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CADENCE DESIGN SYSTEMS, INC.

Amendment No. 1 to the Annual Report on Form 10-K
For the year ended January 2, 2021
EXPLANATORY NOTE

Cadence Design Systems, Inc. (“Cadence”) is filing this Amendment No. 1 on Form 10-K/A (this “Amendment”) to its Annual Report on Form 10-K for the year
ended January 2, 2021, as filed on February 22, 2021 (the “Original Form 10-K”), at the request of KPMG LLP (“KPMG”), solely to correct KPMG’s administrative
error in its audit report on Cadence’s consolidated financial statements for the year ended December 28, 2019 (the “KPMG Audit Report”). The KPMG Audit Report
in the Original Form 10-K did not include the correct signature date of February 24, 2020. Such change does not affect KPMG’s unqualified opinion on Cadence’s
consolidated financial statements for the year ended December 28, 2019 included in the Original Form 10-K. Updated consents from each of KPMG and
PricewaterhouseCoopers LLP with the current date are filed herewith as exhibits to this Amendment.

This Amendment includes Part Il, Item 8, “Financial Statements and Supplementary Data” and Item 9A, “Controls and Procedures” in their entirety and without
change from the Original Form 10-K. This Amendment also includes Part IV, Item 15, “Exhibits and Financial Statement Schedules” in its entirety and without
change from the Original Form 10-K other than the correction of the signature date of the KPMG Audit Report.

Pursuant to Rule 12b-15 under the Securities Exchange Act of 1934, as amended, this Amendment also contains new certifications pursuant to Sections 302
and 906 of the Sarbanes-Oxley Act of 2002, which are attached hereto.

Except as described above, this Amendment does not amend, update or change any other items or disclosures in the Original Form 10-K. Further, this
Amendment does not change any previously reported financial results, nor does it reflect subsequent events occurring after the filing date of the Original Form 10-K.
This Amendment should be read in conjunction with the Original Form 10-K and our other filings with the Securities and Exchange Commission.



PART Il.
Item 8. Financial Statements and Supplementary Data

The financial statements required by Item 8 are submitted as a separate section of this Annual Report on Form 10-K. See Part 1V, Item 15, “Exhibits and
Financial Statement Schedules.”

Summary Quarterly Data-Unaudited

2020 2019
4th 3rd 2nd 1st 4th 3rd 2nd 1st
(In thousands, except per share amounts)

Revenue () $§ 759909 $ 666,607 $ 638,418 $ 617,957 $ 599,555 $ 579,603 $ 580,419 $ 576,742
Cost of revenue (" 73,536 82,284 75,215 74,463 73,328 60,975 61,469 70,585
Net income (1)@ 173,738 161,630 131,288 123,988 659,675 101,514 107,235 120,555
Net income per share —basic (")

2 0.63 0.59 0.48 0.45 2.41 0.37 0.39 0.44
Net income per share —diluted (")

Z 0.62 0.58 0.47 0.44 2.36 0.36 0.38 0.43

(™ Fiscal 2020 was a 53-week year, compared to 2019, which was a 52-week fiscal year. The additional week in fiscal 2020 resulted in additional revenue of approximately $45
million and additional expense, including stock-based compensation and amortization of acquired intangibles, of approximately $35 million in the fourth quarter of fiscal
2020.

() During the fourth quarter of fiscal 2019, we completed intercompany transfers of certain intangible property rights to our Irish subsidiary, which resulted in the establishment
of a net deferred tax asset and the recognition of an income tax benefit of $575.6 million. For further discussion regarding the realignment of our international operating
structure, see Note 6 in the notes to the consolidated financial statements.



Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”) under the supervision and with the participation of our
management, including our Chief Executive Officer (‘CEQ”) and our Chief Financial Officer (“CFO”), we evaluated the effectiveness of the design and operation of
our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of January 2, 2021.

The evaluation of our disclosure controls and procedures included a review of our processes and the effect on the information generated for use in this Annual
Report on Form 10-K. In the course of this evaluation, we sought to identify any material weaknesses in our disclosure controls and procedures, to determine
whether we had identified any acts of fraud involving personnel who have a significant role in our disclosure controls and procedures, and to confirm that any
necessary corrective action, including process improvements, was taken. This type of evaluation is done every fiscal quarter so that our conclusions concerning the
effectiveness of these controls can be reported in our periodic reports filed with the SEC. The overall goals of these evaluation activities are to monitor our disclosure
controls and procedures and to make modifications as necessary. We intend to maintain these disclosure controls and procedures, modifying them as
circumstances warrant.

Based on their evaluation as of January 2, 2021, our CEO and CFO have concluded that our disclosure controls and procedures were effective to provide
reasonable assurance that the information required to be disclosed by us in our reports filed or submitted under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms and is accumulated and communicated to our management, including the
CEO and CFO, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting during the fiscal quarter ended January 2, 2021 that materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including our CEO and CFO, does not expect that our disclosure controls and procedures or our internal control over financial reporting will
prevent or detect all errors and all fraud. Internal control over financial reporting, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of internal control are met. Further, the design of internal control must reflect the fact that there are resource constraints, and
the benefits of the control must be considered relative to their costs. While our disclosure controls and procedures and internal control over financial reporting are
designed to provide reasonable assurance of their effectiveness, because of the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within Cadence, have been detected.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in Rule 13a-15(f) under the
Exchange Act). Our management assessed the effectiveness of our internal control over financial reporting as of January 2, 2021. In making this assessment, our
management used the criteria established in Internal Control-Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSQ”). Our management has concluded that, as of January 2, 2021, our internal control over financial reporting is effective based on these criteria.
Our independent registered public accounting firm, PricewaterhouseCoopers LLP, has issued an attestation report on our internal control over financial reporting,
which is included in Part IV, Item 15, “Exhibits and Financial Statement Schedules.”



PART IV.
Item 15. Exhibits and Financial Statement Schedules

Page
(a) 1. Financial Statements
Report of Independent Registered Public Accounting Firm 6
Consolidated Balance Sheets as of January 2, 2021 and December 28, 2019 9
Consolidated Income Statements for the three fiscal years ended January 2, 2021 10
Consolidated Statements of Comprehensive Income for the three fiscal years ended January 2, 2021 11
Consolidated Statements of Stockholders’ Equity for the three fiscal years ended January 2, 2021 12
Consolidated Statements of Cash Flows for the three fiscal years ended January 2, 2021 13
Notes to Consolidated Financial Statements 14
(a) 2. Financial Statement Schedules
All financial statement schedules are omitted because they are not applicable, not required or the required information is shown in the
consolidated financial statements or notes thereto.
(a) 3. Exhibits 44

The exhibits listed in the accompanying Exhibit Index are filed or incorporated by reference as part of this Annual Report on Form 10-K.

The exhibits filed or incorporated by reference as part of this Annual Report on Form 10-K contain agreements to which Cadence is a party. These agreements
are included to provide information regarding their terms and are not intended to provide any other factual or disclosure information about Cadence or the other
parties to the agreements. Certain of the agreements contain representations and warranties by each of the parties to the applicable agreement, and any such
representations and warranties have been made solely for the benefit of the other parties to the applicable agreement as of specified dates, may apply
materiality standards that are different than those applied by investors, and may be subject to important qualifications and limitations that are not necessarily
reflected in the agreement. Accordingly, these representations and warranties may not describe the actual state of affairs as of the date they were made or at
any other time, and should not be relied upon as statements of factual information.

© 2021 Cadence Design Systems, Inc. All rights reserved worldwide. Cadence, the Cadence logo, and the other Cadence marks found at
www.cadence.com/go/trademarks are trademarks or registered trademarks of Cadence Design Systems, Inc. All other trademarks are the property of their
respective holders.



Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Cadence Design Systems, Inc.

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheet of Cadence Design Systems, Inc. and its subsidiaries (the “Company”) as of January 2, 2021, and
the related consolidated statements of income, of comprehensive income, of stockholders’ equity and of cash flows for the year then ended, including the related
notes (collectively referred to as the “consolidated financial statements”). We also have audited the Company’s internal control over financial reporting as of
January 2, 2021, based on criteria established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO).

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company as of January 2,
2021, and the results of its operations and its cash flows for the year then ended in conformity with accounting principles generally accepted in the United States of
America. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of January 2, 2021, based on
criteria established in Internal Control - Integrated Framework (2013) issued by the COSO.

Basis for Opinions

The Company’s management is responsible for these consolidated financial statements, for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting, included in Management’s Report on Internal Control Over Financial Reporting appearing
under Item 9A. Our responsibility is to express opinions on the Company’s consolidated financial statements and on the Company’s internal control over financial
reporting based on our audit. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are
required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the
Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud, and whether effective internal
control over financial reporting was maintained in all material respects.

Our audit of the consolidated financial statements included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the consolidated financial statements. Our audit also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed 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 (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (ii) 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 (iii) 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. Also, 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.



Critical Audit Matters

The critical audit matter communicated below is a matter arising from the current period audit of the consolidated financial statements that was communicated or
required to be communicated to the audit committee and that (i) relates to accounts or disclosures that are material to the consolidated financial statements and (ii)
involved our especially challenging, subjective, or complex judgments. The communication of critical audit matters does not alter in any way our opinion on the
consolidated financial statements, taken as a whole, and we are not, by communicating the critical audit matter below, providing a separate opinion on the critical
audit matter or on the accounts or disclosures to which it relates.

Revenue Recognition — Identifying and Evaluating Terms and Conditions in Contracts

As described in Note 2 to the consolidated financial statements, the Company enters into contracts that can include various combinations of licenses, products, and
services, some of which are distinct and are accounted for as separate performance obligations. For contracts with multiple performance obligations, management
allocates the transaction price of the contract to each performance obligation and recognizes revenue upon transfer of control of promised products or services to
customers. Management applies judgment in identifying and evaluating any terms and conditions in contracts which may impact revenue recognition. For the year
ended January 2, 2021, the Company’s total revenue was $2.683 billion.

The principal considerations for our determination that performing procedures relating to revenue recognition, specifically the identification and evaluation of terms
and conditions in contracts, is a critical audit matter are the significant judgment by management in identifying and evaluating terms and conditions in contracts that
impact revenue recognition, which in turn led to a high degree of auditor judgment, subjectivity and effort in performing procedures and evaluating whether terms
and conditions in contracts were appropriately identified and evaluated by management.

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall opinion on the consolidated financial
statements. These procedures included testing the effectiveness of controls relating to the revenue recognition process, including controls related to the
identification and evaluation of terms and conditions in contracts that impact revenue recognition. These procedures also included, among others (i) testing
management’s process of identifying and evaluating the terms and conditions in contracts, including management’s determination of the impact of those terms and
conditions on revenue recognition and (ii) testing the completeness and accuracy of management’s identification and evaluation of the terms and conditions in
contracts by examining revenue arrangements on a test basis.

/sl PricewaterhouseCoopers LLP

San Jose, California
February 22, 2021

We have served as the Company’s auditor since 2020.



Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
Cadence Design Systems, Inc.:

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheet of Cadence Design Systems, Inc. and subsidiaries (the Company) as of December 28, 2019, the
related consolidated statements of income, comprehensive income, stockholders’ equity, and cash flows for each of the years in the two-year period ended
December 28, 2019, and the related notes (collectively, the consolidated financial statements). In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position of the Company as of December 28, 2019, and the results of its operations and its cash flows for
each of the years in the two-year period ended December 28, 2019, in conformity with U.S. generally accepted accounting principles.

Change in Accounting Principle

As discussed in Note 2 to the consolidated financial statements, the Company changed its method of accounting for leases as of December 30, 2018, due to the
adoption of Financial Accounting Standards Board (“FASB”) Accounting Standards Update (ASU) 2016-02, Leases.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the Company’s
consolidated financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United
States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. Our audits of the consolidated
financial statements included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to error or
fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements. Our audits also included performing such other procedures as
we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinion.

/s/ KPMG LLP
We served as the Company’s auditor from 2002 to 2020.

Santa Clara, California
February 24, 2020



Current assets:
Cash and cash equivalents
Receivables, net
Inventories
Prepaid expenses and other
Total current assets
Property, plant and equipment, net
Goodwill
Acquired intangibles, net
Deferred taxes
Other assets
Total assets

Current liabilities:
Revolving credit facility
Accounts payable and accrued liabilities
Current portion of deferred revenue
Total current liabilities
Long-term liabilities:
Long-term portion of deferred revenue
Long-term debt
Other long-term liabilities
Total long-term liabilities
Commitments and contingencies (Notes 6, 7 and 18)
Stockholders’ equity:

respectively

Retained earnings
Accumulated other comprehensive loss
Total stockholders’ equity

CADENCE DESIGN SYSTEMS, INC.
CONSOLIDATED BALANCE SHEETS
January 2, 2021 and December 28, 2019
(In thousands, except par value)

As of
January 2, December 28,
2021 2019
ASSETS

$ 928,432 705,210

338,487 304,546

75,956 55,802

135,712 103,785

1,478,587 1,169,343

311,125 275,855

782,087 661,856

210,590 172,375

732,290 732,367

436,106 345,429

$ 3,950,785 3,357,225

LIABILITIES AND STOCKHOLDERS’ EQUITY

$ — —

349,951 316,908

446,857 355,483

796,808 672,391

107,064 73,400

346,793 346,019

207,102 162,521

660,959 581,940

Preferred stock — $0.01 par value; authorized 400 shares, none issued or outstanding — —

Common stock — $0.01 par value; authorized 600,000 shares; issued and outstanding shares: 278,941 and 279,855,

2,217,939 2,046,237
Treasury stock, at cost; 50,219 shares and 49,304 shares, respectively (2,057,829) (1,668,105)
2,350,333 1,761,688
(17,425) (36,926)

2,493,018 2,102,894

$ 3,950,785 $ 3,357,225

Total liabilities and stockholders’ equity

See notes to consolidated financial statements.



