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It has been my custom, in years past, as chief executive
officer of Autodesk to introduce our annual report to
stockholders with a brief letter. My letter this year-—
which begins on page 11-will be longer than usual because
I want to speak frankly with you about Autodesk. Our
financial results were digappointing, we did not show
revenue growth, and we lost some relative market share.
‘But the news is not all bad. We have weathefed the worst
storm in Autodesk® history by shoring up our long-term
strategies. We've kept our focus on vertical-market prod-
uct diversification. We've built a foundation for future
growth through dinternal development and acquisitions.
We've established a leadership position in Internet-based
CAD. We've taken action across our markets by launching
more than 20 products and by developing a fast, com-
pelling, and high-quality AutoCAD” Release 14. And every
employee has resolved to relaunch Autodesk as a company
that delights customers, edges out competitors, and pro-

vides Tong-term stockholder value as we move ahead.

~Carol Bartz
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led staff to our market groups,

acquired companies and their tech-
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We are already acting on acquisitions and

product development in FY97. 20 new products this
fiscal year and grew non-AutoCA e

built a fast, compelling, high-dual
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Letter to Our Stockholders

Carol Bartz CHIEF EXECUTIVE OFFICER AHND
CHAIRMAN OF THE BOARD

To say FY9%7 was a difficult period for Autodesk and its partners would be an understatement.
Europe, our largest market last year and one that had previously shown steady growth, entered
an economic slowdown. The strength of the US dollar hurt us on foreign currency exchange,
and we just didn’t achieve the sales volumes expected for AutoCAD® Release 13. For the first
time in company history, Autodesk experienced a decline in revenue and loss of some relative

market share.

But FYg7 was also a very exciting business year. We shipped more than 20 new products, carried
forward our market group diversification strategy, and pioneered Internet-based design tech-
nology. We also entered the final testing stages of what promises to be the fastest, most com-

pelling, and highest quality AutoCAD ever developed—AutoCAD Release 14.

In my letter this year, I want to speak frankly with you about both the good and the bad of

FYg7. I'll start by reviewing our financial performance.
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FINANCTIAL SUMMARY

Net revenues for the fiscal year ended January 31, 1997, were $4.97 million, down approxi-
mately 7 percent from the previous fiscal year. Net revenues by geography were down 1T percent
in Europe, down 10 percent in the Americas, and up approximately 5 percent in Asia/Pacific.
Changes in foreign currency exchange rates negatively impacted revenues for the year by more

than $17 million.

While the majority of this slowdown was AutoCAD related, we continued to grow the installed base
by 15 percent and maintained AutoCAD upgrade revenue at just over g percent of total revenues.
We shipped more than 200,000 new copies of AutoCAD for the year, bringing the installed base

to more than 1.6 million seats.

Total non-AutoCAD revenues were up 28 percent over the previous year. We grew the installed
base for our second-highest revenue generator, AutoCAD LT® by 55 percent to 450,000
units. Other year-end installed base numbers include 25,000 units for Mechanical Desktop”
software—more than five times its nearest competitor—and 26,000 units for 3D Studio MAX"
Total Kinetix™ revenues grew only IT percent; however, revenues for 3D Studio” and 3D Studio

MAX software posted sequential growth for every quarter and finished the year up 33 percent.

Net income for FY9%7 was $42 million, or $0.88 per share, compared to $88 million, or $1.76
per share, in fiscal year 1996. FY9% results include onetime charges of approximately $0.10 per

share related to strategic acquisitions made during the year.

The balance sheet for FY97 year-end remained very strong as reflected by the $14 million
increase in cash and marketable securities from a year ago to $286 million, despite spending
$6% million repurchasing Autodesk shares and $10 million on acquisitions. Both receivable and
inventory levels improved. In addition, the increased linearity of our business coupled with
strong cash collections have led to days sales outstanding lower than they have been in more

than five years.

A YEAR OF CHALIENGES

Five years ago, we made a decision to rearchitect AutoCAD software to take advantage of the
performance potential of object-oriented technology. We made the right decision. That strat-
egy has moved us years ahead of the competition, but it also presented key challenges—and not
just from an engineering standpoint. To take advantage of AutoCAD Release 13 and the 32-bit
operating system it is designed for, most of our customers had to upgrade their hardware and
operating systems. Because object-oriented file formats are structured differently from proce-
dural formats and require different application programming interfaces (APIs), our indepen-

dent developers also faced some substantial reengineering challenges for their add-on products.




These key challenges have largely been met during the last year. The power and capacity of
Pentium?” systems, and their declining costs, have taken care of the hardware dilemma, and the
Windows NT® and Windows® 95 platforms are firmly established as the operating systems of
choice. With AutoCAD Release 13 ¢4 we achieved Windows 95 compliance with a high-quality

product. And developers began delivering impressive object-oriented add-on applications.

So we entered FY97 with high hopes for AutoCAD Release 13 in the last year of its product
cycle. But our customers still didn’t upgrade in the numbers we expected. To learn firsthand
from our AutoCAD Release 12 users why so many were choosing not to buy AutoCAD Release
13, every member of the executive staff and a number of employees conducted a phone survey.
QOur customers told us that the initial negative perception some users had of AutoCAD Release
13 during its first year on the market discouraged others. In fact, due to the early perception
problems, almost 30 percent of poll respondents had never even seen a Release 13 demo.
Finally, even though AutoCAD Release 13 was the 13th release of AutoCAD software, it was the

first release of our new object-oriented architecture, and it behaved like a release-I product.

We paid attention to what our survey participants said about their quality expectations. (T
have more to say about that later when I discuss the prerelease testing we've been conducting
with AutoCAD Release 14.) But we also received encouraging news from our users. They told
us that they still believe in our products and in our company. They'll upgrade from Release
12, they said, when they have a compelling reason to do so. They’ll have that reason with
AutoCAD Release 14.

MATNTATINING FOCUS

Even though FY97 was a tough financial year for the company, we took significant steps to
support our dealers and developers. Lower product inventories and higher specialization
demands are the wave of the future, and we helped our channel partners prepare by stepping
up our vertical-market training seminars around the world and by continuing to move closer

to a just-in-time approach to product inventories.

We're focusing on the Internet as the technology of choice for providing more timely interac-
tivity among our channel partners, developers, and customers., We launched the Autodesk”
Developer Network, an online product mafketing and technical support extranet that enables our
virtual corporation partners to tap into a controlled-access area of our internal communica-
tions network. We're taking a similar approach with customer service by developing online
product registration and technical support—a key charter of our newly formed Customer

Satisfaction Center.
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We also sharpened our focus by moving away from non-Windows® platforms and concentrating
our product-engineering effort on Microsoft® Windows NT- and Windows 95-based prod-
ucts. These are the PC platforms of choice, and we gain product integrity and development

momentum by focusing on them.

We built up our market groups, adding staff in key areas so that we could continue our product
diversification strategy. We'll see the results of these efforts throughout FY98 with the release of

several new pro ducts .

And we shipped a number of vertical-market products in FY9%7. The GIS Market Group
released AutoCAD Map” the first vertical-market “flavor” of AutoCAD software. The GIS
team will follow up in the first half of FY98 with a high-level mapping and GIS analysis prod-
uct—Autodesk World™ Both these products, combined with Autodesk MapGuide’, the group’s
Internet-based server and client software, make this a market group to watch in the coming
year. The worldwide mapping/GIS market is growing and the Autodesk GIS Market Group is

peised to provide total solutions.

The Mechanical Market Group showed some real “velocity”—its theme for FY97—by launching
Mechanical Desktop software and then delivering two upgrades in its first 10 months.
Mechanical Desktop has received strong praise from industry-leading companies for its power-
ful 3D functionality, best-of-class design-through-manufacturing solutions, and low price point.
The MCAD team leveraged its third-party development partnership with 15 key mechanical-
design firms—the Mechanical Applications Initiative—to land volume sales contracts with such
internationally known firms as ABB, Hughes Space and Communications Group, Philips,
Siemens, and Wisne. The MCAD Market Group will also release a mechanical-flavored
AutoCAD during FYg8.

