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Forward-Looking Statements

Statements in this Annual Report about our anti@@dinancial results and growth, as well as abitwé development of our products and
markets, are forward-looking statements that aredshon our current plans and assumptions. Impoitaotmation about factors that may
cause our actual results to differ materially frohese statements is discussed in Item 1A. “Riskofa¢ and generally throughout this report.

Unless otherwise indicated, all references to arye#iect our fiscal year that ends on September 30

PART |
ITEM 1. Business
Overview

Parametric Technology Corporation (PTC) developakets and supports product lifecycle managememtjRoftware solutions and
related services that help companies improve fireduct development processes. Our software sokitielp customers decrease time to
market, improve product quality, increase innovatimd reduce product development cost.

The PLM market encompasses the mechanical compigted design, manufacturing and engineering (CABMGnNnd CAE) market and
the collaboration and product data management (P&iitions market, as well as many previously igslanarkets that address various
phases of a product’s lifecycle. These include:

. component and supplier managem:
. visualization and digital mocku,
. enterprise application integratic
. program and project management, .

. after-market service and portfolio management, requirgsner@nagement, customer needs management, mamufgglanning,
and technical and marketing publicatio

Our software solutions include:

. a suite of mechanical compt-aided design, engineering calculation, and >-based document authoring tools (MC,
solutions); anc

. a range of Internet-based collaboration, contedtpncess management, and publishing technolodéa (hanagement and
collaboration solutions

These software solutions enable companies to:
. createdigital product content as represented by prodestghs and compone¢based documents (collective“digital product”);

. collaborateglobally on the development of content with c-functional teams consisting of members within ageoization ant
from the extended enterpris

. control content and automate processes over the coursprofiac’s lifecycle;
. configurecontent to match products and services;

. communicateelevant product information across the extendddrprise and to customers through multiple chanasilsg dynamic
publications.
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Our PLM solutions suite addresses significant emgles that companies, and in particular manufaguwdmpanies, face in their product
and documentation development processes. Thesslacl

. more frequent chang

. heterogeneity of systen

. cos-efficient product developmer
. IT consolidation initiatives

. regulatory compliance

. increased communication inside and outside the faaturing enterprise to support growing globaliaatand outsourcing ¢
development activitie:

. increasingly transparent supply chains,
. growing services and maintenance strate

Our PLM software solutions suite provides our costos with a product development system that pelimitisiduals—regardless of their
roles in the commercialization of a product, thenpater-based tools they use, or their location gggatgcally or in the supply chain—to
participate in the product development processh@ie devoted significant resources to developinglata management and collaboration
solutions and integrating them with our MCAD softegolutions. We continue to integrate our produatse tightly and make them easier to
deploy. We believe this will create significant addvalue for our customers.

An extension of our PLM solutions, our product mf@tion delivery solutions, enable our customeraddress significant inefficiencies
in cross-functional or complex documentation depsient processes. Today, most companies use traglipoblishing tools that involve a
significant amount of manual work to maintain aetardocumentation. This causes considerable additiwork where multiple authors
contribute to the development of content, contéainges frequently, multiple organizations withicoanpany have specialized requirements
but use similar content, or regulatory compliareguires standardization across all information otstpOur product information delivery
solutions allow customers to create compound doatsrfeom reusable content components, leverage @ABe creation of technical
illustrations, manage the content and processesable teams to work together, and configure afdighuthe information for a variety of uses
and audiences in multiple formats.

Our solutions are complemented by our experieneedces and technical support organizations, abagalesellers and other strategic
partners. Our services and technical support orgsions provide training, consulting, implementatand support services to customers
worldwide. Our resellers supplement our directsébece to provide greater geographic and smatl-raadium-size account coverage,
primarily for our MCAD solutions. Our strategic praers provide complementary product and/or serefterings.

Acquisitions

We are continuing to expand our business throughiaitions and we acquired three businesses in,2008f which were acquired in tt
first quarter.

CoCreate Software GmbhVe purchased CoCreate Software GmbH for approxign&247.5 million (net of cash acquired and inchgli
$4.8 million of acquisitiorrelated transaction costs). We financed this adépriswith $220 million borrowed under our revolgirtredit facility
and $27.5 million of cash. CoCreate was a privalell company based in Sindelfingen, Germany, ajitproximately 280 employees.
CoCreate provided CAD and PLM tools, predominatdlgustomers in the high-tech and electronics aal$ machinery industries. CoCreate
had revenue of approximately $78 million for theelve months ended October 31, 2007
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and operating margins that historically exceedetoan operating margins. CoCreate has contribudgdvenue growth and operating margin
improvement in 2008. Further, because CoCreat/enues were concentrated in Europe and Jagamave benefited from increased prese
in those markets and we expect to continue to égeour sales force and reseller channel to inereges of CoCreate products in North
America and Asia.

Logistics Business Systems Ltd. (LB®g.acquired LBS for approximately $13.1 millioncash (net of cash acquired and including $0.2
million of acquisition-related costs). A privatdigld company based in the United Kingdom, LBS piediintegrated logistics support
solutions for the aerospace and defense and eiatian industries. LBS had approximately $5 miflim annual revenue and approximately 45
employees. This acquisition strengthens our puibigsbolutions because LBS solutions help custoreligser product support information that
is compliant with specified industry standards,bsas S1000D and S2000M. The combination of PTCL&®! facilitates the reuse of both
product design and configuration data such as Gk, fhills of material, change management infofamaand logistics information.

Digital Human, Inc (DHI).We acquired DHI for $1.0 million in cash. DHI waslevelopment stage company based in Canada deve
ergonomic simulation technology.

The acquisitions of LBS and DHI did not contribstgnificantly to revenue or earnings in 2008.

Our Principal Products and Services

As we describe above, we develop and sell PLM soffveolutions and related services that enable aoiap to optimize their product
development processes.

PRODUCTS
Our product development system architecture is:
. integral, sharing a common database schema, common busisjestscand seamless user interf:

. Interne-based, enabling our product development system to deptwgss existing Intranet and Internet infrastrregito
accommodate a distributed value chain;

. interoperable, integrating with other systems using standardomals and integration approach

We describe our portfolio of PLM Solutions in matetail below.

MCAD Solutions

Our MCAD solutions include our integrated CAD/CAMKE software as well as document authoring tools. @uncipal MCAD
solutions are described below.

Pro/ENGINEER ®is a family of three-dimensional product desigruiohs based on a parametric, feature-based sadklar that
enables changes made during the design processassbciatively updated throughout the design.dbess can use Pro/ENGINEER for
detailed design (CAD), manufacturing/production (@) and simulation/analysis (CAE), as well as facleanging CAD data with a multitude
of sources and in varied standard formats, allowviiregn to create more innovative, differentiated famdttional products quickly and easily.
Pro/ENGINEER can improve product quality and rediiie to market by enabling end users to evaluatiipte design alternatives and to
share data with bi-directional associativity.

CoCreate®is a family of explicit CAD, PDM and collaborati@oftware that enables customers pursuing a liglgttteind flexible
design strategy to meet short design cycles aodetate one-off product designs
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quickly. CoCreate’s explicit modeling approach dealproduct development teams quickly to createraodify 3D product designs. This fast
and lightweight design approach gives designexsldiidy to make changes to a product design latthe development process and the ability
to work with multi-source CAD data. CoCreate enahlsers to reduce design cycle time, improve warkgicollaboration through an
integrated data management system and decreasgcpdmlelopment costs.

Mathcad ®is an engineering calculation software solutiort ttanbines a computational engine, accessed thromg¥Ventional math
notation, with a full-featured word processor anapiping tools. Mathcad allows our customers torddtee their Pro/ENGINEER designs and
predict the behavior of a Pro/ENGINEER model, whieln then be validated using our Pro/ENGINEER CAlEt®ns. This approach can help
our customers speed time to market by significargtiucing the number of iterations necessary toptetm a design. In addition, when
combined with our Windchill solutions, the valuabiéellectual property captured in Mathcad can lanaged and shared securely with others
for reuse and regulatory compliance.

Arbortext ®products Arbortext Editor™ and Arbortext IsoDré&are designed to help customers improve documentatiouracy, speed
time to market, and lower publishing costs.

. Arbortext Editor is a componeri-based authoring tool used to create dynamic cofdemultiple output types. Arbortext Edit
looks and works like familiar word processing safter but is able to create reusable content compenehich can be aggregated
into dynamic, customized publications. With Arbatt&ditor, documents can be created by multipleriiomtors and the document
components are reusable. Consequently, when chémgestent are made, those changes will be refieatherever that content is
used.

. Arbortext IsoDraw ®is a technical illustration solution that enablespanies to create both 2D and 3D technical ikgtns and
animations from scratch or from existing CAD d&acause customers use the solution to create taghlhistrations from existin
CAD data, they can develop technical publicatioms$ engineering designs concurrently, link technilbadtrations and animations
to engineering designs, and automatically recrieatk illustrations and animations when CAD filesobe through direct
integration with Pro/ENGINEER or transfer in mulésupported formats. Illustrations and animatioreated using Arbortext
IsoDraw can be embedded in the Arbortext docummstglting in rich technical publications.

Data Management and Collaboration Solutions

Our suite of Windchill, Arbortext and ProductViewlstions is designed to help companies managertieeps of developing products
and documentation across an extended enterprieseTdata management and collaboration solutiopscuistomers leverage product
development content not only for the engineeriracpsses, but also for use in other processes asutctanufacturing, procurement, technical
publications and after market services. With ouadaanagement and collaboration solutions, oucusts can improve time to market,
increase the number of new products they introdingerove product quality, reduce product cost, oeddevelopment cost, and improve
content reuse.

We describe our principal Data Management and Gotktion Solutions below.

Windchill ®is a family of sophisticated, Internet-based congéerl process management solutions for managinglesndata and
relationships, processes and publications, inclyidin

. Windchill PDMLIink ®, a product content management solution that id tsseontrol information by facilitating data acs#slity
and automating and managing the product developpreness throughout the life of a product. WinddRDMLink is fluent with
workgroup level CAD content management as wellamsplete enterprise-wide product content manageemahenables document
management, change management and configuratioagearent. Optional modules of Windchill
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PDMLink include Windchill MPMLink™, which enablempanies to concurrently develop manufacturing @gsglans as they
develop products, Windchill PartsLifkClassification and Reuse, which enables compaaiesganize internal design libraries to
enable part reuse, and Windchill Supplier Managenveimich enables companies to develop approved faatwrer and vendor
lists.

. Windchill ProjectLink™, a collaborative project megement solution that enables companies (incluttiely employees, partners,
suppliers and customers) to work together on ptejgrough Internet-based compartmentalized wodespa/Nindchill ProjectLink
also has capabilities for project plan developmenilestone and deliverable tracking, activity asgignt and management, and on-
line discussion forum:

. Pro/INTRALINK ®, a Windchillbased Pro/ENGINEER workgroup data management ealthiat provides centralized vaulting ¢
revision control of Pro/ENGINEER models, relatioipst) and capabilities for improved information sdéiyuand accuracy. A subset
of the capabilities found in Windchill PDMLink, PibITRALINK is used for Pro/ENGINEER-only data maremgent within the
engineering department.

Arbortext solutions enable our customers to manage complerniration assets and to streamline their produorination delivery
processes. Optimized for managing XML documentlh@et using Arbortext, these solutions supportatmtation of geographically dispers
teams, and manage critical processes such as omatfigh management and release of publications stheions consist of a Windchill-based
content and configuration management system tisahalsles Arbortext-authored XML and SGML content ponents and automatically
publishes audience-specific content in both pnivtt e@lectronic forms, with high-quality layout aratratting.

ProductView ™ solutions enable enterprise-wide visualizatirjfication, annotation and automated comparisoa wide variety of
product development data formats, including MCAD @nhd 3D), ECAD, and documents. This solution pdesiinternal and external
participants in the process with lightweight acaesgroduct designs and related data without r@ggithe original authoring tool.

SERVICES
Maintenance Services

We offer maintenance support plans for our softvproglucts. Participating customers receive perigdftware updates. Active
maintenance plan customers also have direct atzess global technical support team of certifiedji@eers for issue resolution. We also
provide self-service support tools that allow oustomers access to an extensive amount of techmipglort information.

Consulting and Training Services

We offer consulting, implementation and trainingveees through our services organization, as wethaough third-party resellers and
other strategic partners. These services enableustomers to adopt and use our solutions moretefédy.

Geographic and Segment Information

Financial information about our international ammdrestic operations, including by segment and ppadgdroducts, may be found in
Note N of‘Notes to Consolidated Financial Statements,” whidbrmation is incorporated herein by reference.

Research and Development
We continue to invest in research and developneeimprove the quality and functionality of our pramds.
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Our research and development expenses were $18R2dhnm 2008, $162.4 million in 2007 and $147.0lon in 2006. Additional
information about our research and developmentmeipfgres may be found in Item 7. “Management’s Dgston and Analysis of Financial
Condition and Results of Operations—Results of @j@ns—Costs and Expenses—Research and Developiment.

Sales and Marketing

We derive most of our revenue from products andices sold directly by our sales force to our esdricustomers. We also offer
products through third-party resellers. Our diades force focuses on large accounts, while @allex channel provides a cost-effective
means of covering the small- and medium-size bgsinearket.

Within our direct sales force, we have both striat@gcounts and general business accounts unisstfategic accounts unit is further
divided into vertical groups, such as aerospacedafehse, automotive, consumer products, elecsamd high technology, industrial products
and life sciences. This vertical orientation isnmied in our services delivery organization andréasingly, in the products we deliver to
strategic accounts. The general business accoitris umganized geographically. In addition, we tione to broaden our indirect distribution
channel through alliances with third-party resallend other strategic partners who provide prodamtiéor services that complement our
offerings. Our resellers distribute our productd arovide related services throughout North Ameriarope and parts of AsRacific; and ou
other strategic partners complement our productldgwment system with ancillary offerings.

Competition

We compete primarily in the PLM market, includitngtCAD/CAM/CAE market. We compete with a numbecompanies that offer
solutions that address specific functional areai@ by our solutions, including: Dassault Syste®A and Siemens AG (as a result of its
acquisition of UGS Corp in 2007) for traditional MO solutions, PDM solutions, manufacturing plannsgjutions and visualization and
digital mock-up solutions; and Oracle Corporatias 4 result of its acquisition of Agile Softwarer@aration in 2007) for PDM solutions. In
addition, we compete with SAP AG, which has entéhedPLM market and offers a solution that contmitsduct data within the larger
framework of its Enterprise Resource Planning sotutWe believe our PLM solutions are more spealfictargeted toward the product
development processes within manufacturing compgeaniel offer broader and deeper functionality irséhprocesses than are ERP-based
solutions.

We also compete in the CAD/CAM/CAE market with dgsproducts such as Autodesk, Inc.’s Inventor, 8srAG’s Solid Edge and
Dassault Systemes’ SolidWorks for sales to smatl@nufacturing customers.

Proprietary Rights

Our software products and related technical knowskadong with our trademarks, including our compaaynes, product names and
logos, are proprietary. We protect our intellectu@perty rights in these items by relying on caglyts, trademarks, patents and common law
safeguards, including trade secret protection. 8 ase license management and other anti-piratywtdogy measures, as well as contractual
restrictions to curtail the unauthorized use arstrithution of our products.

Our proprietary rights are subject to risks andeutainties described under Item 1A. “Risk Factdrslow. You should read that
discussion, which is incorporated into this sectigrreference.

PTC, the PTC Logo, Parametric Technology Corponafidve Product Development Company, Create ColibdZontrol Configure
Communicate, Pro/ENGINEER, Wildfire, Pro/INTRALINK)ptegra, CADDS,
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Windchill, Windchill PDMLink, Windchill ProjectLink Windchill PartsLink, Windchill MPMLink, Pro/INTRAINK, ProductView, Mathcad,
Arbortext, Arbortext IsoDraw, Arbortext IsoView, Coeate, FlexPLM, Mathcad and all product name&énRTC product family are
trademarks or registered trademarks of PTC or olosidiaries in the United States and/or other agest

Backlog

We generally ship our products within 30 days afiszeptance of a customer order. A high percerdgbger license revenue historically
has been generated in the third month of eachlfigeater, and this revenue tends to be concentiatthe later part of that month.
Accordingly, orders may exist at the end of a cgratftat have not been shipped and not been re@jaz revenue. We do not believe that our
backlog at any particular point in time is indieatiof future sales levels.

Employees

As of September 30, 2008, we had 5,087 employeeliding 1,369 in sales and marketing; 1,454 irtaagr support, training and
consulting; 511 in general and administration; &rtb3 in product development. Of these employe&&8lwere located in the United States
and 3,219 were located outside the United States.

Website Access to Reports and Code of Business Cowetland Ethics

We make available free of charge on our websitevat/.ptc.com the following reports as soon as reabbnpracticable after
electronically filing them with, or furnishing theta, the SEC: our Annual Reports on Form 10-K; Quarterly Reports on Form 10-Q; our
Current Reports on Form 8-K; and amendments teethegsorts filed or furnished pursuant to Sectiod@)Lor 15(d) of the Securities Exchange
Act of 1934. Our Proxy Statements for our Annualeltiegs and Section 16 trading reports on SEC F&msand 5 also are available on our
website. The reference to our website is not irgertd incorporate information on our website irtis locument by reference.

Our Code of Business Conduct and Ethics also idadoka on our website. Additional information abdhis code and amendments and
waivers thereto can be found below in Part Ilimt&0 of this Annual Report.

Executive Officers of the Registrant

Information about our executive officers is incargted by reference from Part Ill, Item 10 of thisnial Report.

Other Information

PTC was incorporated in Massachusetts in 1985sahdadquartered in Needham, Massachusetts.

ITEM 1A. Risk Factors

The following are important factors we have ideatlfthat could affect our future results. You slioconsider them carefully when
evaluating forward-looking statements made bynduiding those contained in this Annual Report duse these factors could cause actual
results to differ materially from those projectedaorward-looking statements. The risks describeldWw are not the only risks we face.
Additional risks and uncertainties not currentiyolum to us or that we currently deem to be immalteniy also materially adversely affect our
business, financial condition and/or operating ltssu
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I. Operational Considerations

Our operating results fluctuate from quarter to quir, which makes it difficult to predict our revare and operating results and could
adversely affect our stock price.

Our quarterly operating results have historicdllicfuated and are likely to continue to fluctuagpending on a number of factors
including the following:

. a high percentage of our revenue has historicagnlgenerated in the third month of each fiscattguand any failure to receive,
complete or process orders at the end of any quasted cause us to fall short of our revenue tin(

. a growing percentage of our revenue comes frontolletboration solutions, which tend to be soldarger deals with longer le:
times that are less predictak

. our operating expenses are based on expected evand any failure to achieve our revenue targetklcause us to fall short
our earnings targets as we

. our mix of license and service revenues can vamfquarter to quarter, creating variability in @perating margins

. because a significant portion of our revenue i®irign currency and a significant portion of oMpense structure is located
internationally, shifts in foreign currency exchamgtes could adversely affect our reported revamakor expenses; al

. we may incur significant expenses in a quarteiimnection with corporate development initiativesstructuring efforts or our
investigation, defense or settlement of legal actithat would increase our operating expensehé&qtarter in which those
expenses are incurre

Accordingly, our quarterly results are difficult poedict prior to the end of the quarter and we fo@yinable to confirm or adjust
expectations with respect to our operating redatts: particular quarter until that quarter hasselh Any failure to meet our quarterly revenue
or earnings targets could adversely impact the atakice of our stock.

Weakness in the United States and international eemies may harm our business.

As our business has expanded globally and the piop®f our revenues we generate in Europe and\#ie-Pacific region has
increased, we have become increasingly subjebietoisks arising from adverse changes in globahewedc conditions, especially those in
Europe and the Asia-Pacific region. Economic grointthe United States slowed in 2008 and macroeodnoonditions have deteriorated
worldwide in the second half of calendar 2008 cliigomic growth continues to slow, customers magyjekduce or forego technology
purchases. This could result in reductions in salesir products, longer sales cycles, slower adopif new technologies and increased price
competition. Further, deteriorating economic candg could adversely affect our customers and #iaiity to pay amounts owed to us. Any
these events would likely harm our business, resiflbperations and financial condition.

Our forecasts of our revenues and earnings outlamly be inaccurate.

Our revenues, particularly new software licenseneres, are difficult to forecast. We use a pipediystem to forecast revenues and tr
in our business. We monitor the status of potebiigsiness and estimate when a customer will mgkeehase decision, the dollar amount of
the sale and the products or services to be sbles& estimates are aggregated periodically to gentre pipeline. Our pipeline estimates may
prove to be unreliable either in a particular geiadr over a longer period of time, in part becahseconversion rate of the pipeline into
contracts can be difficult to estimate and requinemagement judgment. A variation in the conversate could cause us to plan or budget
incorrectly and materially adversely impact ouribass or our planned results of operations. Iniq@dér, a slowdown in customer spending or
weak economic conditions generally can reduce ¢ineersion rate in a particular quarter as purclipdecisions are delayed, reduced in
amount or cancelled.
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We depend on sales within the manufacturing markehich could decrease if manufacturing activity sis.

A large amount of our revenues are related to saleastomers in the manufacturing sector. A dediingeneral economic or business
conditions or a decline in spending in this sectarld cause customers to reduce or defer spendimgfarmation technology, which would
cause our revenue and earnings to decrease asworgore slowly. The Institute for Supply Managememhanufacturing index, a key meas
of U.S. manufacturing activity, fell to a seven y&av in September 2008 and fell further to a 2@ew in October 2008, indicating a
contraction in manufacturing activity. Accordingthjs could be our first indication that customeray begin to reduce or defer spending or
products and services, which would decrease o@niess.

Our cost structure is relatively fixed in the shatrm, which makes it difficult to reduce our expseés quickly in response to declines in
revenue or revenue growth.

We make expenditures to support our revenue growdidvance of achieving the expected revenue. Spereses associated with
headcount and facilities can be difficult to redacéckly due to the nature of those items. If raxedoes not grow at the rate we expect or if it
declines, our expenses may constitute a largeeptge of our operating budget than we planned;whbuld adversely affect our
profitability.

We may be adversely affected by a decline in denfandProduct Lifecycle Management (PLM) solutions.

We currently derive our license and service revempredominantly from our integrated PLM softwaredarcts and services and we
expect this to continue into the future. As a redattors affecting the demand for PLM softwarkigons, including weakness in the general
economy, or pricing pressures on this single categould have a material adverse effect on oumfaiel condition and results of operations.

We are relocating some of our business functionsygw locations, which could adversely affect ouravations.

As part of our efforts to increase our presencgtriategic regions and to reduce our operating cagsare relocating some of our busir
functions to new locations, including China and flaisTransitioning those functions to those loaaimvolves terminating employees in the
location from which the business function is mowstich will cause us to incur restructuring costd anay cause disruption in those business
functions as new personnel are hired and traindditidnally, because we do not have significantrapieg experience in some of these
countries, it may take us longer to realize theefiesywe expect from relocating those functionstill.

We use third parties, in addition to our direct gal force, for the distribution and implementatior our software solutions, which makes it
more difficult to manage customer relationships.

We have entered into relationships with groupseafgyaphically dispersed resellers and other sti@apgtners to promote, sell and/or
implement our products, which can reduce our cdutver the sales process and the delivery of sesvic our customers. Our ability to
successfully distribute and implement our softwsokitions through third parties will depend on:

. our ability to enter into agreements with approeridird parties that can deliver our products andérvices in appropriate marke
. the third part’s ability to learn, promote and implement our praidy

. our ability to efficiently manage our sales chasri®} effectively coordinating and managing jointivdties (including sales,
marketing, implementation, support and customerise); and

. our ability to optimize our sales and services cage and productivity through, among other medifisctive use and manageme
of our internal resources in combination with cegellers and other strategic partners, includifgemappropriate, making
measured increases to our internal resources &edting in our reseller channel and other stratpgitners
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We have significant sales and operations outside thnited States, which exposes us to additionalrating and compliance risks.

Non-U.S. revenues accounted for approximately 66@uptotal revenue in 2008, 61% of our total rawein 2007 and 57% of our total
revenue in 2006. We expect revenue from our non-tp&rations will continue to account for a sigeafit portion of our total revenue. As part
of our international operations, we sell and dels@ftware and services, and maintain support éjp@s in a large number of non-U.S.
countries whose laws and practices differ from ¢hiosthe U.S. Accordingly, while we maintain a caetpensive compliance program
(including in the areas of business conduct, firnotegrity, export control and anti-bribery), wannot guarantee that an employee, agent or
partner will not act in violation of PTC policy &.S. or other applicable laws. Such violations lesau to civil and/or criminal prosecutions,
substantial fines and the revocation of our rigbtsontinue certain operations and also causeliigimess and reputation loss. Our
international operations also subject us to adufi@perational risks, many of which are beyondaantrol, including:

* imposition of U.S. and foreign government contrelsch as export license requirements or other tresteictions and changes
regulatory practices

» unexpected changes in regulatory requirements, asichanges in withholding taxes that could redthnie repatriation of earning
into the U.S. and affect our effective income tater

» unexpected changes in the political and economic@mment, including curtailment of trade and otbesiness restrictions; al
» difficulties in obtaining the protections of intetitual property laws, if any, of other countri

Any of these events could reduce our revenue osales, increase our expenses or decrease outingerergins.

Because a substantial portion of our sales are kséing customers and sales to new customers ofedg on customer references, ol
business could be adversely affected if our custosmeere to become dissatisfied with our productslan services.

Many of our sales are follow-on sales to existingtomers who invest in our product developmentesystf a significant number of
customers were to become dissatisfied with ouryctsdor services or otherwise elected to adopeeitbmpeting solutions or a competitive
product development system, we could lose thoseviebn sales, which would adversely affect our rewes. In addition, we could lose an
important source of references, which could adwgiggpact our ability to obtain new customers. Hinea decrease in the size of our installed
base could adversely affect both our license reegf@und our service revenues.

Our financial condition could be adversely affectédsignificant errors or defects are found in owoftware.

Sophisticated software often contains errors, defecother performance problems when first inttlior when new versions or
enhancements are released as these enhanced semnain additional programming code and thirdypsourced functionality that must wc
across our large product suite. If errors or defacé discovered in our current or future produgesmay not be able to correct them in a tin
manner or provide an adequate response to ourrsastoWe may therefore need to expend signifidgaantial, technical and management
resources, or divert some of our development regsuin order to resolve or work around those defec

Errors, defects or other performance problems mpooducts could cause us to delay product relearsesstomer deployments. Any st
delays could cause us to incorrectly predict thedli quarter in which we will realize revenue frim licensing and shipment of new or
enhanced products and give our competitors a grepp®rtunity to market competing products. Sudfiatilties could also cause us to lose
customers. Technical problems or the loss of custsroould also damage our business reputationauskws to lose new business
opportunities.
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We may be unable to successfully acquire and intggradditional strategic businesses and any addiéibbusinesses we acquire may not
achieve the revenue and earnings we anticipated.

The success of our long-term strategic plan dep&nplart on our ability to acquire strategic busees and/or technologies. If we are
unable to identify and complete such acquisitiovesmay not achieve our revenue or earnings tarfjete businesses and/or technologies we
acquire do not generate the revenue and earningxpezt or if we are unable to effectively integrtite acquired technology into our prodt
we may not achieve our revenue or earnings targets.

In addition, business combinations involve a nundfdactors that affect operations and operatirsgilts, including:

. diversion of manageme’s attention

. potential loss of key personn

. entry into unfamiliar markets, which creates newdurct, sales, services and support requirem

. possible assumption of unanticipated legal or fam@riabilities;

. possibly incurring debt to finance an acquisiti

. unanticipated operating difficulties in connectigith the acquired entities, including potential lilees in revenue of the acquir
entity;

. possible impairment of acquired intangible assetduding goodwill; anc

. dilution to our earnings per share if we were Buésstock as consideratic

As a result, we may fail to successfully integratel manage businesses and technologies that wacqgaire without incurring
substantial expenses, delays or other problemsthad negatively impact our results of operatidhsur short-term liquidity declines or we

are forced to divert attention from other initis#ds/due to resource constraints in connection vatjuiaition-related activity, our ability to
implement other strategic initiatives or make irtwgnts in our operational infrastructure couldrgaired.

We are dependent on key personnel whose loss ciochir our operations, our product development aurcsales efforts.
Our success depends upon our ability to attractetaih highly skilled managerial, technical antbsgersonnel.

We require highly skilled technical personnel teelep our products. Competition for such persommelur industry is intense. If we are
unable to attract and retain technical personnt thie requisite skills, our product developmembr$ could be delayed, which could adver
affect our revenues and profitability.

Our sales efforts rely on having a sufficient numtifesales representatives with the skills and Kedge necessary to sell our products,
including an ability to educate our customers almaumtproducts in order to create and meet demanaduioproducts. If we are unable to attract
or retain sales personnel with the requisite eigesrour revenue could be adversely affected.

We must continually modify and enhance our produdtskeep pace with changing technology and addresscustomers’ needs and
expectations, and any failure to do so could redwsmand for our products.

Our ability to remain competitive will depend onr@bility to enhance our current offerings and depaew products and services that
keep pace with technological developments and ena@ving customer requirements through:

. internal research and development and quality asserprograms
. acquisition or license of technology; a
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. strategic partnership

In addition, our solutions must meet customer etgiEms to be successful, especially with respect t
. return on investment and value creati

. ease and rapidity of installatio

. eas-of-use and interoperabilit

. full capability, functionality and performanc

. ability to support a large, diverse and geograplyichspersed user base, including the abilityupport global product developme
programs; ani

. quality and efficiency of the services performedusyand our partners relating to implementatione@rdiguration.

If our solutions fail to meet customer expectatjanstomers may stop their adoption of our solgjoasulting in a loss of potential
additional sales, and we may be unable to retdstieg customers or attract new customers for olut®ns.

At times we provide extended payment terms to awstemers, which may be a factor in our custonm” purchasing decisions, and our
revenues could be adversely affected if we ceasekimg these terms available.

We have provided extended payment terms to cecteatomers in connection with transactions we hawepieted with them. Providing
extended payment terms may positively influenceaustomers’ purchasing decisions but may reduceasi flows in the short-term. If we
reduce the amount of extended payment terms wedwade customers, customers might reduce or deéeamount they spend on our products
and services from the amount they might otherwiseetspent if extended payment terms were avaitalileem. If this were to occur, our
revenue or revenue growth could be lower than iior greriods or than we expect.

We may be unable to adequately protect our progigtrights.

Our software products and trademarks, includingomunpany names, product names and logos, are etapri We protect our
intellectual property rights in these items by nedyon copyrights, trademarks, patents and commerskfeguards, including trade secret
protection, as well as restrictions on disclosanmed transferability contained in our agreements wther parties. Despite these measures, the
laws of all relevant jurisdictions may not affordeguate protection to our products and other mtgllal property. In addition, we frequently
encounter attempts by individuals and companigsr&de our software solutions. If our measuresrtaget our intellectual property rights fail,
others may be able to use those rights, which caddce our competitiveness and revenues.

Intellectual property infringement claims could b&sserted against us, which could be expensive fenttand could result in limitations ol
our use of the claimed intellectual property.

The software industry is characterized by frequiggation regarding copyright, patent and othdeilectual property rights. While we
have not had any significant claims of this typsested against us, such claims could be assertedsagss in the future. If a lawsuit of this ty
is filed, it could result in significant expenseus and divert the efforts of our technical and aggement personnel. We cannot be sure that we
would prevail against any such asserted claimselflid not prevail, we could be prevented from gghmat intellectual property or required to
enter into royalty or licensing agreements, whiaghtinot be available on terms acceptable to uaditition to possible claims with respect to
our proprietary information, some of our produatstain technology developed by and licensed frand fharties and we may likewise be
susceptible to infringement claims with respedhiese third-party technologies.
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Competition is increasing, which may reduce our fite and limit or reduce our market share.

The market for our PLM software solutions is rapidhanging and increasingly competitive. We expechpetition to intensify, which
could result in price reductions for our produats aervices, reduced margins and loss of markeés@ar primary competition comes from:

. larger, more well-known enterprise software provddeho have extended, or may seek to extend, thaifunality of their products
to encompass PLM or who may develop and/or purcRasé technology; ani

. other vendors of engineering informatioianagement softwar

In addition, recent and ongoing consolidation witthie software industry has given rise to new drahger competitors.

Growth in the computer-aided design solutions indiyshas slowed.

Growth in certain segments of the computer-aidesiigghesolutions industry has slowed and, coupleti décreased functional
differentiation among flexible engineering toolsayradversely affect our ability to penetrate thekeafor new customers and capture market
share.

Increasing competition in the comput-aided design marketplace may reduce our revenues.

A large portion of our revenues are currently dedisrom our computer-aided design solutions ancethee an increasing number of
competitive design products, some of which empledsiwer price points and ease of use comparedetmtire robust functionality of our
solutions. This increased competition makes aftrgatew customers more difficult. In addition, soowenpetitive products have reached a
level of functionality whereby product differentat is less likely, in and of itself, to dislodgecumbent design systems, given the training,
data conversion and other startup costs assoaiatedystem replacement. Although Pro/ENGINEER W&l which focuses on PLM
interoperability and ease of use, is designed tivess these competitive pressures, increased citimpeaind further market acceptance of
competitive products could have a negative effagbiicing and revenue for our products, which cdwdste a material adverse effect on our
revenue and our operating margins.

[I. Other Considerations
We are currently defending a lawsuit seeking subtal damages in which we could be liable.

On August 2, 2007, GE Capital Leasing Corporat®&CL) filed a lawsuit against us in the U.S. DigtiCourt for the District of
Massachusetts. The lawsuit alleges that GECL veasglfrlently induced to provide over $60 million inancing to Toshiba Corporation for
purchases of third party products, predominantiZ Pfoducts, during the period from 2003 to 2006 QEElaims that PTC participated in the
alleged scheme or, alternatively, should have lageare of the scheme and made negligent misrepegieTs that enabled the scheme to
continue undetected. All of the alleged transaatioccurred in Japan. GECL's complaint claims damad&47 million and seeks three times
that amount plus attorneys’ fees. On October 2826@8 United States District Court for the Digto€ Massachusetts entered an order granting
PTC’s motion to dismiss GECL’s complaint subjectéstain conditions, including PTC’s agreementrovjile certain discovery to GECL and
to assent to personal jurisdiction in Japan. Onéxder 17, 2008, GECL filed a motion to vacate igrts October 2dorder and to seek to
continue the case in the U.S. We are opposing GE@Idtion. If the case is not re-opened in the UWB.believe it likely that GECL will file a
new action in Japan against PTC and/or its Japanudssdiary. We dispute GECL's claims and intenddntest them vigorously. As of
September 30, 2008 and 2007, revenue of $43.8m#nd $40.3 million, respectively, that was presly recorded for the transactions at i
has been deferred and recorded as customer advarmasconsolidated balance sheets. That liabitl remain recorded until the rights and
obligations of the several companies connected thiih
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Toshiba transactions are resolved. The changesiorier advances at September 30, 2008 from Sept&@p2007 is due to foreign currency
translation adjustments related to these balanbéshvare recorded in Japanese Yen. To the extahtrthtters are resolved in our favor, we
reduce customer advances and record revenue orintioene at that time. We have not accrued anyrdidegility for this matter as of
September 30, 2008.

We have a revolving credit facility and have borred/funds under that facility.

In connection with our acquisition of CoCreate ®@ite GmbH in November 2007, we borrowed approxiip&i220 million under our
revolving credit facility, and have since reduche balance owed to $88.5 million as of SeptembePB08. We may undertake additional
borrowings against the credit facility in the fueup support our operations, including additionedtegic acquisitions. For any such borrowing
we will incur periodic payment obligations. In atidin, we are required to comply with the requirgdafcial and operating covenants, which
could limit our ability to operate our businessagsotherwise might operate it. Our failure to coynpith any of these covenants or to meet our
payment obligations could result in an event oid#fwhich, if not cured or waived, would resultath amounts outstanding, including all
accrued interest and unpaid fees, becoming immedgidtie and payable. We may not have sufficienkimgrcapital or liquidity to satisfy our
repayment obligations in the event of an accelenati those obligations. In addition, if we are motompliance with the financial and
operating covenants at the time we wish to bornomd$§, we will be unable to borrow funds or to bardditional funds.

Our stock price has been volatile, which may mak&arder to resell your shares at a time and atri@cp that is favorable to you.

