement—from where they should locate
their facilities, to how they can make their products at the lowest cost, to what is the best way to operate
for maximum efficiency. To address these issues, they must improve asset optimization to enable faster,
better execution of complex projects. Our engineering solutions help companies maximize their return on
plant assets and enable collaboration with engineers on common models and projects.

Our engineering solutions are used on the process engineer’s desktop to design and improve plants
and processes. Our customers use our engineering software and services during both the design and
ongoing operation of their facilities to model and improve the way they develop and deploy manufacturing
assets. Our products enable our customers to improve their return on capital, improve physical plant
operating performance and bring new products to market more quickly. See below for a listing of our
principal engineering products.

Our engineering tools are based on an open environment and are implemented on Microsoft’s
operating systems. Implementation of our engineering products does not typically require substantial
consulting services, although services may be provided for customized model designs and process synthesis.

Plant Operations. Our plant operations products focus on optimizing companies’ day-to-day process
industry activities, enabling them to make better, more profitable decisions and improve plant
performance. The process industries’ typical production cycle offers many opportunities for optimizing
profits. Process manufacturers must be able to address a wide range of issues driving execution efficiency
and cost, from selecting the right feedstock and raw materials, to production scheduling, to identifying the
right balance among customer satisfaction, costs and inventory. Our plant operations products support the
execution of the optimal operating plan in real time. Our plant operations solutions include desktop



applications, IT infrastructure and services that enable companies to model, manage and control their
plants more efficiently, helping them to make better-informed, more profitable decisions. These solutions
help companies make decisions that can reduce fixed and variable costs in the plant, improve product
yields, procure the right raw materials and evaluate opportunities for cost savings and efficiencies in their
operations. See below for a listing of our principal plant operations products.

Supply Chain Management. Our supply chain management products enable companies to reduce
inventory and increase asset efficiency by giving them the tools to optimize their supply chain decisions
from choosing the right raw materials to delivering finished product in the most cost-effective manner. The
ever-changing nature of the process industries means new profit opportunities can appear at any time. To
identify and seize these opportunities, process manufacturers must be able to increase their access to data
and information across the value chain, optimize planning and collaborate across the value chain, and
detect and exploit supply chain opportunities. Our supply chain management solutions include desktop
applications, IT infrastructure and services that enable manufacturers to operate their plants and supply
chains more efficiently, from customer demand through manufacturing to delivery of the finished product.
These solutions help companies to reduce inventory carrying costs, respond more quickly to changes in
market conditions and improve customer service. See below for a listing of our principal supply chain
products.

Our engineering software products represented approximately 65% of our fiscal 2006 software license
revenue, while our plant operations and supply chain management solutions represented approximately
35% of our fiscal 2006 software license revenue.

The following table highlights examples of the integrated aspenONE modules we have developed
within each business area as well as the products that those modules are built on and typical customer
benefits.

Sample Related Typical
Business Area aspenONE Modules Products Customer Benefits
Engineering And e Simulation & Optimization e Aspen Plus e Reduced capital and operating
Innovation e Conceptual Design e Aspen HYSYS costs
e Economic Evaluation e Aspen Icarus e Reduced time to ramp-up
o Integrated Engineering manufacturing
e Equipment Design & Rating e [owered manufacturing costs
e Increased asset utilization
e Increased production flexibility
and agility
e More efficient execution of
capital projects
Plant Operations e Energy Management e Aspen DMC+ e Improved asset efficiency
e Production Management & e Aspen SmartStep e Reduced energy costs
Execution e Aspen PIMS e Reduced costs of regulatory
¢ Planning, Scheduling & e Aspen Orion compliance
Blending e Aspen InfoPlus.21 e Increased throughput
e Advanced Process Control e Aspen Advisor e Improved product consistency
e Real-Time Optimization e Decreased planning costs
e Performance Management e Reduced inventory carrying costs
Supply Chain e Sales & Operations e Aspen Plant e Improved asset efficiency
Management Planning Scheduler e Improved responses to customer
e Plant Planning & Scheduling e Aspen Supply requirements
e Collaborative Demand Planner e Improved responses to changes in
Management e Aspen PIMS market conditions
e Inventory Management & e Aspen Orion e Reduced inventory carrying costs

Operations Scheduling



Our software products can be linked with a customer’s existing ERP products and DCS to further
improve a customer’s ability to gather, analyze and use the resulting information across the process
manufacturing lifecycle. Our products provide decision support tools that use real-time plant information
to determine the best economic alternative for the enterprise. These decisions cannot be adequately made
by simply analyzing historical data from ERP systems or from disparate software applications that are not
integrated. By modeling future operational behavior, using consistent data and models of their facilities,
our products provide our customers with a path to capturing economic value and materially improving
profitability.

Professional Services

We offer professional services to provide our customers with complete solutions. These services
include implementation and configuration services, consulting services and advanced modeling and design
services. Our implementation and configuration services are primarily associated with the deployment of
our plant operations and supply chain management solutions. Customers have historically used our
engineering and innovation solutions without implementation assistance.

Customers who obtain consulting services from us typically engage us to provide such services over
periods of up to 24 months. We generally charge customers for consulting services, ranging from supply
chain to on-site advanced process control and optimization services, on a fixed-price basis or time-and-
materials basis.

As of September 8, 2006, we employed a staff of approximately 250 project engineers to provide
consulting services to our customers. We believe this large team of experienced and knowledgeable project
engineers provides an important source of competitive differentiation. We primarily hire as project
engineers individuals who have obtained doctoral or master’s degrees in chemical engineering or a related
discipline or who have significant relevant industry experience. Our employees include experts in fields
such as thermophysical properties, distillation, adsorption processes, polymer processes, industrial reactor
modeling, the identification of empirical models for process control or analysis, large-scale optimization,
supply distribution systems modeling and scheduling methods.

Historically, most licensees of our planning and scheduling products and a limited number of licensees
of our process information management and supply chain management systems have obtained
implementation consulting services from third-party vendors. Our strategy is to continue to develop and
expand relationships with third-party consultants in order to provide a secondary channel of consulting
services.

Strategic Alliances

We have established strategic alliances with a few select companies that offer a complementary set of
technologies, services and industry expertise that help us commercialize and accelerate the adoption of our
integrated solutions, including aspenONE. These alliances include relationships with Accenture,
Intergraph, Microsoft and Schlumberger.

In addition to these strategic alliances, we are focused on developing new channel partners that can
help us increase sales in regions and markets that we do not effectively reach with our direct sales force.
Historically, most of our license sales have been generated through our direct sales force.

Technology and Product Development

Our base of chemical engineering expertise, process manufacturing experience and industry know-
how serves as the foundation for the proprietary solution methods, physical property models and



industry-specific business process knowledge embedded in our software solutions. Our software and
services solutions combine three of our core competencies:

e We support sophisticated empirical models generated from advanced mathematical algorithms
developed by our employees. In addition, we support rigorous models of chemical manufacturing
processes and the equipment used in those processes. We have used these advanced algorithms to
develop proprietary models that provide highly accurate representations of the chemical and
physical properties of a broad range of materials typically encountered in the chemicals, petroleum
and other process industries.

e We develop software that models key customer manufacturing and business processes and
automates the workflow of these processes. This software integrates our broad product line so that
the data used in manufacturing processes are seamlessly passed between the applications used in
each step of the business processes.

e We have invested significantly in supply chain software, which embeds sophisticated technology
allowing customers to optimize their extended supply chain activities. In addition, this software
embeds key knowledge about the details of how manufacturing and supply chain operations
function in the process industries.

Our product development activities are currently focused on strengthening the integration between
our applications and adding new capabilities that address specific mission-critical operational business
processes in each industry. We intend to continue to increase the efficiency of our research and
development operations through the consolidation of research and development locations and increased
use of shared components across our applications. In addition, we will continue to enhance our integrated
industry-specific aspen ONE solutions by adding new functionality, and more standardized integration with
third-party applications.

During fiscal 2004, 2005 and 2006, we incurred research and development costs of $60.1 million,
$47.3 million and $44.1 million, respectively, which represented 18.1%, 17.5% and 15.1% of total revenue,
respectively. As of September 8, 2006, we employed a product development staff of approximately 330
people.

Customers

Our software solutions are installed at the facilities of more than 1,500 customers worldwide. These
customers include process manufacturers and the engineering and construction firms that provide services
to them. The following table sets forth a partial selection of our customers from which we generated at
least $300,000 of revenues in fiscal 2005 or 2006. For fiscal 2006, the percentages of our license revenue
derived from specific vertical markets were approximately as follows: 40% from oil and gas and petroleum,
25% from chemicals, 20% from engineering and construction design firms, and 15% from other segments
of the process industries, the largest of which were pharmaceutical and consumer package goods.
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Oil and Gas / Petroleum

BP

Chevron Corporation
Citgo Petroleum Corporation
ENI S.p.A

Exxon Mobil

PDVSA

Petrobas

Petro-Canada

Reliance Industries Ltd.
Repsol YPF

Saudi Aramco

Shell Oil Company

SK Corp Ltd.

Sinopec

StatQil

Sunoco Inc.

Total

Valero

Chemicals

Air Liquide

DSM

BASF AG

BP

Braskem SA

The Dow Chemical Company
Eastman

Mitsubishi Rayon Engineering
Mitsui Chemicals

Nova Chemicals, Ltd.

Owens Corning

Shell

Sumitomo Chemicals

Engineering and Construction

Bechtel Group

Chiyoda Corporation

Fluor Enterprises

Foster Wheeler

Jacobs Engineering Group, Inc.
Lurgi GmbH

Parsons

Worley International Ltd.
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Pharmaceuticals

Aventis Pharma
Bayer Corporation
GlaxoSmithKline, Inc.
Merck & Co.

Novartis Pharma A
Pfizer

Consumer Goods

Cargil
PepsiCo
Procter & Gamble

Sales and Marketing

We employ a value-based sales approach, offering our customers a comprehensive suite of software
and service products that enhance the efficiency and productivity of their process manufacturing
operations. We have increasingly focused on selling our products as a strategic investment for our
customers and therefore devote an increasing portion of our sales efforts at senior management levels,
including senior decision makers in manufacturing, operations and technology. Our aspenONE solution
strategy supports this value-based approach by broadening the scope of optimization across the entire
spectrum of operations and expanding the use of process models in the operations environment by linking
engineering, plant and business systems to improve our customers’ visibility into their manufacturing
operations. We believe our development of new vertical-specific integrated solutions will help us to better
address the top concerns of senior executives.

Because the complexity and cost of our products often result in extended sales cycles, we believe that
the development of long-term, consultative relationships with our customers is essential to a successful
selling strategy. To develop these relationships, we focus our worldwide sales force on a defined set of
strategic accounts. In North America we have organized our sales force around specific vertical markets. In
the rest of the world the sales force is organized around specific countries or regions.

In order to market the specific functionality and other complex technical features of our software
products, each sales account manager and global account manager works with specialized teams of
technical sales engineers and product specialists organized for each sales and marketing effort. Our
technical sales engineers typically have advanced degrees in chemical engineering or related disciplines
and actively consult with a customer’s plant engineers. Product specialists share their detailed knowledge
of the specific features of our software solutions as they apply to the unique business processes of different
vertical industries.

Our overall sales force, which consists of quota carrying sales account managers, sales services
personnel, business support engineers, partner organization personnel, industry business unit
professionals, marketing personnel and support staff, consisted of approximately 280 people on
September 8, 2006.

We supplement our direct sales efforts with a variety of marketing initiatives, including public
relations activities, customer relationship programs, internet marketing, campaigns to promote awareness
among industry analysts, user groups and events.

We also license our software products at a substantial discount to universities that agree to use our
products in teaching and research. We believe that students’ familiarity with our products will stimulate
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future demand once the students enter the workplace. Currently, more than 650 universities use our
software products in undergraduate instruction.

Competition

Our markets are highly competitive and are characterized by rapid technological change. We expect
the intensity of competition in our markets to increase in the future as existing competitors enhance and
expand their product and service offerings and as new participants enter the market. Increased
competition may result in price reductions, reduced profitability and loss of market share. We cannot
assure you that we will be able to compete successfully against existing or future competitors. Some of our
customers and companies with which we have strategic relationships also are, or in the future may be,
competitors of ours.

Many of our competitors have greater financial, marketing and other resources than we have in a
particular market segment or overall. Competitors with greater financial resources may be able to offer
lower prices, additional products or services, or other incentives that we cannot match or offer. These
competitors may be in a stronger position to respond quickly to new technologies and may be able to
undertake more extensive marketing campaigns. They also may adopt more aggressive pricing policies and
make more attractive offers to potential customers, employees and strategic partners.

Many of our competitors have established, and in the future may establish, cooperative relationships
with third parties to improve their product offerings and to increase the availability of their products to the
marketplace. In addition, competitors may make strategic acquisitions to increase their ability to gain
market share or improve the quality or marketability of their products. These cooperative relationships
and strategic acquisitions could reduce our market share, require us to lower our prices, or both.

Our primary competitors differ between our three principal product areas:

e Our engineering software competes with products of businesses such as ABB, Chemstations,
Honeywell, KBC, Shell Global Solutions, Simulation Sciences (a division of Invensys), and WinSim
(formerly ChemShare). As we expand our engineering solutions into the collaborative process
lifecycle management market we may face competition from companies that we have not typically
competed against in the past, such as Agile, Parametric Technology, SAP, Siemens and EDS.

e Our plant operations software competes with products of companies such as ABB, Honeywell,
Invensys, Rockwell, Siemens and components of SAP’s offering.

e Our supply chain management software competes with products of companies such as Honeywell,
i2 Technologies, Manugistics (a subsidiary of JDA Software Group), Infor and components of
SAP’s supply chain offering.

In addition, we face competition in all areas of our business from large companies in the process
industries that have internally developed their own proprietary software solutions.

We believe the key competitive differentiator in our industry is the value, or return on investment,
that our software and services provide. We seek to develop and offer an integrated suite of targeted, high-
value vertical industry solutions that can be implemented with relatively limited service requirements. We
believe this approach provides us with a competitive advantage over many of our competitors, which offer
software products that are more service-based. The principal competitive factors in our industry also
include:

e breadth and depth of software offerings;
e domain expertise of sales and service personnel;

e extent of consistent global support;
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e performance and reliability;
e price; and

e time to market.

Intellectual Property

We regard our software as proprietary and rely on a combination of copyright, patent, trademark and
trade secret laws, license and confidentiality agreements, and software security measures to protect our
proprietary rights. We have obtained or applied for patent protection in the United States with respect to
some of our intellectual property, but generally do not rely on patents as a principal means of protecting
intellectual property. We have registered or applied to register some of our significant trademarks in the
United States and in selected other countries.

We generally enter into non-disclosure agreements with our employees and customers, and
historically have restricted access to our software products’ source codes, which we regard as proprietary
information. In a few cases, we have provided copies of the source codes for products to customers solely
for the purpose of special product customization and have deposited copies of the source codes for
products in third-party escrow accounts as security for ongoing service and license obligations. In these
cases, we rely on non-disclosure and other contractual provisions to protect our proprietary rights.

The laws of many countries in which our products are licensed may not protect our products and
intellectual property rights to the same extent as the laws of the United States. The laws of many countries
in which we license our products protect trademarks solely on the basis of registration. We currently
possess a limited number of trademark registrations in selected foreign jurisdictions and have applied for
foreign copyright and patent registrations, which correspond to the United States trademarks, copyrights
and patents described above, to protect our products in foreign jurisdictions where we conduct business.

The steps we have taken to protect our proprietary rights may not be adequate to deter
misappropriation of our technology or independent development by others of technologies that are
substantially equivalent or superior to our technology. Any misappropriation of our technology or
development of competitive technologies could harm our business. We could incur substantial costs in
protecting and enforcing our intellectual property rights.

Moreover, from time to time third parties may assert patent, trademark, copyright and other
intellectual property rights to technologies that are important to our business. In such an event, we may be
required to incur significant costs in litigating a resolution to the asserted claims. The outcome of any
litigation might require that we pay damages or obtain a license of a third party’s proprietary rights in
order to continue licensing our products as currently offered. If such a license were required, it might not
be available on terms acceptable to us, or at all.

We believe that the success of our business depends more on the quality of our proprietary software
products, technology, processes and know-how than on trademarks, copyrights or patents. While we
consider our intellectual property rights to be valuable, we do not believe that our competitive position in
the industry is dependent simply on obtaining legal protection for our software products and technology.
Instead, we believe that the success of our business depends primarily on our ability to maintain a
leadership position in developing our proprietary software products, technology, information, processes
and know-how. Nevertheless, we attempt to protect our intellectual property rights with respect to our
products and development processes through trademark, copyright and patent registrations, both foreign
and domestic, whenever appropriate as part of our ongoing research and development activities.
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Employees

As of September 8, 2006, we had a total of 1,292 full-time employees. Of this total, 690 were located in
the United States and 602 were located internationally. We have recently been making headcount
investments in lower cost areas, such as the Asia-Pacific region. None of our employees is represented by a
labor union, except that approximately 12 employees of Hyprotech UK Ltd belong to Prospect Union. We
have experienced no work stoppages and believe that our employee relations are good.

Item 1A. Risk Factors

INVESTING IN OUR COMMON STOCK INVOLVES A HIGH DEGREE OF RISK. YOU SHOULD
CAREFULLY CONSIDER THE RISKS AND UNCERTAINTIES DESCRIBED BELOW BEFORE
PURCHASING OUR COMMON STOCK. THE RISKS AND UNCERTAINTIES DESCRIBED BELOW
ARE NOT THE ONLY ONES FACING OUR COMPANY. ADDITIONAL RISKS AND UNCERTAINTIES
MAY ALSO IMPAIR OUR BUSINESS OPERATIONS. IF ANY OF THE FOLLOWING RISKS
ACTUALLY OCCUR, OUR BUSINESS, FINANCIAL CONDITION OR RESULTS OF OPERATIONS
WOULD LIKELY SUFFER. IN THAT CASE, THE TRADING PRICE OF OUR COMMON STOCK
COULD FALL, AND YOU MAY LOSE ALL OR PART OF THE MONEY YOU PAID TO BUY OUR
COMMON STOCK.

Risks Related to our Business

Fluctuations in our quarterly revenues, operating results and cash flow may cause the market price of our
common stock to fall.

Our revenues, operating results and cash flow have fluctuated in the past and may fluctuate
significantly in the future as a result of a variety of factors, many of which are outside of our control,
including:

¢ demand for our products and services;

e our customers’ purchasing patterns;

e the length of our sales cycle;

e changes in the mix of our license revenues and service revenues;

e the timing of introductions of new solutions and enhancements by us and our competitors;

e scasonal weakness in the first quarter of each fiscal year (which for us is the quarter ended
September 30), primarily caused by a slowdown in business in some of our international markets;

e the timing of our investments in new product development;
¢ the mix of domestic and international sales;
e changes in our operating expenses; and

e fluctuating economic conditions, particularly as they affect companies in the oil and gas, chemicals,
petrochemicals and petroleum industries.

We ship software products within a short period after receipt of an order and typically do not have a
material backlog of unfilled orders for software products. Consequently, revenues from software licenses in
any quarter are substantially dependent on orders booked and shipped in that quarter. Historically, a
majority of each quarter’s revenues from software licenses has come from license agreements that have
been entered into in the final weeks of the quarter. Therefore, even a short delay in the consummation of
an agreement may cause our revenues to fall below expectations of public market analysts and investors for
that quarter.
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Since our expense levels are based in part on anticipated revenues, we may be unable to adjust our
spending quickly enough to compensate for any revenue shortfall and any revenue shortfall would likely
have a disproportionately adverse effect on our operating results. We expect that the factors listed above
will continue to affect our operating results for the foreseeable future. Because of the factors listed above,
we believe that period-to-period comparisons of our operating results are not necessarily meaningful and
should not be relied upon as indications of future performance.

Term license renewal negotiations may be difficult and more time consuming than negotiations for
new licenses. Moreover, customers may choose not to renew term licenses, resulting in reduced revenue to
us. In addition, customers may wish to negotiate renewals of term licenses on terms and conditions that
require us to change the way we recognize revenue under our existing revenue recognition practices at the
time of such renewal with such customers. Any such changes could result in a material adverse effect on
our results.

If, due to one or more of the foregoing factors or an unanticipated cause, our operating results fail to
meet the expectations of public market analysts and investors in a future quarter, the market price of our
common stock would likely decline.

Our lengthy sales cycle makes it difficult to predict quarterly revenue levels and operating results.

Because license and implementation fees for our software products are substantial and the decision to
purchase our products typically involves members of our customers’ senior management, the sales process
for our solutions is lengthy and can exceed one year. Accordingly, the timing of our license revenues is
difficult to predict, and the delay of an order could cause our quarterly revenues to fall substantially below
our expectations and those of public market analysts and investors. Moreover, to the extent that we
succeed in shifting customer purchases away from individual software products and toward more costly
integrated suites of software and services, our sales cycle may lengthen, which could increase the likelihood
of delays and cause the effect of a delay to become more pronounced. Delays in sales could cause
significant shortfalls in our revenues and operating results for any particular period.

We derive a majority of our total revenues from customers in the oil and gas, chemicals, petrochemicals and
petroleum industries, which are highly cyclical, and our operating results may suffer if these industries experience
an economic downturn.

We derive a majority of our total revenues from companies in the oil and gas, chemicals,
petrochemicals and petroleum industries. Accordingly, our future success depends upon the continued
demand for manufacturing optimization software and services by companies in these process
manufacturing industries. The oil and gas, chemicals, petrochemicals and petroleum industries are highly
cyclical and highly reactive to the price of oil, as well as general economic conditions. In the past,
worldwide economic downturns and pricing pressures experienced by oil and gas, chemical, petrochemical
and petroleum companies have led to consolidations and reorganizations. These downturns, pricing
pressures and restructurings have caused delays and reductions in capital and operating expenditures by
many of these companies. These delays and reductions have reduced demand for products and services like
ours. A recurrence of these industry patterns, as well as general domestic and foreign economic conditions
and other factors that reduce spending by companies in these industries, could harm our operating results
in the future.
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We have identified four material weaknesses in our internal control over financial reporting as of June 30, 2006
that, if not remedied effectively, could result in material misstatements in our financial statements for future
periods.

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting for our company, as defined in Rule 13a-15(f) or 15d-15(f) promulgated under the
Securities Exchange Act of 1934, as amended, which we refer to as the Exchange Act. Our management
assessed the effectiveness of our internal control over financial reporting as of June 30, 2006 and identified
four material weaknesses. A material weakness is defined by the Public Company Accounting Oversight
Board (United States) as a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the annual or interim financial statements
will not be prevented or detected. A significant deficiency is a control deficiency, or combination of control
deficiencies, that results in more than a remote likelihood that a misstatement of the financial statements
that is more than inconsequential will not be prevented or detected. A control deficiency exists when the
design or operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect misstatements on a timely basis.

The material weaknesses identified by management as of June 30, 2006 consisted of:
e inadequate and ineffective controls over the periodic financial close process;

e ineffective and inadequate controls in the accounts receivable function over the process to record
customer invoice payments timely and accurately;

e inadequate and ineffective controls over the accounting for income taxes; and
e inadequate and ineffective controls over accrual of goods and services received.

For further information about these material weaknesses, please see “Management’s Report on
Internal Control over Financial Reporting.” Because of these material weaknesses, our management
concluded, as of June 30, 2006, that our internal control over financial reporting was not effective based on
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal
Control-Integrated Framework.

We are implementing remedial measures designed to address the material weaknesses identified as of
June 30, 2006. If these remedial initiatives are insufficient to address the four identified material
weaknesses, or if additional material weaknesses or significant deficiencies in our internal control are
discovered in the future, we may fail to meet our future reporting obligations on a timely basis, our
financial statements may contain material misstatements, our operating results may be harmed, we may be
subject to class action litigation, and our common stock may be delisted from the Nasdaq Global Market.
For example, material weaknesses that remain unremediated could result in material post-closing
adjustments in future financial statements. Any failure to address the identified material weaknesses or any
additional material weaknesses or significant deficiencies in our internal control could also adversely affect
the results of the periodic management evaluations regarding the effectiveness of our “internal control
over financial reporting” that are required to be included in our Annual Reports on Form 10-K. Internal
control deficiencies could also cause investors to lose confidence in our reported financial information. We
can give no assurance that the measures we have taken to date or any future measures will remediate the
material weaknesses identified or that any additional material weaknesses will not arise in the future due to
a failure to implement and maintain adequate internal control over financial reporting or circumvention of
these controls. In addition, even if we are successful in strengthening our controls and procedures, those
controls and procedures may not be adequate to prevent or identify irregularities or facilitate the fair
presentation of our financial statements or SEC reports.
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We face risks related to securities litigation and investigations that could have a material adverse effect on our
business, financial condition and results of operations.

On October 27, 2004, we announced that the audit committee of our board of directors had
commenced an investigation into accounting for certain software license and service agreement
transactions in fiscal 2000 to 2002 (and, later, fiscal 2000 to 2004) time frame. Following this
announcement, we and certain of our current and former officers and directors were named defendants in
securities class action and derivative lawsuits filed in Massachusetts federal district court, alleging
violations of the Exchange Act and claiming material misstatements concerning our financial condition and
results. On March 6, 2006, the court granted final approval of a $5.6 million settlement with the class.
Pursuant to the terms of the Class action settlement, we paid $1.9 million and our insurance carrier paid
$3.7 million into the settlement fund.

Members of the class representing 1,457,969 shares of common stock, or less than 1% of the shares
putatively purchased during the class action period, have opted out of this settlement and may choose to
initiate their own legal actions against us actions. To date, state law claims, which we refer to as opt out
claims, including claims of fraud, statutory treble damages, deceptive practices, and/ or rescissory damages
liability, based on the restated results of one or more fiscal periods included in the restated financial
statements referenced in the Class Action, have been filed against us in Massachusetts Superior Court.
Defending against litigation requires significant attention and resources of management and may result in
losses and damages that may have a material adverse effect on our business. Regardless of the outcome,
such litigation and investigation have resulted in the past, and may continue to result in the future, in
significant legal expenses and may cause our customers, employees and investors to lose confidence in our
company.

Also in October 2004, the audit committee advised the SEC and NASDAQ of its investigation and
provided them information as requested thereafter. On October 29, 2004, we announced that we had
received a subpoena from the U.S. Attorney’s Office for the Southern District of New York requesting
documents relating to transactions to which AspenTech was a party during the 2000 to 2002 time frame,
associated documents dating from January 1, 1999, and additional materials. On June 9, 2006, we
announced that we had received a “Wells Notice” letter from the SEC of possible civil enforcement action
regarding our originally filed financial statements for fiscal years 2000 through 2004, which we restated in
March 2005 following the conclusion of the audit committee’s review. In addition, on July 7, 2006, we
announced that three of our former executive officers had each received a Wells Notice letter regarding
the same matter.

We have cooperated fully with the subpoena requests and in the investigation by the U.S. Attorney’s
Office and the SEC. The investigation by the U.S. Attorney’s Office is ongoing in coordination with the
SEC. There is no assurance, however, that the investigation will not have a material adverse effect on our
financial condition.

We are required to advance legal fees (subject to undertakings of repayment if required) and may be
required to indemnify certain of our current or former directors and officers in connection with civil,
criminal or regulatory proceedings or actions, and such indemnification commitments may be costly. Our
director and officer liability insurance policies provide only limited liability protection relating to such
actions against us and certain of our officers and directors and may not cover director and officer
indemnification. If these policies do not adequately cover expenses and certain liabilities relating to any
proceeding or lawsuit, or if we are unable to achieve a favorable settlement thereof, our financial condition
could be materially harmed. Also, increased premiums could materially harm our financial results in future
periods. The inability to obtain coverage due to prohibitively expensive premiums would make it more
difficult to retain and attract officers and directors and expose us to potentially self-funding any potential
future liabilities ordinarily mitigated by director and officer liability insurance.
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On September 6, 2006, we announced that, in connection with the preparation of our financial
statements for the fiscal year ended June 30, 2006, a subcommittee composed of our independent directors
was appointed to review our accounting treatment for stock option grants in prior years and that we would
restate our financial statements for certain prior fiscal years. Defending against potential litigation relating
to the restatement of our consolidated financial statements would likely require significant attention and
resources of management. The review will result in, and any potential litigation could result in, significant
legal expenses and may cause our customers, employees and investors to lose confidence in our company.
We are currently unable to estimate the amount of the loss, if any, that may result from resolution of these
matters, but their outcome could have a material adverse effect on our financial position or results of
operations.

New accounting standards or interpretations of existing accounting standards could adversely affect our operating
results.

Generally accepted accounting principles, or GAAP, in the United States are subject to interpretation
by the Financial Accounting Standards Board, the American Institute of Certified Public Accountants, the
SEC and various bodies formed to promulgate and interpret appropriate accounting principles. A change
in these principles or interpretations could have a significant effect on our reported financial results, and
could affect the reporting of transactions completed before the announcement of a change.

For example, we recognize software license revenue in accordance with SOP 97-2, as amended by
SOP 98-4 and SOP 98-9, and in accordance with SOP 81-1. The accounting profession continues to discuss
certain provisions of relevant accounting literature with the objective of providing additional guidance on
potential interpretations related to software revenue recognition and “multiple element arrangements” in
which a single contract includes a software license, a maintenance services agreement and/or other
“elements” that are bundled together in a total offering to the customer. These discussions and the
issuance of interpretations, once finalized, could lead to unanticipated changes in our current revenue
accounting practices, which could change the timing of revenue recognition.

Certain factors have in the past and may in the future cause us to defer recognition for license fees
beyond delivery, such as the inclusion of material non-standard terms in our licensing agreements. Because
of these factors and other specific requirements under US GAAP for software revenue recognition, we
must have very precise terms in our software arrangements in order to recognize revenue when we initially
deliver software or perform services. Negotiation of mutually acceptable terms and conditions can extend
our sales cycle, and we may accept terms and conditions that do not permit revenue recognition at the time
of delivery.

We face increased competition and continuing obligations as a result of the sale of our operator training business
and Hyprotech intellectual property to Honeywell and the settlement of proceedings with KBC Advanced
Technologies, which could cause us to lose market share and otherwise harm our operating results.

As a result of the consent decree we entered into with the Federal Trade Commission, or FTC, and
the related transactions with Honeywell and Bentley Systems, we transferred our AXSYS product line, our
operator training business, and rights to the intellectual property of the Hyprotech product line. The ability
of Honeywell to compete against our Hyprotech engineering products, the loss of our operator training
business, the ability of Bentley Systems to compete against our Zyqad product line, and the increased costs
of our support obligations to Honeywell under the two year support agreement may have a material
adverse effect on our operations. The Hyprotech engineering products are material to our current business
and strategy, and any decrease in our revenues from these products may have a material adverse impact on
our results of operations. Because Honeywell may license the Hyprotech engineering products on more
favorable terms than we may offer, sell the Hyprotech engineering products to companies that are
customers of both Honeywell and us, and bundle the Hyprotech engineering products with its other
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products for the process industries, Honeywell may harm our ability to compete in the marketplace,
including our ability to negotiate license renewals with our current customers. We have continuing
obligations to Honeywell under our support arrangements with Honeywell and the FTC consent decree
relating to the Hyprotech engineering products, which require significant resources and the attention of
management.

We are also subject to ongoing compliance obligations under the FTC consent decree and to
subpoenas and other requests for information and documents from the FTC related to whether we have
complied with the FTC consent decree. Ensuring our continued compliance with the FTC consent decree
may subject us to increased legal fees and other expenses and obligations. If the FTC were to determine
that we have not complied with our obligations under the consent decree, such determination could have a
material adverse impact on our business and financial condition.

As part of our settlement with KBC Advanced Technologies, we agreed to recognize KBC’s right to
develop, market and license HYSYS.Refinery, KBC’s refinery-wide simulation product which competes
with our refinery-wide simulation product, Aspen RefSYS. As a result of this settlement, we may
encounter increased competition from KBC, which could decrease our market share and our revenues.

In addition, our markets in general are highly competitive. Our engineering software competes with
products of other businesses such as ABB, Chemstations, Honeywell, KBC, Shell Global Solutions,
Simulation Sciences (a division of Invensys), and WinSim (formerly ChemShare). Our plant operations
software competes with products of companies such as ABB, Honeywell, Invensys, Rockwell, Siemens and
components of SAP’s offering. Our supply chain management software competes with products of
companies such as Honeywell, i2 Technologies, Manugistics (a subsidiary of JDA Software Group), Infor
and components of SAP’s supply chain offering. As we expand our engineering solutions into other
markets we may face competition from companies that we have not typically competed against in the past
or competition from companies in areas where we have not competed in the past, such as ABB, Agile,
EDS, Honeywell, Invensys, Parametric Technology, SAP and Siemens. We also face competition in all
areas of our business from large companies in the process industries that have internally developed their
own proprietary software solutions.

Many of our competitors have greater financial, marketing and other resources than we have. In
addition, many of our competitors have established, and may in the future continue to establish,
cooperative relationships with third parties to improve their product offerings and to increase the
availability of their products to the marketplace. In addition, competitors may make strategic acquisitions
to increase their ability to gain market share or improve the quality or marketability of their products.
These cooperative relationships and strategic acquisitions could reduce our market share, require us to
lower our prices, or both. Increased competition may result in price reductions, reduced profitability and
loss of market share. We cannot assure you that we will be able to compete successfully against existing or
future competitors.

If economic conditions and the markets for our products do not continue to improve, sales of our product lines,
particularly our manufacturing/supply chain product suites, will be adversely affected.

Adverse changes in the economy and global economic and political uncertainty have previously caused
delays and reductions in information technology spending by our customers and a consequent
deterioration of the markets for our products and services, particularly our manufacturing/supply chain
product suites. If adverse economic conditions worsen or do not continue to improve, we will experience
further reductions, delays, and postponements of customer purchases that will negatively impact our
revenue and operating results. If economic and political conditions and the market for our products do not
continue to improve and our revenues decline, our business could be harmed, and we may not be able to
further reduce our costs to align them with these decreased revenues.
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If we do not continue to make the technological advances required by the marketplace, our business could be
seriously harmed.

Enterprises are requiring their application software vendors to provide greater levels of functionality
and broader product offerings. Moreover, competitors continue to make rapid technological advances in
computer hardware and software technology and frequently introduce new products, services and
enhancements. We must continue to enhance our current product line and develop and introduce new
products and services that keep pace with increasingly sophisticated customer requirements and the
technological developments of our competitors. Our business and operating results could suffer if we
cannot successfully respond to the technological advances of others or if our new products or product
enhancements and services do not achieve market acceptance.

Under our business plan, we are investing significantly in the development of new business process
products that are intended to anticipate and meet the emerging needs of our target markets. We are
implementing a product strategy that unify our software solutions under the aspenONE brand with
differentiated aspen ONE vertical solutions targeted at specific process industries. We cannot assure you
that our product strategy will result in products that will meet market needs and achieve significant market
acceptance.

If we are unable to successfully market our products to senior executives of potential customers, our revenue
growth may be limited.

With the development of our integrated aspenONE solutions, we frequently must focus on selling the
strategic value of our technology to the highest executive levels of customer organizations, typically the
chief executive officer, chief financial officer or chief information officer. If we are not successful at selling
and marketing to senior executives, our revenue growth and operating results could be materially and
adversely affected.

If we are unable to develop or maintain strategic alliance relationships, our revenue growth may be harmed.

An element of our growth strategy is to establish strategic alliances with a selected third-party systems
integrators that market and integrate our products. If our current systems integrators terminate their
existing relationships with us, or if we do not adequately train a sufficient number of other systems
integrators, or if potential systems integrators focus their efforts on integrating or co-selling competing
products to the process industries, our future revenue growth could be limited and our operating results
could be materially and adversely affected. If our systems integrators fail to implement our solutions for
our customers properly, the reputations of our products and services and our company could be harmed
and we might be subject to claims by our customers. We intend to continue to establish business
relationships with technology companies to accelerate the development and marketing of our products and
services. To the extent that we are unsuccessful in maintaining our existing relationships and developing
new relationships, our revenue growth may be materially and adversely affected.

We may suffer losses on fixed-price engagements.

We derive a substantial portion of our total revenues from service engagements and a significant
percentage of these engagements have been undertaken on a fixed-price basis. Under these fixed-price
engagements, we bear the risk of cost overruns and inflation, and as a result, any of these engagements
may be unprofitable. In the past, we have had cost overruns on fixed-price service engagements. In
addition, to the extent that we are successful in shifting customer purchases to our integrated suites of
software and services and we price those engagements on a fixed-price basis, the size of our fixed-price
engagements may increase, which could cause the impact of an unprofitable fixed-price engagement to
have a more pronounced impact on our operating results.
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Our business may suffer if we fail to address the challenges associated with international operations.

We derived approximately 60% of our total revenues from customers outside the United States in the
fiscal years ended June 30, 2005 and 2006. We anticipate that revenues from customers outside the United
States will continue to account for a significant portion of our total revenues for the foreseeable future.
Our operations outside the United States are subject to additional risks, including:

e unexpected changes in regulatory requirements, exchange rates, tariffs and other barriers;
e political and economic instability;
e less effective protection of intellectual property;

e difficulties in managing distributors and representatives and potential losses associated with
termination of such arrangements;

e difficulties in staffing and managing foreign subsidiary operations;
e difficulties and delays in translating products and product documentation into foreign languages;

e difficulties and delays in negotiating software licenses compliant with accounting revenue
recognition requirements in the United States;

e difficulties in collecting trade accounts receivable in other countries; and
e potentially adverse tax consequences.

The impact of future exchange rate fluctuations on our operating results cannot be accurately
predicted. In recent years, we have increased the extent to which we denominate arrangements with
international customers in the currencies of the countries in which the software or services are provided.
From time to time we have engaged in, and may continue to engage in, hedges of a significant portion of
installment contracts denominated in foreign currencies. Any hedging policies implemented by us may not
be successful, and the cost of these hedging techniques may have a significant negative impact on our
operating results.

We may not be able to protect our intellectual property rights, which could make us less competitive and cause us
to lose market share.

We regard our software as proprietary and rely on a combination of copyright, patent, trademark and
trade secret laws, license and confidentiality agreements, and software security measures to protect our
proprietary rights. We have registered or have applied to register several of our significant trademarks in
the United States and in certain other countries. We generally enter into non-disclosure agreements with
our employees and customers, and historically have restricted access to our software products’ source
codes, which we regard as proprietary information. In a few cases, we have provided copies of the source
code for some of our products to customers solely for the purpose of special product customization and
have deposited copies of the source code for some of our products in third-party escrow accounts as
security for ongoing service and license obligations. In these cases, we rely on non-disclosure and other
contractual provisions to protect our proprietary rights.