We complemented our Autodesk® Mechanical Library series with new subscription products
from the AEC Market Group—PlantSpec™ and DesignBlocks™ These CD-ROM subscriptions
contain hundreds of thousands of parts from leading manufacturers in the mechanical, process
and power, and building/construction industries. We also offered a Web-based subscription

option, PartSpec® Online, this year.

Our Data Management Market Group continues to study the opportunities in this market. We
delivered a successful WorkCenter® product two years ago, but our customers’ workgroup-size
demands have outpaced our original technology. We took important steps to address this cus-
tomer need in FY97 by entering a joint-development agreement with Documentum, Inc.
Utilizing Documentum’s Enterprise Document Management System and middleware technol-
ogy, future releases of WorkCenter will have the flexibility to support larger design workgroups
and to provide enhanced workflow capabilities. We also shipped versions of WorkCenter for
Windows 95 and Windows NT this year, and we will be releasing WorkCenter® for the Web in Q2—
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enabling design teams to use both company intranets and external Internet sites to share e
controlled-access AutoCAD DWG files. ey
15 | 19
FY9?7 also marked the debut of a low-end product that has already made quite an impression @]
on the retail market. The Advanced Product Group’s Picture This Home!™ Kitchen is the first v e
software title to earn the Good Housekeeping Seal. Featuring point-and-click ease-of-use and 2
photo-quality graphics, this consumer-design product targets impulse shoppers at discount ‘ 26 | 27
retail outlets. We plan more releases in the Picture This Home! series for FY98. 28 | 29
30| 31
Kinetix, now in its second year as a separate Autodesk business unit, will build on its early suc- PRI
cesses with 3D Studio MAX in the multimedia film, video, and special-effects market even as it | 38
targets the AEC design visualization space in FY98. And in the first quarter of the new fiscal w6 |
year, Kinetix will ship Hyperwire™ software, a 3D authoring tool for the Web. e | 10
And, finally, our AEG Market Group is strategically positioned to provide next-generation Ij - :
solutions in the AEC design space as a result of our March 1997 merger with Softdesk. More
than any other independent AutoCAD developer, Softdesk has optimized the object-oriented o _ "
technology introduced with AutoCAD Release 13 by including intelligent objects in its prod- ey
ucts. Its software enables designers and drafters to design doors and windows, for example, that 48 | a9
“remember” their door and window properties, no matter where they are moved within a 50| 81
drawing, which means higher productivity for our customers. The new AEC Market Group will 52

ship key Softdesk® products simultaneously with shipment of AutoCAD Release 14 in the second
quarter of FY98.

BUILDING BEYOND FYO97

During difficult financial periods, companies often show their true character. In their rush to
protect the bottom line for the short term, some companies lose sight of long-term strategies—
an unwise move, in my opinion. In our company, we had our share of spirited debates during
executive staff meetings about whether to modify our short-term strategies, but I'm proud to say

that no one argued against investing in Autodesk’s long-term growth.

We chose not to introduce a hiring freeze, for example, because we needed to invest in our mar-
ket groups to develop the kind of products that will help us lead the field in FY98 and beyond.
However, during this time I did institute a policy that required my personal approval for each
new position. Nor did we scale back our acquisition plans. During Q1, we acquired Creative
Imaging Technologies. That acquisition led to the release of Picture This Home! Kitchen by our
Advanced Products Group and our entry into the consumer home-decorating and home-
remodeling markets. The image-analysis technology we acquired along with our purchase of
Teleos Research will strengthen future product-development efforts from our Advanced
Products Group. Our acquisition of Argus Technologies during the third quarter enabled the
GIS Market Group to offer Internet-based solutions with its Autodesk MapGuide products.
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We are making the Internet a large part of our development strategy because we think it’s
inevitable that design teams will migrate to the Net during the next several years. Design is no
longer an isolated act. It’s a collaborative process involving not only internal team members but
customers and contractors frequently located in other cities, states, or even countries. We see a
great future for us in bringing design teams together on the Internet. During FY97 we estab-
lished a leadership position for Internet-enabled CAD by introducing the AutoCAD® Release
13 Internet Publishing Kit. Using this technology, AutoCAD users can convert DWG files to
our new drawing Web format (DWF) and post them to Web sites. We have built this capability
into AutoCAD Release 14. Our Autodesk MapGuide product brings GIS applications to the
Web, and we are pioneering the exchange of vector-based digital content on the Web with

PartSpec Online.

In addition to making more of our products Web-capable, we will use the Internet more and

more for customer service and technical product support.

AlLL ABOQUT EXECUTION

Not only did we invest in acquisitions, we also moved ahead with product development across all
markets, In FY98 several of our market group teams will introduce second- and third-generation
product releases, but none will be more anticipated than the next release from our AutoCAD
Market Group. By the time you read this letter, AutoCAD Release 14 software will be in cus-
tomers’ hands. That is if—and only if—the AutoCAD Release 14 team achieves its quality and per-
formance objectives. Judging by the reports we've received from alpha and beta testers, those

targets will not only be met—they’ll be exceeded.

Owur users helped us focus on the theme for this release—performance. They want software that
will allow them to produce a maximum number of drawings in a minimum amount of time.
Owr alpha and beta testers reported early on that the performance is there—faster than even

Release 12 for DOS.

But we had another overriding theme for Release 14, and users helped us maintain our focus on
this as well. We took steps to build quality in from thelvery beginning. We began by specifying
our product through market research and by collecting customer feedback. Programmers
reviewed this data, designed feature areas in detail, then proposed their work to a review board
that included quality assurance (QA) testing and marketing staff. The team made sure coding
for the proposed features could be completed in a high-quality fashion and tested offline by
QA before a feature got checked in to Release 14.. In addition to QA staff testing, we ran thou-

sands of automated tests on every build.



We also brought in a corps of Autodesk application engineers and customer “power users” of
AutoCAD from all around the world for four separate testing sessions. Their charter was to try
to break the program by recreating the thorniest production problems they’d encountered in
the field. Programmers and QA team members sat beside them recording their feedback on the

highs and lows of prerelease features and performance.

We launched an alpha testing program that in five months grew from 30 testers to more than
1,000. And then in our final testing stage, we drew upon the design talent of more than
16,000 beta testers to polish our product. We are very pleased with the results. We believe

AutoCAD Release 14 will restore the confidence of our user base and win new volume accounts.

We are using this build-the-quality-in approach in developing all of our products. And our

customers will continue to be a vital part of our development teams.

VISION RESOLYE, PERFORMANCE — THE REIAUNCHING OF AUTODESK

I want to conclude by talking with you about some intangibles. We made several decisions dur-
ing this year that can't be easily quantified, but they were decisions that will help return usto a

leadership and revenue growth position in FY98.

At the executive staff level, we appointed Eric Herr president and chief operating officer. The
sales geographies, the majority of the market groups, and Operations now report to Eric. That
has allowed me to devote more of my time to overseeing product development and quality stan-

dards and to carrying out long-term growth strategies.

Management and employees are sharing the responsibility for this year’s disappointing results
by forgoing performance bonuses and delaying salary action until mid-FY98. While this deci-
sion helps lower costs, another all-hands effort promises to have an even more profound
impact on the company’s bottom line. Every employee is taking part in a campaign to return
Autodesk to revenue growth and market leadership. We're basing this campaign on five carefully

developed key initiatives, and we're calling this effort the “relaunching” of Autodesk.

We have set the performance bar very high with this all-hands campaign, but as I reflect on the
past year—in many ways, the most difficult in Autodesk history—I feel confident that we will
meet and exceed our own expectations. I feel that way because of the spirit and determination

I see in every Autodesk employee. We've been battered a bit, but we are by no means down. Our

collective resolve will put Autodesk back on track in FY98.
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I also take heart from the loyalty of our stockholders. I want to express my sincere appreciation
to those of you who have invested for the long term, who have stood by us during this most try-
ing year, and who have encouraged us to follow our long-term strategies. Indeed we have stayed

on course, and we believe you will be rewarded for your faith in Autodesk in FY98 and beyond.

I'll close by saying that the proof is in the performance. Our focus in the comi'ng\year will
be on just that. All of the hard work that went into product development and into sales and
marketing over the past year will provide a great foundation for our future. I'm excited by

the many opportunities ahead.

To all of our stockholders, our business partners, our employees—and our customers—I extend

my personal thanks.

