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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q
(Mark One)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2008

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                             to                            
Commission File Number: 000-24786

Aspen Technology, Inc.
(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

04-2739697
(I.R.S. Employer Identification No.)

200 Wheeler Road
Burlington, Massachusetts

(Address of Principal Executive Offices)
01803

(Zip Code)
(781) 221-6400

(Registrant's telephone number, including area code)

        Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days: Yes o    No ý
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        Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months
(or for such shorter period that the registrant was required to submit and post such files). Yes o    No ý

        Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of "large accelerated filer", "accelerated filer", and "smaller reporting company" in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer ý Non-accelerated filer o
(Do not check if a

smaller reporting company)

Smaller reporting company o

        Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): Yes o    No ý

        As of October 18, 2009, there were 90,115,300 shares of the registrant's common stock (par value $0.10 per share) outstanding.
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PART I. FINANCIAL INFORMATION

Item 1.    Condensed Consolidated Financial Statements (unaudited)

ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited and in thousands, except per share data)

Three Months Ended
September 30,

2008 2007
Revenues:

Software licenses $ 49,637 $ 31,119
Service and other 36,769 33,719

Total revenues 86,406 64,838

Cost of revenues:
Cost of software licenses 2,622 3,376
Cost of service and other 16,519 16,339
Amortization of technology-related intangible
assets 25 �

Total cost of revenues 19,166 19,715

Gross profit 67,240 45,123

Operating costs:
Selling and marketing 23,510 22,291
Research and development 11,267 11,677
General and administrative 14,115 12,288
Restructuring charges 34 7,226
Loss on sales and disposals of assets 4 20

Total operating costs 48,930 53,502

Income (loss) from operations 18,310 (8,379)
Interest income 5,915 6,198
Interest expense (2,854) (4,394)
Other (expense) income, net (3,581) 163

Income (loss) before provision for taxes 17,790 (6,412)
Provision for income taxes (6,137) (2,591)

Net income (loss) $ 11,653 $ (9,003)

Earnings (loss) per common share:
Basic $ 0.13 $ (0.10)
Diluted $ 0.12 $ (0.10)

Weighted average shares outstanding:
Basic 90,019 88,995
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Diluted 94,005 88,995
The accompanying notes are an integral part of these unaudited condensed

consolidated financial statements.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited and in thousands, except share data)

September 30,
2008

June 30,
2008

ASSETS
Current assets:

Cash and cash equivalents $ 136,563 $ 134,048
Accounts receivable, net 48,333 86,870
Current portion of installments
receivable, net 50,992 51,762
Current portion of collateralized
receivables, net 49,600 43,186
Unbilled services 3,055 3,459
Prepaid expenses and other current
assets 19,343 11,710
Deferred tax assets 1,898 2,305

Total current assets 309,784 333,340
Non-current installments receivable,
net 91,244 82,528
Non-current collateralized
receivables, net 83,852 92,163
Property, equipment and leasehold
improvements, net 11,155 11,799
Computer software development
costs 4,650 5,443
Other intangible assets, net 421 615
Goodwill 18,270 19,019
Non-current deferred tax assets 7,330 7,743
Other non-current assets 1,825 1,976

528,531 554,626

LIABILITIES AND
STOCKHOLDERS' EQUITY

Current liabilities:
Current portion of secured borrowing $ 51,228 $ 47,816
Accounts payable 4,610 6,586
Accrued expenses 43,687 61,746
Income taxes payable 17,670 13,877
Deferred revenue 68,322 86,551
Current deferred tax liability 439 457

Total current liabilities 185,956 217,033
Long-term secured borrowing 95,442 99,391
Deferred revenue 17,591 20,354
Non-current deferred tax liability 672 725
Other non-current liabilities 43,033 44,310

Commitments and contingencies
(Note 9)

Series D redeemable convertible
preferred stock, $0.10 par
value�Authorized�3,636 shares as of

� �
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September 30, 2008 and June 30,
2008 Issued and outstanding�none as
of September 30, 2008 and June 30,
2008

Stockholders' equity:
Common stock, $0.10 par
value�Authorized�120,000,000 shares
Issued�90,260,314 shares as of
September 30, 2008 and 90,235,526
shares at June 30, 2008
Outstanding�90,026,850 shares at
September 30, 2008 and 90,002,062
shares at June 30, 2008 9,026 9,024
Additional paid-in capital 493,837 493,088
Accumulated deficit (324,864) (336,517)
Accumulated other comprehensive
income 8,351 7,731
Treasury stock, at cost�233,464 shares
of common stock as of
September 30, 2008 and June 30,
2008 (513) (513)

Total stockholders' equity 185,837 172,813

$ 528,531 $ 554,626

The accompanying notes are an integral part of these unaudited condensed
consolidated financial statements.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited and in thousands)

Three Months Ended
September 30,

2008 2007
Cash flows from operating activities:
Net income (loss) $ 11,653 $ (9,003)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities

Depreciation and amortization 2,334 2,825
Net foreign currency loss 3,959 447
Stock-based compensation 872 2,502
Non-cash interest expense from amortization of
debt issuance costs � 231
Loss on disposal of property, equipment and
leasehold improvements 6 20
Deferred income taxes 761 (58)
Provision for doubtful accounts (40) 565

Changes in assets and liabilities:
Accounts receivable 36,908 1,402
Unbilled services 214 3,010
Prepaid expenses and other current assets (6,394) 1,227
Installments and collateralized receivables (9,605) 13,068
Income taxes payable 4,195 (6,226)
Accounts payable, accrued expenses and other
current liabilities (13,556) 3,215
Deferred revenue (20,655) 715
Other non-current liabilities (178) 589

Net cash provided by operating activities 10,474 14,529

Cash flows from investing activities:
Purchase of property, equipment and leasehold
improvements (647) (3,129)
Capitalized computer software development costs (250) �
Decrease in other assets (328) 26

Net cash used in investing activities (1,225) (3,103)

Cash flows from financing activities:
Proceeds from secured borrowings 5,532 20,680
Repayment of secured borrowings (11,455) (35,586)
Exercise of stock options and warrants � 697
Issuance of common stock under employee stock
purchase plan � 467
Payment of tax withholding obligations related to
restricted stock (132) (592)
Payments of long-term debt and capital lease
obligations � (60)

Net cash used in financing activities (6,055) (14,394)
(679) 169
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Effects of exchange rate changes on cash and cash
equivalents

Increase (decrease) in cash and cash equivalents 2,515 (2,799)
Cash and cash equivalents, beginning of period 134,048 132,267

Cash and cash equivalents, end of period $ 136,563 $ 129,468

Supplemental disclosure of cash flow information:
Interest paid $ 2,874 $ 4,127
Income taxes paid 9,530 956

The accompanying notes are an integral part of these unaudited condensed
consolidated financial statements.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Interim Unaudited Condensed Consolidated Financial Statements

        The accompanying interim unaudited condensed consolidated financial statements (Interim Financial Statements) of Aspen
Technology, Inc. and subsidiaries (AspenTech or the Company) have been prepared on the same basis as our annual consolidated financial
statements. We condensed or omitted certain information and footnote disclosures normally included in our annual consolidated financial
statements. Such Interim Financial Statements have been prepared in conformity with U.S. generally accepted accounting principles (GAAP) for
interim financial information and pursuant to the rules and regulations of the U.S. Securities and Exchange Commission (the SEC) for reporting
on Form 10-Q. It is suggested that these Interim Financial Statements be read in conjunction with the audited consolidated financial statements
for the year ended June 30, 2008, which are contained in our Annual Report on Form 10-K as previously filed with the SEC. In the opinion of
management, all adjustments, consisting of normal and recurring adjustments, considered necessary for a fair presentation of the financial
position, results of operations, and cash flows at the dates and for the periods presented have been included and all intercompany accounts and
transactions have been eliminated in consolidation. The results of operations for the three months ended September 30, 2008 are not necessarily
indicative of the results to be expected for the full fiscal year.