Market prices for securities of software compamiesgenerally volatile and are subject to signiftdauctuations unrelated or
disproportionate to the operating performance e$¢hcompanies. The trading prices and valuatiottsese stocks, and of ours, may not be
predictable. Negative changes in the public’s paioa of the prospects of software companies, ®E or the PLM market generally, could
depress our stock price regardless of our resultseover, current conditions in the stock marketeheaused trading prices, including that of
our common stock, to fall for reasons unrelatelistorical company performance and there is nocatibn of when conditions in the stock
market will improve.

Also, a large percentage of our common stock id bglinstitutional investors. Purchases and sdiesiocommon stock by these
institutional investors could have a significanpimst on the market price of the stock. For morerimfaition about those investors, please see
our proxy statement with respect to our most reaenual meeting of stockholders and Schedules H8DL&G filed with the SEC with respect
to our common stock.

ITEM 1B. Unresolved Staff Comments
None.

ITEM 2. Properties

We currently lease 110 offices used in operatiarthé United States and internationally, predoneilyads sales and/or support offices
and for research and development work. Of our witapproximately 1,239,000 square feet of leasedifies used in operations,
approximately 503,000 square feet are locatedanis., including 329,000 square feet of our headqus facility located in Needham,
Massachusetts. The lease for our headquarters lre@@tember 2000 and expires in December 2012esuto certain renewal rights. We
also lease space comprising approximately 505,§08re feet, which is not used for our current ofj@na and is primarily subleased to third
parties. As described in Notes C and H of “Note€dmsolidated Financial Statements,” lease commmitsnen unused facilities in excess of
expected sublease income have been included irestruicturing provisions. We continue to engagsuinleasing and early lease termination
initiatives to employ alternate uses for these sgdacilities. We believe that our facilities ateequate for our present needs.
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ITEM 3. Legal Proceedings

On August 2, 2007, GE Capital Leasing Corporat®ECL) filed a lawsuit against us in the U.S. DigtiCourt for the District of
Massachusetts. The lawsuit alleges that GECL veaslfrlently induced to provide over $60 million indncing to Toshiba Corporation for
purchases of third party products, predominantiZ Pfoducts, during the period from 2003 to 2006 QEElaims that PTC participated in the
alleged scheme or, alternatively, should have la@eare of the scheme and made negligent misrepegimTd that enabled the scheme to
continue undetected. All of the alleged transaatioccurred in Japan. GECL's complaint claims dammad&47 million and seeks three times
that amount plus attorneys’ fees. On October 2826 United States District Court for the Digtiof Massachusetts entered an order granting
PTC’s motion to dismiss GECL’s complaint subjectéstain conditions, including PTC'’s agreementrovjile certain discovery to GECL and
to assent to personal jurisdiction in Japan. Onexaer 17, 2008, GECL filed a motion to vacate iharics October 2¢order and to seek to
continue the case in the U.S. We are opposing GE@igtion. If the case is not re- opened in the W8.believe it likely that GECL will file a
new action in Japan against PTC and/or its Japanudssadiary. We dispute GECL's claims and intenddntest them vigorously. As of
September 30, 2008 and 2007, revenue of $43.8miihd $40.3 million, respectively, that was presiy recorded for the transactions at i
has been deferred and recorded as customer advarmesconsolidated balance sheets. That liabiiti, remain recorded until the rights and
obligations of the several companies connected thihlroshiba transactions are resolved. The changestomer advances at September 30,
2008 from September 30, 2007 is due to foreignesay translation adjustments related to these batawhich are recorded in Japanese Yen.
To the extent that matters are resolved in ourrfave will reduce customer advances and recordngy®r other income at that time. We have
not accrued any other liability for this mattercisSeptember 30, 2008.

We also are subject to various legal proceedindscéaims that arise in the ordinary course of bessn We currently believe that
resolving these other matters will not have a nitadverse impact on our financial condition sukés of operations.

ITEM 4.  Submission of Matters to a Vote of Security Holder:
No matters were submitted to a vote of securitgled during the last quarter of 2008.
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PART Il

ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Information with respect to the market for our coamstock may be found in the section captionedé¢&et Financial Data” in Item 6
below and is incorporated herein by reference.

On September 30, 2008, the close of our fiscal,yearcommon stock was held by 4,292 shareholdemscord. As of November 21,
2008, our common stock was held by 4,290 sharet®olferecord.

We do not pay cash dividends on our common stodkwaaretain earnings for use in our business. Ailgfowe review our dividend
policy periodically, we cannot assure you thatmwiew will cause us to pay any dividends in theife. Further, our revolving credit facility
requires us to maintain specified leverage andifisearge ratios that limit the amount of dividetiust we can pay.

ITEM 6. Selected Financial Date

Our five-year summary of selected financial datd g@narterly financial data for the past two year®cated on the last page of this Form
10-K and incorporated herein by reference.
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ITEM 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward-Looking Statements

Statements in this Annual Report about anticipditgahcial results and growth, as well as about ¢leeelopment of our products and
markets, are forward-looking statements that aredsbon our current plans and assumptions. Impoita#otmation about the bases for these
plans and assumptions and factors that may causadaiual results to differ materially from thesat&ments is contained below anc
Item 1A.“Risk Factors” of this report.

Unless otherwise indicated, all references to arye#iect our fiscal year that ends on September 30

Executive Overview

In 2008, we reported revenue of $1,070 million apdrating income of $125 million, a 180 basis paimprovement in operating margi
from 2007. Our acquisition of CoCreate Software Ghiacquired on November 30, 2007) and favorableifpr currency exchange rate
movements were significant contributors to our afieg results for the year. Largely due to thestofs, we experienced revenue growth in
Europe and Asia-Pacific. We also generated ove $2ilion of operating cash flow, an increase o&€p$90 million from 2007, as a result of
improved profitability and strong customer collecis with days sales outstanding improving to 61sdsiythe end of 2008 versus 74 days at the
end of 2007.

We see the most significant risks for 2009 to leerttacroeconomic climate, which could cause ourocusts to delay, forego or reduce
the amount of their investments in our solutiong@ay payments of amounts due to us, and the tréeefine in foreign currency exchange
rates, particularly the Euro, which could adversdfect our reported results as amounts earnethir countries are translated into dollars for
reporting purposes.

We have been, and expect to continue, investirgiirproduct portfolio, through both internal deyatrent and strategic acquisitions. We
have also undertaken a number of initiatives tcaaoh our long-term business model, including sigauift steps toward globalizing our work
force, evolving our distribution model, enhancihg efficiency and scale of our services businedsgaowing our base of maintenance-paying
customers.

Product Release

The most recent releases of our two core productsddiill 9.0, which was released in the fourth deaof 2007, and Pro/ENGINEER
Wildfire 4.0, which was released in January 2008ekided significant functionality enhancements thatbelieve will create additional
revenue opportunities. We also continue to migoatecustomers on non-Windchill-based versions of IRTRALINK to the new Windchill-
based Pro/INTRALINK. The number of customers treatdhcompleted this migration has increased withrélease of Windchill-based
Pro/INTRALINK 9.0 and we expect this to continuee\Welieve this will result in increased servicegeraie and generate future license and
maintenance revenue as we expect our installedviidigben expand their Windchill use. We also esip® release Windchill ProductPoint in
December 2008. Windchill ProductPoint is targetetha small- and medium-size business (SMB) markkich we believe represents a
growth opportunity over the longer term.

Globalization

As part of our continuing efforts to increase padfility, we have relocated business functionotations, including China, where we are
seeking to enhance our business presence and laberecosts are lower. As part of this globalizatioitiative, as well as the integration of
CoCreate, we incurred restructuring costs of $afllllon in 2008. We believe that by moving certéinsiness functions to these locations we
have increased both our strategic presence anabdity to add cost effective resources as ourrimss grows. We do not expect to incur
restructuring costs related to these initiative2009.
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Acquisitions

A significant element of our growth strategy isattuire strategic companies and technologies #patrel our solution footprint and/or
our distribution model. We have made a numberrategic acquisitions that add to and expand elesm&fbur solutions. Each of our
acquisitions has helped us to extend our produetldpment system, which we consider to be a sicpuifi competitive advantage for us. You
can find more information about these acquisitionder the subheading “Acquisitions” of Item 1. “Bhess” of this Annual Report, which
begins on page 1, and in Note E to the accomparfiNotes to Consolidated Financial Statements.”

Fiscal Year 2009 Strategies and Risks

In 2009, our revenue and operating results wilinpgacted by currency fluctuations (the U.S. dadiengthened relative to the Euro and
the Yen in the first two months of 2009) and th@att of a slowing worldwide economy. Balancing ffidilt near-term economic situation
with the longer-term opportunity for the businese,are modestly increasing our investments in thgness.

Our primary strategic initiatives for 2009 are to:

continue to invest in research and developmenirthér improve the breadth and competitivenessiopooduct portfolio,
potentially supported by modest acquisitic

continue to evolve our distribution model throughbreased investment in support of our reseller mblband investment in
developing a network of enterprise reseller pasy

enhance and leverage the value of our servicesdssthrough expansion of our services ecosystetgding the addition c
strategic services partners; ¢

continue the globalization of our workforce, prifhathrough investments in emerging economies,ipaldrly China.

Our success will depend on, among other factonsability to:

execute strategic and business initiati

encourage our customers to expand their produ@ldement technology infrastructure to a more rolfus¥l product development
system in order to further their global productelepment initiatives

differentiate our products and services from thafseur competitors to effectively pursue opportigstwithin the sme- and
mediun-size business market as well as with strategigelaaccounts

optimize our sales and services coverage and ptiedythrough, among other means, effective usé management of our intert
resources in combination with our resellers anéwogitrategic partners and appropriate investmeotiirdistribution channe

manage the development and enhancement of our @ixyggoroduct line using our geographically dispdrdevelopment resource
manage our operations in r-U.S. locations where we are expanding our operstisuch as China and Russia; .

integrate acquired businesses into our operatindsaecute future corporate development initiativege remaining focused on
organic growth opportunitie

We discuss additional factors affecting our reveaneé operating results under ltem 1A. “Risk Factoof this Annual Report.
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Results of Operations

Explanatory Note about Our Revenue Reporti

As of the first quarter of 2008, we have been répgrevenue by line of business (license, mainteeaand consulting and training
service) and by geographic region. We previousdp aéported our revenue in two product categoBegerprise Solutions and Desktop
Solutions. We no longer use these product categtwieeport revenue. The discussion below givescetb this change for the periods
presented.

Impact of Foreign Currency Exchange on Results op€rations

Approximately two thirds of our revenue and halfof expenses are transacted in currencies owtithe U.S. Because we report our
results of operations in U.S. dollars, currencydtation affects our reported results. On a year-grear comparative basis, our revenues for
both 2008 and 2007 benefited as a result of chaingagrency exchange rates, primarily the Euro lnedJapanese Yen. Conversely, our
expenses were higher as a result of changes ia thess. If 2008 and 2007 actual reported reswdte wonverted into U.S. dollars based on the
corresponding prior year’s foreign currency exchrearages, revenue would have been lower by appraglynd57.8 million and $21.2 million,
respectively, while expenses would have been Idyepproximately $37.7 million and $17.2 millioespectively. The net impact on year-
over-year results would have been a decrease maipgincome of $20.1 million and $4.0 million2008 and 2007, respectively. The results
of operations, revenue by line of business andmasdy geographic region in the tables that folpresent both actual percentage changes
over year and percentage changes on a constaahcyrpasis.

Impact of Reversal of Valuation Allowanc

Net income for 2007 was significantly higher yeseoyear due to a non-cash tax benefit of $58.8anitecorded in the third quarter of
2007 primarily associated with our reversal of adilon allowances against certain deferred tax agse¢he U.S. and a foreign jurisdiction.

Overview

The following is a summary of our results of openas for the last three years, which includes #sults of operations of companies we
acquired beginning on their acquisition date.

Percent Change Percent Change
Constant Constant
2008 Actual Currency 2007 Actual Currency 2006
(Dollar amounts in millions)
Total revenu $1,070. 14% 8%  $941.: 11% 9%  $848.(
Total costs and expens 945.1 11% 7% 848.t 9% 6% 781.t
Operating incomi 125.2 35% 13% 92.¢ 3%% 33% 66.5
Other income (expense), r (6.9 6. 3.7
Income before income tax 118.¢ 99.7 70.2
Provision for (benefit from) income tax 39.2 (44.0 13.4
Net income $ 79.7 $143.5 $ 56.¢

Revenue increased from 2007 to 2008 primarily duevenue from the CoCreate business, which weigthan November 30, 2007,
and the favorable impact of foreign currency exgjegarate movements, as well as organic growth imteaance and consulting and training
service revenue.

Revenue increased from 2006 to 2007 primarily duer¢ianic revenue growth, the favorable impacbeéifyn currency rate movements
and a modest contribution from acquired businesses.
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Costs and expenses increased from 2007 to 200&piyrdue to costs of the CoCreate business, tiaatof foreign currency exchange
rate movements, measured spending increases torsyggnned revenue growth, restructuring chargas four cost reduction and
globalization measures, and increased amortizatfi@mangible assets and in-process research arelagfement charges associated with our
acquisitions.

Costs and expenses increased from 2006 to 200apiyrdue to the impact of foreign currency exchangte movements, measured
spending increases to support planned revenue lgrand restructuring charges from our cost redudiwh globalization measures.

Refer to Costs and Expenses for a more detailetision. Total costs and expenses reflect thevioilg:
. stock-based compensation expense of $44.4 million in 2688.4 million in 2007 and $38.2 million in 20(
. restructuring and other charges of $20.1 millio20®8, $15.3 million in 2007 and $5.9 million inG8) and

. amortization expense related to intangible as<e$8%.5 million in 2008, $14.9 million in 2007 afd 1.9 million in 2006
The provision for (benefit from) income taxes ir0ZGand 2006 includes tax benefits totaling $62.aniand $6.1 million, respectively.
The 2007 benefit includes a $58.9 million tax bérdife to the reversal of a significant portionoof valuation allowances against deferred tax

assets in the U.S. and in a foreign jurisdictiod ar$3.9 million tax benefit from the favorable @uhe of a tax refund claim in the U.S. The
2006 benefit resulted from favorable resolutionsaafaudits with the Internal Revenue Service smtthS.

Net income reflects improved operating margin dbaotions from increased revenue year over yeasedtby the impact of the items
discussed above.

The following table shows certain consolidated fiicial data as a percentage of our total revenuthéolast three years:

Year ended
September 30,
200¢ 2007 200¢
Revenue:
License 30% 31% 31%
Service _70 _69 _68
Total revenus 10C 10C 10C
Costs and expenses
Cost of license revent 3 2 1
Cost of service revent 28 29 31
Sales and marketir 29 31 32
Research and developmt 17 17 17
General and administrati\ 8 8 9
Amortization of acquired intangible ass 1 1 1
In-process research and developn — — —
Restructuring and other charc 2 2 1
Total costs and expens 88 90 92
Operating income 12 10 8
Interest incomt 1 1 —
Interest expens (D) — —
Other expense, n (1) — —
Income before income tax 11 11 8
Provision for (benefit from) income tax _4 4 1
Net income _ 1% _15% AL
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Revenue

Our revenue consists of software license revendesarvice revenue, which includes software mainteaaevenue (consisting of
providing our customers software updates and teahsupport) as well as consulting and trainingeraie (including implementation services).

Total Revenue
The following table illustrates trends in our reuerfrom 2006 to 2008:

Percent Change Percent Change
Constant Constant
2008 Actual Currency 2007 Actual Currency 2006
(Dollar amounts in millions)

License revenu $ 316.2 7% 2% $296.1 12% 1C% $263.t
Service revenue

Maintenance revent 497.t 22% 15% 408.4 11% 8% 369.2

Consulting and training service rever 256.€ 8% 3% 236.¢ 10% 7% 215.%

Total service revenu 754.1 17% 10% 645.2 10% 8% 584.k

Total revenue $1,070.: 14% 8% $941.: 11% 9% $848.(

Revenue growth in 2008 reflects revenue from aeglrusinesses, particularly CoCreate. As a stasntkalompany, CoCreate generated
revenue of approximately $78 million for the twelwenths ended October 31, 2007. CoCreate reversieden included in our results of
operations since December 1, 2007. Accordinglylte$or 2007 did not include CoCreate revenue Jevigsults for 2008 include ten months
of CoCreate revenue.

Total revenue in 2008 and 2007 benefited from charig foreign currency exchange rates due to #reskation of revenue recorded in
Europe and Asia into U.S. Dollars.

The increase in revenue in 2008 and 2007 alsoctefle

. organic growth of our Windchill solutions, which Welieve reflects our success in helping custoraederstand the benefits
investing in PLM solutions, as well as our abilityhelp customers adopt our solutions incrementalhjich lowers customer ris

. more wide-spread adoption of our solutions by lmthexisting and new customers, which we believenssult of customer
recognition of the benefits of our broad set ofatzilities delivered on a single system architect

. growth in maintenance revenue, which we believieces continued customer satisfaction with our sohs and customer suppac
and

. in 2007, growth in license revenue in Europe ani-Pacific, primarily attributable to increased salésew seats ¢
Pro/ENGINEER

These increases were partially offset by declinensulting and training service revenue reladeor MCAD solutions, particularly in
North America. A portion of this decline was anpigied as we continue to expand our reseller artdgrazhannel and their ability to offer thi
services to customers directly. We also experiefhmedr than anticipated revenue from our computesell training products.

Revenue growth in 2007 also reflected revenue tathsoft products. We acquired Mathsoft on Apri) 2806. Prior to our acquisition
of that business, Mathsoft generated revenue abappately $20 million for the
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twelve months ended March 31, 2006. The Mathsdirtmss has been included in our results of opemsmce its acquisition date.
Accordingly, 2006 results only include revenue frivlathsoft products for approximately 5 months.

License Revenu
Total
License revenue accounted for 30%, 31% and 31%talftevenue in 2008, 2007 and 2006, respectively.

2008 compared to 2007

License revenue in 2008 reflects growth in Eurapet Zapan, partially offset by declines in North Aio& and the Pacific Rim. Growth
license revenue in 2008 was primarily due to safexcquired products, mainly CoCreate products,thedmpact of favorable currency
movements.

In 2008, Pro/ENGINEER new seat license revenue tirovas offset by a decrease in revenue from Prof#GR upgrades and
modules. We believe that our Pro/ENGINEER upgragesmodules license revenue in the first half df@2®as negatively impacted by the
end of the Pro/ENGINEER Wildfire 3.0 product cyeled the launch of Pro/ENGINEER Wildfire 4.0 in Janu2008 as customers may have
deferred purchases of those items until they haydemented Wildfire 4.0. License sales of our datamagement and collaboration products
were up 7% in 2008, primarily due to higher saleBDMLink. Total Windchill license revenue relatite the number of new seats varies
guarter to quarter based on the type and volunseats sold. In 2008, we sold proportionately migiat luser seats, which have a lower price
than heavy user seats. We believe this reflecte@sed adoption of Windchill beyond the engineedrganization as heavy user seats are usec
by engineers while light user seats are used authigl engineering function.

2007 compared to 2006

The growth in license revenue in 2007 compared@b2eflected increased revenue from customerf sizas and across both product
categories. Growth in license revenue from our dedaagement and collaboration products was prigndtié to growth in sales of Windchill
PDMLink ®, our core Windchill content and process managems@ntion. We believe growth in the number of newnti¢hill seats sold in
2007 reflected our success in marketing incremexttaption of our solutions as well as our improaed expanded product offerings.

License sales of our MCAD solutions products grev2007 primarily due to sales of Mathcad and AnxtrtsoDraw. Revenue from
sales of Pro/ENGINEER was relatively flat from 2072006, with increases in new seat revenue offfgeteclines in sales of upgrades and
modules.

Maintenance Revenu
Total

Maintenance revenue represented 46%, 43% and 448tabfevenue in 2008, 2007 and 2006, respectiv@pwth in our maintenance
revenue was primarily due to sales of acquired ypetedand the impact of favorable foreign currenaghange rate movements, as well as a
higher number of seats under maintenance agreemdtiteugh the number of seats under maintenanséan increasing, this trend may not
continue in the current macroeconomic climate aag be adversely affected to the extent customerstioontinue maintenance for seats
currently under maintenance due to layoffs or offiss.

2008 compared to 2007

The growth in maintenance revenue in 2008 refla@8% increase in seats under maintenance, ingud#? increase in
Pro/ENGINEER seats and a 28% increase in Windsédls. In addition, the growth reflects favorableiign currency exchange rate
movements and the addition of CoCreate maintenemst®mers.
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2007 compared to 2006

The increase in our maintenance revenue in 200dwaprimarily to an increase in the number of neers of our data management
collaboration solutions products as new customenrewdded and existing customers expanded theleingmtations to additional users. In
addition, maintenance revenue related to our MCA@lpcts grew in 2007 due to revenue contributisosfour acquired products,
particularly Mathcad, an increase in seats undenter@ance and favorable foreign currency exchaatgemovements.

Consulting and Training Revenue
Total

Consulting and training service revenue, whichdémswver gross profit margin than both license armihtenance revenue, accounted for
24% of total revenue in 2008 and 25% of total rexeim both 2007 and 2006. We believe the decreaserisulting and training revenue as a
percentage of overall revenue is due to a dedatimeéchanical computer-aided design and engineariptgmentation consulting revenue due
to our strategic use of channel and specializethpes to provide these services. This initiative éaabled us to improve our consulting
utilization and we intend to continue to pursue igpproach in future quarters. Growth in total cdtitey and training services revenue is
attributable to increased use by our customer bbsar consulting and training services, as welt@stributions from acquired businesses,
partially offset by declines in consulting and miag service revenue in North America as a redulteglines in license revenue in that region.

2008 compared to 2007

The increase in consulting and training servicenexe reflects an increase in consulting revenwappfoximately 10% and an increase in
training revenue of 4%. The increase in consuléing training service revenue in 2008 was primdhig/result of continued growth in training
services and Windchill implementation consultindgeurope and Asi&acific, partially offset by a decline in servicesenue in North Americ
Europe’s growth continues to benefit from highensudting revenue from a large customer and fronoffalle currency movements.

2007 compared to 2006

The increase in our consulting and training serwaenue in 2007 was due to increased customerritkfoadata management and
collaboration solutions process and implementatimmsulting services as a result of increased adlopti our software solutions. Also, during
2007, consulting and training revenue includedgdaustomer engagement in Europe which contribiatéde growth. In 2007, MCAD
Solutions consulting and training service reveneeided primarily due to a decrease in consulting @aining revenue in North America.

Revenue from Individual Customel

We enter into customer contracts that may resukwenue being recognized over multiple reportiagqas. Accordingly, revenue
recognized in a current period may be attributableontracts entered into during the current peaioih prior periods. License and/or
consulting and training service revenue of $1 wrllor more recognized from individual customera single quarter during the fiscal year\
$166.6 million, $156.7 million and $138.0 million 2008, 2007 and 2006, respectively. While ouraustrs may not continue to spend at tl
levels in future periods, we believe this increiasthe result of a shift in customer priorities snal PLM solutions relative to other IT spending
initiatives, our improved ability to provide broadmlutions to our customers, and improvementsincompetitive position due to our system
architecture and product development process kripele
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Revenue by Geographic Regit

Percent Change Percent Change
Constant Constant
2008 Actual Currency 2007 Actual Currency 2006
(Dollar amounts in millions)

North America $ 364.7 — % — % $365.( 1% 1% $360.¢
Europe 450.: 27% 15% 353.¢ 23% 14% 287.%
Asia-Pacific 255.¢ 14% 9% 222.¢ 12% 13% 199.¢
$1,070.: 14% 8% $941.: 11% 9% $848.(

We derived 66%, 61% and 57% of our total revenamfsales to customers outside of North America0id82 2007 and 2006,
respectively. We believe the Asia-Pacific regioartigularly China, continues to present an impdrgaowth opportunity because global
manufacturing companies have continued to investahregion and the market in that region for bmth MCAD solutions and data
management and collaboration solutions is relativaksaturated. Economic growth in the United Stalesed in 2008 and macroeconomic
conditions deteriorated. If economic growth in tited States continues to slow, or if the econanaiecountries in Europe or the AdPacific
region slow, customers may delay, reduce or fotegbnology purchases. This could result in redustio sales of our products, longer sales
cycles, slower adoption of new technologies andeiased price competition. Additionally, in 2009y oevenue and operating results will be
impacted by currency fluctuations (the U.S. dadimengthened relative to the Euro and the Yenérfitlst two months of 2009).

2008 compared to 2007

North AmericaWe derived 34% of our total revenue from salesutst@mers in North America in 2008 compared to 38%007.
Revenue in North America in 2008 reflects declimelicense and consulting and training service nexeoffset by growth in maintenance
revenue. Our reseller channel revenue grew in exae$2% in North America in 2008 as we continueéhtrease our use of channel partners.

Europe.Revenue in Europe has been growing significantlysé&veral quarters, including revenue from thellesehannel. Growth in
European revenue included growth in both organiemae across all lines of business and revenue diaired products, particularly
CoCreate products. Additionally, revenue was fablyrémpacted by foreign currency exchange rate moa@s. European revenue in 2008
continued to include consulting service revenuefeolarge customer engagement.

Asia-Pacific.Revenue in Asia-Pacific in 2008 reflects 9% yeagreyear growth in the Pacific Rim and 21% growtldapan. The
increase in revenue in the Pacific Rim in 2008 at#isbutable to growth in maintenance and consgléind training service revenue. Growth in
Japan was primarily attributable to growth in lisemmevenue and higher maintenance revenue froniradquroducts, particularly CoCreate
products, as well as the revenue from several kegesactions. Our revenue in Japan has historicatluded large customer transactions
which fluctuate from period to period.

2007 compared to 2006

North AmericaWe derived 39% of our total revenue from salesust@amers in North America in 2007 compared to 48%0106. The
results in 2007 in North America reflect growthniraintenance revenue and relatively flat licensemewe, offset by declines in consulting and
training service revenue.

Europe.Revenue in Europe in 2007 reflected strong growthss most products and a benefit from foreign argk rate movements. In
2007, consulting and training revenue includedgdaustomer engagement in Europe which contribtatélde growth.
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Asia-Pacific.Asia-Pacific revenue in 2007 compared to 2006 c&fle an 11% increase in the Pacific Rim and a I&¥ease in Japan.
We believe that the growth in the Pacific Rim reféal improved market opportunity and better execudifter strategic and organizational
changes we made in that region early in 2006. \We mlade organizational and strategic changes anJapd believe these changes have
helped improved our results there.

Revenue from Our Reseller Chann

We have been building and diversifying our reseatlgginnel to become less dependent on a small nushbesellers and to provide the
resources necessary for more effective distribubioour products. We believe that using diverse gemgraphically dispersed resellers that
focus on smaller businesses provides an efficiedtcast effective means to reach these customeralbows our direct sales force to focus on
larger sales opportunities. Total sales from ogelter channel were $271.9 million in 2008 (25%at#l revenue), $195.2 million in 2007 (2
of total revenue) and $171.5 million (20% of tatvenue) in 2006. We attribute the revenue inciefisen our reseller channel as a percentage
of our total revenue to our efforts to expand asetler channel, to the success of Pro/ENGINEERIfi& among small- and medium-size
businesses as Pro/ENGINEER Wildfire has becomeasingly competitive in this market (both relatiseour historic offerings as well as to
competitive offerings in this market segment), &mdales of acquired CoCreate, Arbortext and Mdthwsoducts. In 2008 compared to 2007,
growth came from all major geographic regions aiag e result of organic revenue growth, the alditif the CoCreate channel and the
impact of favorable foreign currency exchange nateements. In 2007, revenue growth was attributedodorth America and Europe and was
the result of both organic growth and the impadeebrable foreign currency exchange rate movements

Costs and Expenses

Over the past several years, we have made signtficeestments to transform our business from mliog a single line of technical
software with a largely direct distribution mod&lipplemented by a small number of channel parttemoviding integrated product
development system solutions with an expanded eiamd partner-involved distribution model. As pafrthis effort, we have broadened our
product development system through acquisitionspgaduct development that have added costs anchegpe

Operating Margins

Our operating margins, which benefited from favéedbreign currency exchange movements, were 11n720608, 9.9% in 2007 and
7.8% in 2006. Over the past several years, we fantesed on achieving our operating margin goaldenddso continuing to invest in our
strategic initiatives to support planned revenumgh and to fund revenugenerating initiatives. Two key strategic initias/that contributed
our operating margin improvement in 2008 were espanof our distribution model and continued glakation of our workforce.

Distribution Model.We expanded our reseller network in 2008 with gsult that, while we increased our sales and mackéeadcount
by 17% from the end of 2007 to the end of 200&sahd marketing expense as a percentage of redenteased by more than 200 basis
points in 2008 compared to 2007. We expect to naetio expand our reseller network and add morrgmse resellers, particularly for our
data management and collaboration products, in thetisMB and large enterprise markets, with thé gbenproving our operating margins
and increasing our revenue.

Globalization.We are in the process of completing the relocatiocertain business functions, primarily reseancti development and
finance, to countries, including China, where we sgeking to enhance our business presence and laber costs are lower. As a result, we
have been able to add more research and developmémgteneral and administrative personnel whil@keethese expense line items
essentially flat as a percent of revenue withyastr. We expect continued globalization of our viorge, primarily through investment in
emerging economic regions. As part of these effereshave incurred the restructuring charges showime table below and described in
“Restructuring Charges” below.
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The following table illustrates trends from 20062@08 in our costs and expenses:

Percent Perceni

2008 Change 2007 Change 2006
(Dollar amounts in millions)

Costs and Expense

Cost of license revent $ 29.5 82% $ 16.1 32% $ 12.2
Cost of service revent 301.t 10% 274.5 7% 257.¢
Sales and marketir 306.¢ 5% 292.2 7% 273.(
Research and developmt 182.( 12% 162.4 10% 147.C
General and administrati\ 87.¢ 10% 79.¢ 3% 77.€
Amortization of acquired intangible ass 15.€ 10% 7.5 23% 6.1
In-process research and developn 1.8 247% 0.5 (74)% 2.1
Restructuring and other charg 20.1 31% 15.2 156% 5.¢

Total costs and expens $945.1 11%* $848.t 9%* $781.t

* On a consistent foreign currency basis from thergpériod, total costs and expenses increased @%b 2007 to 2008 and increased 6% fi
2006 to 2007

Total Costs and Expenses
2008 compared to 2007

Total costs and expenses increased to $945.1 mili@008, compared to $848.5 million in 2007. Totasts and expenses were
adversely impacted by foreign currency exchangesras costs and expenses incurred in Europe aaeP&sific were translated into
U.S. Dollars. Headcount increased to 5,087 at tleog 2008 compared to 4,449 at the end of 200@dHition, costs and expenses in 2008
increased compared to 2007 primarily due to thieviehg:

. acquisitions completed in 2008, particularly Co@eea the first quarter of 2008, that added opeatiosts and increased headct
by an aggregate of more than 250 employees a® @rtth of 2008 compared to the end of 2(

. planned spending to support revenue growth, inolyidicreasing our services delivery capacity agthdsi sales commission
expense

. amortization expense, primarily associated withuaregl intangible assets, which totalled $35.5 willin 2008 compared to $14.9
million in 2007; anc

. $20.1 million of restructuring charges incurred 008 compared to $15.3 million in 20(

2007 compared to 2006

Total costs and expenses increased to $848.5 milii@007, compared to $781.5 million in 2006. Totssts and expenses were
adversely impacted by foreign currency exchangesras costs and expenses incurred in Europe veaisgdted into U.S. Dollars. Headcount
increased to 4,449 at the end of 2007 from 4,3@89eaend of 2006. The increase in costs and expems#tuding headcount, was primarily due
to the following:

. planned spending to support revenue growth, inapdicreasing our services delivery capacity agthdsi sales commissic
expense

. acquisitions completed in 2007 and the seconddi@06 that added operating costs and increassdicbant by an aggregate of
over 50 employees; ar

. higher restructuring charges recorded in 2007irgjdb certain actions we took to reduce operatiosts.
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Cost of License Revenue

Percent Percent

2008 Change 2007 Change 2006
(Dollar amounts in millions)

Cost of license revent $29.2 82%  $16.1 32% $12.2
% of total revenu 3% 2% 1%
% of total license revent 9% 5% 5%

Our cost of license revenue consists of fixed aariable costs associated with reproducing andiliging software and documentatior
well as royalties paid to third parties for tectowyt embedded in or licensed with our software peteluThe increase in cost of license revenue
in 2008 and 2007 compared to the prior year waspdinearily to higher amortization of purchased aagitalized software of approximately
$12.5 million and $1.7 million, respectively, pririip attributable to the acquisitions of CoCreate2D08 and Mathsoft in 2006. Cost of license
revenue as a percent of license revenue can vagndig on product mix sold and the effect of fixeul variable royalties and the level of
amortization of acquired software intangible assets

Cost of Service Revenue

Percent Percent
2008 Change 2007 Change 2006
(Dollar amounts in millions)
Cost of service revent $301.5 10%  $274.% 7% $257.¢
% of total revenu 28% 29% 31%
% of total service revent 40% 43% 44%
Cost of service headcou 1,441 15% 1,25¢ (3)% 1,291

Our cost of service revenue includes costs assatiaith training, customer support and consultiagspnnel, such as salaries and related
costs; thirdparty subcontractor fees; costs associated withetlease of maintenance updates (including relatgalty costs); and facility cost
Service margins can vary based on the product olikie the period. Service margins improved in 2@@8&arily due to a higher mix of
maintenance revenue. Maintenance revenue compB&¥dof total service revenue in 2008 compared b §82007. Margins on maintenance
revenue are significantly higher than on consuléing training service revenue. Year-end headcaur2G08 includes increases from
acquisitions as well as increases in our servietigaty capacity in certain regions. Yeamed headcount for 2007 reflects employee termina
that occurred in the fourth quarter of 2007. Actaratrage headcount was approximately 11% high2d@7 compared to 2006. Total salaries,
commissions, benefits and travel costs were higiiem aggregate of approximately $16.5 million &2d7 million in 2008 and 2007,
respectively, compared to the prior year (includimgncrease of $1.8 million and a decrease of 80llion in 2008 and 2007, respectively,
related to stock-based compensation). The costimaf-party consulting services was $11.2 milliord &4.9 million higher in 2008 and 2007,
respectively, compared to the prior year periods, b the use of such services in support of im&®én consulting and training services
revenue.

Sales and Marketing

Percent Percent
2008 Change 2007 Change 2006
(Dollar amounts in millions)
Sales and marketing expen: $306.¢ 5%  $292.; 7%  $273.(
% of total revenu 29% 31% 32%
Sales and marketing headco 1,36¢ 17% 1,16¢ 2% 1,14

Our sales and marketing expenses primarily inckalaries and benefits, sales commissions, advegtesid marketing programs, travel
and facility costs. Total salaries, commissions\dfies and travel costs were
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higher by an aggregate of approximately $16.0 amliknd $13.5 million in 2008 and 2007, respectivetympared to the prior year (including
an increase of $3.2 million and a decrease of 80lléon in 2008 and 2007, respectively, relatedtock-based compensation). Sales and
marketing costs were higher in 2008 and 2007 dystatened increases, including by acquisition, iadeunt and higher commissions, due
primarily to increased license and service revenue.

Research and Developme

Perceni Percent
2008 Change 2007 Change 2006
(Dollar amounts in millions)
Research and development exper $182.( 12%  $162. 10%  $147.C
% of total revenu 17% 17% 17%
Research and development headct 1,75¢ 13% 1,547 8% 1,437

Our research and development expenses consistgaiiyoof salaries and benefits, costs of compatgripment and facility expenses.
Major research and development activities inclueleetbping new releases of our software that wogletioer in a more integrated fashion and
that include functionality enhancements. Year-eaadtount includes increases from acquisitions disawéncreased staffing for certain
research and development initiatives. Total sadabenefits and travel costs were higher in 20@B2007 compared to the prior year by an
aggregate of approximately $16.6 million and $Imilion, respectively (including an increase of &illion and a decrease of $1.4 million in
2008 and 2007, respectively, related to stock-basetpensation).