(et 2

Carol Bartz, Chief Executive Officer and Chairman of the Board
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Financial Highlights
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Selected Five-Year Financial Data hutodesk,
Fiscal year ended January 31,

(In thousands, except per share
data, percentages, and employees) 1997 1996 1995 1994 1993
FOR THE FISCAL VYEAR
Net revenues $496,693 | $534,167  $454,612  $405,596  $353,154
Cost of revenues 64,217 66,812 61,725 63,338 63,652
Marketing and sales 199,939 183,550 154,562 137,788 119,871
Research and development 93,702 78,678 65,176 56,231 51,4.81
General and administrative 74,280 76,100 65,738 58,536 54,953
Nonrecurring charges 4,738 — 25,500 — 5,000
Income from operations 59,817 129,027 81,911 89,703 58,197
Interest and other income, net 6,695 9,253 7,233 7,055 11,566
Income before income taxes 66,512 138,280 89,144 96,758 69,763
Net income 41,571 87,788 56,606 62,166 43,8473
Net cash provided by

operating activities 114,183 106,632 104,412 88,853 68,608
AT YEAR END
Cash, cash equivalents, and

marketable securities $286,308 $o42,402 $255,373 $ 217,011 $192,277
Current assets 310,528 347,834 373,085 279,557 249,341
Total assets 492,233 517,929 482,076 404,874 358,283
Current liabilities 150,171 144,295 154,990 102,316 84,080
Total liabilities 184,119 175,601 158,592 107,995 90,450
Stockholders’ equity 243,614 242,328 323,484 296,879 267,833
Working capital 160,357 203,539 218,095 177,241 165,261
Number of employees 2,044 1,894 1,788 1,788 1,565
COMMON STOCK DATA
Net income per share $ 0.88 $ 1.76 $ 1.14 $ 125 $ o0.88
Book value per share $ 5.40 $  v.39 $ 6.85 $ 6.25 $ 5.58
Dividends paid per share $ o0.24 $ o0.24 $ o.24 $  0.24 $  o0.24
Shares used in computing

net income per share 47,190 49,800 49,840 49,740 49,800
Shares outstanding at year end 45,108 46,351 47,241 47,480 48,022
FINANCIAL RATIOS
Current ratio 2.1 2.4 2.4 2.7 3.0
Return on net revenues 8.4% 16.4% 12.5% 15.3% 12.4%
Return on average assets 8.2% 17.6% 12.8% 16.3% 12.8%
Return on average stockholders’

equity 14.2% 26.4% 18.2% 22.0% 16.4%
GROWTH PERCENTAGES
Net revenues (7.0%) 17.5% 12.1% 14.8% 28.9%
Net income (52.6%) 55.1% (8.9%) 41.7% (24.1%)
Net income per share (50.0%) 54.4% (8.8%) 42.0% (29.5%)

Inc. |

20

22

24

26

28

30

36

38

40




Management's Discussion and Analysis of
Financial Condition and Results of Operations

The discussion in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” contains trend analysis and other forward-looking statements within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Actual results
could differ materially from those set forth in the forward-looking statements as a result of the factors set
forth elsewhere herein, including “Certain Risk Factors Which May Impact Future Operating Results,”
page 28.

RESUILTS O0OF OPERATTIOQNS

The following table sets forth, as a percentage of net revenues, consolidated statement of income data for

the periods indicated. These operating results are not necessarily indicative of results for any future periods.

Fiscal year ended January 31,

1997 1996 1995
Net revenues 100% 100% 100%
Costs and expenses:
Coost of revenues 13 13 14
Marketing and sales 40 34 34
Research and development 19 15 14
General and administrative 15 14 14
Nonrecurring charges b¢ — 6
Total costs and expenses 88 76 82
Income from operations 12 24 18
Interest and other income, net I 2 2
Income before income taxes 13 26 20
Provision for income taxes 5 9 7
Net income 8% 17% 13%

Net revenues  Autodesk’s consolidated net revenues in fiscal year 1997 were $4.96.7 million, which
represented a 7 percent decrease from fiscal year 1996 net revenues of $534.2 million. Revenue decreases
in the Americas and Europe were 10 percent and IT percent, respectively, reflecting slowdowns in the US
dealer channel, Germany, Switzerland, and France. The reductions reflect lower sales of AutoCAD® and
AutoCAD update software as the current version, AutoCAD Release 13, introduced in November 1994,
entered the end of its product life cycle. These decreases were partially offset by revenues from new and
enhanced products introduced by the Company’s various market groups during fiscal year 1997, most
notably Mechanical Desktop™, AutoCAD LT® for Windows® 95, AutoCAD Map™, 3D Studio MAX™, and
Picture This Home!™ Kitchen. In fiscal year 1997, revenues in the Company’s Asia/Pacific region
increased 5 percent, reflecting increased sales primarily in Japan and South Korea, of AutoCAD and

AutoCAD updates, as well as new products introduced during the year. Net revenues in fiscal year 1996



Autodesk,

increased 18 percent over the $454.6 million posted in fiscal year 1995, reflecting increased revenues in all
sales geographies, the most significant occurring in Autodesk’s European operations. Growth in fiscal year
1996 revenues resulted from higher sales of AutoCAD, multimedia, data management, and low-end CAD
product offerings, most notably AutoCAD LT.

Sales of AutoCAD and AutoCAD updates decreased, both in absolute dollars and as a percentage
of revenues, from fiscal year 1996 to fiscal year 1997. AutoCAD and AutoCAD updates represented
approximately 70 percent of consolidated revenues in fiscal year 1997 as compared to 80 percent in the
prior fiscal year. Shipments of new AutoCAD licenses decreased from 233,000 seats in fiscal year 1996 to
207,000 in fiscal year 1997. AutoCAD update revenues were $45 million and $49 million in fiscal years
1997 and 1996, respectively.

Foreign revenues, including exports from the United States, accounted for approximately
65 percent, 64 percent, and 61 percent of revenues in fiscal years 1997, 1996, and 1995, respectively. The
stronger value of the dollar, relative to international currencies, primarily the Japanese yen and German
mark, negatively affected fiscal year 1997 international revenues by approximately $17 million compared to
fiscal year 1996. The weaker value of the dollar, relative to international currencies, most notably the
Japanese yen, German mark, French frane, and Swedish krona, favorably affected fiscal year 1996 interna-
tional revenues by approximately $18.8 million compared to fiscal year 1995. Fluctuations in foreign
exchange rates did not materially impact operating expenses in fiscal years 1997, 1996, and 1995. A summary
of revenues by geographic area is presented in Note 9, page 48, to the consolidated financial statements.

The Company records product returns as a reduction of revenues. In fiscal years 1997, 1996, and
1995, product returns, consisting principally of stock rotation, totaled $4.4.9 million or 9 percent of con-
solidated revenues, $51.2 million or 9 percent of consolidated revenues, and $7.7 million or 2 percent of
consolidated revenues, respectively. Returns of AutoCAD products accounted for 61 percent, 79 percent,
and 75 percent of total product returns in fiscal years 1997, 1996, and 1995, respectively. More specifi-
cally, returns of AutoCAD Release 13 produects totaled $25.9 million and $29.5 million of product returns
in fiscal years 1997 and 1996, respectively. Management attributed the increase in product returns in fiscal
year 1996 primarily to product rotation associated with performance issues with initial versions of
AutoCAD Release 13 software, the number and complexity of associated corrective releases to the software,
and ultimately, certain customer dissatisfaction with these corrective releases. Fiscal year 1996 product
returns were, to a lesser extent, also impacted by transition and update cycles related to the introduction
of new and enhanced products, including AutoCAD® Designer, 3D Studio®, and AutoCAD LT software.
The Gompany, while experiencing an overall decrease in product returns in fiscal year 1997, continued to
experience a higher level of product returns relative to periods prior to the introduction of AutoCAD
Release 13. This trend reflects an increase in the number of software titles shipping as well as transition and
update cycles related to the Company’s various software products.