        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.

2. Immaterial Correction of Errors

        During the first quarter of fiscal 2009, we identified certain errors related to income taxes, stock compensation expense, and foreign
transactions, that originated in prior periods and concluded that the errors were not material to any of the previously reported periods. These
immaterial errors were corrected in the first fiscal quarter 2009 Interim Financial Statements. The impact to certain captions in the unaudited
condensed consolidated statement of operations for the three months ended September 30, 2008, resulting from these out-of-period components
of the immaterial corrections, is as follows (in thousands):

Three Months Ended
September 30, 2008
Increase (Decrease)

Total revenues $ �
Income from operations 887
Income before provision for taxes 315
Net income (3,618)
3. Fair Value of Financial Instruments

        Effective July 1, 2008, we adopted the provisions of SFAS No. 157, "Fair Value Measurements" (SFAS No. 157), for financial assets and
financial liabilities. In accordance with the Financial Accounting Standards Board (FASB) Staff Position No. 157-2, "Effective Date of FASB
Statement No. 157", we will delay application of SFAS No. 157 for non-financial assets and non-financial liabilities, until July 1, 2009. SFAS
No. 157 defines fair value, establishes a framework for measuring

6
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Fair Value of Financial Instruments (Continued)

fair value in generally accepted accounting principles and expands disclosures about fair value measurements.

        SFAS No. 157 defines fair value as the price that would be received to sell an asset, or paid to transfer a liability, in an orderly transaction
between market participants. SFAS No. 157 establishes a fair value hierarchy for valuation inputs that gives the highest priority to quoted prices
in active markets for identical assets or liabilities and the lowest priority to unobservable inputs. The fair value hierarchy is as follows:

�
Level 1 Inputs�Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the
ability to access at the measurement date.

�
Level 2 Inputs�Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly
or indirectly. These might include quoted prices for similar assets or liabilities in active markets, quoted prices for identical
or similar assets or liabilities in markets that are not active, inputs other than quoted prices that are observable for the asset
or liability (such as interest rates, volatilities, prepayment speeds, credit risks, etc.) or inputs that are derived principally from
or corroborated by market data by correlation or other means.

�
Level 3 Inputs�Unobservable inputs for determining the fair values of assets or liabilities that reflect an entity's own
assumptions about the assumptions that market participants would use in pricing the assets or liabilities.

        Cash Equivalents.    Cash equivalents are reported at fair value utilizing Level 1 Inputs. We obtain quoted market prices in identical
markets to estimate the fair value of its cash equivalents.

        Foreign Exchange Forward Contracts.    Foreign exchange foreign contracts are reported at fair value utilizing Level 2 Inputs. We utilize
valuation models prepared by a third-party with observable market data inputs to estimate fair value of our foreign exchange forward contracts.

        The adoption of SFAS No. 157 did not signficantly change the valuation techniques we had previously utilized prior to the adoption of
SFAS No. 157.

        The following table summarizes financial assets and financial liabilities measured at fair value on a recurring basis as of September 30,
2008, segregated by the level of the valuation inputs within the fair value hierarchy utilized to measure fair value (in thousands):

Fair Value Measurement at
Reporting Date Using

Description
September 30,

2008

Quoted Prices
in Active

Markets for
Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
Level (3)

Assets:
Cash equivalents $ 114,485 114,485 � �
Foreign exchange forward contracts 968 � 968 �

Liabilities:
Foreign exchange forward contracts (44) � (44) �

7
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

3. Fair Value of Financial Instruments (Continued)

        Certain non-financial assets and non-financial liabilities measured at fair value on a recurring basis include reporting units measured at fair
value in the first step of a goodwill impairment test. Certain non-financial assets measured at fair value on a non-recurring basis include
non-financial assets and non-financial liabilities measured at fair value in the second step of a goodwill impairment test, as well as intangible
assets and other non-financial long-lived assets measured at fair value for impairment assessment. As stated above, SFAS No. 157 will be
applicable to these fair value measurements beginning July 1, 2009.

4. Income Taxes

        The tax provision was impacted by further evaluation of the uncertainty of certain tax positions taken on previously filed tax returns, the
Company determined the need for additional reserves for uncertain tax positions in the amount of $4.2 million which was recorded as an
increase to the tax provision in the three months ended September 30, 2008. The anticipated tax provision at the U.S. statutory rate was
favorably impacted primarily by the release of the valuation allowance in the United States.

5. Supplementary Balance Sheet Information

        Property, plant and equipment in the accompanying unaudited condensed consolidated balance sheets consist of the following (in
thousands):

September 30,
2008

June 30,
2008

Property, equipment and leasehold improvements�at cost
Computer Equipment $ 10,030 $ 9,908
Purchased Software 17,616 24,756
Furniture & Fixtures 6,356 6,311
Leasehold Improvements 3,908 4,009
Accumulated Depreciation (26,755) (33,185)

Property, equipment and leasehold improvements�net $ 11,155 $ 11,799

        Accrued expenses in the accompanying unaudited condensed consolidated balance sheets consist of the following (in thousands):

September 30,
2008

June 30,
2008

Royalties and outside commissions $ 6,595 $ 6,576
Payroll and payroll-related 10,532 19,434
Restructuring accruals 4,853 4,658
Amounts due to receivable sale
facilities for collections 286 5,687
Other 21,421 25,391

Total accrued expenses $ 43,687 $ 61,746
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

5. Supplementary Balance Sheet Information (Continued)

        Other non-current liabilities in the accompanying unaudited condensed consolidated balance sheets consist of the following (in thousands):

September 30,
2008

June 30,
2008

Restructuring accruals $ 10,314 $ 11,727
Deferred rent 2,508 2,562
Royalties and outside commissions 7,047 6,368
Other 23,164 23,653

Total other non-current liabilities $ 43,033 $ 44,310

6. Net Income (Loss)

        Basic earnings per share was determined by dividing net income (loss) by the weighted average common shares outstanding during the
period. Diluted earnings per share was determined by dividing net income (loss) by diluted weighted average shares outstanding during the
period. 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, and other commitments to be settled
in common stock. The calculations of basic and diluted net income (loss) per share and basic and diluted weighted average shares outstanding
are as follows (in thousands, except per share data):

Three Months Ended
September 30,

2008 2007

Income Shares
Per Share
Amount Loss Shares

Per Share
Amount

Basic earnings per share:
Net income (loss) $ 11,653 90,019 $ 0.13 $ (9,003) 88,995 $ (0.10)