General and Administrative

Percent Percent

2008 Change 2007 Change 2006
(Dollar amounts in millions)

General and administrative expen $87.¢ 10%  $79.¢ 3% $77.€
% of total revenu 8% 8% 9%
General and administrative headco 511 10% 465 11% 42(

Our general and administrative (G&A) expenses idelthe costs of our corporate, finance, informatemihnology, human resources,
legal and administrative functions, as well as bt expense. G&A expenses also include costsiagstavith outside professional services,
including accounting and legal fees. Total salatiemnefits and travel costs were higher in 2008200 compared to the prior year by an
aggregate of approximately $5.9 million and $3.8iam, respectively (including increases of $0.8limn and $0.3 million for 2008 and 2007,
respectively, related to stock-based compensatfom).G&A expenses in 2008 included approximately8$gillion of costs for outside
professional services incurred primarily in conigtiith an Audit Committee investigation and réstaent of prior period financial
statements completed in the first quarter. Our G&f@enses in 2007 included costs for outside prizfieakservices incurred in connection v
our corporate development initiatives, includingihillion related to potential acquisitions théd dot close. Additionally, G&A expenses in
2007 included $1.1 million for professional feestirred primarily in connection with our Audit Comtiaie investigation. Our G&A expense:
2006 included costs for outside professional sesvtotaling $2.5 million incurred in connection lvdur investigation in the Asia-Pacific
region described in our 2005 Annual Report on F@3K and included a $2.3 million charge relatedutio settlement of litigation with Rand
A. Technology, a former distributor of our products

Amortization of Acquired Intangible Ass

Perceni Percent

2008 Change 2007 Change 2006
(Dollar amounts in millions)

Amortization of acquired intangible ass $15.€  109% $7.E 23%  $6.1
% of total revenu 1% 1% 1%
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The amortization of acquired intangible assetsilie® on our statements of operations reflectsathertization of acquired non-product
related intangible assets, primarily customer aademark-related intangible assets recorded asudt i our acquisitions. The increase in
2008, compared to 2007 and 2006, was primarilytdwemnortization of intangible assets resulting friv@ CoCreate acquisition completed in
the first quarter of 2008. We expect amortizatibnan-product related intangible assets from oungleted acquisitions to total approximately
$15.4 million in 2009.

Our acquisitions of CoCreate and LBS in the fingiger of 2008 resulted in an increase in acqumhgible assets of $141.7 million.
Acquired intangible assets consisted of $76.1 amlbf customer relationship intangibles, $62.1iorillof purchased software, $2.3 million of
trademarks, and $1.2 million of non-compete agregsnand other, which are being amortized over egéthweighted average useful lives of
8-11 years, 8 years, 9 years and 1.5-5 years, cesply.

Our acquisitions of NC Graphics, ITEDO and the tsseéNetRegulus completed in 2007 resulted innangiase in acquired intangibles
$16.4 million. Acquired intangible assets consisié83.1 million of customer relationship intangib] $13.1 million of purchased software,
$0.2 million of other intangibles, which are beeigortized over estimated weighted average use®s lof 9 years, 5 years and 3 years,
respectively.

Our acquisition of Mathsoft in the third quarter2ff06 resulted in an increase in acquired intapgilssets of $25.6 million. Acquired
intangible assets consisted of $13.9 million oftooer relationship intangibles, $10.3 million ofrpbased software, and $1.4 million of
trademarks and distributor networks, which are dp@mortized over estimated weighted average ufieéd of 7 to 10 years, 5 years and
5 years, respectively.

Our acquisitions of DENC AG and substantially dlttee assets of Cadtrain, Inc. in the first quaofe2006 resulted in acquired intangi
assets of $5.9 million, primarily comprised of @reer relationship intangibles, which are being @med over a weighted average of 8.3 ye

In-process Research and Development

Percent Percen
2008 Change 2007 Change 2006
(Dollar amounts in millions)
In-process research and developr $ 1.¢ 247%  $ 0t 7% $ 21
% of total revenu — % — % — %

These costs are related to acquired research amtbgenent projects that were in process at theese acquisition date and for which
technological feasibility had not yet been estdiglsand for which there was no alternative futwe The value of the purchased in-process
research and development was determined usings¢idual income approach, which discounts expectiend cash flows from projects under
development to their net present value.

The inprocess research and development charge in 2008ava®ur CoCreate and DHI acquisitions; in 200%&fram our NC Graphic
acquisition; and in 2006 was from our Mathsoft asijon.

Restructuring and Other Charg

Percent Perceni

2008 Change 2007 Change 2006

(Dollar amounts in millions)
Restructuring and other charc $20.1 31% $15.2  158%  $5.¢
% of total revenu 2% 2% 1%
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Primarily as a result of our globalization initiaidescribed above and the integration of CoCeatacurred restructuring charges in
2008 described below. We do not expect to incurrastructuring charges in 2009 related to thesativies.

Restructuring charges in the periods reported wenearily associated with reductions in workforeelaxcess facility obligations to
reduce our cost structure and to improve profiighiln 2008, 2007 and 2006, we made cash paymetsted to restructuring and other chai
(including payments relating to restructuring atitko charges recorded prior to 2006) of $25.1 anilli$14.7 million and $15.2 million,
respectively. Amounts not yet paid at Septembe808 relating to restructuring and other charg&en during the current and all prior
periods were $17.7 million and primarily relatestaess facility obligations to be paid out thro@f§13. Of the total amount accrued at
September 30, 2008, we expect to make cash dishargs within the next twelve months of approximat&l4 million for restructuring
charges incurred in 2008 and prior periods.

The 2008 charges included $10.7 million for seveeaand related costs associated with 185 emplayaéed of termination during
2008, and $7.9 million of costs related to excesdifies. In addition, in 2008 we recorded $1.8liom for costs incurred in connection with «
integration of CoCreate.

In the fourth quarter of 2007, we recorded a restming charge of $15.3 million. The restructuriitarge included a $13.2 million cha
for severance and related costs associated witke2R2oyees notified of termination during the geagnd $2.1 million related to excess
facilities. The charges for excess facilities werienarily related to gross lease commitments iresgf estimated sublease income for excess
facilities.

In 2006, we recorded a net restructuring chardgbd million. The net restructuring charge inclu&d4 million of severance and rela
costs associated with 91 employees notified of irgtion during the period, partially offset by &dit of $1.5 million primarily related to a
plan to reoccupy a portion of our headquarterdifathat was previously vacated and had been gediin restructuring costs in prior periods.
The headquarters space was available for subleabe@s being marketed, but was reoccupied dueatesquirements related to our
acquisition of Mathsoft.

Nor-Operating Income (Expense)

2008 2007 2006
(Dollar amounts in
millions)
Interest incomt $10.1 $9.9 $5.4
Interest expens (7.9 (0.6) (0.6)
Other expense, n (8.6) (2.9 (1.2

Interest Income

Interest income represents earnings on the investofeur available cash balances. Interest incon#908 reflects a modest increase in
average cash balances over 2007. The increas®hc@inpared to 2006 was related primarily to higherage cash balances and higher
interest rates.

Interest Expens

Interest expense is primarily related to interesborrowings under our revolving credit facilitp 2008, we borrowed $220 million unc
the credit facility in connection with our acquisit of CoCreate at an average rate of approxim&é&e. As of September 30, 2008, we had
repaid approximately $132 million of the originahaunt borrowed. Prior to 2008, we did not have amtgtanding borrowings under this cre
facility.

30



Table of Contents

Other Expense, Net

Other expense, net includes costs of hedging odsireertain realized and unrealized foreign cuaygransaction gains or losses, and
foreign exchange gains or losses resulting fronréleired period-end currency remeasurement osksets and liabilities of our subsidiaries
that use the U.S. dollar as their functional cuzyer large portion of our revenue and expensésissacted in foreign currencies. To reduce
our exposure to fluctuations in foreign exchandesawe engage in hedging transactions involviegue of foreign currency forward
contracts, primarily in Western European and Asiammencies. The increase in other expense, né€d08 vas due primarily to a $6.2 million
non-cash loss described below and higher foreighange losses, partially offset by a one-time bhené$1.3 million related to a legal
settlement. The increase in other expense, nd0@ Yas due primarily to higher foreign exchangsés and other expense of $0.7 million
recorded in 2007 related to the settlement of puties] obligation from a previously divested businesit.

In the third quarter of 2008, we liquidated eightolly-owned subsidiaries resulting in a $6.2 millison-cash loss. The non-cash loss
resulted from the reclassification of the net cuatiue translation adjustment from accumulated otloenprehensive loss into earnings for tt
liquidated subsidiaries. The loss related to tteegrsidiaries was recorded in other expense, rteeiaccompanying consolidated statement of
operations. The consolidated statement of compsieimcome for 2008 reflects an offsetting gair$6f2 million resulting from the
reclassification.

Income Taxe

Our income tax provision has fluctuated signifitaim terms of amount and rate in each of the faste years, due primarily to the
impact of discrete events, such as the releasesalbstantial portion of the U.S. valuation allowaand the settlements of tax audits, which
created one-time income tax benefits. In 2008 efigrctive tax rate was a provision of 33.0% on fareincome of $118.9 million compared to
a benefit of 44.1% in 2007 on pre-tax income of $94illion and a provision of 19.1% in 2006 on pag-income of $70.2 million. In 2008, ¢
effective tax rate of 33.0% was lower than the 3&tutory federal income tax rate due primarilyhte benefit of foreign taxes paid at a net
effective tax rate lower than that in the U.S. Tie¢ tax benefit recorded in 2007 was principalle tiwa tax benefit of $58.9 million recorded
upon our decision in the third quarter of 2007dl@ease a substantial portion of the valuation &adioee recorded against net deferred tax assets
in the U.S. and a foreign jurisdiction as well aseatax benefit of $3.9 million recorded in thedhgquarter of 2007 from the favorable outcome
of a tax refund claim in the U.S. In 2006, our effee tax rate of 19.1% was lower than the stajutederal income tax rate of 35% due
primarily to a $6.1 million benefit recorded upattlement of prior year tax audits in the U.S. ¢dissed below) as well as our use of net
operating loss carryforwards (NOLS) to offset 000& U.S. taxable income, which reduced the valuaiwance we had previously recorc
against those NOLs. Excluding the effect of thase-time tax benefits, our income tax provision2®98, 2007 and 2006 consisted primarily
of taxes owed in relation to the income generateduy foreign subsidiaries as well as withholdiages that we incurred in the U.S. in
connection with certain foreign operations.

As of the end of the second quarter of 2007, avlllation allowance was recorded against our efgtroed tax assets (consisting
primarily of net operating loss carryforwards) iretU.S. and certain foreign jurisdictions. Basedrupur operating results for the years
immediately preceding and through June 30, 200Wedisas an assessment of our expected futuretsesubperations, during the third quarter
of 2007, we determined that it had become mordylitean not that we would realize a substantiatiparof our net deferred tax assets in the
U.S. and a foreign jurisdiction. As a result, dgrthe third quarter of 2007, we released a tot&i4&.8 million of our valuation allowances. Of
the $79.8 million valuation allowance release, $58illion was recorded as a one-time income taxebigr$20.0 million was recorded as a
reduction to goodwill recorded upon prior acquésis, and $0.9 million was recorded as a decreaseciomulated other comprehensive loss
within stockholders’ equity.
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As of September 30, 2008, we have a remaining tialuallowance of $42.2 million against net defdrtax assets in the U.S. and a
remaining valuation allowance of $23.8 million agdinet deferred tax assets in certain foreigmsglictions. The valuation allowance recorded
against net deferred tax assets in the U.S. ceris#30.2 million for foreign tax credits, $2.6lloin for research and development credits and
$2.7 million for capital losses that we have defasd are not more likely than not to be realizegigdmillion for stock-based compensation
deductions that will be credited to additional paictapital only when realized; and $0.1 milliorr f®rtain state operating loss carryforwards
that will likely expire without being utilized. Thealuation allowance recorded against net defaaréssets of certain foreign jurisdictions is
established primarily for our net operating lossyfarwards that will likely expire without beingilized.

In the normal course of business, PTC and its didrgs are examined by various taxing authorifieduding the Internal Revenue
Service (IRS) in the United States. We regularkeas the likelihood of additional assessmentssopu¢horities and provide for these matters
as appropriate. We are currently under audit byatgkorities in the U.S. and several foreign judgdns. Audits by tax authorities typically
involve examination of the deductibility of certggermanent items, limitations on net operatingdssand tax credits. Although we believe our
tax estimates are appropriate, the final deterrignaif tax audits and any related litigation cordgult in material changes in our estimates. We
recorded a net tax benefit of $3.9 million in thed quarter of 2007 from the favorable outcomea ¢éx refund claim in the U.S. In 2006, we
reached final agreement with the IRS and made & dsrome tax payments totaling $9.5 million fadilities arising from our income tax
returns for fiscal years 2001 and 2002. As a reHitthis final agreement and the tax payments nheileg less than the accrued income taxes
that we had recorded for those years, we recordedcame tax benefit in 2006 of $6.1 million.

Our future effective tax rate may be materially &aofed by the amount of income taxes associatedowittioreign earnings, which are
taxed at rates different from the U.S. federalustay rate, as well as the timing and extent ofrdadization of deferred tax assets and changes
in the tax law. Further, our tax rate may fluctuatthin a fiscal year, including from quarter toagter, due to items arising from discrete ewvt
including settlements of tax audits and assessmtsesolution or identification of tax positioncertainties; and acquisitions of other
companies.

In November 2008, we completed a realignment offwwnopean business which resulted in a one-timablaxgain in the U.S. We expect
this realignment will result in the utilization tife majority of our U.S. federal NOL carryforwatids2009. We do not expect this realignmetr
negatively impact our effective tax rate due, intp@ this transaction resulting in our abilityrecognize previously reserved U.S. deferred tax
assets. This realignment had no impact on our dioladed financial statements for the year endedeeper 30, 2008.

Critical Accounting Policies and Estimates

We have prepared our consolidated financial statésria accordance with accounting principles gdheazcepted in the United States
of America. In preparing our financial statememis,make estimates, assumptions and judgmentsahdtave a significant impact on our
reported revenues, results from operations, anthoeine, as well as on the value of certain asssddiabilities on our balance sheet. These
estimates, assumptions and judgments about fuker@®and their effects on our results cannot eraéned with certainty, and are made
based on our historical experience and on othemassons that we believe to be reasonable undecithemstances. These estimates may
change as new events occur or additional informasimbtained, and we may periodically be facedhwitcertainties, the outcomes of which
are not within our control and may not be knowndagrolonged period of time.

The accounting policies, methods and estimates tasprepare our financial statements are descigeaarally in Note B of “Notes to
Consolidated Financial Statements”. The most ingmrtritical accounting judgments and estimateswigamade in preparing the financial
statements involved:

. revenue recognitior
. accounting for income taxe
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. valuation of assets and liabilities of business loimations;

. valuation of goodwill and acquired intangible ass

. accounting for pension

. allowance for accounts and other receivables;

. restructuring charge

A critical accounting policy is one that is bothtergal to the presentation of our financial statateeand requires us to make difficult,
subjective or complex judgments that could haveagenal effect on our financial condition and reéswif operations. Critical accounting
policies require us to make assumptions about nsattat are highly uncertain at the time of théneste, and different estimates that we could

have used, or changes in the estimate that arenably likely to occur, may have a material impactour financial condition or results of
operations. Because the use of estimates is inhieréme financial reporting process, actual resatiuld differ from those estimates.

Accounting policies, guidelines and interpretatiosigited to our critical accounting policies antireates are generally subject to
numerous sources of authoritative guidance andféea reexamined by accounting standards rule nsadal regulators. These rule makers
and/or regulators may promulgate interpretationgjance or regulations that may result in changesrit accounting policies, which could
have a material impact on our financial positiod agsults of operations.

Revenue Recognitic

Primarily, we apply the guidance of Statement diffan (SOP) No. 97-25oftware Revenue Recognitiand Statement of Position
No. 9¢-9, Modification of SOP 97-2, Software Revenue Reciognitith Respect to Certain Transactiobsth issued by the American Institute
of Certified Public Accountants. In applying SORB#ve exercise judgment and use estimates in ationewith determining the amounts of
software license and services revenues to be rezjim each accounting period.

Our primary judgments involve the following:

. determining whether collection is probak

. assessing whether the fee is fixed or determini

. determining whether service arrangements, includiegifications and customization of the underlysaftware, are not essential
the functionality of the licensed software and tiugaild qualify as “service transactions” under S&XP2, resulting in the revenue
for license and service elements of an agreemdre tecorded separately; a

. determining the fair value of services and maintesaelements included in multiple-element arrangesavhich is the basis for
allocating and deferring revenue for such servares maintenanci

We derive revenues from three primary sourcessd¢ffvare licenses, (2) maintenance services andof®ulting and training services.
Revenue by type for 2008, 2007 and 2006 was axsl|

Year ended September 3C

2008 2007 2006

(in thousands)
License revenu $ 316,19: $296,12! $263,47:
Maintenance services reven 497,53¢ 408,41 369,18t
Consulting and training services revel 256,60« 236,74. 215,32t
Total revenue $1,070,33( $941,27¢ $847,98:

33



Table of Contents

For software license arrangements that do not regignificant modification or customization of thederlying software, we recognize
revenue when: (1) persuasive evidence of an armegeexists, (2) delivery has occurred (gener&@®B shipping point or electronic
distribution), (3) the fee is fixed or determinakdad (4) collection is probable. Substantiallycdilbur license revenues are recognized in this
manner.

Our software is distributed primarily through ouredt sales force. In addition, we have an indiddstribution channel through alliances
with resellers and, for our Mathsoft products, wdthtributors. Approximately 25% of our total rewenin 2008 was generated from our indil
distributor channel. Revenue arrangements withlezseare recognized on a sell-through basis;itharthen we deliver the product to the end-
user customer. We do not offer contractual rigliteturn, stock balancing, or price protection tw pesellers, and actual product returns from
them have been insignificant to date. As a restdtdo not maintain reserves for reseller productrns and related allowances. In contrast,
revenue arrangements with distributors of our Mafthgroducts have a contractual right to exchamgelyct and are recognized on a sell-in
basis; that is, when we ship the products to te&idutor. As of September 30, 2008, 2007 and 20@6yalue of Mathsoft product inventory
held by distributors and the accrual that we h@eerded for estimated product returns were not mahte

At the time of each sale transaction, we must nzekassessment of the collectibility of the amouwrg ftom the customer. Revenue is
only recognized at that time if management deemsdbllection is probable. In making this assesgmea consider customer crearthines
and historical payment experience. At that same tine assess whether fees are fixed or determinabléree of contingencies or significant
uncertainties. If the fee is not fixed or deternbilea revenue is recognized only as payments becluadrom the customer, provided that all
other revenue recognition criteria are met. In ssieg whether the fee is fixed or determinablecasider the payment terms of the
transaction, including transactions with paymenntethat extend beyond our customary payment teanmspur collection experience in
similar transactions without making concessionsp@grother factors. Our software license arrangesngemerally do not include customer
acceptance provisions. However, if an arrangenmaftides an acceptance provision, we record revenlyeupon the earlier of (1) receipt of
written acceptance from the customer or (2) exjoinadf the acceptance period.

Our software arrangements often include implemantatnd consulting services that are sold sepgrateler consulting engagement
contracts or as part of the software license aerarnt. When we determine that such services aressential to the functionality of the
licensed software and qualify as “service transacti under SOP 97-2, we record revenue separatethé license and service elements of
these arrangements, provided that appropriate es@ef fair value exists for the undelivered segsi¢see discussion below). Generally, we
consider that a service is not essential to thetfonality of the software based on various factorsluding if the services may be provided by
independent third parties experienced in providingh consulting and implementation in coordinatigtih dedicated customer personnel and
whether the services result in any modificatiomwstomization of the software functionality. If arrangement does not qualify for separate
accounting of the license and service elements, libense revenue is recognized together with tmsuelting services using either the
percentage-of-completion or completed-contract wekthf contract accounting. Contract accountingofath license and service elements is
also applied to any software arrangements thatidectustomer-specific acceptance criteria or wttegdicense payment is tied to the
performance of consulting services. Under the peage-of- completion method, we estimate the stdgempletion of contracts with fixed or
“not to exceed” fees based on hours or costs irduir date as compared with estimated total projegts or costs at completion. If we do not
have a sufficient basis to measure progress towamapletion, revenue is recognized upon complaticthe contract. When total cost
estimates exceed revenues, we accrue for the gstifusses when identified. The use of the pergentd-completion method of accounting
requires significant judgment relative to estimgtiotal contract costs, including assumptions netab the length of time to complete the
project, the nature and complexity of the work ¢éoperformed, and anticipated changes in salari@®#rer costs. When adjustments in
estimated contract costs are determined, suchisasisnay have the effect of adjusting, in the autrpeeriod, the earnings applicable to
performance in prior periods.
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We generally use the residual method to recogmizerrues from arrangements that include one or slersents to be delivered at a
future date, when evidence of the fair value ofialielivered elements exists. Under the residusthoag the fair value of the undelivered
elements (i.e., maintenance, consulting and trgiearvices) based on vendor-specific objectiveendd (VSOE) is deferred and the remaining
portion of the total arrangement fee is allocatethe delivered elements (i.e., software licendevidence of the fair value of one or more of
the undelivered services does not exist, all regsrawe deferred and recognized when delivery affdhose services has occurred or when fair
values can be established. We determine VSOE dhthealue of services revenues based upon oentgaricing for those services when sold
separately. For certain transactions, VSOE of #lirevllue of maintenance services is determineddas a substantive maintenance renewal
clause within a customer contract. Our currentipgipractices are influenced primarily by prodygid, purchase volume, maintenance term
and customer location. We review services soldrsgglg and maintenance renewal rates on a perizadits and update, when appropriate, our
VSOE of fair value for such services to ensure ith@flects our recent pricing experience. Anyrgase in our VSOE assumptions of the fair
value of maintenance services or consulting ariditrg services would decrease the amount allodatédidense revenue.

Accounting for Income Tax

As part of the process of preparing our consoldifiteancial statements, we are required to caleubatr income tax expense based on
taxable income by jurisdiction. There are manygeations and calculations about which the ultili@teoutcome is uncertain; as a result, our
calculations involve estimates by management. Safitigese uncertainties arise as a consequenceeaiue-sharing, cost-reimbursement and
transfer pricing arrangements among related estitiel the differing tax treatment of revenue arst items across various jurisdictions. If we
were compelled to revise or to account differeflyour arrangements, that revision could affecttax liability.

The income tax accounting process also involvamasing our actual current tax liability, togetheith assessing temporary differences
resulting from differing treatment of items for tard accounting purposes. These differences riestéiferred tax assets and liabilities, which
are included within our consolidated balance sh&®smust then assess the likelihood that our cedeax assets will be recovered from fu
taxable income and, to the extent we believe thatmore likely than not that all or a portionafr deferred tax assets will not be realized, we
must establish a valuation allowance as a chargetome tax expense.

In the normal course of business, PTC and its didyis are examined by various taxing authoriii@dpding the Internal Revenue
Service (IRS) in the United States. We regularkeas the likelihood of additional assessmentssopu¢horities and provide for these matters
as appropriate. We are currently under audit byatetkorities in the U.S. and several foreign judtdns. Audits by tax authorities typically
involve examination of the deductibility of certggermanent items, limitations on net operatingdesand tax credits. Although we believe our
tax estimates are appropriate, the final deterrionadf tax audits and any related litigation corddult in material changes in our estimates.

As of September 30, 2008, we have a remaining tialuallowance of $66.0 million against net defdrtax assets. The valuation
allowance includes $42.2 million in the U.S. agaimet deferred tax assets consisting primarilyooéign tax credits. The valuation allowance
also includes $23.8 million recorded against némled tax assets in certain foreign jurisdictiongasisting primarily of net operating loss
carryforwards that will likely expire without beingilized.

Valuation of Assets and Liabilities Acquired in Biess Combinations

In accordance with business combination accountiregallocate the purchase price of acquired congsatoi the tangible and intangible
assets acquired, liabilities assumed, and in-psoesearch and development based on their estirffatadlues. Determining these fair values
requires management to make significant estimatdsaasumptions, especially with respect to intdeglksets.
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Our identifiable intangible assets acquired corsisteveloped technology, core technology, tradesgmustomer lists and contracts,
software support agreements and related relatipaginid consulting contracts. Developed technologgists of products that have reached
technological feasibility. Core technology reprasemcombination of processes, inventions and tsadeets related to the design and
development of acquired products. Customer lists@mtracts and software support agreements aatkdelelationships represent the
underlying relationships and agreements with custsrof the acquired company’s installed base. We lanerally valued intangible assets
using a discounted cash flow model. Critical estéman valuing certain of the intangible assetduide but are not limited to:

. future expected cash flows from software licendessanaintenance and customer support agreememts,lting contracts,
customer contracts and related customer relatipasrid acquired developed technologies and tradsrad trade name

. expected costs to develop th-process research and development into commereialbfe products and estimating cash flows f
the projects when complete

. the acquired company’s brand awareness and maokéign, as well as assumptions about the periddraf the acquired brand
will continue to be used by the combined company

. discount rates used to determine the present wdlestimated future cash flow

In addition, we estimate the useful lives of ouangible assets based upon the expected periodvweln we anticipate generating
economic benefits from the related intangible asset

Net tangible assets consist of the fair valueapfible assets less the fair values of assumeititieand obligations. Except for defer
revenues and restructuring reserves, net tangiisietewere generally valued by us at the respecivging amounts recorded by the acquired
company, as we believed that their carrying vahmwoximated their fair values at the acquisitiated

The values assigned to deferred revenue refleatrayunt equivalent to the estimated cost plus anogpiate profit margin to perform the
services related to the acquired comparsgftware support contracts. Restructuring reseinaude the severance costs related to emplayfe
the acquired company, planned closure of certaitiitias and other costs associated with exitingvétees of the acquired company.

Our estimates of fair value are based upon assamgplielieved to be reasonable at that time, butlwaie inherently uncertain and
unpredictable. Assumptions may be incomplete ardneate, and unanticipated events and circumstanagsccur which may affect the
accuracy or validity of such assumptions, estimatesctual results.

Valuation of Goodwill and Acquired Intangible Asset

Our goodwill and net acquired intangible assetsléot $587.5 million and $325.1 million as of Sepbem30, 2008 and 2007,
respectively. As described in Note N of “Notes wnGolidated Financial Statements”, we have twont@ppunits: (1) our software products
segment, and (2) our services segment. As of Séjetie®, 2008 and 2007, goodwill and acquired intdag@ssets in the aggregate attribut:
to our software products segment was $563.2 mibioth $299.9 million, respectively, and attributatdl@ur services segment was
$24.3 million and $25.2 million, respectively.

We assess the impairment of goodwill and otherfinde-lived intangible assets on at least an ahbaais and whenever events or
changes in circumstances indicate that the carnyéhge of the asset may not be recoverable. Fastersonsider important (on an overall
company basis and reportable segment basis, asagp) that could trigger an impairment reviewlirse significant underperformance
relative to historical or projected future opergtiesults, significant changes in our use of tluaied assets or a significant change in
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the strategy for our business, significant negatideistry or economic trends, a significant declmeur stock price for a sustained period, or a
reduction of our market capitalization relativentet book value.

The goodwill impairment test prescribed by SFAS,Xd8odwill and Other Intangible Assetgequires us to identify reporting units and
to determine estimates of the fair values of oporéing units as of the date we test for impairm@&tconduct these tests of goodwill, the fair
value of the reporting unit is compared to its gaug value. If the reporting unit’s carrying valagceeded its fair value, we would record an
impairment loss equal to the difference betweerctreying value of goodwill and its implied fairlua. We estimate the fair values of our
reporting units using discounted cash flow valuatitcodels. Those models require estimates of fukwenues, profits, capital expenditures,
working capital and discount rates for each repgrtinit. We estimate these amounts by evaluatistpitical trends, current budgets, operating
plans and industry data. We conduct our annual iimmaant test of goodwill and indefinite lived assassof the end of the third quarter of each
fiscal year. We completed our annual impairmenteneas of June 28, 2008 and concluded that no mm@ait charge was required as of that
date. Revenue and operating margin projectionsigrgficant assumptions in our analysis. Adjustingse assumptions by 10% would not t
had an impact on the results of our impairmentysisl

For long-lived assets and identifiable intangitdsets other than goodwill, we reassess the reduiligraf the asset based on projected
undiscounted future cash flows over the asset’sineimy life if an event occurs or circumstancesngeathat would, more likely than not,
reduce the fair value of the reportable segmertvbébk carrying value. When the carrying valuetwd tisset exceeds its undiscounted cash
flows, we record an impairment loss equal to theeeg of the carrying value over the fair valuehef asset, determined using projected
discounted future cash flows of the asset. Detdngithe fair value of our reporting units for therpose of testing the potential impairment of
individual assets and goodwill requires significarttgment by management. Different judgments cgiéttl different results.

Accounting for Pensior

In the U.S., we sponsor a frozen pension plan ¢ogenostly inactive participants. We make sevesaLmptions that are used in
calculating the expense and liability of this pl&hese key assumptions include the expected lamg+tate of return on plan assets and the
discount rate. In selecting the expected long-texta of return on assets, we consider the averggeefrate of earnings expected on the funds
invested or to be invested to provide for the bigmehder the pension plan. This includes considgtiie plan’s asset allocations and the
expected returns likely to be earned over thedifthis plan. The discount rate reflects the esténaate at which an amount that is invested
portfolio of high-quality debt instruments wouldopide the future cash flows necessary to pay benefien they come due. In addition, our
actuarial consultants determine the expense abittitiiss of the plan using other assumptions fdufa experience, such as mortality rates. The
actuarial assumptions used by us may differ madkefimm actual results due to changing market andnomic conditions or longer or shorter
life spans of the participants. Our actual restdisld differ materially from those we estimated,jethcould require us to record a greater
amount of pension expense in future years. In deténg our pension cost for 2008, 2007 and 2006used a discount rate of 6.25%, 5.75%
and 5.50%, respectively, and an expected retuplamassets of 7.50% for each year.

Certain of our foreign subsidiaries also sponsais plans. Accounting and reporting for thesepleequires the use of country-
specific assumptions for discount rates and expeeties of return on assets. We apply a consistettiodology in determining the key
assumptions that, in addition to future experies®umptions such as mortality rates, are used bgaduaries to determine our liability and
expense for each of these plans. In determiningpension cost for 2008, 2007 and 2006, we usedhiezigaverage discount rates of 5.2%,
4.7% and 4.6%, respectively, and a weighted avesagected return on plan assets of 5.7%, 3.8% &% ,3espectively.

In 2008 and 2007, our actual return on plan asgatsa loss of $13.2 million and a gain of $6.3 i) respectively. Recent distress in
the financial markets has had an adverse impafihancial market activities

37



Table of Contents

including, among other things, extreme volatilitysecurity prices, severely diminished liquiditydaoredit availability, rating downgrades of
certain investments and declining valuation of th8ubsequent to year end (through October 318)2@te fair value of our pension assets
have declined further and returns are significabéiow our expected rates of return. If actualmegicontinue to be below our expected rate of
return, it will impact the amount and timing of disé¢ contributions and expense for these plans.

The most sensitive assumptions used in calculatiegxpense and liability of our pension planstheediscount rate and the expected
return on plan assets. A 50 basis point changetaliscount rate and expected return on plan aassteanptions would have changed our
pension expense for the year ended September 88,[80approximately $1.5 million. A 50 basis pailecrease in our discount rate
assumptions would increase our projected benéeligatiion as of September 30, 2008 by approximas8ly million.

Allowance for Accounts and Other Receival

Management judgment is required in assessing tiectibility of customer accounts and other recéies, for which we generally do not
require collateral. We maintain allowances for déultaccounts for estimated losses resulting fromihability of our customers to make
required payments. In determining the adequacheftiowance for doubtful accounts, managementifsgedty analyzes individual accounts
receivable, historical bad debts, customer cona#atrs, customer credit-worthiness, current ecooaranditions, accounts receivable aging
trends and changes in our customer payment termrsci@tomer base consists of large numbers of gebgrally diverse customers dispersed
across many industries, and no individual custornerprised more than 10% of our net accounts rebkvfar any period presented. The
following table summarizes our accounts receivabie related reserve balances at September 30,a2@08007:

September 30

2008 2007
(Dollar amounts in
thousands)
Gross accounts receivat $206,66( $220,97(
Allowances for doubtful accoun (5,15)) (3,869
Net accounts receivab $201,50¢ $217,10:
Accounts receivable reserves as a percentage s garounts receivakt 2.5% 1.8%

If the financial condition of our customers wereltteriorate, additional allowances might be regfliresulting in future operating
expenses that are not included in the allowancddabtful accounts. The allowance for bad debi psrcentage of gross accounts receivable
can vary depending on the level and timing of cqerartrevenue as well as the timing of the resolutié specifically reserved doubtful accounts
receivable, either via collection or write-off.

Restructuring Charge

We periodically record restructuring charges résglfrom restructuring our operations (includingisolidations and/or relocations of
operations), changes to our strategic plan, or ignenie responses to declines in demand, increasiats, or other market factors. The
determination of restructuring charges requiresagament judgment and may include costs relatethfdayee benefits, such as costs of
severance and termination benefits, and estimdtassts for future lease commitments on excesétfasi net of estimated future sublease
income. In determining the amount of the facilittbgrge, we are required to estimate such factofstare vacancy rates, the time required to
sublet properties and sublease rates. These eastimiad reviewed quarterly based on known realeestatket conditions and the credit-
worthiness of subtenants, and may result in renssio established facility reserves. We had accfldd7 million as of September 30, 2008
related to excess facilities (compared to $16.%anilat September 30, 2007), representing groseleammitments with agreements expiring
at various dates through 2013 of approximately B24illion, net of
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committed and estimated sublease income of appaigign$13.8 million and a present value factor @2million. We have entered into
signed sublease arrangements for approximateh2$tBlion, with the remaining $0.6 million based fature estimated sublease arrangem
If our sublease assumptions prove to be inaccunatanay need to make changes in these estimatesdhéd affect our results of operations
and potentially our financial condition.

Liquidity and Capital Resources

September 30,

2008 2007 2006
(in thousands)

Cash and cash equivale $ 256,94: $263,27: $183,44¢
Activity for the year included the following

Cash provided by operating activiti $ 222,24( $127,37- $ 65,28

Cash used by investing activiti (287,03) (55,149 (94,55¢)

Cash provided (used) by financing activit 62,457 (1,024 6,421
Cash provided by operating activities includedftiwing:

Cash disbursements for restructuring and othergets (25,080 (24,716 (15,239
Cash used by investing activities included theofelhg:

Cash paid to acquire businesses, net of cash ack (261,597 (27,120 (75,089
Cash provided (used) by financing activities inélddhe following:

Net borrowings under revolving credit facili 88,13¢ — —

Repurchases of common stc (27,297 (9,9572) —

We invest our cash with highly rated financial ingtons and in diversified domestic and internatibmoney market mutual funds. The
portfolio is invested in short-term instrumentettsure cash is available to meet requirementsexiede

Cash and cash equivalents

The decrease in cash and cash equivalents in 200pared to 2007 was due primarily to cash paicttuie businesses of $261.6
million, $25.4 million for additions to property drequipment and $27.3 million used to repurchasencon stock, partially offset by
$222.2 million of cash provided by operations aB8.% million of net borrowings under our revolviagedit facility. The increase in cash and
cash equivalents in 2007 was due primarily to $4 27illion of cash provided by operations and $9illiom of proceeds from the issuance of
common stock (net of cash paid for withholding &ieconnection with settlement of restricted stonks) partially offset by $31.1 million
paid for acquisitions, $24.1 million for additiottssproperty and equipment and $10.0 million usecefurchase common stock.

Cash provided by operating activities
2008 compared to 2007
The increase in cash provided by operating actiwitvas primarily due to:
. higher profitability (income before income taxesrigased $19.2 million to $118.9 million in 2008rfr&99.7 million in 2007); an

. higher receivables collections in 2008 compare2i0@/. Days sales outstanding decreased to 61 dayfstlae end of 2008
compared to 74 days as of the end of 2!
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DSO at the end of 2007 was adversely affected éyithing of revenue recorded and the impact ofredeée payment term deals we
offered to customers during 2007 and 2006. We dffese terms to some customers with establishemgratyand credit histories.

We provided extended payment terms on internafigrfced transactions accounting for approximate8/réiflion of revenue in both
2008 and 2007 and $51 million of revenue in 200BieDassets in the accompanying consolidated balsimeets include non-current
receivables from customers related to extended payterm contracts totaling $16.3 million and $2%i8ion at September 30, 2008 and
2007, respectively.

2007 compared to 2006
The increase in cash provided by operating actiwitvas primarily due to:
. higher profitability (income before income taxesrigased $29.5 million to $99.7 million in 2007 fr&M0.2 million in 2006); an

. lower net income tax payments of $17.8 million 602 (net of a U.S. federal refund received of $dillion) compared tc
$36.6 million in 2006 (including a U.S. federal pagnt made of $9.5 million, after reaching finalegmnent with the IRS regarding
liabilities arising from our income tax returns fiscal years 2001 and 200:

Days sales outstanding (DSO) was 74 days as oé®dyetr 30, 2007 compared to 67 days as of Septe3fb@006.