The nature and technical complexity of Autodesk’s software is such that defect corrections have
occurred in the past and may occur in future releases of AutoCAD and other products offered by
the Company. Performance issues associated with AutoCAD Release I3 were more substantial than those
the Company had experienced with previous AutoCAD releases. The total cost of corrective actions was also
likely more substantial, although the nature of such costs does not lend itself to quantification. The
Company believes the corrective costs include not only the salary and other associated expenses for time
spent by the engineering staff, but also costs relating to the diversion of resources in Autodesk’s distribu-
tion channel and sales organization, the potential impact of delays on other research and development
projects, and damage to the Autodesk and AutoCAD brand names.

Delays in the introduction of the next version of AutoCAD or other new and enhanced products
planned for future periods, or failure to achieve significant customer acceptance for these new products,
may have a material adverse effect on the Company's revenues and consolidated results of operations in

future periods. Additionally, slowdowns in the Americas, particularly in the US, and in various European
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markets, including Germany and France, could also have a material adverse effect on Autodesk’s business
and consolidated results of operations. The foregoing forward-looking information is based upon the
Company’s current expectations. Actual results could differ materially for the reasons noted and due to
other risks, including, but not limited to, those mentioned above and otherwise discussed under “Certain

Risk Factors Which May Impact Future Operating Results,” page 28.

Cost of revenues Cost of revenues includes the purchase of disks and compact dises (CD-
ROMs), costs associated with transferring the Company’s software to electronic media, printing of user
manuals and packaging materials, freight, royalties, amortization of capitalized software development
costs, and, in certain foreign markets, software protection locks. When expressed as a percentage of net
revenues, cost of revenues increased approximately one-half of 1 percent in fiscal year 1997 as compared
to the prior fiscal year. Gross margins in fiscal year 1997 were adversely impacted by the mix of product
sales and, to a lesser extent, the impact of increased fixed costs on a lower net revenue base. Revenues from
commercial versions of AutoCAD software, which historically have yielded a higher gross margin than
many of Autodesk’s other commercial products, decreased as a percentage of consolidated revenues.
Similarly, the portion of revenue contributed by AutoCAD LT, which has a lower gross margin than com-
mercial versions of AutoCAD, increased as a percentage of total revenues. The improved gross margin in
fiscal year 1996 as compared with prior periods resulted from ongoing cost-control measures primarily in
the areas of purchasing, disk duplication, assembly, packaging, shipping, and the increased use of lower-
cost CD-ROM media. In the future, cost of revenues as a percentage of net revenues may be impacted by
the mix of product sales, royalty rates for licensed technology embedded in Autodesk’s products, and the

geographic distribution of sales.

Marketing and sales Marketing and sales expenses include salaries, sales commissions, travel,
and facility costs for the Company's marketing, sales, dealer training, and support personnel. These
expenses also include programs aimed at increasing revenues, such as advertising, trade shows, and exposi-
tions, as well as various sales and promotional programs designed for specific sales channels and end users.
Consolidated fiscal year 1997 marketing and sales expense of $199.9 million increased by 9 percent from
the $183.6 million of expense incurred in the prior fiscal year. When expressed as a percentage of net rev-
enues, marketing and sales expenses increased from 34 percent to 4.0 percent, reflecting higher personnel
costs as well as marketing and sales costs associated with the launch of Mechanical Desktop, AutoCAD LT
for Windows 95, AutoCAD Map, Picture This Home! Kitchen software, and other new and enhanced
product offerings introduced by the Company’s market groups during fiscal year 1997. Fiscal year 1996
marketing and sales expenses increased 19 percent over fiscal year 1995 expenses of $154.6 million due to
an increase in personnel costs, sales incentive programs, continued expansion in the sales geographies, and
expenses to support the Company's market group structure. The Company expects to continue to invest in
marketing and sales of its products, to develop market opportunities, and to promote Autodesk’s compet-
itive position. Accordingly, the Company expects marketing and sales expenses to continue to be signifi-

cant, both in absolute dollars and as a percentage of net revenues.

Research and development Research and development expenses consist primarily of salaries
and benefits for software engineers, contract development fees, expenses associated with product transla-
tions, costs of computer equipment used in software development, and facilities expenses. During fiscal
years 1997, 1996, and 1995, Autodesk incurred $93.7 million, $78.7 million, and $65.2 million of
research and development expense, respectively (excluding capitalized software development costs of $2.1
million in fiscal year 1995; no software development costs were capitalized during fiscal years 1997 and
1996). Research and development expenses increased both in absolute dollars and as a percentage of rev-
enues in fiscal year 1997 due to the addition of software engineers, expenses associated with the develop-

ment of new and enhanced products, including the next release of AutoCAD, and the translation of certain
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of these products into foreign languages. Also contributing to the increase were operating results associated
with fiscal year 1997 business combinations. Fiscal year 1996 research and development spending increased
$11.4 million or 17 percent over fiscal year 1995 expenditures (including capitalized expenses) due to the
addition of software engineers, costs associated with the development of new and enhanced products, and
product translations. The Company anticipates that research and development expenses will increase in fis-
cal year 1998 as a result of product development efforts by the Company’s market groups and incremental
personnel costs resulting from recent business combinations, including the March 1997 acquisition of
Softdesk, Inc. (“Softdesk”), a leading supplier of architecture, engineering, and construction applications.
Additionally, the Company intends to continue recruiting and hiring experienced software developers and

to consider the licensing and acquisition of complementary software technologies and businesses.

General and administrative General and administrative expenses include the Company’s
information systems, finance, human resources, legal, purchasing, and other administrative operations.
Fiscal year 1997 general and administrative expenses of $74.9 million decreased 2 percent from the
$476.1 million recorded in the prior fiscal year, reflecting lower professional fees, partially offset by
increased expenses to maintain and expand the Company’s worldwide information systems. Fiseal year 1996
general and administrative expenses increased 16 percent from fiscal year 1995 spending of $65.7 million
resulting from higher personnel and information systems costs associated with increased operations, par-
tially offset by a reduction in legal expenses. The Company currently expects that general and administra-
tive expenses in the coming year will increase to support spending on infrastructure, including continued

investment in Autodesk’s worldwide information systems.

Nonrecurring charges  During fiscal year 1997, the Company acquired the outstanding stock of
Teleos Research (“Teleos”) and assets from Argus Technologies, Inc. ("Argus”). These business combina-
tions were accounted for using the purchase method of accounting, with the purchase price being princi-
pally allocated to capitalized software, purchased technologies, and intangible assets. Approximately $3.2
million of the Teleos purchase price and $1.5 million of the Argus purchase price represented the value of
in-process research and development that had not yet reached technological feasibility and had no alter-
native future use. These amounts were charged to operations during fiscal year 1997.

As discussed in Note 4, page 42, to the consolidated financial statements, a $25.5 million judg-
ment was entered against Autodesk in fiscal year 1995 on a claim of trade secret misappropriation brought
by Vermont Microsystems, Inc. ("“VMI"). The Company recorded this nonrecurring charge in the fourth
quarter of fiscal year 1995. The Company appealed and a reduced judgment was entered against the
Company in the amount of $14..2 million, plus interest. Because the case is still under appeal, Autodesk

has not reflected the reduction of damages in its financial statements.

Interest and other income Interestincome was $8.8 million, $10.6 million, and $8.0 mil-
lion for fiscal years 1997, 1996, and 1995, respectively. The decrease in fiscal year 1997 interest income
from the prior fiscal year resulted from a lower average balance of cash, cash equivalents, and marketable
securities, partially offset by higher interest rates on the Company’s international investment portfolio
when compared to the same period in the prior fiscal year. The increase in fiscal year 1996 interest income
from the prior fiscal year resulted from a greater average balance of cash, cash equivalents, and marketable
securities, partially offset by lower interest rates on the Company’s international portfolio when compared
to the prior fiscal year. Interest and other income for fiscal years 1997, 1996, and 1995 was net of inter-
est expense of $1.8 million, $1.8 million, and $0.2 million, respectively, primarily associated with the
VMI judgment.

The Company has a hedging program to minimize foreign exchange gains or losses, where pos-
sible, from recorded foreign-denominated assets and liabilities. This program involves the use of forward

foreign exchange contracts in the primary European and Asian currencies. The Company does not cur-
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rently hedge anticipated foreign-denominated revenues and expenses not yet incurred. Gains (losses)
resulting from foreign currency transactions primarily in Europe and Asia/Pacific, which are included in
interest and other income, were ($197,000), $554:,000, and ($1,043,000) in fiscal years 1997, 1996, and

1995, respectively.