CADENCE DESIGN SYSTEMS, INC.
CONSOLIDATED INCOME STATEMENTS
For the three fiscal years ended January 2, 2021
(In thousands, except per share amounts)

2020 2019 2018
Revenue:
Product and maintenance $ 2,536,617 $ 2,204,615 $ 1,997,887
Services 146,274 131,704 140,135
Total revenue 2,682,891 2,336,319 2,138,022
Costs and expenses:
Cost of product and maintenance 231,026 189,146 173,011
Cost of service 74,472 77,211 85,736
Marketing and sales 516,460 481,673 439,669
Research and development 1,033,732 935,938 884,816
General and administrative 154,425 139,806 133,406
Amortization of acquired intangibles 18,009 12,128 14,086
Restructuring and other charges 9,215 8,621 11,089
Total costs and expenses 2,037,339 1,844,523 1,741,813
Income from operations 645,552 491,796 396,209
Interest expense (20,749) (18,829) (23,139)
Other income, net 7,945 6,001 3,320
Income before provision (benefit) for income taxes 632,748 478,968 376,390
Provision (benefit) for income taxes 42,104 (510,011) 30,613
Net income $ 590,644 $ 988,979 $ 345,777
Net income per share — basic $ 216 §$ 362 $ 1.26
Net income per share — diluted $ 211 $ 353 $ 1.23
Weighted average common shares outstanding — basic 273,728 273,239 273,729
Weighted average common shares outstanding — diluted 279,641 280,515 281,144

See notes to consolidated financial statements.



CADENCE DESIGN SYSTEMS, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the three fiscal years ended January 2, 2021
(In thousands)

2020 2019 2018
Net income $ 590,644 $ 988,979 $ 345,777
Other comprehensive income (loss), net of tax effects:
Foreign currency translation adjustments 18,373 (8,642) (17,885)
Changes in defined benefit plan liabilities 1,128 (3,504) (627)
Total other comprehensive income (loss), net of tax effects 19,501 (12,146) (18,512)
Comprehensive income $ 610,145 §$ 976,833 $ 327,265

See notes to consolidated financial statements.



Balance, December 30, 2017
Cumulative effect adjustment

Net income

Other comprehensive loss, net of taxes
Purchase of treasury stock

Issuance of common stock and reissuance of treasury stock under equity
incentive plans, net of forfeitures

Stock received for payment of employee taxes on vesting of restricted stock
Stock-based compensation expense

Balance, December 29, 2018

Net income

Other comprehensive loss, net of taxes

Purchase of treasury stock

Issuance of common stock and reissuance of treasury stock under equity
incentive plans, net of forfeitures

Stock received for payment of employee taxes on vesting of restricted stock
Stock-based compensation expense

Balance, December 28, 2019

Cumulative effect adjustment

Net income

Other comprehensive income, net of taxes

Purchase of treasury stock

Issuance of common stock and reissuance of treasury stock under equity
incentive plans, net of forfeitures

Stock received for payment of employee taxes on vesting of restricted stock
Stock-based compensation expense

Balance, January 2, 2021

CADENCE DESIGN SYSTEMS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

For the three fiscal years ended January 2, 2021

(In thousands)
Common Stock

Par Value Accumulated
and Capital Other
in Excess Treasury Retained Comprehensive
Shares of Par Stock Earnings Income (Loss) Total

282,067 $ 1,829,950 $ (1,178,121) 341,003 $ (3630) $ 989,202
— — — 85,929 (2,638) $ 83,291

— — — 345,777 — 345,777
— — — — (18,512) $ (18,512)
(5,934) — (250,059) = —  § (250,059)
5274 (50,570) 91,478 — — 3 40,908
(1,392) (10,971) (58,950) = — (69,921)
— 167,715 — — — $ 167,715
280,015 § 1,936,124 $ (1,395,652) 772,709 $ (24,780) $ 1,288,401
— — — 988,979 —  $ 988,979

— — — — (12,146) $ (12,146)
(4,841) — (306,148) — —  $ (306,148)
5,923 (57,763) 110,604 — —  $ 52,841
(1,242) (13,671) (76,909) — —  $ (90,580)
— 181,547 — — —  $ 181,547
279,855 § 2,046,237 § (1,668,105) 1,761,688 $ (36,926) $ 2,102,894
(1,999) $ (1,999)

— — — 590,644 —  § 590,644

— — — — 19,501  $ 19,501
(4,247) — (380,064) — — 3 (380,064)
4,352 (7,934) 82,736 — — 3 74,802
(1,019) (17,632) (92,396) — — 3 (110,028)
— 197,268 — = —  § 197,268
278,941 $ 2,217,939 § (2,057,829) 2,350,333 § (17,425) $ 2,493,018

See notes to consolidated financial statements.



CADENCE DESIGN SYSTEMS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three fiscal years ended January 2, 2021
(In thousands)

2020 2019 2018
Cash and cash equivalents at beginning of year $ 705,210 533,298 688,087
Cash flows from operating activities:
Net income 590,644 988,979 345,777
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 145,653 122,789 118,721
Amortization of debt discount and fees 1,053 1,001 1,196
Stock-based compensation 197,268 181,547 167,715
(Gain) loss on investments, net 4,954 4,090 (2,732)
Deferred income taxes (26,117) (576,738) (11,676)
Provisions for losses on receivables 1,628 632 5,102
ROU asset amortization and change in operating lease liabilities 4,483 562 —
Other non-cash items 773 428 2,607
Changes in operating assets and liabilities, net of effect of acquired businesses:
Receivables (25,934) (4,718) (87,083)
Inventories (25,685) (33,024) 752
Prepaid expenses and other (31,167) (11,031) (19,622)
Other assets (71,6086) (8,011) (14,606)
Accounts payable and accrued liabilities 18,394 33,915 1,553
Deferred revenue 110,173 27,498 100,696
Other long-term liabilities 10,408 1,681 (3,649)
Net cash provided by operating activities 904,922 729,600 604,751
Cash flows from investing activities:
Purchases of non-marketable investments — (33,717) (115,839)
Proceeds from the sale of non-marketable investments 217 2,952 3,497
Purchases of property, plant and equipment (94,813) (74,605) (61,503)
Cash paid in business combinations and asset acquisitions, net of cash acquired (197,562) (338) —
Net cash used for investing activities (292,158) (105,708) (173,845)
Cash flows from financing activities:
Proceeds from revolving credit facility 350,000 150,000 100,000
Payment on revolving credit facility (350,000) (250,000) (85,000)
Principal payments on term loan — — (300,000)
Proceeds from issuance of common stock 74,803 52,842 40,908
Stock received for payment of employee taxes on vesting of restricted stock (110,028) (90,580) (69,921)
Payments for repurchases of common stock (380,064) (306,148) (250,059)
Change in book overdraft — — (3,867)
Net cash used for financing activities (415,289) (443,886) (567,939)
Effect of exchange rate changes on cash and cash equivalents 25,747 (8,094) (17,756)
Increase (decrease) in cash and cash equivalents 223,222 171,912 (154,789)
Cash and cash equivalents at end of year $ 928,432 705,210 533,298
Supplemental cash flow information:
Cash paid for interest $ 19,778 17,842 23,018
Cash paid for income taxes, net 105,917 41,946 68,040

See notes to consolidated financial statements.



CADENCE DESIGN SYSTEMS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the three fiscal years ended January 2, 2021

NOTE 1. BUSINESS OVERVIEW

Cadence Design Systems, Inc. (“Cadence”) provides solutions that enable its customers to design complex and innovative electronic products. Cadence’s
solutions are designed to give its customers a competitive edge in their development of integrated circuits (“ICs”), systems-on-chip (“SoCs”) and increasingly
sophisticated electronic devices and systems by optimizing performance, minimizing power consumption, shortening the time required for customers to bring their
products to market, improving engineering productivity and reducing their design, development and manufacturing costs. Cadence’s product offerings include
software, hardware, services and reusable IC design blocks, which are commonly referred to as intellectual property (“IP”). Cadence also provides maintenance for
its software, hardware, and IP product offerings.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of Cadence and its subsidiaries after elimination of intercompany accounts and transactions. All
consolidated subsidiaries are wholly owned by Cadence.

Cadence’s fiscal years are 52- or 53-week periods ending on the Saturday closest to December 31. Fiscal 2020 was a 53- week year, while 2019 and 2018
were each 52-week fiscal years.

Use of Estimates

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

Recently Adopted Accounting Standards

Credit Losses

In June 2016, the FASB issued ASU 2016-13, “Measurement of Credit Losses on Financial Instruments,” which required the establishment of an allowance for
estimated credit losses on financial assets, including trade and other receivables, at each reporting date. Cadence adopted the new standard on December 29,
2019, the first day of fiscal 2020, and recorded a cumulative-effect adjustment to decrease retained earnings in the amount of $2.0 million for expected credit losses
on financial assets at the adoption date. The adoption of this standard required Cadence to modify its existing process for establishing credit losses on trade
receivables, including receivables derived from leasing arrangements for its emulation and prototyping hardware.

Gooawill Impairment

In January 2017, the FASB issued ASU 2017-04, “Simplifying the Test for Goodwill Impairment,” that eliminates “Step 2" from the goodwill impairment test.
Cadence adopted the new standard on December 29, 2019, the first day of fiscal 2020. The new standard did not have an impact on Cadence’s consolidated
financial statements and related disclosures.

Fair Value Measurements

In August 2018, the FASB issued ASU 2018-13, “Disclosure Framework — Changes to the Disclosure Requirements for Fair Value Measurement,” which
modifies the disclosure requirements on fair value measurements. Cadence adopted the new standard on December 29, 2019, the first day of fiscal 2020. The new
standard did not have a material impact on Cadence’s consolidated financial statements and related disclosures.

Implementation Costs Incurred in a Cloud Computing Arrangement

In August 2018, the FASB issued ASU 2018-15, “Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a
Service Contract,” which clarifies the accounting for implementation costs in cloud computing arrangements. The new standard aligns the treatment of
implementation costs incurred by customers in cloud computing arrangements that are service contracts with the treatment of similar costs incurred to develop or
obtain internal-use software. Under the new standard, implementation costs are deferred and presented in the same financial statement caption on the condensed
consolidated balance sheet as a prepayment of related arrangement fees. The deferred costs are recognized over the term of the arrangement in the same financial
statement caption in the condensed consolidated income statement as the related fees of the arrangement. Cadence adopted the new standard on December 29,
2019, the first day of fiscal 2020. The new standard did not have a material impact on Cadence’s condensed consolidated financial statements and related
disclosures.



New Accounting Standards Not Yet Adopted

Accounting for Income Taxes

In December 2019, the FASB issued ASU 2019-12, “Simplifying the Accounting for Income Taxes,” which simplifies the accounting for income taxes,
eliminates certain exceptions within ASC 740, Income Taxes, and clarifies certain aspects of the current guidance to promote consistency among reporting entities.
The new standard is effective for fiscal years beginning after December 15, 2020. Most amendments within the standard are required to be applied on a prospective
basis, while certain amendments must be applied on a retrospective or modified retrospective basis. Cadence is currently evaluating the impacts of the provisions of
this standard on its financial condition, results of operations and cash flows.

Foreign Operations

Cadence transacts business in various foreign currencies. The United States dollar is the functional currency of Cadence’s consolidated entities operating in
the United States and certain of its consolidated subsidiaries operating outside the United States. The functional currency for Cadence’s other consolidated entities
operating outside of the United States is generally the country’s local currency.

Cadence translates the financial statements of consolidated entities whose functional currency is not the United States dollar into United States dollars.
Cadence translates assets and liabilities at the exchange rate in effect as of the financial statement date and translates income statement accounts using an
average exchange rate for the period. Cadence includes adjustments from translating assets and liabilities into United States dollars, and the effect of exchange rate
changes on intercompany transactions of a long-term investment nature in stockholders’ equity as a component of accumulated other comprehensive income.
Cadence reports gains and losses from foreign exchange rate changes related to intercompany receivables and payables that are not of a long-term investment
nature, as well as gains and losses from foreign currency transactions of a monetary nature in other income, net, in the consolidated income statements.

Concentrations of Credit Risk

Financial instruments, including derivative financial instruments, that may potentially subject Cadence to concentrations of credit risk, consist principally of cash
and cash equivalents, accounts receivable, investments and forward contracts. Credit exposure related to Cadence’s foreign currency forward contracts is limited to
the realized and unrealized gains on these contracts.

Cash and Cash Equivalents

Cadence considers all highly liquid investments with original maturities of three months or less on the date of purchase to be cash equivalents. Book overdraft
balances are recorded in accounts payable and accrued liabilities in the consolidated balance sheets and are reported as a component of cash flows from financing
activities in the consolidated statement of cash flows.

Receivables

Cadence’s receivables, net includes invoiced accounts receivable and the current portion of unbilled receivables. Unbilled receivables represent amounts
Cadence has recorded as revenue for which payments from a customer are due over time and Cadence has an unconditional right to the payment. Cadence’s
accounts receivable and unbilled receivables were initially recorded at the transaction value. Cadence’s long-term receivables balance includes receivable balances
to be invoiced more than one year after each balance sheet date.

Allowances for Doubtful Accounts

Cadence assesses its ability to collect outstanding receivables and provides customer-specific allowances, allowances for credit losses and general
allowances for the portion of its receivables that are estimated to be uncollectible. The allowances are based on the current creditworthiness of its customers,
historical experience, expected credit losses, changes in customer demand and the overall economic climate in the industries that Cadence serves. Provisions for
these allowances are recorded in general and administrative expense in Cadence’s consolidated income statements.

Inventories

Inventories are computed at standard costs which approximate actual costs and are valued at the lower of cost or net realizable value based on the first-in,
first-out method. Cadence’s inventories include high technology parts and components for complex emulation and prototyping hardware systems. These parts and
components are specialized in nature and may be subject to rapid technological obsolescence. While Cadence has programs to minimize the required inventories on
hand and considers technological obsolescence when estimating required reserves to reduce recorded amounts to market values, it is reasonably possible that such
estimates could change in the near term. Cadence’s policy is to reserve for inventory in excess of 12-month demand or for other known obsolescence or realization
issues.