Diluted earnings per share:
Employee equity awards 3,512 �
Warrants 474 �

Net income (loss) giving effect to dilutive
adjustments $ 11,653 94,005 $ 0.12 $ (9,003) 88,995 $ (0.10)

        The following potential common shares were excluded from the calculation of diluted weighted average shares outstanding because the
exercise price of the stock options and warrants exceeded the average market price for our common stock and their effect would be anti-dilutive
at the balance sheet date (in thousands):

Three Months Ended
September 30,

2008 2007
Employee equity awards and warrants 1,308 9,934

9

Edgar Filing: ASPEN TECHNOLOGY INC /DE/ - Form 10-Q

13



 Table of Contents

ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

7. 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. The components of comprehensive income (loss) for the three months ended September 30, 2008
and 2007 were as follows (in thousands):

Three Months Ended
September 30,

2008 2007
Net income (loss) $ 11,653 $ (9,003)
Foreign currency translation adjustments 620 1,602

Total comprehensive income (loss) $ 12,273 $ (7,401)

8. Restructuring Charges

        During the three months ended September 30, 2008, we recorded less than $0.1 million in restructuring charges, primarily related to
accretion and changes in estimate of pre-existing lease obligations.

        At September 30, 2008, total restructuring liabilities for all plans of $15.2 million consisted almost entirely of liabilities for the closure of
facilities. Management anticipates that payments of $5.0 million will be made over the next twelve months with the remaining $11.7 million
paid through 2016.

        During the three months ended September 30, 2008, the following activity was recorded (in thousands):

Summary Restructuring Plans

Closure/
Consolidation

of Facilities

Employee
Severance,

Benefits, and
Related Costs Total

Accrued expenses and other
non-current liabilities, June 30,
2008 $ 16,354 $ 31 $ 16,385

Restructuring charge�accretion 164 � 164
Change in estimate (283) 153 (130)

Sub-total (119) 153 34
Payments (1,221) (31) (1,252)

Accrued expenses and other
non-current liabilities,
September 30, 2008 $ 15,014 $ 153 $ 15,167

9. Commitments and Contingencies

(a)   FTC and Honeywell Settlement

        In December 2004, we entered into a consent decree with the Federal Trade Commission (FTC) with respect to a civil administrative
complaint filed by the FTC in August 2003 alleging that our acquisition of Hyprotech Ltd. and related subsidiaries of AEA Technology plc
(Hyprotech) in May 2002 was anticompetitive in violation of Section 5 of the Federal Trade Commission Act and Section 7 of the Clayton Act.
In connection with the consent decree we entered into an agreement with Honeywell International, Inc. (Honeywell) on October 6, 2004
(Honeywell Agreement), pursuant to which we
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Commitments and Contingencies (Continued)

transferred our operator training business and our rights to the intellectual property of various legacy Hyprotech products.

        On December 23, 2004, we completed the transactions contemplated by the Honeywell Agreement. Under the terms of the transactions:

�
We agreed to a cash payment of approximately $6.0 million from Honeywell in consideration of the transfer of our operator
training services business, our covenant not to compete in the operator training business until the third anniversary of the
closing date, and the transfer of ownership of the intellectual property of our Hyprotech engineering products, $1.2 million
of which was held back by Honeywell and a portion of which was released upon resolution of adjustments for uncollected
billed accounts receivable and unbilled accounts receivable, as discussed below;

�
We transferred and Honeywell assumed, as of the closing date, approximately $4.0 million in accounts receivable relating to
the operator training business; and

�
We entered into a two-year support agreement with Honeywell under which we agreed to provide Honeywell with source
code of new releases of the Hyprotech engineering products provided to customers under standard software maintenance
services agreements.

        The Honeywell transaction resulted in a deferred gain of $0.2 million, which was amortized over the two-year life of the support agreement,
and was subject to a potential increase of the gain of up to $1.2 million upon resolution of the holdback payment issue, which is discussed
below.

        We are subject to ongoing compliance obligations under the FTC consent decree. We responded to requests by the Staff of the FTC
beginning in 2006 for information relating to the Staff's investigation of whether we have complied with the consent decree. In addition, the FTC
voted to recommend to the Consumer Litigation Division (Division) of the U.S. Department of Justice that the Division commence litigation
against us relating to our alleged failure to comply with certain aspects of the decree. Although we believe that we complied with the consent
decree and that the assertions by the FTC Staff were without merit, we engaged in settlement discussions with the FTC Staff regarding this
matter. Following such discussions, on July 6, 2009, we announced that the FTC closed the investigation relating to the alleged violations of the
decree, and issued an order modifying the consent decree. Following a thirty-day period for public comment on the modification to the original
decree, the modified order became final on August 20, 2009. The modification to the 2004 consent decree requires that we continue to provide
the ability for users to save input variable case data for Aspen HYSYS and Aspen HYSYS Dynamics software in a standard "portable" format,
which will make it easier for users to transfer case data from later versions of the products to earlier versions. AspenTech will also provide
documentation to Honeywell of the Aspen HYSYS and Aspen HYSYS Dynamics input variables, as well as documentation of the covered heat
exchange products. These requirements will apply to all existing and future versions of the covered products through 2014.

        In March 2007, we were served with a complaint and petition to compel arbitration filed by Honeywell in New York State Supreme Court.
The complaint alleges that we failed to comply with our obligations to deliver certain technology under the Honeywell Agreement, that we owe
approximately $0.8 million to Honeywell under the Honeywell Agreement, and that Honeywell is entitled to some portion of the $1.2 million
holdback retained by Honeywell under the holdback provisions of the Honeywell Agreement, plus unspecified monetary damages. In
accordance with the Honeywell
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Commitments and Contingencies (Continued)

Agreement, certain of Honeywell's claims relating to the holdback were the subject of a proceeding before an independent accountant, who
determined in December 2008 that we were entitled to a portion of the holdback. We reached a settlement in June 2009 and the matter has been
dismissed. In connection with the settlement, AspenTech has provided to Honeywell a license to modify and distribute (in object code form)
certain versions of AspenTech's flare system analyzer software.

(b)   Class action and opt-out claims

        In March 2006, we settled a class action litigation, including related derivative claims, arising out of our originally filed consolidated
financial statements for fiscal 2000 through 2004, the accounting for which we restated in March 2005. 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) brought their own state or federal law claims against us, referred to as "opt-out" claims.

        Separate actions were filed on behalf of the holders of approximately 1.1 million shares who either opted out of the class action settlement
or were not covered by that settlement. One of these actions was settled. The claims in the remaining actions (described below) include claims
against us and one or more of our former officers alleging securities and common law fraud, breach of contract, statutory treble damages,
deceptive practices and/or rescissory damages liability, based on the restated results of one or more fiscal periods included in our restated
consolidated financial statements referenced in the class action.

�
Feldman v. Aspen Technology, Inc., et al., filed on July 17, 2006 in the Business Litigation Session of the Massachusetts
Superior Court for Suffolk County and docketed as Civ. A. No. 06-3021-BLS2 in that court, is an opt-out claim asserted by
an individual who received 323,324 shares of our common stock in an acquisition. We reached a settlement with the plaintiff
effective as of March 31, 2009 providing for dismissal of all the plaintiff's claims with prejudice, and a stipulation
effectuating the dismissal was filed on May 29, 2009.