Provision for income taxes Autodesk’s effective income tax rate in fiscal year 1997 was
27.5 percent as compared with 36.5 percent in the prior fiscal year. The increase in the effective income
tax rate resulted from a onetime charge for acquired in-process research and development associated with
the Teleos acquisition, which is not deductible for income tax purposes, partially offset by a reduction
in the effective income tax rate attributable to increased foreign earnings, which are taxed at rates lower
than the US statutory rate. See Note 3, page 41, to the consolidated financial statements for an analysis of

the differences between the US statutory and the effective income tax rates.

IN RISK FACTORS WHICH MAY TMPACT FUTURE OPFRATING RESULTS

Autodesk operates in a rapidly changing environment that involves a number of risks, some of which are
beyond the Company’s control. The following discussion highlights some of these risks and the possible

impact of these factors on future results from operations.

Fluctuations in quarterly operating results The Company has experienced fluc-
tuations in operating results in interim periods in certain geographic regions due to seasonality. The
Company’s operating results in Europe during the third fiscal quarter are usually impacted by a slow
summer period while the Asia/Pacific operations typically experience seasonal slowing in the third and
fourth fiscal quarters, '

The Company typically receives and fulfills a majority of"its orders within the quarter, with these
orders frequently concentrated in the last weeks or days of a fiscal quarter, As a result, the Company
may not learn of revenue shortfalls until late in a fiscal quarter. Additionally, the Company's operating
expenses are based in part on its expectations for future revenues and are relatively fixed in the short term.
Accordingly, any revenue shortfall below expectations could have an immediate and significant adverse
effect on the Company’s consolidated results of operations and financial condition.

Similarly, shortfalls in Autodesk’s revenues or earnings from levels expected by securities analysts
could have an immediate and significant adverse effect on the trading price of the Company’s common
stock. Moreover, the Company’s stock price is subject to the volatility generally associated with technol-

ogy stocks and may also be affected by broader market trends unrelated to performance.

Product concentration  Autodesk derives a substantial portion of its revenues from sales of
AutoCAD software, AutoCAD updates, and adjacent products which are interoperable with AutoCAD. As
such, any circumstances adversely affecting sales of AutoCAD and AutoCAD updates, including such fac-
tors as product life cycle, market acceptance, product performance and reliability, reputation, price com-
petition, and the availability of third-party applications, could have a material adverse effect on the
Company's business and consolidated results of operations. The current version of AutoCAD, Release 13,
is in the later stage of its product life cycle, which is expected to result in lower AutoCAD sales until the
next release is introduced. While Autodesk has anticipated a slowdown in AutoCAD revenues based on his-
torical experiences and expected market conditions, any variation from Autodesk’s current expectations
may have a material impact on Autodesk’s business and consolidated results of operations.

A substantial portion of Autodesk’s computer-aided design ("CAD") sales, including sales of
AutoCAD, AutoCAD updates, and product offerings from Softdesk, are used in the architecture, engi-

neering, and construction (*AEC™) industry. Following the combination with Softdesk, the Company
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expects to continue to compete favorably through a combination of product features and performance,
price, innovation, and the reputations of both Autodesk and Softdesk. Autodesk’s historical product sales
to the AEC markets, particularly in the US and in various European markets, including Germany, France,
and Italy, have been sluggish due in part to general market conditions, and short-term growth is not antic~
ipated for these markets. Other factors which could affect the AEC market, including downward pricing
pressure, consolidation resulting in strengthened competitors, product combinations that offer more-~
comprehensive solutions to customers, technological innovation by competitors, entry of new competitors
into the AEC market, and changes in the design construction process resulting in changes in the demand
for the type of software produced by the Company, could have a material adverse effect on the Company's

business and consolidated results of operations in future periods.

Product development and introduction The software industry is characterized by rapid
technological change as well as changes in customer requirements and preferences. The software products
offered by the Company are internally complex and, despite extensive testing and quality control, may con-
tain errors or defects ("bugs"), especially when first introduced. In fiscal year 1996, Autodesk experienced
quality and performance issues associated with AutoCAD Release 13, including issues related to compati-
bility with certain hardware platforms and peripheral equipment, interoperability problems with products
designed to work in conjunction with AutoCAD Release 13, and other issues associated with the software's
object-oriented design. These factors resulted in a high rate of product returns in fiscal year 1996. While
Autodesk believes the AutoCAD Release 13 performance issues have been satisfactorily addressed, there can
be no assurance that defects or errors will not be discovered in future versions of AutoCAD and other soft-
ware products offered by the Company. Such defects or errors could result in corrective releases to the
Company’s software products, damage to Autodesk’s reputation, loss of revenues, an increase in product
returns, or lack of market acceptance of its products, any of which could have a material and adverse effect
on the Company’s business and consolidated results of operations.

The Company believes that its future results will depend largely upon its ability to offer products
that compete favorably with respect to price, reliability, performance, range of useful features, continuing
product enhancements, reputation, and training. Delayé or difficulties, including the discovery of prod-
uct defects similar to those experienced with AutoCAD Release 13, may result in the delay or cancellation
of planned development projects, and could have a material and adverse effect on the Company's business
and consolidated results of operations. Further, increased competition in the market for design, mapping,
multimedia, data management, or data publishing software products could also have a negative impact on
the Company's business and consolidated results of operations.

Certain of the Company's historical product development activities have been performed by
independent firms and contractors, while other technologies are licensed from third parties. Autodesk
generally either owns or has an exclusive license for use of the software developed by third parties. Because
talented development personnel are in high demand, there can be no assurance that independent devel-
opers, including those who have developed products for the Company in the past, will be able to provide
development support to the Company in the future. Similarly, there can be no assurance that the Company
will be able to obtain and renew license agreements on favorable terms, if at all, and any failure to do so
could have a material adverse effect on the Company’s business and consolidated results of operations.

Autodesk’s business strategy has historically depended in large part on its relationships with
third-party developers, who provide products that expand the functionality of Autodesk’s design software.
In the AEC market in particular, a number of developer partners, including Softdesk, have contributed to
demand for AutoCAD software by providing application products with high levels of functionality. Because
Softdesk has products which compete with the product offerings of some of these developers, the merger
with Softdesk may negatively impact certain of Autodesk’s relationships with these third parties. However,

Autodesk’s commitment to maintain an open architecture for AutoCAD and for certain of Softdesk’s
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products should permit third-party developers to continue to develop and market specific applications.
While Autodesk’s management believes that the Softdesk merger will ultimately improve the quality of the
platform on which developer products are based and permit achievement of higher functionality and
greater customer satisfaction, thereby benefiting Autodesk and the developer base, there can be no assur-
ance that certain developers will not elect to support other products or otherwise experience disruption in
product development and delivery cycles. Such disruption in particular markets could negatively impact
these third-party developers and end users during the transitional period, which could have a material

adverse effect on Autodesk’s business and consolidated results of operations.

International revenues The Company anticipates that international revenues will continue to
account for a significant portion of its consolidated revenues. Risks inherent in the Company’s interna-
tional sales include the following: unexpected changes in regulatory practices and tariffs; difficulties in
staffing and managing foreign operations; longer collection cycles; potential changes in tax laws; greater
difficulty in protecting intellectual property; and the impact of fluctuating exchange rates between the US
dollar and foreign currencies in markets where Autodesk does business. During fiscal year 1997, changes
in exchange rates from the same period of the prior fiscal year adversely impacted revenues, principally due
to changes in the Japanese yen and German mark. The Company’s international results may also be
impacted by general economic and political conditions in these foreign markets, including an ongoing
slowdown in the German market experienced since the middle of fiscal year 1997, and its adverse impact
on other European markets. There can be no assurance that these and other factors will not have a mate-
rial adverse effect on the Company’s future international sales and consequently, on the Company's busi-

ness and consolidated results of operations.

Dependence on distribution channels The Company sells its software products primarily
to distributors and dealers (value-added resellers, or “VARs"). Autodesk’s ability to effectively distribute
products depends in part upon the financial and business condition of its VAR network. Although the
Company has not to date experienced any material problems with its VAR network, computer software
dealers and distribllltors are typically not highly capitalized and have experienced difficulties during times
of economic contraction and may do so in the future. While no single customer accounted for more than
10 percent of the Company’s consolidated revenues in fiscal years 1997, 1996, or 1995, the loss of or a sig-
nificant reduction in business with any one of the Company’s major international distributors or large US
dealers could have a material adverse effect on the Gompany's business and consolidated results of opera-

tions in future periods.