Property, Plant and Equipment

Property, plant and equipment is stated at historical cost. Depreciation and amortization are generally provided over the estimated useful lives, using the
straight-line method, as follows:

Computer equipment and related software 2-7 years

Buildings 25-32 years

Leasehold improvements Shorter of the lease term or the estimated
useful life

Building improvements and land improvements Up to 32 years

Furniture and fixtures 3-5 years

Equipment 3-5 years

Cadence capitalizes certain costs of software developed for internal use. Capitalization of software developed for internal use begins at the application
development phase of the project. Amortization begins when the computer software is substantially complete and ready for its intended use. Amortization is
recorded on a straight-line basis over the estimated useful life. Cadence capitalized costs of software developed for internal use of $0.9 million, $2.4 million, and
$3.6 million during fiscal 2020, 2019 and 2018, respectively.

Cadence recorded depreciation and amortization expense of $67.6 million, $63.3 million and $60.4 million during fiscal 2020, 2019 and 2018, respectively, for
property, plant and equipment.

Software Development Costs

Software development costs are capitalized beginning when a product’s technological feasibility has been established by completion of a working model of the
product and amortization begins when a product is available for general release to customers. The period between the achievement of technological feasibility and
the general release of Cadence’s products has typically been of short duration. Costs incurred during fiscal 2020, 2019 and 2018 were not material.

Deferred Sales Commissions

Cadence records an asset for the incremental costs of obtaining a contract with a customer, including direct sales commissions that are earned upon
execution of the contract. Cadence uses the portfolio method to recognize the amortization expense related to these capitalized costs related to initial contracts and
renewals and such expense is recognized over a period associated with the revenue of the related portfolio, which is generally two to three years for Cadence’s
software arrangements and upon delivery for its hardware and IP arrangements. Incremental costs related to initial contracts and renewals are amortized over the
period of the arrangement in each case because Cadence pays the same commission rate for both new contracts and renewals. Deferred sales commissions are
tested for impairment on an ongoing basis when events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment is
recognized to the extent that the amount of deferred sales commission exceeds the remaining expected gross margin (remaining revenue less remaining direct
costs) on the goods and services to which the deferred sales commission relates. Total capitalized costs were $36.7 million and $31.6 million as of January 2, 2021,
and December 28, 2019, respectively, and are included in other assets in Cadence’s consolidated balance sheet. Amortization of these assets was $34.6 million,
$29.4 million and $26.5 million during fiscal 2020, 2019 and 2018, respectively, and is included in sales and marketing expense in Cadence’s consolidated income
statement.

Goodwill

Cadence conducts a goodwill impairment analysis annually and as necessary if changes in facts and circumstances indicate that the fair value of Cadence’s
single reporting unit may be less than its carrying amount. To assess for impairment, Cadence compares the estimated fair value of its single reporting unit to the
carrying value of the reporting unit's net assets, including goodwill. If the fair value of the reporting unit is greater than the carrying value of its net assets, goodwill is
not considered to be impaired and no further analysis is required. If the fair value of the reporting unit is less than the carrying value of its net assets, Cadence would
be required to record an impairment charge.

Long-Lived Assets, Including Acquired Intangibles

Cadence’s long-lived assets consist of property, plant and equipment, and acquired intangibles. Acquired intangibles with definite lives are amortized on a
straight-line basis over the estimated economic life of the underlying products and technologies, which range from three to fourteen years. Acquired intangibles with
indefinite lives, or in-process technology, consists of projects that had not reached technological feasibility by the date of acquisition. Upon completion of the project,
the assets are amortized over their estimated useful lives. If the project is abandoned rather than completed, the asset is written off. In-process technology is tested
for impairment annually and as necessary if changes in facts and circumstances indicate that the assets might be impaired.



Cadence reviews its long-lived assets, including acquired intangibles, for impairment whenever events or changes in circumstances indicate that the carrying
amount of a long-lived asset or asset group may not be recoverable. Recoverability of an asset or asset group is measured by comparison of its carrying amount to
the expected future undiscounted cash flows that the asset or asset group is expected to generate. If it is determined that the carrying amount of an asset group is
not recoverable, an impairment loss is recorded in the amount by which the carrying amount of the asset or asset group exceeds its fair value.

Leases

Cadence adopted ASU 2016-02, “Leases (Topic 842)” (“Topic 842”) on the first day of fiscal 2019 and the adoption of the standard did not have a material
impact on Cadence’s results from operations or cash flows.

Lessee Considerations

Cadence has operating leases primarily consisting of facilities with remaining lease terms of approximately one year to fifteen years. Cadence has options to
terminate many of its leases early. The lease term represents the period up to the early termination date unless it is reasonably certain that Cadence will not
exercise the early termination option. For certain leases, Cadence has options to extend the lease term for additional periods ranging from one year to ten years.
These renewal options are not considered in the remaining lease term unless it is reasonably certain that Cadence will exercise such options.

At inception of a contract, Cadence determines an arrangement contains a lease if the arrangement conveys the right to use an identified asset and Cadence
obtains substantially all of the economic benefits from the asset and has the ability to direct the use of the asset. Leases with an initial term of twelve months or less
are not recorded on the balance sheet. For lease agreements entered into or reassessed after the adoption of Topic 842, Cadence combines the lease and non-
lease components in determining the lease liabilities and right-of-use (“ROU”) assets. Non-lease components primarily include common-area maintenance and other
management fees.

Operating lease expense is generally recognized evenly over the term of the lease. Payments under Cadence's lease agreements are primarily fixed; however,
certain agreements contain rental payments that are adjusted periodically based on changes in consumer price and other indices. Changes to payments resulting
from changes in indices are expensed as incurred and not included in the measurement of lease liabilities and ROU assets. Cadence’s lease agreements do not
provide an implicit borrowing rate, therefore an internal incremental borrowing rate is determined based on information available at lease commencement date for
purposes of determining the present value of lease payments. The incremental borrowing rate represents a comparable rate to borrow on a collateralized basis over
a similar term and in the economic environment where the leased asset is located. Cadence used the incremental borrowing rate on the effective date of adoption of
Topic 842 for all leases that commenced prior to that date.

Lessor Considerations

Although most of Cadence’s revenue from its hardware business comes from sales of hardware, Cadence also leases its hardware products to some
customers. Cadence determines the existence of a lease when the customer controls the use of the identified hardware for a period of time defined in the lease
agreement.

Cadence’s leases range in duration up to three years with payments generally collected in equal quarterly installments. Cadence’s leases do not include
termination rights or variable pricing and typically do not include purchase rights at the end of the lease. Short-term leases are usually less than two years and are
classified as operating leases with revenue recognized and depreciation expensed on a straight-line basis over the term of the lease. Long-term leases are typically
for three years and are classified as sales-type leases with revenue and cost of sales recognized upon delivery.

Cadence’s operating leases and sales-type leases contain both lease and non-lease components. Because the pattern of revenue recognition is the same for
both the lease and non-lease components in Cadence’s operating leases, Cadence has elected the practical expedient to not separate lease and related non-lease
components and accounts for both components under Topic 842. Cadence allocates value to the lease and non-lease components in its sales-type leases using
standalone selling prices (“SSPs”) similar to those used under ASU 2014-09, “Revenue from Contracts with Customers (Topic 606),” the current accounting standard
governing revenue recognition. When Cadence leases its hardware in the same arrangement as software or IP, Cadence allocates value to each performance
obligation using SSPs.

Investments in Equity Securities

Cadence’s investments in marketable equity securities are carried at fair value as a component of prepaid expenses and other in the consolidated balance
sheets. Cadence records realized and unrealized holding gains or losses as part of other income, net in the consolidated income statements.

Cadence’s non-marketable investments include its investments in privately held companies. These investments are initially recorded at cost and are included
in other assets in the consolidated balance sheets. Cadence accounts for these investments using the measurement alternative when the fair value of the
investment is not readily determinable and Cadence does not have the ability to exercise significant influence or the equity method of accounting when it is
determined that Cadence has the ability to exercise significant influence. For investments accounted for using the equity method of accounting, Cadence records its
proportionate share of the investee’s income or loss, net of the effects of any basis differences, to other income, net on a one-quarter lag in Cadence’s consolidated
income statements.



Cadence reviews its non-marketable investments on a regular basis to determine whether its investments in these companies are impaired. Cadence
considers investee financial performance and other information received from the investee companies, as well as any other available estimates of the fair value of
the investee companies in its review. If Cadence determines the carrying value of an investment exceeds its fair value, the book value of the investment is adjusted
to its fair value. Cadence records investment write-downs in other income, net, in the consolidated income statements.

Derivative Financial Instruments

Cadence enters into foreign currency forward exchange contracts with financial institutions to protect against currency exchange risks associated with existing
assets and liabilities. A foreign currency forward exchange contract acts as a hedge by increasing in value when underlying assets decrease in value or underlying
liabilities increase in value due to changes in foreign exchange rates. Conversely, a foreign currency forward exchange contract decreases in value when underlying
assets increase in value or underlying liabilities decrease in value due to changes in foreign exchange rates. The forward contracts are not designated as accounting
hedges and, therefore, the unrealized gains and losses are recognized in other income, net, in advance of the actual foreign currency cash flows. The fair value of
these forward contracts is recorded in accrued liabilities or in other current assets. These forward contracts generally have maturities of 90 days or less.

Nonqualified Deferred Compensation Trust

Executive officers, senior management and members of Cadence’s Board of Directors may elect to defer compensation payable to them under Cadence’s
Nonqualified Deferred Compensation Plan (“NQDC”). Deferred compensation payments are held in investment accounts and the values of the accounts are adjusted
each quarter based on the fair value of the investments held in the NQDC.

The selected investments held in the NQDC accounts are carried at fair value, with the unrealized gains and losses recognized in the consolidated income
statements as other income, net. These securities are classified in other assets in the consolidated balance sheets because they are not available for Cadence’s use
in its operations.

Cadence’s obligation with respect to the NQDC trust is recorded in other long-term liabilities on the consolidated balance sheets. Increases and decreases in
the NQDC trust liability are recorded as compensation expense in the consolidated income statements.

Treasury Stock

Cadence generally issues shares related to its stock-based compensation plans from shares held in treasury. When treasury stock is reissued at an amount
higher than its cost, the difference is recorded as a component of capital in excess of par in the consolidated statements of stockholders’ equity. When treasury
stock is reissued at an amount lower than its cost, the difference is recorded as a component of capital in excess of par to the extent that gains exist to offset the
losses. If there are no accumulated treasury stock gains in capital in excess of par, the losses upon reissuance of treasury stock are recorded as a component of
retained earnings in the consolidated statements of stockholders’ equity. There were no losses recorded as a component of retained earnings by Cadence on the
reissuance of treasury stock during fiscal 2020, 2019 or 2018.

Revenue Recognition

Revenue is recognized upon transfer of control of promised products or services to customers in an amount that reflects the consideration to which Cadence
expects to be entitled in exchange for promised goods or services. Cadence’s performance obligations are satisfied either over time or at a point in time. In any fiscal
year, between 85% and 90% of revenue is characterized as recurring revenue. Revenue characterized as recurring includes revenue recognized over time from
Cadence’s software arrangements, services, royalties, maintenance on IP licenses and hardware, and operating leases of hardware and revenue recognized at
varying points in time over the term of our IP Access Agreements (“IPAA”). The remainder of Cadence’s revenue is characterized as up-front revenue. Up-front
revenue is primarily generated by sales of emulation and prototyping hardware and individual IP licenses.

Product and maintenance revenue includes Cadence’s licenses of software and IP, sales of emulation hardware and the related maintenance on these
licenses and sales.

Service revenue includes revenue received for performing engineering services (which are generally not related to the functionality of other licensed products),
customized IP on a fixed fee basis, and sales from cloud-based solutions that provide customers with software and services over a period of time.

Cadence enters into contracts that can include various combinations of licenses, products and services, some of which are distinct and are accounted for as
separate performance obligations. For contracts with multiple performance obligations, Cadence allocates the transaction price of the contract to each performance
obligation, generally on a relative basis using its SSP. We generate revenue from contracts with customers and apply judgement in identifying and evaluating any
terms and conditions in contracts which may impact revenue recognition. Revenue is recognized net of any taxes collected from customers that are subsequently
remitted to governmental authorities.



Software Revenue Recognition

Cadence’s time-based license arrangements grant customers the right to access and use all of the licensed products at the outset of an arrangement and
updates are generally made available throughout the entire term of the arrangement, which is generally two to three years. Cadence’s updates provide continued
access to evolving technology as customers’ designs migrate to more advanced nodes and as its customers’ technological requirements evolve. In addition, certain
time-based license arrangements include remix rights and unspecified additional products that become commercially available during the term of the agreement.
Payments are generally received in equal or near equal installments over the term of the agreement.

Multiple software licenses, related updates, and technical support in these time-based arrangements constitute a single, combined performance obligation and
revenue is recognized over the term of the license, commencing upon the later of the effective date of the arrangement or transfer of the software license. Remix
rights are not an additional promised good or service in the contract, and where unspecified additional software product rights are part of the contract with the
customer, such rights are accounted for as part of the single performance obligation that includes the licenses, updates, and technical support because such rights
are provided for the same period of time and have the same time-based pattern of transfer to the customer.

Hardware Revenue Recognition

Cadence generally has two performance obligations in arrangements involving the sale or lease of hardware products. The first performance obligation is to
transfer the hardware product (which includes software integral to the functionality of the hardware product). The second performance obligation is to provide
maintenance on hardware and its embedded software, which includes rights to technical support, hardware repairs and software updates that are all provided over
the same term and have the same time-based pattern of transfer to the customer. The transaction price allocated to the hardware product is generally recognized as
revenue at the time of delivery because the customer obtains control of the product at that point in time. Cadence has concluded that control generally transfers at
that point in time because the customer has title to the hardware, physical possession, and a present obligation to pay for the hardware. The transaction price
allocated to maintenance is recognized as revenue ratably over the maintenance term. Payments for hardware contracts are generally received upon delivery of the
hardware product. Shipping and handling costs are considered fulfillment costs and are included in cost of product and maintenance in Cadence’s consolidated
income statements.