�
Blecker, et al. v. Aspen Technology, Inc., et al., filed on June 5, 2006 in the Business Litigation Session of the Massachusetts
Superior Court for Suffolk County and docketed as Civ. A. No. 06-2357-BLS1 in that court, is an opt-out claim asserted by
persons who received 248,411 shares of our common stock in an acquisition. Fact discovery in this action closed on July 18,
2008, a non-jury trial began on November 3, 2009. On October 17, 2008, the plaintiffs filed a new complaint in the Superior
Court of the Commonwealth of Massachusetts, captioned Herbert G. and Eunice E. Blecker v. Aspen Technology, Inc. et al.,
Civ. A. No. 08-4625-BLS1 (Blecker II). The sole claim in Blecker II is based on the Massachusetts Uniform Securities Act.
We served a motion to dismiss on December 3, 2008 which the plaintiffs have opposed. The motion was argued before the
court on March 23, 2009 and is pending.

�
380544 Canada, Inc., et al. v. Aspen Technology, Inc., et al., filed on February 15, 2007 in the federal district court for the
Southern District of New York and docketed as Civ. A. No. 1:07-cv-01204-JFK in that court, is a claim asserted by persons
who purchased 566,665 shares of our common stock in a private placement. Certain motions to dismiss filed by other
defendants were resolved on May 5, 2009, and discovery is scheduled to conclude on February 12, 2010.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Commitments and Contingencies (Continued)

        The remaining claims in the Blecker and 380544 Canada actions referenced above are for damages totaling at least $20 million, not
including claims for treble damages and attorneys' fees. We plan to defend the actions vigorously. We can provide no assurance as to the
outcome of these opt-out claims or the likelihood of the filing of additional opt-out claims, and these claims may result in judgments against us
for significant damages. Regardless of the outcome, such litigation has resulted in the past, and may continue to result in the future, in significant
legal expenses and may require significant attention and resources of management, all of which could result in losses and damages that have a
material adverse effect on our business.

(c)   ATME Arbitration

        Prior to October 6, 2009, we had an exclusive reseller relationship covering certain countries in the Middle East with a reseller known as,
AspenTech Middle East W.L.L., a Kuwait corporation (ATME or the reseller). Effective October 6, 2009, we terminated the reseller relationship
for material breach by the reseller based on certain actions of the reseller. On November 2, 2009 the reseller filed a Claim Form (Arbitration) in
the High Court of Justice, Queen's Bench Division, Commercial Court, London, England, reference 2009 Folio 1436 in the matter of an intended
arbitration between the reseller and us, seeking an injunction against certain activities by us in the alleged former territory of the reseller. We
believe that the reseller's claims are without merit, inasmuch as our termination of the relationship was based on actions by the reseller
constituting material breach as defined in the reseller agreement document, and that the reseller is not entitled to such an injunction. We
therefore intend to defend the claims vigorously. We can provide no assurance as to the outcome of this proceeding or the likelihood of the filing
of additional proceedings such as a full arbitration, and these claims may result in judgments against us for significant damages and a possible
injunction that would threaten our ability to do business directly in certain countries in the Middle East. In addition, regardless of the outcome,
such claims may result in significant legal expenses and may require significant attention and resources of management, all of which could result
in losses and damages that have a material adverse effect on our business. The reseller agreement document relating to the terminated
relationship contained a provision whereby we could be liable for a termination fee if the agreement were terminated other than for material
breach. This fee would be calculated based on a formula contained in the reseller agreement that we believe was originally developed based on
certain assumptions about the future financial performance of the reseller, as well as the reseller's actual financial performance. Based on the
formula and the financial information provided to us by the reseller, which we have not had the opportunity to verify independently, a recent
calculation associated with termination other than for material breach based on the formula would result in a termination fee of between
$60 million and $77 million. Under the terminated reseller agreement document, no termination fee is owed on termination for material breach.

(d)   Other

        We are currently defending a customer claim of approximately $5 million that certain of our software products and implementation services
failed to meet customer expectations. Although we are defending the claim vigorously, the results of litigation and claims cannot be predicted
with certainty, and unfavorable resolutions are possible and could materially affect our results of operations, cash flows or financial position. In
addition, regardless of the outcome, litigation could have an adverse impact on us because of defense costs, diversion of management resources
and other factors.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Commitments and Contingencies (Continued)

(e)   Other Commitments and Contingencies

        We have entered into an employment agreement with our president and chief executive officer providing for the payment of cash and other
benefits in the event of termination of his employment in certain situations, 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.

        We have entered into agreements with other executive officers, providing for severance payments in the event that the executive is
terminated by us other than for cause. Payments under these agreements consist of continuation of base salary for a period of 12 months,
payment of pro rated incentive plan amounts and other benefits specified therein.

10. Segment Information

        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.
Our chief operating decision maker is our Chief Executive Officer.

        We have three operating segments: license, professional services, and maintenance and training. The chief operating decision maker
assesses financial performance and allocates resources based upon the three lines of business.

        The license line of business is engaged in the development and licensing of software. The professional services line of business offers
implementation, advanced process control, real-time optimization and other professional 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 our products.

        The accounting policies of the operating segments are the same as those described in the summary of significant accounting policies. We do
not track assets or capital expenditures for operating segments. Consequently, it is not practical to show assets, capital expenditures, depreciation
or amortization by operating segments.
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ASPEN TECHNOLOGY, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

10. Segment Information (Continued)

        The following table presents a summary of operating segments for the three months ended September 30, 2008 and 2007 (in thousands):

License
Professional

Services
Maintenance
and Training Total

Three Months Ended
September 30, 2008�

Segment revenue $ 49,637 $ 15,426 $ 21,343 $ 86,406
Segment expenses 16,396 10,649 3,585 30,630

Segment operating profit (1) $ 33,241 $ 4,777 $ 17,758 $ 55,776

Three Months Ended
September 30, 2007�

Segment revenue $ 31,119 $ 13,161 $ 20,558 $ 64,838
Segment expenses 14,736 10,310 3,264 28,310

Segment operating profit (1) $ 16,383 $ 2,851 $ 17,294 $ 36,528

(1)
The segment operating profits reported reflect only the expenses of the operating segment and do not contain an allocation for selling
and marketing, general and administrative, research and development, restructuring and other corporate expenses incurred in support
of the segments.

Reconciliation to Income Before Provision for Taxes

        The following table presents a reconciliation of total segment operating profit to income before provision for income taxes for the three
months ended September 30, 2008 and 2007 (in thousands):

Three Months Ended
September 30,

2008 2007
Total segment operating profit for reportable segments $ 55,776 $ 36,528

Cost of license and amortization for technology related
costs (2,647) (3,376)
Selling and Marketing (4,936) (4,322)
Research and development (8,805) (8,778)
General and administrative and overhead (19,308) (17,137)
Stock compensation and employee tax reimbursements (872) (2,502)
Corporate and executive bonuses (860) (1,546)
Restructuring charges and FTC legal costs (34) (7,226)
Gain (loss) on sales and disposals of assets (4) (20)
Other income (expense) (3,581) 163
Interest income, net 3,061 1,804

Income (loss) before provision for income taxes $ 17,790 $ (6,412)
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 Item 2.    Management's Discussion and Analysis of Financial Condition and Results of Operations

        We begin Management's Discussion and Analysis of Financial Condition and Results of Operations with an overview of our key operating
business segments and significant trends. This overview is followed by a summary of our critical accounting policies and estimates that we
believe are important to understanding the assumptions and judgments incorporated in our reported financial results. We then provide a more
detailed analysis of our financial condition and results of operations.