Cash used by investing activities

In 2008, we paid, net of cash acquired, $247 Saonilfor CoCreate, $13.1 million for LBS and $1.0lron for DHI. In 2007, we paid, nt
of cash acquired, $6.7 million for NC Graphics, $l&illion for ITEDO, $2.3 million for NetRegulushd $1.5 million related to the Cadtrain
acquisition. In 2006, we paid, net of cash acqui&d.4 million for Mathsoft, $9.9 million for tHeENC and Cadtrain acquisitions and
$0.8 million related to the Arbortext acquisitidfurther, during 2007, we acquired the remainingtgdaterest in a controlled subsidiary for
$4.0 million. Cash used for additions to propeetyuipment and intangible assets was $25.4 mil§@d,1 million and $19.5 million in 2008,
2007 and 2006, respectively. Our expenditures fopgrty and equipment consist primarily of competguipment, software, office equipment
and facility improvements.

Cash provided (used) by financing activities

The increase in cash provided by financing ac&si2008 compared to 2007 was primarily due to $88llion of net borrowings under
our revolving credit facility. That increase wastjaly offset by: $27.3 million used to repurchasemmon stock in 2008, compared to $10.0
million in 2007; lower proceeds from the issuanteammon stock under employee stock plans, whicte&2.7 million in 2008 compared to
$15.6 million in 2007; and $10.7 million of cashedgo pay employee withholding taxes related ttricted stock and restricted stock units 1
vested during 2008, compared to $6.5 million in 200he increase in cash used by financing act#/iti€2007 compared to 2006 was due
primarily to the repurchase of common stock for.$Ifillion. Cash proceeds from the issuance ofooummon stock under our stock plans
were $12.7 million, $15.6 million and $7.8 milli@®08, 2007 and 2006, respectively. During 2008,728td 2006, we used $10.7 million,
$6.5 million and $0.1 million, respectively, to pasnployee withholding taxes related to restrictedls units that vested during the period in
lieu of issuing shares to employees with respettidee awards. Cash provided by financing actwitie2006 was net of $0.9 million of costs
incurred to obtain our revolving credit facility stxibed below.
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Share Repurchase Authorizatio

On May 14, 2008, our Board of Directors authorimedo use up to $50 million of cash from operatimngepurchase shares of our
common stock in the form of open market purchases an November 20, 2008, increased that amoudt® million. This authorization
revoked all previous share repurchase authorizatima will expire on May 14, 2009 unless earlieoked. In 2008, we repurchased
1.7 million shares for $27.3 million, including Ondillion shares at a cost of $5.3 million under therent authorization. Additionally, in the
first quarter of 2009 through November 25, 2008remurchased 0.3 million shares at a cost of $3lfBomi Future repurchases of shares will
reduce our cash balances.

Credit Facility

Subject to the terms of the credit facility agreemeve may borrow funds up to $230 million, rephg same in whole or in part and re-
borrow at any time through February 20, 2011 wHearmounts outstanding will be due and payableaulh Although we have the contractual
right to borrow these funds under the credit fagilconditions in the credit markets may preclude ability to draw those funds if we were to
seek to do so.

On November 28, 2007, in connection with our adtjais of CoCreate, we borrowed $220 million under oredit facility in two
tranches: $36 million that accrued interest atEheodollar-based borrowing rate, and an alternateeacy loan of 124.6 million Euros,
equivalent to $184 million at the borrowing datee Vépaid the $36 million loan in full in the firsix months of 2008 and we repaid
61.7 million Euros of the alternate currency loar2008. As of September 30, 2008, the amount adstg under the revolving credit facility
was 62.9 million Euros, which was equivalent to $88illion on that date.

The current loan matures on November 28, 2008 aocdias interest at 5.7175% per annum. Upon thaldies and subsequent due ds
we may either repay the amount outstanding oronadl the amount outstanding with new short termmdoa the then current interest rates u
the credit facility.

For a description of the terms and conditions efdhedit facility, including limitations on our dity to undertake certain actions, see
“Note H. Commitments and Contingencies” in the Ndte Consolidated Financial Statements of this FDORK.

Expectations for Fiscal 200!

We believe that existing cash and cash equivategtther with cash generated from operations wilsbfficient to meet our working
capital and capital expenditure requirements thincatgeast the next twelve months.

During 2009, we expect to use cash to repurchasshauwes and may use cash to reduce amounts alitgfamder our revolving credit
facility. Capital expenditures are currently argitied to be approximately $26 million. In additiare expect to make cash disbursements
estimated at $14 million for restructuring chargesirred in 2008 and prior periods.

We have evaluated, and expect to continue to etglpassible strategic transactions on an ongo@siskand at any given time may be
engaged in discussions or negotiations with regpeabssible strategic transactions. Our cashipasibuld be reduced and we may incur
additional debt obligations to the extent we cortgolny significant transactions.
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Contractual Obligations

We lease office facilities and certain equipmerdenoperating leases that expire at various datesigh 2014, including an operating

lease agreement related to our headquarters daffideedham, Massachusetts entered into in 200@Ghadpires in December 2012, subject to
certain renewal rights. These leases qualify farafing lease accounting treatment and, as suemadrincluded on our balance sheet. At
September 30, 2008, our contractual obligationduding future minimum lease payments, net of sadgdeincome, under noncancellable
operating leases, are as follows:

Payments due by perioc

Less thar More than
Contractual Obligations Total 1 year 1-3 years 3-5 years 5 years
(in millions)
Capital lease obligatior $ 0.2 $ 02 $ — $ — $ —
Operating leases(: 115.¢ 40.€ 50.3 24 0.3
Purchase obligations(: 31.¢ 18.5 11. 1.¢ —
Pension liabilities(3 28.C 3.7 13.¢ 10.5 —
Unrecognized tax benefits( 21.¢ — — — —
Total $197.¢ $ 63.C $ 75.€ $ 37.1 $ 0.2

(1)
()

®3)

(4)

The future minimum lease payments above includemmim future lease payments for excess facilities,off expected sublease inco
under existing sublease arrangements. See Note“Notes to Consolidated Financial Statem¢”

Purchase obligations represent minimum commitmamésto third parties, including royalty contracessearch and developme

contracts, telecommunication contracts, informat&rhnology maintenance contracts in support efrivel-use software and hardware
and other marketing and consulting contracts. Gaigrfor which our commitment is variable baseda@inmes, with no fixed minimum
guantities, and contracts that can be cancelldabwitpayment penalties have been excluded. Théasecobligations included above are
in addition to amounts included in current lialgis recorded on our September 30, 2008 consolidetiehce shee

These obligations relate to our U.S. and irggomal pension plans. These liabilities are nbjesxtt to fixed payment terms. Payments
have been estimated based on the plans’ curredeéustatus and actuarial assumptions. In additermay, at our discretion, make
additional voluntary contributions to the planse $&te M of “Notes to Consolidated Financial Statets” for further discussion.
Subsequent to year-end, the fair value of our pensssets has declined due to adverse conditiaghg iequity markets. Continued actual
returns below our expected rates of return may @nftee amount and timing of future contributionghiese plans

As of September 30, 2008, we had recorded twtadcognized tax benefits of $26.3 million ($2d8lion net of tax benefits from other
jurisdictions). This liability is not subject toxd payment terms and the amount and timing of gaysy if any, that we will make relat

to this liability are not known. See Note G*“Notes to Consolidated Financial Statem” for additional information

In November 2008, we entered into a lease agreeiméimé U.S. for one of our research and developgroenters for approximately

90,000 square feet of office space under constmiatinich we expect to occupy in September 2009.l1&ase has an initial term of ten and a
half years with total gross minimum lease paymentl5.5 million due under the lease.

As of September 30, 2008, we had letters of caeuitbank guarantees outstanding of approximateB/ i®dlion (of which $1.7 million

was collateralized), primarily related to the lea§eur headquarters in Needham, Massachusetts.
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Off-Balance Sheet Arrangements

We have not created, and are not party to, anyiapaarpose or ofbbalance sheet entities for the purpose of raisagital, incurring dek
or operating parts of our business that are no@arated (to the extent of our ownership intetketein) into our financial statements. We
have not entered into any transactions with undafeted entities whereby we have subordinatedmethinterests, derivative instruments or
other contingent arrangements that expose us terralatontinuing risks, contingent liabilities, any other obligation under a variable interest
in an unconsolidated entity that provides financligidity, market risk or credit risk support tis.

Recent Accounting Pronouncements

In accordance with recently issued accounting pnanements, we will be required to comply with cerzhanges in accounting rules
and regulations.

Determining Whether Instruments Granted in S-Based Payment Transactions Are Participating Séesr

In June 2008, the FASB issued FASB Staff PositleBR) EITF 03-6-1Determining Whether Instruments Granted in Sharedgla
Payment Transactions Are Participating Securi(EITF 03-6-1). EITF 03-6-1 provides that unvesthdre-based payment awards that contain
nonforfeitable rights to dividends or dividend agaients (whether paid or unpaid) are participasiagurities and shall be included in the
computation of earnings per share pursuant towbectass method. Upon adoption, a company is requis retrospectively adjust its earnings
per share data (including any amounts relatedt&siim periods, summaries of earnings and seleateddial data) to conform with the
provisions in EITF 03-6-1. We will be subject toTEEl 03-6-1 beginning in fiscal 2010, which begins@ctober 1, 2009. We have not yet
determined the impact, if any, of EITF 03-6-1 om consolidated financial statements.

Disclosures about Derivative Instruments and Heddghativities

In March 2008, the FASB issued Statement No. Dédglosures about Derivative Instruments and Heddhativities(SFAS 161). The
new standard is intended to improve financial répgrabout derivative instruments and hedging &@tiv by requiring enhanced disclosures to
enable investors to better understand their eff@etan entity’s financial position, financial pemftance, and cash flows. SFAS 161 requires
disclosure of the fair values of derivative instents and their gains and losses in a tabular forinaliso provides more information about an
entity’s liquidity by requiring disclosure of destive features that are credit risk-related. Finatlrequires cross-referencing within footnotes
to enable financial statement users to locate itapbinformation about derivative instrumentssleffective for financial statements issued for
fiscal years beginning after November 15, 2008, iatetim periods within those years, with early piilon encouraged. We do not believe the
adoption of SFAS 161 in our fiscal 2010 will havenaterial effect on our consolidated financial tiosi, results of operations or cash flows.

Business Combinatior

In December 2007, the FASB issued Statement NqR)4Business CombinatiofSFAS 141(R)) and Statement No. 18@counting
and Reporting of Noncontrolling Interests in Cotidated Financial Statemenfg&n amendment of ARB No. 88FAS 160). These statements
will significantly change the financial accountiagd reporting of business combination transactamsnoncontrolling (or minority) interests
in consolidated financial statements. SFAS 141@Quires companies to: (i) recognize, with certaiceptions, 100% of the fair values of as
acquired, liabilities assumed, and noncontrollimgiests in acquisitions of less than a 100% cbimganterest when the acquisition constitL
a change in control of the acquired entity; (ii)asere acquirer shares issued in considerationfoseness combination at fair value on the
acquisition date; (iii) recognize contingent comsation arrangements at their acquisition-dateviaues, with subsequent
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changes in fair value generally reflected in eagajr{iv) with certain exceptions, recognize preasitjion loss and gain contingencies at their
acquisition-date fair values; (v) capitalize in-pess research and development assets acquiredxpahse, as incurred, acquisition-related
transaction costs; and (vii) capitalize acquisiicaiated restructuring costs only if the critaricSFAS 146 Accounting for Costs Associated

with Exit or Disposal Activitiesare met as of the acquisition date. In additabranges in accounting for deferred tax asset vialuatlowance:
and acquired income tax uncertainties after thesomeanent period will be recognized in earningsamthan as an adjustment to the cost of
acquisition.

SFAS 141(R) is required to be adopted concurrenitly SFAS 160 and is effective for business comtiamatransactions for which the
acquisition date is on or after the beginning @ffinst annual reporting period beginning on oeafdecember 15, 2008. We will be subject to
SFAS 141(R) beginning in fiscal 2010, which beginsOctober 1, 2009. Early adoption of these statgsnis prohibited. We believe the
adoption of these statements will have a matefiateon the financial accounting for any signifitacquisitions completed after October 1,
2009.

Determination of the Useful Lives of Intangible é{s

In April 2008, the FASB issued FASB Staff Positidn.142-3,Determination of Useful Lives of Intangible Asq&iSP 142-3). FSP 142-
amends the factors that should be considered ielowng renewal or extension assumptions usedtermée the useful life of a recognized
intangible asset under SFAS 1&hodwill and Other Intangible AsseiSFAS 142). FSP 142-3 is intended to improve coeisty between the
useful life of an intangible asset determined ur8leAS 142 and the expected cash flows used to meeti®ifair value of the asset under SF
141(R) and other U.S. generally accepted accouptimgiples. FSP 142-3 is effective for financitdtements issued for fiscal years beginning
after December 15, 2008, and interim periods withose fiscal years. We are currently evaluatimgithpact, if any, that the adoption of FSP
142-3 in our fiscal 2010 will have on our consotathfinancial position, results of operations aadhcflows.

Fair Value Measuremen

In September 2006, the FASB issued Statement Nf.Feir Value Measuremen{SFAS 157). This Statement defines fair value,
establishes a framework for measuring fair valuganerally accepted accounting principles, and matpaisclosures about fair value
measurements. This Statement applies to accouptorgpuncements that require or permit fair valuasneements. Accordingly, this
Statement does not require any new fair value nmieasents. This Statement is effective for finanstatements issued for fiscal years
beginning after November 15, 2007, and interimgmsiwithin those fiscal years. However, in Jani298, the FASB issued FASB Staff
Position FAS 157-2ffective Date of FASB Statement No. (B3P 157-2). FSP 157-2 permits entities to eledefer the effective date of
SFAS 157 for one year for all nonfinancial assets$ monfinancial liabilities, except those that sxeognized or disclosed at fair value in the
financial statements on a recurring basis. We le¢eeted to defer the adoption of SFAS 157 with eespo those assets and liabilities permi
by FSP 157-2. We do not believe the adoption of SEA7 and FSP 157-2 will have a material impaaunconsolidated financial position,
results of operations or cash flows.

Fair Value Option for Financial Assets and Finaridigabilities

In February 2007, the FASB issued Statement No, @ Fair Value Option for Financial Assets and Fioel Liabilities Including an
Amendment of FASB Statement No. (SFAS 159). This Statement permits entities to skdo measure many financial instruments and
certain other items at fair value. The objectiveigmprove financial reporting by providing ergii with the opportunity to mitigate volatility
reported earnings caused by measuring relatedsamsetiabilities differently without having to dggomplex hedge accounting provisions.
This Statement is expected to expand the userofdie measurement, which is consistent with tA8F’s long-term measurement objectives
for accounting for financial instruments. The feélue option established by this Statement peratiitsntities to choose to measure eligible
items at fair value at specified
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election dates. A business entity must report Uizezhgains and losses on items for which thevfalue option has been elected in earnings at
each subsequent reporting date. This Statemeffeidiee for financial statements issued for fisgahrs beginning after November 15, 2007,
and interim periods within those years, with eadipption permitted. We do not currently plan offizitig the fair value option as outlined in
SFAS 159 and we do not believe the adoption of SEBSin our fiscal 2009 will have a material effeatour consolidated financial position,
results of operations or cash flows.

ITEM 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

We face exposure to financial market risks, inalgdadverse movements in foreign currency exchasigs and changes in interest rates.
These exposures may change over time as busiregicps evolve and could have a material adverpaéhon our financial results.

Foreign currency exchange ri:

Our earnings and cash flows are subject to fluminatdue to changes in foreign currency exchangs.r®ur most significant foreign
currency exposures relate to Western European Ges@ind Japan. We enter into various hedging adimns to manage this risk. We do not
enter into or hold foreign currency derivative ficéal instruments for trading or speculative pugsos

Our non-U.S. revenues generally are transactedighrour non-U.S. subsidiaries and typically areodeinated in their local currency. In
addition, our non-U.S. expenses that are incurgedun non-U.S. subsidiaries typically are denomedah their local currency. Approximately
66%, 61% and 57% of our total revenue was fromssal@€ustomers outside of North America in 200&728nd 2006, respectively.
Approximately 52%, 46% and 42% of our total expsnsere incurred by our subsidiaries domiciled aesif North America in 2008, 2007
and 2006, respectively.

Our exposure to foreign currency exchange ratéuaimons arises in part from intercompany transasti with most intercompany
transactions occurring between a U.S. dollar fuumeti currency entity and a foreign currency denatad entity. Intercompany transactions
typically are denominated in the local currencyha nonU.S. subsidiary in order to centralize foreign euany risk. Also, both PTC (the par
company) and our nob-S. subsidiaries may transact business with ostoooers and vendors in a currency other than fheational currenc
(transaction risk). In addition, we are exposetbteign exchange rate fluctuations as the finanesllts and balances of our non-

U.S. subsidiaries are translated into U.S. dolfesislation risk). If sales to customers outsifithe United States increase, our exposure to
fluctuations in foreign currency exchange rateddincrease.

Our foreign currency risk management strategyirscipally designed to mitigate the future potentiahncial impact of changes in the
value of transactions and balances denominateatéigih currency, resulting from changes in foreigmency exchange rates. Our foreign
currency hedging program uses forward contractsanage the foreign currency exposures that exigadf our ongoing business operatis
The contracts primarily are denominated in Europeanencies and Japanese Yen, and have maturitiessothan three months.

Generally, we do not designate foreign currencwéod contracts as hedges for accounting purposdsstaanges in the fair value of
these instruments are recognized immediately iniegs. Because we enter into forward contracts aalgn economic hedge, any gain or loss
on the underlying foreign-denominated balance waaffset by the loss or gain on the forward aettrGains and losses on forward
contracts and foreign denominated receivables agdhjes are included in other expense, net. Aepfesnber 30, 2008, we had outstanding
forward contracts with notional amounts equivater8154.7 million ($61.7 million between the Euradl.S. Dollar, $34.5 million in British
Pounds ($25.0 million between the British Pound gredEuro and $9.5 million between the British Riband the U.S. Dollar), $19.9 million
between the Indian Rupee and the
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U.S. Dollar, $12.3 million between the Chinese Retoinand the U.S. Dollar, $10.1 million between flapanese Yen and the U.S. Dollar, and
$16.3 million in other currencies). As of Septem®@r 2007, we had $91.0 million ($40.5 million ior@s, $31.1 million in British Pounds,
$7.1 million in Japanese Yen, $1.6 million in Karé&on and $10.7 million in other currencies).

We periodically use foreign currency option contseto hedge specific forecasted net cash flow #etions that are derived from
anticipated non-U.S. revenue. Foreign currencyooptontracts are designated as cash flow hedgeséounting purposes and changes in the
fair value of the option contract are deferreddnwanulated other comprehensive income and redkdsifto earnings when the underlying
forecasted transaction impacts earnings. As ofedeipér 30, 2008 and 2007, there were no foreigrenayroption contracts outstanding.

Debt

As of September 30, 2008, the amount outstandidgmuour variable-rate revolving credit facility wé2.9 million Euros, which was
equivalent to $88.5 million on that date. The catdlean matures on November 28, 2008 and accrieest at 5.7175% per annum. Upon the
due date, and subsequent due dates, we may edtier the amount outstanding or roll over the amoutgtanding with new short term loans
at the then current interest rates under the cfadiiity. This Euro-denominated loan is subjecfdoeign currency rate risk. Additionally, the
entire amount is subject to interest rate risknésrést rates will be adjusted at the respectiwedate to the extent such amounts are not repaid.
The impact would be partially mitigated by the fiog rate interest earned on excess cash. If thasea hypothetical 10% change in interest
rates, the annual net impact to earnings and d¢asis fvould be approximately $0.5 million. This hypetical change in cash flows and
earnings has been calculated based on the borrewingtanding at September 30, 2008 and the cumenest rate of 5.7175% per annum
applied over a one-year period.

Cash and cash equivalents

As of September 30, 2008, cash equivalents wested in highly liquid investments with maturitigfisthree months or less when
purchased. We invest our cash with highly ratedrfagial institutions in North America, Europe andaBacific and in diversified domestic &
international money market mutual funds. At Septen8®, 2008, we had cash and cash equivalentsOo2 $billion in the United States,
$134.0 million in Europe, $40.5 million in Japardes82.2 million in other non-U.S. countries, prplly in Asia-Pacific. Given the short
maturities and investment grade quality of the fotict holdings at September 30, 2008, a hypoth&fié& change in interest rates would not
materially affect the fair value of our cash andicaquivalents.

Our invested cash is subject to interest ratedltodns and, for non-U.S. operations, foreign quoyerisk. In a declining interest rate
environment, we would experience a decrease ingsténcome. The opposite holds true in a risingrast rate environment. Over the past
several years, the U.S. Federal Reserve BoardpEaroCentral Bank and Bank of England have chaogedin benchmark interest rates,
which have led to declines and increases in manketest rates. These changes in market interest heave resulted in fluctuations in interest
income earned on our cash and cash equivalengsesttincome will continue to fluctuate based oangfes in market interest rates and levels
of cash available for investment. Our consolidatash balances were impacted unfavorably in 200§aratably in 2007 and 2006 by the
weakening and strengthening, respectively, of preiurrencies relative to the U.S. dollar, particlyl with respect to the Euro and the Japa
Yen.

ITEM 8. Financial Statements and Supplementary Dat
The consolidated financial statements and not#isetconsolidated financial statements are attaaBe®PPENDIX A.
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ITEM 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

ITEM 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedur

Our management maintains disclosure controls aockpiures as defined in Rules 13a-15(e) and 159-L&¢ker the Securities Exchange
Act of 1934, as amended (the “Exchange Ati'gt are designed to provide reasonable assurhateformation required to be disclosed in
reports filed or submitted under the Exchange Agrbcessed, recorded, summarized and reporteth\li time periods specified in the
SEC's rules and forms, and that such informaticecisumulated and communicated to our managemehigding our Chief Executive Officer
and Chief Financial Officer (our principal execwtigfficer and principal financial officer, respegly), as appropriate, to allow for timely
decisions regarding required disclosure.

As required by SEC Rule 13a-15(b), we carried outaluation, under the supervision and with théigipation of management,
including our principal executive and principaldircial officers, of the effectiveness of the desigd operation of our disclosure controls and
procedures as of the end of the period coveretiibyAnnual Report. Based on this evaluation, wectiated that our disclosure controls and
procedures were effective as of September 30, 2008.

Managemen’s Annual Report on Internal Control over FinanciaReporting

Our management is responsible for establishingnagidtaining adequate internal control over finah@gorting. Internal control over
financial reporting is defined in Rules 13a-15(fidal5d-15(f) of the Exchange Act as a process dedifpy, or under the supervision of, our
principal executive and principal financial offiseaind effected by our board of directors, managémrah other personnel, to provide
reasonable assurance regarding the reliabilitynafiicial reporting and the preparation of finanstatements for external purposes in
accordance with generally accepted accounting ipieeand includes those policies and proceduras th

. Pertain to the maintenance of records that in retsle detail accurately and fairly reflect the s@aetions and dispositions of our
assets

. Provide reasonable assurance that transactiome@aled as necessary to permit preparation ofi¢iahstatements in accordar
with generally accepted accounting principles, toad our receipts and expenditures are being malyermaccordance with
authorizations of our management and directors;

. Provide reasonable assurance regarding preventiimely detection of unauthorized acquisition, osaisposition of our assets
that could have a material effect on the finanstatements

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢tmisstatements. Projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Sepber 30, 2008 using the criteria set
forth by the Committee of Sponsoring Organizatiohthe Treadway Commission (COSO)lirternal Control-Integrated Framework
Management excluded CoCreate from its assessmaénmteofial control over financial reporting as ofp&mber 30, 2008 because it was
acquired by us in a purchase business combinatigngithe first quarter of 2008. CoCreate’s totsdets and total revenues represented less
than 3% and 7%, respectively, of our related codat#d financial statement amounts as of and ®ytar ended September 30, 2008.
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Based on this assessment and those criteria, ueigeanent concluded that, as of September 30, 2008yternal control over financial
reporting was effective.

The effectiveness of our internal control over fio@l reporting as of September 30, 2008 has bediteal by PricewaterhouseCoopers
LLP, an independent registered public accounting,fas stated in their report, which appears uftdar 8.

Remediation of Prior Period Material Weakne

As previously disclosed in our Annual Report onrrdr0-K for the year ended September 30, 2007, weladed that as of September
30, 2007 we did not maintain effective control mrdares over the accounting for income taxes, inietuthe determination and reporting of
accrued income taxes, deferred taxes and the ddélateme tax provision. Specifically, that we diot have adequate personnel to enable us to
properly consider and apply generally acceptedwttbng principles for taxes, review and monitor #oeuracy and completeness of the
components of the income tax provision calculatiang the related deferred taxes and accrued intaxes, ensure that the rationale for ce
tax positions was appropriate, and ensure thatteféeoversight of the work performed by our ouésidx advisors was exercised.

We implemented the following changes in our intéometrol over financial reporting during the fauiquarter of 2008 that contributed
the remediation of the material weakness descidbede:
* we hired additional tax professionals experienceidiéome tax accountini

* we improved documentation and procedures for adaugifor income taxes thereby enabling the contoser those processes
operate more effectively; ar

* we increased the level of review and discussiosigifificant tax matters and supporting documentatidth senior financial
managemen

Change in Internal Control over Financial Reporting

The changes we made to remedy the prior periodriabteeakness described above were the only changas internal control over
financial reporting during the last fiscal quartieat materially affected, or are reasonably likelynaterially affect, our internal control over
financial reporting.

ITEM 9B. Other Information

On November 20, 2008, PTC's Board of Directorséased by $50 million the amount of cash from ojenatthat may be used to
repurchase shares of PTC common stock through Maga09, such that we are now authorized to use $100 million of cash from
operations to purchase shares of our common s@ekintend to continue repurchases of our sharésimpen market.
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PART IlI

ITEM 10. Directors, Executive Officers and Corporate Governace

The information required by this item with resptcbur directors and executive officers, includihg qualifications of certain members
of the Audit Committee of our Board of Directorsayrbe found in the sections captioned “Propos&ldct Three Directors,” “Our Directors,”
“The Committees of the Board,” “Certain Relationsdiiand “Section 16(a) Beneficial Ownership RepgrtCompliance” appearing in our
2009 Proxy Statement. We incorporate that inforamainto this Item 10 by reference.

Our executive officers are:

Name Age  Position

C. Richard Harrisol 53 Chief Executive Officer and Preside

Barry F. Cohet 64 Executive Vice President, Strategic Services amthBes
Paul J. Cunninghal 46 Executive Vice President, Worldwide Sa

Anthony DiBona 53 Executive Vice President, Global Maintenance Su
James E. Heppelmai 44 Executive Vice President and Chief Product Offi
Cornelius F. Mose 50 Executive Vice President and Chief Financial Offi
Aaron C. von Staal 42 Corporate Vice President, General Counsel and (

Mr. Harrison has been Chief Executive Officer amesitRlent of PTC since March 2000. Prior to that, Nrrison served as President
Chief Operating Officer from August 1994 to Februaf00.

Mr. Cohen has been Executive Vice President, $fi@®ervices and Partners since August 2002. Ryitivat, Mr. Cohen served as
Executive Vice President, Marketing and Human Resesifrom December 2000 to July 2002.

Mr. Cunningham has been Executive Vice Presidemt|@Wide Sales since October 2002. Prior to that, unningham served as
Executive Vice President, Americas Sales from 20§0 to September 2002.

Mr. DiBona has been Executive Vice President, Gldbgintenance Support since April 2003. Prior tatfiMr. DiBona led the PTC
Global Business Partner Group from April 2000 taiAp003.

Mr. Heppelmann has been Executive Vice PresidethiGinief Product Officer since February 2003. Priothat, Mr. Heppelmann served
as Executive Vice President, Software Solutions@higf Technology Officer from June 2001 to Januz093.

Mr. Moses joined PTC in June 2003 as our Execufiece President, Chief Financial Officer and Treaswand since March 2004 has
been our Executive Vice President and Chief Firer@fficer. Prior to joining PTC, Mr. Moses was Exéive Vice President and Chief
Financial Officer of Axcelis Technologies, Inc.seamiconductor equipment manufacturer, from Oct@0€0 to June 2003.

Mr. von Staats has been Corporate Vice Presidetefal Counsel and Secretary since March 2008: ribat, he served as Senior
Vice President, General Counsel and Clerk from Eatyr2003 to February 2008, prior to that he seag¥ice President, North American
Counsel from December 2001 through January 2003.

Code of Business Conduct and Ethics

We have adopted the PTC Code of Business CondddE#nics, a code of ethics that applies to our Rkecutive Officer, Chief
Financial Officer, and Controller, as well as othek copy of the PTC Code of Business Conduct ahic&is publicly available on our webs
at www.ptc.com. If we make any substantive
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amendments to the PTC Code of Business CondudEtmck or grant any waiver, including any impligidiver, from a provision of the code
that is applicable to our Chief Executive OfficEhief Financial Officer or Controller, we will dikxse the nature of such amendment or waiver
in a current report on Form 8-K.

ITEM 11. Executive Compensatior

Information with respect to director and executteenpensation may be found under the headings cegatitDirector Compensation,”
“Compensation Discussion and Analysis” and “ExecitCompensation” appearing in our 2009 Proxy StaténSuch information is
incorporated herein by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

Information required by this item with respect éxsrity ownership and our equity compensation ptaag be found under the headings
captioned “Information About PTC Common Stock Ovatgp” and “Equity Compensation Plan Informationaar 2009 Proxy Statement.
Such information is incorporated herein by refeeenc

ITEM 13. Certain Relationships and Related Transactions, an®irector Independence

Information with respect to this item may be foumtler the headings “Independence,” “Review of Taatisns with Related Persons”
and “Transactions with Related Persons” appeariraui 2009 Proxy Statement. Such information isiporated herein by reference.

ITEM 14. Principal Accountant Fees and Service

Information with respect to this item may be foumtler the heading “Information About Our Independeegistered Public Accounting
Firm” appearing in our 2009 Proxy Statement. Suébrimation is incorporated herein by reference.
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PART IV

ITEM 15. Exhibits and Financial Statement Schedule

(a) Documents Filed as Part of Form 10-K

1. Financial Statemer
Consolidated Balance Sheets as of September 38,&@0200" F-1
Consolidated Statements of Operations for the yeded September 30, 2008, 2007 and : F-2
Consolidated Statements of Cash Flows for the yeaded September 30, 2008, 2007 and : F-3
Consolidated Statements of Stockhol’ Equity for the years ended September 30, 2008, 2607200¢ F-4
Consolidated Statements of Comprehensive Incoméhéoyears ended September 30, 2008, 2007 and F-5
Notes to Consolidated Financial Statemg F-6
Report of Independent Registered Public Accourfimm F-41

2. Financial Statement Schedu
Schedules have been omitted since they are eitteequired, not applicable, or the informatiomiserwise included.

3. Exhibits
The list of exhibits in the Exhibit Index is incamated herein by reference.

(b) Exhibits
We hereby file the exhibits listed in the attackedhibit Index.

(c) Financial Statement Schedules
None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyidthas duly caused this report tc
signed on its behalf by the undersigned, thereduolp authorized on the 26th day of November, 2008.

P ARAMETRIC T ECHNOLOGY C ORPORATION

By: /s/ C. RICHARD H ARRISON
C. Richard Harrison
Chief Executive Officer and President
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POWER OF ATTORNEY

We, the undersigned officers and directors of PatemTechnology Corporation, hereby severally titne Cornelius F. Moses, Il and
Aaron C. von Staats, Esq., and each of them sioglytrue and lawful attorneys with full power tet, and each of them singly, to sign for us
and in our names in the capacities indicated beloyand all subsequent amendments to this repatticefile the same, with exhibits thereto
and other documents in connection therewith, withSecurities and Exchange Commission, herebyiragiind confirming all that each of
said attorneys-in-fact may do or cause to be dgnértue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the Registrant and in the capacities indica&dW, on the 26th day of November, 2008.

Signature Title
(i) Principal Executive Officet

/s/ C. RCHARD H ARRISON Chief Executive Officer and President
C. Richard Harrison

(i) Principal Financial and Accounting Office

/s/ CorNELIUSF. M osEs, Il Executive Vice President and Chief Financial Office
Cornelius F. Moses, Il|

(iii) Board of Directors:

/s NOELG. POSTERNAK Chairman of the Board of Directors
Noel G. Posternak

/s/ RoBERTN. G OLDMAN Director
Robert N. Goldman

/s/  DONALD K. G RIERSON Director
Donald K. Grierson

/s/ C. RICHARD H ARRISON Director
C. Richard Harrison

/s/  JAMES E. H EPPELMANN Director
James E. Heppelmann

/s/ OscarB. M Arx, Il Director
Oscar B. Marx, I

/s/ MIcHAEL E. PORTER Director
Michael E. Porter
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Exhibit
Number

2.1

3.1(a)

3.1(b)
3.1(c)
3.1(d)

3.1(e)

3.1(f)

3.2

4.1
10.1.1*
10.1.2*
10.1.3*
10.1.4*

10.1.5

EXHIBIT INDEX

Exhibit

Share Purchase Agreement dated October 31, 208idbsmong Parametric Technology GmBH, Parametitii@ogy
Corporation, CoCreate Software GmBH, and the Seflamed therein (filed as Exhibit 2.1 to our Curfeeport on Form 8-
K dated December 3, 2007 and incorporated herenefgyence)

Restated Articles of Organization of Parametrichfedogy Corporation adopted February 4, 1993 (fdedExhibit 3.1 to ot
Quarterly Report on Form 10-Q for the fiscal quaetieded March 30, 1996 (File No. 0-18059) and ipoaated herein by
reference)

Articles of Amendment to Restated Articles of Origation adopted February 9, 1996 (filed as Exhihli(b) to oul
Registration Statement on Forr-8 (Registration No. 3:-01297) and incorporated herein by referen

Articles of Amendment to Restated Articles of Orgation adopted February 13, 1997 (filed as Exhiti{b) to our
Registration Statement on Forr-8 (Registration No. 3:-22169) and incorporated herein by referen

Articles of Amendment to Restated Articles of Orgation adopted February 10, 2000 (filed as ExI8hitto our Quarterly
Report on Form 1-Q for the fiscal quarter ended April 1, 2000 (Mle. C-18059) and incorporated herein by referen

Certificate of Vote of Directors establishing Serf Junior Participating Preferred Stock (filedeaghibit 3.1(e) to our
Annual Report on Form 10-K for the fiscal year eth@&eptember 30, 2000 (File No. 0-18059) and inaaried herein by
reference)

Articles of Amendment to Restated Articles of Orgation adopted February 28, 2006 (filed as ExI8Li{(f) to our
Quarterly Report on Form 10-Q for the fiscal quaeteded April 1, 2006 (File No. 0-18059) and inarmgied herein by
reference)

By-Laws, as amended and restated, of Parametric TlgynGorporation (filed as Exhibit 3.1 to our CurtdReport or
Form &K dated September 23, 2008 (File N-18059) and incorporated herein by referen

Rights Agreement effective as of January 5, 20@véen Parametric Technology Corporation and Amarftock Transfe
& Trust Company (filed as Exhibit 4.1 to our AnnirReport on Form 16 for the fiscal year ended September 30, 200@
No. (-18059) and incorporated herein by referen

Parametric Technology Corporation 2000 Equity ItieenPlan.