IP Revenue Recognition

Cadence generally licenses IP under nonexclusive license agreements that provide usage rights for specific designs. In addition, for certain of Cadence’s IP
license agreements, royalties are collected as customers ship their own products that incorporate Cadence IP. These arrangements generally have two performance
obligations—transferring the licensed IP and associated maintenance, which includes rights to technical support, and software updates that are all provided over the
maintenance term and have a time-based pattern of transfer to the customer.

Some customers enter into a non-cancellable IPAA whereby the customer commits to a fixed dollar amount over a specified period of time that can be used to
purchase from a list of IP products or services. These arrangements do not meet the definition of a revenue contract until the customer executes a separate
selection form to identify the products and services that they are purchasing. Each separate selection form under the IPAA is treated as an individual contract and
accounted for based on the respective performance obligations.

Revenue allocated to the IP license is recognized at a point in time upon the later of the delivery of the IP or the beginning of the license period and revenue
allocated to the maintenance is recognized over the maintenance term. Royalties are recognized as revenue in the quarter in which the applicable Cadence
customer ships its products that incorporate Cadence IP. Payments for IP contracts are generally received upon delivery of the IP. Cadence customizes certain IP
and revenue related to this customization is recognized as services revenue as described below.

Services Revenue Recognition

Revenue from service contracts is recognized over time, generally using costs incurred or hours expended to measure progress. Cadence has a history of
accurately estimating project status and the costs necessary to complete projects. A number of internal and external factors can affect these estimates, including
labor rates, utilization and efficiency variances and specification and testing requirement changes. Payments for services are generally due upon milestones in the
contract or upon consumption of the hourly resources.

Stock-Based Compensation

Cadence recognizes the cost of awards of equity instruments granted to employees in exchange for their services as stock-based compensation expense.
Stock-based compensation expense is measured at the grant date based on the value of the award and is recognized as expense over the requisite service period,
which is typically the vesting period. Cadence recognizes stock-based compensation expense on the straight-line method for awards that only contain a service
condition and on the graded-vesting method for awards that contain both a service and performance condition. Cadence recognizes the impact of forfeitures on
stock-based compensation expense as they occur.



The fair value of stock options and purchase rights issued under Cadence’s Employee Stock Purchase Plan (“ESPP”) are calculated using the Black-Scholes
option pricing model. The computation of the expected volatility assumption used for new awards is based on implied volatility when the remaining maturities of the
underlying traded options are at least one year. When the remaining maturities of the underlying traded options are less than one year, expected volatility is based
on a weighting of historical and implied volatilities. When determining the expected term, Cadence reviews historical employee exercise behavior from options
having similar vesting periods. The risk-free interest rate for the period within the expected term of the option is based on the yield of United States Treasury notes
for the comparable term in effect at the time of grant. The expected dividend yield used in the calculation is zero because Cadence has not historically paid and
currently does not expect to pay dividends in the foreseeable future.

Advertising

Cadence expenses the costs of advertising as incurred. Total advertising expense, including marketing programs and events, was $7.1 million, $8.4 million and
$7.6 million during fiscal 2020, 2019 and 2018, respectively, and is included in marketing and sales in the consolidated income statements.

Restructuring Charges

Cadence records personnel-related restructuring charges with termination benefits when the costs are both probable and estimable. Cadence records
personnel-related restructuring charges with non-customary termination benefits when the plan has been communicated to the affected employees. Cadence
records facilities-related restructuring charges in the period in which the affected facilities are vacated. In connection with facilities-related restructuring plans,
Cadence has made a number of estimates and assumptions related to losses on excess facilities that have been vacated or consolidated, particularly the timing of
subleases and sublease terms. Closure and space reduction costs included in the restructuring charges include payments required under leases less any applicable
estimated sublease income after the facilities are abandoned, lease buyout costs and certain contractual costs to maintain facilities during the period after
abandonment.

Cadence records estimated provisions for termination benefits and outplacement costs along with other personnel-related restructuring costs, asset
impairments related to abandoned assets and other costs associated with the restructuring plan. Cadence regularly evaluates the adequacy of its restructuring
liabilities and adjusts the balances based on actual costs incurred or changes in estimates and assumptions. Subsequent adjustments to restructuring accruals are
classified in restructuring and other charges in the consolidated income statements.

Accounting for Income Taxes

Cadence accounts for the effect of income taxes in its consolidated financial statements using the asset and liability method. This process involves estimating
actual current tax liabilities together with assessing carryforwards and temporary differences resulting from differing treatment of items, such as depreciation, for tax
and accounting purposes. These differences result in deferred tax assets and liabilities, measured using enacted tax rates expected to apply to taxable income in
the years when those temporary differences are expected to be recovered or settled. Cadence accounts for the United States global intangible low-taxed income as
a period expense.

Cadence then records a valuation allowance to reduce the deferred tax assets to the amount that Cadence believes is more likely than not to be realized
based on its judgment of all available positive and negative evidence. The weight given to the potential effect of negative and positive evidence is commensurate
with the extent to which the strength of the evidence can be objectively verified. This assessment, which is completed on a taxing jurisdiction basis, takes into
account a number of types of evidence, including the following:

» the nature and history of current or cumulative financial reporting income or losses;
» sources of future taxable income;

< the anticipated reversal or expiration dates of the deferred tax assets; and

» tax planning strategies.

Cadence takes a two-step approach to recognizing and measuring the financial statement benefit of uncertain tax positions. The first step is to evaluate the tax
position for recognition by determining whether the weight of available evidence indicates that it is more likely than not that the tax position will be sustained on audit,
including resolution of any related appeals or litigation processes. The second step is to measure the tax benefit as the largest amount that is more than 50% likely
of being realized upon settlement of the audit. Cadence classifies interest and penalties on unrecognized tax benefits as income tax expense or benefit.

For additional discussion of income taxes, see Note 6 in the notes to the consolidated financial statements.



NOTE 3. DEBT

Cadence’s outstanding debt as of January 2, 2021 and December 28, 2019 was as follows:

January 2, 2021 December 28, 2019
(In thousands)
Unamortized Unamortized
Principal Discount Carrying Value Principal Discount Carrying Value
Revolving Credit Facility $ — $ — 3 — $ — $ — —
2024 Notes 350,000 (3,207) 346,793 350,000 (3,981) 346,019
Total outstanding debt $ 350,000 $ (3,207) $ 346,793 $ 350,000 $ (3,981) $ 346,019

Revolving Credit Facility

In January 2017, Cadence entered into a five-year senior unsecured revolving credit facility with a group of lenders led by JPMorgan Chase Bank, N.A., as
administrative agent. The credit facility provides for borrowings up to $350.0 million, with the right to request increased capacity up to an additional $250.0
million upon the receipt of lender commitments, for total maximum borrowings of $600.0 million. The credit facility expires on January 28, 2022 and has no
subsidiary guarantors. Any outstanding loans drawn under the credit facility are due at maturity on January 28, 2022. Outstanding borrowings may be paid at any
time prior to maturity.

Interest accrues on borrowings under the credit facility at either LIBOR plus a margin between 1.250% and 1.875% per annum or at the base rate plus a
margin between 0.25% and 0.875% per annum. Interest is payable quarterly. A commitment fee ranging from 0.15% to 0.30% is assessed on the daily average
undrawn portion of revolving commitments.

The credit facility contains customary negative covenants that, among other things, restrict Cadence’s ability to incur additional indebtedness, grant liens, make
certain investments (including acquisitions), dispose of certain assets and make certain payments, including share repurchases and dividends. In addition, the credit
facility contains financial covenants that require Cadence to maintain a funded debt to EBITDA ratio not greater than 3.00 to 1, with a step up to 3.50 to 1 for one
year following an acquisition by Cadence of at least $250.0 million that results in a pro forma leverage ratio between 2.75 to 1 and 3.25 to 1. As of January 2, 2021
and December 28, 2019, Cadence was in compliance with all financial covenants associated with the revolving credit facility.

2024 Notes

In October 2014, Cadence issued $350.0 million aggregate principal amount of 4.375% Senior Notes due October 15, 2024 (the “2024 Notes”). Cadence
received net proceeds of $342.4 million from the issuance of the 2024 Notes, net of a discount of $1.4 million and issuance costs of $6.2 million. Both the discount
and issuance costs are being amortized to interest expense over the term of the 2024 Notes using the effective interest method. Interest is payable in cash semi-
annually in April and October. The 2024 Notes are unsecured and rank equal in right of payment to all of Cadence’s existing and future senior indebtedness. The fair
value of the 2024 Notes was approximately $393.2 million as of January 2, 2021.

Cadence may redeem the 2024 Notes, in whole or in part, at a redemption price equal to the greater of (a) 100% of the principal amount of the notes to be
redeemed and (b) the sum of the present values of the remaining scheduled payments of principal and interest, plus any accrued and unpaid interest, as more
particularly described in the indenture governing the 2024 Notes.

The indenture governing the 2024 Notes includes customary representations, warranties and restrictive covenants, including, but not limited to, restrictions on
Cadence’s ability to grant liens on assets, enter into sale and lease-back transactions, or merge, consolidate or sell assets, and also includes customary events of
default.



NOTE 4. RECEIVABLES, NET

Cadence’s current and long-term receivables balances as of January 2, 2021 and December 28, 2019 were as follows:

As of
January 2, December 28,
2021 2019
(In thousands)

Accounts receivable $ 196,990 $ 179,250
Unbilled accounts receivable 144,364 126,165
Long-term receivables 3,655 3,082
Total receivables 345,009 308,497
Less allowance for doubtful accounts (2,867) (869)
Total receivables, net $ 342,142 § 307,628

Cadence’s customers are primarily concentrated within the semiconductor and electronics systems industries. As of January 2, 2021 and December 28, 2019,
no customer accounted for 10% or more of Cadence’s total receivables.

Allowance for doubtful accounts

Cadence’s provisions for losses on its accounts receivable during fiscal 2020, 2019 and 2018 were as follows:

Uncollectible

Balance at Charged to Costs Charged to Other ~ Accounts Written Off,  Balance at End of

Beginning of Period* and Expenses Accounts Net Period
Year ended January 2, 2021 $ 2,868 $ 1,628 $ 225 $ (1,854) $ 2,867
Year ended December 28, 2019 3,936 632 — (3,699) 869
Year ended December 29, 2018 $ — 9 5102 $ — $ (1,166) $ 3,936

* Beginning balance for fiscal 2020 reflects the cumulative-effect adjustment recorded in connection with the adoption of ASU 2016-13, “Measurement of Credit Losses on

Financial Instruments” on the first day of fiscal 2020. For additional discussion of recently adopted accounting standards, see Note 2 in the notes to the consolidated financial
statements.

NOTE 5. REVENUE

Cadence groups its products into five categories related to major design activities. The following table shows the percentage of product and related
maintenance revenue contributed by each of Cadence’s five product categories and services for fiscal 2020 and 2019:

2020 2019 2018
Custom IC Design and Simulation 25 % 25 % 26 %
Digital IC Design and Signoff 29 % 30 % 29 %
Functional Verification, including Emulation and Prototyping Hardware* 22 % 23 % 24 %
IP 14 % 13 % 12 %
System Design and Analysis 10 % 9 % 9 %
Total 100 % 100 % 100 %

* Includes immaterial amount of revenue accounted for under leasing arrangements.

Revenue by product category fluctuates from period to period based on demand for products and services, and Cadence’s available resources to deliver
them. Certain of Cadence’s licensing arrangements allow customers the ability to remix among software products. Cadence also has arrangements with customers
that include a combination of products, with the actual product selection and number of licensed users to be determined at a later date. For these arrangements,
Cadence estimates the allocation of the revenue to product categories based upon the expected usage of products.



Significant Judgments

Cadence’s contracts with customers often include promises to transfer to a customer multiple software and/or IP licenses and services, including professional
services, technical support services, and rights to unspecified updates. Determining whether licenses and services are distinct performance obligations that should
be accounted for separately, or not distinct and thus accounted for together, requires significant judgment. In some arrangements, such as most of Cadence’s IP
license arrangements, Cadence has concluded that the licenses and associated services are distinct from each other. In others, like Cadence’s time-based software
arrangements, the licenses and certain services are not distinct from each other. Cadence’s time-based software arrangements include multiple software licenses
and updates to the licensed software products, as well as technical support, and Cadence has concluded that these promised goods and services are a single,
combined performance obligation.

The accounting for contracts with multiple performance obligations requires the contract’s transaction price to be allocated to each distinct performance
obligation based on relative SSP. Judgment is required to determine SSP for each distinct performance obligation because Cadence rarely licenses or sells products
on a standalone basis. In instances where the SSP is not directly observable because Cadence does not sell the license, product or service separately, Cadence
determines the SSP using information that maximizes the use of observable inputs and may include market conditions. Cadence typically has more than one SSP
for individual performance obligations due to the stratification of those items by classes of customers and circumstances. In these instances, Cadence may use
information such as the size of the customer and geographic region of the customer in determining the SSP.

Revenue is recognized over time for Cadence’s combined performance obligations that include software licenses, updates, technical support and
maintenance that are separate performance obligations with the same term. For Cadence’s professional services, revenue is recognized over time, generally using
costs incurred or hours expended to measure progress. Judgment is required in estimating project status and the costs necessary to complete projects. A number of
internal and external factors can affect these estimates, including labor rates, utilization and efficiency variances and specification and testing requirement changes.
For Cadence’s other performance obligations recognized over time, revenue is generally recognized using a time-based measure of progress reflecting generally
consistent efforts to satisfy those performance obligations throughout the arrangement term.

If a group of agreements are so closely related that they are, in effect, part of a single arrangement, such agreements are deemed to be one arrangement for
revenue recognition purposes. Cadence exercises significant judgment to evaluate the relevant facts and circumstances in determining whether the separate
agreements should be accounted for separately or as, in substance, a single arrangement. Cadence’s judgments about whether a group of contracts comprise a
single arrangement can affect the allocation of consideration to the distinct performance obligations, which could have an effect on results of operations for the
periods involved.