Product returns With the exception of certain European distributors, agreements with the
Company’s VARs do not contain specific product-return privileges. However, Autodesk permits its VARs
to return product in certain instances, generally during periods of product transition and during update
cycles. In fiscal year 1996, the Company experienced a higher level of product returns than in fiscal years
1995 and 1994, most notably in the US, which management attributed to performance issues associated with
initial versions of AutoCAD Release 13 software. While the Company experienced a decrease in product
returns in absolute dollars during fiscal year 1997, management anticipates that product returns in future
periods will continue to be impacted by product update cycles, new product releases, and software quality.

Autodesk establishes reserves, including reserves for stock balancing and product rotation, based
on estimated future returns of product and after taking into account channel inventory levels, the tim-
ing of new product introductions, and other factors. While the Company maintains strict measures to
monitor channel inventories and to provide appropriate reserves, actual product returns may differ
from the Company’s reserve estimates, and such differences could be material to Autodesk’s consolidated

financial statements.
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Intellectual property The Company reliesona combination of patent, copyright, and trade-
mark laws, trade secrets, confidentiality procedures, and contractual provisions to protect its proprietary
rights. Despite such efforts to protect the Company’s proprietary rights, unauthorized parties may attempt
to copy aspects of the Company’s software products or to obtain and use information that Autodesk regards
as proprietary. Policing unauthorized use of the Company’s software products is time-consuming and
costly. Although the Company is unable to measure the extent to which piracy of its software products
exists, software piracy can be expected to be a persistent problem. There can be no assurance that the
Company's means of protecting its proprietary rights will be adequate or that its competitors will not inde-
pendently develop similar technology. The Company expects that software product developers will be
increasingly subject to infringement claims as the number of products and competitors in its industry seg-
ments grows and the functionality of products in different industry segments overlaps. There can be no
assurance that infringement or invalidity claims (or claims for indemnification resulting from infringe-
ment claims) will not be asserted against the Company or that any such assertions will not have a material
adverse effect on its business. Any such claims, whether with or without merit, could be time-consuming,
result in costly litigation and diversion of resources, cause product shipment delays, or require the
Company to enter into royalty or licensing agreements. Such royalty or license agreements, if required,
may not be available on acceptable terms, if at all, which could have a material adverse effect on the
Company’s business and consolidated results of operations.

The Company also relies on certain software that it licenses from third parties, including soft-
ware that is integrated with internally developed software and used in its products to perform key functions.
There can be no assurance that these third-party software licenses will continue to be available on com-
mercially reasonable terms, or that the software will be appropriately supported, maintained, or enhanced
by the licensors, The loss of licenses to, or inability to support, maintain, and enhance, any such software
could result in increased costs, or in delays or reductions in product shipments until equivalent soft-
ware could be developed, identified, licensed, and integrated, which would have a material adverse effect

on the Company’s business and consolidated results of operations.

Risks associated with recent acquisitions Autodesk consummated several acquisi-
tions in fiseal year 1997, including acquisitions of Teleos, Argus, and Creative Imaging Technologies.
During the first quarter of fiscal year 1998, the Company completed its acquisition of all of the outstand-
ing stock of Softdesk in a transaction to be accounted for under the purchase method of accounting. The
Company is in the process of integrating the operations acquired in the Softdesk merger with its own.
There can be no assurance that the anticipated benefits of recently concluded business combinations will
be realized. The Softdesk merger entails a number of risks, including managing a larger and more geo-
graphically disparate business. In addition, recent mergers could require significant additional manage-
ment attention. If Autodesk is unsuccessful in integrating and managing the recently acquired businesses,

the Company’s business and consolidated results of operations in future periods could be adversely affected.

L ITQUIDITY AND CAPITAL RESOQURCES

Working capital, which consists principally of cash, cash equivalents, and marketable securities, was
$160.4 million at January 3I, 1997, compared to $203.5 million at January 31, 1996. Cash, cash equiva-
lents, and marketable securities, which consist primarily of high-quality municipal bonds, tax-advantaged
money market instruments, and US treasury notes, totaled $286.3 million at January 31, 1997, compared
to $272.4 million at January 31, 1996. The $13.9 million increase in cash, cash equivalents, and mar-

ketable securities was due primarily to cash generated from operations ($114..2 million) and cash proceeds
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from the issuance of shares through employee stock option and stock purchase programs ($23.3 million).
This increase was partially offset by cash used to repurchase shares of the Company’s common stock under
an ongoing, systematic repurchase program ($67.3 million); to purchase computer equipment, furniture,
and leasehold improvements ($17.4 million); to pay dividends on the Company’s common stock ($10.9
million); and to acquire complementary software technologies and businesses ($9.9 million).

During fiscal years 1997, 1996, and 1995, the Company repurchased and retired 2,217,000,
2,671,000, and 2,990,000 shares of its common stock at average per share repurchase prices of $30.34,
$40.43, and $30.05, respectively, pursuant to repurchase programs approved by its Board of Directors.

In August 1996, the Company announced a stock repurchase program under which the Gompany
may purchase up to § million shares of common stock in open market transactions as market and business
conditions warrant. The Company may also utilize equity options as part of its repurchase program. This
program is in addition to shares previously reserved pursuant to Autodesk’s ongoing and systematic repur-
chase program.

In connection with the new repurchase program, the Company sold put warrants to an inde-
pendent third party in September 1996 that entitle the holder of the warrants to sell 3 million shares of
common stock to the Company at $21.50 per share. Additionally, the Company purchased call options that
entitle the Company to buy 2 million shares of its common stock at $25.50 per share. The put and call
options expire in September 1997. The premiums received with respect to the equity options totaled
$8.1 million and equaled the premiums paid. Consequently, there was not an exchange of cash. The
amount related to the Company’s maximum potential repurchase obligation under the put warrants has
been reclassified from stockholders’ equity to put warrants in the accompanying consolidated financial
statements. The Company has the right to settle the put warrants with stock or a cash settlement equal to
the difference between the exercise price and market value at the date of exercise, These securities had no
significant dilutive effect on net income per share in fiscal year 1997,

The Company has an unsecured $4.0 million bank line of credit, of which $20 million is guar-
anteed, that may be used from time to time to facilitate short-term cash flow. At January 31, 1997, there
were no borrowings outstanding under this credit agreement, which expires in January 1999.

The Company’s principal commitments at January 31, 1997, consisted of obligations under
operating leases for facilities.

At January 31, 1997 and 1996, the Company’s principal unhedged monetary assets denominated
in currencies other than the US dollar consisted of cash, cash equivalents, and marketable securities.

Longer-term cash requirements, other than normal operating expenses, are anticipated for devel -
opment of new software products and enhancement of existing products; financing anticipated growth;
dividend payments; repurchases of the Gompany's common stock; and the acquisition of businesses, soft-
ware products, or technologies complementary to the Company’s business. The Company believes that its
existing cash, cash equivalents, marketable securities, available line of credit, and cash generated from oper-

ations will be sufficient to satisfy its currently anticipated cash requirements for fiscal year 1998.