The steps we have taken to protect our proprietary rights may not be adequate to deter
misappropriation of our technology or independent development by others of technologies that are
substantially equivalent or superior to our technology. Any misappropriation of our technology or
development of competitive technologies could harm our business, and could force us to incur substantial
costs in protecting and enforcing our intellectual property rights. The laws of some countries in which our
products are licensed do not protect our products and intellectual property rights to the same extent as the
laws of the United States.

22



Third-party claims that we infringe upon the intellectual property rights of others may be costly to defend or settle
and could damage our business.

We cannot be certain that our software and services do not infringe issued patents, copyrights,
trademarks or other intellectual property rights of third parties. Litigation regarding intellectual property
rights is common in the software industry, and we may be subject to legal proceedings and claims from
time to time, including claims of alleged infringement of intellectual property rights of third parties by us
or our licensees concerning their use of our software products and integration technologies and services.
Although we believe that our intellectual property rights are sufficient to allow us to market our software
without incurring liability to third parties, third parties may bring claims of infringement against us.
Because our software is integrated with our customers’ networks and business processes, as well as other
software applications, third parties may bring claims of infringement against us, as well as our customers
and other software suppliers, if the cause of the alleged infringement cannot easily be determined. Such
claims may be with or without merit. Claims of alleged infringement may have a material adverse effect on
our business and may discourage potential customers from doing business with us on acceptable terms, if at
all. Defending against claims of infringement may be time-consuming and may result in substantial costs
and diversion of resources, including our management’s attention to our business. Furthermore, a party
making an infringement claim could secure a judgment that requires us to pay substantial damages. A
judgment could also include an injunction or other court order that could prevent us from selling our
software or require that we re-engineer some or all of our products. Claims of intellectual property
infringement also might require us to enter costly royalty or license agreements. We may be unable,
however, to obtain royalty or license agreements on terms acceptable to us or at all. Our business,
operating results and financial condition could be harmed significantly if any of these events occurred, and
the price of our common stock could be adversely affected. Furthermore, former employers of our current
and future employees may assert that our employees have improperly disclosed confidential or proprietary
information to us. In addition, we have agreed, and may agree in the future, to indemnify certain of our
customers against claims that our software infringes upon the intellectual property rights of others. We
could incur substantial costs in defending ourselves and our customers against infringement claims. In the
event of a claim of infringement, we, as well as our customers, may be required to obtain one or more
licenses from third parties, which may not be available on acceptable terms, if at all. Defense of any lawsuit
or failure to obtain any such required licenses could harm our business, operating results and financial
condition and the price of our common stock. In addition, although we carry general liability insurance,
our current insurance coverage may not apply to, and likely would not protect us from, all liability that may
be imposed under these types of claims.

Because some of our software products incorporate technology licensed from, or provided by, third parties, the loss
of our right to use that technology or defects in that third party technology could harm our business.

Some of our software products contain technology that is licensed from, or provided by, third parties.
Any significant interruption in the supply or support of any such third-party software could adversely affect
our sales, unless and until we can replace the functionality provided by the third-party software. Because
some of our software incorporates software developed and maintained by third parties, we depend on
these third parties to deliver and support reliable products, enhance our current software, develop new
software on a timely and cost-effective basis and respond to emerging industry standards and other
technological changes. In other instances we provide third-party software with our current software, and
we depend on these third parties to deliver reliable products, provide underlying product support and
respond to emerging industry standards and other technological changes. The failure of these third parties
to meet these criteria could harm our business.
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Our software is complex and may contain undetected errors.

Like many other complex software products, our software has on occasion contained undetected
errors or “bugs.” Because new releases of our software products are initially installed only by a selected
group of customers, any errors or “bugs” in those new releases may not be detected for a number of
months after the delivery of the software. These errors could result in loss of customers, harm to our
reputation, adverse publicity, loss of revenues, delay in market acceptance, diversion of development
resources, increased insurance costs or claims against us by customers.

We may be subject to significant expenses and damages because of liability claims.

The sale and implementation of certain of our software products and services, particularly in the areas
of advanced process control and optimization, entail the risk of product liability claims and associated
damages. Our software products and services are often integrated with our customers’ networks and
software applications and are used in the design, operation and management of manufacturing processes
at large facilities, often for mission critical applications. Any errors, defects, performance problems or
other failure of our software could result in significant liability to us for damages or for violations of
environmental, safety and other laws and regulations. We are currently defending claims that our software
products and implementation services have failed to meet customer expectations, and our software
products and implementation services could continue to give rise to warranty and other claims. Our
agreements with our customers generally contain provisions designed to limit our exposure to potential
product liability claims. It is possible, however, that the limitation of liability provisions in our agreements
may not be effective as a result of federal, foreign, state or local laws or ordinances or unfavorable judicial
decisions. A substantial product liability judgment against us could materially and adversely harm our
operating results and financial condition. Also, even if our software is not at fault, a product liability claim
brought against us could be time consuming, costly to defend and harmful to our operations. In addition,
although we carry general liability insurance, our current insurance coverage may be insufficient to protect
us from all liability that may be imposed under these types of claims.

Implementation of our products can be difficult and time-consuming, and customers may be unable to implement
our products successfully or otherwise achieve the benefits attributable to our products.

Our products are intended to work with complex business processes. Some of our software, such as
customized scheduling applications and integrated supply chain products, must integrate with the existing
computer systems and software programs of our customers. This can be complex, time-consuming and
expensive. As a result, some customers may have difficulty in implementing or be unable to implement
these products successfully or otherwise achieve the benefits attributable to these products. Customers may
also make claims against us relating to the functionality, performance or implementation of this software.
Delayed or ineffective implementation of the software products or related services may limit our ability to
expand our revenues and may result in customer dissatisfaction, harm to our reputation and may result in
customer unwillingness to pay the fees associated with these products.

If we are not successful in attracting and retaining management team members and other highly qualified
individuals in our industry, we may not be able to successfully implement our business strategy.

Our ability to establish and maintain a position of technology leadership in the highly competitive
software market depends in large part upon our ability to attract and retain highly qualified managerial,
sales and technical personnel. We have recently had a number of changes in our senior management,
including the hiring of a new chief financial officer in September 2006. In addition, several of our executive
officers have not entered into employment agreements with us. In the future, we may experience the
departure of senior executives due to competition for talent from start-ups and other companies.
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Our future success depends on a continued, successful management transition and will also depend on
our continuing to attract, retain and motivate highly skilled employees. Competition for employees in our
industry is intense. We may be unable to retain our key employees or attract, assimilate or retain other
highly qualified employees in the future. We have from time to time in the past experienced, and we expect
to continue to experience in the future, difficulty in hiring and retaining highly skilled employees with
appropriate qualifications.

Recently enacted and proposed changes in securities laws and regulations may increase our costs.

The Sarbanes-Oxley Act, which became law in July 2002, and new rules subsequently implemented by
the SEC and the Nasdaq Global Market have imposed various new requirements on public companies,
including requiring changes in corporate governance practices. Our management and other personnel will
need to continue to devote a substantial amount of time to these new compliance initiatives. Moreover,
these rules and regulations have increased our annual legal and financial compliance costs, have made
some activities more time-consuming and costly, and could expose us to additional liability. We incurred
approximately $1.1 million in Sarbanes-Oxley related expenses in our fiscal year ended June 30, 2006, and
we expect to continue to incur significant Sarbanes-Oxley related expenses for the foreseeable future. In
addition, these rules and regulations may make retention and recruitment of qualified persons to serve on
our board of directors or executive management more difficult. We continue to evaluate and monitor
regulatory and legislative developments and cannot reliably estimate the timing or magnitude of all costs
we may incur as a result of the Sarbanes-Oxley Act or other related legislation or regulation.

Risks Related to our Common Stock
Our common stock may experience substantial price and volume fluctuations.

The equity markets have from time to time experienced extreme price and volume fluctuations,
particularly in the high technology sector, and those fluctuations have often been unrelated to the
operating performance of particular companies. In addition, factors such as our financial performance,
announcements of technological innovations or new products by us or our competitors, as well as market
conditions in the computer software or hardware industries, may have a significant impact on the market
price of our common stock.

In the past, following periods of volatility in the market price of a public company’s securities,
securities class action litigation has often been instituted against companies. In March 2006, we settled a
putative class action lawsuit that was pending against us in U.S. District Court, District of Massachusetts,
as described under “We face risks related to securities litigation and investigations that could have a
material adverse effect on our business, financial condition and results of operations.” To date, state law
claims, which we refer to as opt out claims, including claims of fraud, statutory treble damages, deceptive
practices, and/ or rescissory damages liability, based on the restated results of one or more fiscal periods
included in the restated financial statements referenced in the Class Action, have been filed against us in
Massachusetts Superior Court. This type of litigation could result in substantial liability and costs and
divert management’s attention and resources.

Our common stockholders may experience further dilution as a result of provisions contained in our outstanding
Series D preferred and warrants.

The terms of our outstanding securities may result in substantial dilution to existing common
stockholders. In August 2003, we issued 300,300 shares of Series D-1 preferred and delivered cash and
63,064 shares of Series D-2 preferred in consideration for the surrender of all of our outstanding Series B
preferred. Each share of our Series D preferred is currently convertible, at the holder’s option, into
100 shares of our common stock and may be converted into additional shares of our common stock upon
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certain events as a result of antidilution provisions in our charter. In addition, we issued the WD warrants
and exchanged existing warrants to purchase 791,044 shares of common stock for the WB warrants. The
WD warrants and WB warrants are currently exercisable for an aggregate of 2,052,324 shares of our
common stock and may be converted into additional shares upon certain events as a result of antidilution
provisions in the warrants. The Series D preferred, together with the WD warrants and WB warrants, were
issued to several investment partnerships managed by Advent International Corporation and to holders of
our Series B preferred.

In addition to the Series D preferred and the WD and WB warrants, we currently have additional
warrants outstanding that are exercisable to purchase 1,023,474 shares of common stock at an exercise
price of $9.76 per share. Our common stockholders would be subject to substantial dilution if the Series D
preferred is converted into common stock or if our outstanding warrants are exercised for common stock.

Each share of Series D preferred is entitled to a cuamulative dividend of 8.0% of the stated value per
share of such Series D preferred per year, payable at the discretion of the board of directors or upon
conversion of the Series D preferred to common stock or redemption of the Series D preferred.
Accumulated dividends, when and if declared by our board, could be paid in cash or, subject to specified
conditions, common stock. If we elect to pay dividends in shares of common stock, we will issue a number
of shares of common stock equal to the quotient obtained by dividing the dividend payment by the volume
weighted average of the sale prices of the common stock on the Nasdaq Global Market for 20 consecutive
trading days, ending on the fourth trading day prior to the required dividend payment date.

We are obligated to register for public sale shares of common stock issuable pursuant to our outstanding Series D
preferred and warrants, and sales of those shares may result in a decrease in the price of our common stock.

We have granted rights to require that we register under the Securities Act the shares of common
stock issuable upon the conversion of, or as dividends on, the Series D preferred and upon the exercise of
either the WB warrants or WD warrants:

e Series D-1 preferred. The holders of the Series D-1 preferred have the right to demand that we file
on their behalf up to four registration statements covering shares of common stock issuable upon
(a) conversion of the Series D-1 preferred and (b) exercise of the WD warrants issued to the
holders of the Series D-1 preferred. In May 2006, we received a demand letter from the Series D-1
preferred holders, in accordance with the terms of their investor rights agreement with us,
requesting the registration of all of the shares of common stock into which their shares of
Series D-1 preferred are convertible and their WD warrants are exercisable in an underwritten
public offering. As of September 8, 2006, the total number of shares of common stock that would be
covered by this registration demand letter is approximately 31,499,336. We are continuing to discuss
this letter with our professional advisors and the Series D-1 preferred holders.

e Series D-2 preferred. 'We previously filed a registration statement that covers all of the shares of
common stock issuable upon (a) conversion of the Series D-2 preferred and (b) exercise of the WB
and WD warrants issued to the initial holders of the Series D-2 preferred.

In addition, to the extent we elect to pay dividends on the Series D preferred in shares of our common
stock, we are required to register such shares.

Any sale of common stock into the public market by the holders of the Series D preferred pursuant to
a registration statement could cause a decline in the trading price of our common stock.
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We may need to raise capital in the future and may not be able to secure adequate funds on terms acceptable to us
orat all.

We expect that our current cash balances, cash-equivalents, short-term investments, proceeds from
the anticipated sale of installment contracts, funds available under our bank line of credit, and cash flows
from operations will be sufficient to meet our working capital and capital expenditure requirements for at
least the next twelve months. We may need to obtain additional financing thereafter or earlier, however, if
our current plans and projections prove to be inaccurate or our expected cash flows prove to be insufficient
to fund our operations because of lower-than-expected revenues, fewer sales of installment contracts,
unanticipated expenses, including those related to the class action lawsuits or their outcome or settlement,
or other unforeseen difficulties.

Our sales of receivables are an important part of our cash management program. We currently have
arrangements to sell long-term contracts to three financial institutions, General Electric Capital
Corporation, Bank of America and Silicon Valley Bank. These contracts represent amounts due over the
life of existing term licenses. Under the three arrangements, we sold installments receivable of
$23.5 million and $77.1 million during the three and twelve months ended June 30, 2006, respectively.
During the fiscal year ended June 30, 2006, our installments receivable balance increased to $47.8 million
at June 30, 2006 from $23.8 million at June 30, 2005. Our ability to continue these arrangements or replace
them with similar arrangements is important to maintain adequate funding. If there is insufficient interest
from third parties in purchasing our installments receivable contracts, our ability to generate cash required
to meet our financial obligations may be impaired. If we cannot generate sufficient cash to meet these
obligations through the sales of our installments receivable contracts, we may be required to incur
additional indebtedness or raise additional capital.

Our ability to obtain additional financing will depend on a number of factors, including market
conditions, our operating performance and investor interest. These factors may make the timing, amount,
terms and conditions of any financing unattractive. If adequate funds are not available or are not available
on acceptable terms, we may have to forego strategic acquisitions or investments, reduce or defer our
development activities, or delay our introduction of new products and services. Any of these actions may
seriously harm our business and operating results.

The holders of our Series D preferred and WB and WD warrants own a substantial portion of our capital stock
that may afford them significant influence over our affairs.

As of September 8, 2006, the Series D preferred (as converted to common stock) represented 37.4%
of our outstanding common stock and the WB and WD warrants were exercisable for a number of shares
representing 2.3% of our outstanding common stock (ignoring certain limitations on the ability to convert
such shares or exercise such warrants). As a result, the holders of the Series D preferred and the WB and
WD warrants, if acting together, would have the ability to delay or prevent a change in control of our
company that may be favored by other stockholders and otherwise exercise significant influence over all
corporate actions requiring stockholder approval, irrespective of how our other stockholders may vote,
including:

e any amendment of our certificate of incorporation or bylaws;

o the approval of some mergers and other significant corporate transactions, including a sale of
substantially all of our assets; or

e the defeat of any non-negotiated takeover attempt that might otherwise benefit the public
stockholders.
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In addition, the holders of the Series D-1 preferred have elected three of our non-employee board
members. Accordingly, the holders of our Series D-1 preferred may be able to exert substantial influence
over matters submitted for board approval.

Our corporate documents and provisions of Delaware law may prevent a change in control or management that
stockholders may consider desirable.

Section 203 of the Delaware General Corporation Law and our charter and by-laws contain provisions
that might enable our management to resist a takeover of our company. These provisions could have the
effect of delaying, deferring, or preventing a change in control of our company or a change in our
management that stockholders may consider favorable or beneficial. These provisions could also
discourage proxy contests and make it more difficult for you and other stockholders to elect directors and
take other corporate actions. These provisions could also limit the price that investors might be willing to
pay in the future for shares of our common stock.

Item 1B. Unresolved Staff Comments
Not Applicable.

Item 2.  Properties

Our principal offices occupy approximately 110,000 square feet of office space in Cambridge,
Massachusetts. The lease of this office space expires on September 30, 2012. We have agreements to
sublease approximately 40,000 square feet of this space that expire throughout 2012. We are actively
seeking to sublease an additional 7,000 square feet of this space. We also lease space for our Houston,
Texas facilities. This lease encompasses approximately 90,000 square feet and expires in July 2016. We are
actively seeking to sublease approximately 23,000 square feet of this space. In addition to these two
facilities we and our subsidiaries also lease office space in Gaithersburg, Maryland; New Providence, New
Jersey; Bothell, Washington; Buenos Aires, Argentina; LaHulpe, Belgium; Sao Paulo, Brazil; Calgary,
Alberta, Canada; Beijing, China; Shanghai, China; Reading, England; Warrington, England; Dusseldorf,
Germany; Wiesbaden, Germany; Pune, India; Pisa, Italy; Tokyo, Japan; Kuala Lumpur, Malaysia; Mexico
City, Mexico; Best, The Netherlands; Singapore; Seoul, South Korea; Barcelona, Spain; and other
locations where additional sales and customer support offices are located. We believe that our existing and
planned facilities are adequate for our needs for the foreseeable future and that, if additional space is
needed, such space will be available on acceptable terms.

Item 3.  Legal Proceedings
U.S. Attorney’s Office Investigation and Wells Notice

In October 2004, the audit committee of our board of directors commenced a detailed investigation of
the accounting for certain software license and service agreement transactions entered into with certain
alliance partners and other customers during fiscal years 2000 through 2002 (and later, fiscal 2000 to 2004),
which investigation concluded in March 2005. On October 29, 2004, we announced that we had received a
subpoena from the U.S. Attorney’s Office for the Southern District of New York requesting documents
relating to transactions to which we were a party during the 2000 to 2002 time frame, associated documents
dating from January 1, 1999, and additional materials.

On June 9, 2006, we announced that we had received a “Wells Notice” letter from the SEC of possible
civil enforcement action regarding our originally filed financial statements for fiscal years 2000 through
2004, which we restated in March 2005 following the conclusion of the audit committee’s review. In
addition, on July 7, 2006, we announced that three of our former executive officers had each received a
Wells Notice letter regarding the same matter.
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We have cooperated fully with the subpoena requests and in the investigation by the U.S. Attorney’s
Office and the SEC. The investigation by the U.S. Attorney’s Office is ongoing in coordination with the
SEC, to which the audit committee had initially reported the initiation of the audit committee’s
investigation.

Class Action Suits

In November 2004, two putative class action lawsuits were filed against us in the United States District
Court for the District of Massachusetts, captioned, respectively, Fener v. Aspen Technology, Inc., et. al.,
Civil Action No. 04-12375 (D. Mass.) (filed Nov. 9, 2004) and Stockmaster v. Aspen Technology, Inc., et.
al., Civil Action No. 04-12387 (D. Mass.) (filed Nov. 10, 2004), which we refer to as the Class Actions. The
Class Actions allege, among other things, that we violated Section 10(b) of the Exchange Act and
Rule 10b-5 promulgated thereunder in connection with various statements about our financial condition
for fiscal years 2000 through 2004. On February 2, 2005, the Court consolidated the cases under the
caption Aspen Technology, Inc. Securities Litigation, Civil Action No. 04-12375 (D. Mass.), and appointed
The Operating Engineers and Construction Industry and Miscellaneous Pension Fund (Local 66) and City
of Roseville Employees’ Retirement System as lead plaintiff, purporting to represent a putative class of
persons who purchased our common stock between January 25, 2000 and October 29, 2004. On August 26,
2005, the plaintiffs filed a consolidated amended complaint containing allegations materially similar to the
prior complaints and expanding the class action period.

Following mediation, on November 16, 2005, we and the plaintiffs on behalf of putative class
members, defined to include all persons who purchased our common stock between October 29, 1999 and
March 15, 2005, inclusive, whom we refer to collectively as the Class, entered into a Stipulation and
Agreement of Compromise, Settlement and Release of Securities Action, which we refer to as the
Stipulation. The Stipulation was filed with the Court on the same date and provided, among other things,
for settlement and release of all direct and indirect claims of the Class concerning matters covered by the
Stipulation. On December 12, 2005, the Court granted preliminary approval of the settlement provided for
in the Stipulation. After notice to the Class and after the hearing, on March 6, 2006, the Court granted
final approval of the settlement, and the class action lawsuit was dismissed with prejudice. We entered into
the Stipulation to resolve the matter and without acknowledging any fault, liability or wrongdoing of any
kind. There has been no adverse determination by the Court against us or any of the other defendants in
the case.

Members of the Class who opted out of the settlement (representing 1,457,969 shares of common
stock, or less than 1% of the shares putatively purchased during the Class Action period) may bring their
own individual actions, which we refer to as Opt Out Claims. To date, state law Opt Out Claims, including
claims of fraud, statutory treble damages, deceptive practices, and/or rescissory damages liability, based on
the restated results of one or more fiscal periods included in the restated financial statements referenced in
the Class Action, have been filed in Massachusetts Superior Court. We have responded by motion to
dismiss on the grounds that the claims fail properly to state a claim. If not dismissed or settled on terms
acceptable to us, we plan to defend the Opt Out Claims vigorously.

Pursuant to the terms of the Class Action settlement, we paid $1.9 million and our insurance carrier
paid $3.7 million into a settlement fund for a total of $5.6 million. Our $1.9 million payment was recorded
in general and administrative expenses in the quarter ended September 30, 2005. All costs of preparing and
distributing notices to members of the Class and administration of the settlement, together with all fees
and expenses awarded to plaintiffs’ counsel and certain other expenses, will be paid out of the settlement
fund, which will be maintained by an escrow agent under the Court’s supervision.

On September 6, 2006, we also announced that, in connection with the preparation of financial
statements for the fiscal year ended June 30, 2006, a subcommittee of independent directors was appointed
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to review the company’s accounting treatment for stock option grants for prior years. Following that
announcement, we and certain of our officers and directors were named defendants in a purported federal
securities class action lawsuits filed in Massachusetts federal district court, alleging violations of the
Exchange Act and claiming material misstatements concerning our financial condition and results. In
response to our motion to dismiss the complaint, the parties stipulated to voluntarily dismissal of the
plaintiff’s claims with prejudice on September 26, 2006 without any payment by us. No claim was certified
prior to dismissal.

Derivative Action

On December 1, 2004, a putative derivative action lawsuit was filed as a related action to the first filed
of the Class Actions (described above) in the United States District Court for the District of
Massachusetts, captioned Caviness v. Evans, et al., Civil Action No. 04-12524 (D. Mass.), which we refer to
as the Derivative Action. The complaint, as subsequently amended, alleged, among other things, that our
former and current director and officer defendants caused us to issue false and misleading financial
statements, and brought derivative claims for the following: breach of fiduciary duty for insider trading;
breach of fiduciary duty; abuse of control; gross mismanagement; waste of corporate assets; and unjust
enrichment.

On August 18, 2005, the Court granted defendants’ motion to dismiss the Derivative Action for failure
of the plaintiff to make a pre-suit demand on our board of directors to take the actions referenced in the
Derivative Action complaint.

On April 12, 2005, we received a letter on behalf of another shareholder, demanding that our board of
directors take actions substantially similar to those referenced in the Derivative Action. On February 28,
2006, we received a letter on behalf of Mr. Caviness, demanding that we take actions referenced in the
Derivative Action complaint. Our board of directors responded to both of the foregoing letters that the
board has taken the letters under advisement pending further regulatory investigation developments,
which the board continues to monitor and with which we continue to cooperate. In its responses, the board
also requested confirmation of each person’s status as a stockholder of AspenTech, and, with respect to the
most recent letter, also referred the purported stockholder to the March 6, 2006 final approval of the
settlement of direct and indirect claims of the Class in the Class Actions.

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

None.
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PART II

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

Market Information

Our common stock is traded on the Nasdaq Global Market under the symbol “AZPN.” The following
table sets forth, for the periods indicated, the high and low sales prices per share of our common stock as
reported by the Nasdaq Global Market.

High Low

Fiscal 2005:

FAESt QUATTET .« .ttt ettt ettt e e e e e e e $ 740 $4.44
SeCONd QUATTET . .o\ttt ettt ettt e e 7.78 5.25
Third QUATTET. . ..\ttt et ettt e ettt e ettt e e 6.78 5.08
Fourth QUarter .. ... e e e 5.97 4.27
Fiscal 2006:

FIrst QUATTET . ..ottt ettt e e e e e e e e e e e e e e $ 635 $4.86
SeCONd QUATTET . .o\ttt ittt ettt et e 8.42 5.46
Third QUATTET. . . .\ttt ettt e e ettt et e e 13.72 7.90
Fourth QUarter . ...t e e et e e e 14.80 9.86
Holders

As of September 8, 2006, there were approximately 1,024 holders of our common stock.

Dividends

We have never declared or paid cash dividends on our common stock. We currently intend to retain
all of our earnings, if any, in the foreseeable future, except to the extent we pay quarterly dividends on our
preferred stock in cash. In addition, under the terms of our January 2003 loan arrangement with Silicon
Valley Bank, we are prohibited from paying any dividends on our stock, with the exception of dividends
paid in common stock or dividends on our preferred stock paid in cash, provided that we are not in default
under the loan arrangement. Any future determination relating to our dividend policy will be made at the
discretion of our board of directors and will depend on a number of factors, including our future earnings,
capital requirements, financial condition and future prospects and such other factors as the board of
directors may deem relevant.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table provides information about the securities authorized for issuance under our equity
compensation plans as of June 30, 2006:
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Equity Compensation Plan Information

A B) ©

Number of securities remaining

Number of securities to ~ Weighted-average available for future issuance
be issued upon exercise exercise price of under equity compensation
of outstanding options, outstanding options, plans (excluding securities
Plan category warrants and rights warrants and rights reflected in column (A)
Equity compensation plans approved
by security holders. ............... 9,460,449 $7.37 7,477,141
Equity compensation plans not
approved by security holders. ... ... — — —
Total........coviiii 9,460,449 $7.37 7,477,141

Amounts reflected in column (A) include an aggregate of 41,075 shares that are issuable upon
exercise of outstanding options that we assumed in connection with various acquisitions. The weighted
average exercise price of the excluded options is $10.83.

Equity compensation plans approved by security holders consist of our 1998 employee’s stock
purchase plan, our 1996 special stock option plan, our 2001 stock option plan and our 2005 stock incentive
plan.

The securities remaining available for future issuance under equity compensation plans approved by
our security holders consist of:

e 2,645,939 shares of common stock issuable under our 1998 employees’ stock purchase plan;
e 119,252 shares of common stock issuable under our 1996 special stock option plan;
e 786,950 shares of common stock issuable under our 2001 stock option plan;

e 3,925,000 shares of common stock issuable under our 2005 stock incentive plan, the adoption of
which was approved by our stockholders on May 26, 2005.

Each of the options outstanding under the 1996 special stock option plan, the 1988 non-qualified stock
option plan and our 2001 stock option plan have a term of ten years. Options issuable under the 2005 stock
incentive plan have a maximum term of seven years.

Recent Sales of Unregistered Securities

None.

32



TLL°ES 186 SLSOF 9L¥°3€ — 9L¥°3¢ 80€°TE — 30€TE
LT 18€°Th SLSOY 9L¥'8E — 9Ly°8€ 80€CE — 80€CE
900 $ (02 $ (80 $ (crv) § (o) $ (98¢) § (060 $§  (sg¢0) § (55T §
L0 § (07 § (80 $§ (1) § (o) § (98e) § (06 $§  (sc0) §  (sST) §
96T $ (zsg)$ (€S §  (6r88sD$ (k0§ (86e8r1)$  (T6L°€6) $ (rer' 1§ (86228) $
(ese's) (0SvpD) (85€°9) (¥81°6) — (#81°6) (10€9) — (10€9)
9pE 8T (pLLOL) (S50°62) (599°6¥1) (asy'or)  (p1ceer)  (16v°L8) (P6v°11) (L66°SL)
— — (15¢) (¥19) — (r19) (991) — (991)
(90L°8) (667°¢) (851°02) (190°1) 9 (9L0°1) (665°¢) — (665°¢)
T80°LT (SLT°L9) (95°8) (060°811) (99%°01) (eo'Ler)  (9zLe8) (P6¥°11) (zeTaL)
9.0°T (18%) 600°T (T19) (Lt (s61) (er' D) — (Fer'D)
— — — — — — (€26'9) — (€26°8)
(¢86) (0L1) (0¥6't) (zerL) — (zer's) (165°6) — (165°5)
P€0°S Y079 967°L 161°8 — 161°8 6079 — 6029
LT6°TT (828°89) (116°11) (Le8'8H1) (6v€°01) (88¥'8¢1)  (L66°EL) (P6¥°11) (€0529)
9S6'vL1  TOLTET LEVIIT SE6°€SE 8699 LETLYE ShP*SST €LEL TLO'SYT
868 PIEYT (6£8) (z9) — (o) (97€) — (€T3
— — — — — — 006¢1 — 0061
£66°C 096+C $80°0T oIy 9 080°TH PI6b1 — P61
— — L96 £YS°S01T — £75S01 — — —
916°TH LLT 6 LYEYE 69LT€ STIT PP9°6C 091°CE L8¥'T €L9°6T
6£T7Y 9LT'LY 11109 8€L°99 S6S°T £P1°69 61T°9L £v6°T 9LTVL
01048 SLT96 908°101 €62°801 YI¥'T 6L8°S01 869°L11 €v6°C SSLYPIL
€88°961  YLT'E9T 975'P0T 860°50T (159°¢) 6¥L°30C 87 18T (1er'y) 695681
L9£°96 0TL90T 026°LT1 880°TH1 18€°¢ LOL'LET PE6OPT 12Ty €18°9€T
— — 0ST°e YOLS — YOL'S 691°T — 691°T
0L0°L TITL 0LT'L 6178 — 61C'8 oS — To's
6V TL YPLTS €T8°101 6¥Z011 18€°¢ 898901 £68°TC1 121y TLLSIT
S08°91 $98°9T LLS'ST 9T6€1 — 916°cT 0€8°TT — 0€8°TT
0ST'€6T  166°69C 9PPTEE 98T°9p¢ (0L2) 95°9pg T8€TLE — T8€TTE
POSOrL  €LEOPL 96TFLL 01981 — 0T8I S00°98T — S00°98T
989TST$  T79°6CI$  OSI'SSTS  $80°T9T §  (0LD) §  $SETOT §  LLEIETS — s LLE9ETS
(eyep aaeys Jad 1dadxa ‘spuesnoy) uy)
(Mpaeysad (DpAeIsdy (Dpaessay (9 siwaunsnlpy pajsoday (7)pasersay (9)syudunsnipy parrodoy
sy sy sy A[snoiaaag sy A[snoiadag
SV SV
00T $007 007 €007 700C
¢Om w:-._—. papuy xeax

paIN[Iq—SuIpue)sino sareys a5eIoAr paIYSIom

oISeg—S3UIpPUERISINO SATRYS 9FBIOAR POIYSIOM

* *s10pJOY3o03s uowwod o3 d[qedrjdde areys 1od (ssof) swoour poynjigq

** SIOP[OYN00Is uowwod 03 dfqeordde areys 1od (ssof) swoour oseg

Tttt SIOPIOYYO0)s uowtod 03 A[qedrdde (ssof) awooug
Tttt DUQPIAIP PUE JUNOJSIP YO03S ParIdjaid JO uonaroy
............................................. ﬁmwo—v OEOUE~ uuz
Tttt gaIIURA JuIof woay sSurured ur by
...................................... SOXEB) SWODUI IO} UOISIAOI]
Tt gomuRA JUTOf WO s3uruIed

ur £31nba pue soxe) owoour (WoIJ 31jouaq) 10y uorsiaoid 91030q (SSOf) dwoduf

** *(sso) ure§ ofueyoxa Auarmd ugroro]

St SJUQWIISOAUT JO JJO-OILIM

........................................ asuodxo 1s010)U]

Tttt QUIOOUT JSQIAUL
++++ + suonerado woiy (Ssof) awoouy
sttt 061800 Sunjerado [el0],

sjasse Jo sjesodsip pue safes uo (ures) ssog
............... juowdo[oAdp pue yoIeasaI ssaoo1d-ur 10y sarey)
Tttt 61500 [BS9] DL PuB soSIeyd SuLnonnsoy
.............................. soSreyd juouwrredwr Josse PoAl-SUOT

Tttt QAIJRIISIUTWIPE PUR [BIQUID)

............................... HEOEQOE\,O—U pue goIeasayy

st GunoyIew pue Sulf[es
183800 SuneradQ
DR I I .H_.MOHQ wmo\—o

......................................... SONUIADI JO 150D [BIO,

S RN HGDE&OB\/O_U

aremyjos 10)ndwod pue J[qrdueiul paje[al A3o0[ouyd9) Jo judurreduwy
seoctet et e gosse oqISuelul paje[al A50[outod) JO UoIRZIIoWY

Sl O PUR GOTAIRS JO 1SO0)

....................................... SOSUODI] DIEMIJOS JO IS0

ISANUAAAI JO 180D

S ONUIOAST RO,

19710 puB 9JIAIAS

BRI 01 )| RS LT (41

ISONUIAY

:eje(] suonerad() Jo JUdWd)BIS PIJEPI[oSuo)

suonerad( Jo $)NSOY puk UOHIPUO)) [RIOURUL] JO SISA[RUY PUE UOISSNOSI(T S, JUSWFRURIA
¢/ WY, PUB ‘0J0IOY] SOJON PUE SJUSUIDIR)S [BIOUBUL] PIIBPI[OSUO)) 9 Y}M Uonoun(uod ur peal oq p[noys Bjep 9s9y [, ‘SIUaWIeI§
[e1ouRUL] POIBPIOSUO)) 03 SIJION A3 JO /] 9JION UI PISSNISIP SB SJUSUIAIL]S [BIOUBUIJ INO JO JUIWILISAI 9} SIOJ[JOI MO[3q [}10] J9S UOIIBULIOFUT
[BIOUBUIJ QU T, "SIUOWIOJR]S [RIOUBUIJ PIIBPI[OSUOD INO WOIJ PIALIIP USQ JARY BIBP [BIOUBUIJ PIJBPI[OSUOD PAJOI[AS SUIMO[OF YL,

DID(T [PIUDUL] PIPII]IS

'9 WY

33



June 30,
2002 2003 2004 2005
As Restated(2) As Restated(2) As Restated(1) As Restated(1) 2006
(In thousands)

Consolidated Balance Sheet

Data:
Cash and cash equivalents. . . .. $ 33,571 $ 51,567 $107,633 $ 68,149 $ 86,272
Working capital .............. 43,607 36,476 14,926 2,856 25,249
Totalassets.................. 537,840 373,525 350,850 242,494 274,238
Long-term obligations, less

current maturities . ......... 92,135 89,911 1,952 338 149
Redeemable convertible

preferred stock............. — 57,537 106,761 121,210 125,475
Total stockholders’ equity

(deficit) .....ooovviiit, 223,037 30,019 26,881 (51,617) (21,881)

(1) See Note 17 to the Notes to the Consolidated Financial Statements for a discussion of the
restatement.

(2) The restated amounts for these years are unaudited. The unaudited financial results for 1997 and
1998, which are not presented here, the unaudited financial results for 1999, 2000 and 2001, which are
presented below in condensed form, and the selected consolidated financial data for 2002 and 2003,
presented above, have been restated to reflect adjustments related to the restatement described in
Note 17 of the Notes to Consolidated Financial Statements. The restatement adjustments effecting
these periods primarily related to compensation expense associated with the stock option review, and
result in an increased loss applicable to common stockholders for the fiscal years ended June 30, 1997,
1998, 1999, 2000, 2001, 2002 and 2003 of $0.2 million, $1.5 million, $10.0 million, $7.0 million,
$10.4 million, $11.5 million and $10.5 million, respectively. In the consolidated financial statements for
the year ended June 30, 2004 these cumulative amounts are reflected as adjustments to the beginning
balances of the accumulated deficit of Stockholders’ Equity in the Statement of Stockholders’ Equity
(Deficit) and Comprehensive Income (Loss).

(3) The adjustments related to the year ended June 30, 2002 relate to compensation expense associated
with the stock option review. Of the adjustments related to the year ended June 30, 2003, $9.5 million
related to compensation expense associated with the stock option review and $1.0 million relate to
other adjustments.

Basic and diluted income (loss) per share and weighted average shares outstanding in the preceding
table have been computed as described in note 2(i) to the Consolidated Financial Statements included
elsewhere in this Form 10-K. We have never declared or paid cash dividends on our common stock.
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Restatement of Financial Results for Periods Prior to Fiscal 2002

The financial information set forth below reflects the restatement of our financial statements for the
years ended June 30, 1999, 2000 and 2001 for the items discussed in Note 17 of the Notes to Consolidated
Financial Statements. The restatement also affects periods prior to fiscal 1999, for which the impact on the
net loss for these periods is approximately $1.7 million in the aggregate. All adjustments for these periods
relate to compensation expense associated with the stock option review.

Year Ended June 30,

1999 2000 2001
As As As
Previously As Previously As Previously As
Reported  Adjustments Restated(1) Reported  Adjustments Restated(1) Reported  Adjustments Restated(1)
Total revenues ... $219,688 $  — $219688 $261,070 $  — $261,070 $314,937 $ —  $314,937
Gross profit. . . . . . 126,684  (3,680) 123,004 165047  (2,528) 162,519 183,820 (3,741) 180,079
Income (loss) from
operations. . . . . (47,775)  (9.985)  (57,760)  (4218)  (7,013)  (11,231)  (44347) (10,389)  (54,736)
Net income (loss) . $(27,626)  $(9,985) ($37,611) $ (3,226) $(7,013)  $(10,239) $(36,809) $(10,389) $ (47,198)
Diluted net income
(loss)pershare . $ (1.01) $ (036) $ (1.37) $ (0.10) $ (0.23) $ (033) $ (1.23) $ (035) $ (1.58)

(1) The Consolidated Financial Statements as of and for the years ended June 30, 1999, 2000 and 2001
were previously audited by Arthur Andersen LLP. The restated amounts for these years were derived
from restated financial statements that have not bee audited.

Restatement of Pro Forma Disclosures of Stock-Based Compensation for Periods Prior to Fiscal 2004

The financial information set forth below reflects the restatement of our pro forma disclosures made
in accordance with Statement of Financial Accounting Standard No. 123, “Accounting for Stock-Based
Compensation” for the years ended June 30, 1999, 2000, 2001, 2002 and 2003 for the items discussed in
Note 17 of the Notes to Consolidated Financial Statements.