Cadence is required to estimate the total consideration expected to be received from contracts with customers. In limited circumstances, the consideration
expected to be received is variable based on the specific terms of the contract or based on Cadence’s expectations of the term of the contract. Generally, Cadence
has not experienced significant returns or refunds to customers. These estimates require significant judgment and the change in these estimates could have an
effect on its results of operations during the periods involved.

Contract Balances

The timing of revenue recognition may differ from the timing of invoicing to customers, and these timing differences result in receivables, contract assets, or
contract liabilities (deferred revenue) on Cadence’s consolidated balance sheets. For certain software, hardware and IP agreements with payment plans, Cadence
records an unbilled receivable related to revenue recognized upon transfer of control because it has an unconditional right to invoice and receive payment in the
future related to those transferred products or services. Cadence records a contract asset when revenue is recognized prior to invoicing and Cadence does not have
the unconditional right to invoice or retains performance risk with respect to that performance obligation. Cadence records deferred revenue when revenue is
recognized subsequent to invoicing. For Cadence’s time-based software agreements, customers are generally invoiced in equal, quarterly amounts, although some
customers prefer to be invoiced in single or annual amounts.

The contract assets indicated below are presented as prepaid expenses and other in the consolidated balance sheet and primarily relate to Cadence’s rights
to consideration for work completed but not billed as of the balance sheet date on services and customized IP contracts. The contract assets are transferred to
receivables when the rights become unconditional, usually upon completion of a milestone.



Cadence’s contract balances as of January 2, 2021 and December 28, 2019 were as follows:

As of
January 2, December 28,
2021 2019
(In thousands)
Contract assets $ 9,709 $ 10,209
Deferred revenue 553,921 428,883

Cadence recognized revenue of $345.9 million, $311.8 million and $284.3 million during fiscal 2020, 2019 and 2018, respectively, that was included in the
deferred revenue balance at the beginning of each fiscal year. All other activity in deferred revenue is due to the timing of invoices in relation to the timing of revenue
as described above.

Payment terms and conditions vary by contract type, although terms generally include a requirement of payment within 30 to 60 days. In instances where the
timing of revenue recognition differs from the timing of invoicing, Cadence has determined that its contracts generally do not include a significant financing
component. The primary purpose of invoicing terms is to provide customers with simplified and predictable ways of purchasing Cadence’s products and services,
and not to facilitate financing arrangements.

Remaining Performance Obligations

Revenue allocated to remaining performance obligations represents the transaction price allocated to the performance obligations that are unsatisfied, or
partially unsatisfied, which includes unearned revenue and amounts that will be invoiced and recognized as revenue in future periods. Cadence has elected to
exclude the potential future royalty receipts from the remaining performance obligations. Contracted but unsatisfied performance obligations were approximately
$3.9 billion as of January 2, 2021, which included $133.6 million of non-cancellable IPAA commitments from customers where actual product selection and
quantities of specific products or services are to be determined by customers at a later date. Contracted but unsatisfied performance obligations were approximately
$3.6 billion as of December 28, 2019, which included $205.7 million of non-cancellable IPAA commitments from customers. As of January 2, 2021, Cadence
expected to recognize approximately 55% of the contracted but unsatisfied performance obligations, excluding non-cancellable IPAA commitments, as revenue over
the next 12 months and the remainder thereafter.

Cadence recognized revenue of $51.2 million, $40.4 million and $34.3 million during fiscal 2020, 2019 and 2018, respectively, from performance obligations
satisfied in previous periods. These amounts represent royalties earned during the period and exclude contracts with nonrefundable prepaid royalties.
Nonrefundable prepaid royalties are recognized upon delivery of the IP because Cadence’s right to the consideration is not contingent upon customers’ future
shipments.

NOTE 6. INCOME TAXES

Cadence’s income before provision (benefit) for income taxes included income from the United States and from foreign subsidiaries for fiscal 2020, 2019 and
2018, was as follows:

2020 2019 2018
(In thousands)
United States $ 256,032 $ 139,306 $ 58,963
Foreign subsidiaries 376,716 339,662 317,427

Total income before provision (benefit) for income taxes $ 632,748 $ 478,968 $ 376,390




Cadence’s provision (benefit) for income taxes was comprised of the following items for fiscal 2020, 2019 and 2018:

2020 2019 2018
(In thousands)

Current:
Federal $ 15,083 $ 15,282 $ 902
State and local 6,401 2,716 (1,270)
Foreign 46,737 48,729 42,657
Total current 68,221 66,727 42,289

Deferred:

Federal (11,155) (9,001) (10,324)
State and local (24,186) 6,593 886
Foreign 9,224 (574,330) (2,238)
Total deferred (26,117) (576,738) (11,676)
Total provision (benefit) for income taxes $ 42,104 § (510,011) $ 30,613

During the third quarter of fiscal 2020, the State of California enacted legislation that, for a three-year period beginning in fiscal 2020, will limit Cadence’s
utilization of California research and development tax credits to $5 million annually and will suspend the use of California net operating loss deductions. Cadence
accounted for the effects of the California tax law change in the period of enactment. Cadence recognized a tax benefit of approximately $22.2 million due to a
partial release of the valuation allowance on our California research and development tax credit deferred tax assets as a result of certain tax elections made in
Cadence’s 2019 California tax return.

During the fourth quarter of fiscal 2019, Cadence completed intercompany transfers of certain intangible property rights to its Irish subsidiary, which resulted in
the establishment of a deferred tax asset and the recognition of an income tax benefit of $575.6 million. Cadence expected to realize the Irish deferred tax asset in
future years and did not provide for a valuation allowance. Cadence considered all available positive and negative evidence, including its past operating results,
forecasted earnings, future taxable income, and any prudent and feasible tax planning strategies in making this determination.



The provision for income taxes differs from the amount estimated by applying the United States statutory federal income tax rates of 21% to income before
provision (benefit) for income taxes for fiscal 2020, 2019, and 2018 as follows:

2020 2019 2018
(In thousands)

Provision computed at federal statutory income tax rate $ 132,877 $ 100,583 $ 79,042
State and local income tax, net of federal tax effect 20,936 23,221 15,540
Intercompany transfers of intangible property rights — (575,618) —
Foreign income tax rate differential (32,589) (37,786) (37,031)
Deemed repatriation transition tax — — (1,409)
U.S. tax on foreign entities 43,615 57,225 28,846
Stock-based compensation (51,226) (29,785) (13,539)
Change in deferred tax asset valuation allowance (9,101) 16,796 13,234
Tax credits (89,684) (87,793) (72,815)
Non-deductible research and development expense 5,163 4,363 4,700
Tax effects of intra-entity transfer of assets 392 895 79
Withholding taxes 17,189 15,865 11,535
Tax settlements, foreign 1,193 458 —
Increase (decrease) in unrecognized tax benefits 159 (1,303) (1,545)
Other 3,180 2,868 3,976

Provision (benefit) for income taxes $ 42,104  § (510,011)  § 30,613

Effective tax rate 7 % (106)% 8 %



The components of deferred tax assets and liabilities consisted of the following as of January 2, 2021 and December 28, 2019:

As of

January 2, December 28,
2021 2019

(In thousands)

Deferred tax assets:

Tax credit carryforwards $ 197,436 $ 206,008
Reserves and accruals 60,272 47,562
Intangible assets 578,267 583,323
Capitalized research and development expense for income tax purposes 39,427 18,477
Operating loss carryforwards 5,935 6,201
Deferred income 21,170 16,704
Capital loss carryforwards 16,944 17,320
Stock-based compensation costs 14,656 15,097
Depreciation and amortization 4,402 8,721
Investments 2,521 2,459
Lease liability 31,278 25,016
Total deferred tax assets 972,308 946,888
Valuation allowance (116,419) (125,520)
Net deferred tax assets 855,889 821,368

Deferred tax liabilities:

Intangible assets (44,549) (24,907)
Undistributed foreign earnings (41,957) (31,916)
ROU assets (31,278) (25,016)
Other (10,749) (8,350)
Total deferred tax liabilities (128,533) (90,189)
Total net deferred tax assets $ 727,356 $ 731,179

During fiscal 2020, 2019 and 2018 Cadence maintained valuation allowances of $116.4 million, $125.5 million, and $108.7 million, respectively, on certain
federal, state and foreign deferred tax assets because the realization of these deferred tax assets require future income of a specific character or amount that
Cadence considered uncertain. The valuation allowance primarily relates to the following:

« Tax credits in certain states that are accumulating at a rate greater than Cadence’s capacity to utilize the credits and tax credits in certain states where
it is likely the credits will expire unused;

« Federal, state and foreign deferred tax assets related to investments and capital losses that can only be utilized against gains that are capital in nature;
and

«  Foreign tax credits that can only be fully utilized if Cadence has sufficient income of a specific character in the future.

The valuation allowance decreased by $9.1 million during fiscal 2020 and increased by $16.8 million and $13.2 million, during fiscal 2019 and fiscal 2018,
respectively. The valuation allowance activity was primarily related to California research and development tax credits and certain foreign tax credits.



As of January 2, 2021, Cadence’s operating loss carryforwards were as follows:

Amount Expiration Periods
(In thousands)
Federal $ 743 from 2021 through 2029
California 27,093  from 2030 through 2039
Other states (tax effected, net of federal benefit) 1,564 from 2021 through 2037
Foreign (tax effected) 2,322 from 2025 through indefinite
As of January 2, 2021, Cadence had tax credit carryforwards of:
Amount Expiration Periods
(In thousands)
Federal* $ 96,417 from 2038 through 2040
California 63,130 indefinite
Other states 12,023 from 2021 through indefinite
Foreign 25,866 from 2035 through indefinite

*Certain of Cadence’s foreign tax credits have yet to be realized and as a result do not yet have an expiration period.
Examinations by Tax Authorities

Taxing authorities regularly examine Cadence’s income tax returns. As of January 2, 2021, Cadence’s earliest tax years that remain open to examination and
the assessment of additional tax include:

Earliest Tax Year Open to
Jurisdiction

Examination
United States — Federal 2015
United States — California 2016
Ireland 2016
Unrecognized Tax Benefits
The changes in Cadence’s gross amount of unrecognized tax benefits during fiscal 2020, 2019 and 2018 are as follows:
2020 2019 2018
(In thousands)
Unrecognized tax benefits at the beginning of the fiscal year $ 106,041 $ 101,857 $ 110,179
Gross amount of the increases (decreases) in unrecognized tax benefits of tax positions taken
during a prior year* 5,037 (3,143) (4,183)
Gross amount of the increases in unrecognized tax benefits as a result of tax positions taken
during the current year 3,344 8,951 2,370
Amount of decreases in unrecognized tax benefits relating to settlements with taxing authorities,
including the utilization of tax attributes (1,316) (380) —
Reductions to unrecognized tax benefits resulting from the lapse of the applicable statute of
limitations (676) (1,692) (5,179)
Effect of foreign currency translation 591 448 (1,330)
Unrecognized tax benefits at the end of the fiscal year $ 113,021  § 106,041 § 101,857
Total amounts of unrecognized tax benefits that, if upon resolution of the uncertain tax positions
would reduce Cadence’s effective tax rate $ 66,010 $ 61,527 $ 58,022

* Includes unrecognized tax benefits of tax positions recorded in connection with acquisitions



It is reasonably possible that the amount of unrecognized tax positions could decrease by approximately $10.5 million during the next 12 months. The potential
decrease could be primarily driven by settlements with tax authorities. The actual amount could vary significantly depending on the ultimate timing and nature of any
settlements.

The total amounts of interest, net of tax, and penalties recognized in the consolidated income statements as provision (benefit) for income taxes for fiscal 2020,
2019 and 2018 were as follows:

2020 2019 2018
(In thousands)
Interest $ 473 % 490 $ 585
Penalties 3) 19 342

The total amounts of gross accrued interest and penalties recognized in the consolidated balance sheets as of January 2, 2021 and December 28, 2019 were
as follows:

As of
January 2, December 28,
2021 2019
(In thousands)
Interest $ 3,555 §$ 3,500
Penalties 12 12

NOTE 7. LEASES

Operating lease expense, which includes immaterial amounts of short-term leases, variable lease costs and sublease income, was as follows during fiscal
2020, 2019 and 2018:

2020 2019 2018
(In thousands)
Operating lease expense $ 39,731 $ 34,709 $ 33,717
Additional activity related to Cadence’s leases during fiscal 2020 and 2019 was as follows:
2020 2019
(In thousands)

Cash paid for amounts included in the measurement of operating lease liabilities $ 34,723 % 34,961
ROU assets obtained in exchange for operating lease obligations 63,057 38,090

ROU lease assets and lease liabilities for Cadence’s operating leases were recorded in the consolidated balance sheet as follows:

As of
January 2, December 28,
2021 2019
(In thousands)

Other assets $ 133,354 $ 100,343
Accounts payable and accrued liabilities 33,920 25,558
Other long-term liabilities 113,916 84,782

Total lease liabilities $ 147,836 $ 110,340

Weighted average remaining lease term (in years) 6.7 5.1

Weighted average discount rate 3.8% 4.5 %



Future lease payments included in the measurement of lease liabilities on the consolidated balance sheet as of January 2, 2021, for the following five fiscal
years and thereafter were as follows:

Operating
Leases
(In thousands)

2021 $ 38,173
2022 29,229
2023 21,517
2024 18,496
2025 15,975
Thereafter 44,251
Total future lease payments 167,641
Less imputed interest (19,805)
Total lease liability balance $ 147,836

As of January 2, 2021, Cadence had additional operating lease obligations of approximately $5.9 million for a facility lease that will commence in the first
quarter of fiscal 2021.

NOTE 8. INVESTMENTS

Cadence has a portfolio of equity investments that includes investments in both marketable and non-marketable securities. These investments primarily
consist of cash investments in companies with technologies or services that are potentially strategically important to Cadence.

Marketable Equity Investments

Cadence’s investment in marketable equity securities consists of purchased shares of a publicly held company and is included in prepaid expenses and other
in Cadence’s consolidated balance sheets. Changes in the fair value of these investments is recorded to other income, net in Cadence’s consolidated income
statements.