Consolidated Statement of Income
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Fiscal year ended January 31,

(In thousands, except per share data) 1997 1996 1995
Revenues $509,630 $546,884 $ 465,278
Direct commissions 12,937 12,717 10,666
Net revenues 496,693 534,167 454,612
Costs and expenses:
Cost of revenues 64,217 66,812 61,725
Marketing and sales 199,939 183,550 154,562
Research and development 93,702 78,678 65,176
General and administrative 74,280 76,100 65,738
Nonrecurring charges 4,738 - 25,500
Total costs and expenses 436,876 405,140 372,701
Income from operations 59,817 129,027 81,911
Interest and other income, net 6,695 9,253 7,233
Income before income taxes 66,512 138,280 89,144
Provision for income taxes 24,941 50,492 32,538
Net income $ 41,871 $ 87,788 $ 56,606
Net income per share $ 0.88 $ 1.76 $ I.14.
Shares used in computing net income per share 47,190 49,800 49,840

See accompanying notes,
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Consolidated Balance Sheet

January 31,
(In thousands) 1997 1996
ASSETS
Current assets:
Cash and cash equivalents $ 64,814 $129,305
Marketable securities 117,971 64,001
Accounts receivable, net of allowance for doubtful
accounts of $6,635 ($6,731 in 1996) 68,577 93,919
Inventories 7,340 9,685
Deferred income taxes 35,616 33,769
Prepaid expenses and other current assets 16,210 17,155
Total current assets 310,528 347,834
Marketable securities, including a restricted balance
of $28,000 at January 31, 1997 and 1996 103,523 79,096
Computer equipment, furniture, and leasehold improvements:
Computer equipment and furniture 103,903 106,643
Leasehold improvements 17,818 21,100
Accumulated depreciation (77,641 (78,778)
Net computer equipment, furniture, and leasehold
improvements 44,050 48,965
Purchased technologies and capitalized software 15,916 292,141
Other assets 18,216 19,893

$492,233 $517,929

LIABILITIES AND STOCKHOLDERS ™ EQUITY

Current liabilities:

Accounts payable $ 24,557 $ 24,547
Accrued compensation 18,099 22,441
Accrued income taxes 75,061 65,517
Other accrued liabilities 32,454 31,790
Total current liabilities 150,171 144,295
Deferred income taxes 2,974 1,912
Litigation accrual 29,328 27,640
Other liabilities 1,646 1,754

Commitments and contingencies
Put warrants 64,500 -
Stockholders’ equity:

Common stock, $0.01 par value; 100,000 shares authorized,

45,108 issued and outstanding (46,351 in 1996) 147,091 140,765
Retained earnings 106,587 191,109
Foreign currency translation adjustment (10,064) 10,454

Total stockholders’ equity 243,614 342,328

$492,233 $517,929

See accompanying notes,



See accompanying notes.

Consolidated Statement of Cash Flows Autodesi
Fiscal year ended January 31,
(In thousands) 1997 1996 1995
OPERATING ACTIVITIES
Net income $ 41,571 $ 87,788 $ 56,606
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 34,833 25,247 24,989
Charge for acquired in-process research and
development 4,738 — —
Changes in operating assets and liabilities,
net of business combinations:
Accounts receivable 25,365 (7,579) (15,068)
Inventories 2,345 (3,850) 3,034
Deferred income taxes (785) (4,567) (18,334)
Prepaid expenses and other current assets 8g0 (6,443) (2,898)
Accounts payable and accrued liabilities (4,318) 3,721 48,017
Accrued income taxes 9,544 12,315 8,066
Net cash provided by operating activities 114,183 106,632 104,412
INVESTING ACTIVITIES
Purchases of available-for-sale marketable securities (683,550) (224,655) (74,682)
Maturities of available-for-sale marketable securities 604,727 141,893 145,754
Purchase of computer equipment, furniture, and
leasehold improvements (17,409) (16,306) (20,019)
Business combinations, net of cash acquired (9,908) (7,194) (4,469)
Purchases of software technologies and
capitalization of software costs (995) (1,409) (4,958)
Other (16,698) 8,042 4,642
Net cash provided (used) by investing activities (123,833) (99,629) 46,268
FINANCING ACTIVITIES
Proceeds from issuance of common stock 23,307 46,424 59,912
Repurchase of common stock (67,269) (10%7,976) (89,851)
Dividends paid (10,879) (11,184) (11,307)
Net cash used in financing activities (54,841) (72,736) (41,246)
Net increase (decrease) in cash and cash equivalents (64,491) (65,7393) 109,434
Cash and cash equivalents at beginning of year 129,305 195,038 85,604
Cash and cash equivalents at end of year $ 64,814 $129,308 $195,038
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Consolidated Statement of Stockholders' Equity

Three-year period ended January 31, 1997

‘Foreign
Common Stock currency Total
Retained translation stockholders!'
(In thousands) Shares Amount earnings adjustment equity
Balances, January 31, 1994 47,480 $ 43,769 $257,052 $ (3,942)  $296,879
Common shares issued under
stock option and stock
purchase plans 2,751 49,467 4.9,46%
Tax effect of stock options 10,445 10,445
Net income 56,606 56,606
Dividends paid (11,30%) (11,30%)
Repurchase of common shares (2,990) (2,811) (87,04.0) (89,851)
Foreign currency translation
adjustment 11,492 11,492
Unrealized losses on available-
for-sale securities, net of tax (24%) (244)
Balances, January 31, 1995 447,241 100,870 215,064 7,550 223,484
Common shares issued under
stock option and stock
purchase plans 1,781 35,712 35,712
Tax effect of stock options 10,712 10,712
Net income 87,788 847,788
Dividends paid (11,184 ) (11,184)
Repurchase of common shares (2,6%1) (6,529) (101,447) (10%7,976)
Foreign currency translation
adjustment 2,904 2,904
Unvrealized gains on available-
for-sale securities, net of tax 888 888
Balances, January 31, 1996 46,351 140,765 191,109 10,454 342,328
Common shares issued under
stock option and stock
purchase plans 974 20,729 20,729
Tax effect of stock options 2,578 2,578
Reclassification of put warrants (9,870) (54,630) (64,500)
Net income 41,571 41,571
Dividends paid (10,879) (10,879)
Repurchase of common shares (2,217) (7,111) (60,158) (67,269)
Foreign currency translation
adjustment (20,518) (20,518)
Unrealized losses on available-
for-sale securities, net of tax (426) (426)
Balances, January 31, 1997 45,108 $ 147,001 $106,58% $ (10,064) $24.3,614

See accompanying notes,




Notes to Consolidated Financial Statements Autodesk

NOTE

1 SUMMARY OF SIGNIFICANT ACCOUNTING POELICTIES

Operations Autodesk, Inc. (“Autodesk” or the "Company"), is a leader in the development and mar-
keting of design and drafting software and multimedia tools, primarily for the business and professional
environment. Autodesk’s flagship product, AutoCAD, is one of the world’s leading computer-aided design
(“CAD") tools, with an installed base of 1.6 million seats worldwide.

Principles of consolidation The consolidated financial statements include the accounts
of the Company and its subsidiaries. All significant intercompany accounts and transactions have been
eliminated.

The asset and liability accounts of foreign subsidiaries are translated from their respective func-
tional currencies at the rates in effect at the balance sheet date, and revenue and expense accounts are trans-
lated at weighted average rates during the period. Foreign currency translation adjustments are reflected as
a separate component of stockholders’ equity, Gains (losses) resulting from foreign currency transactions,
which are included in interest and other income, were ($197,000), $554,000, and ($1,043,000) in fiscal

years 1997, 1996, and 1995, respectively.

Business combinations  During fiscal year 1997 the Company acquired certain businesses for an
aggregate of $9.9 million. Included in these acquisitions were the purchases of assets from Creative
Imaging Technologies, Inc. (*CIT”), CadZooks, Inc., Argus Technologies, Inc. ("Argus"), as well as the
outstanding stock of Teleos Research (“Teleos”). Approximately $3.2 million of the Teleos purchase price
and $1.5 million of the Argus purchase price represented the value of in-process research and development
that had not yet reached technological feasibility and had no alternative future use. These amounts were
charged to income from operations during fiscal year 1997 and classified as nonrecurring charges in the
statement of income. In fiscal year 1996, the Company acquired certain assets of Automated Methods (Pty)
Ltd. and made final payments to the former stockholders of Ithaca Software, which was acquired by the
Company in August 1993, based on revenues as specified in the acquisition agreement. Gash payments in
fiscal year 1996 associated with these transactions totaled approximately $7.2 million. All of these acquisi-
tions were accounted for using the purchase method of accounting with the purchase price being princi-
pally allocated to purchased technologies and capitalized software, intangible assets, and for the Teleos and
Argus acquisitions, in-process research and development. The Company is amortizing these intangible
assets on a straight-line basis over two to five years, The operating results of the acquired businesses, which
have not been material in relation to those of the Company, have been included in the accompanying con-
solidated financial statements from their respective dates of acquisition. Additional consideration may also
be payable to the former stockholders of CIT, Argus, and Teleos based on product milestones and operat-
ing results, which are expected to be allocated to intangible assets and amortized on a straight-line basis

over two-to-five-year periods.