1999 2000 2001 2002 2003
All amounts, as restated
Income (loss) attributable to common
shareholders (in thousands)
—Asreported ..... ... $(37,611) $(10,239) $(47,198) $ (93,792) $(158,849)
Less: Stock-based employee
compensation expense determined
under fair value based method for all
awards, net of related tax effects . .. ... (30,483)  (30,558)  (36,043) (33,228) (24,081)
Add: Stock-based compensation expense
included in reported net income (loss). 9,985 7,013 10,389 11,494 9,515
Proforma............... ... ... ... $(58,109) $(33,784) $(72,852) $(115,526) $(173,415)
Income (loss) attributable to common
shareholders per share
—Basic and diluted—
Asrteported. .. ...t $ (1.37) $ (0.36) $ (1.58) $ (290) $§ (4.13)
Proforma............... ... ... ..... (2.11) (1.20) (2.43) (3.58) (4.51)
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Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following Management’s Discussion and Analysis of Financial Condition and Results of
Operations gives effect to the restatement discussed in Note 17 to the Consolidated Financial Statements.

Overview

We are a leading supplier of integrated software and services to the process industries, which consist
of oil and gas, petroleum, chemicals, pharmaceuticals and other industries that manufacture and produce
products from a chemical process. We provide a comprehensive, integrated suite of software applications
that utilize proprietary empirical models of chemical manufacturing processes to improve plant and
process design, economic evaluation, production, production planning and scheduling, and operational
performance, and an array of services designed to optimize the utilization of these products by our
customers.

Restatement of Financial Results

In connection with the preparation of financial statements for the fiscal year ended June 30, 2006, a
subcommittee of independent members of our board of directors reviewed our accounting treatment for
all stock options granted since we completed our initial public offering in fiscal 1995. Based upon the
subcommittee’s review, the Audit Committee and management determined that certain option grants
during fiscal years 1995 through 2004 were accounted for improperly, and concluded that stock-based
compensation associated with certain grants was misstated in fiscal years 1995 through 2005, and in the
nine months ended March 31, 2006. The subcommittee identified errors related to the determination of
the measurement dates for grants of options allocated among a pool of employees when the specific
number of options to be awarded to specific employees had not yet been finalized, and other measurement
date errors. As a result of the errors in determining measurement dates, we also recorded payroll
withholding tax-related adjustments for certain options formerly classified as Incentive Stock Option (ISO)
grants under Internal Revenue Service regulations. These options were determined to have been granted
with an exercise price below the fair market value of our stock on the actual grant date, so do not qualify
for ISO tax treatment. The disqualification of ISO classification and the resulting conversion to non-
qualified status results in additional withholding taxes on exercise of those options. We recorded a
cumulative estimated payroll withholding tax liability of $1.9 million for the years ended June 30, 2004,
2005 and 2006 in connection with the disqualification of such ISO tax treatment. The stock-based
compensation charges, including the aforementioned withholding tax adjustments, increased net loss for
the fiscal years ended June 30, 1997, 1998, 1999, 2000, 2001, 2002, 2003, 2004, 2005, and the nine months
ended March 31, 2006 by $0.2 million, $1.5 million, $10.0 million, $7.0 million, $10.4 million, $11.5 million,
$9.5 million, $7.2 million, $0.5 million, and $ 1.0 million, respectively.

In addition, as a result of the errors in determining measurement dates, certain options were
determined to have been granted with an exercise price below the fair market value of our stock on the
actual grant date. These discounted options vesting subsequent to December 2004 result in nonqualified
deferred compensation for purposes of Section 409A of the Internal Revenue Code, and holders are
subject to an excise tax on the value of the options in the year in which they vest. We have concluded that
it is probable we will either implement a plan to assist the affected employees for the amount of this tax, or
adjust the terms of the original option grant which would also have financial statement ramifications. As
such, we recorded an estimated liability of approximately $1.0 million in the fourth quarter of fiscal 2006 in
connection with this contingency.

The restatement of prior year financial statements also includes the adjustments for other errors
identified after the applicable period had been reported. Such errors were not previously recorded
because we believed the amount of any such errors, both individually and in the aggregate, were not
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material to our consolidated financial statements. These errors related to the timing of revenue
recognition, losses on sales and disposals of assets, interest income, and the calculation of foreign currency
gains and losses.

As a result of the foregoing, we have restated our financial statements as of June 30, 2005 and for the
fiscal years ended June 30, 2004 and 2005 in our consolidated financial statements, beginning on page F-3.
We show the effects of the restatement on our financial statements for the years ended June 1999, 2000,
2001, 2002 and 2003 in Item 6, “Selected Financial Data.” We show the effects of the restatement on each
of the quarters in the year ended June 30, 2005 and the first three quarters in the year ended June 30, 2006
in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Quarterly Data.”

Significant Events—Year Ended June 30, 2006

Following mediation, on November 16, 2005, we and the plaintiffs on behalf of putative class
members, defined to include all persons who purchased Aspen Technology, Inc. common stock between
October 29, 1999 and March 15, 2005, inclusive, whom we refer to collectively as the “Class”, entered into
a Stipulation and Agreement of Compromise, Settlement and Release of Securities Action, which we refer
to as the “Stipulation,” which was filed with the Court on the same date providing, among other things, for
settlement and release of all direct and indirect claims of the Class concerning matters covered by the
Stipulation. On December 12, 2005, the Court granted preliminary approval of the settlement provided for
in the Stipulation. After notice to the Class and hearing, on March 6, 2006, the Court granted final
approval of the settlement, and the class action lawsuit was dismissed with prejudice. We entered into the
Stipulation to resolve the matter and without acknowledging any fault, liability or wrongdoing of any kind.
There has been no adverse determination by the Court against us or any of the other defendants in the
case.

Pursuant to the terms of the settlement, we paid $1.9 million and our insurance carrier paid $3.7
million into a settlement fund for a total of $5.6 million. Our $1.9 million payment was recorded in general
and administrative expenses in the quarter ended September 30, 2005. All costs of preparing and
distributing notices to members of the Class and administration of the settlement, together with all fees
and expenses awarded to plaintiffs’ counsel and certain other expenses, will be paid out of the settlement
fund, which will be maintained by an escrow agent under the Court’s supervision.
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Summary of Restructuring Accruals
Restructuring charges originally arising in Q4FY05

In May 2005, we initiated a plan to consolidate several corporate functions and to reduce our
operating expenses. The plan to reduce operating expenses primarily resulted in headcount reductions, and
also included the termination of a contract and the consolidation of facilities. These actions resulted in an
aggregate restructuring charge of $3.8 million, recorded in the fourth quarter of fiscal 2005. During the
year ended June 30, 2006, we recorded an additional $1.8 million related to headcount reductions,
relocation costs and facility consolidations associated with the May 2005 plan that did not qualify for
accrual at June 30, 2005.

As of June 30, 20006, there was $0.6 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. The components of the restructuring plan are as follows (in
thousands):

Employee

Closure/ Severance, Contract
Consolidation Benefits, and Termination
Fiscal 2005 Restructuring Plan of Facilities Related Costs Costs Total
Restructuring charge .................... $ 84  § 3,465 $ 300 $ 3,849
Fiscal 2005 payments .................. — (1,005) (300) (1,305)
Accrued expenses, June 30,2005 .......... 84 2,460 — 2,544
Restructuring charge .................. 614 1,157 — 1,771
Restructuring charge—Accretion ....... 1 21 — 22
Fiscal 2006 payments .................. (600) (3,125) — (3,725)
Accrued expenses, June 30, 2006......... $ 9 $ 513 — $ 612
Expected final payment date.............. May 2007 December 2006

Restructuring Charges originally arising in Q4 FY04

In June 2004, we initiated a plan to reduce our operating expenses in order to better align our
operating cost structure with the then-current economic environment and to improve our operating
margins. The plan to reduce operating expenses resulted in the consolidation of facilities, headcount
reductions, and the termination of operating contracts. These actions resulted in an aggregate
restructuring charge of $23.5 million, recorded in the fourth quarter of fiscal 2004. During the year ended
June 30, 2005, we recorded $14.4 million related to headcount reductions and facility consolidations
associated with the June 2004 restructuring plan that did not qualify for accrual at June 30, 2004. In
addition, we recorded $0.4 million in restructuring charges related to the accretion of the discounted
restructuring accrual and a $0.8 million decrease to the accrual related to changes in estimates of
severance benefits and sublease terms. During the year ended June 30, 2006, we recorded a $0.7 million
increase to the accrual primarily due to a change in the estimate of future operating costs and sublease
assumptions associated with the facilities.
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As of June 30, 2006, there was $7.0 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. The components of the restructuring plan are as follows (in
thousands):

Closure/ Employee
Consolidation Severance,
of Facilities and Benefits, and Asset

Fiscal 2004 Restructuring Plan Contract exit costs Related Costs Impairments Total
Restructuring charge ............... $ 20,484 $ 1,191 $ 1,776 $ 23,451

Fiscal 2004 payments ............. (8,435) (280) — (8,715)

Impairment of assets. ............. — — (1,776) (1,776)
Accrued expenses, June 30, 2004 . . ... 12,049 911 — 12,960

Restructuring charge ............. 9,132 4,349 968 14,449

Impairment of assets.............. — — (968) (968)

Fiscal 2005 payments ............. (12,915) (4,534) — (17,449)

Restructuring charge—Accretion . . 446 3 — 449

Change in estimate—Revised

assumptions . .........oeeeen.n.. (287) (497) — (784)

Accrued expenses, June 30, 2005 . . ... 8,425 232 — 8,657

Change in estimate—Revised

assumptions . ..........c.cooo.... 643 27 — 670

Restructuring charge—Accretion . . 432 — — 432

Fiscal 2006 payments ............. (2,645) (67) — (2,712)
Accrued expenses, June 30, 2006 . ... . $ 6,855 % 192 $  — $ 7,047
Expected final payment date......... September 2012 ~ December 2006

Restructuring charges originally arising in Q2 FY03

In October 2002, we initiated a plan to further reduce operating expenses in response to first quarter
revenue results that were below expectations and to general economic uncertainties. In addition, we
revised revenue expectations for the remainder of the fiscal year and beyond, primarily related to the
manufacturing/supply chain product line, which had been affected the most by the economic conditions.
The plan to reduce operating expenses resulted in headcount reductions, consolidation of facilities, and
discontinuation of development and support for certain non-critical products. These actions resulted in an
aggregate restructuring charge of $28.7 million. During fiscal 2004, we recorded a $4.9 million decrease to
the accrual related to revised assumptions associated with lease exit costs, particularly the buyout of a
remaining lease obligation, and severance obligations. During fiscal 2005 and fiscal 2006, we recorded
$7.0 million and $1.0 million increases, respectively to the accrual primarily due to a change in the estimate
of the facility vacancy term, extending to the term of the lease.
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As of June 30, 2006, there was $10.0 million remaining in accrued expenses relating to the remaining

lease payments. The components of the restructuring plan are as follows (in thousands):

Employee
Severance, Impairment
Closure/ Benefits, and  of Assets and
Consolidation Related Disposition
Fiscal 2003 Restructuring Plan of Facilities Costs Costs Total
Restructuring charge ..................... $ 17,347 $10,028 $1,278 $ 28,653
Additional impairment of assets. ......... — — 302 302
Fiscal 2003 payments ................... (3,548) (7,297) — (10,845)
Accrued expenses, June 30,2003 ........... 13,799 2,731 1,580 18,110
Fiscal 2004 payments ................... (2,567) (2,170) (770) (5,507)
Change in estimate—Revised assumptions (4,507) (269) (134) (4,910)
Accrued expenses, June 30,2004 ........... 6,725 292 676 7,693
Fiscal 2005 payments ................... (2,266) (63) (403) (2,732)
Change in estimate—Revised assumptions 7,239 (69) (195) 6,975
Accrued expenses, June 30,2005 ........... 11,698 160 78 11,936
Change in estimate—Revised assumptions 1,116 (95) — 1,021
Fiscal 2006 payments ................... (2,848) (65) (78) (2,991)
Accrued expenses, June 30,2006 ........... $ 9,966 $ — $ — $ 9,966

Expected final paymentdate............... September 2012

Restructuring charges originally arising in Q4 FY02

In the fourth quarter of fiscal 2002, we initiated a plan to reduce operating expenses and to

restructure operations around our two primary product lines, engineering software and

manufacturing/supply chain software. We reduced worldwide headcount by approximately 10%, or 200
employees, closed and consolidated facilities, and disposed of certain assets, resulting in an aggregate
restructuring charge of $13.2 million. During fiscal 2004, we recorded a $1.5 million decrease to the accrual
related to revised assumptions associated with lease exit costs, particularly the buyout of a remaining lease
obligation, and severance obligations. During fiscal 2005, we recorded a $0.2 million increase to the accrual
due to changes in estimates of sublease assumptions and severance settlements. During fiscal 2006, we
recorded a $0.1 million increase to the accrual due to changes in estimates of sublease assumptions.
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As of June 30, 2006, there was $0.5 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. The components of the restructuring plan are as follows (in
thousands):

Employee
Closure/ Severance,
Consolidation Benefits, and
Fiscal 2002 Restructuring Plan of Facilities Related Costs Total
Restructuringcharge ..........coovvvnivnennn ... $ 4901 $ 8,285 $13,186
Fiscal 2002 payments ...........c.coovviinnnnn... — (1,849)  (1,849)
Accrued expenses, June 30,2002 .................. 4,901 6,436 11,337
Fiscal 2003 payments ...........c.ooueininnen.n. (695) (4,748)  (5,443)
Accrued expenses, June 30,2003 .................. 4,206 1,688 5,894
Fiscal 2004 payments ...........c.ooeeevinnennn. (1,302) (1,060)  (2,362)
Change in estimate—Revised assumptions ... .... (1,221) (320) (1,541
Accrued expenses, June 30,2004 .................. 1,683 308 1,991
Fiscal 2005 payments ...........c.ooueennnennn. (994) (284)  (1,278)
Change in estimate—Revised assumptions.. ... ... 93 87 180
Accrued expenses, June 30,2005 .................. 782 111 893
Change in estimate—Revised assumptions ... . ... 75 — 75
Fiscal 2006 payments ...........c.ocueevinnen.n. (375) (66) (441)
Accrued expenses, June 30,2006 .. ................ $ 482  $ 45 § 527
Expected final paymentdate...................... September 2012 ~ December 2006

Critical Accounting Estimates and Judgments

Our consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of our financial statements requires
management to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues, expenses and related disclosures. We base our estimates on historical experience and various
other assumptions that we believe to be reasonable 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. The significant accounting policies that we believe are the most critical to aid in fully
understanding and evaluating our reported financial results include the following:

e revenue recognition for both software licenses and fixed-fee consulting services;
e impairment of long-lived assets, goodwill and intangible assets;

e accrual of legal fees associated with outstanding litigation;

e accounting for income taxes;

e allowance for doubtful accounts;

e accounting for securitization of installments receivable;

e restructuring accruals; and

e accounting for stock-based compensation.

41



Revenue Recognition—Software Licenses

We recognize software license revenue in accordance with SOP No. 97-2, “Software Revenue
Recognition”, as amended by SOP No. 98-4 and SOP No. 98-9, as well as the various interpretations and
clarifications of those statements. When we provide professional services considered essential to the
functionality of the software, we recognize revenue from the fees for such revenue and any related
software licenses in accordance with SOP 81-1, “ Accounting for Performance of Construction Type and
Certain Performance Type Contracts”. These statements require that four basic criteria must be satisfied
before software license revenue can be recognized:

e persuasive evidence of an arrangement between ourselves and a third party exists;
e delivery of our product has occurred,

e the sales price for the product is fixed or determinable; and

e collection of the sales price is probable.

Our management uses its judgment concerning the satisfaction of these criteria, particularly the
criteria relating to the determination of whether the fee is fixed and determinable and the criteria relating
to the collectibility of the receivables, particularly the installments receivable, relating to such sales. These
two criteria are particularly relevant to reseller transactions where, specifically, revenue is only recognized
upon delivery to the end user, since the determination of whether the fee is fixed or determinable and
whether collection is probable is more difficult. Should changes and conditions cause management to
determine that these criteria are not met for certain future transactions, all or substantially all of the
software license revenue recognized for such transactions could be deferred.

Revenue Recognition—Fixed-Fee Consulting Services

We recognize revenue associated with fixed-fee service contracts in accordance with the proportional
performance method, measured by the percentage of costs (primarily labor) incurred to date as compared
to the estimated total costs (primarily labor) for each contract. When a loss is anticipated on a contract, the
full amount of the anticipated loss is provided currently. Our management uses its judgment concerning
the estimation of the total costs to complete the contract, considering a number of factors including the
experience of the personnel that are performing the services and the overall complexity of the project. We
have a significant amount of experience in the estimation of the total costs to complete a contract and have
not typically recorded material losses related to these estimates. We do not expect the accuracy of our
estimates to change significantly in the future. Should changes and conditions cause actual results to differ
significantly from management’s estimates, revenue recognized in future periods could be adversely
affected.

Impairment of Long-lived Assets, Goodwill and Intangible Assets

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets,” we review the carrying value of long-lived assets when circumstances dictate that they should be
reevaluated, based upon the expected future operating cash flows of our business. These future cash flow
estimates are based on historical results, adjusted to reflect our best estimate of future markets and
operating conditions, and are continuously reviewed based on actual operating trends. Historically, actual
results have occasionally differed from our estimated future cash flow estimates. In the future, actual
results may differ materially from these estimates, and accordingly cause a full impairment of our long-
lived assets.

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” we conduct at least an
annual assessment on January 1st of the carrying value of our goodwill assets, which is based on either
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estimates of future income from the reporting units or estimates of the market value of the units, based on
comparable recent transactions. These estimates of future income are based upon historical results,
adjusted to reflect our best estimate of future markets and operating conditions, and are continuously
reviewed based on actual operating trends. Historically, actual results have occasionally differed from our
estimated future cash flow estimates. In the future, actual results may differ materially from these
estimates. In addition, the relevancy of recent transactions used to establish market value for our reporting
units is based on management’s judgment.

During the year ended June 30, 2004, we recorded $4.2 million in charges related to the impairment of
certain long-lived assets and technology related intangible and computer software development assets. The
timing and size of future impairment charges involves the application of management’s judgment and
estimates and could result in the impairment of all or substantially all of our long-lived assets, intangible
assets and goodwill, which totaled $44.0 million as of June 30, 2006.

Accrual of Legal Fees Associated with Qutstanding Litigation

We accrue estimated future legal fees associated with outstanding litigation for which management
has determined that it is probable that a loss contingency exists. This requires management to estimate the
amount of legal fees that will be incurred in the defense of the litigation. These estimates are based heavily
on our expectations of the scope, length to complete and complexity of the claims. Historically, as these
factors have changed after our original estimates, we have adjusted our estimates accordingly. In the
future, additional adjustments may be recorded as the scope, length or complexity of outstanding litigation
changes.

Accounting for Income Taxes

As part of the process of preparing our consolidated financial statements we are required to estimate
our income taxes in each of the jurisdictions in which we operate. This process involves estimating our
actual current tax liabilities together with the assessment of temporary differences resulting from differing
treatment of items, such as deferred revenue, for tax and accounting purposes. These differences result in
deferred tax assets and liabilities, which are included within our consolidated balance sheet. Deferred tax
assets also result from unused operating loss carryforwards, research and development tax credit
carryforwards and foreign tax credit carryforwards. We must then assess the likelihood that our deferred
tax assets will be recovered from future taxable income and to the extent we believe that recovery is not
likely, we must establish a valuation allowance. To the extent we establish a valuation allowance or increase
or decrease this allowance in a period, the impact will be included in the tax provision in our statement of
operations.

Significant management judgment is required in determining any valuation allowance recorded
against these deferred tax assets and liabilities. The valuation allowance is based on our estimates of
taxable income by jurisdiction in which we operate and the period over which our deferred tax assets will
be recoverable. In the event that actual results differ from these estimates or we adjust these estimates in
future periods we may need to establish an additional valuation allowance which could result in a tax
provision equal to the carrying value of our deferred tax assets. During the year ended June 30, 2004, we
recorded a $14.6 million valuation allowance against our U.S. domiciled net deferred tax assets. Since that
point, we have provided a full valuation allowance for all U.S. domiciled net deferred tax assets.

Allowance for Doubtful Accounts

We make judgments as to our ability to collect outstanding receivables and provide allowances for the
portion of receivables for which collection is doubtful. Provisions are made based upon a specific review of
all significant outstanding invoices. In determining these provisions, we analyze our historical collection
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experience and current economic trends. If the historical data we use to calculate the allowance provided
for doubtful accounts do not reflect the future ability to collect outstanding receivables, additional
provisions for doubtful accounts may be required for all or substantially all of certain receivable balances.

Accounting for Securitization of Installments Receivable

We made judgments with respect to several variables associated with our June 2005 securitization
transaction that had a significant impact on the valuation of our retained interest in the sold receivables, as
well as the calculation of the loss on the transaction. These judgments include the discount rate used to
value the retained interest in the sold receivables, and estimates of rates of default. In determining these
factors, we consulted third parties with respect to fair market discount rates, and analyzed our historical
collection experience to default rates and collection timing. If the historical collection data do not reflect
the future ability to collect outstanding receivables, the value of our retained interest may fluctuate.

Accounting for Restructuring Accruals

We follow SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities.” In
accounting for these obligations, we are required to make assumptions related to the amounts of employee
severance, benefits, and related costs and to the time period over which facilities will remain vacant,
sublease terms, sublease rates and discount rates. We base our estimates and assumptions on the best
information available at the time the obligation has arisen. These estimates are reviewed and revised as
facts and circumstances dictate; changes in these estimates could have a material effect on the amount
accrued on the balance sheet.

Accounting for Stock-Based Compensation

We adopted SFAS No. 123(R), “Share-Based Payment,” effective July 1, 2005. Under the fair value
provisions of this statement, stock-based compensation cost is measured at the grant date based on the
value of the award and is recognized as expense over the vesting period. SFAS 123(R) requires significant
judgment and the use of estimates, particularly for assumptions such as stock price volatility and expected
option lives, as well as expected option forfeiture rates to value stock-based compensation in net income. If
actual results differ significantly from these estimates, stock-based compensation expense and our results
of operations could fluctuate significantly.
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Results of Operations

The following table sets forth the percentages of total revenues represented by certain consolidated
statement of operations data for the periods indicated:

Year Ended June 30,
2004 2005 2006

Revenues:
SOftWare ICBNSES - « .« ettt e e e 47.6% 48.0% 52.1%
Service and other. . ... .. 52.4 52.0 47.9
TOtal TEVENUES . . . . ettt e e 100.0  100.0  100.0
Cost of revenues:
Cost Of SOftware liCENSES .. ..ottt e e 4.7 6.3 5.8
Costofserviceandother.......... ... i 30.6 30.6 24.7
Amortization of technology related intangible assets. ...................... 2.2 2.6 24
Impairment of technology related intangible and computer software

developmeEnt @SSELS . .. oo vttt 1.0 — —
Total oSt Of TEVENUES. .. ..ottt ettt e 38.5 39.5 32.9
GIOSS MATEIN & .. e ettt et ettt e e e et e e e e et et ee e 61.5 60.5 67.1
Operating costs:
Selling and marketing. ... ...ttt 30.6 35.7 28.6
Research and development............. .o 18.1 17.5 15.1
General and administrative . . .. ...... oottt 10.4 18.3 14.3
Long-lived asset impairment charges ..., 0.3 — —
Restructuring charges and FTClegal costs ..o, 6.0 9.2 1.3
Loss (gain) on sales and disposals of assets . ..., (0.3) 5.3 0.3
Total operating CoSts. . .......uiuu i 65.1 86.0 59.6
Income (10ss) from OPerations ... .......c.ouuueeennieeenneennnneennnnn.. (3.6) (25.5) 7.5
INErest iNCOME . .. .v v ettt et e e e 22 2.3 1.6
INEIESt EXPENSC. . ..t v ettt ettt et e e 15) (@5  (03)
Foreign currency exchange gain (10ss) ..........cooooiiiiiiiiiiiin... 0.3 (0.2) 0.4
Income (loss) before provision for income taxes and equity in earnings from

JOIME VENEUTES .+« vttt et e e e et (26)% (24.9)% 9.2%

Comparison of Fiscal 2006 to Fiscal 2005

Revenues. Revenues are derived from software licenses, consulting services and maintenance and
training. Total revenues for fiscal 2006 increased 8.6% to $293.3 million from $270.0 million in fiscal 2005.
Total revenues from customers outside the United States were $167.0 million or 56.9% of total revenues
and $162.7 million or 60.3% of total revenues for fiscal 2006 and 2005, respectively. The geographical mix
of revenues can vary from period to period.

Software license revenues represented 52.1% and 48.0% of total revenues for fiscal 2006 and 2005,
respectively. Revenues from software licenses in fiscal 2006 increased 17.8% to $152.7 million from
$129.6 million in fiscal 2005. Software license revenues are attributable to software license renewals
covering existing users, the expansion of existing customer relationships through licenses covering
additional users, licenses of additional software products, and, to a lesser extent, to the addition of new
customers. Our new customer base is less significant since we believe that we already have the significant
players in the process industries as existing customers. We believe that the increase principally reflected

45



strength in our energy end-market, as well as continued strength in our chemicals and engineering &
construction end-markets, combined with the increased efforts and time that our management were able to
dedicate to software license activities, and the increased willingness of our customers to make investments
in our products, following the resolution of the Federal Trade Commission, or FTC, proceedings and the
audit committee investigation in fiscal 2005.

Revenues from service and other consist of consulting services, post-contract support on software
licenses, training and sales of documentation. Revenues from service and other were relatively unchanged
at $140.6 million for fiscal 2006 and $140.4 for fiscal 2005 as a 1.8% decline in the consulting services
business was offset by a 1.8% increase in maintenance and training revenues. Consulting services declined
due to the December 2004 sale of a portion of our consulting business to Honeywell, as part of our
settlement with the FTC.

Cost of Software Licenses. Cost of software licenses consists of royalties, amortization of previously
capitalized software costs, costs related to delivery of software, including disk duplication and third-party
software costs, printing of manuals and packaging. Cost of software licenses for fiscal 2006 decreased to
$16.8 million from $16.9 million in fiscal 2005. Cost of software licenses as a percentage of revenues from
software licenses decreased to 11.0% for fiscal 2006 from 13.0% for fiscal 2005. The reduction in cost as a
percentage of revenue is due to the increase in revenue over a base of costs, of which many are fixed in
nature.

Cost of Service and Other.  Cost of service and other consists of the cost of execution of application
consulting services, technical support expenses and the cost of training services. Cost of service and other
for fiscal 2006 decreased 12.4% to $72.5 million from $82.7 million for fiscal 2005. Cost of service and
other, as a percentage of revenues from service and other, decreased to 51.6% for fiscal 2006 from 58.9%
for fiscal 2005. The decrease in cost is primarily due to decreased payroll costs of $8.9 million and
decreased rent and facility costs of $3.5 million related to reductions in headcount and facility
consolidations offset in part by increases of $3.1 million in reimbursable costs and a $1.9 million increase in
stock-based compensation costs.

Amortization of Technology Related Intangible Assets. Amortization of technology related intangible
assets consists of the amortization from intangible assets obtained in acquisitions. These assets are
generally being amortized over a period of three to five years. Amortization expense was $7.1 million in
both fiscal 2006 and fiscal 2005.

Selling and Marketing. ~ Selling and marketing expenses for fiscal 2006 decreased 12.7% to
$84.0 million from $96.3 million for fiscal 2005, declining as a percentage of total revenues to 28.6% from
35.7%. The reduction in cost is primarily due to a decrease in payroll costs of $4.0 million, lower rent and
facility costs of $5.9 million, lower marketing and advertising costs of $2.2 million, lower travel expenses of
$1.5 million and a $2.7 million decrease in advertising costs related to AspenWorld, which took place in
October 2004, partially offset by a $2.6 million increase in stock-based compensation costs.

Research and Development. Research and development expenses consist of personnel and outside
consultancy costs required to conduct our product development efforts. Research and development
expenses for fiscal 2006 decreased 6.6% to $44.1 million from $47.3 million for fiscal 2005, and decreased
as a percentage of total revenues to 15.1% from 17.5%. The decrease is primarily attributable to a
$0.7 million decrease in payroll costs, a $1.7 million reduction in consultant costs, a $1.0 million reduction
in depreciation, and a $0.5 million decrease in rent and facility costs, partially offset by a $1.2 million
decrease in software development costs eligible for capitalization and a $1.4 million increase in stock-based
compensation costs.
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We capitalized software development costs that amounted to 13.9% of our total engineering costs
during fiscal 2006, as compared to 15.3% in fiscal 2005. These percentages will vary from quarter to
quarter and year to year, depending upon the stage of development for the various projects in a given
period.

General and Administrative. General and administrative expenses consist primarily of salaries of
administrative, executive, financial and legal personnel, and outside professional fees. General and
administrative expenses for fiscal 2006 decreased 14.9% to $41.9 million from $49.3 million for fiscal 2005,
and decreased as a percentage of total revenues to 14.3% from 18.3%. This decrease is due to a
$7.1 million reduction in legal, accounting and consulting costs associated with the internal investigation by
the audit committee, a $1.9 million decrease in payroll costs, and a $1.0 million reduction in rent and
facility costs, partially offset by a $2.8 million increase in stock-based compensation costs and increased
recruiting costs of $0.7 million.

Restructuring Charges and FTC Legal Costs. During fiscal 2006 we recorded an additional
$1.8 million related to headcount reductions, relocation costs and facility consolidations associated with
the May 2005 plan that did not qualify for accrual at June 30, 2005. The remaining $2.2 million relates to
revisions of estimates associated with lease exit costs and accretion of the discounted restructuring accruals
under previous restructuring plans. During fiscal 2005, we recorded $25.0 million in restructuring charges
and FTC legal costs. Of this amount, $14.4 million related to headcount reductions and facility
consolidations associated with the June 2004 restructuring plan that did not qualify for accrual at June 30,
2004, $3.8 million related to the May 2005 restructuring charge, $0.4 million related to the accretion of
discounted restructuring accruals, and $6.5 million related to adjustments to prior restructuring accruals,
all offset by $0.2 million in FTC legal cost, related to the FTC challenge of our acquisition of Hyprotech.

Loss (Gain) on Sales of Assets. Losses and gains on sales and disposals of assets primarily result from
our programs to sell installment receivable contracts and from disposals of fixed assets. Loss on sales of
assets was a $0.9 million loss in fiscal 2006 as compared to a $14.3 million loss in fiscal 2005. This decline is
due to the absence of the $14.6 million loss incurred on the securitization of installments receivable in
fiscal 2005.

Interest Income. Interest income is generated from investment of excess cash and from the license of
software pursuant to installment contracts. Under these installment contracts, we offer a customer the
option to make annual payments for its term licenses instead of a single license fee payment at the
beginning of the license term. Historically, a substantial majority of the asset optimization customers have
elected to license these products through installment contracts. Included in the annual payments is an
implicit interest rate established by us at the time of the license. As we sell more perpetual licenses for
value chain solutions, these sales are being paid for in forms that are generally not installment contracts. If
the mix of sales moves away from installment contracts, interest income in future periods will be reduced.

We sell a portion of the installment contracts to unrelated financial institutions. The interest earned
by us on the installment contract portfolio in any one year is the result of the implicit interest rate
established by us on installment contracts and the size of the contract portfolio. Interest income was
$5.0 million for fiscal 2006 as compared to $6.2 million in fiscal 2005. This decrease primarily is due to the
securitization of approximately $71.2 million of our installments receivable in June 2005, which
significantly lowered the average carrying balance of our installments receivable.

Interest Expense. Interest expense was incurred under our convertible debentures and through the
course of other financing transactions. Interest expense in fiscal 2006 decreased to $1.0 million from
$4.2 million in fiscal 2005. This decrease in interest expense resulted from the retirement of our convertible
debentures in June 2005.
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Foreign currency exchange gain (loss). Foreign currency exchange gains and losses are primarily
incurred through the revaluation of receivables denominated in foreign currencies. In fiscal 2006 we
recorded a foreign currency exchange gain of $1.1 million, compared to a $0.5 million loss in fiscal 2005.
This increase was primarily due to favorable exchange rate fluctuations and effective hedging of foreign
receivable balances.

Provision for/Benefit from Income Taxes. We recorded a provision for income taxes of $8.7 million for
fiscal 2006, primarily related to foreign taxes. We recorded a provision for income taxes of $3.5 million for
fiscal 2005 and provided a full valuation allowance against the net operating losses generated during fiscal
2005.

Under SFAS No. 109, a deferred tax asset related to the future benefit of a tax loss carryforward
should be recorded unless we make a determination that it is “more likely than not” that such deferred tax
asset would not be realized. Accordingly, a valuation allowance would be provided against the deferred tax
asset to the extent that we cannot demonstrate that it is “more likely than not” that the deferred tax asset
will be realized. In determining the amount of valuation allowance required, we consider numerous
factors, including historical profitability, estimated future taxable income, the volatility of the historical
earnings, and the volatility of earnings of the industry in which we operate. We periodically review our
deferred tax asset to determine if such asset is realizable.

Comparison of Fiscal 2005 to Fiscal 2004

Revenues. Total revenues for fiscal 2005 decreased 18.8% to $270.0 million from $332.4 million in
fiscal 2004. Total revenues from customers outside the United States were $162.7 million or 60.3% of total
revenues and $190.8 million or 57.4% of total revenues for fiscal 2005 and 2004, respectively. The
geographical mix of revenues can vary from period to period.

Software license revenues represented 48.0% and 47.6% of total revenues for fiscal 2005 and 2004,
respectively. Revenues from software licenses in fiscal 2005 decreased 18.3% to $129.6 million from
$158.2 million in fiscal 2004. Software license revenues are attributable to software license renewals
covering existing users, the expansion of existing customer relationships through licenses covering
additional users, licenses of additional software products, and, to a lesser extent, to the addition of new
customers. We believe that the decrease was primarily due to distractions caused by the ongoing
uncertainty of the FTC proceedings, our audit committee investigation, changes in sales management and
delays in purchasing from customers.

Revenues from service and other for fiscal 2005 decreased 19.5% to $140.4 million from $174.3 million
for fiscal 2004. These decreases were attributable primarily to the consulting services business. Consulting
services decreased due to the general low-level of licenses of our supply chain products during the two
most recent fiscal years. Our consulting services are more heavily linked to the implementation of our
supply chain products than they are to our other products. We believe that the decrease was also due to
distractions caused by the ongoing uncertainty of the FTC proceedings and our audit committee
investigation.

Cost of Software Licenses. Cost of software licenses for fiscal 2005 increased 8.3% to $16.9 million
from $15.6 million in fiscal 2004. Cost of software licenses as a percentage of revenues from software
licenses increased to 13.0% for fiscal 2005 from 9.8% for fiscal 2004. The cost increase is primarily due to
an increase in amortization of computer software development costs of $0.9 million. The increase in the
amortization of computer software development costs is related to several significant product releases,
including aspenONE in December 2004.

Cost of Service and Other.  Cost of service and other for fiscal 2005 decreased 18.7% to $82.7 million
from $101.8 million for fiscal 2004. Cost of service and other, as a percentage of revenues from service and
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other, increased to 58.9% for fiscal 2005 from 58.4% for fiscal 2004. The decrease in cost is primarily due
to decreased payroll costs of $10.7 million related to reductions in headcount, as well as a decrease in
reimbursable expenses of $5.5 million and a $2.3 million reduction in stock-based compensation.

Amortization of Technology Related Intangible Assets. Amortization expense for fiscal 2005 decreased
2.2% to $7.1 million from $7.3 million for fiscal 2004.

Selling and Marketing. ~ Selling and marketing expenses for fiscal 2005 decreased 5.4% to
$96.3 million from $101.8 million for fiscal 2004, while increasing as a percentage of total revenues to
35.7% from 30.6%. The decrease in cost is primarily due to a decrease in payroll costs of $6.0 million
attributable to the headcount reductions effected in the June 2004 restructuring plan and a $1.7 million
decrease in stock-based compensation expense, offset by an increase in advertising costs of $2.6 million
related to AspenWorld, which took place in October 2004.

Research and Development. Research and development expenses for fiscal 2005 decreased 21.4% to
$47.3 million from $60.1 million for fiscal 2004, and decreased as a percentage of total revenues to 17.5%
from 18.1%. The decrease is primarily attributable to a $5.6 million decrease in payroll costs and a $2.7
million decrease in facilities related costs associated with the June 2004 restructuring plan, and a
$2.1 million decrease in consulting costs, partially offset by a decline in stock-based compensation expense
of $1.1 million.

We capitalized software development costs that amounted to 15.3% of our total engineering costs
during fiscal 2005, as compared to 11.2% in fiscal 2004. These percentages will vary from quarter to
quarter, depending upon the stage of development for the various projects in a given period. This increase
is primarily due to the significant amount of effort associated with the development and release of
AspenONE in December 2004 and AspenONE 2004.1 in May 2005.

General and Administrative. General and administrative expenses for fiscal 2005 increased 43.5% to
$49.3 million from $34.3 million for fiscal 2004, and increased as a percentage of total revenues to 18.3%
from 10.4%. This increase is due to a $7.1 million increase in legal, accounting and consulting costs
associated with the internal investigation by the audit committee, $3.8 million in litigation defense and
settlement costs related to KBC, a $1.9 million increase in audit and consulting fees associated with the
Sarbanes-Oxley Act, specifically our Section 404 efforts, and $3.4 million in contract and employment
termination costs, offset in part by a $1.5 million decline in stock-based compensation expense.

Long-Lived Asset Impairment Charges. In fiscal 2004, this amount consisted of $1.0 million in
impairment charges based on our decision to discontinue certain internal capital projects that had
previously been put on hold. In addition, certain fixed assets that supported research and development
efforts were considered impaired as a result of the product consolidation decisions made in the April 2004
product review.

Restructuring Charges and FTC Legal Costs. During fiscal 2005, we recorded $25.0 million in
restructuring charges and FTC legal costs. Of this amount, $14.4 million related to headcount reductions
and facility consolidations associated with the June 2004 restructuring plan that did not qualify for accrual
at June 30, 2004, $3.8 million related to the May 2005 restructuring charge, $0.4 million related to the
accretion of discounted restructuring accruals, and $6.5 million related to adjustments to prior
restructuring accruals, all offset by $0.2 million in FTC legal costs, related to the FTC challenge of our
acquisition of Hyprotech.