        In addition to historical information, this Quarterly Report on Form 10-Q contains forward-looking statements that involve risks and
uncertainties that could cause our actual results to differ materially. When used in this report, the words "expects," "anticipates," "intends,"
"plans," "believes," "seeks," "estimates" and similar expressions are generally intended to identify forward-looking statements. You should not
place undue reliance on these forward-looking statements, which reflect our opinions only as of the date of this Quarterly Report. You should
carefully review the risk factors described in "Item 1A. Risk Factors" of Part II below, other documents we file from time to time with the U.S.
Securities and Exchange Commission, including our Annual Report on Form 10-K for our fiscal year ended June 30, 2008, together with
subsequent reports we have filed with the Securities and Exchange Commission on Forms 8-K, which may supplement, modify, supersede, or
update those risk factors. We undertake no obligation to publicly release any revisions to the forward-looking statements after the date of this
document.

        Our fiscal year ends on June 30, and references in this Form 10-Q to a specific fiscal year are the twelve months ended June 30 of such year
(for example, "fiscal 2009" refers to the year ending June 30, 2009).

Business Overview

        We are a leading supplier of integrated software and services to the process industries, for which the principal markets consist of: energy;
chemicals; pharmaceuticals; and engineering and construction. Additionally, we also serve other industries such as power and utilities, consumer
products, metals and mining, pulp and paper and biofuels, which 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, supply chain optimization, operational
performance, and an array of services designed to optimize the utilization of these products by our customers. We are organized into three
operating segments: software licenses, maintenance and training, and professional services. Each of these operating segments has unique
characteristics and faces different opportunities and challenges. Although we report our actual results in U.S. dollars, we conduct a significant
number of transactions in currencies other than U.S. dollars.

        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. As a result of the decline in economic conditions during fiscal 2009, we experienced some
reductions, delays and postponements of customer purchases that negatively impacted our bookings, revenues and operating results.

Our Commercial Model

        We license software products to our customers predominantly through our direct sales force, and indirectly through channel partners. As
described more fully below, revenues are generated from the following sources:

�
software license fees�licensing the use of our products;
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�
maintenance and training fees�providing customer technical support, access to software fixes, updates and enhancements, and
education/training; and

�
professional services�providing consulting to assist customers in realizing maximum value from our software solutions as
well as implementation and configuration services.

        The timing and amount of fees recognized as revenue during a reporting period are determined in accordance with GAAP, and revenues are
reported net of applicable sales taxes. Under this commercial model, we license our products on both a term and perpetual basis. However,
increasingly the majority of our software licenses are term-based.

        Historically, the majority of our license revenue has been recognized on an up-front basis once all revenue recognition criteria have been
met in accordance with Statement of Position 97-2 "Software Revenue Recognition," as amended by SOP 98-9, "Modification of SOP 97-2,
Software Revenue Recognition, With Respect to Certain Transactions." We refer to this licensing practice as "the up-front revenue model". For
licenses that did not meet the required criteria for immediate up-front revenue recognition, revenues were either deferred until such time as the
criteria had been met, or recognized over the license term.

        An overview of our three operating segments is described below.

Software Licenses

        Our solutions are focused on three primary business areas of our customers: engineering, manufacturing, and supply chain management,
and are delivered both as stand-alone solutions and as part of the integrated aspenONE product suite. The aspenONE framework enables our
products to be integrated in modular fashion so that data can be shared among such products, and additional modules can be added as the
customer's requirements evolve. The result is enterprise-wide access to real-time, model-based information designed to enable manufacturers to
forecast or simulate the economic impact of potential actions and make better, faster and more profitable operating decisions. The first version of
the aspenONE suite was delivered in late 2004. Since that time, each major software release was designed to increase the level of integration and
functionality across our product portfolio.

�
Engineering  Process manufacturers must be able to address a variety of challenging questions relating to strategic planning,
collaborative engineering, 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. 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.

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

�
Manufacturing  Our manufacturing products focus on optimizing customers' day-to-day process industry activities,
enabling them to make better, more profitable decisions and improve plant
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performance. The 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
manufacturing products support the execution of the optimal operating plan in real time. These solutions include desktop and
server applications and IT infrastructure 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.

�
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 and server
applications and IT infrastructure 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.

        Because fees for our software products can be substantial and the decision to purchase our products often involves members of our
customers' senior management, the sales process for our solutions is frequently lengthy and can exceed one year. Accordingly, the timing of our
license bookings and revenues is difficult to predict. Additionally, we derive a majority of our total revenues from companies in or serving the
energy, chemicals, pharmaceutical, and engineering and construction industries. Accordingly, our future success depends upon the continued
demand for manufacturing optimization software and services by companies in these process manufacturing industries. The energy, chemicals,
pharmaceutical, and engineering and construction industries are highly cyclical and highly reactive to the price of oil, as well as general
economic conditions.

        Our software license business represented 56.1% of our total revenues on a trailing four-quarter basis. During 2009, we continued to grow
our installed base of software licenses and increased the total value of signed license contracts on a year over year basis.

Maintenance and Training

        Our maintenance business consists primarily of providing customer technical support and access to software fixes and upgrades, when and
if they become available. Our customer technical support services are provided throughout the world by our three global call centers as well as
via email and through our support website. Our training business consists of a variety of training solutions ranging from standardized training,
which can be delivered in a public forum or onsite at a customer's location, to customized training sessions which can be tailored to fit customer
needs.

        Revenues generated by our maintenance and training business represented 25.3% of our total revenues on a trailing four quarter basis and
are closely correlated to changes in our installed base of software licenses. The majority of our customers renew their support contracts when
eligible to do so, and the majority of new software license contracts sold include a maintenance component.
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Professional Services

        We offer professional services that include designing, analyzing, debottlenecking and improving plant performance through continuous
process improvements, coupled with activities aimed at operating the plant safely and reliably while minimizing energy costs and improving
yields and throughput. Our implementation and configuration services are primarily associated with assisting customers in their deployment of
our manufacturing and supply chain management solutions.

        Customers who obtain professional services from us typically engage us to provide such services over periods of up to 24 months. We
generally charge customers for professional services, ranging from supply chain to on-site advanced process control and optimization assistance
services, on a fixed-price basis or time-and-materials basis. The professional services business represented 18.6% of our total revenues on a
trailing four-quarter basis, and has experienced lower margins than our other business segments.

Critical Accounting Estimates and Judgments

        Our condensed consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles (GAAP).
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:

�
revenue recognition for both software licenses and fixed-fee professional services;

�
impairment of long-lived assets, goodwill and intangible assets;

�
accounting for contingencies; and

�
accounting for income taxes.