Form of Restricted Stock Agreement (Non-Employee&ibr) (filed as Exhibit 10.1 to our Quarterly Repon Form 10-Q
for the fiscal quarter ended July 2, 2005 (Filed 8-18059) and incorporated herein by referen

Form of Restricted Stock Agreement (Employee) dfies Exhibit 10.2 to our Quarterly Report on Fot®rQ for the fiscal
quarter ended July 2, 2005 (Filed N-18059) and incorporated herein by referen

Form of Restricted Stock Unit Certificate (U.Si)gd as Exhibit 10.3 to our Quarterly Report onfRdk(-Q for the fisca
quarter ended July 2, 2005 (Filed N-18059) and incorporated herein by referen

Form of Restricted Stock Unit Certificate (M-U.S.) (filed as Exhibit 10.4 to our Quarterly Refpan Form 1-Q for the
fiscal quarter ended July 2, 2005 (Filed N-18059) and incorporated herein by referen
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Exhibit
Number

10.1.6*

10.1.7*

10.1.8*

10.2*

10.3*

10.4

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

10.13

10.14

Exhibit
Form of Incentive Stock Option Certificate (filed Bxhibit 10.5 to our Quarterly Report on Form 1@e@Qthe fiscal quarter
ended July 2, 2005 (Filed Nc-18059) and incorporated herein by referen

Form of Nonstatutory Stock Option Certificate (filas Exhibit 10.6 to our Quarterly Report on Fot®rCL for the fiscal
quarter ended July 2, 2005 (Filed N-18059) and incorporated herein by referen

Form of Stock Appreciation Right Certificate (filed Exhibit 10.7 to our Quarterly Report on Forr-Q for the fisca
quarter ended July 2, 2005 (Filed N-18059) and incorporated herein by referen

Parametric Technology Corporation 1997 IncentivacOption Plan (filed as Exhibit 10.2 to our Qealt Report on Forn
10-Q for the fiscal quarter ended July 3, 2004 (Fite §-18059) and incorporated herein by referen

Amendment to Parametric Technology Corporation 188&ntive Stock Option Plan (filed as Exhibit 1@2our Quarterly
Report on Form 1-Q for the fiscal quarter ended March 31, 2001 (Rite (-18059) and incorporated herein by referen

Parametric Technology Corporation 1997 Nonstatuginck Option Plan (filed as Exhibit 10.4 to oura@erly Report on
Form 1(-Q for the fiscal quarter ended July 3, 2004 (Fite £-18059) and incorporated herein by referen

Parametric Technology Corporation 1996 DirectorxEOption Plan, as amended (filed as Exhibit 16.dur Annual
Report on Form 1-K for the fiscal year ended September 30, 199% (Ni». (-18059) and incorporated herein by referen

Amended and Restated Executive Agreement with €hdd Harrison, Chief Executive Officer, dated JAe2008 (filec
as Exhibit 10.1 to our Current Report on Form 8&fed June 27, 2008 (File No. 0-18059) and incotpdrherein by
reference)

Form of Amended and Restated Executive Agreemeetashinto with each of Mr. Moses, Mr. Cohen, Mur@ingham,
Mr. Heppelmann, Mr. DiBona, and Mr. von Staats(fias Exhibit 10.2 to our Current Report on Fork @ated June 27,
2008 (File No. -18059) and incorporated herein by referen

Consulting Agreement with Michael E. Porter dately B30, 2008 (filed as Exhibit 10.1 to our QuaneReport on Form 1-
Q for the fiscal quarter ended June 28, 2008 (RdeC-18059) and incorporated herein by referen

Executive Incentive Performance Plan (filed as BitHi0.22 to our Annual Report on Form-K for our fiscal year ende
September 30, 2004 (File Nc-18059) and incorporated herein by referen

Director compensation information (filed as Exhibit to our Quarterly Report on Form 10-Q for thsedil quarter ended
March 29, 2008 (File No.-18059) and incorporated herein by referen

Compensatory arrangements with Executive Offic

Lease dated December 14, 1999 by and between Pd'8aston Properties Limited Partnership (filed akigit 10.21 to ou
Annual Report on Form 10-K for the fiscal year em@eptember 30, 2000 (File No. 0-18059) and incated herein by
reference)

Amended and Restated Lease Agreement dated asuaryal, 1995 between United Trust Fund Limitedr@aship anc
Computervision Corporation (filed as Exhibit 10t8the Annual Report on Form 10-K of Computervist@orporation for
the fiscal year ended December 31, 1995 (File I-7760/(-20290) and incorporated herein by referen
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Exhibit

Number Exhibit

10.15 — Credit Agreement dated February 21, 2006 by anchgnRarametric Technology Corporation, KeyBank NloAssociation,
Bank of America, N.A., Citizens Bank of Massachtse®overeign Bank, Citicorp USA, Inc., JPMorgara§#hBank, N.A. and
Wachovia Bank, National Association (filed as Exhil®).1 to our Quarterly Report on Form 10-Q fog flscal quarter ended
April 1, 2006 (File No -18059) and incorporated herein by referen

21.1 — Subsidiaries of Parametric Technology Corporat

23.1 — Consent of PricewaterhouseCoopers LLP, an indepemegistered public accounting fir

31.1 — Certification of the Chief Executive Officer Purstido Exchange Act Rules 13-14(a) and 15-14(a).

31.2 — Certification of the Chief Financial Officer Pursudo Exchange Act Rules 13-14(a) and 15-14(a).

32x*  — Certification of Periodic Financial Report Pursuami8 U.S.C. Section 135

* Identifies a management contract or compensataeny @t arrangement in which an executive officedioector of PTC participate

**  Indicates that the exhibit is being furnished wiits report and is not filed as a part o
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Current asset:
Cash and cash equivalel

Accounts receivable, net of allowance for doubdfttounts of $5,151 and $3,869 at September 30,

PARAMETRIC TECHNOLOGY CORPORATION

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

ASSETS

2008 and 2007, respective
Prepaid expenst

Other current asse

Deferred tax asse
Total current asse
Property and equipment, r

Goodwill

Acquired intangible assets, r
Deferred tax asse
Other asset

Total asset

Current liabilities:
Revolving credit facility
Accounts payabl
Accrued expenses and other current liabili
Accrued compensation and bene
Accrued income taxe
Deferred tax liabilities
Customer advance
Deferred revenu

Total current liabilities

Deferred tax liabilities

Deferred revenu

Other liabilities

Total liabilities

LIABILITIES AND STOCKHOLDERS® EQUITY

Commitments and contingencies (Note
Stockholder equity:
Preferred stock, $0.01 par value; 5,000 share&a#d; none issue

Common stock, $0.01 par value; 500,000 shares anélap 115,726 and 114,704 shares issuec

outstanding at September 30, 2008 and 2007, regekc
Additional paic-in capital

Accumulated defici

Accumulated other comprehensive |
Total stockholderl equity
Total liabilities and stockholde’ equity

APPENDIX A
September 30
2008 2007

$ 256,94 $ 263,27:
201,50¢ 217,10:
28,47¢ 23,97:
82,13¢ 62,92:
28,43¢ 27,368
597,49: 594,63
55,25: 54,74¢
405,19 244,49
182,34: 80,55¢
71,17¢ 69,96¢
38,11« 45,91¢
$1,349,57. $1,090,31.

$ 88,50¢ $ =
16,71( 18,71¢
58,701 55,13¢
83,43: 80,59¢
24,12: 16,851

244 —
43,801 40,291
250,83t 218,74
566,35: 430,34.

30,76¢ —
7,457 8,424
42,47( 57,04(
647,04¢ 495,80
1,157 1,143
1,778,69: 1,759,45!
(1,060,05i) (1,132,56)
(17,276 (33,53/)
702,52t 594,50
$ 1,349,57. $1,090,31.

The accompanying notes are an integral part oktheasolidated financial statements.
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PARAMETRIC TECHNOLOGY CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:
License
Service
Total revenue
Costs and expenses
Cost of license revent
Cost of service revent
Sales and marketir
Research and developmt
General and administrati\
Amortization of acquired intangible ass
In-process research and developn
Restructuring and other charg
Total costs and expens
Operating income
Interest incomt
Interest expens
Other expense, n
Income before income tax
Provision for (benefit from) income tax
Net income

Earnings per share—Basic

Earnings per share—Diluted

Weighted average shares outstan—Basic
Weighted average shares outstan—Diluted

(in thousands, except per share data)

Year ended September 30,

2008 2007 2006
$ 316,190  $296,12!  $263,47:
754,13¢ 645,15 584,51
1,070,33 941,27 847,98:
29,25¢ 16,08: 12,21¢
301,53 274,72 257,52:
306,88( 292,21! 273,01
182,02: 162,35: 146,95
87,82¢ 79,77 77,63
15,57¢ 7,467 6,074
1,881 544 2,10(
20,10: 15,34’ 5,947
945,08! 848,51 781,47
125,24! 92,76¢ 66,51
10,05¢ 9,86¢ 5,44%
(7,829 (582) (584)
(8,592) (2,399 (1,160)
118,88¢ 99,66( 70,21:
39,18« (43,996 13,40¢
$ 79,70:  $14365(  $ 56,80
$ 07¢ $ 127 $ 052
$ 066 $ 122 $ 05C
113,70: 112,73« 109,84¢
117,87 117,49: 113,38:

The accompanying notes are an integral part oktbeasolidated financial statements.
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PARAMETRIC TECHNOLOGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Year ended September 30,

2008 2007 2006
Cash flows from operating activitie
Net income $ 79,70: $143,65¢ $ 56,80«
Adjustments to reconcile net income to net caskigea by operating activitie!
Stoclk-based compensatic 44,39¢ 36,44¢ 38,201
Depreciation and amortizatic 60,02: 39,19¢ 33,88
Provision for loss on accounts receiva 2,391 1,91¢ 1,52t
Benefit from deferred income tax (2,740 (70,659 (1,559
In-process research and developn 1,887 544 2,10¢
Non-cash loss on liquidation of subsidiar 6,20¢ — —
Other nor-cash costs (credits), n 363 15€ (64)
Changes in operating assets and liabilities, exauthe effects of acquisition
Accounts receivabl 42,00¢ (2,784 (15,659)
Accounts payable and accrued expel (14,009 (7,347 (9,897)
Customer advance — 23z 7,68¢
Accrued compensation and bene 762 3,781 2,547
Deferred revenu 2,07 (2,387 3,65¢
Accrued income taxes, net of income tax receiv 7,31¢ 9,98 (21,81))
Other current assets and prepaid expe 114 (1,079 3,21t
Other noncurrent asse (6,864 (22,859) (38,169
Other noncurrent liabilitie (1,409 (1,449 2,797
Net cash provided by operating activities 222,241 127,37 65,28!
Cash flows from investing activitie
Additions to property and equipme (25,439 (24,05 (19,472
Acquisitions of businesses, net of cash acqt (261,59)) (27,120 (75,089
Acquisition of remaining equity interest in a caied subsidiar) — (3,972) —
Net cash used by investing activitie (287,03) (55,149 (94,556
Cash flows from financing activitie
Borrowings under revolving credit facili 220,00( — —
Repayment of borrowings under revolving creditlfaci (131,86.) — —
Proceeds from issuance of common si 12,70: 15,64¢ 7,831
Payments of withholding taxes in connection wittilsment of restricted stock un (10,729 (6,537 217
Repurchases of common stc (27,29)) (9,952 —
Credit facility origination cost — — (897)
Tax benefit from stoc-based award 16¢ 30¢ 52
Payments of capital lease obligatic (537) (496€) (442
Net cash provided (used) by financing activitie 62,451 (1,024 6,421
Effect of exchange rate changes on cash and casaénts (3,996 8,627 1,87:
Net (decrease) increase in cash and cash equivake (6,330 79,82: (20,979
Cash and cash equivalents, beginning of ' 263,27. 183,44 204,42:
Cash and cash equivalents, end of yei $ 256,94 $263,27. $183,44¢
Supplemental disclosures of cash flow information
Property and equipment acquired under capital & $ — $ — $ 26C

The accompanying notes are an integral part oktheasolidated financial statements.
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PARAMETRIC TECHNOLOGY CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balance as of October 1, 200

Common stock issued for employee s-based award

Shares surrendered by employees to pay taxesdetate
restricted stock unit

Compensation expense from st-based award

Tax benefit realized from sto-based award

Net income

Foreign currency translation adjustm

Change in unrealized gain on investme

Minimum pension liability adjustmel

Balance as of September 30, 20(

Common stock issued for employee s-based award

Shares surrendered by employees to pay taxesdete
restricted stock unit

Compensation expense from st-based award

Tax benefit realized from sto-based award

Net income

Repurchases of common stc

Foreign currency translation adjustm

Change in unrealized gain on investme

Minimum pension liability adjustmel

Balance as of September 30, 20(

Common stock issued for employee s-based award

Shares surrendered by employees to pay taxesdétate
restricted stock unit

Compensation expense from st-based award

Tax benefit realized from sto-based award

Net income

Repurchases of common stc

FIN 48 beginning retained earnings adjustn

Foreign currency translation adjustm

Minimum pension liability adjustmel

Balance as of September 30, 20(

(in thousands)

Common Stock

Accumulated
Other

Total

Additional Comprehensive Stockholders’
Paid-in Accumulated

Shares Amount Capital Deficit Income (Loss) Equity
110,03( $1,10C $1,677,611 $(1,333,02) $ (48,780 $ 296,90
1,85( 1¢ 7,812 — — 7,831
— — (117) — — (117)
— — 38,20: — — 38,20:
— — 52 — — 52
— — — 56,80+ — 56,80«
— — — — 1,74: 1,74z
— — — — (447) (4473
— — — — 4,891 4,891
111,88  1,11¢ 1,723,571  (1,276,22) (42,596 405,87.
3,72t 37 15,617 — — 15,64¢
(344) () (6,530) — — (6,537
_ — 36,44t — — 36,44t
— — 30¢ — — 30€&
— — — 143,65¢ — 143,65¢
(557) (6) (9,94¢) — — (9,957)
— — — — 5,991 5,991
— — — — (680) (680)
— — — — 3,74t 3,74~
114,70 1,147  1,759,45  (1,132,56) (33,539 594,50°
3,29( 33 12,66¢ — — 12,701
(604) (6) (10,719 — — (10,729
— — 44,39¢ — — 44,39¢
— — 16¢ — — 16¢
— — — 79,702 — 79,702
(1,662 (17) (27,280) — — (27,29))
= — = (7,187 = (7,187
— — — — (1,38¢) (1,389
— — — — 17,641 17,641
115,72¢ $1,157 $1,778,69. $(1,060,05) $ (17,276 $ 702,52

The accompanying notes are an integral part oktbeasolidated financial statements.
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PARAMETRIC TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

Year ended September 30,

2008 2007 2006
Comprehensive income
Net income $79,70: $143,65¢ $56,80¢
Other comprehensive income (loss), net of

Foreign currency translation adjustment, net ofdB0 for all period: (1,389 5,997 1,74:

Change in unrealized gain on investment securitiespf tax of $0 for all perioc — (680) (443)

Minimum pension liability adjustment, net of tax$699 for 2008, $1,947 for 2007 and $0 for

2006 17,647 3,74t 4,891

Other comprehensive incor 16,25¢ 9,062 6,19(
Comprehensive income $95,96( $152,71¢ $62,99¢

The accompanying notes are an integral part oktheasolidated financial statements.
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PARAMETRIC TECHNOLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Description of Business and Basis of Presentatio
Busines:

Parametric Technology Corporation (PTC) was incoafesl in 1985 and is headquartered in Needham,adhsesetts. PTC develops,
markets and supports product lifecycle managenti¥lj software solutions and related services tledyp kompanies improve their processes
for developing physical and information productsir ®olutions, which include a suite of mechani@ahputer-aided design and document
authoring tools and a range of Internet-based lootktion, content and process management, andspirgitechnologies, enable companies to
create digital product content as represented bglymt designs and component-based documents, adlabglobally on the development of
content with cross-functional teams consisting efmbers within an organization and from the exteretgdrprise, control content and
automate processes over the course of a pradifetycle, configure content to match productd aervices, and communicate relevant pro
information across the extended enterprise andgtomers through multiple channels using dynamidipations. Our software solutions are
complemented by our services and technical sugpgeanizations, as well as third-party resellers ather strategic partners, who provide
training, consulting, ancillary product offeringsplementation and support to customers worldwide.

Basis of Presentatio

Our fiscal year-end is September 30. The cons@dlfihancial statements include Parametric Techgyol@orporation, the parent
company, and its wholly owned subsidiaries, inatgdihose operating outside the U.S. All interconypaalances and transactions have been
eliminated in the consolidated financial statements

Effective on February 28, 2006, we implementedvange stock split pursuant to which every five sbaf issued and outstanding
common stock of PTC were automatically combined tato issued and outstanding shares of common stdbkut any change in the par
value of such shares. Except for par values, tfeaces in these financial statements and notésetoumber of shares of common stock,
restricted stock, restricted stock units and stmations and to such per share amounts have betatec$o reflect this reverse stock split.

We prepare our financial statements under genegialtgpted accounting principles that require mamagéto make estimates and
assumptions that affect the amounts reported andethted disclosures. Actual results could diffem these estimates.

B. Summary of Significant Accounting Policies
Foreign Currency Translatio

For our non-U.S. operations where the functionatency is the local currency, we translate assaddiabilities at exchange rates in
effect at the balance sheet date and record ttarskdjustments in stockholders’ equity. For oan+U.S. operations where the U.S. dollar is
the functional currency, we remeasure monetarytaissel liabilities using exchange rates in effé¢ha balance sheet date and nonmonetary
assets and liabilities at historical rates andnecesulting exchange gains or losses in otherressgenet in the consolidated statement of
operations. We translate income statement amotiatgesage rates for the period. Transaction gaidd@sses are recorded in other expense,
net in the consolidated statement of operations.

In the third quarter of 2008, we liquidated eightolly-owned subsidiaries resulting in a $6.2 millison-cash loss. The non-cash loss
resulted from the reclassification of the net cuative translation adjustment from accumulated otleenprehensive loss into earnings for tt
liquidated subsidiaries. The loss related to ttsegesidiaries was recorded in other expense, rteeiaccompanying consolidated statement of
operations. The consolidated statement of compsieimcome for 2008 reflects an offsetting gair$6f2 million resulting from the
reclassification.
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Revenue Recognitic

We derive revenues from three primary sourcessd¢ffvare licenses, (2) maintenance services andof®ulting and training services.
Revenue by type for 2008, 2007 and 2006 was axsl|

Year ended September 30,

2008 2007 2006

(in thousands)
License revenu $ 316,19: $296,12! $263,47:
Maintenance services reven 497,53t 408,41 369,18t
Consulting and training services revel 256,60« 236,74. 215,32t
Total revenue $1,070,331 $941,27¢ $847,98:

Primarily, we apply the guidance of Statement dafiffan (SOP) No. 97-Z5oftware Revenue Recognitiamd Statement of Position
No. 9¢-9, Modification of SOP 97-2, Software Revenue Reciognitith Respect to Certain Transactiobsth issued by the American Institute
of Certified Public Accountants. In applying SORB#ve exercise judgment and use estimates in ationewith determining the amounts of
software license and services revenues to be reaayin each accounting period.

For software license arrangements that do not regignificant modification or customization of thederlying software, we recognize
revenue when: (1) persuasive evidence of an armegeexists, (2) delivery has occurred (gener&@®B shipping point or electronic
distribution), (3) the fee is fixed or determinaldad (4) collection is probable. Substantiallycdilbur license revenues are recognized in this
manner.

Our software is distributed primarily through ourredt sales force. In addition, we have an indidgstribution channel through alliances
with resellers and, for our Mathsoft products, wdthtributors. Approximately 25% of our total rewenin 2008 was generated from our indil
distributor channel. Revenue arrangements withlezseare recognized on a sell-through basis;itharthen we deliver the product to the end-
user customer. We do not offer contractual rigliteturn, stock balancing, or price protection tw pesellers, and actual product returns from
them have been insignificant to date. As a restdtdo not maintain reserves for reseller productrns and related allowances. In contrast,
revenue arrangements with distributors of our Mafthgroducts have a contractual right to exchamgelyct and are recognized on a sell-in
basis; that is, when we ship the products to te&idutor. As of September 30, 2008, 2007 and 20@6yalue of Mathsoft product inventory
held by distributors and the accrual that we haeerded for estimated product returns were not riaéte

At the time of each sale transaction, we must nzekassessment of the collectibility of the amouwrg ftom the customer. Revenue is
only recognized at that time if management deemsdbllection is probable. In making this assesgmea consider customer credvbrthines
and historical payment experience. At that same tine assess whether fees are fixed or determinabléree of contingencies or significant
uncertainties. If the fee is not fixed or deternbilea revenue is recognized only as payments beclhuadrom the customer, provided that all
other revenue recognition criteria are met. In ssieg whether the fee is fixed or determinablecasider the payment terms of the
transaction, including transactions with paymenntethat extend beyond our customary payment teanmspur collection experience in
similar transactions without making concessionspgrother factors. Our software license arrangesngemerally do not include customer
acceptance provisions. However, if an arrangenmaftides an acceptance provision, we record revenlyeupon the earlier of (1) receipt of
written acceptance from the customer or (2) exjoinadf the acceptance period.

Our software arrangements often include implemantatnd consulting services that are sold sepgrateler consulting engagement
contracts or as part of the software license aerarnt. When we determine that such services aressential to the functionality of the
licensed software and qualify as “service transacti under SOP 97-2, we record revenue separaethé license and service elements of
these arrangements,
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provided that appropriate evidence of fair valustsxfor the undelivered services (see discussadomy). Generally, we consider that a service
is not essential to the functionality of the softevhased on various factors, including if the ssrsimay be provided by independent third
parties experienced in providing such consulting iamplementation in coordination with dedicatedtouser personnel and whether the
services result in any modification or customizatid the software functionality. If an arrangemdaogs not qualify for separate accounting of
the license and service elements, then licenseuevis recognized together with the consultingisessusing either the percentage-of-
completion or completed-contract method of conteattounting. Contract accounting for both license service elements is also applied to
any software arrangements that include customeasifgpacceptance criteria or where the license payinis tied to the performance of
consulting services. Under the percentage-of- cetigrl method, we estimate the stage of completi@ootracts with fixed or “not to exceed”
fees based on hours or costs incurred to daterapared with estimated total project hours or castompletion. If we do not have a sufficient
basis to measure progress towards completion, vevisrrecognized upon completion of the contradieWtotal cost estimates exceed
revenues, we accrue for the estimated losses vdeettified. The use of the percentage-of-completi@thod of accounting requires significant
judgment relative to estimating total contract spsicluding assumptions relative to the lengthiroe to complete the project, the nature
complexity of the work to be performed, and antitgal changes in salaries and other costs. Whestadnts in estimated contract costs are
determined, such revisions may have the effectipfsting, in the current period, the earnings agtile to performance in prior periods.

We generally use the residual method to recogmizerrues from arrangements that include one or elersents to be delivered at a
future date when evidence of the fair value ofiallielivered elements exists. Under the residuahatktthe fair value of the undelivered
elements (i.e., maintenance, consulting and trgiearvices) based on vendor-specific objectiveewe (VSOE) is deferred and the remaining
portion of the total arrangement fee is allocatethe delivered elements (i.e., software licendevidence of the fair value of one or more of
the undelivered services does not exist, all regsrare deferred and recognized when delivery affaliose services has occurred or when fair
values can be established. We determine VSOE dhathgalue of services revenues based upon o@ntgaricing for those services when sold
separately. For certain transactions, VSOE of #lirevlue of maintenance services is determineddas a substantive maintenance renewal
clause within a customer contract. Our currentipgipractices are influenced primarily by prodygid, purchase volume, maintenance term
and customer location. We review services soldrsgplg and maintenance renewal rates on a perimadits and update, when appropriate, our
VSOE of fair value for such services to ensure ihaflects our recent pricing experience. Anyrgase in our VSOE assumptions of the fair
value of maintenance services or consulting ariditrg services would decrease the amount allodatéidense revenue.

Significant incremental discounts offered in mukiplement arrangements that would be characterizedgarate elements are infreqt
and are carved out of software license revenuesruhé residual method. In limited circumstancdseme a customer receives a subscription-
based license, license revenue is recognized yatakl the term of the arrangement. In limited winstances, where the right to use the
software license is contingent upon current paymehmaintenance, fees for software license anditeiaéince are recognized ratably over the
initial maintenance term.

Maintenance services generally include rights tepaaified upgrades (when and if available), teleghand Internet-based support,
updates and bug fixes. Maintenance revenue is néoed ratably over the term of the maintenanceraohon a straight-line basis. It is
uncommon for us to offer a specified upgrade texsting product; however, in such instances,elenue of the arrangement is deferred until
the future upgrade is delivered.

When consulting service qualifies for separate anting, consulting revenues under time and matekgling arrangements are
recognized as the services are performed. Conguktvenues under fixed-priced contracts are gdgasdognized using the percentage-of-
completion method. If there is a significant unaity about the project completion or receipt ofrpant for the consulting services, revenue is
deferred
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until the uncertainty is sufficiently resolved. Rddursements of out-of-pocket expenditures incuimezbnnection with providing consulting
services are included in services revenue, withoffeetting expense recorded in cost of servicesmee.

Training services include on-site training, classnaraining, and computer-based training and ass&sts Training revenues are
recognized as the related training services areiged.

Deferred Revenu

Deferred revenue primarily relates to software reaiance agreements billed to customers for whielsévices have not yet been
provided. The liability associated with performitigse services is included in deferred revenueiaindt yet paid, the related amount is
included in other current assets. Billed but uremid maintenance-related amounts included in ctimeent assets at September 30, 2008 and
2007 were $76.8 million and $59.9 million, respeely. Deferred revenue consisted of the following:

September 30,
2008 2007
(in thousands)
Deferred maintenance reven $228,84: $196,88:
Deferred other service reven 21,327 22,39
Deferred license revent 8,12 7,88¢
Total deferred revent $258,29! $227,16:

Cash, Cash Equivalents, Short-Term Investmentdviaréietable Investments

Our cash equivalents, short-term investments, aautk@table investments are invested in debt instntsnef financial institutions,
government entities and corporations and in mutuads. We have established guidelines relative¢ditratings, diversification and maturit
that are intended to maintain safety and liquidtgsh equivalents include highly liquid investmeanith maturity periods of three months or
less when purchased. Short-term investments in¢hmge investments with maturities in excess afghmonths but less than one year.
Marketable investments are those with maturitiesxicess of one year. Short-term investments anletele investments as of September 30,
2008 and 2007 were not material.

Short-term investments and marketable investmentslassified as available for sale and reportddiavalue, with unrealized gains and
losses included in the accumulated other compréeircome (loss) component of stockholders’ eqaitg amortization or accretion of
premium or discount included in interest income.

Concentration of Credit Risk and Fair Value of Rireéal Instruments

The amounts reflected in the consolidated balaheets for cash and cash equivalents, accountyadteiand accounts payable
approximate their fair value due to their shortumiéies. Financial instruments that potentially jgaib us to concentration of credit risk consist
primarily of investments, trade accounts receivalnd foreign currency derivative instruments. Qashg cash equivalents, investments and
foreign currency derivatives are placed with finahinstitutions with high credit standings. Ouedit risk for derivatives is also mitigated due
to the short-term nature of the contracts. Ouraiast base consists of large numbers of geographitigerse customers dispersed across
many industries, and no individual customer congatisore than 10% of our net trade accounts reckeivaof September 30, 2008 or 2007.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accounts famested losses resulting from the inability of austomers to make required
payments. In determining the adequacy of the altmedor doubtful accounts,
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management specifically analyzes individual accouateivable, historical bad debts, customer cdnagons, customer credit-worthiness,
current economic conditions, accounts receivabilegaigends and changes in our customer paymenstedur allowance for doubtful accounts
on trade accounts receivable was $5.2 million éegtember 30, 2008, $3.9 million as of SeptembeP307, $4.9 million as of September
2006 and $5.7 million as of September 30, 2005.dlectible trade accounts receivable written-o#ft of recoveries, were $1.1 million,

$2.9 million and $2.3 million in 2008, 2007 and B0@espectively. Provisions for bad debt expense 2.4 million, $1.9 million and

$1.5 million in 2008, 2007 and 2006, respectively.

Transfers of Financial Assets

We offer our customers the option to purchase softvand services through payment plans. Othersaisstite accompanying
consolidated balance sheets include non-currerivagles from customers related to extended payteemtcontracts totaling $16.3 million
and $25.3 million at September 30, 2008 and 20&5hactively. We occasionally transfer future paytmender certain of these contracts to
third-party financial institutions on a non-recoeitzasis. We record such transfers as sales oélded accounts receivable when we surrender
control of such receivables under the provisionStatement of Financial Accounting Standards (SF4&)140,Accounting for Transfers and
Servicing of Financial Assets and Extinguishmehtsabilities.

Derivatives

We apply SFAS 133Accounting for Derivative Instruments and Hedgirgivities, which sets forth accounting and reporting standards
for derivative instruments, including certain dative instruments embedded in other contractsfanidedging activities. All derivatives,
whether designated in a hedging relationship oravetrequired to be recorded on the balance shéait value. SFAS 133 also requires that
changes in the derivative’s fair value be recoghizgrrently in earnings unless specific hedge actiog criteria are met, and that we formally
document, designate, and assess the effectivehgamsactions that receive hedge accounting. Tieeteveness of the derivative as a hedging
instrument is based on changes in its market \adirey highly correlated with changes in the maxkdtie of the underlying hedged item.

Derivatives are financial instruments whose vaklresderived from one or more underlying finanaistiuments, such as foreign
currency. We enter into derivative transactiongcéfrally foreign currency forward contracts, t@nage our exposure to fluctuations in
foreign exchange rates that arise primarily fromfoveign currency-denominated receivables and lplaga The contracts are primarily in
Western European currencies and Japanese Yenaltygiave maturities of less than three monthsraadire an exchange of foreign
currencies for U.S. dollars at maturity of the caots at rates agreed to at inception of the cotstrdVe do not enter into or hold derivatives for
trading or speculative purposes. Generally, weatalesignate foreign currency forward contracteeddges for accounting purposes, and
changes in the fair value of these instrumentseregnized immediately in earnings. Because wer émite forward contracts only as an
economic hedge, any gain or loss on the underligrgjgn-denominated balance would be offset byldlse or gain on the forward contract.
Gains and losses on forward contracts and foreggroihinated receivables and payables are includethar income (expense), net. Net
realized and unrealized gains and losses associétte@éxchange rate fluctuations on forward cortgamnd the underlying foreign currency
exposure being hedged were immaterial for all pisrjoresented.

As of September 30, 2008, we had outstanding fatwantracts with notional amounts equivalent to4sI5nillion ($61.7 million
between the Euro and U.S. Dollar, $34.5 millioBiitish Pounds ($25.0 million between the BritishbuRd and the Euro and $9.5 million
between the British Pound and the U.S. Dollar),.$18illion between the Indian Rupee and the U.Slapo$12.3 million between the Chinese
Renminbi and the U.S. Dollar, $10.1 million betwélke Japanese Yen and the U.S. Dollar, and $18li®min other currencies). As of
September 30, 2007, we had $91.0 million ($40.%ionilin Euros, $31.1 million in British Pounds, $7million in Japanese Yen, $1.6 million
in Korean Won and $10.7 million in other currengies
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Property and Equipmet

Property and equipment are recorded at cost anedaped using the straight-line method over testimated useful lives. Computer
hardware and software are typically amortized akeze to five years, and furniture and fixturesraveee to eight years. Leasehold
improvements are amortized over the shorter of teaful lives or the remaining terms of the reddesmases. Property and equipment under
capital leases are amortized over the lesser détiee terms or their estimated useful lives. Maiahce and repairs are charged to expense
when incurred; additions and improvements are aipéd. When an item is sold or retired, the cost eelated accumulated depreciation is
relieved, and the resulting gain or loss, if asydcognized in income.

Computer Software Costs

We incur costs to develop computer software tddenked or otherwise marketed to customers. Rdseat development costs are
expensed as incurred, except for costs of intgrileloped or externally purchased software thatify for capitalization. Software
development costs incurred subsequent to the edtai@nt of technological feasibility, but priorttte general release of the product, are
capitalized and, upon general release, are amdrtigimg the greater of either the straight-linehndtover the expected life of the related
products or are amortized based upon the pattesiich economic benefits related to such assetbeirg realized. The straighite method i
used if it approximates the same amount of expagsdbat calculated using the ratio that curreribpgegross product revenues bear to total
anticipated gross product revenues. No internatlyetbped computer software costs were capitalizéd08, 2007 or 2006. As described in
Note E, $62.1 million, $13.1 million and $10.7 nuh of software was capitalized in connection vatlr acquisitions of businesses in 20
2007 and 2006, respectively, and is included iruaed intangible assets.

Goodwill, Acquired Intangible Assets and Long-livesbets

Goodwill is the amount by which the cost of acqdinet assets in a business acquisition exceedddithalues of net identifiable assets
on the date of our purchase.

Intangible assets with indefinite useful lives,liming goodwill, are evaluated for impairment anhyar more frequently if events or
changes in circumstances indicate that the assggttine impaired. Factors we consider importantmverall company basis and reportable-
segment basis, when applicable, that could triggempairment review include significant underperfance relative to historical or projected
future operating results, significant changes inuse of the acquired assets or the strategy foowerall business, significant negative indu:
or economic trends, a significant decline in oocktprice for a sustained period and a reductioounfmarket capitalization relative to net b
value. To conduct these tests of goodwill and imiteflived intangible assets, the fair value o tleporting unit is compared to its carrying
value. If the reporting unit’s carrying value exdeéts fair value, we record an impairment losthoextent that the carrying value of goodwill
exceeds its implied fair value. We estimate thevalues of our reporting units using discounteshcfiow valuation models.

Long-lived assets primarily include property andipment and intangible assets with finite liveslimding purchased software, customer
lists and trademarks). Purchased software is apegrtover 1 to 8 years, customer lists are amortixed 2 to 11 years and trademarks are
amortized over 1 to 9 years. In accordance with SEA4,Accounting for the Impairment or Disposal of Longdd Assetsye periodically
review long-lived assets for impairment whenevesrgs or changes in business circumstances indizatt¢he carrying amount of the assets
may not be fully recoverable or that the usefubéiwf those assets are no longer appropriate. iEgairment test is based on a comparison of
the undiscounted cash flows to the recorded vdltleeoasset. If impairment is indicated, the agsatritten down to its estimated fair value
based on a discounted cash flow analysis.

Advertising Expense

Advertising costs are expensed as incurred. Totadrising expenses incurred were $2.4 million7$8illion and $2.3 million in 2008,
2007 and 2006, respectively.
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Income Taxe

Our income tax expense includes U.S. and intematimcome taxes. Certain items of income and es@ame not reported in tax returns
and financial statements in the same year. Theffaxts of these differences are reported as defdax assets and liabilities. Deferred tax
assets are recognized for the estimated futureffaxts of deductible temporary differences andaperating loss and credit carryforwards.
Changes in deferred tax assets and liabilitiesemerded in the provision for income taxes. We ss#ge likelihood that our deferred tax assets
will be recovered from future taxable income awdthe extent we believe that it is more likely thrent that all or a portion of deferred tax
assets will not be realized, we establish a vadaadilowance. To the extent we establish a valnaltowance or increase this allowance in a
period, we include an expense within the tax piiowién the consolidated statement of operations.

Effective October 1, 2007, we adopted FASB Integiien No. 48 Accounting for Uncertainty in Income Taxes, an fiptetation of
FASB Statement No. 1(FIN 48). FIN 48 prescribes a new methodology byclltompanies must identify, recognize, measuredisalose ir
their financial statements the effects of any utatertax return reporting positions that the comphas taken or expects to take.

Comprehensive Income

Comprehensive income consists of net income aner attmprehensive income (loss), which includesidoreurrency translation
adjustments, minimum pension liability adjustmeats] changes in unrealized gains and losses ostmeat securities. For the purposes of
comprehensive income disclosures, we do not reteorgrovisions or benefits for the net changesi@foreign currency translation adjustm
as we intend to reinvest permanently undistribei@chings of our foreign subsidiaries. Accumulatdgencomprehensive income (loss) is
reported as a component of stockholders’ equityaendf September 30, 2008 and 2007 was compriseghadilative translation adjustment
gains of $7.9 million and $9.3 million, respectieand minimum pension liability net of tax of $(2bmillion and $(42.8) million,
respectively.