In May 2005, we initiated a plan to consolidate several corporate functions and to reduce our
operating expenses. The plan to reduce operating expenses primarily resulted in headcount reductions, and
also included the termination of a contract and the consolidation of facilities. These actions resulted in an
aggregate restructuring charge of $3.8 million, recorded in the fourth quarter of fiscal 2005. The
components of the restructuring plan are as follows:
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Closure/consolidation of facilities: ~ Approximately $0.1 million of the restructuring charge relates to
the termination of a facility lease. The facility lease had a remaining term of two years. The amount
accrued is an estimate of the remaining obligation under the lease, reduced by expected income from the
sublease of the underlying properties.

Employee severance, benefits and related costs:  Approximately $3.4 million of the restructuring charge
relates to the reduction in headcount. Approximately 130 employees, or 10% of the workforce, were
eliminated under the restructuring plan. The employees were primarily located in North America and
Europe. All business units were affected, including services, sales and marketing, research and
development, and general and administrative.

Contract termination costs:  Approximately $0.3 million of the restructuring charge relates to charges
associated with the termination of a contract for a future user conference. The contract was terminated in
June 2005.

Loss (Gain) on Sales of Assets.  Loss (gain) on sales of assets was a $14.3 million loss in fiscal 2005 as
compared to $0.9 million gain in fiscal 2004. This decrease is primarily due to the loss of $14.6 million
incurred on the June 2005 securitization of installments receivable.

Interest Income.  Interest income was $6.2 million for fiscal 2005 as compared to $7.3 million in fiscal
2004. This decrease primarily is due to the increased sale of receivables and lower license revenues,
resulting in the decrease of installments receivable balance.

Interest Expense. Interest expense in fiscal 2005 decreased to $4.2 million from $4.9 million in fiscal
2004. This decrease in interest expense results from the elimination of interest bearing debt, such as the
retirement of a portion of the convertible debentures in January 2004, March 2004 and May 2004, and the
retirement of the remaining portion in June 2005.

Foreign currency exchange gain (loss). 1In fiscal 2005 we recorded a foreign currency exchange loss of
$0.5 million, compared to a $1.0 million gain in fiscal 2004. This increase was due to unfavorable exchange
rate fluctuations.

Provision for/Benefit from Income Taxes. We recorded a provision for income taxes of $3.5 million for
fiscal 2005, primarily related to foreign taxes. We recorded a provision for income taxes of $20.2 million for
fiscal 2004. The provision for fiscal 2004 includes a $14.6 million valuation allowance against U.S.
domiciled net deferred tax assets and a $6.8 million provision primarily related to foreign taxes.
Additionally, as part of a change in the Japan-US tax treaty, the Japanese withholding tax law was repealed
effective July 1, 2004 and provided approximately $1.5 million of income tax relief to the Company as of
the enactment date of the tax law change which occurred in the quarter ended March 31, 2004. We
provided a full valuation allowance against the net operating losses generated during fiscal 2004 and 2005.

Under SFAS No. 109, a deferred tax asset related to the future benefit of a tax loss carryforward
should be recorded unless we make a determination that it is “more likely than not” that such deferred tax
asset would not be realized. Accordingly, a valuation allowance would be provided against the deferred tax
asset to the extent that we cannot demonstrate that it is “more likely than not” that the deferred tax asset
will be realized. In determining the amount of valuation allowance required, we consider numerous
factors, including historical profitability, estimated future taxable income, the volatility of the historical
earnings, and the volatility of earnings of the industry in which we operate. We periodically review our
deferred tax asset to determine if such asset is realizable. In fiscal 2004, we concluded, in accordance with
SFAS No. 109, that we should record a valuation allowance on a significant portion of our deferred tax
asset under the “more likely than not” test and therefore increased the amount of the valuation allowance.
See Note 10 to Consolidated Financial Statements.

50



Equity in earnings from joint ventures. Equity in earnings from joint ventures was a $0.4 million loss in
fiscal 2004. These losses relate to net losses incurred by certain joint ventures in which we have an equity
interest. These investments were liquidated during fiscal 2005, and there were no material gains or losses
realized.

Quarterly Results

Our operating results and cash flow have fluctuated in the past and may fluctuate significantly in the
future as a result of a variety of factors, including purchasing patterns, timing of introductions of new
solutions and enhancements by us and our competitors, and fluctuating economic conditions. Because
license fees for our software products are substantial and the implementation of our solutions often involve
the services of engineers over an extended period of time, the sales process for our solutions is lengthy and
can exceed one year. Accordingly, software revenues are difficult to predict, and the delay of any order
could cause our quarterly revenues to fall substantially below expectations. Moreover, to the extent that we
succeed in shifting customer purchases away from point solutions and toward integrated solutions, the
likelihood of delays in ordering may increase and the effect of any delay may become more pronounced.

We ship software products within a short period after receipt of an order and usually do not have a
material backlog of unfilled orders of software products. Consequently, revenues from software licenses,
including license renewals, in any quarter are substantially dependent on orders booked and shipped in
that quarter. Historically, a majority of each quarter’s revenues from software licenses has been derived
from license agreements that have been consummated in the final weeks of the quarter. Therefore, even a
short delay in the consummation of an agreement may cause revenues to fall below expectations for that
quarter. Since our expense levels are based in part on anticipated revenues, we may be unable to adjust
spending in a timely manner to compensate for any revenue shortfall and any revenue shortfall would
likely have a disproportionately adverse effect on net income. We expect that these factors will continue to
affect our operating results for the foreseeable future.

The following tables presents previously reported and restated quarterly consolidated statement of
operations data for fiscal 2005 and 2006. These data are unaudited but, in our opinion, reflect all
adjustments necessary for a fair presentation of these data in accordance with US GAAP. See Note 17 to
the Notes to the Consolidated Financial Statements for a discussion of the restatement.
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Revenues:

Software licenses ........

Service and other........
Total revenues . .......

Cost of revenues:

Cost of software licenses. .

Cost of service and other. .

Amortization of technology
related intangible assets
Total cost of revenues . .

Gross profit. . ...........
Operating costs:
Selling and marketing . . . .
Research and development
General and administrative
Restructuring charges and
FTClegal costs. . ......
Loss (gain) on sales and
disposals of assets. . . . . .
Total operating costs . . .

Income (loss) from
operations. ...........

Interest income, net. . .. ..
Other income (expense),
net..................
Income (loss) before
provision for taxes . . ...
Benefit from (provision
for) income taxes . .....
Income (loss) ...........
Accretion of preferred
stock discount and
dividend .............
Income (loss) applicable to
common stockholders . .

Basic income (loss) per
share applicable to
common shareholders . .

Basic weighted average
shares outstanding. . . . .

Diluted income (loss) per
share applicable to
common shareholders . .

Diluted weighted average
shares outstanding. . . . .

Quarter ended September 30, 2004

Quarter ended December 31, 2004

Stock-based Stock-based
Compensation Compensation
As and Related As and Related
Previously Tax Other As Restated Previously Tax Other As Restated
Reported Adjustments  Adjustments (€)) Reported  Adjustments Adjustments a
(In thousands, except per share data)
$ 25,273 $ — $(220)  $ 25053  $36,732 $ — $(116)  $36,616
37,997 — (70) 37,927 34,893 — (70) 34,823
63,270 — (290) 62,980 71,625 — (186) 71,439
3,941 — — 3,941 4,731 — — 4,731
22,108 56 — 22,164 21,913 50 — 21,963
1,774 — — 1,774 1,778 — — 1,778
27,823 56 — 27,879 28,422 50 — 28,472
35,447 (56) (290) 35101 43,203 (50) (186) 42,967
22,375 40 (12) 22,403 23,401 36 (12) 23,425
12,183 26 (12) 12,197 11,574 23 (12) 11,585
10,427 30 2 10,459 12,694 27 2 12,723
21,508 — — 21,508 219 — — 219
(362) — — (362) 5 — — 5
66,131 96 (22) 66,205 47,893 86 (22) 47,957
(30,684) (152) (268) (31,104)  (4,690) (136) (164) (4,990)
654 — 9 663 657 — 9 666
(393) — (40) (433) 351 — 10 361
(30,423) (152) (299) (30,874)  (3,682) (136) (145) (3,963)
340 — 4 344 573 — 2 575
(30,083) (152) (295) (30,530)  (3,109) (136) (143) (3,388)
(3,528) — — (3,528)  (3,589) — — (3,589)
$(33,611)  $(152) $(295)  $(34,058) $(6,698)  $ (136) $(143)  $(6977)
$ (0.80)  $(0.00) $(0.01) $ (0.81) $ (0.16)  $(0.00) $(0.01) $ (0.17)
41,796 — — 41,796 42,153 — — 42,153
$ (0.80)  $(0.00) $(0.01) $ (0.81) $ (0.16)  $(0.00) $(0.01) $ (0.17)
41,796 — — 41,796 42,153 — — 42,153
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Quarter ended March 31, 2005

Quarter ended June 30, 2005

Stock-based

Stock-based

Compensation Compensation
As and Related As and Related
Previously Tax Other As Restated Previously Tax Other As Restated
Reported Adjustments  Adjustments (1) Reported Adjustments  Adjustments 1
(In thousands, except per share data)

Revenues:
Software licenses . . . .. .. $ 31,097 $§ — $ (140) $ 30,957 $ 36,131 $ — $ 864 $ 36,995
Service and other. .. .... 33,121 — (300) 32,821 34,323 — 479 34,802

Total revenues . ... ... 64,218 — (440) 63,778 70,454 — 1,343 71,797
Cost of revenues:
Cost of software licenses . 4,035 — — 4,035 4,157 — — 4,157
Cost of service and other. 19,215 45 — 19,260 19,402 38 (83) 19,357
Amortization of

technology related

intangible assets. . .. .. 1,778 — — 1,778 1,782 — — 1,782
Total cost of revenues. . . 25,028 45 — 25,073 25,341 38 (83) 25,296
Gross profit. . . ......... 39,190 (45) (440) 38,705 45,113 (38) 1,426 46,501
Operating costs:
Selling and marketing . . . 24,299 32 (12) 24,319 26,112 28 (12) 26,128
Research and

development. ........ 11,552 21 (12) 11,561 11,927 18 (12) 11,933
General and

administrative. . . ..... 12,746 24 22 12,792 13,308 21 (26) 13,303
Restructuring charges and

FTClegal costs. . ..... 7 — — 7 3,277 — 53 3,330
Loss (gain) on sales and

disposals of assets. . . . . 81 — — 81 13,911 — 679 14,590

Total operating costs . . 48,581 77 2) 48,656 68,535 67 682 69,284
Income (loss) from

operations. .......... (9,391) (122) (438) (9,951) (23,422) (105) 744 (22,783)
Interest income, net. . ... 477 — 9 486 185 — 34 219
Other income (expense),

net........ooevunn.. (16) — 3 (13) 676 — (1,072) (396)
Income (loss) before

provision for taxes . . .. (8,930) (122) (426) (9,478)  (22,561) (105) (294) (22,960)
Benefit from (provision

for) income taxes ... .. (1,133) — 7 (1,126) (3,556) — 264 (3,292)
Income (l0ss) . ......... (10,063) (122) (419) (10,604) (26,117) (105) (30) (26,252)
Accretion of preferred

stock discount and

dividend ............ (3,630) — — (3,630) (3,703) — — (3,703)
Income (loss) applicable

to common stockholders  $(13,693) $ (122) $(419)  $(14,234)  $(29,820) $ (105) $ (30)  $(29,955)
Basic income (loss) per

share applicable to

common shareholders.  § (0.32) $(0.00) $(0.01) $ (033) $ (0.69) $(0.00) $ (0.00) § (0.70)
Basic weighted average

shares outstanding . . . . 42,639 — — 42,639 42,942 — — 42,942
Diluted income (loss) per

share applicable to

common shareholders.  § (0.32) $(0.00) $(0.01) $ (033) $ (0.69) $(0.00) $ (0.00) § (0.70)
Diluted weighted average

shares outstanding . . . . 42,639 — — 42,639 42,942 — — 42,942
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Quarter ended September 30, 2005 Quarter ended December 31, 2005

Stock-based Stock-based
Compensation Compensation
As and Related As and Related
Previously Tax Other As Restated Previously Tax Other As Restated
Reported  Adjustments  Adjustments a Reported  Adjustments Adjustments a
(In thousands, except per share data)

Revenues:
Software licenses . . . ..... $24,317 $ — $(280) $24,037  $41,690 $§ — $ 180 $41,870
Service and other........ 35,736 — — 35,736 34,701 — — 34,701

Total revenues ........ 60,053 — (280) 59,773 76,391 — 180 76,571
Cost of revenues:
Cost of software licenses. . 3,782 — 93 3,875 4,244 — — 4,244
Cost of service and other. . 17,244 55 — 17,299 17,859 50 — 17,909
Amortization of technology

related intangible assets 1,782 — — 1,782 1,773 — — 1,773

Total cost of revenues . . 22,808 55 93 22,956 23,876 50 — 23,926
Gross profit. . ........... 37,245 (55) (373) 36,817 52,515 (50) 180 52,645
Operating costs:
Selling and marketing . . . . 18,647 40 (12) 18,675 20,624 36 (12) 20,648
Research and development 10,134 26 (12) 10,148 11,771 23 (12) 11,782
General and administrative 10,185 30 106 10,321 9,884 27 — 9,911
Restructuring charges and

FTClegal costs. ....... 2,199 — — 2,199 995 — — 995
Loss (gain) on sales and

disposals of assets. . . . . . 61 — — 61 316 — — 316
Total operating costs.. . . . . 41,226 96 82 41,404 43,590 86 (24) 43,652
Income (loss) from

operations. ........... (3,981) (151) (455) (4,587) 8,925 (136) 204 8,993
Interest income, net. ... .. 151 — 665 816 244 — 510 754
Other income (expense),

net.......ooovvunnn.. (663) — 459 (204) 1,055 — — 1,055
Income (loss) before

provision for taxes . . ... (4,493) (151) 669 (3,975) 10,224 (136) 714 10,802
Benefit from (provision for)

income taxes.......... (640) — (10) (650) (2,080) — (11) (2,091)
Income (loss) . .......... (5,133) (151) 659 (4,625) 8,144 (136) 703 8,711

Accretion of preferred
stock discount and

dividend ............. (3,778) — — (3,778) (3,843) — — (3,843)
Income (loss) applicable to
common stockholders .. $(8,911) $ (151) $ 659 $(8,403) $ 4,301 $ (136) $ 703 $ 4,868

Basic income (loss) per
share applicable to

common shareholders.. § (0.21) $(0.00) $0.02 $ (0190 §$ 0.10 $(0.00) $0.01 $ 011
Basic weighted average
shares outstanding. . . .. 43,237 — — 43,237 43,753 — — 43,753

Diluted income (loss) per
share applicable to

common shareholders.. $§ (0.21) $(0.00) $0.02 $ (0190 § 0.08 $(0.00) $0.01 $ 0.09
Diluted weighted average
shares outstanding. . . .. 43,237 — — 43,237 52,765 — — 52,762

54



Quarter ended March 31, 2006

Stock-based
Compensation
As and Related
Previously Tax Other As Restated  Quarter ended
Reported Adjustments Adjustments (1) June 30, 2006
(In thousands, except per share data)

Revenues:
Software licenses. ................... $41,750 $§ — $ 642 $42,392 $44,387
Serviceandother ................... 35,351 — — 35,351 34,776

Total revenues ................... 77,101 — 642 77,743 79,163
Cost of revenues:
Cost of software licenses ............. 4,518 — — 4,518 4,168
Cost of serviceand other............. 18,231 259 — 18,490 18,794
Amortization of technology related

intangible assets .................. 1,776 — — 1,776 1,739
Total cost of revenues ............... 24,525 259 — 24,784 24,701
Grossprofit............ ... .. L. 52,576 (259) 642 52,959 54,462
Operating costs:
Selling and marketing. . .............. 21,325 186 (2) 21,509 23,178
Research and development........... 11,844 122 2) 11,964 10,245
General and administrative........... 9,498 135 32 9,665 12,019
Restructuring charges and FTC legal

COSES + e v v et et 534 — — 534 265
Loss (gain) on sales and disposals of

ASSELS ..ot 103 — — 103 418

Total operating costs .............. 43,304 443 28 43,775 46,125
Income (loss) from operations . ....... 9,272 (702) 614 9,184 8,337
Interest income,net ................. 558 — 499 1,057 1,422
Other income (expense), net.......... 304 — — 304 (79)
Income (loss) before provision for taxes 10,134 (702) 1,113 10,545 9,680
Benefit from (provision for) income

BAXES . v vvve e (3,083) — 17) (3,100) (2,865)
Income (108S). .« vvvvvvvvveen ... 7,051 (702) 1,096 7,445 6,815
Accretion of preferred stock discount

anddividend ............... ... .. (3,888) — — (3,888) (3,874)
Income (loss) applicable to common

stockholders ..................... $ 3,163 $ (702) $1,096 $ 3,557 $ 2,941
Basic income (loss) per share applicable

to common shareholders ........... $ 0.07 $(0.02) $ 0.03 $ 0.08 $ 0.06
Basic weighted average shares

outstanding . ..................... 44,561 — — 44,561 46,989
Diluted income (loss) per share

applicable to common shareholders. . $ 0.06 $(0.02) $ 0.02 $ 0.06 $ 0.05
Diluted weighted average shares

outstanding . ..................... 55,497 — — 55,497 58,646

(1) See Note 17 to the Consolidated Financial Statements.
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Liquidity and Capital Resources

In fiscal 2006, operating activities provided $19.9 million of cash as net income, excluding non-cash
expenses for stock-based compensation and depreciation and amortization, was partially offset by cash
payments related to restructuring, legal and financial accruals and an increase in installments receivable. In
fiscal 2004 and 2005, operating activities provided $40.9 million and $25.9 million of cash, respectively.

In fiscal 2006, investing activities used $10.5 million of cash primarily as a result of the capitalization
of computer software development costs and the ordinary purchases of property and equipment. In fiscal
2004 and 2005, investing activities used $7.6 million $11.8 million of cash, respectively.

In fiscal 2006, financing activities provided $8.5 million of cash primarily due to exercise of stock
options, partially offset by payment of preferred stock dividends. In fiscal 2004 and 2005, financing
activities provided $22.2 million of cash and used $53.7 million of cash, respectively.

Historically, we have financed our operations principally through cash generated from public offerings
of our convertible debentures and common stock, private offerings of our preferred stock and common
stock, operating activities, and the sale of installment contracts to third parties.

On June 15, 2005, we paid $58.2 million to retire all of the outstanding principal amount of our
convertible debentures, together with interest accrued thereon. We funded this payment with
(a) $8.6 million of our existing cash, (b) $5.8 million obtained from our sales of installments receivable
under our existing receivables programs with Silicon Valley Bank and GE Capital Corporation, and
(c) $43.8 million through the sale of additional installments receivable under the arrangement described
below.

On June 15, 2005, we securitized outstanding installment software license receivables totaling
$71.2 million. Such securitization was structured in a manner so that the securitization qualified as a sale.
We received $43.8 million of cash and retained an interest in the sold receivables valued at $16.6 million.
We also retained certain limited recourse obligations relative to the receivables valued at approximately
$1.0 million. Overall, the transaction (including $2.1 million in aggregate fees and expenses, including fees
of the lenders’ agent and fees of our outside legal counsel and financial advisors) resulted in a loss of
$14.6 million in the quarter ended June 30, 2005 and was recorded as a loss on sales and disposals of assets
in the accompanying consolidated statement of operations. We expect that these installments receivable
will generate approximately $17.5 million and $14.0 million of cash flows during fiscal years 2007 and 2008
that we would have received, if not for the securitization of these receivables. This transaction allowed us
to accelerate the collection of cash associated with our installments receivable. From time to time, it is
likely that we will engage in other securitization transactions.

In August 2003, we issued and sold 300,300 shares of Series D-1 preferred, along with WD warrants to
purchase up to 6,006,006 shares of common stock, for an aggregate purchase price of $100.0 million.
Concurrently, we paid $30.0 million and issued 63,064 shares of Series D-2 preferred, along with WB and
WD warrants to purchase up to 1,261,280 shares of common stock, to repurchase all of the outstanding
Series B preferred. The Series D preferred earns cumulative dividends at an annual rate of 8%, that are
payable when and if declared by the board, in cash or, subject to certain conditions, common stock. Each
share of Series D preferred currently is convertible into 100 shares of common stock, subject to anti-
dilution and other adjustments. On May 16, 2006, holders of the Series D converted 30,000 Series D
preferred shares into 3,000,000 shares of common stock. At the time of the conversion, we also made a
cash payment of $2.4 million to settle the accrued dividends on the converted shares. As a result, the shares
of Series D preferred currently are convertible into an aggregate of 33,336,400 shares of common stock.
The Series D preferred is subject to redemption at the option of the holders as follows: 50% on or after
August 14, 2009 and 50% on or after August 14, 2010.
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We have had arrangements to sell installments receivable to three financial institutions, General
Electric Capital Corporation, Bank of America and Silicon Valley Bank. We sold certain installment
contracts for aggregate proceeds of approximately $97.6 million and $77.1 million during fiscal 2005 and
2006, respectively. As of June 30, 2006, there was approximately $64 million in additional availability under
the arrangements. We expect to continue to have the ability to sell receivables, as the collection of the sold
receivables will reduce the outstanding balance, and the availability under the arrangements can be
increased. At June 30, 2006, we had a partial recourse obligation that was within the range of $0.1 million to
$1.5 million.

In January 2003, we executed a loan arrangement with Silicon Valley Bank. This arrangement
provides a line of credit of up to the lesser of (1) $15.0 million or (2) 70% of eligible domestic receivables,
and a line of credit of up to the lesser of (1) $10.0 million or (2) 80% of eligible foreign receivables. The
lines of credit bear interest at the bank’s prime rate (8.25% at June 30, 2006). We are required to maintain
a $4.0 million compensating cash balance with the bank, or be subject to an unused line fee and collateral
handling fees. The lines of credit will initially be collateralized by nearly all of our assets, and upon
achieving certain net income targets, the collateral will be reduced to a lien on our accounts receivable. We
are required to meet certain financial covenants, including minimum tangible net worth, minimum cash
balances and an adjusted quick ratio. As of June 30, 2006, there were $8.5 million in letters of credit
outstanding under the line of credit, and there was $11.8 million available for future borrowing. As of
June 30, 2006, we were in compliance with the tangible net worth and adjusted quick ratio covenants. The
loan arrangement expires in January 2007. We are currently in negotiations to either: (i) extend this line of
credit with our current lender and amend the terms of the facility; or (ii) obtain a facility from another
lender.

As of June 30, 2006, we had cash and cash equivalents totaling $86.3 million. Our commitments as of
June 30, 2006 consisted of capital lease obligations and leases for our headquarters and other facilities.
Other than these, there were no other commitments for capital or other expenditures. Our obligations
related to these items at June 30, 2006 are as follows (in thousands):

2007 2008 2009 2010 2011 Thereafter Total
Operating leases ............... $9,680 $7,437 $7,570 $7.406 $6,460 $14,834  $53,387
Debt obligations. . .............. 247 149 — — — — 396
Total commitments............. $9,927 $7,586 $7,570 $7,406 $6,460 $14,834  $53,783

We believe our current cash balances, together with availability of sales of our installment contracts
and cash flows from our operations will be sufficient to meet our working capital and capital expenditure
requirements for at least fiscal 2007. However, we may need to obtain additional financing thereafter or
earlier, if our current plans and projections prove to be inaccurate or our expected cash flows prove to be
insufficient to fund our operations because of lower-than-expected revenues, unanticipated expenses or
other unforeseen difficulties. In addition, we may seek to take advantage of favorable market conditions by
raising additional funds from time to time through public or private security offerings, debt financings,
strategic alliances or other financing sources. Our ability to obtain additional financing will depend on a
number of factors, including market conditions, our operating performance and investor interest. These
factors may make the timing, amount, terms and conditions of any financing unattractive. They may also
result in our incurring additional indebtedness or accepting stockholder dilution. If adequate funds are not
available or are not available on acceptable terms, we may have to forego strategic acquisitions or
investments, reduce or defer our development activities, or delay our introduction of new products and
services. Any of these actions may seriously harm our business and operating results.
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Inflation

Inflation has not had a significant impact on our operating results to date and we do not expect
inflation to have a significant impact during fiscal 2007.

New Accounting Pronouncements

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertain Tax Positions,” an
Interpretation of FAS 109 (FIN 48), which clarifies the criteria for recognition and measurement of
benefits from uncertain tax positions. Under FIN 48, an entity should recognize a tax benefit when it is
“more-likely-than-not”, based on the technical merits, that the position would be sustained upon
examination by a taxing authority. The amount to be recognized should be measured as the largest amount
of tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement with a taxing
authority that has full knowledge of all relevant information. Furthermore, any change in the recognition,
derecognition or measurement of a tax position should be recognized in the interim period in which the
change occurs. We expect to adopt FIN 48 as of July 1, 2007, and any change in net assets as a result of
applying the Interpretation will be recognized as an adjustment to retained earnings on that date. We are
in the process of evaluating our uncertain tax positions in accordance with FIN 48.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Information relating to quantitative and qualitative disclosure about market risk is set forth in
notes 2(c), 2(d), 2(h), 2(j) and 12 to our consolidated financial statements included elsewhere in this
Form 10-K and below under the captions “Investment Portfolio” and “Foreign Exchange Hedging.”

Investment Portfolio

We do not use derivative financial instruments in our investment portfolio. We place our investments
in instruments that meet high credit quality standards, as specified in our investment policy guidelines. In
addition, we limit the amount of credit exposure to any one issuer and the types of instruments approved
for investment. We do not expect any material loss with respect to our investment portfolio. The following
table provides information about our investment portfolio. For investment securities, the table presents
principal cash flows and related weighted average interest rates by expected maturity dates.

Principal (Notional) Amounts by Expected Maturity in U.S. Dollars

Maturing in Fiscal Year Ending June 30,

Fair Value
at June 30, 2011 and
2006 2007 2008 2009 2010 Thereafter
(In thousands, except interest rates)
Cash Equivalents. ..............coooiniiiinann... $86,272  $86,272 — — — —
Weighted Average Interest Rate ................... 2.67% 267% — — — —
INVESEMENTS. . .ottt et e e $  — —_ = = — —
Weighted Average Interest Rate ................... — - = = = —
Total Portfolio . ..o $ 86,272 $ 86,272 _- o o o
Weighted Average Interest Rate ................... 2.67% 267% — — @ — —

Impact of Foreign Currency Rate Changes

During fiscal 2006, the U.S. dollar weakened against currencies for countries in which we have local
operations, primarily in Europe, Canada and the Asia-Pacific region, with the exception of the Japanese
Yen, against which the dollar strengthened. The translation of our foreign entities’ assets and liabilities did
not have a material impact on our consolidated operating results. Foreign exchange forward contracts are
only obtained to hedge certain customer installments receivable amounts.

58



Foreign Exchange Hedging

We enter into foreign exchange forward contracts to reduce our exposure to currency fluctuations on
customer installments receivable denominated in foreign currencies. The objective of these contracts is to
limit the impact of foreign currency exchange rate movement on our operating results. We do not use
derivative financial instruments for speculative or trading purposes. We had $27.3 million of foreign
exchange forward contracts denominated in Japanese, British, Swiss, Canadian and Euro currencies which
represented underlying customer installments receivable transactions at the end of fiscal 2006. The
underlying customer installments receivable transactions consist of assets carried on our balance sheet and
assets that were transferred to our subsidiary as part of the securitization of installments receivable, for
which we have assumed the exposure associated with changes in foreign exchange rates. At each balance
sheet date, the foreign exchange forward contracts and the related installments receivable denominated in
foreign currencies are revalued based on the current market exchange rates. Resulting gains and losses are
included in earnings. Gains and losses related to these instruments for fiscal 2006 were not material to our
financial position. We do not anticipate any material adverse effect on our consolidated financial position,
operating results or cash flows resulting from the use of these instruments. There can be no assurance,
however, that these strategies will be effective or that transaction losses can be limited or forecasted
accurately.

The following table provides information about our forward contracts, at the end of fiscal 2006, to sell
foreign currencies for U.S. dollars. All of these contracts relate to customer accounts and installments
receivable. The table presents the value of the contracts in U.S. dollars at the contract exchange rate as of
the contract maturity date. The average contract rate approximates the weighted average contractual
foreign currency exchange rate and the forward position in U.S. dollars approximates the fair value on the
contract at the end of fiscal 2006.

Average Forward

Contract  Amount in
Currency Rate U.S. Dollars Contract Origination Date Contract Maturity Date

(In thousands)

Euro.................... 125 $17,021 Various: July 05-June 06 ~ Various: July 06-May 07
British Pound Sterling . . .. 1.82 3,603 Various: August 05-June 06 Various: July 06-May 07
Japanese Yen............ 111.18 3,501 Various: July 05-June 06 ~ Various: July 06-May 07
Canadian Dollar ......... 1.14 2,819  Various: July 05-June 06  Various: July 06-May 07
Swiss Franc.............. 1.22 345 Various: July 05-June 06 ~ Various: July 06-May 07
Total.........covuuuini.. $27,289

Item 8.  Financial Statements and Supplementary Data

The consolidated financial statements of Aspen Technology, Inc. are filed as a part of this Form 10-K
beginning on page F-1 and are incorporated herein by reference.
Item 9.  Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures. Our management, with the participation of our chief executive
officer and acting chief financial officer, evaluated the effectiveness of our disclosure controls and
procedures as of June 30, 2006. The term “disclosure controls and procedures,” as defined in
Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other procedures of a
company that are designed to ensure that information required to be disclosed by a company in the reports

59



that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include,
without limitation, controls and procedures designed to ensure that information required to be disclosed
by a company in the reports that it files or submits under the Exchange Act is accumulated and
communicated to the company’s management, including its principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes
that any controls and procedures, no matter how well designed and operated, can provide only reasonable
assurance of achieving their objectives and management necessarily applies its judgment in evaluating the
cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure
controls and procedures as of June 30, 2006, and due to the material weaknesses in our internal control
over financial reporting described below under “Management’s Report on Internal Control over Financial
Reporting” our chief executive officer and acting chief financial officer concluded that, as of such date, our
disclosure controls and procedures were not effective at the reasonable assurance level.

Management’s Report on Internal Control Over Financial Reporting and Attestation of Independent
Registered Public Accounting Firm. Management’s report on our internal control over financial reporting
(as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act), including the description of
material weaknesses in our internal control over financial reporting as of June 30, 2006 and the remedial
measures we are undertaking to address those material weaknesses and the independent registered public
accounting firm’s related audit report are included below.

Changes in Internal Control Over Financial Reporting. We previously reported six material
weaknesses in our internal control over financial reporting (as defined in Rule 13a-15(f) under the
Exchange Act), which were described in Item 9A and Management’s Report on Internal Control Over
Financial Reporting in our Annual Report on Form 10-K for the fiscal year ended June 30, 2005, which we
filed on September 13, 2005. A material weakness is a significant deficiency (as defined in Public Company
Accounting Oversight Board Auditing Standard No. 2), or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the annual or interim financial
statements will not be prevented or detected.

During the first three quarters of the year ended June 30, 2006, we reported on Form 10-Q significant
changes made to our internal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act) to address our previously reported material weaknesses. During the
fourth quarter, management completed testing to assess the effectiveness of its remedial measures and
based on that testing has concluded in the fourth quarter that three of the previously reported material
weaknesses no longer constitute material weaknesses as of June 30, 2006. For the three remaining items
which management believes still constitute material weaknesses as of June 30, 2006, we have made changes
in our internal controls over financial reporting as they relate to these control areas, but there continues to
be additional work required for us to conclude that these control areas are operating such that they no
longer constitute material weaknesses.

A discussion of the changes reported on Form 10-Q in previous quarters and their impact on our
previously reported material weaknesses is included below. The following three previously reported
material weaknesses no longer constituted material weaknesses as of June 30, 2006:

1) Inadequate staffing and ineffective training and communication within the accounting and finance
organization.

e We increased the staffing and level of expertise of our accounting and finance organization,
including hiring a vice president corporate controller, a director of corporate accounting, a manager
of financial reporting, a manager of revenue operations, a credit and collections manager, an
accounts payable manager, a sales tax analyst, and additional general accountants in general ledger,
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payroll, and collections in our Cambridge, Massachusetts headquarters, as well as a manager of
revenue operations for the Asia Pacific region.

e We consolidated our North American accounting operations into a single shared service center at
our Cambridge, Massachusetts headquarters.

e We implemented procedures under which we hold periodic meetings of cross-functional teams to
improve communication and provide additional training.

e We held several training sessions on revenue recognition and internal credit policies for regional
sales personnel, sales and executive management and new finance management.

During the fourth quarter of 2006, management concluded that the remedial measures described
above were sufficient such that inadequate staffing and ineffective training and communication within the
accounting and finance organization no longer constituted a material weakness as of June 30, 2006.

2) Ineffective revenue recognition controls.

e We took steps to improve our procedures relating to approving revenue arrangements sold through
foreign agents, including redefining the identification, approval, recording and monitoring
processes for agents and their commissions, and increasing coordination amongst our internal
functional organizations.

e We completed an inventory of software currently held by our resellers.

e We implemented a policy requiring each customer to provide written confirmation of acceptance of
ongoing maintenance.

e We enhanced our documentation regarding our pricing policies relating to consulting services and
software maintenance services.

During the fourth quarter of 2006, management concluded that the remedial measures described
above were sufficient such that ineffective revenue recognition controls no longer constituted a material
weakness as of June 30, 2006.

3) Inadequate controls over bank accounts.

e We enhanced our existing policies and procedures related to the maintenance of bank accounts to
include a periodic evaluation of our existing accounts, and closed accounts and updated bank
signatory authorizations as appropriate for our business.

e We implemented policies and procedures to ensure bank accounts are included in our general
ledger chart of accounts on a timely basis.

During the fourth quarter of 2006, management concluded that the remedial measures described
above were sufficient such that inadequate controls over bank accounts no longer constituted a material
weakness as of June 30, 2006.
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The three remaining previously reported material weaknesses which management believes require
further work and still constituted material weaknesses as of June 30, 2006, as well as the related significant
changes to internal controls over financial reporting, are as follows:

1) Inadequate financial statement preparation and review procedures.

We significantly increased the number and expertise of experienced supervisory personnel within
the accounting and finance organization.

We implemented procedures under which we hold periodic meetings of cross-functional teams to
improve communication and provide additional training.

We enhanced our existing monthly closing meetings to include a formal planning and financial
review process, and have extended attendance at those meetings to a broader group of senior
financial management and staff.

We implemented policies and procedures to identify and add accounts, including bank accounts, to
our general ledger chart of accounts on a timely basis.

We enhanced our existing policies and procedures relating to general ledger account
reconciliations, including establishment of a formal escalation method to notify senior financial
management of accounts that have unreconciled or unadjusted variances.

We implemented formal policies and procedures to ensure that our accounting and analysis of
intangible assets, reserves and accruals are adequately supported and documented.

We have implemented procedures for the timely preparation of memoranda to support all non-
routine transactions.

Although the remedial measures implemented above improved our financial statement preparation
and review as of June 30, 2006, certain of our processes and systems require further work and are
dependent upon the recruiting and training of a number of qualified staff that were hired late in the fiscal
year. As a result, certain controls over our periodic financial close process were not in place for a sufficient
duration or were not effective as of June 30, 2006. Specifically, we did not have effective controls and
procedures as of June 30, 2006 with respect to the (a) review of manual journal entries recorded at the
consolidated level; (b) timely disposition of required adjustments identified through the period-end
account analysis and reconciliation process, and (c) accounting for complex non-routine transactions.

This material weakness over our period financial close process as of June 30, 2006 is discussed further
in “Management’s Report on Internal Control Over Financial Reporting” included below.

2) Ineffective and inadequate controls over the accounts receivable function.

We enhanced our policies and procedures relating to determining the creditworthiness of new and
existing customers.

We improved our policies and procedures to ensure that accurate invoices are submitted to
customers and that all invoices paid by customers are recorded accurately and timely in our records.

We enhanced our bad debt policies to clarify when reserves and write-offs are required and have
implemented procedures designed to assess the proper valuation of our accounts receivable
reserves.

We engaged external collections agencies and legal counsel to assist with the collection of certain
outstanding accounts receivable.
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Although the remedial measures implemented above improved the internal controls over our
accounts receivable function as of June 30, 2006, our accounts receivable reconciliation and review
procedures require further work. As a result, controls in the accounts receivable function over the process
to record customer invoice payments timely and accurately were not effective as of June 30, 2006.
Specifically, we did not have effective procedures and controls over our accounts receivable function to
provide reasonable assurance that all customer invoice payments are being recorded timely and accurately,
and reflected as liabilities in those cases where we collected cash from customers relating to invoices
previously sold to financial institutions.

This material weakness over controls in our accounts receivable function to record customer invoice
payments timely and accurately as of June 30, 2006 is discussed further in “Management’s Report on
Internal Control Over Financial Reporting” included below.

3) Inadequate controls over the accounting for taxes.

e We implemented policies and procedures for the determination, review and documentation of
income tax and sales tax liabilities and deferred income tax assets and liabilities as well as for
preparing income tax provision calculations.

e We increased the level of review of all quarterly and annual tax accounts and calculations.

Although the remedial measures implemented above improved our controls over the accounting for
taxes, further work is required to develop effective controls over the accounting for our income tax
provision, income tax liabilities and deferred income tax accounts and related disclosures. As a result,
controls over the accounting for income taxes were not adequate to prevent or detect a material
misstatement of our financial position or results of operations as of June 30, 2006. Specifically, we did not
have effective design or operational controls over the accounting for income taxes to provide reasonable
assurance that the relevant income tax accounts and related disclosures can be prepared in accordance
with generally accepted accounting principles.

This material weakness over the accounting for income taxes as of June 30, 2006 is discussed further in
Management’s Report on Internal Control Over Financial Reporting included below.

In addition, during the fourth quarter, management identified one new material weakness in internal
control over the accrual of goods and services received as of June 30, 2006. As a result, controls over the
accrual of goods and services received were not effective as of June 30, 2006 to provide reasonable
assurance that all goods and services received are being recorded timely and completely.

This material weakness over the accrual of goods and services received as of June 30, 2006 is discussed
further in “Management’s Report on Internal Control Over Financial Reporting” included below.
Remediation

Management has identified the following measures to address the material weaknesses described
above and in Management’s Report on Internal Control Over Financial Reporting included below.