        Please refer to Management's Discussion and Analysis of Financial Condition and Results of Operations contained in Part II, Item 7 of our
Annual Report on Form 10-K for our fiscal year ended June 30, 2008 for a more complete discussion of our critical accounting policies and
estimates.
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Results of Operations

Comparison of the Three Months Ended September 30, 2008 and 2007

        The following table sets forth revenues of selected items reflected in our condensed consolidated statements of operations for the three
months ended September 30, 2008 and 2007 (in thousands):

Three Months Ended
September 30,

2008 2007
Revenues:

Software licenses $ 49,637 57.4% $ 31,119 48.0%
Service and other 36,769 42.6 33,719 52.0

Total revenues 86,406 100.0 64,838 100.0

Cost of revenues:
Cost of software licenses 2,622 3,376
Cost of service and other 16,519 16,339
Amortization of technology-related intangible assets 25 �

Total cost of revenues 19,166 22.2 19,715 30.4

Gross profit 67,240 77.8 45,123 69.6

Operating costs:
Selling and marketing 23,510 27.2 22,291 34.4
Research and development 11,267 13.0 11,677 18.0
General and administrative 14,115 16.3 12,288 19.0
Restructuring charges 34 0.0 7,226 11.1
Loss (gain) on sales and disposals of assets 4 0.0 20 0.0

Total operating costs 48,930 53,502

Income from operations 18,310 21.2 (8,379) (12.9)

Interest income 5,915 6.8 6,198 9.6
Interest expense (2,854) (3.3) (4,394) (6.8)
Other (expense) income, net (3,581) (4.1) 163 0.3

Income (loss) before provision for income taxes 17,790 20.6 (6,412) (9.9)
Provision for income taxes (6,137) (2,591)

Net income (loss) $ 11,653 13.5% $ (9,003) (13.9)%

Revenues

        Total revenues for the first quarter of fiscal 2009 increased by $21.6 million compared to the corresponding period of the prior year.

Software License Revenues

        Software license revenues are generated primarily from term license contracts, and to a lesser degree, from perpetual arrangements. Since
we have relationships with most leading companies in the process industries, growth in our software license revenues is derived from the
expansion of existing customer relationships, either through licensing for incremental users or by licensing additional software
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products in the aspenONE suite. The addition of new customers has traditionally represented a smaller component of our revenue growth.

        Revenues from software licenses in the first quarter of fiscal 2009 increased $18.5 million compared to corresponding period of the prior
fiscal year. The period-over-period revenue increase was primarily driven by the timing of revenue recognition under GAAP as opposed to a
function of actual license bookings (see further discussion under "Liquidity and Capital Resources" related to deferred revenue.) During the first
quarter of fiscal 2009, a significant amount of prior period license bookings were recognized as revenue. This level of prior period bookings
being recognized as revenue represents a considerable increase over the first quarter of fiscal 2008.

Service and Other Revenues

        Service and other revenues primarily consist of professional services, post-contract maintenance support on software licenses, and training,
and are dependent upon a number of factors.

�
the number, value and rate per hour of services transactions booked during the current and preceding periods;

�
the number and availability of service resources actively engaged on billable projects;

�
the timing of milestone acceptance for engagements contractually requiring customer sign-off;

�
the timing of collection of cash payments when collectibility is uncertain;

�
the timing of negotiating and signing maintenance renewals; and

�
the size of the installed base of license contracts.

        Service and other revenues in the first quarter of fiscal 2009 increased by $3.1 million compared to the corresponding period of the prior
fiscal year. Of this increase, $2.2 million related to professional services, a significant portion of which related to fees on a single large project.
Maintenance and training revenues remained fairly consistent period over period.

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.

        Costs of software licenses in the first quarter of fiscal 2009 decreased $0.8 million compared to the corresponding period of the prior fiscal
year. This period over period reduction was primarily due to lower capitalized software amortization charges.

Cost of Service and Other

        Cost of service and other consists primarily of personnel-related and external consultant costs associated with providing professional
services, post-contract maintenance support, and training to customers.

        Cost of service and other for the first quarter of fiscal 2009 remained relatively consistent with the corresponding period in the prior fiscal.

Selling and Marketing

        Selling costs are primarily the personnel and travel expenses related to the effort expended to license our products and services to current
and potential customers, as well as for overall management of customer relationships. Marketing costs include expenses needed to promote the
Company and our
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products and to acquire market research and measure customer opinions to help us better understand our customers and their business needs.

        Selling and marketing expenses in the first quarter of fiscal 2009 increased by $1.2 million compared to the corresponding period of the
prior fiscal year. This increase was largely the result of higher personnel related costs including salaries, commissions, and recruiting. These
expenses were offset by lower stock-based compensation costs as we have been unable to issue new equity based compensation awards since
fiscal 2007.

Research and Development

        Research and development ("R&D") expenses primarily consist of personnel and external consultants costs related to the creation of new
products, and enhancements and engineering changes to existing products.

        R&D expenses in the first quarter of fiscal 2009 decreased by $0.4 million compared to the corresponding period of the prior year. This
decrease primarily resulted from a reduction in incentive bonuses for employees and a decline in stock-based compensation expense.
Stock-based compensation expense declined as we have been unable to issue new equity based compensation awards since fiscal 2007.
Additionally, we capitalized a higher portion of our R&D costs during first quarter of fiscal 2009 as compared to corresponding period of the
prior fiscal year, which contributed to a period-over-period decrease in R&D expenses.

General and Administrative

        General and administrative expenses include the costs of corporate and support functions which include executive leadership and
administration groups: finance; legal; human resources; corporate communications, and other costs such as outside professional and consultant
fees and provisions for doubtful accounts.

        General and administrative expenses in the first quarter of fiscal 2009 increased by $1.8 million compared to the corresponding period of
the prior fiscal year. The increase was primarily attributed to extensive use of external financial consultants, and to a lesser extent, an increase in
personnel costs. These finance cost increases were in part offset by lower audit and accounting expenses.

Restructuring Charges

        Restructuring charges in the first quarter of fiscal 2009 decreased by $7.2 million compared to the corresponding period of the prior year.
Costs recorded during the first quarter of fiscal 2008 were associated with the relocation of our corporate headquarters.

Interest Income

        Interest income is generated from the accretion of interest on the long term installment payments of software license contracts where
revenue was recognized up-front, and to a lesser extent from the investment of cash balances in short term instruments.

        Interest income in the first quarter of fiscal 2009 decreased by $0.3 million as compared to the corresponding period of the prior fiscal year,
principally due to a decrease in our average receivables balances.

Interest Expense

        Interest expense is incurred primarily from our secured borrowings. The secured borrowings are derived from our borrowing arrangements
with unrelated financial institutions.
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        Interest expense in the first quarter of fiscal 2009 decreased by $1.5 million compared to the corresponding period of the prior year. The
decrease was attributable to lower average secured borrowing balances, principally due to the repayment of three significant securitizations
during fiscal 2008.