Non-Marketable Equity Investments

Cadence’s investments in non-marketable equity securities generally consist of stock, convertible debt or other instruments of privately held entities and are
included in other assets on Cadence’s consolidated balance sheets. Cadence holds a 16% interest in a privately held company that is accounted for using the equity
method of accounting. The carrying value of this investment was $130.7 million and $136.3 million as of January 2, 2021 and December 28, 2019, respectively.
During fiscal 2020 and fiscal 2019, Cadence recorded losses of $4.6 million and $6.9 million, respectively, to other income, net in Cadence’s consolidated income
statements, which represented Cadence’s proportionate share of net income from the investee, offset by amortization of basis differences.

Cadence also holds other non-marketable investments in privately held companies where Cadence does not have the ability to exercise significant influence
and the fair value of the investments is not readily determinable. The carrying value of these investments was $1.6 million and $1.9 million as of January 2,
2021 and December 28, 2019, respectively. Gains and losses on these investments are recorded to other income, net in Cadence’s consolidated income statements
and were not material to Cadence’s consolidated financial statements for fiscal 2020, 2019 or 2018.

NOTE 9. ACQUISITIONS

On January 15, 2020, Cadence acquired all of the outstanding equity of AWR Corporation (“AWR”). On February 6, 2020, Cadence also acquired all of the
outstanding equity of Integrand Software, Inc. (“Integrand”). These acquisitions enhance Cadence’s technology portfolio to address growing radio frequency design
activity, driven by expanding use of 5G communications.

The aggregate cash consideration for these acquisitions was $195.6 million, after taking into account cash acquired of $1.5 million. The total purchase
consideration was allocated to the assets acquired and liabilities assumed based on their respective estimated fair values on the acquisition dates. Cadence will also
make payments to certain employees, subject to continued employment and other performance-based conditions, through the first quarter of fiscal 2023.

With its acquisition of AWR and Integrand, Cadence recorded $101.3 million of definite-lived intangible assets, primarily related to existing technology and
customer agreements and relationships. The weighted-average amortization period for definite-lived intangible assets acquired is approximately 9 years. Cadence
also recorded $119.4 million of goodwill and $25.1 million of net liabilities, consisting primarily of deferred tax liabilities, assumed deferred revenue and trade
accounts receivable. The recorded goodwill is primarily related to the acquired assembled workforce and expected synergies from combining operations of the
acquired companies with Cadence. None of the goodwill related to the acquisitions of AWR and Integrand will be deductible for tax purposes.



Cadence completed one additional acquisition during fiscal 2020. This acquisition is not material to the consolidated financial statements. Cadence has not
presented pro forma financial information for any of the businesses it acquired during fiscal 2020 because the results of operations for these businesses are not
material to Cadence’s consolidated financial statements.

Acquisition-Related Transaction Costs

Transaction costs associated with acquisitions were $2.4 million, $2.3 million and $0.6 million during fiscal 2020, 2019 and 2018, respectively. These costs
consist of professional fees and administrative costs and were expensed as incurred in Cadence’s consolidated income statements.

NOTE 10. GOODWILL AND ACQUIRED INTANGIBLES

Goodwill

The changes in the carrying amount of goodwill during fiscal 2020 and 2019 were as follows:

Gross Carrying
Amount

(In thousands)
Balance as of December 29, 2018 $ 662,272
Effect of foreign currency translation (416)
Balance as of December 28, 2019 661,856
Goodwill resulting from acquisitions 120,564
Effect of foreign currency translation (333)
Balance as of January 2, 2021 $ 782,087

Cadence completed its annual goodwill impairment test during the third quarter of fiscal 2020 and determined that the fair value of Cadence’s single reporting
unit exceeded the carrying amount of its net assets and that no impairment existed.

Acquired Intangibles, Net

Acquired intangibles as of January 2, 2021 were as follows, excluding intangibles that were fully amortized as of December 28, 2019:

Gross Carrying Accumulated Acquired
Amount Amortization Intangibles, Net
(In thousands)
Existing technology $ 370,838 $ (230,654) $ 140,184
Agreements and relationships 180,023 (113,629) 66,394
Tradenames, trademarks and patents 10,590 (6,578) 4,012
Total acquired intangibles with definite lives 561,451 (350,861) 210,590

During fiscal 2020, Cadence completed certain projects previously included in in-process technology and transferred $19.5 million to existing technology.

Acquired intangibles as of December 28, 2019 were as follows, excluding intangibles that were fully amortized as of December 29, 2018:

Gross Carrying Accumulated Acquired
Amount Amortization Intangibles, Net
(In thousands)
Existing technology $ 363,142 $ (245,902) $ 117,240
Agreements and relationships 146,395 (112,565) 33,830
Tradenames, trademarks and patents 7,600 (5,795) 1,805
Total acquired intangibles with definite lives 517,137 (364,262) 152,875
In-process technology 19,500 — 19,500

Total acquired intangibles $ 536,637 $ (364,262) $ 172,375




Amortization expense from existing technology and maintenance agreements is included in cost of product and maintenance. Amortization expense for fiscal
2020, 2019 and 2018, by consolidated income statement caption, was as follows:

2020 2019 2018
(In thousands)
Cost of product and maintenance $ 46,184 $ 40,951 $ 39,247
Amortization of acquired intangibles 18,009 12,128 14,086
Total amortization of acquired intangibles $ 64,193 $ 53,079 $ 53,333

As of January 2, 2021, the estimated amortization expense for intangible assets with definite lives was as follows for the following five fiscal years and
thereafter:

(In thousands)

2021 $ 61,706
2022 43,401
2023 27,870
2024 26,408
2025 15,767
Thereafter 35,438

Total estimated amortization expense $ 210,590

NOTE 11. STOCK COMPENSATION PLANS AND STOCK-BASED COMPENSATION

Equity Incentive Plans

Cadence’s Omnibus Plan provides for the issuance of both incentive and non-qualified options, restricted stock awards, restricted stock units, stock bonuses
and the rights to acquire restricted stock to both executive and non-executive employees. During fiscal 2020, Cadence’s stockholders approved an amendment to
the Omnibus Plan to increase the number of shares of common stock authorized for issuance by 9.0 million. As of January 2, 2021, the total number of shares
available for future issuance under the Omnibus Plan was 16.2 million. Options granted under the Omnibus Plan have an exercise price not less than the fair market
value of the stock on the date of grant. Options and restricted stock generally vest over a period of three years to four years. Options granted under the Omnibus
Plan expire seven years from the date of grant. Vesting of restricted stock awards granted under the Omnibus Plan may require the attainment of specified
performance criteria.

Cadence’s 1995 Directors Stock Incentive Plan (the “Directors Plan”) provides for the issuance of non-qualified options, restricted stock awards and restricted
stock units to its non-employee directors. Options granted under the Directors Plan have an exercise price not less than the fair market value of the stock on the
date of grant. As of January 2, 2021, the total number of shares available for future issuance under the Directors Plan was 0.5 million. Options granted under the
Directors Plan expire after ten years, and options, restricted stock awards and restricted stock units vest one year from the date of grant.

Cadence has assumed certain options granted to employees of acquired companies (“Acquired Options”). The Acquired Options were assumed by Cadence
outside of its stock option plans, and each option is administered under the terms of the respective original plans of the acquired companies. All of the Acquired
Options have been adjusted for the price conversion under the terms of the acquisition agreement between Cadence and the relevant acquired company. If the
Acquired Options are canceled, forfeited or expire, they do not become available for future grant.



Stock-Based Compensation

Stock-based compensation expense and the related income tax benefit recognized in connection with stock options, restricted stock and the ESPP during

fiscal 2020, 2019 and 2018 were as follows:

Stock options
Restricted stock
ESPP
Total stock-based compensation expense

Income tax benefit

2020 2019 2018
(In thousands)
8,062 $ 6,806 $ 5,581
173,193 164,078 153,348
16,013 10,663 8,786
197,268 $ 181,547 § 167,715
31,857 $ 30,118 $ 32,830

Stock-based compensation expense is reflected in Cadence’s consolidated income statements during fiscal 2020, 2019 and 2018 as follows:

Cost of product and maintenance
Cost of services
Marketing and sales
Research and development
General and administrative
Total stock-based compensation expense

Stock Options

2020 2019 2018
(In thousands)

2922 $ 2,759 § 2,631
3,720 3,510 3,714
42,096 39,088 34,665
124,999 114,656 104,353
23,531 21,534 22,352
197,268 $ 181,547 § 167,715

The exercise price of each stock option granted under Cadence’s employee equity incentive plans is equal to or greater than the closing price of Cadence’s
common stock on the date of grant. The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model. The weighted-
average grant date fair value of options granted and the weighted-average assumptions used in the model for fiscal 2020, 2019 and 2018 were as follows:

Dividend yield

Expected volatility
Risk-free interest rate
Expected term (in years)

Weighted-average fair value of options granted

2020 2019 2018
None None None
251 % 24.4 % 24.3 %
1.36 % 2.47 % 2.54 %
4.8 4.8 4.8
$ 19.38 $ 14.58 $ 10.24

A summary of the changes in stock options outstanding under Cadence’s equity incentive plans during fiscal 2020 is presented below:

Options outstanding as of December 28, 2019
Granted

Exercised

Forfeited

Options outstanding as of January 2, 2021

Options vested as of January 2, 2021

Weighted-
Average
Remaining
Weighted- Contractual Aggregate
Average Terms Intrinsic
Shares Exercise Price (Years) Value
(In thousands) (In thousands)
4933 $ 26.38
534 79.82
(1,497) 17.69
(36) 49.97
3934 $ 36.72 4 % 392,240
2974 § 28.37 7% 321,425




Cadence had total unrecognized compensation expense related to stock option grants of $15.0 million as of January 2, 2021, which will be recognized over the
remaining vesting period. The remaining weighted-average vesting period of unvested awards is 2.3 years.

The total intrinsic value of and cash received from options exercised during fiscal 2020, 2019 and 2018 was:

2020 2019 2018
(In thousands)
Intrinsic value of options exercised $ 109,193 § 51,625 $ 31,109
Cash received from options exercised 26,474 14,553 11,748

Restricted Stock

Generally, restricted stock, which includes restricted stock awards and restricted stock units, vests over three years to four years and is subject to the
employee’s continuing service to Cadence. Stock-based compensation expense is recognized ratably over the vesting term. The vesting of certain restricted stock
grants is subject to attainment of specified performance criteria. Each fiscal quarter, Cadence estimates the probability of the achievement of these performance
goals and recognizes any related stock-based compensation expense using the graded-vesting method. The amount of stock-based compensation expense
recognized in any one period can vary based on the attainment or expected attainment of the various performance goals. If such performance goals are not
ultimately met, no compensation expense is recognized and any previously recognized compensation expense is reversed.

Certain long-term, market-based performance stock awards granted to executives vest over three to five years and are subject to certain market conditions and
the executive’s continuing service to Cadence. Stock-based compensation expense is recognized straight-line over the vesting term. If the market-based
performance conditions are not ultimately met, compensation expense previously recognized is not reversed. As of January 2, 2021, Cadence had 1.8 million shares
of unvested long-term, market-based performance stock awards outstanding.

Stock-based compensation expense related to performance-based and market-based performance restricted stock grants for fiscal 2020, 2019 and 2018 was
as follows:

2020 2019 2018
(In thousands)
Stock-based compensation expense related to performance-based restricted stock $ 14,859 $ 12,640 $ 12,868
Stock-based compensation expense related to market-based performance stock awards 8,335 7,019 2,300

A summary of the changes in restricted stock outstanding under Cadence’s equity incentive plans during fiscal 2020 is presented below:

Weighted-
Average
Weighted- Remaining
Average Grant Vesting Aggregate
Date Terms Intrinsic
Shares Fair Value (Years) Value
(In thousands) (In thousands)
Unvested shares as of December 28, 2019 8,393 $ 42.55
Granted 2,180 101.80
Vested (3,865) 42.14
Forfeited (469) 47.74
Unvested shares as of January 2, 2021 6,239 ¢ 63.12 11 °$ 851,087

Cadence had total unrecognized compensation expense related to restricted stock grants of $316.0 million as of January 2, 2021, which will be recognized
over the remaining vesting period. The remaining weighted-average vesting period of unvested awards is 2.1 years.



The total fair value realized by employees upon vesting of restricted stock during fiscal 2020, 2019 and 2018 was:

2020 2019 2018
(In thousands)
Fair value of restricted stock realized upon vesting $ 358,261 $ 298,320 $ 232,099

Employee Stock Purchase Plan

Cadence provides an ESPP, as amended from time to time. A majority of Cadence employees are eligible to participate in the ESPP. Under the terms of the
ESPP, for the offering period that commenced February 1, 2020, eligible employees may purchase Cadence’s common stock at a price equal to 85% of the lower of
the fair market value at the beginning or the end of the applicable offering period, in an amount not to exceed 12% of their annual base earnings plus bonuses and
commissions, and subject to a limit in any calendar year of $12,000. Each offering period has a duration of six months beginning on either February 1 or August 1.
The purchase dates fall on the last days of the six-month offering periods. Under the ESPP for the periods August 1, 2018 through the January 31, 2020 purchase
date, participating employees could contribute up to 10% of their annual base earnings plus bonuses and commissions, and subject to a limit in any calendar year of
$10,000. Under the ESPP and through the July 31, 2018 purchase date, participating employees could contribute up to 7% of their annual base earnings plus
bonuses and commissions, subject to a limit in any calendar year of $8,000. As of January 2, 2021, the total number of shares available for future issuance under
the ESPP was 5.3 million.