In order to improve controls over the periodic financial close process, we intend to:

e Upgrade our existing financial applications, which will allow management to streamline the
capturing of relevant data, improve the general ledger and entity account level reporting structures
and enhance the information query and reporting capability for the consolidated books worldwide;

e Implement enhanced controls to review all manual journal entries recorded at the consolidated
level prior to posting;

¢ Implement enhanced controls to reconcile subsidiary-level books to the consolidated books;
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Simplify the legal entity structure;

Implement improved processes and procedures to ensure that all reconciling items identified in
balance sheet account reconciliations are accounted for properly and timely; and

Implement procedures to help ensure that the proper accounting of all complex non-routine
transactions is researched, detailed in memoranda and reviewed by senior management prior to
recording.

Continue to assess the adequacy and expertise of the finance and accounting staff on a global basis.

In order to improve controls in the accounts receivable function over the process to record customer
invoice payments timely and accurately, we intend to:

Implement improved accounts receivable reconciliation and review procedures to ensure all cash
receipts are timely applied to applicable accounts receivables balances and to timely record the
appropriate liability in the case where the receivable has been sold to a financial institution.

Assess the adequacy of the accounting applications deployed to service accounts receivable which
have been sold.

In order to improve controls over the accounting for income taxes, we intend to:

Further enhance our policies and procedures for determining and documenting income tax
liabilities and deferred income tax assets and liabilities, as well as for preparing income tax
provision calculations;

Further increase the level of review of all quarterly and annual tax accounts and calculations;
Improve the internal reporting of financial account balances to the tax department.

Increase the number of personnel with specialized corporate and international tax expertise in the
tax department.

In order to improve controls over the accrual of goods and services received, we intend to:

Complete the final phase of a system implementation that will allow for accurate and timely reports
of open purchase orders;

Implement additional reviews of open purchase orders for appropriate accounting treatment in
each reporting period; and

Implement improved processes and procedures to allow for communication of any known liabilities
to finance management so they can be recorded timely and accurately.

If the remedial measures described above are insufficient to address any of the four identified
material weaknesses, our financial statements may contain material misstatements. Among other things,
any unremedied material weakness could result in material post-closing adjustments in future financial
statements. Furthermore, any such unremedied material weakness could have the effects described in
“Item 1A. Risk Factors—We have identified four material weaknesses in our internal control over
financial reporting as of June 30, 2006 that, if not remedied effectively, could result in material
misstatements in our financial statements for future periods.”
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Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting for our company. Internal control over financial reporting is defined
in Rule 13a-15(f) and 15d-15(f) promulgated under the Exchange Act, as a process designed by, or under
the supervision of, a company’s principal executive and principal financial officers and effected by the
company’s board of directors, management and other personnel, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles and includes those policies and
procedures that:

e pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of the company;

e provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

Our management assessed the effectiveness of our internal controls over financial reporting as of
June 30, 2006. As described below, we have identified four material weaknesses in internal control over
financial reporting as of June 30, 2006. In making this assessment, our management used the criteria set
forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control-
Integrated Framework. Because of the material weaknesses described below, management believes that, as
of June 30, 2006, our internal control over financial reporting was not effective based on those criteria.

1) Inadequate and ineffective controls over the periodic financial close process

We did not have effective design or operational controls and procedures that provided reasonable
assurance that financial statements could be prepared in accordance with generally accepted accounting
principles. Specifically, we did not have adequate controls and procedures with respect to the (a) review of
manual journal entries recorded at the consolidated level; (b) timely disposition of required adjustments
identified through the period-end account analysis and reconciliation process, and (c) accounting for
complex non-routine transactions. As a result of this identified weakness, material post closing adjustments
were identified and posted to our books and records and financial statements. These adjustments, which
are reflected in our financial statements as of and for the year ended June 30, 2006 (as set forth below and
incorporated by reference in Item 8 of this Form 10-K), caused changes in assets, liabilities, stockholders’
equity, revenues, and expenses.

2) Inadequate and ineffective controls in the accounts receivable function over the process to record customer
invoice payments timely and accurately

We did not have effective design or operational controls and procedures over our accounts receivable
function to provide reasonable assurance that all customer invoice payments are being recorded timely and
accurately, and reflected as liabilities in those cases where we collected cash from customers relating to

65



invoices previously sold to financial institutions. As a result of this identified weakness, material post-
closing adjustments were posted to our books and records and financial statements. These adjustments,
which are reflected in our financial statements as of and for the year ended June 30, 2006, caused changes
to accounts receivable and accrued expenses.

3) Inadequate and ineffective controls over the accounting for income taxes

We did not have adequate design or operational controls over the accounting for income taxes to
provide reasonable assurance that the relevant income tax accounts and related disclosures can be
prepared in accordance with generally accepted accounting principles. As a result of this identified
weakness, post-closing adjustments have been posted to our books and records and our financial
statements. These adjustments, which are reflected in the accompanying financial statements for the year
ended June 30, 2006, caused changes to income taxes payable, deferred income tax assets and liabilities,
the income tax provision, and additional paid-in capital.

4) Inadequate and ineffective controls over accrual of goods and services received

We did not have effective operational controls in place to provide reasonable assurance that all goods
and services received are being recorded timely and completely. As a result of this identified weakness,
material post-closing adjustments were posted to our books and records and financial statements. These
adjustments, which are reflected in the accompanying financial statements as of and for the year ended
June 30, 2006, caused changes to unbilled services, property and leasehold improvements, accounts
payable, service and other revenue, cost of services, and operating expenses.

Deloitte & Touche LLP, our independent registered public accounting firm, has issued a report on
our assessment of our internal control over financial reporting. This report appears on page 66.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Aspen Technology, Inc.:
Cambridge, Massachusetts

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting, that Aspen Technology, Inc. and subsidiaries (the “Company”)
did not maintain effective internal control over financial reporting as of June 30, 2006, because of the
effect of the material weaknesses identified in management’s assessment based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. The Company’s management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the
supervision of, the company’s principal executive and principal financial officers, or persons performing
similar functions, and effected by the company’s board of directors, management, and other personnel to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the
possibility of collusion or improper management override of controls, material misstatements due to error
or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk that
the controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the annual or interim financial
statements will not be prevented or detected. The following material weaknesses have been identified and
included in management’s assessment:

1. Inadequate and ineffective controls over the periodic financial close process.

The Company did not have effective design or operational controls and procedures that provided
reasonable assurance that financial statements could be prepared in accordance with generally
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accepted accounting principles. Specifically, the Company did not have adequate controls and
procedures with respect to the (a) review of manual journal entries recorded at the consolidated level;
(b) timely disposition of required adjustments identified through the period-end account analysis and
reconciliation process, and (c) accounting for complex non-routine transactions. As a result of these
identified weaknesses, material post closing adjustments were identified and posted to the Company’s
books and records and financial statements. These adjustments, which are reflected in the Company’s
financial statements as of and for the year ended June 30, 2006, caused changes in assets, liabilities,
stockholders’ equity, revenues and expenses. Such weaknesses could continue to impact the balances
in all of the accounts previously mentioned.

Inadequate and ineffective controls in the accounts receivable function over the process to record customer
invoice payments timely and accurately.

The Company did not have effective design or operational controls over the accounts receivable
function to provide reasonable assurance that all customer invoice payments are being recorded
timely and accurately, and reflected as liabilities in those cases where the Company collected cash
from customers relating to invoices previously sold to financial institutions. As a result of these
identified weaknesses, material post-closing adjustments were posted to the Company’s books and
records and financial statements. These adjustments, which are reflected in the Company’s financial
statements as of and for the year ended June 30, 2006, caused changes to accounts receivable and
accrued expenses. Such weaknesses could continue to impact the balances in all of the accounts
previously mentioned.

Inadequate and ineffective controls over the accounting for income taxes.

The Company did not have adequate design or operational controls over the accounting for
income taxes to provide reasonable assurance that the relevant income tax accounts and related
disclosures can be prepared in accordance with generally accepted accounting principles. As a result
of these identified weaknesses, post-closing adjustments have been posted to the Company’s books
and records and its financial statements. These adjustments, which are reflected in the accompanying
financial statements for the year ended June 30, 2006, caused changes to income taxes payable,
deferred income tax assets and liabilities, the income tax provision, and additional paid-in capital.
Such weaknesses could continue to impact the balances in the accounts previously mentioned.

Ineffective and inadequate controls over accrual of goods and services.

The Company did not have adequate design or operational controls in place to provide
reasonable assurance that all goods and services received are being recorded timely and completely.
As a result of these identified weaknesses, material post-closing adjustments were posted to the
Company’s books and records and financial statements. These adjustments, which are reflected in the
accompanying financial statements as of and for the year ended June 30, 2006, caused changes to
unbilled services, property and leasehold improvements, accounts payable, service and other revenue,
cost of services, and operating expenses. Such weaknesses could continue to impact the balances in all
of the accounts previously mentioned.

These material weaknesses were considered in determining the nature, timing, and extent of audit

tests applied in our audit of the consolidated financial statements as of and for the year ended June 30,
2006, of the Company and this report does not affect our report on such financial statements.

In our opinion, management’s assessment that the Company did not maintain effective internal

control over financial reporting as of June 30, 2006, is fairly stated, in all material respects, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Also in our opinion, because of the effect of the material
weaknesses described above on the achievement of the objectives of the control criteria, the Company has
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not maintained effective internal control over financial reporting as of June 30, 2006, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements as of and for the year ended June 30, 2006, of
the Company and our report dated September 28, 2006 expressed an unqualified opinion on those
financial statements and includes explanatory paragraphs relating to the restatement of the Company’s
consolidated financial statements described in Note 17 and the adoption of Statement of Financial
Accounting Standard No. 123(R) Share-Based Payment described in Note 8.

/s/ DELOITTE & TOUCHE LLP
Boston, Massachusetts
September 28, 2006
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Item 9B. Other Information

None.

PART III

Item 10. Directors and Executive Officers of the Registrant

The information required under this Item is incorporated herein by reference to our definitive proxy
statement pursuant to Regulation 14A, to be filed with the SEC not later than October 30, 2006.
Item 11. Executive Compensation

The information required under this Item is incorporated herein by reference to our definitive proxy
statement pursuant to Regulation 14A, to be filed with the SEC not later than October 30, 2006.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

See “Securities Authorized for Issuance Under Equity Compensation Plans” under “Item 5. Market
for Registrant’s Common Equity, related Stockholder Matters and Issuer Purchases of Equity Securities,”
in Part II of this Form 10-K.

The information required under this Item is incorporated herein by reference to our definitive proxy
statement pursuant to Regulation 14A, to be filed with the SEC not later than October 30, 2006, under the
heading “Share Ownership of Principal Stockholders and Management.”

Item 13. Certain Relationships and Related Transactions

The information required under this Item is incorporated herein by reference to our definitive proxy
statement pursuant to Regulation 14A, to be filed with the SEC not later than October 30, 2006, under the
heading “Related Party Transactions.”

Item 14. Principal Accountant Fees and Services

The information required under this Item is incorporated herein by reference to our definitive proxy
statement pursuant to Regulation 14A, to be filed with the SEC not later than October 30, 2006, under the
heading “Independent Registered Public Accounting Firm.”
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PART IV
Item 15. Exhibits and Financial Statement Schedules

(a)(1) Financial Statements

Description
Report of Independent Registered Public Accounting Firm .......................

Consolidated Financial Statements:
Balance Sheets (restated) as of June 30, 2005 and 2006 .............. ...,
Statements of Operations (restated) for the years ended June 30, 2004, 2005 and 2006

Statements of Stockholders’ Equity (Deficit) and Comprehensive Income (Loss) (restated) for

the years ended June 30, 2004, 2005 and 2006. . ...ttt
Statements of Cash Flows (restated) for the years ended June 30, 2004, 2005 and 2006
Notes to Consolidated Financial Statements. ................ . ..o,

(a)(2) Financial Statement Schedules

F-5
F-6
F-7

All schedules are omitted because they are not required or the required information is shown in the

consolidated financial statements or notes thereto.

(a)(3) Exhibits

3.1(1)
32(2)
4.1(3)

42(2)

43(4)

4.4(5)

4.5(6)

4.6(7)

4.7(8)

4.10(9)
4.11(1)

Certificate of Incorporation of Aspen Technology, Inc., as amended.
By-laws of Aspen Technology, Inc.

Specimen Certificate for Shares of Aspen Technology, Inc.’s common stock, $.10 par
value.

Rights Agreement dated as of March 12, 1998 between Aspen Technology, Inc. and
American Stock Transfer and Trust Company, as Rights Agent, including related
forms of the following: (a) Certificate of Designation of Series A Participating
Cumulative Preferred Stock of Aspen Technology, Inc.; and (b) Right Certificate.
Amendment No. 1 dated as of October 26, 2001 to Rights Agreement dated as of
March 12, 1998 between Aspen Technology, Inc. and American Stock Transfer &
Trust Company, as Rights Agent.

Amendment No. 2 dated as of February 6, 2002 to Rights Agreement dated as of
March 12, 1998 between Aspen Technology, Inc. and American Stock Transfer &
Trust Company.

Amendment No. 3 dated as of March 19, 2002 to Rights Agreement dated as of
March 12, 1998 between Aspen Technology, Inc. and American Stock Transfer &
Trust Company.

Amendment No. 4 dated as of May 9, 2002 to Rights Agreement dated as of March 17,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust
Company, as Rights Agent.

Amendment No. 5 dated as of June 1, 2003 to Rights Agreement dated as of March 17,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust
Company, as Rights Agent.

Form of Warrant of Aspen Technology, Inc. dated as of May 9, 2002.

Form of WD Common Stock Purchase Warrant of Aspen Technology, Inc. dated as of
August 14, 2003.
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10.9(32)

10.10(13)
10.11(13)

10.12(25)

10.13(25)

10.14(13)

10.15(13)
10.16(13)

10.17(14)

Form of WB Common Stock Purchase Warrant of Aspen Technology, Inc. dated as of
August 14, 2003.

Lease Agreement dated as of January 30, 1992 between Aspen Technology, Inc. and
Teachers Insurance and Annuity Association of America regarding Ten Canal Park,
Cambridge, Massachusetts.

First Amendment to Lease Agreement dated May 5, 1997 between Aspen

Technology, Inc. and Beacon Properties, L.P., successor-in-interest to Teachers
Insurance and Annuity Association of America, regarding Ten Canal Park, Cambridge,
Massachusetts.

Second Amendment to Lease Agreement dated as of August 14, 2000 between Aspen
Technology, Inc. and EOP-Ten Canal Park, L.L.C., successor-in-interest to Beacon
Properties, L.P. regarding Ten Canal Park, Cambridge, Massachusetts.

System License Agreement between Aspen Technology, Inc. and the Massachusetts
Institute of Technology, dated March 30, 1982, as amended.

Vendor Program Agreement, dated March 29, 1990, between Aspen Technology, Inc.
and General Electric Capital Corporation.

Rider No. 1, dated December 14, 1994, to Vendor Program Agreement between
Aspen Technology, Inc. and General Electric Capital Corporation.

Letter Agreement, dated March 25, 1992, between Aspen Technology, Inc. and Sanwa
Business Credit Corporation.

Third Amendment, effective as of March 28, 2003, to the Letter Agreement by and
between Aspen Technology, Inc. and Fleet Business Credit, LLC (formerly Sanwa
Business Credit Corporation).

Amended and Restated Direct Finance and Services Addendum to Letter Agreement,
effective December 30, 2004, by and among Aspen Technology, Inc. Fleet Business
Credit LLC, Fleet Business Credit (UK) Limited, and Fleet Business Credit
(Deutschland) GmbH.

Loan and Security Agreement, dated as of January 30, 2003, by and among Silicon
Valley Bank and Aspen Technology, Inc., AspenTech, Inc. and Hyprotech Company.
Export-Import Bank Loan and Security Agreement, dated as of January 30, 2003, by
and among Silicon Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Export-Import Bank Borrower Agreement, dated as of April 1, 2005, by and between
Aspen Technology, Inc. and AspenTech Inc. in favor of the Export-Import Bank of the
United States and Silicon Valley Bank.

Promissory Note (Ex-Im), dated April 1, 2005, by and between Aspen Technology, Inc.
and AspenTech, Inc. in favor of Silicon Valley Bank.

Form of Negative Pledge Agreement, dated as of January 30, 2003, in favor of Silicon
Valley Bank, executed by Aspen Technology, Inc., AspenTech, Inc. and Hyprotech
Company.

Security Agreement, dated as of January 30, 2003, by and between Silicon Valley Bank
and AspenTech Securities Corporation.

Unconditional Guaranty, dated as of January 30, 2003, by AspenTech Securities
Corporation in favor of Silicon Valley Bank.

First Loan Modification Agreement, effective as of June 27, 2003, by and among
Silicon Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.
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Pledge Agreement, effective as of June 27, 2003, by Aspen Technology, Inc. in favor of
Silicon Valley Bank.

First Loan Modification Agreement (Exim), dated as of September 10, 2004, by and
among Aspen Technology, Inc., AspenTech, Inc. and Silicon Valley Bank.

Second Loan Modification Agreement, dated as of September 10, 2004, by and among
Aspen Technology, Inc., AspenTech, Inc. and Silicon Valley Bank.

Fourth Loan Modification Agreement, dated April 1, 2005 by and among Silicon
Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Third Loan Modification Agreement (Exim), dated as of April 1, 2005, by and among
Silicon Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Sixth Loan Modification Agreement, dated as of June 15, 2005, by and among Aspen
Technology, Inc., Aspentech, Inc. and Silicon Valley Bank

Fourth Loan Modification Agreement—EXIM, dated as of June 15, 2005, by and
among Aspen Technology, Inc., Aspentech, Inc. and Silicon Valley Bank

Partial Release and Acknowledgement Agreement, dated as of June 15, 2005, by and
among Aspen Technology, Inc., Aspentech, Inc. and Silicon Valley Bank

Loan Agreement, dated as of June 15, 2005, among Aspen Technology, Inc., Aspen
Technology Receivables II LLC, Guggenheim Corporate Funding, LLC and the
lenders named therein

Security Agreement, dated as of June 15, 2005, between Aspen Technology
Receivables II LLC and Guggenheim Corporate Funding, LLC

Purchase and Sale Agreement, dated as of June 15, 2005, between Aspen
Technology, Inc. and Aspen Technology Receivables I LLC

Purchase and Resale Agreement, dated as of June 15, 2005, between Aspen
Technology Receivables I LLC and Aspen Technology Receivables 11 LL.C

Non-Recourse Receivables Purchase Agreement, dated December 31, 2003, between
Silicon Valley Bank and Aspen Technology, Inc.

Second Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
September 30, 2004, by and between Silicon Valley Bank and Aspen Technology, Inc.

Third Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
December 31, 2004, by and between Silicon Valley Bank and Aspen Technology, Inc.

Fifth Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
March 31, 2005, by and between Silicon Valley Bank and Aspen Technology, Inc.

Securities Purchase Agreement dated June 1, 2003 by and among Aspen
Technology, Inc. and the Purchasers listed therein.

Repurchase and Exchange Agreement dated as of June 1, 2003 by and among Aspen
Technology, Inc. and the Holders named therein.

Investor Rights Agreement dated as of August 14, 2003 by and among Aspen
Technology, Inc. and the Stockholders Named therein.

Management Rights Letter dated as of August 14, 2003 by and among Aspen
Technology, Inc. and the entities named therein.

Amended and Restated Registration Rights Agreement dated as of March 19, 2002
between Aspen Technology, Inc. and the Purchasers named therein.
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Equity Joint Venture Contract between Aspen Technology, Inc. and China
Petrochemical Technology Company.

Purchase and Sale Agreement, dated October 6, 2004, by and among Aspen
Technology, Inc., Hyprotech Company, AspenTech Canada Ltd., and Hyprotech
UK Ltd. (collectively, the “AspenTech Parties”) and Honeywell International Inc.,
Honeywell Control Systems Limited and Honeywell Limited-Honeywell Limitee
(collectively, the “Honeywell Parties™).

Amendment No. 1 to the Purchase and Sale Agreement, dated October 6, 2004 by and
among the AspenTech Parties and the Honeywell Parties.

Hyprotech License Agreement, dated as of December 23, 2004, by and between Aspen
Technology, Inc. and Honeywell International, Inc.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
AspenTech Canada Ltd. and Honeywell Limited-Honeywell Limitee.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
Hyprotech Company and Honeywell Limited-Honeywell Limitee.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
AspenTech Ltd. and Honeywell Control Systems Limited.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
Hyprotech UK Ltd. and Honeywell Control Systems Limited.

1988 Non-Qualified Stock Option Plan, as amended.

1995 Stock Option Plan.

Amended and Restated 1995 Directors Stock Option Plan.

1995 Employees’ Stock Purchase Plan.

1998 Employees’ Stock Purchase Plan.

Amendment No. 1 to 1998 Employees’ Stock Purchase Plan.

1996 Special Stock Option Plan.

Restated 2001 Stock Option Plan.

2005 Stock Incentive Plan

Form of Employee Confidentiality and Non-Competition Agreement.

Employment Agreement, dated as of December 7, 2004, between Aspen

Technology, Inc. and Mark E. Fusco.

Employment Agreement, dated April 1, 2002, by and between Aspen Technology, Inc.
and C. Steven Pringle

Letter Agreement, dated June 24, 2003, by and between Aspen Technology, Inc. and
C. Steven Pringle.

Offer Letter, dated June 16, 2003, by and between Aspen Technology, Inc. and Charles
F. Kane.

Letter Agreement, dated June 24, 2003, by and between Aspen Technology, Inc. and
Manolis Kotzabasakis.

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc.
and C. Steve Pringle.

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc.
and Charles F. Kane.
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21.1
23.1
24.1
31.1

31.2

321

322

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc.
and Manolis Kotzabasakis.

Amendment No. 1 to Employment and Change of Control Agreement, dated as of
October 28, 2005, between Aspen Technology, Inc. and Mark E. Fusco.

Aspen Technology, Inc. Executive Annual Incentive Bonus Plan FY06
Aspen Technology, Inc. Operations Executives Plan FY06
Aspen Technology, Inc. Executive Annual Incentive Bonus Plan FY07
Aspen Technology, Inc. Operations Executives Plan FY(07

Securities Purchase Agreement dated as of May 9, 2002 between Aspen
Technology, Inc. and the Purchasers listed therein, and related Amendment dated
June 5, 2002.

Amended and Restated Securities Purchase Agreement dated as of March 19, 2002
between Aspen Technology, Inc. and the Purchasers named therein.

Tenth Loan Modification Agreement, dated as of September 14, 2006, between Silicon
Valley Bank and Aspen Technology, Inc.

Sixth Loan Modification Agreement (EXIM) , dated as of September 14, 2006,
between Silicon Valley Bank and Aspen Technology, Inc.

Code of Conduct and Business Ethics

Subsidiaries of Aspen Technology, Inc.

Consent of Deloitte & Touche LLP

Power of Attorney (included in signature page to Form 10-K).

Certification of President and Chief Executive Officer pursuant to Exchange Act
Rules 13a-14 and 15d-14, as adopted pursuant to Section 302 of Sarbanes-Oxley Act of
2002.

Certification of Acting Principal Financial and Accounting Officer pursuant to
Exchange Act Rules 13a-14 and 15d-14, as adopted pursuant to Section 302 of
Sarbanes-Oxley Act of 2002.

Certification of President and Chief Executive Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Acting Principal Financial and Accounting Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

(1) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
August 21, 2003 (filed on August 22, 2003), and incorporated herein by reference.

(2) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
March 12, 1998 (filed on March 27, 1998), and incorporated herein by reference.

(3) Previously filed as an exhibit to Amendment No. 1 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. (filed on June 12, 1998), and incorporated herein by reference.

(4) Previously filed as an exhibit to Amendment No. 2 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on November 8, 2001, and incorporated herein by reference.

(5) Previously filed as an exhibit to Amendment No. 3 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on February 12, 2002, and incorporated herein by reference.
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(6) Previously filed as an exhibit to Amendment No. 4 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on March 20, 2002, and incorporated herein by reference.

(7) Previously filed as an exhibit to Amendment No. 5 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on May 31, 2002, and incorporated herein by reference.

(8) Previously filed as an exhibit to Amendment No. 6 to Form 8-A of Aspen Technology, Inc. filed on
June 2, 2003, and incorporated herein by reference.

(9) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
June 5, 2002 (filed on June 7, 2002), and incorporated herein by reference.

reviously filed as an exhibit to the Registration Statement on Form S-1 of Aspen Technology, Inc.
10) Previously filed xhibi he Regi ion S F S-1 of Aspen Technology, I
(Registration No. 33-83916) (filed on September 13, 1994), and incorporated herein by reference.

(11) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 2000, and incorporated herein by reference.

(12) Previously filed as an exhibit to the Registration Statement on Form S-1 of Aspen Technology, Inc.
(Registration No. 33-88734) (filed on January 29, 1995), and incorporated herein by reference.

(13) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2002, and incorporated herein by reference.

(14) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 2003, and incorporated herein by reference.

(15) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. filed on
June 2, 2003, and incorporated herein by reference.

(16) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2002, and incorporated herein by reference.

(17) Previously filed as an exhibit to the Current Report on Form 8-K filed by Aspen Technology, Inc. on
March 19, 2002, and incorporated herein by reference.

reviously filed as an exhibit to the Registration Statement on Form S-8 of Aspen Technology, Inc.
18) Previously filed hibi he Registration S Form S-8 of Aspen Technology, I
(Registration No. 333-11651) (filed on September 9, 1996), and incorporated herein by reference.

(19) Previously filed as an exhibit to the Registration Statement on Form S-8 of Aspen Technology, Inc.
(Registration No. 333-44575) (filed on January 20, 1998), and incorporated herein by reference.

(20) Previously filed as an exhibit to the Definitive Proxy Statement on Schedule 14A of Aspen
Technology, Inc. filed November 13, 2000, and incorporated herein by reference.

(21) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 1997, and incorporated herein by reference.

(22) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
May 31, 2002 (filed on May 31, 2002), and incorporated herein by reference.

(23) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
July 11, 2003 (filed on July 11, 2003), and incorporated herein by reference.

(24) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2003, and incorporated herein by reference.

(25) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2005, and incorporated herein by reference.
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(26) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended September 30, 2004, and incorporated herein by reference.

(27) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
June 15, 2005 (filed on June 20, 2005), and incorporated herein by reference.

(28) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2004, and incorporated herein by reference.

(29) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2005, and incorporated herein by reference.

(30) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
May 26, 2005 (filed on June 2, 2005), and incorporated herein by reference.

(31) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
December 21, 2004 (filed on December 23, 2004), and incorporated herein by reference.

(32) Previously filed as an exhibit to the Annual report on Form 10-K of Aspen Technology, Inc. for the
year ended June 30, 2005, and incorporated herein by reference.

(33) Previously files as an exhibit to the Current Report on Form 8-K of aspen Technology, Inc. dated
June 29, 2006 (filed on July 6, 2006), and incorporated by reference.

¥ Confidential treatment requested as to certain portions

*  Management contract or compensatory plan
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned,
thereunto duly authorized.

ASPEN TECHNOLOGY, INC.

Date: September 28, 2006 By: /ss MARKE. Fusco
Mark E. Fusco
President and Chief Executive Officer
(Principal Executive Olfficer)
(Acting Principal Financial and
Accounting Officer)

We, the undersigned officers and directors of Aspen Technology, Inc., hereby severally constitute and
appoint Mark Fusco and Frederic G. Hammond, and each of them singly, our true and lawful attorneys
with full power to them, and each of them singly, to sign for us and in our names in the capacities indicated
below, any and all amendments to this Annual Report on Form 10-K and generally to do all such things in
our names and on our behalf in our capacities as officers and directors to enable Aspen Technology, Inc. to
comply with the provisions of the Securities Exchange Act of 1934 and all requirements of the Securities
and Exchange Commission, hereby ratifying and confirming our signatures as they may be signed by our
said attorneys, or any of them, to this Annual Report on Form 10-K and any and all amendments thereto.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report on
Form 10-K has been signed below by the following persons on behalf of the registrant and in the capacities
indicated as of September 28, 2006.

Signature Title

/s/ MARK E. FUsco
Mark E. Fusco President and Chief Executive Officer and Director

/s/ STEPHEN M. JENNINGS
Stephen M. Jennings Chairman of the Board of Directors

/s/ DONALD P. CASEY
Donald P. Casey Director

/s/ GARY E. HAROIAN
Gary E. Haroian Director

/s/ JOAN C. MCARDLE
Joan C. McArdle Director

/s/ DAVID M. MCKENNA

David M. McKenna Director
/s/ MICHAEL PEHL
Michael Pehl Director
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Aspen Technology, Inc.:
Cambridge, Massachusetts

We have audited the accompanying consolidated balance sheets of Aspen Technology, Inc. and
subsidiaries (the “Company”) as of June 30, 2005 and 2006, and the related consolidated statements of
operations, stockholders’ equity (deficit) and comprehensive income (loss), and cash flows for each of the
three years in the period ended June 30, 2006. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on the financial statements based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in 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 a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of the Company as of June 30, 2005 and 2006, and the results of its operations and its
cash flows for each of the three years in the period ended June 30, 2006, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 17, the accompanying consolidated financial statements for the years ended
June 30, 2004 and 2005 have been restated.

As discussed in Note 8 to the consolidated financial statements, effective July 1, 2005 the Company
adopted Statement of Financial Accounting Standard No. 123(R) Share-Based Payment, based on the
modified prospective application transition method.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as of
June 30, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated
September 28, 2006 expressed an unqualified opinion on management’s assessment of the effectiveness of
the Company’s internal control over financial reporting and an adverse opinion on the effectiveness of the
Company’s internal control over financial reporting because of material weaknesses.

/s/ DELOITTE & TOUCHE LLP
Boston, Massachusetts
September 28, 2006
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30,
2005
(As restated,
see Note 17) 2006
(In thousands,
except share data)

ASSETS

Current assets:
Cash and cash eqUIVAIENLS . . . . . ...ttt $ 68,149 $ 86,272
Accounts receivable, net of allowance for doubtful accounts of $4,653 in 2005 and $5,110in 2006 .. ....... 52,102 55,654
UnNDbilled SEIVICES . . .\ttt ittt et e e e e et e e 9,826 8,518
Current portion of long-term installments receivable, net of unamortized discount of $345 in 2005 and

$650I0 2000 . . o oot e 5,355 12,123
Deferred tax @SSEL. . . . o vttt e e e e e e 692 —
Prepaid expenses and other CUrrent assets. ... ... ...ttt i 11,299 8,813

TOtal CUTTENT ASSELS. . . . v vt ettt et et e e et e e e et e e e et e e e et e e 147,423 171,380
Long-term installments receivable, net of unamortized discount of $2,846 in 2005 and $7,786 in 2006. . . . . . 18,445 35,681
Retained interest in sold receivables . .. ... . oo e 16,667 19,010
Property and leasehold improvements, at cost:

CompPUer EQUIPIICIIE . . . . ottt ettt ettt et et e e e e e e e 11,888 11,015

Purchased SOftWATE. . . . ... oot e e e 25,683 20,495

Furniture and fIXtUTES. . . . . ottt 6,907 6,638

Leasehold improvements . . . ... ..ottt e e e 5,503 5,747

49,981 43,895
Less—Accumulated depreciation and amortization. . .......... ... ... . . i i i 39,025 35,544
10,956 8,351

Computer software development costs, net of accumulated amortization of $37,734 in 2005 and

$46,891 I 2000 . . . . oottt e e 17,411 15,456
Purchased intellectual property, net of accumulated amortization of $1,531 in 2005 and $2,096 in 2006. . . . . 730 165
Other intangible assets, net of accumulated amortization of $35,339 in 2005 and $42,830 in 2006 ......... 12,123 5,131
GOOAWIlL. . . .o 14,729 14,917
Deferred tax aSSet. . . . ottt e 1,354 1,595
[ 8 T 2 N1 PP 2,656 2,552

$ 242,494 § 274,238

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current liabilities:

Current portion of long-term obligations. . . . . ... ...t $ 1,042 $ 247
Accounts payable . . . ... 5,086 4,613
ACCTUEA EXPEIISES. .+« o vttt ettt et ettt e e e et e e e e e e e 80,593 77,033
Deferred reVenUE . . . . .t 57,846 64,238

Total current Habilities . . . . . .ot e 144,567 146,131
Long-term obligations, less current portion . . . .. ...ttt 338 149
Deferred revenue, less CUITent POTtION . ... ..o vttt ittt ettt e e e e e et 2,093 2,609
Deferred tax liability . ... ... 2,760 1,309
Other Habilities. . . . ..ottt et e e e e e e 23,143 20,446
Commitments and contingencies (Notes 11,12, 13 and 14) . . . ... .. oo e — —

Series D redeemable convertible preferred stock, $0.10 par value—

Authorized—367,000 shares in 2005 and 2006

Issued and outstanding—363,364 shares in 2005 and 333,364 shares in 2006 (Liquidation preference of

$139,470 as of June 30, 2006) . .. ... 121,210 125,475

Stockholders’ equity (deficit):
Common stock, $0.10 par value—

Authorized—120,000,000 shares

Issued—43,299,816 shares in 2005 and 49,090,499 shares in 2006

Outstanding—43,066,352 shares in 2005 and 48,857,035 shares in 2006. . . . ......... ... oo, 4,330 4,909
Additional paid-in capital. . . . . ... e 402,799 429,456
Accumulated defiCit. . ... ... o e (458,366) (455,403)
Deferred cCOmMPensation . . . ... ...ttt et e (414) —
Accumulated other comprehensive income (l0SS) . ... .ottt e 547 (330)
Treasury stock, at cost—233,464 shares of common stock in 2005and 2006 . ......... .. ... .. ... ...... (513) (513)

Total stockholders’ equity (deficit). . . ... ... o (51,617) (21,881)

$ 242,494 $ 274,238

The accompanying notes are an integral part of these consolidated financial statements.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:

SOftware LICENSES . . . oottt
Serviceand other........ ... i
Total TeVENUES . . ottt

Cost of revenues:

Cost of software licenses ...
Costof serviceandother................. ... oot
Amortization of technology related intangible assets...........

Impairment of technology related intangible and computer

software development assets...............cooiiiiiiiin.
Total costof revenues ...,

GrosS Profit. . .o e

Operating costs:

Selling and marketing. ..............o i
Research and development............. ...,
General and administrative.............. ... o oo
Long-lived asset impairment charges ........................
Restructuring charges and FTClegal costs ...................
Loss (gain) on sales and disposals of assets ...................

Total operating costs ..o,

Income (loss) from operations ............c.covviiieeennn...

Interestincome ......... ..o
Interest eXpense. .. ... e
Foreign currency exchange gain (1oss)........................

Income (loss) before provision for income taxes and equity

in earnings from joint ventures. .............. ...
Provision for income taxes. ............ ... .. oo
Equity in losses from joint ventures. ..................ooo...
Net income (10SS). .« vvvvnnee e
Accretion of preferred stock discount and dividend. ...........
Income (loss) attributable to common shareholders ...........

Basic income (loss) per share attributable to common

shareholders. ... e

Diluted income (loss) per share attributable to common

shareholders........ ... . i i
Basic weighted average shares outstanding ...................
Diluted weighted average shares outstanding . ................

Years Ended June 30,

2004

2005

2006

(As restated,
see Note 17)

(As restated,
see Note 17)

(In thousands, except per share data)

$158,150  $129,621  $152,686
174,296 140373 140,564
332,446 269,994 293,250
15,577 16,864 16,805
101,823 82,744 72,492
7,270 7,112 7,070
3,250 — —
127,920 106,720 96,367
204,526 163274 196,883
101,806 96,275 84,010
60,111 47,276 44,139
34,347 49,277 41,916

967 — —
20,085 24,960 3,993

(879) 14,314 898
216437 232102 174,956
(11,911)  (68,828) 21,927
7,296 6,204 5,034
(4,940) (4,170) (985)
1,009 (481) 1,076
(8,546)  (67275) 27,052
(20,158) (3,499) (8,706)

(351) — —
(29,055)  (70,774) 18346
(6358)  (14450)  (15383)
$(35413) $(85224) $ 2,963
$ (087) $ (201) $ 007
$ (087) $ (201) $ 0.6
40,575 42,381 44,627
40,575 42,381 53,771

The accompanying notes are an integral part of these consolidated financial statements.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Netincome (10SS) .« .o oo v vt e

Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:

Depreciation and amortization. .. ....... ... .. .. i
Loss on securitization of installments receivable. . . ........ ... ... ... ... ....
Stock-based compensation . ... ...... ...
Accretion of discount on retained interest in sold receivables. . . .. ..............
Asset impairment charges and write-offs under restructuring charges . .. .........
(Gain) loss on the disposal of property. ...... ...t iine..
Gain on repurchase of convertibledebt ......... ... ... .. ... il
Deferred inCOmMe taxes .. .........uiiuniiiiit i

Changes in assets and liabilities:

Accountsreceivable . ... ...
Unbilled SETVICes. . . .. oot
Prepaid expenses and other current assets . ... ...,
Long-term installments receivable, including proceeds from securitization . ... .. ..
Accounts payable and accrued eXpenses. . . ... ..
Deferred revenue ... ... ...
Other liabilities. .. ... .. ... .
Net cash provided by operating activities .. ............c..coiiiiinin...

Cash flows from investing activities:

Purchase of property and leasehold improvements. . . ........................
Proceeds from sale of property. .. ...
Capitalized computer software development costs. ..........................
(Increase) decrease in otherassets . ...,
Cash used in the purchase of businesses, net of cash acquired .. ................
Net cash used in investing activities . ... ...t enenn...

Cash flows from financing activities:
Issuance of Series D redeemable convertible preferred stock and common stock

warrants, net of iSSUANCE COSES. . . . .ottt it e e
Retirement of Series B redeemable convertible preferred stock. .. ..............
Payment of convertible preferred stock dividends ............ ... ... ... . ...
Payment of amounts owed to Accenture. .. ....... ...ttt
Issuance of common stock under employee stock purchase plans. . ..............
Exercise of stock optionsand warrants. . ............ .. ... ... ...
Tax benefit from stock options.. . . ...
Payments of long-term debt and capital lease obligations. .. ...................
Repayment of convertibledebt. . ......... ... ... .. i
Net cash provided by (used in) financing activities . . .. ........... ... ... .....

Effect of exchange rate changes on cash and cash equivalents....................
Increase (decrease) in cash and cash equivalents . . ........... ... ... ... ......
Cash and cash equivalents, beginningofyear............ ... . ... .. ... .. .. ..
Cash and cash equivalents,end of year. .. .......... ... ... ... ... .. oL

Supplemental disclosure of cash flow information:

Income taxes paid . ... ..ottt
Interest paid . . . ..ot

Supplemental disclosure of non-cash financing activities:

Accretion of discount on Series D redeemable convertible preferred stock . . . .. ...
Accrual of dividend on Series D redeemable convertible preferred stock .........