Earnings Per Share (EP:

Basic EPS is calculated by dividing net incomehmyweighted average number of shares outstandinggdine period. Unvested
restricted shares, although legally issued andandéng, are not considered outstanding for purpo$ealculating basic earnings per share.
Diluted EPS is calculated by dividing net incomethg weighted average number of shares outstamdlisgthe dilutive effect, if any, of
outstanding stock options, restricted shares asticted stock units using the treasury stock metAde following table presents the
calculation for both basic and diluted EPS:

Year ended September 3C

2008 2007 2006
(in thousands, except per share date
Net income $ 79,70: $143,65¢ $ 56,80/
Weighted average shares outstanc 113,70: 112,73¢ 109,84¢
Dilutive effect of employee stock options, reseitishares and restricted stock u 4,167 4,76( 3,53t
Diluted weighted average shares outstan 117,87( 117,49 113,38:
Basic earnings per shz $ 0.7¢C $ 1.27 $ 052
Diluted earnings per sha $ 0.6¢ $ 1.2z $ 0.5C

Stock options to purchase 3.2 million, 3.5 milliamd 4.3 million shares for 2008, 2007 and 200Geetively, had exercise prices per
share that were greater than the average marloet pfiour common stock for those periods. Thesgeshaere excluded from the computation
of diluted EPS as their effect would have been-dihitive.
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Stock-Based Compensation

We account for stock-based compensation under A3 23 (revised 20045hare-Based Paymef8FAS 123(R)). SFAS 123(R)
requires us to measure the cost of employee servoeived in exchange for an award of equity imsemts based on the grant-date fair value
of the award using an option pricing model. Thagtds recognized over the period during which atplegee is required to provide service in
exchange for the award.

The fair value of restricted shares and restristedk units granted in 2008, 2007 and 2006 wasdoasehe fair market value of our stc
on the date of grant. The weighted average fairevgker share of restricted shares and restrictett sinits granted in 2008, 2007 and 2006 was
$17.95, $18.55 and $15.45, respectively. Pre-vgstirfeiture rates for purposes of determining ktbased compensation for 2008, 2007 and
2006 were estimated by us to be 0% for all perfodslirectors and executive officers, 4%, 4% and 68épectively, for vice president-level
employees and 7%, 7% and 6%, respectively, fasthr employees.

The following table shows total stock-based comp#os expense recorded from our stock-based awaedsNote K for a description of
the types of stock-based awards) as reflectedricansolidated statements of operations:

Year ended September 30,

2008 2007 2006
(in thousands)

Cost of license revent $ 37 $ 13 $ 12z
Cost of service revent 9,17 7,41z 7,53¢
Sales and marketir 12,23( 8,98¢ 9,52¢
Research and developm 9,42¢ 7,20¢ 8,63¢
General and administrati\ 13,52¢ 12,70¢ 12,38

Total stocl-based compensation expel $44,39¢  $36,44¢  $38,20"

The tax benefit recognized in the consolidatedestant of operations related to stock-based compiengataled $13.6 million,
$31.1 million and $0.4 million in 2008, 2007 andB0respectively. The 2007 tax benefit relateddclsbased compensation includes
$17.8 million related to prior years recognized mpelease of the valuation allowance in 2007 fertthS. and a foreign jurisdiction as
described in Note G.

As of September 30, 2008 total unrecognized congigmscost related to unvested awards expectedsty ncluding stock options,
restricted shares and restricted stock units, \wpsoaimately $54.5 million. As of September 30, 80the weighted average remaining
recognition period for unvested awards was 17 ngnth

Recent Accounting Pronounceme
Determining Whether Instruments Granted in S-Based Payment Transactions Are Participating Séesr

In June 2008, the FASB issued FASB Staff PositleBR) EITF 03-6-1Determining Whether Instruments Granted in Sharedgla
Payment Transactions Are Participating Securi(EITF 03-6-1). EITF 03-6-1 provides that unvesthdre-based payment awards that contain
nonforfeitable rights to dividends or dividend aeguients (whether paid or unpaid) are participasiagurities and shall be included in the
computation of earnings per share pursuant towbectass method. Upon adoption, a company is requiv retrospectively adjust its earnings
per share data (including any amounts relatedt&sim periods, summaries of earnings and seleateddial data) to conform with the
provisions in EITF 03-6-1. We will be subject tollEl 03-6-1 beginning in fiscal 2010, which begins@ctober 1, 2009. We have not yet
determined the impact, if any, of EITF 03-6-1 om consolidated financial statements.
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Disclosures about Derivative Instruments and Heddhativities

In March 2008, the Financial Accounting Standardail (FASB) issued Statement No. 1Bisclosures about Derivative Instruments
and Hedging Activitie§SFAS 161). The new standard is intended to impfimancial reporting about derivative instrumentsl dedging
activities by requiring enhanced disclosures tdénmvestors to better understand their effectamentity’s financial position, financial
performance, and cash flows. SFAS 161 requiredatisce of the fair values of derivative instrumeaits! their gains and losses in a tabular
format. It also provides more information aboutesity’s liquidity by requiring disclosure of dedtive features that are credit risk-related.
Finally, it requires cross-referencing within footes to enable financial statement users to Idogtertant information about derivative
instruments. It is effective for financial staterteissued for fiscal years beginning after Novenitier2008, and interim periods within those
years, with early adoption encouraged. We do nli¢\ethe adoption of SFAS 161 in our fiscal 2010 have a material effect on o
consolidated financial position, results of opemasi or cash flows.

Business Combinatior

In December 2007, the FASB issued Statement NqR)4Business CombinatiofSFAS 141(R)) and Statement No. 18@counting
and Reporting of Noncontrolling Interests in Cotidated Financial Statemenfg&n amendment of ARB No. 88FAS 160). These statements
will significantly change the financial accountiagd reporting of business combination transactmusnoncontrolling (or minority) interests
in consolidated financial statements. SFAS 141@guires companies to: (i) recognize, with certaiceptions, 100% of the fair values of as
acquired, liabilities assumed, and noncontrollimgiests in acquisitions of less than a 100% cbimganterest when the acquisition constitL
a change in control of the acquired entity; (ii)asare acquirer shares issued in considerationboseness combination at fair value on the
acquisition date; (iii) recognize contingent comsation arrangements at their acquisition-dateviaues, with subsequent changes in fair value
generally reflected in earnings; (iv) with certaixceptions, recognize preacquisition loss and gairtingencies at their acquisition-date fair
values; (v) capitalize in-process research andldpw@ent assets acquired; (vi) expense, as incuaaglisition-related transaction costs; and
(vii) capitalize acquisition-related restructuriogsts only if the criteria in SFAS 148¢counting for Costs Associated with Exit or Disglos
Activities, are met as of the acquisition date. In additahranges in accounting for deferred tax asset vialuatlowances and acquired income
tax uncertainties after the measurement periodbeiltecognized in earnings rather than as an akuntto the cost of acquisition.

SFAS 141(R) is required to be adopted concurrenitly SFAS 160 and is effective for business comtiamatransactions for which the
acquisition date is on or after the beginning &f finst annual reporting period beginning on oeafbecember 15, 2008. We will be subject to
SFAS 141(R) beginning in fiscal 2010, which beginsOctober 1, 2009. Early adoption of these Stagsnie prohibited. We believe the
adoption of these Statements will have a matefiateon the financial accounting for any signifitacquisitions completed after October 1,
2009.

Determination of the Useful Lives of Intangible éts

In April 2008, the FASB issued FASB Staff Positidn.142-3,Determination of Useful Lives of Intangible Asq&iSP 142-3). FSP 142-
amends the factors that should be considered ielowg renewal or extension assumptions usedtermée the useful life of a recognized
intangible asset under SFAS 1&odwill and Other Intangible AsseSFAS 142). FSP 142-3 is intended to improve coesty between the
useful life of an intangible asset determined urleAS 142 and the expected cash flows used to meettsaifair value of the asset under SF
141(R) and other U.S. generally accepted accoumtimgiples. FSP 142-3 is effective for financittements issued for fiscal years beginning
after December 15, 2008, and interim periods withose fiscal years. We are currently evaluatirgitipact, if any, that the adoption of FSP
142-3 in our fiscal 2010 will have on our consotathfinancial position, results of operations aadhcflows.
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Fair Value Measuremen

In September 2006, the FASB issued Statement Nf.Feir Value Measuremen{SFAS 157). This Statement defines fair value,
establishes a framework for measuring fair valuganerally accepted accounting principles, and matpaisclosures about fair value
measurements. This Statement applies to accouptorgpuncements that require or permit fair valuasneements. Accordingly, this
Statement does not require any new fair value nmieasents. This Statement is effective for finanstatements issued for fiscal years
beginning after November 15, 2007, and interimgmsiwithin those fiscal years. However, in Jani248, the FASB issued FASB Staff
Position FAS 157-2ffective Date of FASB Statement No. (B3P 157-2). FSP 157-2 permits entities to eledefer the effective date of
SFAS 157 for one year for all nonfinancial assets$ monfinancial liabilities, except those that sxeognized or disclosed at fair value in the
financial statements on a recurring basis. We le¢eeted to defer the adoption of SFAS 157 with eespo those assets and liabilities permi
by FSP 157-2. We do not believe the adoption of SEA7 and FSP 157-2 will have a material impaaunconsolidated financial position,
results of operations or cash flows.

Fair Value Option for Financial Assets and Finardigabilities

In February 2007, the FASB issued Statement No, T8 Fair Value Option for Financial Assets and Fioal Liabilities Including an
Amendment of FASB Statement No. (SFAS 159). This Statement permits entities to skdo measure many financial instruments and
certain other items at fair value. The objectiveigmprove financial reporting by providing ergii with the opportunity to mitigate volatility
reported earnings caused by measuring relatedsamsetiabilities differently without having to dggomplex hedge accounting provisions.
This Statement is expected to expand the userofdie measurement, which is consistent with tA8F’s long-term measurement objectives
for accounting for financial instruments. The feélue option established by this Statement peratiitsntities to choose to measure eligible
items at fair value at specified election datebuliness entity must report unrealized gains assk on items for which the fair value option
has been elected in earnings at each subsequentimgpdate. This Statement is effective for fin@ahstatements issued for fiscal years
beginning after November 15, 2007, and interimgmgiwithin those years, with early adoption pemxdittVe do not currently plan on utilizing
the fair value option outlined in SFAS 159 and wendt believe the adoption of SFAS 159 in our fi@09 will have a material effect on our
consolidated financial position, results of opemasi or cash flows.

C. Restructuring and Other Charges

As part of our continuing efforts to increase patfility, we are relocating certain business fumasito locations, including China, where
we are seeking to enhance our business presencehend labor costs are lower. In 2008 and 2007rewerded restructuring charges of $20.1
million and $15.3 million, respectively. The restturing charges included $10.7 million and $13.8iom in 2008 and 2007, respectively, for
severance and related costs associated with 188@&hdmployees notified of termination during thspective periods, and $9.4 million and
$2.1 million in 2008 and 2007, respectively, oftsa®lated to excess facilities and other costduding $1.5 million for costs incurred in
connection with our integration of CoCreate whioh acquired in the first quarter of 2008.

In 2006, we recorded a net restructuring chardggbd million. The net restructuring charge inclu@e$l7.4 million charge for severance
and related costs associated with 91 employeefieubtif termination during the period, partiallyfsdt by a credit of $1.5 million primarily
related to a plan to reoccupy a portion of our lgeadters facility that was previously vacated arauded in restructuring costs in prior
periods. The headquarters space was availablelitease and was being marketed, but was reoccdpetb space requirements related to
acquisition of Mathsoft.
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The following table summarizes restructuring arntteottharges reserve activity for the three yeade@rseptember 30, 2008:

Employee Severanc

and Related Benefit

Facility Closures

and Other Costs
(in thousands)

Total

Balance, October 1, 20( $ 1,26: $ 30,25¢ $ 31,52¢
Charges (credits) to operatic 7,44¢ (1,502 5,947
Cash disbursemen (7,62¢) (7,610 (15,239
Foreign currency impau — 147 147

Balance, September 30, 20 1,08¢ 21,29: 22,37
Charges to operatiot 13,20¢ 2,14z 15,341
Cash disbursemen (8,519 (6,197) (14,71¢
Foreign currency impau 13€ 162 29€

Balance, September 30, 20 5,90t 17,40: 23,30¢
Charges to operatiot 10,68 9,41¢ 20,10:
Cash disbursemen (10,840 (14,240 (25,08()
Foreign currency impau (249 (401 (649

Balance, September 30, 2C $ 5,50¢ $ 12,17¢ $17,68¢

The accrual for facility closures and related césiacluded in accrued expenses and other culiedilities and other longerm liabilities
in the consolidated balance sheet, and the acfmuamployee severance and related benefits isdiec in accrued compensation and benefits.
As of September 30, 2008, of the $17.7 million ramimg in accrued restructuring charges, $14.2 onillivas included in current liabilities and
$3.5 million was included in other long-term liatis, principally for facility costs to be paid oilhrough 2013.

In determining the amount of the facilities accrwed are required to estimate such factors asdutacancy rates, the time required to
sublet properties and sublease rates. These eastimiad reviewed quarterly based on known realeestatket conditions and the credit-
worthiness of subtenants, and may result in renssio established facility reserves. We had accfldd7 million as of September 30, 2008
related to excess facilities (compared to $16.%anilat September 30, 2007), representing groseleammitments with agreements expiring
at various dates through 2013 of approximately B24illion, net of committed and estimated subléaseme of approximately $13.8 million
and a present value factor of $0.2 million. We hewtered into signed sublease arrangements fooxippaitely $13.2 million, with the
remaining $0.6 million based on future estimatelease arrangements.

D. Property and Equipment
Property and equipment consisted of the following:

September 30,

2008 2007
(in thousands)

Computer hardware and softw: $ 195,80¢ $ 187,95¢
Furniture and fixture 18,19¢ 17,88!
Leasehold improvemen 33,48 32,45¢
Gross property and equipme 247,49:. 238,29:
Accumulated depreciation and amortizat (192,239 (183,549)
Net property and equipme $ 55,25¢ $ 54,74¢

Depreciation expense was $24.5 million, $24.3 onilland $21.9 million in 2008, 2007 and 2006, respely.
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E. Acquisitions
CoCreate

In the first quarter of 2008, we acquired all of thutstanding common stock of CoCreate Software igralprovider of CAD and PLM
solutions, for $247.5 million (net of cash acquisedl including $4.8 million of acquisition-relatednsaction costs). No PTC common stock or
stock options were issued in the acquisition. Asigjion-related transaction costs included investrbanking, legal and accounting fees and
other external costs directly related to the adtiois CoCreate was a privately held company bas&indelfingen, Germany. CoCreate’s
results of operations have been included in ousaliiated financial statements beginning Decemb&0Q7.

The acquisition of CoCreate has been accounteasfarbusiness combination. Assets acquired antitiesbassumed were recorded at
their estimated fair values as of the acquisitiatedNovember 30, 2007). The fair values of intaleyassets were based on valuations using ar
income approach, with estimates and assumptionsde by management of CoCreate and PTC. The ex¢alse purchase price over the
tangible assets, identifiable intangible assetsamsdimed liabilities was recorded as goodwill. @lhecation of the purchase price is based t
a valuation of certain assets and liabilities acepi

The purchase price allocation was as follows:

(in millions)

Goodwill $ 166.5
Identifiable intangible asse 131.C
Accounts receivabl 8.9
All other assets, primarily ca: 21.¢
Deferred revenue, net of fair value adjustnr (13.9)
All other liabilities, primarily accrued expensasdancome taxes payak (16.5
Integration accrue (3.0
Deferred tax liabilities, ne (32.9
In-process research and developn 0.8
Total purchase price allocatit $ 262.¢
Less: Cash acquire (15.9
Total purchase price allocation, net of cash aegi $ 247F

The purchase price allocation resulted in $166J58aniof purchase price that exceeded the estimatiedalues of tangible and intangil
assets and liabilities, all of which was allocatedoodwill. We believe the resulting amount of dadl reflects our expectations of the
following synergistic benefits: (1) the potentialgell our products into CoCreate’s traditionaltooser base, (2) the potential to leverage our
reseller channel to sell CoCreate’s products, 8hthe potential geographic expansion for CoCregtedducts, particularly in North America
and Asia. Intangible assets of $131.0 million s purchased software of $55.1 million, custorakationships of $72.5 million, trademarks
of $2.3 million, and non-compete agreements of $dillion, which are being amortized over averagefuklives of 8 years, 11 years, 9 years
and 1.5 years, respectively, based upon the pattevhich economic benefits related to such asset®xpected to be realized.

Net tangible assets consist of the fair valueangible assets less the fair values of assumeititlisdand obligations. Except for
accounts receivable, pension liabilities, leaseferded support revenues, deferred taxes and attegraccruals, net tangible assets were ve
at the respective carrying amounts recorded by €ai€ras we believe that their carrying value ansapproximate their fair values at the
acquisition date. Deferred support revenue recomgi¢te purchase price allocation reflects an arheguoivalent to the estimated cost plus an
appropriate profit margin to perform the servicglated to CoCreate’s software support contractsréerded integration accruals of
approximately $3.0 million, primarily for severancests related to the termination of certain Co€remployees. As of September 30, 2008,
the remaining integration accrual is $1.1 milliarhich will be paid over the next twelve months.
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Purchased in-process research and development®f#ilion related to a project under developmenmtwhich technological feasibility
had not yet been established at the acquisitiom @ad for which there was no alternative future aseordingly, such amount was written-off
in the first quarter of 2008. The value of the fhaged in-process research and development wasnigterusing the residual income method,
which discounts expected future cash flows fromguts under development. Under this method, thggpted cash flow of the intangible asset
considers the contribution of other assets to ttegall cash flow in order to isolate the econoneadfit generated by the specific intangible
asset. A risk-adjusted discount rate of 23% was tseeflect the overall risk associated with thejgct. The expected cost to complete the
project was approximately $0.3 million at the asifion date. This development project is expectelet completed in 2009.

The majority of goodwill and intangible assets dcepliin the acquisition are not deductible for paxposes. As a result, and in
accordance with SFAS 10Bcome Taxeswe recorded in the purchase accounting a deféaetinbility of $34.0 million, equal to the tax
effect of the amount of the acquired intangiblestssther than goodwill that are not deductibleificome tax purposes.

Pro Forma Financial Information (unaudite:

The unaudited financial information in the tabléowesummarizes the combined results of operatidisT& and CoCreate, on a pro
forma basis, as though the companies had been nethbs of the beginning of each period presentee pfo forma financial information is
presented for comparative purposes only and imec¢ssarily indicative of the results of operatithveg actually would have been achieved if
the acquisition had taken place at the beginninfp@fespective periods. For 2007, the pro formarfcial information is based on PTC's
results of operations for the twelve months endsgt&nber 30, 2007, combined with CoCreate’s resfilbperations for its twelve months
ended October 31, 2007. For 2008, the pro formanfifal information is based on PTC'’s results ofrapens for 2008, which includes
CoCreate’s results beginning December 1, 2007, awdhbwith CoCreate’s results of operations fortthe months ended November 30, 2007.

The pro forma financial information includes theatization charges from acquired intangible assetgjstments to interest income
(expense) and the related tax effects.

Year Ended September 30,

2008 2007

(in millions, except per share data
Revenue $ 1,083 $ 1,019.(
Operating incom $ 128.7 $ 110.7
Net income $ 80.2 $ 128.t
Earnings per sha—Basic $ 0.71 $ 1.1<
Earnings per sha—Diluted $ 0.6¢ $ 1.0¢

LBS

In the first quarter of 2008, we acquired Logistissiness Systems Ltd. (LBS), a provider of integpidogistics support solutions for the
aerospace and defense and civil aviation industfeespproximately $13.1 million in cash (net df.@ million of cash acquired and including
$0.2 million of acquisition-related transaction &)sLBS was a privately held company based irlthiéed Kingdom. Results of operations for
LBS have been included in PTC’s consolidated statemof operations since October 20, 2007. Oultsestioperations prior to this
acquisition, if presented on a pro forma basis Wat differ materially from our reported results.

The LBS acquisition was accounted for as a busioesgination. The purchase price allocation redutiegoodwill of $3.0 million;
intangible assets of $10.7 million (including puaskd software of $7.0 million, customer relatiopstof $3.6 million, and other intangible
assets of $0.1 million, which are being amortizedraiseful lives of 8, 8 and 5 years, respectivelpp other net assets of $1.0 million. Non
the goodwill or intangible assets acquired is déblecfor income tax purposes.
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DHI

In the first quarter of 2008, we acquired all of thutstanding common stock of Digital Human, Im@H(), a privately-held company
based in Canada developing ergonomic simulatidmiglogy, for $1.0 million in cash. Because DHI veadevelopment stage company, the
entire purchase price was expensed as in-procesaragh and development in the accompanying cordeticstatements of operations. An
additional $1.0 million of contingent purchase prigas earned in the first quarter of 2009 andhéltapitalized as purchased software.

NetRegulut

In the fourth quarter of 2007, we acquired subgéiptall of the assets of NetRegulus, Inc. headtgwad in Centennial, Colorado, for
$2.3 million in cash. This acquisition was accodrfér as a business combination. The purchase pliceation resulted in purchased software
of $2.5 million, which is being amortized over astimated useful life of three years, and othediaétlities of $0.2 million. NetRegulus
provided enterprise quality management solutionghie medical device industry. Results of operatifum NetRegulus have been included in
PTC's consolidated statement of operations singteBgber 11, 2007. Our results of operations padhis acquisition, if presented on a pro
forma basis, would not differ materially from oeported results.

NC Graphics

In the third quarter of 2007, we acquired NC Graph{Cambridge) Limited, headquartered in Englaad$#.2 million in cash, including
$0.2 million of acquisition-related transaction oNC Graphics provided comput@ided manufacturing solutions for design and manpiof
molds, dies, prototypes, and other higgeed precision machining applications. Resultgpefations for NC Graphics have been includeder
accompanying consolidated statements of operasioiee May 3, 2007. Our results of operations piedhis acquisition, if presented on a pro
forma basis, would not differ materially from o@ported results.

This acquisition was accounted for as a businesggwtion. The purchase price allocation resultegaodwill of $0.5 million;
intangible assets of $5.8 million (including purskd software of $4.4 million, customer relationstg $1.3 million, and other intangible
assets of $0.1 million, which are being amortizedraiseful lives ranging from 1 to 10 years); other assets of $0.8 million; and deferred tax
liabilities of $0.4 million. In addition, the purabke price allocation resulted in a charge of $0lkom for in-process research and development
related to a project under development for whidht®logical feasibility had not yet been establishethe acquisition date and for which th
was no alternative future use. The value of thelpased in-process research and development wasitetd using the residual income
approach, which discounts expected future cashsfioem projects under development to their netgmesalue. The estimated cost to
complete the project was approximately $0.8 milkdrthe acquisition date, and the project was cetaglin 2008.

ITEDO

In the first quarter of 2007, we acquired ITEDO®8@fre GmbH and ITEDO Software LLC (together, ITED®gadquartered in
Germany, for $16.7 million in cash, including $nilion of acquisition-related costs. In additiome agreed to pay up to $0.5 million of
additional cash consideration if specified prodottgration targets are achieved within three yeéthe acquisition date. During 2007, the
specified targets were met and the related $0.5omilvas paid and recorded as additional goodWilEDO provided software solutions for
creating and maintaining technical illustrationststomers in multiple discrete manufacturing wattmarkets such as automotive, aerospace
and defense, and industrial equipment. ITEDO hauagmately 30 employees and generated revenupmbaimately $5 million for the
twelve months ended July 31, 2006. Results of djpamfor ITEDO have been included in the accompangonsolidated statements of
operations since October 19, 2006. Our resultpefations prior to this acquisition, if presentedaopro forma basis, would not differ
materially from our reported results.
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This acquisition was accounted for as a businesggwtion. The purchase price allocation resultegaodwill of $11.7 million;
intangible assets of $8.1 million (including purskd software of $6.2 million, customer relationstgp $1.8 million, and other intangible
assets of $0.1 million, which are being amortizedraiseful lives ranging from 4 to 10 years); other liabilities of $1.0 million; restructuring
accruals of $0.3 million related to our integrat@mTEDO; deferred tax liabilities of $2.1 milligrqual to the tax effect of the amount of the
acquired intangible assets other than goodwill #hatnot deductible for income tax purposes.

This transaction resulted in $11.7 million of puash price that exceeded the estimated fair valuesgible and intangible assets and
liabilities, all of which was allocated to goodwie believe that the amount of goodwill relatieddentifiable intangible assets was the result
of several factors including the potential to $EEDO products into our traditional manufacturingstomer base, including leveraging our
direct and indirect sales force and our establigitedence in geographic regions not previouslyeseby ITEDO; and our intention to integrate
our ITEDO, Arbortext, Windchill and Pro/ENGINEERIgtions to enhance our technical publications céjpiais.

Acquisition of Remaining Equity Interest in Conliedl Subsidiary

In the third quarter of 2007, we paid $4.0 millimnacquire a 30% interest in a controlled foreighsidiary from our joint venture partn
Upon that acquisition, we owned the subsidiaryuih f

Mathsoft

In the third quarter of 2006, we acquired Math&xtporate Holdings, Inc., including its wholly owhsubsidiary Mathsoft
Engineering & Education, Inc. (together, Mathsdftpthsoft’s primary product was Mathc@doftware, which helps engineering organizations
create, automate, document and reuse engineelimigat&ons in the product development process,iammdher mathematics-driven processes.
The aggregate purchase price was $64.4 millioragh cincluding $1.3 million of acquisition-relateednsaction costs. No PTC common stock
or stock options were issued in the acquisitionguisition-related transaction costs included investt banking, legal and accounting fees and
other external costs directly related to the adtiois Results of operations for Mathsoft have bemtuded in the accompanying consolidated
statement of operations since April 29, 2006. @gults of operations prior to this acquisitiorpriésented on a pro forma basis, would not
differ materially from our reported results.

This acquisition was accounted for as a businesbwtion. Assets acquired and liabilities assumerke recorded at their fair values as
of April 28, 2006. The fair values of intangiblesats were based on valuations using an income agpraith estimates and assumptions
provided by management of Mathsoft and PTC. Thesxof the purchase price over the fair valueamjible assets, identifiable intangible
assets and assumed liabilities was recorded asnglbd8iased upon the valuations, the total purchasee was allocated as follows:

(in millions)

Goodwill $ 42.C
Identifiable intangible asse 25.€
Accounts receivabl 34
All other assets, including property and equipr 1.3
Accounts payable and accrued expel (3.2
Deferred revenue, net of fair value adjustrr (4.7
Restructuring accrua (2.7
Deferred tax liabilitie: (20.0
Reduction in valuation allowance for deferred tageds of PT( 10.C
In-process research and developn 2.1

Total purchase price allocati $ 644
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Identifiable intangible assets acquired consisfedkbweloped technology, core technology, custoretracts, software support
agreements and related relationships, distribugbraork relationships, and tradenames. Developdthtdogy (products that have reached
technological feasibility) included Mathsoft's praets, primarily Mathcad. Core technology represantsmbination of Mathsoft's processes,
inventions and trade secrets related to the designdevelopment of its products. Developed and temtenologies totaled $10.3 million and
being amortized over 5 years. Customer relationstgngibles represent the underlying relationshipd agreements with Mathsoft’s
customers. Customer relationship intangibles tdt&tE3.9 million and are being amortized over 7Qo/éars (weighted average life of
9.7 years). Distributor network relationships reygrg the underlying relationships and agreemerttsdistributors of Mathsoft’'s products.
Distributor network relationships totaled $0.8 ioifl and are being amortized over 5 years. Tradesaotaled $0.6 million and are being
amortized over 5 years.

Deferred revenue recorded in the purchase prioeatibn reflects an amount equivalent to the eséthaost plus an appropriate profit
margin to perform the services related to Mathsaftftware support contracts.

Purchased in-process research and developmentfiion was written-off in the third quarter @006 and relates to a project under
development for which technological feasibility haat yet been established at the acquisition dadef@ which there was no alternative future
use. The value of the purchased in-process resaartdevelopment was determined using the residcaine approach, which discounts
expected future cash flows from projects under lbgreent to their net present value. A risk-adjustesgount rate of 23% was used to reflect
the overall risk associated with this project. Téewvelopment project was completed in 2007, as@gpe

Restructuring accruals of $2.7 million recordedhia purchase price allocation relate to our plarinezjration of Mathsoft and consisted
of $1.2 million of excess facility costs and $1.8lion of Mathsoft employee severance costs anéwifitegration costs associated with exiting
certain activities. As of September 30, 2008, we testructuring accruals of $0.5 million remainimlgich were for vacated excess facilities.
The remaining restructuring accrual representssgezse commitments under agreements expiringriamugadates through 2012 of
approximately $2.4 million, offset by committed &dse income of $1.3 million and estimated futuiglsase income of $0.6 million relating
to a facility currently available for sublease.

This transaction resulted in $42.0 million of puash price that exceeded the estimated fair valuesgible and intangible assets and
liabilities, all of which was allocated to goodwiWe believe that the amount of goodwill relatieddentifiable intangible assets was the result
of several factors including: (1) the potentiak&l Mathcad into our traditional manufacturing touser base; (2) our intention to leverage our
larger direct and indirect sales force and oulliexdttual property to attract new contracts and nexe (3) our intention to leverage our
established presence in international regions aswttets, specifically the Asia-Pacific region, iniethMathsoft did not have a significant
presence; and (4) our intention to integrate oadpcts to allow engineering calculations perforrimeMathcad to be captured, cross-
referenced, configuration controlled and reusetiiwithe engineering organization and to determesghs in Pro/ENGINEER.

None of the goodwill or intangible assets acquirethe acquisition is deductible for income taxgmses. As a result, and in accordance
with SFAS 109)ncome Taxeswe recorded in the purchase accounting a defeéapeliability of $10.0 million, equal to the taffect of the
amount of the acquired intangible assets other glamadwill. As a result of recording that deferred tiability, we also reduced our valuation
allowance recorded against our U.S. pre-acquisiietrdeferred tax assets by a corresponding améthrgn we acquired Mathsoft in the third
quarter of 2006, we recorded $3.1 million of ndeded tax assets of Mathsoft, which consisted arily of acquired net operating loss
carryforwards and are not included in the tablevabblowever, we recorded such assets with a flillateon allowance due to the significant
uncertainty about whether those deferred tax assktse realized. In 2007, we reversed this valhratllowance against these net deferred tax
assets and reduced goodwill by $3.1 million.
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DENC and Cadtrair

In the first quarter of 2006, we acquired DENC A& substantially all of the assets of Cadtrain, facan aggregate of $9.9 million in
cash. In addition, we agreed to pay up to $2.0nilbf additional cash consideration if specifiacgets, including revenue and customer
retention results, were achieved within one yeahefacquisition dates. In 2006, the specifieddergf the DENC contingent purchase price
arrangement were met and related payments of $lliBmwere recorded as additional goodwill. In ZQ@he specified targets of the Cadtrain
contingent purchase price arrangement were meteatd payments of $1.5 million were recordedduiteonal goodwill. These acquisitions
added to our global consulting and training sewiaryanization. DENC expanded our consulting defieapacity and expertise in German-
speaking Europe and Cadtrain, based in the U.8elalged and provided training solutions for ourcarats. These acquisitions were accounted
for as business combinations and resulted in $4I®mof goodwill and $5.9 million of other acqeid intangible assets, primarily comprise
customer relationship intangibles, which are beingrtized over a weighted average of 8.3 yearaul®esf operations of DENC and Cadtrain
have been included in our consolidated financetieshents since the acquisition date. Values assignthese acquired intangible assets ar
deductible for tax purposes for the DENC acquisitiout are deductible for tax purposes for the @a@d@acquisition. Our results of operations
prior to these acquisitions, if presented on afprma basis, would not differ materially from o@ported results.

F. Goodwill and Acquired Intangible Assets

We have two reportable segments: (1) software ptsdand (2) services. As of September 30, 200880@d, goodwill and acquired
intangible assets in the aggregate attributabéaitesoftware products reportable segment was $568lidn and $299.9 million, respectively,
and attributable to our services reportable segmvast$24.3 million and $25.2 million, respectiveBoodwill and other intangible assets are
tested for impairment at least annually, or onrderim basis if an event occurs or circumstancesgé that would, more likely than not, red
the fair value of the reporting segment below &syging value. We completed our annual impairmertaw as of June 28, 2008 and concluded
that no impairment charge was required as of tatd.dr'hrough September 30, 2008, there have notdeevents or changes in
circumstances that indicate that the carrying \v@bfegoodwill or acquired intangible assets mayb®tecoverable.

Goodwill and acquired intangible assets consisfadenfollowing:

September 30, 2008 September 30, 2007
Gross Accumulated Gross Accumulated
Carrying Net Book Carrying Net Book
Amount Amortization Value Amount Amortization Value
(in thousands)

Goodwill (not amortized $405,19! $244,49°
Intangible assets with finite lives (amortize

Purchased softwal $129,29¢ $ 60,93¢ 68,36( $ 70,24¢ $ 42,61¢ 27,63:

Capitalized softwar 22,87 22,87 — 22,87 22,81t 62

Customer lists and relationshi 140,75- 32,957 107,80: 68,38: 21,56¢ 46,81"

Trademarks and tradenarr 8,081 2,44: 5,63¢ 6,071 94¢ 5,12

Other 3,27¢ 2,73¢ 541 2,06¢ 1,14¢ 921

$304,28 $ 121,94! 182,34: $169,64¢ $ 89,09/ 80,55¢

Total goodwill and acquired intangible ass $587,53 $325,05:

The changes in the carrying amounts of goodwiBiegptember 30, 2008 from September 30, 2007 aréodthe impact of acquisitions
(described in Note E) and to foreign currency tlaiten adjustments related to those asset balahegsre recorded in non-U.S. currencies.
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Presented by reportable segment, movements in gthodsve as follows:

Software

Products Services
Segment Segment Total
(in thousands)

Balance, October 1, 20( $231,69¢ $17,55: $249,25:
Acquisition of DENC — (22%) (225)
Additional purchase price paid for Cadtrain as — 1,50( 1,50(C
Acquisition of ITEDO 11,69: — 11,69:
Reversal of valuation allowance against U.S. nérded tax asse! (18,557) (1,419 (29,97
Acquisition of NC Graphic 524 — 524
Foreign currency translation adjustme 1,52 20z 1,72¢

Balance, September 30, 20 226,88t 17,61 244,49
Acquisition of LBS 2,96( — 2,96(
Acquisition of CoCreat 166,51° — 166,51
Foreign currency translation adjustme (8,772) (7) (8,779

Balance, September 30, 2C $387,59:. $17,60: $405,19!

The aggregate amortization expense for intangiddeta with finite lives recorded for the years en8eptember 30, 2008, 2007 and 2006
was reflected in our consolidated statements ofatfpas as follows:

Year ended September 3(

2008 2007 2006
(in thousands)
Amortization of acquired intangible ass $15,57¢ $ 7,467 $ 6,07/
Cost of license revent 19,90: 7,38¢ 5,641
Cost of service revent 67 82 23t
Total amortization expen: $35,54¢ $14,93: $11,95(

The estimated aggregate future amortization expfemsetangible assets with finite lives remainiag of September 30, 2008 is
$34.2 million for 2009, $31.5 million for 2010, $26million for 2011, $21.7 million for 2012, $19illion for 2013 and $49.6 million
thereafter.

G. Income Taxes
Our income before income taxes consisted of tHevidhg:

Year ended September 30,

2008 2007 2006
(in thousands)

Domestic $ 8,66¢ $35,62¢ $31,03¢

Foreign 110,22( 64,03¢ 39,17

Total income before income tax $118,88¢  $99,66(  $70,21:
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Our provision for (benefit from) income taxes catesd of the following:

Year ended September 3C
2008 2007 2006
(in thousands)

Current:
Federal $ (882 $ (2,055  $(4,467)
State 2,70C 2,00t 81C
Foreign 40,10¢ 26,71 18,61«
41,924 26,66: 14,96!
Deferred:
Federal (378 (66,82) —
State 3,67( (2,132 —
Foreign (6,032) (1,705) (1,559
(2,740) (70,659 (1,559
Total provision for (benefit from) income tax $39,18¢ $(43,996¢)  $13,40¢

The reconciliation between the statutory federabine tax rate and our effective income tax ragh@vn below:

Year ended September 3C

2008 2007 2006
Statutory federal income tax re 35% 35% 35%
State income taxes, net of federal tax bel 2 1 1
Foreign dividend: — — 4
Federal and state research and development cerdjfarwards 4 — —
Change in valuation allowan 4 (80) (29
Tax audit and examination settleme — 4 9)
Foreign rate difference (8 2 4
Other, ne 4 2 3
Effective income tax rat 33% (44)% 19%

At September 30, 2008 and 2007, income tax accraatgded in accrued income taxes and other lisdsilon the accompanying
consolidated balance sheets of $33.3 million ar&@l%dnillion, respectively, primarily representeddme taxes payable and related income tax
accruals. In the normal course of business, PTdtarmibsidiaries are examined by various taxinyaities, including the Internal Revenue
Service (IRS) in the United States. In 2008, noamak provision or benefit was recorded resultirgnf tax audits. In 2007, we recorded a tax
benefit of $3.9 million from the favorable outcomwiea tax refund claim in the U.S. In 2006, we releat a tax benefit of $6.1 million arising
from the reduction of our tax liabilities upon tfaorable resolution of IRS tax audits for the w2001 and 2002. Excluding the effect of tr
one-time tax benefits, our income tax provision2®8, 2007 and 2006 consisted primarily of taxesain relation to the income generated
by our foreign subsidiaries as well as withholdiages incurred by the U.S. in connection with darfareign operations. We made net income
tax payments of $33.3 million, $17.8 million and®3 million in 2008, 2007 and 2006, respectively.
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The significant temporary differences that createférred tax assets and liabilities are shown below

September 30
2008 2007
(in thousands)

Deferred tax asset

Net operating loss carryforwar $ 58,20¢ $ 75,80:
Foreign tax credit 46,41¢ 42,58¢
Minimum pension liability 13,09« 16,947
Stock-based compensatic 17,36( 16,024
Restructuring reserves not currently deduct 3,851 7,47¢
Customer advance 11,16: 10,63¢
Other reserves not currently deducti 11,35¢ 11,41:
Amortization of intangible asse 9,571 9,831
Other tax credit: 13,79! 7,03
Depreciatior 6,74¢ 6,541
Other 6,66¢ 6,47¢
Gross deferred tax assi 198,23( 210,76
Valuation allowanct (65,959 (76,509
Total deferred tax asse 132,27: 134,26!