Other (Expense) Income, Net

        Other income (expense), net is comprised primarily of foreign currency exchange gain (loss) generated from transactions denominated in
foreign currencies. To mitigate this risk we occasionally enter into foreign currency forward contracts to attempt to minimize the adverse impact
related to unfavorable exchange rate movements. Our foreign currency forward contracts have not been designated as hedging instruments and,
therefore, do not qualify for fair value or cash flow hedge treatment under the criteria of SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities". Therefore, the unrealized gains and losses on the foreign currency forward contracts, as well as the underlying
transactions we are attempting to shield from exchange rate movements, have been recognized as a component of other income (expense), net.
Other income (expense), net in the first quarter of fiscal 2009 decreased $3.7 million compared to the comparable period in fiscal 2008 primarily
due to the strengthening of the U.S. dollar against the Pound Sterling and the Euro.

Provision for Income Taxes

        For the first quarter of fiscal 2009 the provision for income taxes increased by $3.5 million compared to the corresponding period in the
prior year. The increase was principally due to additional reserves for uncertain tax positions with respect to transfer pricing and intercompany
transactions as well as the mix of profitability in certain of our foreign tax-paying subsidiaries versus certain other foreign subsidiaries and offset
by a reduction in the valuation allowance in the United States.

Liquidity and Capital Resources

Resources

        Our primary source of cash is from the licensing of our products and associated services. Our primary use of cash is payment of our
operating costs which consist primarily of employee-related expenses, such as compensation and benefits, as well as general operating expenses
for marketing, facilities and overhead costs. We historically have financed our operations through cash generated from operating activities,
public offerings of our convertible debentures and common stock, private offerings of our preferred stock and common stock, borrowings
secured by our installment receivable contracts and borrowings under bank credit facilities. As of September 30, 2008, our principal sources of
liquidity consisted of $136.6 million in cash and cash equivalents and $14.1 million of unused borrowings under our credit facility. The amount
of unused borrowings actually available under the credit facility varies in accordance with the terms of the agreement. We believe that the
amount of borrowing capacity currently available, along with our current cash and cash equivalents balance and future cash flows from
operations, will be sufficient to meet our anticipated cash needs for at least the next twelve months. We are not currently dependent upon
short-term funding, and the limited availability of credit in the market has not affected our credit facility or our liquidity or materially impacted
our funding costs.
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        The following table summarizes our cash flow activities for first quarter of fiscal 2009 (in thousands):

Cash flow provided by (used in):
Operating activities $ 10,474
Investing activities (1,225)
Financing activities (6,055)
Effect of exchange rates on cash balances (679)

Increase in cash and cash equivalents $ 2,515

Operating Activities

        Cash generated by operating activities is our primary source of liquidity and provided $10.5 million in the first quarter of fiscal 2009. This
amount resulted from net income of $11.7 million, adjusted for non-cash charges of $7.9 million, and a net $9.1 million use of cash due to an
increase in working capital accounts.

        Non-cash items within net income consisted primarily of $2.3 million of depreciation and amortization, and $4.0 million of net unrealized
foreign currency losses driven by the strengthing of the U.S. dollar, and to a lesser extent stock-based compensation and deferred income taxes.

        Our cash balance decreased in part due to a $9.1 million increase in working capital. The change in working capital consisted primarily of:
a decrease in accounts receivable of $36.9 million; partially offset by decreases in deferred revenues of $20.7 million and accounts payable,
accrued expenses and other current liabilities of $13.6 million and increases in prepaids and other current assets of $6.4 million.

        The decrease in deferred revenue was primarily attributable to the timing of revenue recognition for certain license agreements that were
signed during fiscal 2008, but not fully delivered and therefore did not meet revenue recognition criteria until fiscal 2009. While we had a
material amount of license bookings closed during the first half of fiscal 2009 that were not recognized as revenue during the period, unlike
fiscal 2008, the majority of these license bookings were not recorded as receivables and deferred revenue on our September 30, 2008 balance
sheet. The decrease in accounts receivable resulted from a number of large contracts closed during the fourth quarter of fiscal 2008 where
customers elected to pay for their multi-year contract at the outset of the arrangement, resulting in the full contract value of the receivable being
recorded as accounts receivable at the end of fiscal 2008. There was a lower dollar value of contracts with similar terms in the first quarter of
fiscal 2009. The decreases in accounts payable, accrued expenses and other current liabilities were primarily due to lower income taxes payable
and accrued bonus amounts.

        Looking ahead, we expect to generate positive cash flow from operations. We anticipate that existing cash balances, together with funds
generated from operations, will be sufficient to finance our operations and meet our cash requirements for the foreseeable future. We do not
expect these costs to be materially different from prior years.

Investing Activities

        During the first quarter of fiscal 2009, we used $1.2 million of cash to upgrade our financial reporting and management information
systems. We are continuing our efforts to enhance our information system and implement other related internal control changes, which have
been designed in part to remediate our deficiencies in internal controls over financial reporting. A portion of the remediation costs are expected
to be incurred to upgrade our existing financial applications. We do not expect these costs to be materially different from our IT investment costs
prior fiscal years.

        We are not currently party to any material purchase contracts related to future capital expenditures.
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Financing Activities

        During the first quarter of fiscal 2009, we used $6.1 million of cash for financing activities of which $5.9 million was used to reduce our
secured borrowings balance. Based on the current cash forecast, we expect secured borrowing balances to continue to decline during the
remainder of fiscal 2009 and fiscal 2010.

Borrowings Collateralized by Receivable Contracts

Traditional Programs

        We historically have maintained arrangements, which we refer to as our Traditional Programs, with financial institutions providing for
borrowings that are secured by our installment and other receivable contracts, and for which limited recourse exists against us. Under our
arrangements with General Electric Capital Corporation, Bank of America and Silicon Valley Bank (SVB), both parties must agree to enter into
each transaction and negotiate the amount borrowed and interest rate secured by each receivable. The customers' payments of the underlying
receivables fund the repayment of the related amounts borrowed. The weighted average interest rate on the secured borrowings was 7.6% at
September 30, 2008 and June 30, 2008.

        The collateralized receivables earn interest income, and the secured borrowings accrue borrowing costs at approximately the same interest
rate. When we receive cash from a customer, the collateralized receivables is reduced and the related secured borrowing is reclassified to an
accrued liability for amounts we must remit to the financial institution. The accrued liability is reduced when payment is remitted to the financial
institutions. The terms of the customer receivables range from amounts that are due within 30 days to receivables that are due over five years.

        Under these arrangements, we received aggregate cash proceeds of $5.5 million and $20.7 million for the three months ended
September 30, 2008 and 2007, respectively. Since December 2007, we have not sold any receivables for the purpose of raising cash, but we have
sold some large dollar receivables in order to fund the repurchase of several other groups of smaller receivables previously sold to the banks, for
the purpose of simplifying the administration of the programs. As of September 30, 2008, we had outstanding secured borrowings of
$146.7 million that were secured by collateralized receivables totaling $133.5 million under the Traditional Programs.

        We estimate that there was in excess of $22.2 million available under the SVB program at September 30, 2008. As the collection of the
collateralized receivables and resulting payment of the borrowing obligation will reduce the outstanding balance, the availability under the
arrangement can be increased. We expect to maintain our access to cash under this arrangement, and to transfer installments receivable as
business requirements dictate. Our ongoing ability to access the available capacity will depend upon a number of factors, including the
generation of additional customer receivables and the financial institution's willingness to continue to enter into these transactions.