Issuance of common stock in settlement of Series B convertible preferred

stock dividend . . ... .. .

Issuance of common stock in conversion of Series D redeemable convertible

preferred stock .. ... ..
Non-cash purchases of property . ...........o ...

Supplemental disclosure of cash flows related to acquisition:

Fair value of assets acquired, excludingcash. . ........... ... ... ... ... . ...
Payment in connection with the acquisition, net of cash acquired. . ..............
Liabilitiesassumed . ......... ... .

The accompanying notes are an integral part of these consolidated financial statements.
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Years Ended June 30,
2004 2005 2006
(As Restated, (As Restated,
See Note 17)  See Note 17)
(In thousands)

$(29,055) $ (70,774) $ 18,346
26,863 24,891 22,381
— 14,585 —

6,703 1,524 6,875
— (40) (2,343)

6,018 1,190 —
(170) (271) 898
(299) — —
4,204 (1,276) (999)
27,057 (1,230) (4,540)
604 5,704 1,168
3,476 (1,374) 2,387
15,233 39,735 (23,729)
5,458 (2,080) (4,688)
(20,718) 3,697 6,858
(4,482) 11,651 (2,697)
40,892 25,932 19,917
(2,711) (5,160) (3,457)
1,096 1,954 —
(8,247) (8,545) (7,111)
2,432 (59) 104
(200) — —
(7,630) (11,810) (10,464)
89,341 — —
(30,000) — —
(296) — (2,439)
(10,068) — —
3,022 1,853 839
4,121 3,607 10,989

— — 119
(4,733) (2,436) (984)
(29,196) (56,745) —
22,191 (53,721) 8,524
613 115 146
56,066 (39,484) 18,123
51,567 107,633 68,149
$107,633 $ 68,149 $ 86,272
$ 6,569 $ 2,700 $ 7,821
$ 5967 $ 4116 $ 1,240
$ 3,181 $ 3,758 $ 3,865
$ 8,690 $ 10,692 $ 11,518
$ 598 $ — $ —
$ — $ — $ 8,680
$ 96 $ 72 $ 107
$ 525 $ — $ —
(200) — —

$ 325 $ — $ —




ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Operations

Aspen Technology, Inc. (the Company) and its subsidiaries are a leading supplier of integrated
software and services to the process industries, which consist of oil and gas, petroleum, chemicals,
pharmaceutical and other industries that manufacture and produce products from a chemical process. The
Company develops software to design, operate, manage and optimize its customers’ key business processes.

(2) Significant Accounting Policies
(a) Principles of Consolidation

The accompanying consolidated financial statements include the results of operations of the Company
and its wholly owned subsidiaries. All material intercompany balances and transactions have been
eliminated in consolidation.

(b) Management Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions. These estimates
and assumptions affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

(c) Cash and Cash Equivalents

Cash and cash equivalents consist of short-term, highly liquid investments with original maturities of
three months or less. Cash and cash equivalents as of June 30, 2005 and 2006 were as follows (in
thousands):

June 30, 2005 June 30, 2006
Fair Amortized Fair Amortized
Description Value Cost Value Cost
Cash and cash equivalents..................ccooviunn... $57,127  $57,127  $37,220  $37,220
Money market funds................. o oL 11,022 11,022 49,052 49,052
Total cash and cash equivalents ........................ $68,149  $68,149  $86,272  $86,272

(d) Derivative Instruments and Hedging

The Company follows the provisions of Statement of Financial Accounting Standards (SFAS)
No. 133, “Accounting for Derivative Instruments and Hedging Activities.” SFAS No. 133, as amended by
SFAS No. 138, requires that all derivatives, including foreign currency exchange contracts, be recognized
on the balance sheet at fair value. Derivatives that are not hedges must be adjusted to fair value through
earnings. If a derivative is a hedge, depending on the nature of the hedge, changes in the fair value of the
derivative are either offset against the change in fair value of assets, liabilities or firm commitments
through earnings or recognized in other comprehensive income until the hedged item is recognized in
earnings. The ineffective portion of a derivative’s change in fair value is immediately recognized in
earnings.

Forward foreign exchange contracts are used primarily by the Company to hedge certain balance
sheet exposures resulting from changes in foreign currency exchange rates. Such exposures have
historically resulted from portions of the Company’s installments receivable that are denominated in
currencies other than the U.S. dollar, primarily the Euro, Japanese Yen, Canadian Dollar and the British
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Pound Sterling. In addition, the Company incurred an exposure as part of the June 2005 securitization of
installments receivable, in that the Company is obligated, in the form of a guarantee, to cover the exposure
in the installments receivable that were transferred to its subsidiary, resulting from changes in foreign
currency exchange rates.

The foreign exchange contracts are entered into to hedge recorded installments receivable, both held
and securitized, made in the normal course of business, and accordingly are not speculative in nature. As
part of its overall strategy to manage the level of exposure to the risk of foreign currency exchange rate
fluctuations, the Company hedges the majority of its installments receivable denominated in foreign
currencies.

The Company’s guarantee to cover the exposure in the securitized installments receivable represents
an embedded derivative. The Company calculates the value of this guarantee at each balance sheet date,
and if the value of the guarantee represents an obligation, the fair value is recorded as a liability. As of
June 30, 2005 and 2006, the value of this embedded derivative represented an asset to the Company, and as
such, no entry was recorded.

At June 30, 2006, the Company had effectively hedged $27.3 million of installments receivable and
accounts receivable denominated in foreign currency. The Company does not hold or transact in financial
instruments for purposes other than to hedge foreign currency risk. The gross value of the held and
securitized long-term installments receivable that were denominated in foreign currency was $28.5 million
at June 30, 2005 and $40.3 million at June 30, 2006. The installments receivable as of June 30, 2006 mature
at various times through December 2011. There have been no material gains or losses recorded relating to
hedge contracts for the periods presented.

The Company records its foreign currency exchange contracts at fair value in its consolidated balance
sheet and the related gains or losses on these hedge contracts are recognized in earnings. During fiscal
2004, 2005 and 2006 the net gain recognized in the consolidated statements of operations was not material.

The following table provides information about the Company’s foreign currency derivative financial
instruments outstanding as of June 30, 2006. The information is provided in U.S. dollar amounts, as
presented in the Company’s consolidated financial statements. The table presents the notional amount (at
contract exchange rates) and the weighted average contractual foreign currency rates:

Estimated Average
Notional Fair Contract
Currency Amount Value* Rate
(In thousands)
BUro. .o $17,021 $17,746 1.25
British Pound Sterling ........ ... . i i 3,603 3,704 1.82
Japanese Yen . .. ... 3,501 3,360 111.18
Canadian Dollar ...t e 2,819 2,890 1.14
SWISS FrancC. ......iiii i e e 345 327 1.22
Total. . oo $27,280  $28,027

*  The estimated fair value is derived from the estimated amount at which the contracts could be settled
based on the spot rates as of June 30, 2006. The market risk associated with these instruments
resulting from currency exchange rate movements is expected to offset the market risk of the
underlying installments being hedged. The credit risk is that the Company’s banking counterparties
may be unable to meet the terms of the agreements. The Company minimizes such risk by limiting its
counterparties to major financial institutions. In addition, the potential risk of loss with any one party
resulting from this type of credit risk is monitored. Management does not expect any loss as a result of
default by other parties. However, there can be no assurances that the Company will be able to
mitigate market and credit risks described above.
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(e) Depreciation and Amortization

The Company provides for depreciation and amortization, primarily computed using the straight-line
method, by charges to operations in amounts estimated to allocate the cost of the assets over their
estimated useful lives, as follows:

Asset Classification Estimated Useful Life

Computer equipment . ............ooeeeee.... 3 years

Purchased software.......................... 3-5 years

Furniture and fixtures. ....................... 3-10 years

Leasehold improvements..................... Life of lease or asset, whichever is shorter

Depreciation expense was $13.0 million, $9.7 million and $5.7 million for the years ended June 30,
2004, 2005 and 2006, respectively.

(f) Revenue Recognition

The Company recognizes revenue in accordance with Statement of Position (SOP) No. 97-2,
“Software Revenue Recognition,” as amended and interpreted. License revenue, including license
renewals, consists principally of revenue earned under fixed-term and perpetual software license
agreements and is generally recognized upon shipment of the software if collection of the resulting
receivable is probable, the fee is fixed or determinable, and vendor-specific objective evidence (VSOE) of
fair value exists for all undelivered elements. The Company determines VSOE based upon the price
charged when the same element is sold separately. Maintenance and support VSOE represents a
consistent percentage of the license fees charged to customers. Consulting services VSOE represents
standard rates that the Company charges its customers when the Company sells its consulting services
separately. For an element not yet being sold separately, VSOE represents the price established by
management having the relevant authority when it is probable that the price, once established, will not
change before the separate introduction of the element into the marketplace. Revenue under license
arrangements, which may include several different software products and services sold together, are
allocated to each element based on the residual method in accordance with SOP 98-9, “Modification of
SOP 97-2, Software Revenue Recognition, with Respect to Certain Transactions.” Under the residual
method, the fair value of the undelivered elements is deferred and subsequently recognized when earned.
The Company has established sufficient VSOE for professional services, training and maintenance and
support services. Accordingly, software license revenues are recognized under the residual method in
arrangements in which software is licensed with professional services, training and maintenance and
support services. Consulting services do not generally involve customizing or modifying the licensed
software, but rather involve helping customers deploy the software to their specific business processes. As
the services provided are not essential to the functionality of the software and are described in the
agreement such that the total price of the arrangement would be expected to vary as the result of the
inclusion or exclusion of the services, the Company accounts separately for the services element of the
arrangement. Occasionally, the Company provides professional services considered essential to the
functionality of the software and recognizes revenue for such professional services and any related
software licenses in accordance with SOP 81-1, “Accounting for Performance of Construction Type and
Certain Performance Type Contracts” using either the percentage-of-completion method using zero
estimate of profit methodology until such service project is complete or the completed-contract method.
The Company uses installment contracts as a standard business practice and has a history of successfully
collecting under the original payment terms without making concessions on payments, products or services.

The Company has a practice of licensing its products through resellers in certain regions. For software
licensed through these distribution channels, revenue is recognized at the time of delivery to the end
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customer, when persuasive evidence of an arrangements exists, the fee is fixed or determinable and
collection is reasonably assured.

Maintenance and support services are recognized ratably over the life of the maintenance and support
contract period. Maintenance and support services include telephone support and unspecified rights to
product upgrades and enhancements. These services are typically sold for a one-year term and are sold
either as part of a multiple element arrangement with software licenses or are sold independently at time
of renewal. The Company generally does not provide specified upgrades to its customers in connection
with the licensing of its software products.

Service revenues from fixed-price contracts where the services are not essential to the functionality of
the software are recognized using the proportional performance method, measured by the percentage of
costs (primarily labor) incurred to date as compared to the estimated total costs (primarily labor) for each
contract. When a loss is anticipated on a contract, the full amount thereof is provided currently. Service
revenues from time and expense contracts and consulting and training revenue are recognized as the
related services are performed. Services that have been performed but for which billings have not been
made are recorded as unbilled services, and billings that have been recorded before the services have been
performed are recorded as unearned revenue in the accompanying consolidated balance sheets. In
accordance with the Emerging Issues Task Force (EITF) Issue No. 01-14, “Income Statement
Characterization of Reimbursements Received for ‘Out-of-Pocket’ Expenses Incurred,” reimbursement
received for out-of-pocket expenses is recorded as revenue and not as a reduction of expenses.

(g) Computer Software Development Costs

Certain computer software development costs are capitalized in the accompanying consolidated
balance sheets. Capitalization of computer software development costs begins upon the establishment of
technological feasibility. In accordance with SFAS No. 86, “Accounting for the Costs of Computer
Software to be Sold, Leased, or otherwise Marketed,” the Company defines the establishment of
technological feasibility as the completion of a detail program design. Amortization of capitalized
computer software development costs is provided on a product-by-product basis using the straight-line
method, beginning upon commercial release of the product, and continuing over the remaining estimated
economic life of the product, not to exceed three years. Total amortization expense charged to operations
was approximately $6.5 million, $8.0 million and $9.2 in fiscal 2004, 2005 and 2006, respectively. During the
year ended June 30, 2004, the Company recorded impairment charges of $3.3 million associated with the
capitalized computer software development costs of certain products (see Note 2(m)).

(h) Foreign Currency Translation

The financial statements of the Company’s foreign subsidiaries are translated in accordance with
SFAS No. 52, “Foreign Currency Translation.” The determination of functional currency is based on the
subsidiaries’ relative financial and operational independence from the Company. Foreign currency
exchange gains or losses for certain wholly owned subsidiaries are credited or charged to the accompanying
consolidated statements of operations since the functional currency of the subsidiaries is the U.S. dollar.
Gains and losses from foreign currency translation related to entities whose functional currency is their
local currency are credited or charged to the accumulated other comprehensive income (loss) account,
included in stockholders’ equity (deficit) in the accompanying consolidated balance sheets. In all instances,
foreign currency transaction gains or losses are credited or charged to the accompanying consolidated
statements of operations as incurred.

(i) Net Income (Loss) per Share

Basic earnings per share was determined by dividing income (loss) attributable to common
shareholders by the weighted average common shares outstanding during the period. Diluted earnings per
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share was determined by dividing income (loss) attributable to common shareholders by diluted weighted
average shares outstanding. Diluted weighted average shares reflects the dilutive effect, if any, of potential
common shares. To the extent their effect is dilutive, potential common shares include common stock
options and warrants, based on the treasury stock method, convertible debentures and preferred stock,
based on the if-converted method, and other commitments to be settled in common stock. The calculations
of basic and diluted net income (loss) per share attributable to common shareholders and basic and diluted
weighted average shares outstanding are as follows (in thousands, except per share data):

Years Ended June 30,
2004 2005 2006
Income (loss) attributable to common shareholders .................. $(35,413) $(85,224) $ 2,963
Basic weighted average common shares outstanding.................. 40,575 42,381 44,627
Weighted average potential common shares ......................... — — 9,144
Diluted weighted average shares outstanding ........................ 40,575 42,381 53,771
Basic income (loss) per share attributable to common shareholders .... $§ (0.87) $§ (2.01) $ 0.07

Diluted income (loss) per share attributable to common shareholders .. $ (0.87) $ (2.01) $ 0.06

The following potential common shares were excluded from the calculation of dilutive weighted
average shares outstanding as their effect would be anti-dilutive (in thousands):

Years Ended June 30,

2004 2005 2006
Convertible preferred stock. . ....... ..o i 36,336 36,336 33,336
Options and WaITants . .. ..ottt et ettt e e 21,457 20,129 2,712
Convertible debt . ... ... i i 1,071 — —
Preferred stock dividend, to be settled in common stock .................. 1,197 3,727 —
1) 7 1 60,061 60,192 36,048

(j) Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk are
principally cash and cash equivalents, accounts receivable and installments receivable. The Company
places its cash and cash equivalents and investments in highly rated institutions. Concentration of credit
risk with respect to receivables is limited to certain customers (end users and distributors) to which the
Company makes substantial sales. To reduce risk, the Company routinely assesses the financial strength of
its customers and routinely sells its installments receivable to financial institutions with limited recourse
and without recourse. As a result, the Company believes that the accounts and installments receivable
credit risk exposure is limited. As of June 30, 2005 and 2006, the Company had no customers that
represented 10% of total accounts and installments receivable.

(k) Allowance for Doubtful Accounts

The Company makes judgments as to its ability to collect outstanding receivables and provide
allowances for the portion of receivables when it is probable that a loss has been incurred. Provisions are
made based upon a specific review of all significant outstanding invoices and an analysis of historical write-
off rates. In determining these provisions, the Company analyzes its historical collection experience and
current economic trends.
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The following table summarizes allowance for doubtful accounts activity for the years ended June 30,
2004, 2005 and 2006:

2004 2005 2006
(In thousands)
Balance, beginning Of Year. .. ........ovuiurint it $ 2,503 $ 3,697 $ 4,653
Provision forbad debts. . ... 2,404 2,223 2,180
WIite-OffS . .o (1,210)  (1,267)  (1,723)
Balance,end of year ....... ..ot $ 3,697 $ 4,653 §$ 5,110

(1) Financial Instruments

Financial instruments consist of cash and cash equivalents, accounts receivable, installments
receivable, accounts payable, long-term obligations and foreign exchange contracts. The estimated fair
value of these financial instruments approximates their carrying value.

(m) Intangible Assets, Goodwill and Impairment of Long-Lived Assets

Intangible assets subject to amortization consist of the following at June 30, 2005 and 2006
(in thousands):

June 30, 2005 June 30, 2006
Gross Gross

Estimated Carrying Accumulated Carrying Accumulated
Asset Class Useful Life Amount  Amortization = Amount  Amortization
Acquired technology. ...................... 3-5years  $44,467  $32,428  $44966  $39,856
Uncompleted contracts .................... 4 years 2,005 1,988 2,005 2,005
Tradename.............ccoiiiiinee... 10 years 758 720 758 758
Other ... i 3-12 years 232 203 232 211

$47,462  $35,339  $47,961  $42,830

Aggregate amortization expense for intangible assets subject to amortization was $7.6 million,
$7.3 million and $7.1 million for the years ended June 30, 2004, 2005 and 2006, respectively, and is
expected to be $5.1 million during the year ending June 30, 2007.

The changes in the carrying amount of the goodwill by reporting unit for the years ended June 30,
2005 and 2006 were as follows (in thousands):

Reporting Unit
Maintenance
Consulting and

Asset Class License Services Training Total
Carrying amount as of June 30,2004.................... $2,364 $513 $11,859 $14,736

Effect of exchange rates used for translation. .......... (1) — (6) (7
Carrying amount as of June 30,2005.................... 2,363 513 11,853 14,729

Effect of exchange rates used for translation. .......... (5) — 193 188
Carrying amount as of June 30, 2006.................... $2,358 $513 $12,046  $14,917

The Company tests goodwill for impairment annually at the reporting unit level using a fair value
approach in accordance with the provisions of SFAS 142, “Goodwill and other Intangible Assets.” The
Company conducted its annual impairment test at December 31, 2004 and 2005 and determined that
goodwill was not impaired in fiscal years 2005 and 2006. The Company’s next annual impairment test will
occur on December 31, 2006. If an event occurs or circumstances change that would more likely than not
reduce the fair value of a reporting unit below its carrying value, goodwill will be evaluated for impairment
between annual tests.
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The Company evaluates it long-lived assets, which include property and leasehold improvements,
intangible assets and capitalized software development costs for impairment as events and circumstances
indicate that the carrying amount may not be recoverable and at a minimum at each balance sheet date.
The Company evaluates the realizability of its long-lived assets based on profitability and undiscounted
cash flow expectations for the related asset or subsidiary.

Fiscal 2004 During the fourth quarter of fiscal 2004, the Company completed a comprehensive
review of its product offerings, in an effort to reduce duplicative efforts and cut costs. As a result,
management decided to discontinue development of certain products, which resulted in an impairment of
technology related intangible and computer software development assets of $3.3 million, related to the
impairment of certain computer software development costs. These products were considered part of the
next-generation manufacturing/supply chain products. Management’s decision was based on concerns
about the future revenue projections for these products, and the assessment of costs remaining to bring
these products to market.

During the fourth quarter of fiscal 2004, the Company recorded long-lived asset impairment charges
of $1.0 million. This was partially due to management’s decision, as part of the Company’s June 2004 cost-
cutting initiatives that resulted in the June 2004 restructuring plan, to discontinue certain internal capital
projects that had previously been put on hold. In addition, certain fixed assets that supported research and
development efforts were considered impaired as a result of the consolidation decisions made in the fourth
quarter product offering review.

(n) Comprehensive Income (Loss)

Comprehensive income (loss) is defined as the change in equity of a business enterprise during a
period from transactions and other events and circumstances from non-owner sources. Comprehensive
income (loss) is disclosed in the accompanying consolidated statements of stockholders’ equity (deficit)
and comprehensive income (loss). The components of accumulated other comprehensive income (loss) as
of June 30, 2005 and 2006 are made up of cumulative translation adjustments.

(0) Accounting for Stock-Based Compensation

The Company adopted SFAS No. 123 (revised 2004), “Share-Based Payment,” (SFAS 123(R))
effective July 1, 2005. Under the fair value provisions of this statement, stock-based compensation cost is
measured at the grant date based on the value of the award and is recognized as expense over the vesting
period. SFAS 123(R) requires significant judgment and the use of estimates, particularly for assumptions
such as stock price volatility and expected option lives, as well as expected option forfeiture rates to value
stock-based compensation in net income. If actual results differ significantly from these estimates, stock-
based compensation expense and our results of operations could be materially impacted. See Note 8,
“Stock-Based Compensation”, in the notes to consolidated financial statements for more discussion.

(p) Income Taxes

Deferred income taxes are recognized based on temporary differences between the financial
statement and tax bases of assets and liabilities. Deferred tax assets and liabilities are measured using the
statutory tax rates and laws expected to apply to taxable income in the years in which the temporary
differences are expected to reverse. Valuation allowances are provided against net deferred tax assets if,
based upon the available evidence, it is more likely than not that some or all of the deferred tax assets will
not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future
taxable income and the timing of the temporary differences becoming deductible. Management considers,
among other available information, scheduled reversals of deferred tax liabilities, projected future taxable

F-13



income, limitations of availability of net operating loss carryforwards, and other matters in making this
assessment.

Income taxes are provided on undistributed earnings of foreign subsidiaries where such earnings are
expected to be remitted to the U.S. parent company. The Company determines annually the amount of
unremitted earnings of foreign subsidiaries to invest indefinitely in its non-U.S. operations. Unrecognized
provisions for taxes on undistributed earnings of foreign subsidiaries, which are considered permanently
invested, are not material to the Company’s consolidated financial position or results of operations.

(q) Legal Fees

The Company accrues estimated future legal fees associated with outstanding litigation for which
management has determined that it is probable that a loss contingency exists. Liabilities for loss
contingencies arising from claims, assessments, litigation and other sources are recorded when it is
probable that a liability has been incurred and the amount of the claim assessment or damages can be
reasonably estimated.

(r) Advertising costs

The Company charges advertising costs to expense as the costs are incurred. The Company recorded
advertising expenses of $4.0 million, $7.3 million and $2.0 million during the years ended June 30, 2004,
2005 and 2006, respectively. As of June 30, 2005 and 2006, the Company had no prepaid advertising on the
accompanying consolidated balance sheets.

(s) Accounting for Restructuring Accruals

The Company follows SFAS 146, “Accounting for Costs Associated with Exit or Disposal Activities.”
In accounting for these obligations, we are required to make assumptions related to the amounts of
employee severance, benefits, and related costs and to the time period over which facilities will remain
vacant, sublease terms, sublease rates and discount rates. We base our estimates and assumptions on the
best information available at the time the obligation has arisen. These estimates are reviewed and revised
as facts and circumstances dictate; changes in these estimates could have a material effect on the amount
accrued on the balance sheet.

(t) Recently Issued Accounting Pronouncements

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertain Tax Positions”, an
Interpretation of FAS 109 (FIN 48), which clarifies the criteria for recognition and measurement of
benefits from uncertain tax positions. Under FIN 48, an entity should recognize a tax benefit when it is
“more-likely-than-not”, based on the technical merits, that the position would be sustained upon
examination by a taxing authority. The amount to be recognized, given the “more likely than not”
threshold was passed, should be measured as the largest amount of tax benefit that is greater than 50
percent likely of being realized upon ultimate settlement with a taxing authority that has full knowledge of
all relevant information. Furthermore, any change in the recognition, derecognition or measurement of a
tax position should be recognized in the interim period in which the change occurs. The Company expects
to adopt FIN 48 as of July 1, 2007, and any change in net assets as a result of applying the Interpretation
will be recognized as an adjustment to retained earnings on that date. The Company is in the process of
evaluating its uncertain tax positions in accordance with FIN 48. The impact cannot currently be estimated.
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(u) Reclassifications

Certain prior year financial statement line items have been combined so as to conform with the
current year presentation; specifically, unearned revenue and deferred revenue were previously reported
separately and have been combined as deferred revenue in the current year presentation.
(3) Restructuring Charges and FTC Legal Costs

Restructuring charges and FTC legal costs consist of the following (in thousands):

Years ended June 30,
2004 2005 2006
Restructuring charges . .........coovveriinrnnenan... $15,193 $25,118 $3,993
FTClegal costs . ....vvvnneiii e 4,892 (158) —

$20,085  $24,960 $3,993

During fiscal 2006, the Company recorded $4.0 million in restructuring charges. Of this amount, $1.8
million related to headcount reductions, relocation costs and facility consolidation costs associated with the
May 2005 plan that did not qualify for accrual at June 30, 2005, $1.7 million from adjustments to prior
restructuring accruals and $0.5 million from the accretion of discounted restructuring accruals.

(a) Restructuring charges originally arising in Q4 FY05.

In May 2005, the Company initiated a plan to consolidate several corporate functions and to reduce its
operating expenses. The plan to reduce operating expenses primarily resulted in headcount reductions, and
also included the termination of a contract and the consolidation of facilities. These actions resulted in an
aggregate restructuring charge of $3.8 million, recorded in the fourth quarter of fiscal 2005. During the
year ended June 30, 2006, the Company recorded an additional $1.8 million related to headcount
reductions, relocation costs and facility consolidations associated with the May 2005 plan that did not
qualify for accrual at June 30, 2005.

As of June 30, 2006, there was $0.6 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. During the year ended June 30, 2006, the following activity was
recorded (in thousands):

Employee
Closure/ Severance, Contract
Consolidation Benefits, and Termination

Fiscal 2005 Restructuring Plan of Facilities Related Costs Costs Total
Restructuring charge ..................... $ 8  § 3,465 $ 300 $ 3,849

Fiscal 2005 payments ................... — (1,005) (300) (1,305)
Accrued expenses, June 30,2005 ........... 84 2,460 — 2,544

Restructuring charge ................... 614 1,157 — 1,771

Restructuring charge—Accretion . ....... 1 21 — 22
Fiscal 2006 payments ..................... (600) (3,125) — (3,725)
Accrued expenses, June 30,2006 ........... $ 9 513 $ — $ 612
Expected final payment date............... May 2007 December 2006

Closure/consolidation of facilities: Approximately $0.1 million and $0.6 million of the restructuring
charges recorded in fiscal 2005 and 2006, respectively, related to the termination of a facility lease.
The facility lease had a remaining term of two years. The amount accrued is an estimate of the
remaining obligation under the lease, reduced by expected income from the sublease of the underlying
properties.
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Employee severance, benefits and related costs: Approximately $3.5 million and $1.2 million of the
restructuring charges recorded in fiscal 2005 and 2006, respectively, related to the reduction in
headcount. Approximately 130 employees, or 10% of the workforce, were eliminated under the
restructuring plan. The employees were primarily located in North America and Europe. All business
units were affected, including services, sales and marketing, research and development, and general
and administrative.

Contract termination costs: Approximately $0.3 million of the restructuring charge related to charges
associated with the termination of a contract for a future user conference. The contract was
terminated in June 2005.

(b) Restructuring charges originally arising in Q4 FY04

During fiscal 2004, the Company recorded $15.2 million in net restructuring charges. Of this amount,
$23.5 million is associated with a June 2004 restructuring plan, which is offset by $8.3 million in
adjustments to prior restructuring accruals and deferred rent balances.

In June 2004, the Company initiated a plan to reduce its operating expenses in order to better align its
operating cost structure with the current economic environment and to improve operating margins. The
plan to reduce operating expenses resulted in the consolidation of facilities, headcount reductions, and the
termination of operating contracts. These actions resulted in an aggregate restructuring charge of
$23.5 million, recorded in the fourth quarter of fiscal 2004. During the year ended June 30, 2005, the
Company recorded $14.4 million related to headcount reductions and facility consolidations associated
with the June 2004 restructuring plan that did not qualify for accrual at June 30, 2004. In addition, the
Company recorded $0.4 million in restructuring charges related to the accretion of the discounted
restructuring accrual and a $0.8 million decrease to the accrual related to changes in estimates of
severance benefits and sublease terms. During the year ended June 30, 2006 the Company recorded a
$0.7 million increase to the accrual primarily due to a change in the estimate of future operating costs and
sublease assumptions associated with the facilities.



As of June 30, 2006, there was $7.0 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. During the year ended June 30, 2006, the following activity was
recorded (in thousands):

Closure/ Employee
Consolidation Severance,
of Facilities and Benefits, and Asset

Fiscal 2004 Restructuring Plan Contract exit costs Related Costs Impairments Total
Restructuring charge ............... $ 20,484 $ 1,191 $ 1,776 $ 23,451

Fiscal 2004 payments ............. (8,435) (280) — (8,715)

Impairment of assets. ............. — — (1,776) (1,776)
Accrued expenses, June 30, 2004 . . ... 12,049 911 — 12,960

Restructuring charge ............. 9,132 4,349 968 14,449

Impairment of assets.............. — — (968) (968)

Fiscal 2005 payments ............. (12,915) (4,534) — (17,449)

Restructuring charge—Accretion . . 446 3 — 449

Change in estimate—Revised

assumptions . .........oeeeen.n.. (287) (497) — (784)

Accrued expenses, June 30, 2005 . . ... 8,425 232 — 8,657

Change in estimate—Revised

assumptions . ..........c.cooo.... 643 27 — 670

Restructuring charge—Accretion . . 432 — — 432

Fiscal 2006 payments ............. (2,645) (67) — (2,712)
Accrued expenses, June 30, 2006 . ... . $ 6,855 % 192 $  — $ 7,047
Expected final payment date......... September 2012 ~ December 2006

Closure/consolidation of facilities: ~ Approximately $20.5 million and $9.1 million of the fiscal 2004 and
2005 restructuring charges, respectively, related to the termination of facility leases and other lease related
costs. The costs recorded in fiscal 2005 related to termination activities did not qualify for accrual as of
June 30, 2004. The facility leases had remaining terms ranging from several months to eight years. The
amount accrued is an estimate of the remaining obligation under the lease or actual costs to buy-out leases,
reduced by expected income from the sublease of the underlying properties.

Employee severance, benefits and related costs:  Approximately $1.2 million and $4.4 million of the
fiscal 2004 and 2005 restructuring charges, respectively, related to the reduction in headcount. In the
aggregate, approximately 147 employees, or 9% of the workforce, were eliminated under the restructuring
plan implemented by management. The fiscal 2005 restructuring charge related to employees had not been
notified in a manner that would allow for accrual as of June 30, 2004. Such notification occurred in Q1,
2005. A majority of the employees were located in North America, although Europe was affected as well.
All business units were affected, including services, sales and marketing, research and development, and
general and administrative.

Impairment of assets: ~ Approximately $1.8 million and $1.0 million of the fiscal 2004 and 2005
restructuring charges, respectively, related to charges associated with the impairment of fixed assets
associated with the closed and consolidated facilities. These assets were reviewed for impairment in
accordance with SFAS No. 144, and were considered to be impaired because their carrying values were in
excess of their fair values.

(¢) Restructuring charges originally arising in Q2 FY03

In October 2002, management initiated a plan to further reduce operating expenses in response to
first quarter revenue results that were below expectations and to general economic uncertainties. The plan
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to reduce operating expenses resulted in headcount reductions, consolidation of facilities, and
discontinuation of development and support for certain non-critical products. These actions resulted in an
aggregate restructuring charge of $28.7 million. During fiscal 2004, the Company recorded a $4.9 million
decrease to the accrual related to revised assumptions associated with lease exit costs, particularly the
buyout of a remaining lease obligation, and severance benefit obligations. During fiscal 2005 and fiscal
2006, the Company recorded $7.0 million and $1.0 million increases, respectively to the accrual primarily
due to a change in the estimate of the facility vacancy term, extending to the term of the lease.

As of June 30, 2006, there was $10.0 million remaining in accrued expenses relating to the remaining
lease payments. The components of the restructuring plan are as follows (in thousands):

Employee
Severance, Impairment
Closure/ Benefits, and  of Assets and
Consolidation Related Disposition
Fiscal 2003 Restructuring Plan of Facilities Costs Costs Total
Restructuring charge ..................... $ 17,347 $10,028 $1,278 $ 28,653
Additional impairment of assets.......... — — 302 302
Fiscal 2003 payments ................... (3,548) (7,297) — (10,845)
Accrued expenses, June 30,2003 ........... 13,799 2,731 1,580 18,110
Fiscal 2004 payments ................... (2,567) (2,170) (770) (5,507)
Change in estimate—Revised assumptions (4,507) (269) (134) (4,910)
Accrued expenses, June 30,2004 ........... 6,725 292 676 7,693
Fiscal 2005 payments ................... (2,266) (63) (403) (2,732)
Change in estimate—Revised assumptions. 7,239 (69) (195) 6,975
Accrued expenses, June 30,2005 ........... 11,698 160 78 11,936
Change in estimate—Revised assumptions. 1,116 (95) — 1,021
Fiscal 2006 payments ................... (2,848) (65) (78) (2,991)
Accrued expenses, June 30,2006........... $ 9,966 $ — $ — $ 9,966

Expected final paymentdate............... September 2012

Closure/consolidation of facilities: ~Approximately $17.4 million of the restructuring charge related to
the termination of facility leases and other lease related costs. Of this amount, approximately $8.7 million
was recorded in the three months ended December 31, 2002 and approximately $8.7 million was recorded
as a result of the June 2003 increase to the accrual. The facility leases had remaining terms ranging from
several months to eight years. The amount accrued is an estimate of the remaining obligation under the
lease or actual costs to buy-out leases, reduced by expected income from the sublease of the underlying
properties. The June 2003 increase to the accrual is primarily due to revised estimates related to sublease
assumptions, as actual sublease rates have been significantly less than originally estimated and the
Company has experienced delays contracting with sublessors. The revisions to the accrual that occurred in
fiscal 2004 relate to revisions made to sublease assumptions and to the buyout of a remaining lease
obligation and the revisions to the accrual that occurred in fiscal 2005 relate to revised estimates with
respect to the facility vacancy term.

Employee severance, benefits and related costs:  Approximately $10.0 million of the restructuring
charge related to the reduction in headcount. Of this amount, approximately $8.2 million was recorded in
the three months ended December 31, 2002 and approximately $1.8 million was recorded as a result of the
June 2003 increase to the accrual. Approximately 400 employees, or 20% of the workforce, were
eliminated under the restructuring plan implemented by management. All geographic regions and business
units were affected, including services, sales and marketing, research and development, and general and
administrative. The revisions to the accrual that occurred in fiscal 2004 relate to revisions of estimates of
severance terms and benefit levels.
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Impairment of assets and disposition costs:  Approximately $1.3 million of the restructuring charge
related to charges associated disposing of certain products and assets. This consisted of costs related to
preparing certain development groups for divestment or closure, offset by a gain related to the cancellation
of a note payable to a European government. The note payable was related to the research and
development group that was divested as part of the restructuring plan. The revisions to the accrual that
occurred in fiscal 2004 relate to changes in estimates of ongoing costs of disposal activities.

(d) Restructuring charges originally arising in Q4 FY02

In the fourth quarter of fiscal 2002, management initiated a plan to reduce operating expenses and to
restructure operations around the Company’s two primary product lines, engineering software and
manufacturing/supply chain software. The Company reduced worldwide headcount by approximately 10%,
or 200 employees, closed and consolidated facilities, and disposed of certain assets, resulting in an
aggregate restructuring charge of $13.2 million. During fiscal 2004, the Company recorded a $1.5 million
decrease to the accrual related to revised assumptions associated with lease exit costs, particularly the
buyout of a remaining lease obligation, and severance obligations. During fiscal 2005, the Company
recorded a $0.2 million increase to the accrual due to changes in estimates of sublease assumptions and
severance settlements. During fiscal 2006, the Company recorded a $0.1 million increase to the accrual due
to changes in sublease assumptions.

As of June 30, 2006, there was $0.5 million remaining in accrued expenses relating to the remaining
severance obligations and lease payments. The components of the restructuring plan are as follows (in
thousands):

Employee
Severance,
Closure/ Benefits, and
Consolidation Related

Fiscal 2002 Restructuring Plan of Facilities Costs Total
Restructuring charge ................oiiiiin... $ 4901 $ 8,285 $13,186

Fiscal 2002 payments ...........c.coovviinnnnnn... — (1,849)  (1,849)
Accrued expenses, June 30,2002 ................... 4,901 6,436 11,337

Fiscal 2003 payments ................coooiinnn. (695) (4,748)  (5,443)
Accrued expenses, June 30,2003 ................... 4,206 1,688 5,894

Fiscal 2004 payments ..........ccooveeennneennn. (1,302) (1,060)  (2,362)

Change in estimate—Revised assumptions . .. ..... (1,221) (320)  (1,541)
Accrued expenses, June 30,2004 ................... 1,683 308 1,991

Fiscal 2005 payments ...........ccoiueeennneennn. (994) (284)  (1,278)

Change in estimate—Revised assumptions . ....... 93 87 180
Accrued expenses, June 30,2005 ................... 782 111 893

Change in estimate—Revised assumptions . . ...... 75 — 75

Fiscal 2006 payments ...........ccovueeennneennn. (375) (66) (441)
Accrued expenses, June 30,2006 . .................. $ 482 $ 45 $ 527

Expected final payment date..................... September 2012 ~ December 2006

Closure/consolidation of facilities: ~ Approximately $4.9 million of the restructuring charge related to
the termination of facility leases and other lease-related costs. The facility leases had remaining terms
ranging from several months to nine years. The amount accrued is an estimate of the actual costs to buy-
out leases or to sublease the underlying properties. The revisions to the accrual that occurred in fiscal 2004
relate to revisions made to sublease assumptions, as actual sublease rates have been significantly less than
originally estimated and the Company has experienced delays contracting with sub-lessors, and to the
buyout of a remaining lease obligation.
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Employee severance, benefits and related costs:  Approximately $8.3 million of the restructuring charge
related to the reduction in headcount. Approximately 200 employees, or 10% of the workforce, were
eliminated under the changes to the business plan implemented by management. Business units impacted
included sales and marketing, services, research and development, and general and administrative, across
all geographic areas. The revisions to the accrual that occurred in fiscal 2004 relate to revisions of
estimates of severance terms and benefit levels.

Write-off of assets:  Approximately $1.2 million of the restructuring charge related to the write-off of
prepaid royalties related to third-party software products that the Company will no longer support and sell.