Deferred tax liabilities
Acquired intangible assets not deducti (51,82)) (26,000
Pension prepaymen (10,599 (9,839
Other (1,259 (1,099
Total deferred tax liabilitie (63,679 (36,93)
Net deferred tax asse $ 68,597 $ 97,33¢

As of the end of the second quarter of 2007, avallhation allowance was recorded against our eftried tax assets (consisting
primarily of net operating loss carryforwards) retU.S. and certain foreign jurisdictions. Basedrupur operating results for the years
immediately preceding and through June 30, 200Wedisas an assessment of our expected futuretsesubperations, during the third quarter
of 2007, we determined that it had become mordylitean not that we would realize a substantiatiparof our net deferred tax assets in the
U.S. and a foreign jurisdiction. As a result, dgrthe third quarter of 2007, we released a tot&l7®.8 million of our valuation allowances. Of
the $79.8 million valuation allowance release, $58illion was recorded as a one-time income taxebigr$20.0 million was recorded as a
reduction to goodwill recorded upon prior acquésis, and $0.9 million was recorded as a decreaseciomulated other comprehensive loss
within stockholders’ equity.

As of September 30, 2008, we have a remaining tialuallowance of $42.2 million against net defdrtax assets in the U.S. and a
remaining valuation allowance of $23.8 million agsinet deferred tax assets in certain foreigsglictions. The valuation allowance recorded
against net deferred tax assets in the U.S. cer#is30.2 million for foreign tax credits, $2.6loin for research and development credits and
$2.7 million for capital losses that we have defasd are not more likely than not to be realizegigdmillion for stock-based compensation
deductions that will be credited to additional paictapital only when realized; and $0.1 milliorr fertain state operating loss carryforwards
that will likely expire without being utilized. Thealuation allowance recorded against net defaar@ssets of certain foreign jurisdictions is
established primarily for our net operating lossyfarwards that will likely expire without beindilized.

Significant management judgment is required tordeitee when the realization in the future of our deferred tax assets with a valuation
allowance of $66.0 million is considered more lik&ian not. If and when we conclude that realizattomore likely than not, we will record a
reduction to our valuation allowance that will ris$m an increase to net income and additional {iaicapital in the period such determinatio
made.
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Our valuation allowance was $66.0 million as of t8apber 30, 2008, $76.5 million as of September280y7, and $170.0 million as of
September 30, 2006. The changes to the valuatiowaice were primarily due to:

September 30
2008 2007 2006
(in millions)
Valuation allowance beginning of ye $76.5 $170.( $184.¢
Release of valuation allowan (0.7 (79.9) (0.9
Utilization of U.S. NOLSs prior to the release oflwation allowance — (23.0 (23.9)
Establishment of deferred tax liabilities for aagudi intangibles not deductible for tax purposes in
jurisdictions with a valuation allowan: (2.6) — (10.6)
Repatriation of earnings from foreign subsidiarg dividend — — (3.0
Net decrease in deferred tax assets for foreigsdietions with a full valuation allowance( (6.0 — (3.0
Decrease in deferred tax asset and offsetting tialuallowance related to minimum pension liabi
included in accumulated other comprehensive (5.5 — 1.7
Record deferred tax asset and valuation allowancgtaxl-based compensatic — — 11.2
Record deferred tax asset and valuation allowamdeel US primarily for tax credi 5.1 — 4.7
Recording of deferred tax assets and valuationvaltee of acquired asse¢ — — 3.1
Other (1.4) (0.7) (1.0)
Valuation allowance end of ye $66.C $ 76. $170.(

(1) The net decrease in deferred tax assets feigiojurisdictions with a full valuation allowano®e2008 is primarily due to a foreign
jurisdictior’s change in income tax rate and the foreign cuyrénanslation difference

Effective October 1, 2007, we adopted FASB Integiien No. 48 Accounting for Uncertainty in Income Taxes, an fptetation of
FASB Statement No. 1(FIN 48). FIN 48 prescribes a new methodology byclwta company must identify, recognize, measuredisalose ir
its financial statements the effects of any un@ertiax return reporting positions that a company taéken or expects to take. FIN 48 requires
financial statement reporting of the expected fitiaix consequences of uncertain tax return regpptrsitions on the presumption that all
relevant tax authorities possess full knowledgghoe tax reporting positions, as well as all ef plertinent facts and circumstances, but it
prohibits any discounting of any of the related ¢éffects for the time value of money. In additi&ihiN 48 also mandates expanded financial
statement disclosure about uncertainty in incomeeporting positions.

We implemented the methodology prescribed in FINid®f October 1, 2007. We recorded the effectiopting FIN 48 with a $7.2
million charge to retained earnings in the consdéd balance sheet as of October 1, 2007.

Our policy is to record estimated interest and fissarelated to the underpayment of income tases @mponent of our income tax
provision. In 2008, we included $0.4 million ofémést expense and no tax penalty expense, in comi@ tax provision. As of September 30,
2008 and October 1, 2007, we had accrued $0.8mitind $0.4 million, respectively, of estimateciest expense. We had no accrued tax
penalties as of either September 30, 2008 or Octbl2007.

Following the measurement methodology of FIN 48faSeptember 30, 2008, we had an unrecognizebenafit of $26.3 million ($21
million net of tax benefits from other jurisdicti®n During 2008, we recorded a net decrease obappately $2.7 million. As of October 1,
2007, we had $29.0 million of unrecognized tax
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benefits ($25.0 million net of tax benefits fronmet jurisdictions). If all of our unrecognized ta@nefits as of September 30, 2008 were to
become recognizable in the future, we would reeo$d.9.9 million benefit to the income tax provision

(in millions)
Balance as of October 1, 20 $ 29.C
Tax positions related to current ye 2.3
Tax positions related to prior yee (3.6)
Settlement: (2.0
Reductions as a result of a lapse of the applicsthkeite of limitation: (0.9
Balance as of September 30, 2( $ 26.C

Although we believe our tax estimates are apprtgyriae final determination of tax audits and aglgted litigation could result in
favorable or unfavorable changes in our estimdésanticipate the settlement of tax audits mayiteized within the next twelve months.
However, based on the status of these examinatimasthe protocol of finalizing such audits, ihis possible to estimate the impact of any
amount of such changes, if any, to our previoustprded uncertain tax positions.

In the normal course of business, PTC and its didr@s are examined by various taxing authorifieduding the IRS in the United
States. As of September 30, 2008 we remained dubjexamination in the following major tax juristions for the tax years indicated:

Major Tax Jurisdiction Open Years

United State: 2003, and 2005 through 20
Germany 2004 through 200

France 2004 through 200

Japar 2005 through 200

Ireland 2003 through 200

We incurred expenses related to stock-based corapemsn 2008, 2007 and 2006 of $44.4 million, $BGillion and $38.2 million,
respectively. Accounting for the tax effects ofcktdrased awards under SFAS 123(R) requires thatstablish a deferred tax asset as the
compensation is recognized for financial reporpinigr to related tax deductions. The tax benefibgmized in the consolidated statement of
operations related to stock-based compensatiotetb$d4.7 million, $31.1 million and $0.4 million R008, 2007 and 2006, respectively. The
2007 tax benefit related to stock-based compensatmudes $17.8 million related to prior yearsageized upon release of the valuation
allowance in 2007 for the U.S. and a foreign judgdn. Upon the settlement of the stock-based dw/éire., exercise, vesting, forfeiture or
cancellation), the actual tax deduction is compavith the cumulative financial reporting compensatcost and any excess tax deduction is
considered a windfall tax benefit, and is tracked i‘windfall tax benefit pool” to offset any furitax deduction shortfalls and will be recorded
as increases to additional paid-in capital in tagqa when the tax deduction reduces income taagalge. Our “windfall tax benefit pool” was
$6.4 million, $4.6 million and $0.2 million as oéftember 30, 2008, 2007 and 2006, respectively.

For U.S. tax return purposes, net operating losyfoawards (NOL) and tax credits are generallyiide to be carried forward to future
years, subject to certain limitations. At Septen®@r2008, we had U.S. federal NOL carryforward$140.4 million which expire beginnir
in 2009 and ending in 2023. Included in this arelNf@rryforwards of $23.9 million resulting from oacquisitions of Arbortext, Mathsoft, and
CoCreate which expire beginning in 2020 through72@d NOL carryforwards of $43.4 million resultiffgm our January 1998 acquisition
Computervision, which expire beginning in 2009 tigh 2023. The utilization of the Arbortext, Mathis@oCreate and Computervision NOL
carryforwards is limited as a result of the chaimgewnership rules under Internal Revenue Codei@e882. Our U.S. federal NOL
carryforwards as of September 30, 2008 includeI$drfillion of deductions from stock-based awards thi¥l be recorded to
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additional paid-in-capital when realized. In 202807 and 2006, we recorded realized stock-basettaa® benefits in certain non-U.S.
jurisdictions of $0.2 million, $0.3 million and #0million, respectively, as increases to additiquet-in-capital. As of September 30, 2008,
also had U.S. federal research and developmenit cagdyforwards of $6.2 million, which expire beging in 2025 and ending in 2028 and
Massachusetts research and development credif@averds of $2.6 million which expire beginning2020 and ending in 2023. A full
valuation allowance is recorded against the Masssadts research and development credit carryfosvard

We also have loss carryforwards in non-U.S. juddns totaling $104.5 million, the majority of vehi do not expire. There are
limitations imposed on the utilization of such NOhsit could further restrict the recognition of aay benefits.

In November 2008, we completed a realignment offwnopean business which resulted in a one-timablaxgain in the U.S. We expect
this realignment will result in the utilization tfe majority of our U.S. federal NOL carryforwaiids2009. We do not expect this realignmet
negatively impact our effective tax rate due, intp@ this transaction resulting in our abilityrecognize previously reserved U.S. deferred tax
assets. This realignment had no impact on our dioladed financial statements for the year endedeeper 30, 2008.

While it has been our historical practice to perergly reinvest all non-U.S. earnings into our fgreobperations, in 2006 we repatriated
$7.6 million from our non-U.S. subsidiaries. Rejzion of these earnings did not result in any igant incremental charge to our income tax
provision as a result of utilizing U.S. NOL carrgfards for which we had previously maintained & Waluation allowance. We have not
provided for U.S. income taxes or foreign withhalgitaxes on unrepatriated earnings as it is ouentimtention to permanently reinvest these
earnings outside the U.S. If we decide to repa&tigaty additional non-U.S. earnings, we may be redub establish a deferred tax liability on
such earnings through a charge to our income taxigion. The cumulative amount of undistributednéags of our subsidiaries for which
U.S. income taxes have not been provided totalpdoapmately $191.6 million and $94.9 million as®&ptember 30, 2008 and 2007,
respectively. The amount of unrecognized deferma&diability on the undistributed earnings cannetdracticably determined at this time.

H. Commitments and Contingencies
Leasing Arrangemen

We lease office facilities and certain equipmerdemoperating leases expiring at various datesitiir@014. Certain leases require us to
pay for taxes, insurance, maintenance and othertipg expenses in addition to rent. Lease experetenf sublease income, was
$36.5 million, $35.3 million and $33.3 million ir0@8, 2007 and 2006, respectively. At SeptembeB08, our future minimum lease
payments (net of sublease income) under noncabteltgerating leases are as follows:

Year ending September 30 (in thousands’
2009 $ 40,61¢
2010 27,59¢
2011 22,667
2012 19,00:
2013 5,69¢
Thereaftel 29¢
Total minimum lease paymer $ 115,87!

In November 2008, we entered into a lease agreefoeanhe of our research and development centettrgeit.S. for approximately
90,000 square feet of office space under constnuatihich we expect to occupy in September 2009.I&age has an initial term of ten and a
half years with total gross minimum lease paymentl5.5 million due under the lease.
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As a result of restructuring initiatives in curremtd prior years and consolidating acquired faedlitcertain leased facilities are excess to
our needs and are not occupied by us. The futunémaim lease payments above include minimum futeaséd payments for excess facilities,
net of sublease income under existing subleasagerents. Our total future rental income underanirsublease arrangements for excess
facilities as of September 30, 2008 is $13.9 mill{$8.2 million in 2009, $2.7 million in 2010, $1n4llion in 2011, $1.4 million in 2012,
$0.1 million in 2013).

As of September 30, 2008 and 2007, we had letferedit and bank guarantees outstanding of appratdly $4.8 million (of which
$1.7 million was collateralized) and $4.7 millioof ¢vhich $1.4 million was collateralized), respeety, primarily related to our corporate
headquarters lease in Needham, Massachusetts.

Revolving Credit Agreemer

On February 21, 2006, we entered into a multi-awayebank revolving credit facility with a syndicatéseven banks. We expect to use
the credit facility for general corporate purposasluding acquisitions of businesses. The creaitlity consists of a $230 million revolving
credit facility, which may be increased by up toaaiulitional $150 million if the existing or additial lenders are willing to make increased
commitments. The credit facility expires on Feby20, 2011, when all outstanding amounts will be dnd payable in full. Any obligations
under the credit facility are guaranteed by PTCé&arial domestic subsidiaries and are collaterdlizea pledge of 65% of the capital stock of
PTC’s material first-tier non-U.S. subsidiaries cmnection with entering into this facility, wecimred $0.9 million of origination costs, which
are being expensed over the term of the crediitfaci

Interest rates under the credit facility would rarfigom 0.75% to 1.50% above the Eurodollar rateEimrodollar-based borrowings or
would be at the defined base rate for base rat®Wworgs, in each case based upon our leverage hataadition, we may borrow certain
foreign currencies at the London interbank-offdredrest rates for thosmirrencies, with the same range above such rasesitmmn our levera
ratio. A quarterly commitment fee based on the analr portion of the credit facility is required te paid by us, ranging from 0.125% to
0.30% per year, depending upon our leverage ratio.

On November 28, 2007, in connection with our adtjais of CoCreate, we borrowed $220 million undee tredit facility in two
tranches: $36 million that accrued interest atltfBOR-based borrowing rate, and an alternate cagréman of 124.6 million Euros, equivalent
to $184 million at the borrowing date, that accrirgdrest at approximately 5.6% per year, baseHuwocurrency LIBOR. The $36 million
loan was repaid in full in the first six months2ff08. In addition, in 2008, we repaid 61.7 milliBaros of the alternate currency loan. As of
September 30, 2008, the amount outstanding undeetiolving credit facility was 62.9 million Euraghich was equivalent to $88.5 million
on that date. The current loan matures on Nover2®e?008 and accrues interest at 5.7175%.

Upon the due date, and subsequent due dates, weithayrepay the amount outstanding or roll oheramount outstanding with new
short term loans at the then current interest d¢ssribed above. In 2008, we paid $7.4 milliomédrest on our revolving credit facility. The
average interest rate on borrowings outstandinind 008 was approximately 5.5%.

The credit facility limits our and our subsidiariebility to, among other things: incur additionatlebtedness; incur liens or guarantee
obligations; pay dividends and make other distidng; make investments and enter into joint versfudéspose of assets; and engage in
transactions with affiliates, except on an armgibrbasis. Under the credit facility, we and outenial domestic subsidiaries may not invest
cash or property in, or loan cash to, our foreiginsidiaries in aggregate amounts exceeding $2tomilbr any purpose and an additional
$50 million for acquisitions of businesses. In &ddi, under the credit facility, PTC must maintaidefined leverage ratio not to exceed 2.50 to
1.00 and a defined fixed-charge ratio of not lésst1.25 to 1.00.
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Any failure to comply with the financial or openagi covenants of the credit facility would not ophevent us from being able to borrow
additional funds, but would also constitute a défaasulting in, among other things, the amountstanding, including all accrued interest .
unpaid fees, becoming immediately due and pay#btdange in control of PTC (as defined in the dréatiility) also constitutes an event of
default, permitting the lenders to accelerate #guired payments of all amounts due and to termitiet credit facility. As of September 30,
2008, our leverage ratio was 0.36 to 1.00 and iedfcharge ratio was 2.60 to 1.00. We were in d@npe with all financial and operating
covenants of the credit facility as of September28D8.

In 2008, one of our subsidiaries entered into & $dllion credit facility. No amounts were borrowadder the credit facility during the
year.

Legal Proceeding

On August 2, 2007, GE Capital Leasing Corporat®ECL) filed a lawsuit against us in the U.S. DigtiCourt for the District of
Massachusetts. The lawsuit alleges that GECL veasglfrlently induced to provide over $60 million inancing to Toshiba Corporation for
purchases of third party products, predominantiZ Pfoducts, during the period from 2003 to 2006 QEElaims that PTC participated in the
alleged scheme or, alternatively, should have lageare of the scheme and made negligent misrepegieTs that enabled the scheme to
continue undetected. All of the alleged transaatioccurred in Japan. GECL's complaint claims dammad&47 million and seeks three times
that amount plus attorneys’ fees. On October 282608 United States District Court for the Digto€ Massachusetts entered an order granting
PTC’s motion to dismiss GECL’s complaint subjectéstain conditions, including PTC’s agreementrovjile certain discovery to GECL and
to assent to personal jurisdiction in Japan. Onéxder 17, 2008, GECL filed a motion to vacate igrts October 2dorder and to seek to
continue the case in the U.S. We are opposing GE@Idtion. If the case is not re-opened in the UWB.believe it likely that GECL will file a
new action in Japan against PTC and/or its Japanudssdiary. We dispute GECL's claims and intenddntest them vigorously. As of
September 30, 2008 and 2007, revenue of $43.8m#nd $40.3 million, respectively, that was presly recorded for the transactions at i
has been deferred and recorded as customer advarmasconsolidated balance sheets. That liabaitl remain recorded until the rights and
obligations of the several companies connected thi#hT oshiba transactions are resolved. The changestomer advances at September 30,
2008 from September 30, 2007 is due to foreignesay translation adjustments related to these batawhich are recorded in Japanese Yen.
To the extent that matters are resolved in ourrfave will reduce customer advances and recordwgy®r other income at that time. We have
not accrued any other liability for this mattercisSeptember 30, 2008.

We also are subject to various legal proceedindscéaims that arise in the ordinary course of bessn We currently believe that
resolving these other matters will not have a nigltadverse impact on our financial condition asuiés of operations.

Guarantees and Indemnification Obligations

We enter into standard indemnification agreementsur ordinary course of business. Pursuant tethgseements, we indemnify, hold
harmless, and agree to reimburse the indemnifielyf far losses suffered or incurred by the indemexifparty, generally our business partners
or customers, in connection with patent, copyrightther intellectual property infringement claitmsany third party with respect to our
current products, as well as claims relating tprty damage or personal injury resulting frompkeformance of services by us or our
subcontractors. The maximum potential amount afripayments we could be required to make undsetimelemnification agreements is
unlimited. Historically, our costs to defend lawiswr settle claims relating to such indemnity agrents have been minimal and we
accordingly believe the estimated fair value okthagreements is immaterial.
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We warrant that our software products will perfamall material respects in accordance with ound#ad published specifications in
effect at the time of delivery of the licensed prot$ for a specified period of time (generally 880 days). Additionally, we generally
warrant that our consulting services will be parfed consistent with generally accepted industnydsieds. In most cases, liability for these
warranties is capped. If necessary, we would pefad the estimated cost of product and serviceamsies based on specific warranty claims
and claim history; however, we have never incusigdificant cost under our product or services amties. As a result, we believe the
estimated fair value of these agreements is imiahter

I. Stockholders’ Equity
Preferred Stocl

We may issue up to 5.0 million shares of our prefééstock in one or more series. Our Board of Dinecis authorized to fix the rights
and terms for any series of preferred stock wittamlditional shareholder approval. In November 2@00,Board of Directors authorized and
designated 500,000 shares of preferred stock @&sSedunior Participating Preferred Stock for &ste pursuant to our Shareholder Rights
Plan discussed below in Note J. As of SeptembeP@08 and 2007, there were no outstanding shanesetdrred stock.

Common Stock

Our Articles of Organization authorize us to issipeto 500 million shares of our common stock. Ptiokay 14, 2008, our Board of
Directors had authorized the repurchase of up 10 ffllion shares of our common stock. Under thaharization, we had repurchased 12.5
million shares through the end of 2004 and repet®57,000 shares at a cost of $10.0 million BV2ind 1.4 million shares at a cost of $22
million in 2008. On May 14, 2008, our Board of Oiters revoked the prior repurchase authorizatiaharthorized us to use up to $50 million
of cash from operations to repurchase shares of@mamon stock in the form of open market purchabks.current authorization was
increased to $100 million on November 20, 2008. dimeent authorization will expire on May 14, 2008less earlier revoked. In 2008, we
repurchased 0.3 million shares at a cost of $5lBomunder the current authorization. Additionalig the first quarter of 2009, through
November 25, 2008, we repurchased 0.3 million shate cost of $3.3 million. All shares of our coomstock repurchased are automatic
restored to the status of authorized and unissued.

On February 28, 2006, we implemented a two-for-fneerse stock split of our common stock, whichultes! in two shares outstanding
for every five pre-split shares outstanding. Higlrshare data presented in our consolidated ¢iahstatements and notes thereto have been
restated to reflect the reverse stock split fopatiods presented.

J. Shareholder Rights Plan

In November 2000, our Board of Directors adopt&hareholder Rights Plan and declared a dividendtlzlision of one share purchase
right (a Right) for each outstanding share of ammon stock to stockholders of record at the ctddmisiness on January 5, 2001. Each share
of common stock newly issued after that date adsdes with it one Right. Each Right entitles theard holder to purchase from us one one-
thousandth of a share of our Series A Junior Rpatiing Preferred Stock at an exercise price of@@er unit, subject to adjustment. The
Rights become exercisable ten (10) days afteraheeeof our announcement that a person has asdjdi$% or more of our outstanding
common stock or an announcement of a tender offiechawould result in a person or group acquirin@el& more of our common stock; in
either case, the Board of Directors can extend.¢hday period. If we have not redeemed or exchatige®ights and a person becomes the
beneficial owner of 15% or more of our common st(eKriggering Event), each holder of a Right Wwalve the right to purchase shares of our
common stock having a value equal to two timesettexcise price of the Right. If, at any time foliog the Triggering Event, we are acquired
in a merger or other business combination transadti which we are not the surviving corporatiommre than 50% of our assets or earning
power is sold
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to a person or group, each holder of a Right valldthe right to purchase shares of common stotkeoficquiring person, group or entity
having a value equal to two times the exercisespoiche Right. The Rights expire on January 5,12@hd may be redeemed by us for $0.001
per Right.

K. Equity Incentive Plan

Our 2000 Equity Incentive Plan (2000 Plan) provifteggrants of nonqualified and incentive stockiops$, common stock, restricted
stock, restricted stock units and stock appreaiatights to employees, directors, officers and otiasts. Until July 2005, we generally granted
stock options. For those options, the option eserprice was typically the fair market value atdlage of grant, and they generally vested over
four years and expired ten years from the datearftgSince we adopted SFAS 123(R), we have awasrdcted stock and restricted stock
units as the principal equity incentive awards|uding certain performance-based awards that areddased on achieving performance
criteria established by the Compensation Commadafemir Board of Directors on or prior to the grdate. Each restricted stock unit represents
the contingent right to receive one share of omnmon stock.

Restricted stock and restricted stock unit grargswade in 2008, 2007 and 2006 are set forth itathies below:

Performance-based

Restricted Stock(1) Restricted Stock Units(2)
Grant Year Granted Forfeited Granted Forfeited
2008 477,83( 15,78t 96,36¢ —
2007 495,76¢ 70,39t 60,56 6,23
2006 515,61° — 346,22° —

(1) Restricted stock granted to our executive efficthat have both performance-based and time-h@stithg restrictions. The level of
achievement of the specified performance criterideitermined in November of the year following dia¢e of grant based on financial
results for the prior fiscal year. A portion of thleares eligible vest in November of the year foitg the date of grant. The remaining
shares eligible vest in three equal installmentdarember of the three years following the datgraft.

(2) These restricted stock units were granted tpleyees. If the performance conditions are mesdhavards vest one year following the
date of grant

Time-Based Awards

Grant Year Restricted Stock(3 Restricted Stock Units

2008 427,50t 2,800,67/(4)
2007 442,59 1,154,59/(5)
2006 434,80 1,308,40,(5)

(3) Time-based restricted stock granted to our etkee officers and directors. The 2007 and 200égrastrictions lapse in three
substantially equal annual installments. The 20@81t3 include 71,426 shares to our directors, és@ictions on which will lapse one
year from the date of grant. The remaining -based restricted shares in 2008 were grantedrtexacutive officers, the restrictions on
which will lapse in three substantially equal arlrostallments. In 2008, 2,041 shares of restrictedk were issued to Michael Porter, a
non-employee director, in connection with a cornisglagreement we entered into with him. The restms on the shares lapse in July
2009.

(4) Of these restricted stock units, 1,562,122 iresto installments—two-thirds on November 15, 2@hd one-third on November 15,
2010. The remainder of these restricted stock weiss in three substantially equal annual instatiisie

(5) These restricted stock units were granted to enagl®ynd vest in three substantially equal annstliments
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As of September 30, 2008, 1.0 million shares of mam stock were available for grant under the 20@@ Bnd 12.2 million shares of
common stock were reserved for issuance upon theise of stock options and vesting of restrictedlsunits granted and outstanding.

The following table shows restricted stock activity the year ended September 30, 2008:

Shares
(in thousands’
Balance of nonvested outstanding restricted staxblé2r 1, 200° 1,70¢
Granted 90t
Vested (872)
Forfeited or not earne (81)
Balance of nonvested outstanding restricted stegke®nber 30, 20C 1,66(

The following table shows restricted stock unitiatt for the year ended September 30, 2008:

Shares
(in thousands
Balance of outstanding restricted stock units Oetdh 2007 2,27¢
Granted 2,897
Vested (1,139
Forfeited or not earne (222)
Balance of outstanding restricted stock units Sepgr 30, 200! 3,821

The following table shows stock option activity the year ended September 30, 2008:

Weighted
Average
Exercise

Shares Price

(in thousands
Outstanding

Balance October 1, 20( 10,87¢ $14.97

Granted — —
Cancellec (1,115 $ 28.4¢
Exercisec (1,339 $ 9.52
Balance September 30, 20 8,42 $ 14.0¢
Exercisable September 30, 2C 8,42 $ 14.0¢

During 2008, 2007 and 2006 the following activitycarred under our plans:

Total intrinsic value of stock options exercis
Total fair value of restricted stock and restricstolck unit awards veste
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Weighted
Average Aggregate Intrinsic
Grant Date
Value as of
Fair Value September 30, 20C
(in thousands)
$ 17.4¢
$ 18.3(
$ 17.2¢
$ 18.4¢
$ 17.9¢ $ 30,54;
Weighted
Average Aggregate Intrinsic
Grant Date
Value as of
Fair Value September 30, 20C
(in thousands)
$ 16.9¢
$ 17.8:
$ 17.3¢
$ 17.5¢
$ 17.7: $ 70,30¢
Weighted Average
Aggregate
Remaining Intrinsic
Contractual Term Value

(in years) (in thousands
3.67 $ 53,34¢
3.67 $ 53,34!

Year ended September 30,

2008 2007 2006
(in thousands)
$12,30:  $16,91¢ $5,931
$35,30¢  $33,88¢  $4,16]
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Shares issued upon vesting of restricted stockestdcted stock units were net of 0.6 million ®taretained by us to cover employee tax
withholdings of $10.7 million in 2008. Shares issugon vesting of restricted stock units were €8 million shares retained by us to cover
employee tax withholdings of $6.5 million in 2007.

Information for stock options outstanding and eisaisle at September 30, 2008 was as follows:

Outstanding and Exercisable Options

Weighted Weighted
Average
Remaining Average
Exercise
Range of Exercise Price Shares Life Price
(in thousands’ (years)
$4.98- $8.30 1,57: 4.2¢ $ 6.32
$8.50—- $9.55 1,72 4.17 $ 8.82
$9.75- $12.58 2,69:¢ 4.1¢ $12.0¢
$13.18- $23.36 1,67¢ 2.61 $ 20.5(
$24.38- $66.09 762 1.74 $ 34.67
$76.72 1 1.21 $ 76.72
$4.98-$76.72 8,421 3.67 $ 14.0¢

L. Employee Benefit Plan

We offer a savings plan to eligible U.S. employdéee plan is intended to qualify under Section &Dbf the Internal Revenue Code.
Participating employees may defer up to 15% ofrtheitax compensation, as defined, but not more thaaotstg limits. We contribute 50%
the amount contributed by the employee, up to aimax of 6% of the employee’s earnings. Our matcldogtributions vest at a rate of
25% per year of service, with full vesting afteufgears of service. We made matching contributafr3.7 million, $3.9 million and
$3.2 million in 2008, 2007 and 2006, respectively.

M. Pension Plans

We maintain defined benefit pension plans primardyering certain employees of Computervision, Whi@ acquired in 1998, and of
CoCreate, which we acquired in 2008. Benefits aeetd upon length of service and average compensaiilo vesting after one to five years
service. The prepaid (accrued) pension cost iglifference between amounts that have been congdhiotthe plans and the cumulative
expense recorded. The pension cost was actuac@ityputed using assumptions applicable to eachdiabgiplan and economic environment.
We adjust our minimum pension liability relatedotar plans due to changes in actuarial assumptiodgparformance of plan investments, as
shown below. We use a September 30 measuremerfodatie of the pension plans, except for one in&ional plan, which uses June 30.

Effective April 1, 1990, the benefits under the Lp8nsion plan were frozen indefinitely. We conitéall amounts deemed necessary on
an actuarial basis to satisfy IRS funding requiretaeEffective in 1998, benefits under two of theernational plans were frozen indefinitely.
In the fourth quarter of 2008, we settled the rerimaj liability related to one of these plans antbreed a settlement gain of $2.1 million.

F-34



Table of Contents

The following table presents the actuarial assupngtused in accounting for the pension plans:

U.S. Plan International Plans
2008 2007 2006 200¢ 2001 200€
Weighted average assumptions used to determindibellégations at measureme
date:
Discount rate 75(% 6.25% 5.7%% 5.7% 5.1% 4.7%
Rate of increase in future compensal — — — 2% — —
Weighted average assumptions used to determingeniedic pension cost for fiscal
years ended September !
Discount rate 6.25% 5.7%% 5.5(% 52% 4.7% 4.€%
Rate of increase in future compensal — — — 2% — —
Rate of return on plan ass: 75(% 75(% 75(% 57% 3.8% 3.2%

In selecting the expected long-term rate of returrassets, we considered the current investmetfofiorand the investment return goals
in the plans’ investment policy statements. Wehwriput from the plans’ professional investment agars, also considered the average rate of
earnings expected on the funds invested or to\mstad to provide plan benefits. This process thedudetermining expected returns for the
various asset classes that comprise the plangttasget allocation. This basis for selecting ting{term asset return assumptions is consistent
with the prior year.

For the U.S. and German CoCreate plans, the lamgitgtal return goal, presently 7.50% and 7.25%peetively, includes income plus
realized and unrealized gains and/or losses opl#reassets. Utilizing generally accepted divezatibn techniques, the plans’ assets, in
aggregate and at the individual portfolio levet arvested so that the total portfolio risk expesand risk-adjusted returns best meet the plans’
long-term liabilities to employees. Plan assetadtmns are reviewed periodically and rebalanceattoeve target allocation among the asset
categories when necessary. For the other interratfdans, the rate of return is expected to Hmewith fixed income local government
bonds with comparable terms.

The actuarially computed components of net peripditsion cost recognized in our consolidated statesrof operations for each year
are shown below:

U.S. Plan International Plans
2008 2007 2006 2008 2007 2006
(in thousands)

Interest cost of projected benefit obligat $539 $4,99C $4,88( $4,78¢ $ 3,08¢ $ 2,68
Service cos — — — 1,55¢ 73€ 762
Expected return on plan ass (5,859 (5,397) (5,22%) (3,49¢) (1,287%) (1,207
Amortization of prior service co: — — — 19 21 19
Settlement gail — — — (2,140 — —
Recognized actuarial lo: 1,01¢ 1,281 1,43( 1,48¢ 1,46(C 1,357
Net periodic pension co $ 55¢ $ 87¢ $ 1,08t $ 2,214 $ 4,01¢ $ 3,61¢
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The following tables display the change in benafiigation and the change in the plan assets amdkfii status of the plans as well as the

amounts recognized in our consolidated balanceshee

Change in benefit obligatiol
Accumulated and projected benefit obliga—beginning of
year
Service cos
Interest cos
Actuarial (gain) los:
Acquisition of CoCreat
Curtailment
Settlemen
Foreign exchange impa
Participant contribution
Benefits paic

Accumulated and projected benefit obliga—end of yea

Change in plan assets and funded st
Plan assets at fair va—beginning of yea
Actual return on plan asse
Employer contribution
Participant contribution
Acquisition of CoCreat
Settlemen
Foreign exchange impa
Benefits paic
Plan assets at fair va—end of yea
Accumulated and projected benefit obliga—end of yea

Funded statu

Amounts recognized in the balance sh
Non-current liability

Amounts in accumulated other comprehensive |
Unrecognized actuarial loss (ga

U.S. Plan International Plans Total
Year ended September 30,
2008 2007 2008 2007 2008 2007
(in thousands)

$ 87,28t $87,78: $68,15¢ $63,41. $155,44¢ $151,19:
— — 1,554 73€ 1,554 73€
5,397 4,99( 4,78¢ 3,08¢ 10,18¢ 8,07¢
(12,667 (2,380  (8,50¢) (1,720 (21,179 (4,106)

— — 33,597 — 33,597 —

= = (17,906 - (17,906 -

— — (34,30) — (34,30) —
= = (1,656 4,62: (1,656 4,627

— — 46¢ — 46¢ —
(3,129 (3,099 (3,329 (1,979 (6,44¢) (5,077
$ 76,89: $87,28t $42,87( $68,15¢ $119,76: $155,44¢
$ 78,26: $73,08¢ $3885( $3287: $117,11. $105,95¢
(10,989  8,27¢ (2,226 (1,965 (13,219 6,311
2,53¢ — 2,14( 7,71¢ 4,67¢ 7,71¢

— — 46¢€ — 46¢ —

— — 31,24¢ — 31,24¢ —

= = (34,307 - (34,307 -
— — (1,379 2,20( (1,379 2,20(
(3,129 (3,099 (3,329 (1,979 (6,448 (5,07%)
66,68¢ 78,26 31,48 38,85( 98,17: 117,11
76,89¢ 87,28¢ 42,87( 68,15¢ 119,76« 155,44¢
$(10,209) $(9,026 $(11,389) $(29,309 $(21,599) $(38,339)

U.S. Plan International Plans Total
September 30
2008 2007 2008 2007 2008 2007

$(10,209  $(9,026)

(in thousands)

$(11,389  $(29,309)

$(21,59) $(38,339)

$(10,209)  $(9,026)

$(11,389  $(29,309)

$(21,59) $(38,339)

U.S. Plan International Plans Total
September 30,
2008 2007 2008 2007 2008 2007
(in thousands)
$37,41: $34,25¢ $ (3,099 $17,01¢ $ 34,31¢ $ 51,267
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We expect to recognize approximately $1.1 milliéithe unrecognized actuarial loss as of Septemde2@08 as a component of net
periodic pension cost in 2009.