Compensation expense is calculated using the fair value of the employees’ purchase rights under the Black-Scholes option pricing model. The weighted-
average grant date fair value of purchase rights granted under the ESPP and the weighted-average assumptions used in the model for fiscal 2020, 2019 and 2018
were as follows:

2020 2019 2018
Dividend yield None None None
Expected volatility 32.6 % 27.9 % 211 %
Risk-free interest rate 0.8 % 2.23 % 2.05 %
Expected term (in years) 0.5 0.5 0.5
Weighted-average fair value of options granted $ 23.08 $ 14.37 $ 9.24
Shares of common stock issued under the ESPP for fiscal 2020, 2019 and 2018 were as follows:
2020 2019 2018
(In thousands, except per share amounts)
Cadence shares purchased under the ESPP 785 988 892
Cash received for the purchase of shares under the ESPP $ 48,328 $ 38,290 $ 29,160
Weighted-average purchase price per share $ 6155 $ 3874 §$ 32.69

Reserved for Future Issuance

As of January 2, 2021, Cadence had reserved the following shares of authorized but unissued common stock for future issuance:

Shares
(In thousands)
Employee equity incentive plans* 21,365
Employee stock purchase plans 5,254
Directors stock plans*® 730
Total 27,349

*Includes shares reserved for: (i) issuance upon exercise of future option grants, (ii) issuance upon vesting of future restricted stock grants, (iii) outstanding but unexercised
options to purchase common stock, or (iv) unvested restricted stock units.



NOTE 12. STOCK REPURCHASE PROGRAMS

As of the end of fiscal 2019, approximately $369 million remained available under Cadence’s previously announced authorization to repurchase shares of
Cadence common stock. In July 2020, Cadence’s Board of Directors increased the previously announced authorization to repurchase shares of Cadence common
stock by an additional $750 million. The actual timing and amount of repurchases are subject to business and market conditions, corporate and regulatory
requirements, stock price, acquisition opportunities and other factors. As of January 2, 2021, approximately $739 million remained available to repurchase shares of
Cadence common stock.

The shares repurchased under Cadence’s repurchase authorizations and the total cost of repurchased shares, including commissions, during fiscal 2020,
2019 and 2018 were as follows:

2020 2019 2018
(In thousands)
Shares repurchased 4,247 4,841 5,934
Total cost of repurchased shares $ 380,064 $ 306,148 $ 250,059

NOTE 13. RESTRUCTURING AND OTHER CHARGES

Cadence has initiated restructuring plans in an effort to better align its resources with its business strategy. The charges associated with these restructuring
plans have primarily been comprised of severance payments and termination benefits related to headcount reductions, estimated lease losses related to facilities
vacated and charges related to abandoned assets. During the fourth quarter of fiscal 2020, Cadence initiated a restructuring plan (the “2020 Restructuring Plan”)
and recorded restructuring and other charges of $10.8 million related to severance payments, termination benefits and charges related to vacated facilities. As of
January 2, 2021, total liabilities related to the 2020 Restructuring Plan were $8.6 million.

Cadence has also initiated restructuring plans in prior years, including both fiscal 2019 and fiscal 2018 (the “prior restructuring plans”). During fiscal 2020,
Cadence revised certain estimates made in connection with the prior restructuring plans and recorded credits of $1.6 million. As of January 2, 2021, total liabilities
related to the prior restructuring plans were $0.1 million.

The following table presents activity for Cadence’s restructuring plans during fiscal 2020, 2019 and 2018:

Severance
and Excess
Benefits Facilities Total
(In thousands)

Balance, December 30, 2017 $ 13,535 $ 249 $ 13,784
Restructuring and other charges, net 10,268 821 11,089
Cash payments (12,688) (192) (12,880)
Effect of foreign currency translation 61 (30) 31

Balance, December 29, 2018 $ 11,176  $ 848 $ 12,024
Restructuring and other charges, net 8,649 (28) 8,621
Cash payments (10,714) (420) (11,134)
Effect of foreign currency translation 118 9 127

Balance, December 28, 2019 $ 9229 $ 409 $ 9,638
Restructuring and other charges , net 7,476 1,739 9,215
Cash payments (9,424) (773) (10,197)
Effect of foreign currency translation 40 3) 37

Balance, January 2, 2021 $ 7321 § 1,372 § 8,693




The remaining liability for Cadence’s restructuring plans is recorded in the consolidated balance sheet as follows:

As of
January 2, 2021
(In thousands)

Accounts payable and accrued liabilities $ 8,653
Other long-term liabilities 40
Total liabilities $ 8,693

All liabilities for severance and related benefits under Cadence’s restructuring plans are included in accounts payable and accrued liabilities on Cadence’s
consolidated balance sheet as of January 2, 2021. Restructuring liabilities included in other long-term liabilities represent liabilities from vacated facilities, and
Cadence expects to make cash payments to settle these liabilities through fiscal 2022.

NOTE 14. OTHER INCOME, NET

Cadence’s other income, net, for fiscal 2020, 2019 and 2018 was as follows:

2020 2019 2018
(In thousands)
Interest income $ 3817 § 9,509 § 8,070
Gains (losses) on marketable equity investments (148) 713 (551)
Gains (losses) on non-marketable equity investments (4,806) (4,802) 3,300
Gains (losses) on securities in NQDC trust 4,881 5,402 (1,471)
Gains (losses) on foreign exchange 4,429 (4,111) (5,557)
Other expense, net (228) (710) (471)
Total other income, net $ 7,945 $ 6,001 $ 3,320

NOTE 15. NET INCOME PER SHARE

Basic net income per share is computed by dividing net income during the period by the weighted-average number of shares of common stock outstanding
during that period, less unvested restricted stock awards. Diluted net income per share is impacted by equity instruments considered to be potential common shares,
if dilutive, computed using the treasury stock method of accounting.

The calculations for basic and diluted net income per share for fiscal 2020, 2019 and 2018 are as follows:

2020 2019 2018
(In thousands, except per share amounts)
Net income $ 590,644 $ 988,979 $ 345,777
Weighted-average common shares used to calculate basic net income per share 273,728 273,239 273,729
Stock-based awards 5,913 7,276 7,415
Weighted-average common shares used to calculate diluted net income per share 279,641 280,515 281,144
Net income per share — basic $ 216 $ 362 $ 1.26

Net income per share — diluted $ 211 $ 353 § 1.23




The following table presents shares of Cadence’s common stock outstanding for fiscal 2020, 2019 and 2018 that were excluded from the computation of
diluted net income per share because the effect of including these shares in the computation of diluted net income per share would have been anti-dilutive:

2020 2019 2018
(In thousands)
Long-term market-based awards 383 1,097 50
Options to purchase shares of common stock 201 359 637
Non-vested shares of restricted stock 58 727 290

Total potential common shares excluded 642 2,183 977




NOTE 16. BALANCE SHEET COMPONENTS

A summary of certain balance sheet components as of January 2, 2021 and December 28, 2019 is as follows:

Inventories:
Raw materials
Finished goods

Inventories

Property, plant and equipment:
Computer equipment and related software
Buildings
Land
Leasehold, building and land improvements
Furniture and fixtures
Equipment
In-process capital assets
Total cost
Less: Accumulated depreciation and amortization

Property, plant and equipment, net

Other assets:
Non-marketable investments
ROU lease assets
Other long-term assets

Other assets

Accounts payable and accrued liabilities:
Payroll and payroll-related accruals
Other accrued operating liabilities

Accounts payable and accrued liabilities

Other long-term liabilities:
Operating lease liabilities
Other accrued liabilities

Other long-term liabilities

As of
January 2, December 28,
2021
(In thousands)

$ 63,647 $ 36,637
12,309 19,165

$ 75,956 $ 55,802
$ 616,836 $ 554,874
126,666 126,795

55,848 55,820

129,155 106,456

27,064 23,425

38,732 38,955

10,774 4,706

1,005,075 911,031
(693,950) (635,176)

$ 311,125 $ 275,855
$ 132,226 $ 138,212
133,354 100,343

170,526 106,874

$ 436,106 $ 345,429
$ 219,289 $ 200,163
130,662 116,745

$ 349,951 $ 316,908
$ 113,916 $ 84,782
93,186 77,739

$ 207,102 $ 162,521




NOTE 17. FAIR VALUE

Inputs to valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from independent sources, while unobservable
inputs reflect Cadence’s market assumptions. These two types of inputs have created the following fair value hierarchy:

» Level 1 — Quoted prices for identical instruments in active markets;

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

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

The valuation techniques used to determine the fair value of Cadence’s 2024 Notes are classified within Level 2 of the fair value hierarchy. For additional
information relating to Cadence’s debt arrangements, see Note 3 in the notes to consolidated financial statements.

This hierarchy requires Cadence to minimize the use of unobservable inputs and to use observable market data, if available, when determining fair value.
Cadence recognizes transfers between levels of the hierarchy based on the fair values of the respective financial instruments at the end of the reporting period in
which the transfer occurred. There were no transfers between levels of the fair value hierarchy during fiscal 2020.

On a quarterly basis, Cadence measures at fair value certain financial assets and liabilities. The fair value of financial assets and liabilities was determined
using the following levels of inputs as of January 2, 2021 and December 28, 2019:

Fair Value Measurements as of January 2, 2021:
Total Level 1 Level 2 Level 3
(In thousands)

Assets
Cash equivalents:

Money market funds $ 541,386 $ 541,386 $ — 3 —
Marketable equity securities 4,452 4,452 — —
Securities held in NQDC trust 42,769 42,769 — —
Foreign currency exchange contracts 8,868 — 8,868 —

Total Assets $ 597,475 $ 588,607 $ 8,868 $ —

As of January 2, 2021, Cadence did not have any financial liabilities requiring a recurring fair value measurement.

Fair Value Measurements as of December 28, 2019:
Total Level 1 Level 2 Level 3
(In thousands)

Assets
Cash equivalents:

Money market funds $ 445,942 $ 445,942 $ — 3 —
Marketable equity securities 4,600 4,600 — =
Securities held in NQDC trust 34,096 34,096 —_ —_
Foreign currency exchange contracts 3,557 — 3,557 —

Total Assets $ 488,195 § 484,638 $ 3,557 § —

As of December 28, 2019, Cadence did not have any financial liabilities requiring a recurring fair value measurement.



Level 1 Measurements

Cadence’s cash equivalents held in money market funds, marketable equity securities and the trading securities held in Cadence’s NQDC trust are measured
at fair value using level 1 inputs.

Level 2 Measurements

The valuation techniques used to determine the fair value of Cadence’s foreign currency forward exchange contracts and 2024 Notes are classified within
Level 2 of the fair value hierarchy. For additional information relating to Cadence’s debt arrangements, see Note 3 in the notes to consolidated financial statements.

Level 3 Measurements

Cadence acquired intangible assets of $101.3 million during the first quarter of fiscal 2020 with its acquisition of AWR and Integrand. The fair value of the
definite-lived intangible assets acquired with these acquisitions was determined using variations of the income approach, which include level 3 inputs.

For existing technology, the fair value was determined by applying the relief-from-royalty method. This method is based on the application of a royalty rate to
forecasted revenue to quantify the benefit of owning the intangible asset rather than paying a royalty for use of the asset. To estimate royalty savings over time,
Cadence projected revenue from existing technology over the estimated remaining life of the technology, including the effect of technological obsolescence which
was estimated at rate between 5% and 7.5% annually, before applying an assumed royalty rate of 20%. The present value of after-tax royalty savings were
determined using discount rates ranging from 10% to 11.5%.

The fair value for customer contracts and related relationships was determined by using the multi-period excess earnings method. This method reflects the
present value of the projected cash flows that are expected to be generated from existing customers, less charges representing the contribution of other assets to
those cash flows. Projected income from existing customer relationships considered customer retention rates ranging between 85% and 95%. The present value of
operating cash flows from existing customers was determined using discount rates 10% and 11.5%.

Cadence also assumed obligations related to deferred revenue of $6.9 million during the first quarter of fiscal 2020 with its acquisition of AWR. The fair value of
these obligations was estimated using the cost build-up approach. The cost build-up approach determines fair value using estimates of the costs required to fulfill the
contracted obligations plus an assumed profit margin, which approximates the amount that AWR would be required to pay a third party to assume the obligation.

Cadence believes that its estimates and assumptions related to the fair value of its acquired intangible assets and deferred revenue obligations are
reasonable, but significant judgment is involved.

NOTE 18. COMMITMENTS AND CONTINGENCIES

Purchase Obligations

Cadence had purchase obligations of $46.8 million as of January 2, 2021 that were associated with agreements or commitments for purchases of goods or
services.

Legal Proceedings

From time to time, Cadence is involved in various disputes and litigation that arise in the ordinary course of business. These include disputes and lawsuits
related to intellectual property, indemnification obligations, mergers and acquisitions, licensing, contracts, distribution arrangements and employee relations matters.
At least quarterly, Cadence reviews the status of each significant matter and assesses its potential financial exposure. If the potential loss from any claim or legal
proceeding is considered probable and the amount or the range of loss can be estimated, Cadence accrues a liability for the estimated loss. Legal proceedings are
subject to uncertainties, and the outcomes are difficult to predict. Because of such uncertainties, accruals are based on Cadence’s judgments using the best
information available at the time. As additional information becomes available, Cadence reassesses the potential liability related to pending claims and litigation
matters and may revise estimates.

Other Contingencies

Cadence provides its customers with a warranty on sales of hardware products, generally for a 90-day period. Cadence did not incur any significant costs
related to warranty obligations during fiscal 2020, 2019 or 2018.

Cadence’s product license and services agreements typically include a limited indemnification provision for claims from third parties relating to Cadence’s
intellectual property. If the potential loss from any indemnification claim is considered probable and the amount or the range of loss can be estimated, Cadence
accrues a liability for the estimated loss. The indemnification is generally limited to the amount paid by the customer. Cadence did not incur any significant losses
from indemnification claims during fiscal 2020, 2019 or 2018.



NOTE 19. EMPLOYEE AND DIRECTOR BENEFIT PLANS

Cadence maintains various defined contribution plans for its eligible U.S. and non-U.S. employees. For employees in the United States, Cadence maintains a
401(k) savings plan to provide retirement benefits through tax-deferred salary deductions and may make discretionary contributions, as determined by the Board of
Directors, which cannot exceed a specified percentage of the annual aggregate salaries of those employees eligible to participate. Cadence’s total contributions
made to these plans during fiscal 2020, 2019 and 2018 were as follows:

2020 2019 2018
(In thousands)
Contributions to defined contribution plans $ 27,152 $ 25269 $ 25,731

Executive Officers and Directors may also elect to defer compensation payable to them under Cadence’s NQDC. Deferred compensation payments are held in
investment accounts and the values of the accounts are adjusted each quarter based on the fair value of the investments held in the NQDC. These investments are
classified in other assets in the consolidated balance sheets and gains and losses are recognized as other income, net in the consolidated income statements.