(4) Line of Credit

In January 2003, the Company executed a Loan Arrangement with Silicon Valley Bank. This
arrangement provides a line of credit of up to the lesser of (i) $15.0 million or (ii) 70% of eligible domestic
receivables, and a line of credit of up to the lesser of (i) $10.0 million or (ii) 80% of eligible foreign
receivables. The lines of credit bear interest at the bank’s prime rate (8.25% at June 30, 2006). The
Company needs to maintain a $4.0 million compensating cash balance with the bank, or it is subject to an
unused line fee and collateral handling fees. The lines of credit initially were collateralized by nearly all of
the assets of the Company, and upon the Company’s achieving certain net income targets, the collateral
would be reduced to a lien on the accounts receivable. The Company is required to meet certain financial
covenants, including minimum tangible net worth, minimum cash balances and an adjusted quick ratio.

As of June 30, 2006, there were $8.5 million in letters of credit outstanding under the line of credit,
and there was $11.8 million available for future borrowing. On September 15, 2006, the Company executed
an amendment to the Loan Arrangement that adjusted the terms of certain financial covenants. The Loan
Arrangement expires in January 2007.

(5) Accrued Expenses and Other Liabilities

Accrued expenses in the accompanying consolidated balance sheets consist of the following (in
thousands):

June 30,

2005 2006
Royalties and outside commissions. . ...........c.ooveeevnne... $12,777 $10,288
Payroll and payroll-related . ......... ... .. ... ..ot 13,047 21,784
Restructuring accruals. . ... i 8,833 4,965
Payable to financing companies. . ..............oiiiiiiiea.... 16,662 11,407
Income and Other taxes. . ......oovini et 12,009 11,918
O heT. oo 17,265 16,671

$80,593  $77,033

Other liabilities in the accompanying consolidated balance sheets consist of the following
(in thousands):

June 30,
2005 2006
Restructuring accruals. . ... $15,197 $13,191
Deferredrent. ...t 5,255 4,321
Royalties and outside commissions. ...............ccoveieeenn. 2,091 2,534
OtheT. .ot e — 400

$23,143  $20,446
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(6) Long-Term Obligations
Long-term obligations consist of the following at June 30, 2005 and 2006 (in thousands):

2005 2006
Note payable incurred in connection with an acquisition, payable in quarterly
installments of approximately $273, plus interest at 6% per year through
January 2000 . .. ..o $ 803 —
Note payable of a UK subsidiary due in monthly installments of approximately
$50 plus interest at 9% per year, through March 2008 .................... 577 396
1,380 396
Less—Current portion. ...t 1,042 247
$ 338 §$149
Maturities of these long-term obligations are as follows (in thousands):
Years Ending June 30, Amount
2007 e $247
2008 . 149
$3%

In June 1998, the Company sold $86.3 million of debentures to qualified institutional buyers. During
fiscal 2004, the Company used a portion of the proceeds from the Series D-1 and Series D-2 redeemable
convertible preferred stock financing to repurchase and retire $29.5 million of the Debentures. In
June 2005, the Company paid $58.2 million to retire the entire outstanding principal amount of the
Debentures, together with interest accrued thereon.

The Company recorded interest expense associated with these debentures of $4.5 million and
$2.9 million in the years ended June 30, 2004 and 2005, respectively.

(7) Preferred Stock

The Company’s Board of Directors is authorized, subject to any limitations prescribed by law, without
further stockholder approval, to issue, from time to time, up to an aggregate of 10,000,000 shares of
preferred stock in one or more series. Each such series of preferred stock shall have such number of
shares, designations, preferences, voting powers, qualifications and special or relative rights or privileges,
which may include, among others, dividend rights, voting rights, redemption and sinking fund provisions,
liquidation preferences and conversion rights, as shall be determined by the Board of Directors in a
resolution or resolutions providing for the issuance of such series. Any such series of preferred stock, if so
determined by the Board of Directors, may have full voting rights with the common stock or limited voting
rights and may be convertible into common stock or another security of the Company.

Series B redeemable convertible preferred stock

In February and March 2002, the Company sold 40,000 shares of Series B-I convertible preferred
stock (Series B-I Preferred), and 20,000 shares of Series B-II convertible preferred stock (Series B-11
Preferred and, collectively with Series B-I Preferred, the Series B Preferred) together with (i) warrants to
purchase 507,584 shares of common stock at an initial exercise price of $23.99 per share and (ii) warrants
to purchase 283,460 shares of common stock at an initial exercise price of $20.64 per share, to three
institutional investors for an aggregate purchase price of $60.0 million. The Company received
approximately $56.6 million in net cash proceeds after closing costs.
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In June 2003, the Company amended the terms of the Series B Preferred in conjunction with the
Series D-1 and Series D-2 redeemable convertible preferred stock financing. This amendment gave the
holders of the Series B Preferred the right to redeem their Series B Preferred shares for cash in certain
circumstances that were outside of the Company’s control. As a result of this redemption feature, the
carrying value of the Series B Preferred was reclassified outside of stockholders’ equity on the
accompanying consolidated balance sheet. In August 2003, the Company repurchased all of the
outstanding shares of Series B Preferred.

Series D redeemable convertible preferred stock

In August 2003, the Company issued and sold 300,300 shares of Series D-1 redeemable convertible
preferred stock (Series D-1 Preferred), along with warrants to purchase up to 6,006,006 shares of common
stock at a price of $3.33 per share, in a private placement to several investment partnerships managed by
Advent International Corporation for an aggregate purchase price of $100.0 million. Concurrently, the
Company paid cash of $30.0 million and issued 63,064 shares of Series D-2 convertible preferred stock
(Series D-2 Preferred), along with warrants to purchase up to 1,261,280 shares of common stock at a price
of $3.33 per share, to repurchase all of the outstanding Series B Preferred. In addition, the Company
exchanged existing warrants to purchase 791,044 shares of common stock at an exercise price ranging from
$20.64 to $23.99 held by the holders of the Series B Preferred, for new warrants to purchase 791,044 shares
of common stock at an exercise price of $4.08. These transactions are referred to collectively as the
Series D Preferred financing.

The Company incurred $10.7 million in costs related to the issuance of the Series D-1 and D-2
Preferred (together, the Series D Preferred) and allocated the net proceeds received between the Series D
Preferred and the warrants on the basis of the relative fair values at the date of issuance, allocating
$15.5 million of proceeds to the warrants. The warrants are exercisable at any time prior to the seventh
anniversary of their issue date. The remaining discount on the Series D Preferred is being accreted to its
redemption value over the earliest period of redemption.

The value of total consideration paid to the holders of the Series B Preferred, consisting of cash,
Series D-2 Preferred and warrants, was less than the carrying value of the Series B Preferred at the time of
retirement. This resulted in a gain of $6.5 million, which the Company recorded in the accretion of
preferred stock discount and dividend line of the accompanying consolidated statement of operations.

Each share of Series D Preferred is entitled to vote on all matters in which holders of common stock
are entitled to vote, receiving a number of votes equal to the number of shares of common stock into which
it is then convertible. In addition, holders of Series D-1 Preferred, as a separate class, are entitled to elect a
certain number of directors, based on a formula as defined in the Series D Preferred Certificate of
Designations. The holders of the Series D-1 Preferred are entitled to elect a number of the Company’s
directors calculated as a ratio of the Series D-1 Preferred voting power as compared to the total voting
power of the Company’s common stock. The Series D-1 Preferred holders have elected three of the
Company’s current directors.

The Series D Preferred earns cumulative dividends at an annual rate of 8%, which are payable when
and if declared by the Board of Directors, in cash or, subject to certain conditions, common stock. As of
June 30, 2006, the Company has accrued $28.5 million in dividends on the Series D Preferred.

Each share of Series D Preferred is convertible at any time into a number of shares of common stock
equal to its stated value divided by the then-effective conversion price. The stated value is currently
$333.00 per share and is subject to adjustment in the event of any stock dividend, stock split, reverse stock
split, recapitalization, or like occurrences. The current conversion price is $3.33 per share. Each share of
Series D Preferred currently is convertible into 100 shares of common stock. The Series D Preferred have
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anti-dilution rights that will adjust the conversion ratio downwards in the event that the Company issues
certain additional securities at a price per share less than the conversion price then in effect.

The Series D Preferred is subject to redemption at the option of the holders as follows: 50% on or
after August 14, 2009 and 50% on or after August 14, 2010. The shares will be redeemed for cash at a price
of $333.00 per share, plus accumulated but unpaid dividends.

The Series D Preferred is subject to redemption at the option of the Company, at any time after
August 2006 at a price of $416.25 per share plus any accumulated and unpaid dividends if, among other
things, the average trading price of the Company’s common stock exceeds $7.60 per share for 45
consecutive days. If the Company makes such an election, the holders of the Series D Preferred may elect
to convert their Series D Preferred shares into shares of common stock rather than have them redeemed.

On May 16, 2006, the Holders of the Series D Preferred converted 30,000 shares into 3,000,000 shares
of common stock. At the time of the conversion the Company also paid $2.4 million in dividends on the
converted shares. As of June 30, 2006, the Series D Preferred is convertible into 33,336,400 shares of
common stock.

In the accompanying consolidated statements of operations, the accretion of preferred stock discount
and dividend consist of the following (in thousands):

Years Ended June 30,

2004 2005 2006
Accrual of dividend on Series B preferred................. ... . ... (296) — —
Accretion of discount on Series B preferred .............. ... . ... (643) — —
Gain on retirement of Series B preferred, net of warrant modification
ChATgE . e 6,452 — —
Accrual of dividend on Series D preferred................. ... . ... (8,690) (10,692) (11,518)
Accretion of discount on Series D preferred........................ (3,181) (3,758) (3,865)

$(6,358) $(14,450) $(15,383)

(8) Stock-Based Compensation

The Company issues stock options to its employees and outside directors and provides employees the
right to purchase stock pursuant to stockholder approved stock option and employee stock purchase
programs. Option awards are generally granted with an exercise price equal to the market price of the
Company’s stock at the date of grant; those options generally vest over four years and have 7 and 10-year
contractual terms.

Effective July 1, 2005, the Company adopted the provisions of SFAS No. 123(R), using the
Statement’s modified prospective application method. Prior to July 1, 2005, the Company followed
Accounting Principles Board Opinion 25, “Accounting for Stock Issued to Employees,” and related
interpretations in accounting for its stock-based compensation. Under the provisions of SFAS No. 123(R),
the Company recognizes the fair value of stock-based compensation in net income, over the requisite
service period of the individual grantees, which generally equals the vesting period. All of the Company’s
stock-based compensation is accounted for as equity instruments and there have been no liability awards
granted. The Company’s policy is to issue new shares upon exercise of stock options.

The Company has elected the modified prospective transition method for adopting SFAS 123(R), and
consequently prior periods have not been modified. Under this method, the provisions of SFAS
123(R) apply to all awards granted or modified after the date of adoption. The unrecognized expense of
awards not yet vested at the date of adoption shall be recognized in net income in the periods after the
date of adoption using the same valuation method (i.e, Black-Scholes) and assumptions determined under
the original provisions of SFAS 123, “Accounting for Stock-Based Compensation” (SFAS 123) as disclosed
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in previous filings. Under the provisions of SFAS 123(R), the Company recorded $6.9 million of stock-
based compensation for the year ended June 30, 2006, respectively, included in the following categories (in
thousands):

Recorded as expense:

Costof serviceand other ........ .. ..o i $1,244
Selling and marketing . ........ ..ottt e 2,126
Research and development ............cooiiiiiiiiiiiieiiiin... 1,056
General and administrative ............ ittt 2,449
6,875

Capitalized computer software development costs:. ....................... 148
Total stock-based compensation................coooiiiiiiiinnnn... $7,023

The Company utilized the Black-Scholes valuation model for estimating the fair value of the stock
compensation granted after the adoption of SFAS 123(R). The weighted-average fair values of the options
granted under the stock option plans and shares subject to purchase under the employee stock purchase
plan were $4.20 and $4.73, respectively, for the year ended June 30, 2006 using the following assumptions:

Year Ended June 30, 2006
Stock Option Stock Purchase

Plans Plan
Average risk-free interestrate..................... 4.56% 4.02%
Expected dividend yield .......................... None None
Expectedlife ..........oooi i 6.0 Years 0.5 Years
Expected volatility .......... ... . ... o il 85% 42%

The dividend yield of zero is based on the fact that the Company has never paid cash dividends on
common stock and has no present intention to pay cash dividends. Expected volatility is based on the
historical volatility of the Company’s common stock over the period commensurate with or longer than the
expected life of the options. The risk-free interest rate is the U.S. Treasury Strips rate over a period
commensurate with the expected life of the options on the date of grant. The expected life was calculated
using the method outlined in SEC Staff Accounting Bulletin Topic 14.D.2, “Expected Term,” as the
Company’s historical experience does not provide a reasonable basis for the expected term of the option.

Based on the Company’s historical voluntary turnover rates, an annualized estimated forfeiture rate of
18% has been used in calculating the cost. Under the true-up provisions of SFAS 123(R), additional
expense will be recorded if the actual forfeiture rate is lower than estimated, and a recovery of prior
expense will be recorded if the actual forfeiture is higher than estimated.
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A summary of option activity under all stock option plans in fiscal 2004, 2005 and 2006 follows:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Number of Exercise Contractual Value
Shares Price Term ($000)
Outstanding, June 30,2003 ............ ..., 8,414,382  $11.35
Options granted. . .......cooviiiiiiiieenninnnn.. 6,278,204 3.04
Options exercised .........covitiieinieenneennn (1,321,997) 3.12
Options forfeited. ........... ..o (101,435) 4.74
Options expired . ......ooviiiiiiiiiiiii i (904,061) 16.55
Outstanding, June 30,2004 ......... ... ... it 12,365,093 7.52
Options granted. ..., 4,076,825 6.18
Options eXercised . ........ooviuiiennieenneeennn (1,271,047) 2.84
Options forfeited . .......... ..o it (2,681,580) 3.54
Options expired .. ......cooiiiiiiiiii i (1,451,575) 14.78
Outstanding at June 30,2005 ....................... 11,037,716 8.56
Options granted. . ..., 3,147,500 5.74
Options exercised .........coviuieeinenneennnn (2,602,564) 4.22
Options forfeited. .......... ... oo il (1,177,311) 4.99
Optionsexpired. ..., (944,892) 15.11
Outstanding at June 30,2006 ....................... 0,460,449 § 7.37 7.0 $52,820
Exercisable at June 30,2006 ........................ 5,402,058 $ 8.76 57 $22,648

The following tables summarize information about stock options outstanding and exercisable under
the 1995 Plan, the 1995 Directors’ Plan, the 1996 Plan, the Petrolsoft Plan, the 2001 Plan and the 2005 Plan
at June 30, 2006:

Weighted

Options Average Weighted Options Weighted
Outstanding Remaining Average Exercisable Average
at June 30, Contractual Exercise at June 30, Exercise

Range of Exercise Prices 2006 Life Price 2006 Price
$2.21-84.33 . 1,932,900 6.4 $ 2.81 1,430,466  $ 2.82
4.33-8.07 oo 5,658,956 8.3 5.93 2,251,252 6.33
8.67-13.00 ... 245,845 7.5 10.80 97,592 10.29
13.00-17.34 .o 1,279,868 3.0 14.05 1,279,868 14.05
17.34-21.67 oo 15,438 3.9 20.63 15,438 20.63
21.67-26.01 ... 88,500 3.2 23.69 88,500 23.69
26.01-30.34 .. .. 150,540 1.5 28.94 150,540 28.94
30.34-34.68 ..o 27,386 2.6 31.28 27,386 31.28
34.68-39.01 ... 24,000 4.0 38.50 24,000 38.50
39.01-43.34 ... 37,016 35 40.04 37,016 40.04
June 30,2006 ...l 9,460,449 7.0 $ 737 5,402,058 $ 8.76
Exercisable, June 30,2005............... 7,094,332  $10.37
Exercisable, June 30,2004 ............... 7,464,123  $10.48

As of June 30, 2006, the total compensation cost related to unvested awards not yet recognized was
$16.7 million. The weighted average period over which this will be recognized is approximately three years.
The total intrinsic value of options exercised during the year ended June 30, 2006 was $14.9 million. The
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Company received $11.0 million from option exercises during the year ended June 30, 2006; a $0.1 million
tax benefit was realized for tax deductions from option exercises during the year ended June 30, 2006.

Prior to July 1, 2005, the Company’s employee stock compensation plans were accounted for in
accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (APB 25) and related interpretations. The Company elected the disclosure-only alternative
permitted under SFAS No. 123 for fixed stock-based awards to employees.

Under APB 25, compensation expense was measured as of the date the number of shares and exercise
price become fixed. Generally, this occurred on the grant date, in which case the stock option was
accounted for as a fixed award as of the date of grant. Compensation expense associated with fixed awards
was measured as the difference between the fair market value of our stock on the date of grant and the
grant recipient’s exercise price, which was the intrinsic value of the award on that date. Stock
compensation expense was recognized over the vesting period using the ratable method, whereby an equal
amount of expense was recognized for each year of vesting. The Company recognized stock-based
compensation charges of $6.7 million and $0.4 million in the years ended June 30, 2004 and 2005
associated with the amortization to compensation expense related to stock option awards that had an
intrinsic value on the date of grant.

SFAS 123(R) requires the presentation of pro forma information for the comparative period prior to
the adoption as if all of the Company’s employee stock options had been accounted for under the fair value
method of the original SFAS 123. The following table illustrates the effect on net income and earnings per
share if the Company had applied the fair value recognition provisions of SFAS 123 to stock-based
employee compensation to the prior-year periods (in thousands, except per share data).

2004 2005
Income (loss) attributable to common shareholders (in thousands)
—ASTEPOTEEA . . o\ttt ettt e $(35,413) $(85,224)
Less: Stock-based employee compensation expense determined under fair value
based method for all awards, net of related tax effects ..................... (21,949) (9,344)
Add: Stock-based compensation expense included in reported net
INCOME (LOSS).. « v v vt ettt et e e e 6,703 1,524
ProfOrma ...ttt $(50,659) $(93,044)
Income (loss) attributable to common shareholders per share
—Basic and diluted—
ASTEPOTIEA. . . o vttt ettt et e $ (087) $ (2.01)
Proforma ... ... (1.25) (2.20)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option
pricing model with the following assumptions used for grants during the applicable period:

2004 2005
Risk free interest rates. ...........c.ovveiineenn... 327-350% 3.49-4.17%
Expected dividend yield ........................... None None
Expectedlife ... 5-7 Years 5 Years
Expected volatility ..............ciiiiiiiann, 99% 100%

The weighted average fair value per option granted was $2.51 and $4.74 for the years ended June 30,
2004 and 2005, respectively.
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The fair value of the shares issued under the employee stock purchase plan is estimated on the date of
grant using the Black-Scholes option pricing model with the following assumptions used for grants during
the applicable period:

2004 2005
Risk free interestrates. . ...........cooiiiiiii... 3.49-350% 3.49-4.17%
Expected dividend yield ........................... None None
Expectedlife .........cooo i 6 months 6 months
Expected volatility .......... ... . ... ool 42% 42%

The weighted average fair value of shares issued under the employee stock purchase plan was $4.46
and $1.96 for the years ended June 30, 2004 and 2005, respectively

In May 2005, the shareholders approved the establishment of the 2005 Stock Incentive Plan (the 2005
Plan), which provides for the reservation of up to 4,000,000 shares of common stock for issuance under the
2005 Plan. The 2005 Plan provides for the grant of incentive and nonqualified stock options and other
stock-based awards, including the grant of shares based upon certain conditions, the grant of securities
convertible into common stock and the grant of stock appreciation rights. Restricted stock and other stock-
based awards granted under the 2005 Plan may not exceed, in the aggregate, 2,000,000 shares of common
stock. As of June 30, 2006, there were 3,925,000 shares of common stock available for issuance subject to
awards under the 2005 Plan.

In December 2000, the shareholders approved the establishment of the 2001 Stock Option Plan (the
2001 Plan), which provides for the issuance of incentive stock options and nonqualified options. Under the
2001 Plan, the Board of Directors may grant stock options to purchase up to an aggregate of 4,000,000
shares of common stock. At July 1, 2002, July 1, 2003 and July 1, 2004, the 2001 Plan was expanded to
cover an additional 5% of the outstanding shares on the preceding June 30, rounded down to the neared
number divisible by 10,000. In no event, however, may the number of shares subject to incentive options
under the 2001 Option Plan exceed 8,000,000 unless the 2001 Plan is amended and approved by the
shareholders. As of June 30, 2006, there were 786,950 shares of common stock available for grant under
the 2001 Plan.

In December 1996, the shareholders of the Company approved the establishment of the 1996 Special
Stock Option Plan (the 1996 Plan). This plan provides for the issuance of incentive stock options and
nongqualified options to purchase up to 500,000 shares of common stock. Stock options become exercisable
over varying periods and expire no later than 10 years from the date of grant. As of June 30, 2006, there
were 119,252 shares available for grant under the 1996 Plan.

In October 1997, the Company’s Board of Directors approved the 1998 Employee Stock Purchase
Plan, under which the Board of Directors may grant stock purchase rights for a maximum of 1,000,000
shares through September 30, 2007. In December 2000 and 2003, the shareholders voted to increase the
number of shares eligible under the 1998 Employee Stock Purchase Plan by 2,000,000 and 3,000,000
shares, respectively.

Participants are granted options to purchase shares of common stock on the last business day of each
semi-annual payment period for 85% of the market price of the common stock on the first or last business
day of such payment period, whichever is less. The purchase price for such shares is paid through payroll
deductions, and the current maximum allowable payroll deduction is 10% of each eligible employee’s
compensation. Under the plan, the Company issued 976,960 shares in 2003, 315,751 shares in 2005, and
188,119 shares in 2006. As of June 30, 2006, there were 2,645,939 shares available for future issuance under
the 1998 Employee Stock Purchase Plan as amended. In addition, on July 1, 2006, the Company issued
61,395 shares under the 1998 Employee Stock Purchase Plan.
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(9) Common Stock
(a) Warrants

In connection with the August 1997 acquisition of NeuralWare, Inc., the Company converted warrants
to purchase NeuralWare common stock into warrants to purchase 10,980 shares of the Company’s
common stock. Warrants to purchase 1,260 shares expired unexercised through June 30, 2005 and the
remaining warrants expired unexercised in April 2006.

In connection with the February and March 2002 sales of Series B Preferred, the Company issued
warrants with five-year lives to purchase 791,044 shares of common stock at an exercise price ranging from
$20.64 to $23.99 per share, as noted previously in Note 7. In August 2003, in conjunction with the Series D
Preferred financing, these warrants were exchanged for new warrants to purchase 791,044 shares of
common stock at an exercise price of $4.08 per share. As of June 30, 2006, none of these warrants had been
exercised. Such warrants will expire in fiscal 2007.

In connection with the May 2002 sale of common stock to private investors, the Company issued
warrants to purchase up to 3,208,333 shares of common stock at a price of $13.20 per share. In
August 2003, the warrants were canceled, and new warrants were issued to purchase 1,152,665 shares at an
exercise price of $9.76 per share, due to the impact of the Series D Preferred financing on the warrants’
anti-dilution provisions. In January 2004, warrants to purchase 129,191 shares of common stock were
exercised in a cashless exercise, resulting in the issuance of 17,922 shares of common stock. As of June 30,
2006, warrants to purchase 1,023,474 shares of common stock at an exercise price of $9.76 were
exercisable.

In connection with the August 2003 Series D Preferred financing, the Company issued warrants with
seven-year lives to purchase 7,267,286 shares of common stock at an exercise price of $3.33 per share. As
of June 30, 2006, none of these warrants had been exercised. In July 2006, 6,006,006 warrants were
exercised in a cashless exercise, resulting in the issuance of 4,369,336 shares of the Company’s common
stock.

A summary of the Company’s outstanding common stock warrants at June 30, 2006 is as follows:

Exercise Expiration
Warrant: Outstanding Price Date
Series Bwarrants ..................... 791,044 $4.08  Feb — Mar 2007
Private placement warrants ............ 1,023,474 $9.76 May 2007
Series D warrants(1) .................. 7,267,286 $3.33 Aug 2010

Total outstanding at June 30, 2006. . . . 9,081,804

(1) After the exercise of 6,006,006 Series D warrants in July 2006, 1,261,280 Series D warrants and
3,075,798 total warrants were outstanding.

(b) Stockholder Rights Plan

During fiscal 1998, the Board of Directors of the Company adopted a Stockholder Rights Agreement
(the Rights Plan) and distributed one Right for each outstanding share of Common Stock. The Rights
were issued to holders of record of Common Stock outstanding on March 12, 1998. Each share of
Common Stock issued after March 12, 1998 will also include one Right, subject to certain limitations. Each
Right when it becomes exercisable will initially entitle the registered holder to purchase from the Company
one one-hundredth (1/100th) of a share of Series A Preferred Stock at a price of $175.00 (the Purchase
Price).
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The Rights will become exercisable and separately transferable when the Company learns that any
person or group has acquired beneficial ownership of 15% or more of the outstanding Common Stock or
on such other date as may be designated by the Board of Directors following the commencement of, or
first public disclosure of an intent to commence, a tender or exchange offer for outstanding Common
Stock that could result in the offeror becoming the beneficial owner of 15% or more of the outstanding
Common Stock. In such circumstances, holders of the Rights will be entitled to purchase, for the Purchase
Price, a number of hundredths of a share of Series A Preferred Stock equivalent to the number of shares of
Common Stock (or, in certain circumstances, other equity securities) having a market value of twice the
Purchase Price. Beneficial holders of 15% or more of the outstanding Common Stock, however, would not
be entitled to exercise their Rights in such circumstances. As a result, their voting and equity interests in
the Company would be substantially diluted if the Rights were to be exercised.

The Rights expire in March 2008, but may be redeemed earlier by the Company at a price of $.01 per
Right, in accordance with the provisions of the Rights Plan.

The Company amended the Rights Plan in June 2003 so that the terms of the Rights Plan would not
be applicable to the securities issued as part of the Series D preferred financing or to any securities issued
in the future pursuant to the preemptive rights granted as part of this financing.

(10) Income Taxes

The Company accounts for income taxes under the provisions of SFAS No. 109, “Accounting for
Income Taxes.” Under the liability method specified by SFAS No. 109, a deferred tax asset or liability is
measured based on the difference between the financial statement and tax bases of assets and liabilities, as
measured by the enacted tax rates.

Income (loss) before provision for income taxes consists of the following (in thousands):

Years Ended June 30,

2004 2005 2006
31011 1] 6 T $(9,834) $(66,232) $17,096
FOreign . oo 1,288 (1,043) 9,956
TOtal. .o $(8,546) $(67,275) $27,052

The provisions for income taxes shown in the accompanying consolidated statements of operations are
composed of the following (in thousands):

Years Ended June 30,

2004 2005 2006
Federal—
CUITENE © .o ettt et e e e e e e e e e e $ — $ — 5 —
Deferred . ..o 20,333 45 —
State—
(02555 < 0 1 A 739 778 990
Deferred . ... 1,823 — —
Foreign—
(@35 =) 1 | PP 14,205 4,028 8,718
Deferred ... (16,942)  (1,352)  (1,002)

$ 20,158 $ 3,499 $ 8,706
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The provision for income taxes differs from that based on the federal statutory rate due to the
following (in thousands):

Years Ended June 30,
2004 2005 2006
Federal tax at statutory rate ............ooiuuieinieeinnneennnnenn. $(2,991) $(23,546) 9,468
State income tax, net of federal taxbenefit .......................... 1,688 — 566
Utilization of net operating loss carryforward. ....................... — —  (5,705)
Tax effect resulting from foreign activities........................... (8,614) 1,399 2,114
Tax credits generated . ........ouettii (1,193) (1,397)  (1,000)
Permanent differences, net .......... ... 1,337 425 2,131
Expiration of tax attributes ..............ooiiiiiiiiiiiiii .. — 12,410 (48)
Provision for tax contingencies. . ..........ovviiiiineeeeennnnnnnnn. 4,319 541 2,317
Valuation allowance . ...ttt 25,612 13,667 (1,137)
Provision for inCome taxes. . ...ttt $20,158 $ 3,499 $ 8,706

The approximate tax effect of each type of temporary difference and carry forward is as follows
(in thousands):

June 30,
2005 2006
Deferred tax assets:
Revenue related. ... ..ot $ 456 $ —
Federal and state tax creditS .. ...ttt 14,023 12,531
Federal and state loss carryforwards . ... 42,288 47,014
Foreign loss carryforwards. ... ... ...ttt e 7,150 5,087
Restructuring accruals . ... ... e 21,004 18,301
Other reserves and accrualS. . ...t e 13,552 11,072
Intangible assets. . . .. ..o v ittt e 5,838 6,059
Property, plant and equipment.......... .. i 2,089 2,505
Other temporary differences. . ...ttt 257 2,500
106,657 105,069
Valuation alloWancCe . . . ... ..vet et (104,611)  (103,474)
2,046 1,595
Deferred tax liabilities:
Revenue related. . ... e — (33)
Intangible assets. .. ...t (2,760) (1,282)
Property, plant and equipment. ...........oo it — (38)
Other temporary differences. . .........ooeiiiiiii e — 44
(2,760) (1,309)
Net deferred tax assets (liabilities). . .. ....ovueei i $  (714) $ 286

As of June 30, 2006, the Company had net operating loss (NOL) carryforwards for U.S. federal and
state income tax purposes of approximately $149.2 million and $51.7 million, respectively, and foreign net
operating loss carryforwards of approximately $17.1 million. The Company had federal tax credits and
state tax credits of approximately $14.5 million and $3.6 million, respectively. The tax credits and NOL
carryforwards expire at various dates from 2007 through 2025. The Company has determined that it
underwent an ownership change (as defined under section 382 of the Internal Revenue Code of 1986, as
amended) during the year ended June 30, 2004. As such, the recognition of the Company’s federal NOLs
and tax credits may be limited. Moreover, an ownership change might have also occurred under the laws of

F-30



certain states and foreign countries in which the Company has generated NOLs and tax credits.
Accordingly, it is possible that these NOL and tax credits could also be limited under rules similar to those
of section 382. Due to the uncertainty surrounding the realization and timing of these tax attributes, the
Company has recorded a valuation allowance of approximately $104.6 million and $102.5 million as of
June 30, 2005 and 2006, respectively.

(11) Operating Leases

The Company leases its facilities and various office equipment under noncancelable operating leases
with terms in excess of one year. Rent expense charged to operations was approximately $11.7 million,
$9.3 million and $7.5 million for the years ended June 30, 2004, 2005 and 2006, respectively. Future
minimum lease payments under these leases as of June 30, 2006 are as follows (in thousands):

Years ended June 30, Amount
2007 e e e $ 9,680
2008, . o e e e e e 7437
20000 . e e 7,570
2000 o et 7,406
7 e 6,460
Thereafter . ... i 14,834

$53,387

The Company has issued approximately $8.3 million of standby letters of credit in connection with
certain facility leases that expire through 2016.

(12) Sale of Installments Receivable
(a) Traditional Activities

Installments receivable represent the present value of future payments related to the financing of
noncancelable term and perpetual license agreements that provide for payment in installments, generally
over a one- to five-year period. A portion of each installment agreement is recognized as interest income in
the accompanying consolidated statements of operations. The interest rates utilized for the years ended
June 30, 2004, 2005, and 2006 ranged from 7.0% to 8.0%.

The Company has arrangements to sell certain of its installments receivable to three financial
institutions. The Company has sold, and treated as sales, with limited recourse, certain of its installment
contracts for aggregate proceeds of $54.9 million, $97.6 million and $77.1 million during fiscal 2004, 2005
and 2006, respectively. The financial institutions have certain recourse to the Company upon nonpayment
by the customer under the installments receivable. The amount of recourse is determined pursuant to the
provisions of the Company’s contracts with the financial institutions. Collections of these receivables
reduce the Company’s recourse obligations, as defined. Generally, no gain or loss is recognized on the sale
of the receivables due to the consistency of the discount rates used by the Company and the financial
institutions.

At June 30, 2006, there was approximately $64 million of additional availability under the
arrangements. The Company expects that there will be continued ability to sell installments receivable, as
the collection of the sold receivables will reduce the outstanding balance and the availability under the
arrangements can be increased. The Company’s potential recourse obligation related to these contracts is
within the range of $0.1 million to $1.5 million. In addition, the Company is obligated to pay additional
costs to the financial institutions in the event of default by the customer.
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(b) Securitization of Installments Receivable
Initial Transaction

On June 15, 2005, the Company securitized certain outstanding installment software license
receivables (which receivables were not sold in the traditional sales described above) with a net carrying
value of $71.2 million. Such securitization was structured in a manner so that the securitization qualified as
asale. The Company received $43.8 million of cash and retained an interest in the sold receivables valued
at $16.6 million. It also retained certain limited recourse obligations relative to the receivables valued at
approximately $1.0 million. Overall, the transaction (including $2.1 million in aggregate fees and expenses,
including fees of the lenders’ agent and fees of the Company’s outside legal counsel and financial advisors)
resulted in a loss of $14.6 million in the quarter ended June 30, 2005 and was recorded as a loss on sales
and disposals of assets in the accompanying consolidated statement of operations.

The amount of the loss was based on the previous carrying amount of the financial assets involved in
the transfer, allocated between the assets sold and the retained interests based on their relative fair value
at the date of transfer.

As noted above, the retained interest in the sold receivables was recorded at its fair market value of
$16.6 million at the time of the transaction and was (and currently is) classified as a long-term asset on the
Company’s consolidated balance sheet. The Company estimates fair value based on the present value of
future expected cash flows based on using management’s best estimates of key assumptions, principally
credit losses, and discount rates commensurate with the risks involved.

The Company retained the servicing rights relative to the receivables and receives annual servicing
fees of $0.1 million per year. The benefits of servicing are just adequate to compensate the servicer for its
responsibilities, and thus no servicing asset or liability has been recorded.

In connection with the above transaction, the Company incurred an obligation to guaranty that the
proceeds from all foreign denominated installments receivable included in the securitized pool will be
equal to the U.S. dollar value on the initial contract date. The fair value of this obligation, as of the
transaction date and as of June 30, 2005 and 2006 was not material and has thus been accorded no value.

Ongoing Retained Interests

The Company values it’s retained interest in accordance with the guidance of EITF No. 99-20
“Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interest in
Securitized Financial Assets.” Accordingly, it’s retained interest is being accreted through interest income
over the anticipated life of the retained interest. The accretion methodology is assessed quarterly and any
diminution in value is recoded directly to the statement of operations.
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Key economic assumptions used in subsequently measuring potential impairment in the carrying value
of the Company’s retained interests in the software license receivables at June 30, 2005 and 2006 and the
effect on the fair value of those interests from adverse changes in those assumptions are as follows (in
thousands, except for annualized rates):

June 30,
2005 2006

Balance sheet carrying value of retained interest in sold receivables ............. $16,667 $19,010
Expected credit losses (annual rate): 0.82% 0.82%

Impact on fair value of 10% adverse change .......... ... ..., $ (48 $ (34

Impact on fair value of 20% adverse change ...............c.cooiiviieeen... $ (96) $ (68)
Residual cash flow discount rate (annual rate): 16.0% 16.0%

Impact on fair value of 10% adverse change ........... ... ... .. ... ... .. $ (923) § (774)

Impact on fair value of 20% adverse change .............. ... .. ... ... ... $(1,790) $(1,512)

These sensitivities are hypothetical and presented for illustrative purposes only. Changes in fair value
based on a 10% variation in assumptions generally cannot be extrapolated because the relationship of the
change in assumption to the change in fair value may not be linear. Also, the effect of a variation in a
particular assumption is calculated without changing any other assumption; in reality, changes in one
assumption may result in changes in another, which may magnify or counteract the sensitivities. Further,
this analysis does not assume any impact resulting from management’s intervention to mitigate these
variations.

(13) Commitments and Contingencies
(a) FTC Settlement

On December 21, 2004, the FTC approved the Company’s proposed consent decree, which
constituted a complete and final settlement of the FTC’s complaint against the Company relating to its
acquisition of Hyprotech in May 2002. The FTC’s approval also constituted approval of the transactions
contemplated by the purchase and sale agreement that the Company and its subsidiaries Hyprotech
Company, AspenTech Canada Ltd., AspenTech Ltd. and Hyprotech UK Ltd. entered into on October 6,
2004 with Honeywell International, Inc. and its subsidiaries Honeywell Control Systems Limited and
Honeywell Limited-Honeywell Limitee. The Company previously completed the sale of its AXSYS
product line to Bentley Systems Incorporated on July 21, 2004, as set forth in the FTC consent decree. The
Company recorded a $0.3 million gain related to this sale.

On December 23, 2004, the Company and its subsidiaries completed the transactions with Honeywell
contemplated by the October 6, 2004 purchase agreement, which relates to the sale of the Company’s
operator training business and ownership of rights to the intellectual property to the Hyprotech
engineering products to Honeywell International. Under the terms of the transactions:

e the Company retains a perpetual, worldwide, royalty-free license to the entire Hyprotech
engineering software product line and has the right to continue to develop and sell the Hyprotech
engineering products, other than AXSYS which was sold to Bentley Systems;

o the Company retains its customer licenses for HYSYS and related products;
e the Company retains all rights in its Aspen RefSYS and Aspen Oil & Gas solutions;

e the Company agreed to a cash payment of approximately $6.0 million from Honeywell in
consideration of the transfer of the Company’s operator training services business, the Company’s
covenant not-to-compete in the operator training business for three years, and the transfer of

F-33



ownership of the intellectual property of the Company’s Hyprotech engineering products,
$1.2 million of which is subject to holdback and may be released upon the resolution of any
adjustments for uncollected billed accounts receivable and unbilled accounts receivable;

e the Company transferred and Honeywell assumed, as of the closing date, approximately $4 million
in accounts receivable relating to the operator training business; and

e the Company entered into a two-year support agreement with Honeywell under which the Company
agrees to provide Honeywell with source code to new releases of the Hyprotech products provided
to customers under standard software maintenance services agreements.

The Honeywell transaction resulted in a deferred gain of $0.2 million, which is subject to a potential
increase of $1.2 million upon resolution of the holdback payment and will be amortized over the two-year
life of the support agreement.