Effective September 30, 2007, we adopted the ratogrand disclosure provisions of FASB Statemeaot M58, Employers’ Accounting
for Defined Benefit Pension and Other Postretireni®ans(SFAS 158). As a result of the adoption of SFAS, ¥88 reclassified
approximately $25 million of non-current assetsiom-current liabilities to aggregate the net unateated position and present as a net liability
in the consolidated September 30, 2007 balancé.shee

The following table shows the percentage of tolah@ssets for each major category of plan assets:

U.S. Plan International Plans
September 30,
200¢ 2007 2008 2007
Asset category

Equity securitie: 60% 60% 3% —
Fixed income securitie 40% 40% 51% 10(%
Other — — 10 —

10C% 10C% 10C% 10C%

We periodically review the pension plans’ investmsen the various asset classes. The current aligeaition target is 60% equity
securities and 40% fixed income securities forWh®. and German CoCreate plans and 100% fixed ia®uaurities for the other international
plans. The fixed income securities for the inteiorea! plans primarily include investments held witBurance companies with fixed returns.
The plans’ investment managers are provided spagifidelines under which they are to invest thetssassigned to them. In general,
investment managers are expected to remain fullgsted in their asset class with further limitasi@m risk as related to investments in a si
security, portfolio turnover and credit quality.

The U.S. and German CoCreate plans’ investmentipslprohibit the use of derivatives associateti Veiverage and speculation or
investments in securities issued by PTC, exceputyir index-related strategies and/or commingled$uAn investment committee oversees
management of the pension plans’ assets. Plarsass&tist primarily of investments in mutual fumglgested in equity and fixed income
securities.

In 2008 and 2007, our actual return on plan asgatsa loss of $13.2 million and a gain of $6.3 il respectively. Recent distress in
the financial markets has had an adverse impafihancial market activities including, among otligings, extreme volatility in security pric
severely diminished liquidity and credit availatyilirating downgrades of certain investments ardlimiag valuation of others. Subsequent to
year end (through October 31, 2008), the fair valueur pension assets have declined further amdignificantly below our expected rate
return. If actual returns continue to be below expected rate of return, it will impact the amoantl timing of future contributions and
expense for these plans.

Based on actuarial valuations and additional valpntontributions, we contributed $4.7 million, illion, and $4.9 million in 2008,
2007 and 2006, respectively, to the plans. We axpamake contributions totaling approximately $tilion in 2009.
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As of September 30, 2008, benefit payments expeotbd paid over the next ten years are outlingtierfollowing table:

International

U.S. Plan Plans Total
(in thousands)

Year ending September &

2009 $ 2,945 $ 1,38% $ 4,334
2010 3,221 1,552 4,77¢
2011 3,49t 1,66¢ 5,15¢
2012 3,92¢ 1,802 5,72¢
2013 4,34¢ 1,913 6,26¢
2014 to 201¢ 28,65¢ 12,12¢ 40,78t

N. Segment Information

We operate within a single industry segment—conmpsdéware and related services. Operating segnasntiefined by SFAS 131,
Disclosures about Segments of an Enterprise andt&klnformatior, are components of an enterprise about which agpénancial
information is available that is evaluated regyidny the chief operating decision maker, or decisitaking group, in deciding how to allocate
resources and in assessing performance. Our ghéeéting decision making group is our executivécefs. We have two operating and
reportable segments: (1) Software Products, whicludes license and maintenance revenue (inclutimgreleases and technical support);
(2) Services, which includes consulting, impleméata training and other support revenue. In oursadidated statements of operations,
maintenance revenue is included in service reveéieedo not allocate certain sales, marketing oriaidtnative expenses to our operating
segments, as these activities are managed on alictated basis.

We report revenue by line of business (licensenteaance and service) and by geographic regioar Rrithe first quarter of 2008, we
also reported our revenue in two product categoEegerprise Solutions and Desktop Solutions, withir reportable segments. As of the first
guarter of 2008, we no longer use these produegoaies to report revenue. Desktop Solutions andrfarise Solutions are not run as separate
business units and the relevance and importanttesoinformation in assessing the overall perforogaaf our business and in evaluating
investment decisions has diminished. This is dusutcacquisition of new products, our selling ofrmpackages which bundle multiple
products and the increased propensity of our custemo incrementally purchase our product develgpgmegstem that spans our entire product
suite. Additionally, service projects often spanoas multiple products.
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The revenue and operating income attributablededloperating segments are summarized as follows:

Year ended September 3C
2008 2007 2006
(in thousands)

Revenue

Software Products
License revenu $ 316,19: $ 296,12! $ 263,47:
Maintenance revenue( 497,53t 408,41. 369,18t¢
Total Software Products segment reve 813,72 704,53 632,65’
Services segment reven 256,60: 236,74. 215,32¢
Total revenue $1,070,33! $ 941,27¢ $ 847,98¢

Operating income:(2)(:
Software Products segme $ 513,98 $451,71! $ 404,61¢
Services segmel 19,58¢ 19,77( 15,90¢
Sales and marketing expenses (314,539 (297,41)) (276,69))
General and administrative expense! (93,799 (81,309 (77,316
Total operating incom $ 125,24 $ 92,76¢ $ 66,51:

(1)
(@)

3)

(4)
(5)

Maintenance revenue is included in Service revémwerr consolidated statements of operatis

The operating income reported does not reptekertotal operating results for each operatirgyrent as it does not contain an allocation
of sales, marketing, corporate and general andrasiritive expenses incurred in support of the afrey segment:

We recorded restructuring and other charges (&)ediitd i-process research and development charges of $2ldhn$15.9 million anc
$8.0 million in 2008, 2007 and 2006, respectivéiy2008, 2007 and 2006, Software Products inclu#e8 million, $5.4 million and

$3.6 million, respectively; Services included $&#lion, $3.8 million and $1.1 million, respectiyelsales and marketing expenses
included $7.7 million, $5.2 million and $3.6 milliprespectively; and general and administrativeeagps included $6.0 million,

$1.5 million and $(0.3) million, respectively, dfe total restructuring and other charges and icgs® research and development charges
recorded in those respective peric

Represents all sales and marketing expenses, ingltite related portion of restructuring and ottiesrges

Represents all corporate and general and admitingrexpenses, including the related portion ofrcesuring and other charges (credi

Data for the geographic regions in which we opeiafgesented below:

Year ended September 3C
2008 2007 2006
(in thousands)

Revenue
North America(l) $ 364,67 $365,00: $360,58(
Europe(2) 450,29: 353,35¢ 287,52
Asia-Pacific(3) 255,36t 222,91¢ 199,88:
Total revenue $1,070,331 $941,27¢ $847,98:
September 30
2008 2007 2006

(in thousands)

Long-lived tangible asset:

North America $ 3834: $ 40,000 $ 38,53(
Europe 6,291 6,12¢ 5,60
Asia-Pacific 10,62( 8,61¢ 7,46¢

Total long-lived tangible asse! $ 5525 $ 54,74t $ 51,608
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(1) Includes revenue in the United States totaling $84nillion, $347.0 million and $345.0 million fo0R8, 2007 and 2006, respective
(2) Includes revenue in Germany totaling $149.8 milliph11.8 million and $88.0 million for 2008, 2007da2006, respectivel
(3) Includes revenue in Japan totaling $118.2 mill#8i/.3 million and $87.1 million for 2008, 2007 a2@06, respectively

Our international revenue is presented based olotiation of our customer. We license productsustamers worldwide. Our sales and
marketing operations outside the United Statesameucted principally through our internationaksasubsidiaries throughout Europe and the
Asia-Pacific region. Intercompany sales and trasdbetween geographic areas are accounted foicasghat are designed to be representative
of unaffiliated party transactions.

O. Subsequent Events

On November 20, 2008, we granted the restricteckstaits shown in the table below. The Executiveehtive Plan (EIP) RSUs and the
Management Incentive Plan (MIP) RSUs are earneddas performance conditions established by thef@msation Committee of our Board
of Directors on the grant date and are also subjestrvice conditions. The EIP RSUs and the MIRIR®ill vest based on achievement of the
performance criteria on the later of November TR®or the date the Compensation Committee detesiihre extent to which the performa
criteria have been achieved. The time-based RSUs isgued to a non-executive employee and will westree substantially equal annual
installments.

Restricted Stock Units Granted November 2008

Management
Executive Incentive Incentive Plan
Time-
Plan RSUs RSUs Based RSU
Number Grante:i 300,63( 236,73t 6,66¢
Intrinsic Value $ 2,849,97 $2,244,25 $ 63,19
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of PataciTechnology Corporation:

In our opinion, the accompanying consolidated faialnstatements listed in the index appearing uttéen 15(a)(1) present fairly, in all
material respects, the financial position of Par@im&echnology Corporation and its subsidiarieSeptember 30, 2008 and 2007, and the
results of their operations and their cash flowsefach of the three years in the period ended 8dg@e30, 2008 in conformity with accounting
principles generally accepted in the United StafeSmerica. Also in our opinion, the Company mainél, in all material respects, effective
internal control over financial reporting as of &mber 30, 2008, based on criteria establishéadtérnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSQO). The Companysagement is responsible for
these financial statements, for maintaining effectnternal control over financial reporting and ifis assessment of the effectiveness of
internal control over financial reporting, included‘Management’s Annual Report on Internal Contreér Financial Reporting” appearing
under Item 9A. Our responsibility is to expressnigmis on these financial statements and on the @oyip internal control over financial
reporting based on our integrated audits. We caledusur audits in accordance with the standardseoPublic Company Accounting
Oversight Board (United States). Those standamisinethat we plan and perform the audits to obta@sonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control ovegfinial reporting was maintained in all
material respects. Our audits of the financialestegnts included examining, on a test basis, eva&snpporting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, and evaluating the overall
financial statement presentation. Our audit ofrima&control over financial reporting included dbiag an understanding of internal control
over financial reporting, assessing the risk thaagerial weakness exists, and testing and evaty#tie design and operating effectiveness of
internal control based on the assessed risk. Qditsaalso included performing such other procedasege considered necessary in the
circumstances. We believe that our audits provideaaonable basis for our opinions.

As discussed in Note M to the consolidated findratetements, the Company changed the manner ichvithdccounts for defined bene
pension and other post retirement plans effecteqgte@nber 30, 2007. As discussed in Note G to theamated financial statements, the
Company changed the manner in which it accountsafat discloses, uncertain tax positions as of lxstd, 2007.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A companys internal control over financial reporting inclgsddose policies and procedures that (i) pertathéanaintenance of records tha
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseoédmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (iii) provide readslaassurance regarding prevention or timely dieteaf unauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

As described in Management’s Annual Report on trak€ontrol over Financial Reporting appearing urtiEan 9A, management has
excluded CoCreate from its assessment of inteonatal over financial reporting as of September3W)8 because it was acquired by the
Company in a purchase business combination dufeg.2Ne have also excluded CoCreate from our adidiiternal control over financial
reporting. CoCreatg’'total assets and total revenue representedhas3%6 and 7%, respectively, of the related codatdd financial stateme
amounts as of and for the year ended Septemb&088,

/sl PricewaterhouseCoopers LLP

Boston, Massachusetts
November 26, 200
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SELECTED CONSOLIDATED FINANCIAL DATA

You should read the following selected consoliddieancial data in conjunction with Item 7. “Managent’s Discussion and Analysis of
Financial Condition and Results of Operations” and consolidated financial statements and theeélabtes appearing elsewhere in this

Annual Report.

The consolidated statements of operations dattnéoyears ended September 30, 2008, 2007 and 2@0fea consolidated balance sheet

data as of September 30, 2008 and 2007 are ddrimadour audited consolidated financial statemeapisearing elsewhere in this Annual
Report. The consolidated statements of operatiatesfor the years ended September 30, 2005 andé@Dthe consolidated balance sheet
as of September 30, 2006, 2005 and 2004 are defrivedour audited consolidated financial statemémas are not included in this Annual
Report. The historical results are not necessandicative of the results to be expected in anyreifperiod.

(in thousands, except per share data)

FIVE-YEAR SUMMARY OF SELECTED FINANCIAL DATA (1)

2008 2007 2006 2005 2004
Revenue $1,070,33 $ 941,27 $847,98: $707,97! $651,66¢
Operating incom: 125,24! 92,76¢ 66,51¢ 73,04: 31,59¢
Net income 79,70: 143,65t 56,80 73,187 31,58t
Earnings per sha—Basic(2) 0.7¢ 1.27 0.52 0.67 0.2¢
Earnings per sha—Diluted(2) 0.6¢ 1.22 0.5C 0.6t 0.2¢
Total asset 1,349,57. 1,090,31: 901,38 791,59: 679,13
Working capital 31,14: 164,28 53,24: 47,05¢ 190,23
Long-term liabilities 80,69¢ 65,46 110,64: 118,01 122,14¢
Stockholder’ equity 702,52! 594,50 405,87: 296,90! 224,48t
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
(in thousands, except per share data)
September 3C June 28, March 29, December 2¢
2008 2008 2008 2007
Revenue $ 299,54 $271,74¢ $ 257,79 $ 241,24.
Operating incom: 47,42¢ 31,92: 31,03 14,86
Net income 36,50« 14,47( 18,84¢ 9,88(
Earnings per sharn
Basic $ 0.32 $ 0.12 $ 0.17 $ 0.0¢
Diluted $ 0.31 $ 0.1z $ 0.1€ $ 0.0¢
Common Stock prices:(:
High $ 21.5¢ $ 19.2( $ 18.27 $ 19.51
Low $ 16.4% $ 14.61 $ 13.6¢ $ 16.11
September 3C June 30, March 31, December 3C
2007 2007 2007 2006
Revenue $ 266,65 $224,86: $ 228,09¢ $ 221,66
Operating incom: 30,95 19,57 21,25¢ 20,98:
Net income 30,63¢ 80,46¢ 17,39¢ 15,15¢
Earnings per sharn
Basic $ 0.27 $ 071 $ 0.1t $ 0.14
Diluted $ 0.2€ $ 0.6 $ 0.1F $ 0.1:
Common Stock prices:(:
High $ 21.7C $ 21.8] $ 20.5¢ $ 20.27
Low $ 15.6¢ $ 17.5¢ $ 17.21 $ 17.1%

(1) The consolidated financial position and resaftsperations data reflect our acquisitions of @#fe Software GmbH on November 30, 2007 for $2dillfon in cash; Mathsoft
Corporate Holdings, Inc. on April 28, 2006 for $4illion in cash; and Arbortext, Inc. on July PB05 for $194.8 million in cash, as well as certatiner less significant businesses
during these periods. Results of operations forattgiired businesses have been included in thekdated statement of operations since their adiprisdates

(2) Effective on February 28, 2006, we implemergadverse stock split pursuant to which every §kares of issued and outstanding common stock 6fwédre automatically combined
into two issued and outstanding shares of commmeksvithout any change in the par value of sucheshaistorical per share data presented in thisnsary has been retroactively
restated to reflect this reverse stock s

(3) The common stock prices are based on the NaStdzal Select Market (formerly Nasdaqg National M) daily high and low sale prices. Our commorelstis traded on the Nasdaq
Global Select Market under the syml*PMTC”

F-42



Exhibit 10.1.1

PARAMETRIC TECHNOLOGY CORPORATION
2000 EQUITY INCENTIVE PLAN

1. Purpose.

The purpose of the Parametric Technology Corpar&@00 Equity Incentive Plan (the “Plan”) is toratt and retain directors and key
employees and consultants of the Company and ftsadds, to provide an incentive for them to ack@goerformance goals, and to enable them
to participate in the growth of the Company by diremAwards with respect to the Company’s Commaockt Certain capitalized terms used
herein are defined in Section 9 below.

2. Administration.

The Plan shall be administered by the Committeayiged, that the Board may in any instance perfany of the functions of the
Committee hereunder. The Committee shall seledP#récipants to receive Awards and shall deterrttiegerms and conditions of the
Awards. The Committee shall have authority to adalper and repeal such administrative rules, dinde and practices governing the
operation of the Plan as it shall from time to ticomsider advisable, and to interpret the provisiofthe Plan. The Committeedecisions sha
be final and binding. To the extent permitted bplagable law, the Committee may delegate to onmore executive officers of the Company
the power to make Awards to Participants who ateReporting Persons or Covered Employees and tdtménations under the Plan with
respect thereto, provided that the Committee sixathe maximum amount of such Awards for all sirdrticipants and a maximum for any
Participant.

3. Eligibility.

All directors and all employees and consultantthefCompany or any Affiliate capable of contribgtiio the successful performance of
the Company are eligible to be Participants inRlan. Incentive Stock Options may be granted amlyersons eligible to receive such Options
under the Code.

4. Stock Available for Awards.

(a) Amount.Up to an aggregate of 14,800,000 shares of Comrtamrk Ssubject to adjustment under subsection (b) besissued
pursuant to Awards, including Incentive Stock Opsiounder the Plan. If any Award expires or is {eated unexercised or is forfeited, the
shares subject to such Award, to the extent of sxpiration, termination, or forfeiture, shall ag&ie available for award under the Plan.
Common Stock issued through the assumption or isuish of outstanding grants from an acquired campshall not reduce the shares
available for Awards under the Plan. Shares issuelér the Plan may consist of authorized but ueidsinares or treasury shares.

(b) Adjustment In the event of any equity restructuring, whethstack dividend, recapitalization, split-up or candiion of shares, or
otherwise, affects the Common Stock such that arstdent is required in order to preserve the hienidtended to be provided by the Plan,
the Committee (subject in the case of IncentivelS@ptions to any limitation required under the €pshall equitably adjust any or all of
(i) the number and kind of shares in respect ottWwiiwards may be made under the Plan, (ii) the rerrabd kind of shares subject to
outstanding Awards and (iii) the exercise pricehwiéspect to any of the foregoing, provided thatrtbhmber of shares subject to any Award
shall always be a whole number.

(c) Limit on Individual Grants. Subject to adjustment under subsection (b) abtreemaximum number of shares of Common Stock that
are either subject to Options and Stock AppreaiaBights or are granted as Restricted Stock URistricted Stock or unrestricted stock
Awards with respect to which Performance Goalsyppber Section 7 below that may be granted toRamyicipant in the aggregate in any
fiscal year shall not exceed 800,000.

5. Stock Options.

(a) Grant of Options Subject to the provisions of the Plan, the Committery grant options (“Options”) to purchase shafégSommon
Stock (i) complying with the requirements of Sent#P2 of the Code or any successor provision agdegulations



thereunder (“Incentive Stock Options”) and (ii) mutended to comply with such requirements (“Nohgtary Stock Options”). The Committee
shall determine the number of shares subject tb €gtion and the exercise price therefor, whicHIsta be less than 100% of the Fair Mar
Value of the Common Stock on the date of grantii¢entive Stock Option may be granted hereundeertian ten years after the effective
date of the Plan.

(b) Terms and ConditionsEach Option shall be exercisable at such timessabgect to such terms and conditions as the Comenittay
specify in the applicable grant or thereafter. Gmanmittee may impose such conditions with respethé exercise of Options, including
conditions relating to applicable federal or states, as it considers necessary or advisable.

(c) Payment No shares shall be delivered pursuant to any eseefian Option until payment in full of the exeecprice therefor is
received by the Company. Such payment may be nmag@ale or in part in cash or, to the extent petediby the Committee at or after the
grant of the Option, by delivery of shares of Comntock owned by the optionee valued at their Mairket Value on the date of delivery, or
such other lawful consideration, including a paybhmmmitment of a financial or brokerage institatias the Committee may determine.

6. Stock Appreciation Rights.

(a) Grant of SARs Subject to the provisions of the Plan, the Committeay grant rights to receive any excess in valishares of
Common Stock over the exercise price (“Stock Apiatean Rights” or “SARs”). The Committee shall deténe at the time of grant or
thereafter whether SARs are settled in cash, Conatock or other securities of the Company, Awandstber property, and may define the
manner of determining the excess in value of tle@eshof Common Stock.

(b) Exercise Price The Committee shall fix the exercise price of e8&R or specify the manner in which the price shalldetermined.
An SAR may not have an exercise price less tha®l@0the Fair Market Value of the Common Stock lo@ date of the grant, provided thai
SAR granted to a new employee or consultant in ection with the hiring of such person may haveveeloexercise price so long as it is not
less than 100% of Fair Market Value on the datep#rson accepts the Company’s offer of employmettiedate employment commences,
whichever is lower.

7. Stock and Stock Unit Awards.

(a) Grant of Restricted or Unrestricted Stock AwardThe Committee may grant shares of Common Stoclestity) forfeiture
(“Restricted Stock”) and determine the durationhef period (the “Restricted Period”) during whielnd the conditions under which, the shares
may be forfeited to the Company and the other temasconditions of such Awards. Shares of Resttit®ck may not be sold, assigned,
transferred, pledged or otherwise encumbered, ¢xasepermitted by the Committee, during the Restli®eriod. Shares of Restricted Stock
shall be evidenced in such manner as the Commmitssedetermine. Any certificates issued in respéshares of Restricted Stock shall be
registered in the name of the Participant and sri¢iserwise determined by the Committee, depobiyeithe Participant, together with a stock
power endorsed in blank, with the Company. At thgiration of the Restricted Period, the Companylsteiver such certificates to the
Participant or if the Participant has died, to Baticipant’s Designated Beneficiary. The Commitits® may make Awards of shares of
Common Stock that are not subject to restrictian®deiture, on such terms and conditions as tbmf@ittee may determine from time to tir

(b) Grant of Restricted Stock Unit§he Committee may grant the right to receive infthare shares of Common Stock subject to
forfeiture (“Restricted Stock Units”) and determittre duration of the Restricted Period during whand the conditions under which, the
Award may be forfeited to the Company and the othlens and conditions of such Awards. RestrictetIStnit Awards shall constitute an
unfunded and unsecured obligation of the Compamy shall be settled in shares of Common Stock shn,cas determined by the Committee at
the time of grant or thereafter. Such Awards shalinade in the form of “units” with each unit regating the equivalent of one share of
Common Stock.



(c) Performance Goals; Consideratiohe Committee may establish Performance Goalfh#gtanting of Restricted Stock, unrestrit
stock Awards, Restricted Stock Units or the lapsésé of forfeiture of Restricted Stock or Resteid Stock Units. Shares of Restricted Stoc
unrestricted stock or Restricted Stock Units maysbeed for no cash consideration, such minimunsicenation as may be required by
applicable law or such other consideration as the@ittee may determine.

8. General Provisions Applicable to Awards.

(a) DocumentationEach Award under the Plan shall be evidenced byitang/ delivered to the Participant or agreemergased by the
Participant specifying the terms and conditionseéb&and containing such other terms and conditimisnconsistent with the provisions of -
Plan as the Committee considers necessary or &flvigaachieve the purposes of the Plan or to cpmjih applicable tax and regulatory laws
and accounting principles. No Award to any Par#aipsubject to United States income taxation giralide for the deferral of compensation
that does not comply with Section 409A of the Code.

(b) Committee DiscretionEach type of Award may be made alone, in additioortin relation to any other Award. The terms ale typt
of Award need not be identical, and the Committeednnot treat Participants uniformly. Except agntlise provided by the Plan or a
particular Award, any determination with respecatoAward may be made by the Committee at the ¢ihggant or at any time thereafter.

(c) Dividends and Cash Awardi the discretion of the Committee, any Award unither Plan may provide the Participant with
(i) dividends or dividend equivalents payable @slc or in the form of Awards under the Plan) cutyeor deferred with or without interest and
(i) cash payments in lieu of or in addition toAward.

(d) Termination of ServiceThe Committee shall determine the effect on an Avedrthe disability, death, retirement or othentaration
of service of a Participant and the extent to whastd the period during which, the Participantigalerepresentative, guardian or Designated
Beneficiary may receive payment of an Award or eiserrights thereunder.

(e) Change in Controlln order to preserve a Participant’s rights undeAward in the event of a change in control of @@mpany (as
defined by the Committee), the Committee in it€diton may, at the time an Award is made or attang thereafter, take such actions,
including without limitation one or more of the lmiving: (i) providing for the acceleration of arigne period relating to the exercise or
payment of the Award, (ii) providing for paymenttte Participant of cash or other property withair Market Value equal to the amount that
would have been received upon the exercise or patyaie¢he Award had the Award been exercised ad paibn the change in control,
whereupon the Award shall terminate, (iii) adjugtthe terms of the Award in a manner determinethbyCommittee to reflect the change in
control, or (iv) causing the Award to be assumedew rights substituted therefor, by another gnéis the Committee may consider equitable
to Participants and in the best interests of the@any.

(fH Transferability. In the discretion of the Committee, any Award mayniade transferable upon such terms and condiotigo such
extent as the Committee determines, provided tiwantive Stock Options may be transferable onthéoextent permitted by the Code. The
Committee may in its discretion waive any restoigton transferability.

(g) Withholding TaxesThe Participant shall pay to the Company, or makeipion satisfactory to the Committee for paymefhtany
taxes required by law to be withheld in respecdwhrds under the Plan no later than the date oétemt creating the tax liability. The
Company and its Affiliates may, to the extent petea by law, deduct any such tax obligations fram payment of any kind due to the
Participant hereunder or otherwise. In the Commiteiscretion, the minimum tax obligations reqdit® law to be withheld in respect of
Awards may be paid in whole or in part in share€ofnmon Stock, including shares retained from the creating the tax obligation,
valued at their Fair Market Value on the date ¢émdon or delivery.

(h) Foreign Nationals.Awards may be made to Participants who are fore@ionals or employed outside the United Statesumh
terms and conditions different from those specifiethe Plan as the Committee considers necessagvisable to achieve the purposes of the
Plan or to comply with applicable laws.



(i) Amendment of AwardThe Committee may amend, modify or terminate artgtanding Award, including without limitation chang
the date of exercise or realization, causing thewo be assumed by another entity, and conveatinigcentive Stock Option to a
Nonstatutory Stock Option, provided that the Pgréin’s consent to such action shall be required (audh action would terminate, or reduce
the number of shares issuable under, an Optioesarny time period relating to the exercise ofisbption or the eliminated portion, as the
case may be, is accelerated before such terminaticeduction, in which case the Committee may jgi®vYor the Participant to receive cash or
other property equal to the net value that woulddoeived upon exercise of the terminated Optiotherliminated portion, as the case may
and (b) in any other case, unless the Committesrmi@ies that the action, taking into account atgtee action, would not materially and
adversely affect the Participant. The Committed| sted, without further approval of the stockholdef the Company, authorize the
amendment of any outstanding Option to reduce xkecese price. Furthermore, no Option shall be ebettand replaced with Options havir
lower exercise price without approval of the stazlidlers of the Company.

9. Certain Definitions.

“Affiliate” means any business entity in which tBempany owns directly or indirectly 50% or morettud total voting power or has a
significant financial interest as determined by @@mmittee.

“Award” means any Option, Stock Appreciation RigRgstricted Stock or Restricted Stock Unit granteder the Plan.
“Board” means the Board of Directors of the Company
“Code” means the Internal Revenue Code of 198&n@nded from time to time, or any successor law.

“Committee” means one or more committees each cisegbof not less than two members of the Board iapga by the Board to
administer the Plan or a specified portion therblofless otherwise determined by the Board, if a @ittee is authorized to grant Awards to a
Reporting Person or a Covered Employee, each meshiadirbe a “non-employee director” within the miegnof Rule 16b-3 under the
Exchange Act or an “outside director” within theaneng of Section 162(m) of the Code, respectively.

“Common Stock” or “Stock” means the Common StocR1%par value, of the Company.
“Company” means Parametric Technology Corporatioklassachusetts corporation.
“Covered Employee” means a “covered employee” withe meaning of Section 162(m) of the Code.

“Designated Beneficiaryineans the beneficiary designated by a Participaat manner determined by the Committee, to recaimeunt
due or exercise rights of the Participant in thergof the Participant’'s death. In the absencenddféective designation by a Participant,
“Designated Beneficiary” means the Participantsies

“Exchange Act” means the Securities Exchange Adi9#4, as amended from time to time, or any succdsag!.

“Fair Market Value” means, with respect to Commaaoc® or any other property, the fair market valfisuch property as determined by
the Committee in good faith or in the manner esghbt by the Committee from time to time.

“Participant” means a person selected by the Coteentb receive an Award under the Plan.

“Performance Goals” means one or more objectiveopmance goals based on one or more of the follgwiiteria established by the
Committee: revenue; revenue growth; sales; expensagins; net income; earnings or earnings petesitash flow; shareholder return; return
on investment; return on invested capital, assetsquity; profit before or after tax; operatingfit; return on research and development
investment; market capitalization; new productasés; quality improvements; market share; cycle tieductions; customer satisfaction
measures; strategic positioning or marketing pnogrebusiness/information systems improvements; es@enanagement; infrastructure
support programs; human resource programs; custpragrams; technology development
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programs; or any combination of any of the foregpend may be particular to a Participant or mapdmsed, in whole or in part, on the
performance of the division, department, line dafihass, subsidiary, or other business unit, wheiheot legally constituted, in which the
Participant works or on the performance of the Canypgenerally.

“Reporting Person” means a person subject to Sedtoof the Exchange Act.

10. Miscellaneous.

(a) No Right To EmploymentNo person shall have any claim or right to be grdratn Award. Each employee of the Company or any of
its Affiliates is an employee-at-will (that is taysthat either the Participant or the Company grAsffiliate may terminate the employment
relationship at any time for any reason or no reagall) unless and only to the extent provided imritten employment agreement for a
specified term executed by the chief executiveceffiof the Company or his duly authorized desigrede authorized signatory of any
Affiliate. Neither the adoption, maintenance, npemtion of the Plan nor any Award hereunder stwifer upon any employee or consultar
the Company or of any Affiliate any right with resp to the continuance of his/her employment bgtber service with the Company or any
such Affiliate nor shall they interfere with thghits of the Company (or Affiliate) to terminate amyployee at any time or otherwise change
the terms of employment, including, without limitat, the right to promote, demote or otherwisessign any employee from one position to
another within the Company or any Affiliate.

(b) No Rights As StockholdeBubject to the provisions of the applicable Awanal Participant or Designated Beneficiary shall hamg
rights as a stockholder with respect to any shaff€mmon Stock to be issued under the Plan uatdrhshe becomes the holder thereof. A
Participant to whom Common Stock is awarded shattdnsidered the holder of the Stock at the timb@fAward except as otherwise
provided in the applicable Award.

(c) Effective DateThe “effective date’df the Plan, from time to time, shall be the mestent date that the Plan was adopted or that i
approved by the stockholders, if earlier (as secms$ are used in the regulations under Sectiorofig®e Code).

(d) Amendment of PlanThe Board may amend, suspend or terminate thed?lany portion thereof at any time, subject to such
stockholder approval as the Board determines toelbessary or advisable to comply with any tax guleory requirement.

(e) Governing LawThe provisions of the Plan shall be governed byiatetpreted in accordance with the laws of the @mmwealth of
Massachusetts.

As amended by the Board of Directors on Novembg2 @08



Exhibit 10.12
Compensatory Arrangements with Executive Officers

Base salary information for our executive officBns2009 is set forth in the table below.

Name Title Base Salan
C. Richard Harrisol Chief Executive Officer and Preside $600,00(
Barry F. Cohet Executive Vice President, Strategic Services amthBis $415,00(
Paul J. Cunninghai Executive Vice President, Worldwide Sa $415,00(
Anthony DiBona Executive Vice President, Global Maintenance Suf $363,00(
James E. Heppelmai  Executive Vice President and Chief Product Offi $487,00(
Cornelius F. Mose Executive Vice President and Chief Financial Offi $415,00(
Aaron C. von Staal Corporate Vice President, General Counsel and g&eyg $325,00(

Compensatory arrangements relating to other aspéotsr executive compensation program are incluedxhibits to our Annual Report on
Form 10-K for our fiscal year ended September 8082 In addition, further information about compatien of our executive officers is found
in our proxy statements on file with the Securii@sl Exchange Commission, as well as in our peri@dirent Report on Form 8-K filings.



SUBSIDIARIES OF PARAMETRIC TECHNOLOGY CORPORATION

Name

Logistics Business Systems i

PTC Division Inc.

Itedo Software LLC

Advent 3B2 Inc.

Arbortext, Inc.

Computervision LLC

CV International Holding, Inc

Parametric Holdings In«

Parametric Technology International, i
PTC Cadtrain LLC

PTC Netherlands LL(

Parametric Securities Corporati

PTC International, Inc

Parametric Technology Australia Pty Limit
Parametric Technology Gesellschaft m.t
Parametric Technology (Belgium) b.v.k
Parametric Technology Brasil Ltd

Digital Human Inc

Parametric Technology (Canada) L
Parametric Technology (Shanghai) Software Co.,
Parametric Technology (C.R.) s.r
Parametric Technology (Denmark) A
Parametric Technology (Finland) (
Parametric Technology S.,

Parametric Technology Gmk

Polyplan Gmbt

Parametric Technology (Hong Kong) Limit
PTC Software (India) Private Limite
Parametric Technology (India) Private Limit
Parametric Technology (Republic of Ireland) Limi
Parametric Holdings (Ireland) Limite

PTC (IFSC) Limitec

Parametric Technology Software and Services Ireladd

Parametric Technology Israel Lt
Parametric Technology lItalia S.1
PTC Japan Kk

Parametric Korea Co., Lt

Parametric Technology Corporation (Malaysia) Sdd

CV Holding (Mauritius) Ltd.

Parametric Technology Mexico S.A. de C
Parametric Technology Norway #

PTC Eastern Europe Limited S.R.
Parametric Technology Singapore Pte
Parametric Technology (Slovakia) s.t

Parametric Technology South Africa (Proprietarynlted

Exhibit 21.1

Place of Incorporation
Arizona
California
California
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Massachuseti
Massachuseti
Australia
Austria
Belgium
Brazil

Canad¢
Canad¢
China

Czech Republi
Denmark
Finland
France
Germany
Germany
Hong Kong
India

India

Ireland
Ireland
Ireland
Ireland

Israel

Italy

Japar

Korea
Malaysia
Mauritius
Mexico
Norway
Romanis
Singapore
Slovak Repubilic
South Africa




Name

Parametric Technology Espana, S
PTC Sweden AE

Parametric Technology (Schweiz) £
Parametric Technology Taiwan Limit:
Arbortext Holdings B.V

Parametric Netherlands C
Parametric Technology Europe B.
Parametric Technology Nederland B
Arbortext Software Limitet
Computervision Limitec
Computervision Pensions Limite
Division Group Limited

Division Limited

Logistic Business Systems Limiti

NC Graphics (Cambridge) Limite
Parametric Technology (UK) Limite
Parametric (UK) Holdings Limite

Place of Incorporation
Spain

Sweder
Switzerlanc
Taiwan

The Netherland
The Netherland
The Netherland
The Netherland
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Fds.N33-30516, 333-01299, 333-22169,
333-56287, 333-113455, 333-125108 and 383112) of Parametric Technology Corporation of myoort dated November 26, 2008 relatin
the consolidated financial statements and the &ffatess of internal control over financial repogti which appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP

Boston, Massachusetts
November 26, 200



EXHIBIT 31.1
CERTIFICATIONS

I, C. Richard Harrison, certify that:

1. | have reviewed this annual report on Forn-K of Parametric Technology Corporatic
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep
4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: November 26, 2008 /s/ C. Richard Harriso

C. Richard Harrison
Chief Executive Officel



EXHIBIT 31.2
CERTIFICATIONS

I, Cornelius F. Moses, certify that:

1. | have reviewed this annual report on Forn-K of Parametric Technology Corporatic
2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statements$ atéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep
4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b)  Designed such internal control over financiglaring, or caused such internal control over foahreporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: November 26, 2008 /sl Cornelius F. Moses, |

Cornelius F. Moses, Il
Executive Vice President and Chief Financial Offic



EXHIBIT 32

Certification of Periodic Financial Report
Pursuant to 18 U.S.C. Section 1350

Pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act 2@ach of the undersigned officers of
Parametric Technology Corporation (the “Companitifies that, to his knowledge, the Annual Reort~orm 10-K of the Company for the
year ended September 30, 2008 fully complies whighrequirements of Section 13(a) or 15(d) of theuiges Exchange Act of 1934 a
information contained in that Form 10-K fairly peess, in all material respects, the financial cbodiand results of operations of the
Company.

Date: November 26, 20( /s/ C. Richard Harriso

C. Richard Harrison
Chief Executive Officer

Date: November 26, 2008 /s/ Cornelius F. Moses, |

Cornelius F. Moses, Ill
Executive Vice President and Chief Financial Offic