Certain of Cadence’s international subsidiaries sponsor defined benefit retirement plans. The unfunded projected benefit obligation for Cadence’s defined
benefit retirement plans is recorded in other long-term liabilities in the consolidated balance sheets.

NOTE 20. ACCUMULATED OTHER COMPREHENSIVE LOSS

Cadence’s accumulated other comprehensive loss is comprised of the aggregate impact of foreign currency translation gains and losses and changes in
defined benefit plan liabilities and is presented in Cadence’s consolidated statements of comprehensive income.

Accumulated other comprehensive loss was comprised of the following as of January 2, 2021, and December 28, 2019:

As of
January 2, December 28,
2021 2019
(In thousands)
Foreign currency translation loss $ (11,130) $ (29,503)
Changes in defined benefit plan liabilities (6,295) (7,423)
Total accumulated other comprehensive loss $ (17,425) $ (36,926)

For fiscal 2020, 2019 and 2018, there were no significant amounts related to foreign currency translation loss or changes in defined benefit plan liabilities
reclassified to net income from accumulated other comprehensive loss.

NOTE 21. SEGMENT REPORTING

Segment reporting is based on the “management approach,” following the method that management organizes the company’s reportable segments for which
separate financial information is made available to, and evaluated regularly by, the chief operating decision maker in allocating resources and in assessing
performance. Cadence’s chief operating decision maker is its CEO, who reviews Cadence’s consolidated results as one operating segment. In making operating
decisions, the CEO primarily considers consolidated financial information, accompanied by disaggregated information about revenues by geographic region.

Outside the United States, Cadence markets and supports its products and services primarily through its subsidiaries. Revenue is attributed to geography
based upon the country in which the product is used, or services are delivered. Property, plant and equipment assets are attributed to geography based on the
country where the assets are located.



The following table presents a summary of revenue by geography for fiscal 2020, 2019 and 2018:

2020 2019 2018
(In thousands)

Americas:
United States $ 1,096,263 $ 982,380 $ 924,644
Other Americas 43,652 43,473 32,531
Total Americas 1,139,915 1,025,853 957,175

Asia:

China 406,645 241,474 210,194
Other Asia 487,362 459,028 395,221
Total Asia 894,007 700,502 605,415
Europe, Middle East and Africa 469,804 433,314 406,877
Japan 179,165 176,650 168,555
Total $ 2,682,891 $ 2,336,319 $ 2,138,022

The following table presents a summary of property, plant and equipment assets by geography as of January 2, 2021, December 28, 2019 and December 29,
2018:

As of
January 2, December 28, December 29,
2021 2019 2018
(In thousands)

Americas:
United States $ 248,292 $ 220,023 $ 200,025
Other Americas 753 728 475
Total Americas 249,045 220,751 200,500

Asia:

China 16,416 15,729 9,608
Other Asia 28,668 27,890 30,021
Total Asia 45,084 43,619 39,629
Europe, Middle East and Africa 16,304 10,474 11,784
Japan 692 1,011 717
Total* $ 311,125 $ 275,855 $ 252,630

NOTE 22. SUBSEQUENT EVENT

On January 18, 2021, Cadence entered into a definitive agreement to acquire all of the outstanding equity of Belgium-based Numerical Mechanics
Applications International SA (“NUMECA”), a leader in computational fluid dynamics (“CFD”), mesh generation, multi-physics simulation and optimization. This
addition of NUMECA'’s technologies and talent supports Cadence’s Intelligent System Design™ strategy and broadens its System Design and Analysis technology
portfolio with the addition of CFD solutions. The acquisition of NUMECA is expected to close during the first quarter of fiscal 2021, subject to customary closing
conditions, and is expected to be funded through cash on hand.

Due to the timing of the acquisition, the initial accounting for the acquisition is incomplete. As such, Cadence is not able to disclose certain information relating
to the acquisition, including the preliminary fair value of assets acquired and liabilities assumed.
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Form of Restricted Stock Unit Award Agreement under the
Regqistrant’s Amended and Restated 2000 Equity Incentive
Plan.

Form of Stock Option Agreement under the Registrant’s
Amended and Restated 2000 Equity Incentive Plan.

The Registrant’'s Omnibus Equity Incentive Plan, as
amended and restated.

Form of Incentive Stock Award Agreement for Non-
Executive Employees and Consultants, as currently in
effect under the Registrant’'s Omnibus Equity Incentive
Plan.

Form of Restricted Stock Unit Agreement for Non-
Executive Employees and Consultants, as currently in
effect under the Registrant’'s Omnibus Equity Incentive
Plan.

Form of Stock Option Agreement for Non-Executive
Employees and Consultants, as currently in effect under
he Registrant’'s Omnibus Equity Incentive Plan.

Eorm of Incentive Stock Award Agreement for Executives,
as currently in effect under the Registrant’'s Omnibus
Equity Incentive Plan.

Form of Restricted Stock Unit Agreement for Executives,
as currently in effect under the Registrant's Omnibus
Equity Incentive Plan.

Form of Stock Option Agreement for Executives, as
currently in effect under the Registrant's Omnibus Equity
Incentive Plan.

The Registrant’s Amended and Restated Employee Stock
Purchase Plan.

The Registrant’s 1996 Deferred Compensation Venture
Investment Plan, as amended and restated effective
January 1, 2001.

The Registrant’s 2002 Deferred Compensation Venture
Investment Plan, as amended.

The Registrant’s 1994 Deferred Compensation Plan, as
amended and restated effective November 20, 2003
(409A Grandfathered Plan).

The Registrant’s 2009 Deferred Compensation Plan, as
amended and restated on February 5, 2019.

The Senior Executive Bonus Plan.

The Registrant’s Executive Severance Plan.
Director Medical and Prescription Benefits Coverage
Reimbursement Plan.

Altos Design Automation, Inc. 2006 Stock Plan, as
amended December 23, 2009.

Tensilica, Inc. 2007 Stock Incentive Plan.
C2 Design Automation (d/b/a/ Forte Design Systems)
2010 Stock Option Plan.

Form of Indemnity Agreement between the Registrant and
its directors and executive officers, as amended and
restated.

Employment Agreement, effective as of July 29, 2008,
between the Registrant and James J. Cowie.
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Employment Agreement, effective as of January 8, 2009,
between the Regqistrant and Lip-Bu Tan.

Employment Agreement, effective as of February 23, 2009,
between the Registrant and Nimish H. Modi.

Form of First Amendment to Employment Agreement
between the Registrant and the Registrant’s named executive
officers.

Form of Second Amendment to Employment Agreement
between the Registrant and the Registrant’s named executive
officers.

Second Amendment to Employment Agreement, effective as
of March 1, 2010, between the Registrant and Lip-Bu Tan.
Employment Agreement, effective as of September 20, 2012,
between the Registrant and Thomas P. Beckley.

Employment Agreement, effective as of March 16, 2015,
between the Registrant and Anirudh Devgan.

Letter, dated September 1, 2015, between the Registrant and
Neil Zaman.

Offer Letter, dated January 12, 2017, between the Registrant
and Surendra Babu Mandava.

First Amendment to Employment Agreement, effective
November 16, 2017, between the Reqistrant and Anirudh
Devgan.

Credit Agreement, dated as of January 30, 2017, by and
among the Registrant, JPMorgan Chase Bank, N.A. and other
lenders party thereto.

Third Amendment to Employment Agreement, effective as of
March 22, 2018, between the Registrant and Lip-Bu Tan.
nusemi inc. 2015 Equity Incentive Plan.

Second Amendment to Employment Agreement, effective
March 31, 2020, between Regqistrant and Anirudh Devgan.
Letter from KPMG LLP dated March 3, 2020

Subsidiaries of the Registrant.

Consent of PricewaterhouseCoopers LLP, Independent
Registered Public Accounting Firm

Consent of KPMG LLP, Independent Registered Public
Accounting Firm

Certification of the Reqistrant’s Chief Executive Officer, Lip-
Bu Tan, pursuant to Rule 13a-14 of the Securities Exchange
Act of 1934.

Certification of the Registrant’s Chief Financial Officer, John
M. Wall, pursuant to Rule 13a-14 of the Securities Exchange
Act of 1934.

Certification of the Registrant’s Chief Executive Officer, Lip-
Bu Tan, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
Certification of the Registrant’s Chief Financial Officer, John
M. Wall, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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* Indicates management contract or compensatory plan or arrangement covering executive officers or directors of the Registrant.

1 In accordance with Item 601(b)(32)(ii) of Regulation S-K, the certifications furnished in Exhibits 32.01 and 32.02 hereto will not be deemed "filed" for purposes of
Section 18 of the Exchange Act or incorporated by reference into any filings under the Securities Act or the Exchange Act (except to the extent that the registrant
specifically incorporates it by reference).



SIGNATURES

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

CADENCE DESIGN SYSTEMS, INC.

/sl Lip-Bu Tan

Lip-Bu Tan

Chief Executive Officer and Director
Dated: May 14, 2021




EXHIBIT 23.01

Consent of Independent Registered Public Accounting Firm

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (Nos. 333-240302, 333-232761, 333-226294, 333-226293,
333-226292, 333-219432, 333-212669, 333-204278, 333-197579, 333-195771, 333-194102, 333-188452, 333-188449, 333-184595, 333-174202, 333-174201,
333-174200, 333-159486, 333-150948, 333-149877, 333-145891, 333-144972, 333-135003, 333-132754, 333-132753, 333-124025, 333-119335, 333-116681,
333-115351, 333-115349, 333-108251, 333-105492, 333-105481, 333-104720, 333-103657, 333-103250, 333-102648, 333-101693, 333-88390, 333-87674,
333-85080, 333-82044, 333-75874, 333-65116, 333-56898, 333-69589, 333-33330, 333-93609, 333-85591, 333-71717, 333-65529, 333-61029, 333-34599,
333-27109, and 333-18963) of Cadence Design Systems, Inc. of our report dated February 22, 2021 relating to the financial statements and the effectiveness of
internal control over financial reporting, which appears in this Form 10-K, as amended.

/sl PricewaterhouseCoopers LLP

San Jose, California
May 14, 2021



EXHIBIT 23.02

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Cadence Design Systems, Inc.:

We consent to the incorporation by reference in the registration statement (Nos. 333-240302, 333-232761, 333-226294, 333-226293, 333-226292, 333-219432,
333-212669, 333-204278, 333-197579, 333-195771, 333-194102, 333-188452, 333-188449, 333-184595, 333-174202, 333-174201, 333-174200, 333-159486, 333-
150948, 333-149877, 333-145891, 333-144972, 333-135003, 333-132754, 333-132753, 333-124025, 333-119335, 333-116681, 333-115351, 333-115349, 333-
108251, 333-105492, 333-105481, 333-104720, 333-103657, 333-103250, 333-102648, 333-101693, 333-88390, 333-87674, 333-85080, 333-82044, 333-75874,
333-65116, 333-56898, 333-69589, 333-33330, 333-93609, 333-85591, 333-71717, 333-65529, 333-61029, 333-34599, 333-27109, and 333-18963) on Form S-8 of
Cadence Design Systems, Inc. of our report dated February 24, 2020, with respect to the consolidated balance sheet of Cadence Design Systems, Inc. as of
December 28, 2019, the related consolidated statements of income, comprehensive income, stockholders’ equity, and cash flows for each of the years in the two-
year period ended December 28, 2019, and the related notes (collectively, the consolidated financial statements), which report appears in the January 2, 2021
annual report on Form 10-K/A of Cadence Design Systems, Inc.

Our report on the consolidated financial statements refers to the adoption of Financial Accounting Standards Board (“FASB”) Accounting Standards Update (ASU)
2016-02, Leases, as of December 30, 2018.

/s KPMG LLP
Santa Clara, California
May 14, 2021



Exhibit 31.01
CERTIFICATIONS

I, Lip-Bu Tan, certify that:

1.
2.

By:

| have reviewed this Annual Report on Form 10-K/A of Cadence Design Systems, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’'s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
/sl Lip-Bu Tan
Lip-Bu Tan
Chief Executive Officer
(Principal Executive Officer)

Date:May 14, 2021



Exhibit 31.02
CERTIFICATIONS

I, John M. Wall, certify that:

1.
2.

By:

I have reviewed this Annual Report on Form 10-K/A of Cadence Design Systems, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, 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;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’'s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

/s/ John M. Wall

John M. Wall

Senior Vice President and Chief Financial Officer
(Principal Accounting and Financial Officer)

Date: May 14, 2021



Exhibit 32.01
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K/A for the fiscal year ended January 2, 2021 of Cadence Design Systems, Inc. (the “Company”) as filed with

the Securities and Exchange Commission on the date hereof (the “Report”), I, Lip-Bu Tan, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1.
2.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ Lip-Bu Tan

Lip-Bu Tan

Chief Executive Officer
(Principal Executive Officer)
Date: May 14, 2021

A signed original of this written statement required by Section 906 has been provided to Cadence Design Systems, Inc. and will be retained by Cadence and
furnished to the Securities and Exchange Commission or its staff upon request.



Exhibit 32.02
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K/A for the fiscal year ended January 2, 2021 of Cadence Design Systems, Inc. (the “Company”) as filed with
the Securities and Exchange Commission on the date hereof (the “Report”), I, John M. Wall, Senior Vice President and Chief Financial Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ John M. Wall

John M. Wall

Senior Vice President and Chief Financial Officer
(Principal Accounting and Financial Officer)
Date: May 14, 2021

A signed original of this written statement required by Section 906 has been provided to Cadence Design Systems, Inc. and will be retained by Cadence and
furnished to the Securities and Exchange Commission or its staff upon request.