(b) KBC Settlement

On October 1, 2004, the Company, together with its subsidiaries AspenTech, Inc. and Hyprotech
Company, entered into a Settlement Agreement with KBC Advanced Technologies Plc, KBC Advanced
Technologies Inc. and AEA Technology Plc. Pursuant to the settlement agreement, the parties agreed to
settle (1) the arbitration proceedings in England relating to a contract dispute involving the parties and
(2) the legal proceedings filed by KBC in state district court in Houston, Texas against the Company and
Hyprotech Company.

As part of the settlement, KBC recognized the Company’s right to develop, market and license Aspen
RefSYS, and the Company recognized KBC’s right to develop, market and license HYSYS.Refinery, their
respective refinery-wide simulation products. The Company licensed commercial, object code, copies of
Aspen HYSYS, Aspen PIMS, and Aspen Orion to KBC for use as part of KBC’s consulting services
business, without the right to sublicense. In addition, the Company paid KBC $3.75 million in lieu of costs
incurred in the dispute. This charge was recorded in fiscal 2005 in general and administrative expenses.

(c) Litigation
U.S. Attorney’s Office Investigation and Wells Notice

In October 2004, the audit committee of the Company’s board of directors commenced a detailed
investigation of the accounting for certain software license and service agreement transactions entered into
with certain alliance partners and other customers during fiscal years 2000 through 2002 (and later, fiscal
2000 to 2004), which investigation concluded in March 2005. On October 29, 2004, the Company
announced that it had received a subpoena from the U.S. Attorney’s Office for the Southern District of
New York requesting documents relating to transactions to which the Company was a party during the
2000 to 2002 time frame, associated documents dating from January 1, 1999, and additional materials.

On June 9, 2006, the Company announced that it had received a “Wells Notice” letter from the SEC
of possible civil enforcement action regarding the Company’s originally filed financial statements for fiscal
years 2000 through 2004, which the Company restated in March 2005 following the conclusion of the audit
committee’s review. In addition, on July 7, 2006, the Company announced that three of its former
executive officers had each received a Wells Notice letter regarding the same matter.

The Company has cooperated fully with the subpoena requests and in the investigation by the U.S.
Attorney’s Office and the SEC. The investigation by the U.S. Attorney’s Office is ongoing in coordination
with the SEC, to which the audit committee had initially reported the initiation of the audit committee’s
investigation. The Company is currently unable to determine whether resolution of these matters will have
a material adverse impact on its financial position or results of operations, or reasonably estimate the
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amount of the loss, if any, that may result from resolution of these matters. However, the ultimate outcome
could have a material adverse effect on the Company’s financial position or results of operations.

Class Action Suits

In November 2004, two putative class action lawsuits were filed against the Company in the United
States District Court for the District of Massachusetts, captioned, respectively, Fener v. Aspen
Technology, Inc., et. al., Civil Action No. 04-12375 (D. Mass.) (filed Nov. 9, 2004) and Stockmaster v.
Aspen Technology, Inc., et. al., Civil Action No. 04-12387 (D. Mass.) (filed Nov. 10, 2004), (“the
Class Actions”). The Class Actions allege, among other things, that the Company violated Section 10(b) of
the Exchange Act and Rule 10b-5 promulgated thereunder in connection with various statements about its
financial condition for fiscal years 2000 through 2004. On February 2, 2005, the Court consolidated the
cases under the caption Aspen Technology, Inc. Securities Litigation, Civil Action No. 04-12375
(D. Mass.), and appointed The Operating Engineers and Construction Industry and Miscellaneous
Pension Fund (Local 66) and City of Roseville Employees’ Retirement System as lead plaintiff, purporting
to represent a putative class of persons who purchased Aspen Technology, Inc. common stock between
January 25, 2000 and October 29, 2004. On August 26, 2005, the plaintiffs filed a consolidated amended
complaint containing allegations materially similar to the prior complaints and expanding the class action
period.

Following mediation, on November 16, 2005, the Company and the plaintiffs on behalf of putative
class members, defined to include all persons who purchased our common stock between October 29, 1999
and March 15, 2005, inclusive, (the “Class”), entered into a Stipulation and Agreement of Compromise,
Settlement and Release of Securities Action, which (the “Stipulation”). The Stipulation was filed with the
Court on the same date and provided, among other things, for settlement and release of all direct and
indirect claims of the Class concerning matters covered by the Stipulation. On December 12, 2005, the
Court granted preliminary approval of the settlement provided for in the Stipulation. After notice to the
Class and after the hearing, on March 6, 2006, the Court granted final approval of the settlement, and the
class action lawsuit was dismissed with prejudice. The Company entered into the Stipulation to resolve the
matter and without acknowledging any fault, liability or wrongdoing of any kind. There has been no
adverse determination by the Court against the Company or any of the other defendants in the case.

Members of the Class who opted out of the settlement (representing 1,457,969 shares of common
stock, or less than 1% of the shares putatively purchased during the Class Action period) may bring their
own individual actions, (“Opt Out Claims”). To date, state law Opt Out Claims, including claims of fraud,
statutory treble damages, deceptive practices, and/or rescissory damages liability, based on the restated
results of one or more fiscal periods included in the restated financial statements referenced in the
Class Action, have been filed in Massachusetts Superior Court. The Company has responded by motion to
dismiss on the grounds that the claims fail properly to state a claim. If not dismissed or settled on terms
acceptable to us, the Company plans to defend the Opt Out Claims vigorously.

Pursuant to the terms of the Class Action settlement, the Company paid $1.9 million and its insurance
carrier paid $3.7 million into a settlement fund for a total of $5.6 million. The Company’s $1.9 million
payment was recorded in general and administrative expenses in the quarter ended September 30, 2005.
All costs of preparing and distributing notices to members of the Class and administration of the
settlement, together with all fees and expenses awarded to plaintiffs’ counsel and certain other expenses,
will be paid out of the settlement fund, which will be maintained by an escrow agent under the Court’s
supervision.
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On September 6, 2006, the Company also announced that, in connection with the preparation of
financial statements for the fiscal year-ended June 30, 2006, a subcommittee of independent directors was
appointed to review the Company’s accounting treatment for stock option grants for prior years. Following
that announcement, the Company and certain of its officers and directors were named defendants in a
purported federal securities class action lawsuits filed in Massachusetts federal district court, alleging
violations of the Exchange Act and claiming material misstatements concerning its financial condition and
results. In response to the Company’s motion to dismiss the complaint, the parties stipulated to voluntary
dismissal of the plaintiff’s claims with prejudice on September 26, 2006 without any payment by the
Company.

Derivative Suit

On December 1, 2004, a putative derivative action lawsuit was filed as a related action to the first filed
of the Class Actions (described above) in the United States District Court for the District of
Massachusetts, captioned Caviness v. Evans, et al., Civil Action No. 04-12524 (D. Mass.), (the “Derivative
Action”). The complaint, as subsequently amended, alleged, among other things, that the former and
current director and officer defendants caused the Company to issue false and misleading financial
statements, and brought derivative claims for the following: breach of fiduciary duty for insider trading;
breach of fiduciary duty; abuse of control; gross mismanagement; waste of corporate assets; and unjust
enrichment.

On August 18, 2005, the Court granted defendants’ motion to dismiss the Derivative Action for failure
of the plaintiff to make a pre-suit demand on the Company’s board of directors to take the actions
referenced in the Derivative Action complaint.

On April 12, 2005, the Company received a letter on behalf of another shareholder, demanding that
the board of directors of the Company take actions substantially similar to those referenced in the
Derivative Action. On February 28, 2006, the Company received a letter on behalf of Mr. Caviness,
demanding that the Company take actions referenced in the Derivative Action complaint. The board of
directors responded to both of the foregoing letters that the board has taken the letters under advisement
pending further regulatory investigation developments, which the board continues to monitor and with
which the Company continues to cooperate. In its responses, the board also requested confirmation of
each person’s status as a stockholder of Aspen Technology, Inc., and, with respect to the most recent letter,
also referred the purported stockholder to the March 6, 2006 final approval of the settlement of direct and
indirect claims of the Class in the Class Actions.

Other

From time to time, the Company is subject to legal proceedings, claims, and litigation arising in the
ordinary course of business. The outcome of these matters is currently not determinable, and there can be
no assurance that such matters will not have a material adverse effect on the Company’s consolidated
financial position, results of operations, or cash flows.

(d) Other

The Company has entered into an employment agreement with its president and chief executive
officer providing for the payment of cash and other benefits in certain situations of his voluntary or
involuntary termination, including following a change in control. Payment under this agreement would
consist of a lump sum equal to approximately two times (1) his annual base salary plus (2) the average of
his annual bonus for the three preceding fiscal years. The agreement also provides that the payments
would be increased in the event that it would subject him to excise tax as a parachute payment under the
Internal Revenue Code. The increase would be equal to the additional tax liability imposed on him as a
result of the payment.
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The Company has entered into agreements with two executive officers, providing for severance
payments in the event that the executive is terminated by the Company other than for cause. Payments
under these agreements consist of continuation of base salary for a period of 12 months. The Company has
also entered into an agreement with its former chairman and founder pursuant to which, in the event of a
change in control, all amounts due to him for the remainder of the term of his agreement become
immediately due and payable.

(14) Retirement and Profit Sharing Plans

The Company maintains a defined contribution retirement plan under Section 401(k) of the Internal
Revenue Code covering all eligible employees, as defined. Under the plan, a participant may elect to defer
receipt of a stated percentage of his or her compensation, subject to limitation under the Internal Revenue
Code, which would otherwise be payable to the participant for any plan year. The Company may make
discretionary contributions to this plan, including making matching contributions up to a maximum of 6%
of an employee’s pretax contribution. During the fiscal years ended June 30, 2004, 2005 and 2006, the
Company made matching contributions of approximately $0.1 million, $1.0 million and $0.8 million,
respectively. These contributions, which vested immediately, were expensed in each respective year.

(15) Joint Ventures and Other Investments

In November 2000, the Company invested $0.6 million in a global chemical business-to-business e-
commerce company supporting major chemical companies in Asia. This investment entitles the Company
to a minority interest in this company and is accounted for using the cost method and, accordingly, is being
valued at cost unless a permanent impairment in its value occurs or the investment is liquidated. As of
June 30, 2006, the Company has determined that an other than temporary impairment has not occurred.
This investment is included in other assets in the accompanying consolidated balance sheet as of June 30,
2005 and 2006.

In the accompanying consolidated statements of operations for the year ended June 30, 2004, the
Company has recognized losses of approximately $0.4 million, as its portion of the losses from a joint
venture that was dissolved in 2005 and from its investment in a Cyprus-based company that was
surrendered in fiscal 2005.

(16) Segment and Geographic Information

The Company follows the provisions of SFAS No. 131, “Disclosures about Segments of an Enterprise
and related Information,” which establishes standards for reporting information about operating segments
in annual financial statements and requires selected information about operating segments in interim
financial reports issued to stockholders. It also established standards for disclosures about products and
services, and geographic areas. Operating segments are defined as components of an enterprise about
which separate financial information is available that is evaluated regularly by the chief operating decision
maker, or decision making group, in deciding how to allocate resources and in assessing performance. The
Company’s chief operating decision maker is the Chief Executive Officer of the Company.

The Company is organized geographically and by line of business. The Company has three major line
of business operating segments: license, consulting services and maintenance and training. The Company
also evaluates certain subsets of business segments by vertical industries as well as by product categories.
While the Executive Management Committee evaluates results in a number of different ways, the line of
business management structure is the primary basis for which it assesses financial performance and
allocates resources.

The license line of business is engaged in the development and licensing of software. The consulting
services line of business offers implementation, advanced process control, real-time optimization and other
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consulting services in order to provide its customers with complete solutions. The maintenance and
training line of business provides customers with a wide range of support services that include on-site
support, telephone support, software updates and various forms of training on how to use the Company’s

products.

The accounting policies of the line of business operating segments are the same as those described in
the summary of significant accounting policies. The Company does not track assets or capital expenditures
by operating segments. Consequently, it is not practical to show assets, capital expenditures, depreciation

or amortization by operating segments.

The following table presents a summary of operating segments (in thousands):

Consulting Maintenance

Services and Training Total

$96,512  $77,784  $332,446
69,854 14,323 150,296

$26,658 $63,461 $182,150

$65,248 $75,125 $269,994
53,835 16,299 133,251

$11,413 $58,826 $136,743

$64,108 $76,456 $293,250
46,895 14,715 125,983

License

Year ended June 30, 2004—

Revenues from external customers .................. $158,150
Controllable expenses. ..., 66,119
Controllable margin(1)..........ccoveviiiinnn... $ 92,031
Year ended June 30, 2005—

Revenues from external customers .................. $129,621
Controllable expenses. ............. ..o 63,117
Controllable margin(1). ..., $ 66,504
Year ended June 30, 2006—

Revenues from external customers .................. $152,686
Controllable expenses. ............ ... 64,373
Controllable margin(1).............cooiiiiian.... $ 88,313

$17,213 $61,741 $167,267

(1) The Controllable Margins reported reflect only the expenses of the line of business and do not
represent the actual margins for each operating segment since they do not contain an allocation for
selling and marketing, general and administrative, development and other corporate expenses

incurred in support of the line of business.

Profit Reconciliation:

Total controllable margin for reportable segments ................
Selling and marketing. . ....... ...
General and administrative and overhead ........................
Asset impairment charges ...........ooiiiiiiiii i
Restructuring charges and FTClegal costs .......................
Gain (loss) on sales and disposals of assets .......................
Interest and other income and expense ................cccoevnn...
Income (loss) before (provision for) benefit from income taxes and
equity in earnings from joint ventures. . .................o.ooo....
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Years Ended June 30
2004 2005 2006
(In thousands)

$182,150 $136,743  $167,267
(90,907)  (80,349)  (70,221)
(79,731)  (85,948)  (70,228)

(4,217) — —
(20,085)  (24,960)  (3,993)
879  (14,314) (898)
3,365 1,553 5,125

$ (8,546) $(67,275) $ 27,052




Geographic Information:

Domestic and export sales as a percentage of total revenues are as follows:

Years Ended June 30,

2004 2005 2006
United States. ... 428% 397% 42.9%
Europe ... .o 33.0 37.2 30.5
Japan. ... 4.6 5.8 53
Other. ..o 19.6 17.3 21.3

100.0% 100.0% 100.0%

During the years ended June 30, 2004, 2005 and 2006 there were no customers that individually
represented greater than 10% of the Company’s total revenue.

The Company has long-lived assets of approximately $33.8 million that reside in the United States,
and $10.2 million that reside in other geographic locations as of June 30, 2006.

Revenues for the Company’s North American, European and Asian operations are as follows (in
thousands). The Company has intercompany distribution arrangements with its subsidiaries. The basis for
these arrangements, disclosed below as transfers between geographic locations, is cost plus a specified
percentage for services and a commission rate for sales generated in the geographic region.

North

America Europe Asia Eliminations Consolidated
Year ended June 30,2004 ................ $240,280 $83,427 $16,825 $(8,086) $332,446
Year ended June 30,2005 ................ $180,465 $75,035 $17,916 $(3,422) $269,994
Year ended June 30,2006 ................ $215,690 $60,201 $19,165 $(1,806) $293,250

(17) Restatement of Consolidated Financial Statements

In connection with the preparation of financial statements for the fiscal year ended June 30, 2006, a
subcommittee of independent members of the board of directors reviewed the Company’s accounting
treatment for all stock options granted since the Company completed its initial public offering in fiscal
1995. Based upon the subcommittee’s review, the Audit Committee and Company management
determined that certain option grants during fiscal years 1995 through 2004 were accounted for
improperly, and concluded that stock-based compensation associated with certain grants was misstated in
fiscal years 1995 through 2005, and in the nine months ended March 31, 2006. The subcommittee identified
errors related to the determination of the measurement dates for grants of options allocated among a pool
of employees when the specific number of options to be awarded to specific employees had not yet been
finalized, and other measurement date errors. As a result of the errors in determining measurement dates,
the Company has also recorded payroll withholding tax-related adjustments for certain options formerly
classified as Incentive Stock Option (ISO) grants under Internal Revenue Service regulations. These
options were determined to have been granted with an exercise price below the fair market value of the
Company’s stock on the actual grant date, so do not qualify for ISO tax treatment. The disqualification of
ISO classification and the resulting conversion to non-qualified status results in additional withholding
taxes on exercise of those options. The Company recorded a cumulative estimated payroll withholding tax
liability of $1.9 million for the years ended June 30, 2004, 2005 and 2006 in connection with the
disqualification of such ISO tax treatment. The stock-based compensation charges, including the
aforementioned withholding tax adjustments, increased net loss by $7.2 million and $0.5 million for the
years ended June 30, 2004 and 2005, and resulted in compensation charges totaling $50.1 million for the
periods prior to fiscal 2004, which is reflected in the July 1, 2003 beginning accumulated deficit.
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In addition, as a result of the errors in determining measurement dates, certain options were
determined to have been granted with an exercise price below the fair market value of the Company’s
stock on the actual grant date. These discounted options vesting subsequent to December 2004 result in
nonqualified deferred compensation for purposes of Section 409A of the Internal Revenue Code, and
holders are subject to an excise tax on the value of the options in the year in which they vest. Management
has concluded that it is probable the Company will either implement a plan to assist the affected
employees for the amount of this tax, or adjust the terms of the original option grant which would also
have financial statement ramifications. As such, the Company recorded an estimated liability of
approximately $1.0 million in the fourth quarter of fiscal 2006 in connection with this contingency.

The restatement of prior year financial statements also includes the adjustments for other errors
identified after the applicable period had been reported. Such errors were not previously recorded because
the Company believed the amount of any such errors, both individually and in the aggregate, were not
material to the Company’s consolidated financial statements. These errors related to the timing of revenue
recognition, losses on sales and disposals of assets, interest income, and the calculation of foreign currency
gains and losses.

As a result of the foregoing, the Company has restated its financial statements as of June 30, 2005 and
for the fiscal years ended June 30, 2004 and 2005. The restatement also affects periods prior to fiscal 2004.
The effects on the Company’s cash flows from operations was a decrease in the year ended June 30, 2004
and a corresponding increase in the year ended June 30, 2005 of less than $0.1 million. There were no
effects on the Company’s cash flows from financing or investing activities for any period.
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Revenue and Expense Adjustments

Set forth below are the adjustments to the Company’s previously issued statements of operations for
the fiscal years ended June 30, 2004 and 2005 (amounts in thousands).

Revenues:

Software licenses. . ... ..
Service and other ... ...
Total revenues . .......

Cost of revenues:

Cost of software licenses.

Cost of service and other

Amortization of
technology related
intangible assets .. ...

Impairment of technology
related intangible and
computer software
development assets . . .

Total cost of revenues. . .

Gross profit. . . ........

Operating costs:
Selling and marketing. . .
Research and
development . .......
General and
administrative . . ... ..
Long-lived asset
impairment charges. . .
Restructuring charges and
FTClegalcosts . .....
Loss (gain) on sales and
disposals of assets . . . .
Total operating costs. .

Income (loss) from
operations..........
Interest income. . ... ...
Interest expense ... ....
Foreign currency
exchange gain (loss) . .
Income (loss) before
provision for income
taxes and equity in
earnings from joint
ventures. . ..........
Provision for income taxes
Equity in earnings (losses)
from joint ventures . . .
Net income (loss) . .. ...

Accretion of preferred
stock discount and
dividend ...........

Net income (loss)
attributable to common
shareholders . .......

Basic and diluted net
income (loss) per share
attributable to common
shareholders . .......

Basic and diluted
weighted average
shares outstanding. . . .

Year ended June 30, 2004

Year ended June 30, 2005

Stock-based Stock-based
Compensation Compensation
and Related and Related
Payroll Payroll
As Withholding As Withholding
Previously Tax Other As Previously Tax Other As
Reported Adjustments Adjustments d Reported Adjustments Adjustments R d
$158,661 $  — $ (511)  $158,150 $129,233 $ — $ 388 $129,621
174,335 — (39) 174296 140,334 — 39 140,373
332,996 — (550) 332,446 269,567 — 427 269,994
15,577 — — 15,577 16,864 — — 16,864
99,183 2,557 83 101,823 82,638 189 (83) 82,744
7,270 — — 7,270 7,112 — — 7,112
3,250 — — 3,250 — — — —
125,280 2,557 83 127,920 106,614 189 $ (83 106,720
207,716 (2,557) (633) 204,526 162,953 (189) 510 163,274
100,028 1,826 (48) 101,806 96,187 136 (48) 96,275
58,955 1,204 (48) 60,111 47,236 83 (48) 47276
32,727 1,612 8 34,347 49,175 102 — 49,277
967 — — 967 — — — —
20,085 — — 20,085 24,907 — 53 24,960
(879) — — (879) 13,635 — 679 14,314
211,883 4,642 (88) 216,437 231,140 326 636 232,102
(4,167) (7,199) (545)  (11,911)  (68,187) (515) (126)  (68,828)
7,296 — — 7,296 6,143 — 61 6,204
(4,940) — — (4,940) (4,170) — — (4,170)
252 — 757 1,009 618 — (1,099) (481)
(1,559) (7,199) 212 (8,546)  (65,596) (515) (1,164)  (67,275)
(19,896) — (262)  (20,158)  (3,776) — 277 (3,499)
(351) — — (351) — — — —
(21,306) (7,199) (G30) T (29,055) (69,372) (515) (887) "~ (70,77%)
(6,358) — — (6,358) _ (14,450) — — (14,450)
$(28,164)  $(7,199) $ (50) $(35.413) $(83,822) $ (515) $ (887) $(85,224)
$ (0.69) $ (0.18) $(0.000 $ (0.87) $ (1.98) $(0.01) $ (0.02) $ (2.01)
40,575 — — 40,575 42,381 — — 42,381
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Balance Sheet Adjustments

The following is a summary of the impact of the financial statement adjustments on the Company’s

previously reported consolidated balance sheet as of June 30, 2005 (in thousands).

Pre\i?zusly As
Reported Adjustments Restated

Assets:
Accounts receivable, net of allowance for doubtful accounts. . . .. $ 52254 § (152) $ 52,102
Prepaid expenses and other current assets..................... 11,483 (184) 11,299
Total CUITENt ASSELS. . .« vttt ettt et e 147,759 (3306) 147,423
Long-term installments receivable............................ 19,425 (980) 18,445
Property and leasehold improvements, net of accumulated

depreciation ....... ..ot 11,388 (432) 10,956
Total ASSEtS . .ottt e 244242 (1,748) 242,494
Liabilities:
AcCTUEd EXPEINSES o v v ettt e et e 79,321 1,272 80,593
Deferredrevenue ........... ... i i 58,334 (488) 57,846
Total current liabilities. . ..., 143,783 784 144,567
Stockholders’ equity (deficit):
Additional paid-incapital ................. i i 345,278 57,521 402,799
Accumulated deficit ......... ... (398,727)  (59,639) (458,366)
Deferred compensation . ..........ouiueeiinieennieennnn... — (414) (414)
Total stockholders’ equity (deficit) ..., (49,085) (2,532) (51,617)
Total liabilities and stockholders’ equity (deficit)............... 244242 (1,748) 242,494
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EXHIBIT INDEX

Certificate of Incorporation of Aspen Technology, Inc., as amended.
By-laws of Aspen Technology, Inc.
Specimen Certificate for Shares of Aspen Technology, Inc.’s common stock, $.10 par value.

Rights Agreement dated as of March 12, 1998 between Aspen Technology, Inc. and
American Stock Transfer and Trust Company, as Rights Agent, including related forms of
the following: (a) Certificate of Designation of Series A Participating Cumulative Preferred
Stock of Aspen Technology, Inc.; and (b) Right Certificate.

Amendment No. 1 dated as of October 26, 2001 to Rights Agreement dated as of
March 12, 1998 between Aspen Technology, Inc. and American Stock Transfer & Trust
Company, as Rights Agent.

Amendment No. 2 dated as of February 6, 2002 to Rights Agreement dated as of March 12,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust Company.

Amendment No. 3 dated as of March 19, 2002 to Rights Agreement dated as of March 12,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust Company.

Amendment No. 4 dated as of May 9, 2002 to Rights Agreement dated as of March 17,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust Company, as
Rights Agent.

Amendment No. 5 dated as of June 1, 2003 to Rights Agreement dated as of March 17,
1998 between Aspen Technology, Inc. and American Stock Transfer & Trust Company, as
Rights Agent.

Form of Warrant of Aspen Technology, Inc. dated as of May 9, 2002.

Form of WD Common Stock Purchase Warrant of Aspen Technology, Inc. dated as of
August 14, 2003.

Form of WB Common Stock Purchase Warrant of Aspen Technology, Inc. dated as of
August 14, 2003.

Lease Agreement dated as of January 30, 1992 between Aspen Technology, Inc. and
Teachers Insurance and Annuity Association of America regarding Ten Canal Park,
Cambridge, Massachusetts.

First Amendment to Lease Agreement dated May 5, 1997 between Aspen Technology, Inc.
and Beacon Properties, L.P., successor-in-interest to Teachers Insurance and Annuity
Association of America, regarding Ten Canal Park, Cambridge, Massachusetts.

Second Amendment to Lease Agreement dated as of August 14, 2000 between Aspen
Technology, Inc. and EOP-Ten Canal Park, L.L.C., successor-in-interest to Beacon
Properties, L.P. regarding Ten Canal Park, Cambridge, Massachusetts.

System License Agreement between Aspen Technology, Inc. and the Massachusetts
Institute of Technology, dated March 30, 1982, as amended.

Vendor Program Agreement, dated March 29, 1990, between Aspen Technology, Inc. and
General Electric Capital Corporation.
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Rider No. 1, dated December 14, 1994, to Vendor Program Agreement between Aspen
Technology, Inc. and General Electric Capital Corporation.

Letter Agreement, dated March 25, 1992, between Aspen Technology, Inc. and Sanwa
Business Credit Corporation.

Third Amendment, effective as of March 28, 2003, to the Letter Agreement by and
between Aspen Technology, Inc. and Fleet Business Credit, LLC (formerly Sanwa Business
Credit Corporation).

Amended and Restated Direct Finance and Services Addendum to Letter Agreement,
effective December 30, 2004, by and among Aspen Technology, Inc. Fleet Business Credit
LLC, Fleet Business Credit (UK) Limited, and Fleet Business Credit (Deutschland)
GmbH.

Loan and Security Agreement, dated as of January 30, 2003, by and among Silicon Valley
Bank and Aspen Technology, Inc., AspenTech, Inc. and Hyprotech Company.

Export-Import Bank Loan and Security Agreement, dated as of January 30, 2003, by and
among Silicon Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Export-Import Bank Borrower Agreement, dated as of April 1, 2005, by and between
Aspen Technology, Inc. and AspenTech Inc. in favor of the Export-Import Bank of the
United States and Silicon Valley Bank.

Promissory Note (Ex-Im), dated April 1, 2005, by and between Aspen Technology, Inc. and
AspenTech, Inc. in favor of Silicon Valley Bank.

Form of Negative Pledge Agreement, dated as of January 30, 2003, in favor of Silicon
Valley Bank, executed by Aspen Technology, Inc., AspenTech, Inc. and Hyprotech
Company.

Security Agreement, dated as of January 30, 2003, by and between Silicon Valley Bank and
AspenTech Securities Corporation.

Unconditional Guaranty, dated as of January 30, 2003, by AspenTech Securities
Corporation in favor of Silicon Valley Bank.

First Loan Modification Agreement, effective as of June 27, 2003, by and among Silicon
Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Pledge Agreement, effective as of June 27, 2003, by Aspen Technology, Inc. in favor of
Silicon Valley Bank.

First Loan Modification Agreement (Exim), dated as of September 10, 2004, by and among
Aspen Technology, Inc., AspenTech, Inc. and Silicon Valley Bank.

Second Loan Modification Agreement, dated as of September 10, 2004, by and among
Aspen Technology, Inc., AspenTech, Inc. and Silicon Valley Bank.

Fourth Loan Modification Agreement, dated April 1, 2005 by and among Silicon Valley
Bank, Aspen Technology, Inc. and AspenTech, Inc.

Third Loan Modification Agreement (Exim), dated as of April 1, 2005, by and among
Silicon Valley Bank, Aspen Technology, Inc. and AspenTech, Inc.

Sixth Loan Modification Agreement, dated as of June 15, 2005, by and among Aspen
Technology, Inc., Aspentech, Inc. and Silicon Valley Bank
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Fourth Loan Modification Agreement—EXIM, dated as of June 15, 2005, by and among
Aspen Technology, Inc., Aspentech, Inc. and Silicon Valley Bank

Partial Release and Acknowledgement Agreement, dated as of June 15, 2005, by and
among Aspen Technology, Inc., Aspentech, Inc. and Silicon Valley Bank

Loan Agreement, dated as of June 15, 2005, among Aspen Technology, Inc., Aspen
Technology Receivables I LLC, Guggenheim Corporate Funding, LLC and the lenders
named therein

Security Agreement, dated as of June 15, 2005, between Aspen Technology Receivables 11
LLC and Guggenheim Corporate Funding, LLC

Purchase and Sale Agreement, dated as of June 15, 2005, between Aspen Technology, Inc.
and Aspen Technology Receivables I LLC

Purchase and Resale Agreement, dated as of June 15, 2005, between Aspen Technology
Receivables I LLC and Aspen Technology Receivables II LLC

Non-Recourse Receivables Purchase Agreement, dated December 31, 2003, between
Silicon Valley Bank and Aspen Technology, Inc.

Second Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
September 30, 2004, by and between Silicon Valley Bank and Aspen Technology, Inc.

Third Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
December 31, 2004, by and between Silicon Valley Bank and Aspen Technology, Inc.

Fifth Amendment to Non-Recourse Receivables Purchase Agreement, dated as of
March 31, 2005, by and between Silicon Valley Bank and Aspen Technology, Inc.

Securities Purchase Agreement dated June 1, 2003 by and among Aspen Technology, Inc.
and the Purchasers listed therein.

Repurchase and Exchange Agreement dated as of June 1, 2003 by and among Aspen
Technology, Inc. and the Holders named therein.

Investor Rights Agreement dated as of August 14, 2003 by and among Aspen
Technology, Inc. and the Stockholders Named therein.

Management Rights Letter dated as of August 14, 2003 by and among Aspen
Technology, Inc. and the entities named therein.

Amended and Restated Registration Rights Agreement dated as of March 19, 2002
between Aspen Technology, Inc. and the Purchasers named therein.

Equity Joint Venture Contract between Aspen Technology, Inc. and China Petrochemical
Technology Company.

Purchase and Sale Agreement, dated October 6, 2004, by and among Aspen

Technology, Inc., Hyprotech Company, AspenTech Canada Ltd., and Hyprotech UK Ltd.
(collectively, the “AspenTech Parties”) and Honeywell International Inc., Honeywell
Control Systems Limited and Honeywell Limited-Honeywell Limitee (collectively, the
“Honeywell Parties”).

Amendment No. 1 to the Purchase and Sale Agreement, dated October 6, 2004 by and
among the AspenTech Parties and the Honeywell Parties.
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Hyprotech License Agreement, dated as of December 23, 2004, by and between Aspen
Technology, Inc. and Honeywell International, Inc.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
AspenTech Canada Ltd. and Honeywell Limited-Honeywell Limitee.

Hyprotech License Agreement, dated as of December 23, 2004, by and between Hyprotech
Company and Honeywell Limited-Honeywell Limitee.

Hyprotech License Agreement, dated as of December 23, 2004, by and between
AspenTech Ltd. and Honeywell Control Systems Limited.

Hyprotech License Agreement, dated as of December 23, 2004, by and between Hyprotech
UK Ltd. and Honeywell Control Systems Limited.

1988 Non-Qualified Stock Option Plan, as amended.

1995 Stock Option Plan.

Amended and Restated 1995 Directors Stock Option Plan.

1995 Employees’ Stock Purchase Plan.

1998 Employees’ Stock Purchase Plan.

Amendment No. 1 to 1998 Employees’ Stock Purchase Plan.

1996 Special Stock Option Plan.

Restated 2001 Stock Option Plan.

2005 Stock Incentive Plan

Form of Employee Confidentiality and Non-Competition Agreement.

Employment Agreement, dated as of December 7, 2004, between Aspen Technology, Inc.
and Mark E. Fusco.

Employment Agreement, dated April 1, 2002, by and between Aspen Technology, Inc. and
C. Steven Pringle

Letter Agreement, dated June 24, 2003, by and between Aspen Technology, Inc. and C.
Steven Pringle.

Offer Letter, dated June 16, 2003, by and between Aspen Technology, Inc. and Charles F.
Kane.

Letter Agreement, dated June 24, 2003, by and between Aspen Technology, Inc. and
Manolis Kotzabasakis.

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc. and C.
Steve Pringle.

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc. and
Charles F. Kane.

Letter Amendment, dated August 18, 2003, by and between Aspen Technology, Inc. and
Manolis Kotzabasakis.

Amendment No. 1 to Employment and Change of Control Agreement, dated as of
October 28, 2005, between Aspen Technology, Inc. and Mark E. Fusco.



10.78(32)*  Aspen Technology, Inc. Executive Annual Incentive Bonus Plan FY06
10.79(32)*  Aspen Technology, Inc. Operations Executives Plan FY06
10.80(33)*  Aspen Technology, Inc. Executive Annual Incentive Bonus Plan FY(07
10.81(33)*  Aspen Technology, Inc. Operations Executives Plan FY(07

10.82(22)  Securities Purchase Agreement dated as of May 9, 2002 between Aspen Technology, Inc.
and the Purchasers listed therein, and related Amendment dated June 5, 2002.

10.83(17)  Amended and Restated Securities Purchase Agreement dated as of March 19, 2002
between Aspen Technology, Inc. and the Purchasers named therein.

10.84 Tenth Loan Modification Agreement, dated as of September 14, 2006, between Silicon
Valley Bank and Aspen Technology, Inc.
10.85 Sixth Loan Modification Agreement (EXIM) , dated as of September 14, 2006, between

Silicon Valley Bank and Aspen Technology, Inc.
14.1(32) Code of Conduct and Business Ethics

21.1 Subsidiaries of Aspen Technology, Inc.

23.1 Consent of Deloitte & Touche LLP.

24.1 Power of Attorney (included in signature page to Form 10-K).

31.1 Certification of President and Chief Executive Officer pursuant to Exchange Act
Rules 13a-14 and 15d-14, as adopted pursuant to Section 302 of Sarbanes-Oxley Act of
2002.

31.2 Certification of Acting Principal Financial and Accounting Officer pursuant to Exchange
Act Rules 13a-14 and 15d-14, as adopted pursuant to Section 302 of Sarbanes-Oxley Act of
2002.

32.1 Certification of President and Chief Executive Officer pursuant to 18 U.S.C. Section 1350,

as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

322 Certification of Acting Principal Financial and Accounting Officer pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

(1) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
August 21, 2003 (filed on August 22, 2003), and incorporated herein by reference.

(2) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
March 12, 1998 (filed on March 27, 1998), and incorporated herein by reference.

(3) Previously filed as an exhibit to Amendment No. 1 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. (filed on June 12, 1998), and incorporated herein by reference.

(4) Previously filed as an exhibit to Amendment No. 2 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on November 8, 2001, and incorporated herein by reference.

(5) Previously filed as an exhibit to Amendment No. 3 to the Registration Statement on Form 8-A of
Aspen Technology, Inc. filed on February 12, 2002, and incorporated herein by reference.

(6) Previously filed as an exhibit to Amendment No. 4 to the Registration Statement on Form §8-A of
Aspen Technology, Inc. filed on March 20, 2002, and incorporated herein by reference.



(7) Previously filed as an exhibit to Amendment No. 5 to the Registration Statement on Form §-A of
Aspen Technology, Inc. filed on May 31, 2002, and incorporated herein by reference.

(8) Previously filed as an exhibit to Amendment No. 6 to Form 8-A of Aspen Technology, Inc. filed on
June 2, 2003, and incorporated herein by reference.

(9) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
June 5, 2002 (filed on June 7, 2002), and incorporated herein by reference.

(10) Previously filed as an exhibit to the Registration Statement on Form S-1 of Aspen Technology, Inc.
(Registration No. 33-83916) (filed on September 13, 1994), and incorporated herein by reference.

(11) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 2000, and incorporated herein by reference.

(12) Previously filed as an exhibit to the Registration Statement on Form S-1 of Aspen Technology, Inc.
(Registration No. 33-88734) (filed on January 29, 1995), and incorporated herein by reference.

(13) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2002, and incorporated herein by reference.

(14) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 2003, and incorporated herein by reference.

(15) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. filed on
June 2, 2003, and incorporated herein by reference.

(16) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2002, and incorporated herein by reference.

(17) Previously filed as an exhibit to the Current Report on Form 8-K filed by Aspen Technology, Inc. on
March 19, 2002, and incorporated herein by reference.

(18) Previously filed as an exhibit to the Registration Statement on Form S-8 of Aspen Technology, Inc.
(Registration No. 333-11651) (filed on September 9, 1996), and incorporated herein by reference.

(19) Previously filed as an exhibit to the Registration Statement on Form S-8 of Aspen Technology, Inc.
(Registration No. 333-44575) (filed on January 20, 1998), and incorporated herein by reference.

(20) Previously filed as an exhibit to the Definitive Proxy Statement on Schedule 14A of Aspen
Technology, Inc. filed November 13, 2000, and incorporated herein by reference.

(21) Previously filed as an exhibit to the Annual Report on Form 10-K of Aspen Technology, Inc. for the
fiscal year ended June 30, 1997, and incorporated herein by reference.

(22) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
May 31, 2002 (filed on May 31, 2002), and incorporated herein by reference.

(23) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
July 11, 2003 (filed on July 11, 2003), and incorporated herein by reference.

(24) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2003, and incorporated herein by reference.

(25) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2005, and incorporated herein by reference.

(26) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended September 30, 2004, and incorporated herein by reference.



(27) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
June 15, 2005 (filed on June 20, 2005), and incorporated herein by reference.

(28) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended December 31, 2004, and incorporated herein by reference.

(29) Previously filed as an exhibit to the Quarterly Report on Form 10-Q of Aspen Technology, Inc. for the
fiscal quarter ended March 31, 2005, and incorporated herein by reference.

(30) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
May 26, 2005 (filed on June 2, 2005), and incorporated herein by reference.

(31) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc. dated
December 21, 2004 (filed on December 23, 2004), and incorporated herein by reference.

(32) Previously filed as an exhibit to the Annual report on Form 10-K of Aspen Technology, Inc. for the
year ended June 30, 2005, and incorporated herein by reference.

(33) Previously filed as an exhibit to the Current Report on Form 8-K of Aspen Technology, Inc., dated
June 29, 2006 (filed on July 6, 2006), and incorporated herein by reference.
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