        Under the terms of the Traditional Programs, we have transferred the receivables to the financial institutions with limited financial recourse
to us. We can be required to repurchase the receivables under certain circumstances in case of specific defaults by us as set forth in the program
terms. Potential recourse obligations are primarily related to the SVB arrangement that requires us to pay interest to SVB when the underlying
customer has not paid by the receivable due date. This recourse is limited to a maximum period of 90 days after the due date. The amount of
outstanding receivables that have this potential recourse obligation is $53.3 million at September 30, 2008. This 90 day recourse obligation is
recognized as interest expense as incurred and totaled less than $0.1 million and $0.2 million for the three months ended September 30, 2008 and
2007, respectively. Other than the specific items noted above, the financial institutions bear the credit risk of the customers associated with the
receivables the institution purchased.
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        In the ordinary course of acting as a servicing agent for receivables transferred to SVB, we regularly receive funds from customers that are
processed and remitted onward to SVB. While in our possession, these cash receipts are contractually owned by SVB and are held by us on their
behalf until remitted to the bank. Cash receipts held for the benefit of SVB recorded in our cash balances and current liabilities totaled
$0.2 million and $0.9 million as of September 30, 2008 and June 30, 2008, respectively. Such amounts are restricted from our use.

        In June 2008, we paid the outstanding amount under the Bank of America program at it's carrying value of $2.7 million inclusive of a one
percent pre-payment penalty.

Securitization of Accounts Receivable

        During fiscal 2005 and 2007 we entered into two securitization arrangements where we securitized and transferred receivables with a net
carrying value of $71.9 million and $32.1 million, respectively, and received cash proceeds of $43.8 million and $20.0 million, respectively.
These borrowings were secured by the transferred receivables, and the debt and borrowing costs were repaid as the receivables were collected.
Neither arrangement met the criteria for a sale and as such had been accounted for as a secured borrowing. We received and retained collections
on these receivables after all borrowing and related costs were paid to the financial institution. The financial institutions' rights to repayment
were limited to the payments received from the receivables. Both securitizations were paid off during fiscal 2008 at their respective carrying
values of $4.2 million and $12.2 million. The payments resulted in a reclassification to accounts receivable of $9.8 million and to current
installments receivable of $17.8 million from the current portion of collateralized receivables, and $23.9 million from non-current collateralized
receivables to non-current installment receivables.

Credit Facility

        In January 2003 and through subsequent amendments, we executed a loan arrangement with SVB. This arrangement provides a line of
credit of up to the lesser of (i) $25.0 million or (ii) 80% of eligible domestic receivables. The line of credit bears interest at the greater of the
bank's prime rate (5.00% at September 30, 2008) plus 0.5%, or 4.75%. If we maintain a $10.0 million compensating cash balance with the bank,
our unused line of credit fee will be 0.1875% per annum; otherwise it will be 0.375% per annum. The line of credit is collateralized by
substantially all of our assets and we are required to provide certain financial information and to meet certain financial covenants, including
minimum tangible net worth, minimum cash balances and an adjusted quick ratio. As of September 30, 2008, we were not in compliance with
certain reporting requirements under the terms of the loan arrangement, and we have obtained waivers for such non-compliance. Furthermore,
the terms of the loan arrangement restrict our ability to pay dividends, with the exception of dividends paid in common stock or preferred stock
dividends paid in cash.

        On November 3, 2009, we executed an amendment to the loan arrangement that adjusted certain terms of covenants, including modifying
the date we must provide monthly unaudited and annual audited financial statements to the bank and the maturity date of the credit loan, which
was extended to May 15, 2010. As of September 30, 2008, there were $8.3 million in letters of credit outstanding under the lines of credit, and
there was $14.1 million available for future borrowing.

 Item 3.    Quantitative and Qualitative Disclosures About Market Risk

        In the ordinary course of conducting business, we are exposed to certain risks associated with potential changes in market conditions. These
market risks include changes in currency exchange rates and interest rates. In order to manage the volatility of our more significant market risks,
we enter into derivative financial instruments such as forward currency exchange contracts.
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Foreign Currency Exposure

        Foreign currency risk arises primarily from the net difference between (a) non-U.S. dollar (non-USD) receipts from customers outside the
U.S. and (b) non-USD operating costs for subsidiaries in foreign countries. Although it has been our historical practice to hedge the majority of
our non-USD receipts, beginning in late fiscal 2008 we revised this practice to evaluate the need for hedges based on only the net exposure to
foreign currencies. We measure our net exposure to each currency for which we have either cash inflows or outflows.

        During fiscal 2009, our largest exposures to foreign exchange rates existed primarily with the Euro, British Pound Sterling, Canadian
Dollar, and Japanese Yen against the U.S. dollar. The following table summarizes our forward contracts to sell foreign currencies in U.S. dollars
at September 30, 2008 (in thousands):

Currency
Notional
Amount

Euro $ 7,638
British Pound Sterling 1,274
Japanese Yen 561
Canadian Dollar 1,917
Swiss Franc 67

Total $ 11,457

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. We do not expect any material loss with respect to our investment portfolio
from changes in market interest rates or credit losses, as our investments consist primarily of money market accounts. At September 30, 2008, all
of the instruments in our investment portfolio were included in cash and cash equivalents.

 Item 4.    Controls and Procedures

a)    Disclosure Controls and Procedures

        Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our
disclosure controls and procedures as of September 30, 2008. The term "disclosure controls and procedures," as defined in Rules 13a-15(e) and
15d-15(e) under the Securities 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 that it files or submits under the Securities 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 Securities 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 September 30, 2008, and due to the material weaknesses in our internal control over financial reporting
described in our accompanying Management's Report on
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Internal Control over Financial Reporting, our chief executive officer and chief financial officer concluded that, as of such date, our disclosure
controls and procedures were not effective.

b)    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:

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

�
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
in accordance with authorizations of management and directors of the company; and

�
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, including our chief executive officer and chief financial officer, assessed the effectiveness of our internal control over
financial reporting as of September 30, 2008. In connection with this assessment, we identified the following material weaknesses in internal
control over financial reporting as of June 30, 2008. A material weakness is a deficiency, or a combination of deficiencies, in internal control
over financial reporting such that there is a reasonable possibility that a material misstatement of the annual or interim financial statements will
not be prevented or detected on a timely basis. In making this assessment, our management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission in Internal Control�An Integrated Framework (September 1992). Because of the
material weaknesses described below, management concluded that, as of June 30, 2008, our internal control over financial reporting was not
effective.

1)    Inadequate and ineffective monitoring controls

        Management did not sufficiently monitor internal control over financial reporting, specifically:

�
we lacked a sufficient number of accounting, tax and finance professionals to perform adequate supervisory reviews and
monitoring activities over financial reporting matters and controls;

�
we did not have sufficient personnel with an appropriate level of technical accounting knowledge, experience, and training
who could execute appropriate monitoring and review controls particularly in situations where transactions were complex or
non-routine;

�
we did not have sufficient personnel to monitor the timely review of period-end account reconciliations to ensure appropriate
and timely recording of required adjustments; and
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