Use of estimates The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts

reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Foreign currency translation The Company hedges a portion of its exposure on certain
intercompany receivables and payables denominated in foreign currencies using forward foreign exchange

contracts in European and Asian foreign currencies. Gains and losses associated with exchange rate
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fluctuations on forward foreign exchange contracts are recorded currently in interest and other income
and offset corresponding gains and losses on the foreign currency assets being hedged. The costs of for-
ward foreign exchange contracts are amortized on a straight-line basis over the life of the contract as inter-

est and other income.

Cash and cash equivalents The Company considers all highly liquid investments with
insignificant interest rate risk and original maturities of three months or less to be cash equivalents. Cash

equivalents are recorded at cost, which approximates fair value.

Marketable securities Marketable securities, consisting principally of high-quality municipal
bonds, tax-advantaged money market instruments, and US treasury notes, are stated at fair value.
Marketable securities maturing within one year that are not restricted are classified as current assets.

The Company determines the appropriate classification of its marketable securities at the time of
purchase and reevaluates such classification as of each balance sheet date. The Company has classified all of
its marketable securities as available-for-sale and carries such securities at fair value, with unrealized gains

and losses, net of tax, reported in stockholders’ equity until disposition.

Concentration of credit risk The Company places its cash, cash equivalents, and market-
able securities with financial institutions with high credit standing and, by policy, limits the amounts
invested with any one institution, type of security, and issuer. Autodesk’s accounts receivable are derived
from software sales to a large number of dealers and distributors in the Americas, Europe, and Asia/Pacific,
The Company performs ongoing evaluations of its customers’ financial condition and limits the amount

of credit extended when deemed necessary, but generally requires no collateral.

Inventories Inventories, consisting principally of disks and technical manuals, are stated at the

lower of cost (determined on the first-in, first-out method) or market.

Computer equipment, furniture, and leasehold improvements Computer equip-
ment and furniture are depreciated using the straight-line method over the estimated useful lives of the
assets, which range from two to ten years. Leasehold improvements are amortized on a straight-line basis

over the shorter of the estimated useful life or the lease term.

Purchased technologies and capitalized software Costs incurred in the initial
design phase of software development are expensed as incurred. Once the point of technological feasibil-
ity is reached, production costs (programming and testing) are capitalized. Certain acquired software-
technology rights are also capitalized. Capitalized software costs are amortized ratably as revenues are
recognized, but not less than on a straight-line basis over two-to-seven-year periods. Amortization expense
was $9,563,000, $11,765,000, and $7,634,000 in fiscal years 1997, 1996, and 1995, respectively. The
actual lives of the Company’s purchased technologies or capitalized software may differ from the Company’s

estimates, and such differences could cause carrying amounts of these assets to be reduced materially.

Revenue recognition Autodesk’srevenue recognition poliey is in compliance with the provisions
of the American Institute of Certified Public Accountants’ Statement of Position 91-1, “Software Revenue
Recognition.” Revenue is recognized at the time of shipment, provided that no significant vendor obliga-
tions exist and collection of the resulting receivable is deemed probable. A portion of revenues related to
certain customer consulting and training obligations is deferred, while costs associated with certain post-
sale customer obligations are accrued.

Autodesk establishes allowances for product returns, including allowances for stock balancing
and product rotation, based on estimated future returns of product and after taking into consideration
channel inventory levels at its resellers, the timing of new product introductions, and other factors. These

allowances are recorded as direct reductions of accounts receivable. While the Company maintains strict
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measures to monitor channel inventories and to provide appropriate allowances, actual product returns
may differ from the Company’s estimates, and such differences could be material to the consolidated

financial statements.

Royalties The Company licenses software used to develop components of AutoCAD, Mechanical
Desktop, 3D Studio MAX, and certain other software products. Royalties are payable to developers of the
software at various rates and amounts generally based on unit sales or revenues. Royalty expense was
$8,000,000, $6,102,000, and $5,944,000 in fiscal years 1997, 1996, and 1995, respectively. Such costs

are included as a component of cost of revenues.

Net income per share Netincome per share is based on the weighted average number of out-

standing common shares and dilutive common stock equivalents.

Common stock split In October 1994, Autodesk’s stockholders approved an amendment to the
Company’s Certificate of Incorporation to increase the number of authorized shares of common stock
from 50,000,000 to 100,000,000 shares and to effect a 2-for-1 split of the Company’s common stock
in the form of a 100 percent common stock dividend. All share and per share amounts have been restated

to reflect the stock split.

Recently issued accounting standards The Company adopted Financial Accounting
Standards Board Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed Of” (“FAS No. 121”) in fiscal year 1997. FAS No. 121 requires that long-lived
assets and certain identifiable intangibles to be held and used by an entity be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Adoption of this statement did not have a material effect on the Company’s consolidated

financial statements.

Reclassifications A nonrecurring charge recorded in fiscal year 1995 related to a legal matter
more fully discussed in Note 4, Litigation Accrual, has been reclassified to a line item within income from
operations in the Company’s consolidated statement of income. Previously, such amount was recorded as

a charge after income from operations.

2 EINANCIAL INSTRUMENTS

Fair values of financial instruments  Estimated fair values of financial instruments are
based on quoted market prices. The carrying amounts and fair value of the Company's financial instru-

ments are as follows:

Jdanuary 31,

1997 1996

Carrying Fair Carrying Fair

(In thousands) amount value amount value
Cash and cash equivalents $ 64,814 $ 64,814 $129,308% $129,305%
Marketable securities 221,494 221,494 143,097 143,097
Forward foreign currency contracts (458) (458) (143) (143)

I'nc.

6

10

20

28

30

36

38

40

a2




Foreign currency contracts The Company enters into forward foreign currency contracts to
hedge the value of assets and liabilities recorded in foreign currencies against fluctuations in exchange
rates. Substantially all forward foreign currency contracts entered into by the Company have maturities of
60 days or less. The notional amounts of foreign currency contracts were $35.7 million and $15.5 million
at January 31, 1997 and 1996, respectively, and were predominantly to buy Swiss francs. While the contract
or notional amount is often used to express the volume of foreign exchange contracts, the amounts poten-
tially subject to credit risk are generally limited to the amounts, if any, by which the counterparties’ obliga-

tions under the agreements exceed the obligations of the Company to the counterparties.

Marketable securities Marketable securities include the following available-for-sale securities

at January 31, 1997 and 1996:

January 31, 1997

Gross Gross Estimated
unrealized unrealized fair
{In thousands) Cost gains losses value
Short-term:
Municipal bonds $ v0,325 $ 43 $ - $ 70,368
Preferred stock 2,000 — - 2,000
Time deposits 45,603 — — 45,603
117,928 43 - 7,971
Long-term:
Municipal bonds 72,565 - (74) 72,491
US Treasury notes 28,592 — (592) 28,000
Preferred stock and other 3,022 10 - 3,032
104,179 10 (666) 103,523
$222,107 $ 53 $(666)  $221,494

January 31, 1996

Gross Gross Estimated
unrealized unrealized fair
(In thousands}) Cost gains losses value
Short-term:
Municipal bonds $ 30,439 $ 8s $ $ 50,529
Time deposits 33,478 — — 33,478
63,917 85 (1) 64,001
Long-term:
Municipal bonds 47,380 694 (3) 48,071
US Treasury notes 29,39% 608 (3) 30,002
Time deposits and other 1,008 15 — 1,023
77,785 1,317 (6) 79,096

$141,702 $1,402 $ O $143,097
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4
Long-term US Treasury notes included a restricted balance of $28.0 million at January 31, 1997
6
and 1996 (see Note 4). The contractual maturities of Autodesk’s short-term marketable securities at
January 31, 1997, were one year or less while the Company’s long-term marketable securities had contrac- .
tual maturities as follows: $52.1 million between one and two years; $17.3 million maturing in three years; 1o
$28.8 million maturing in four to five years; and $5.3 million beyond five years. Expected maturities may iz
differ from contractual maturities because the issuers of the securities may have the right to prepay or call 4 i
obligations without prepayment penalties. Realized gains and losses on sales of available-for-sale securities 16
were immaterial in fiscal years 1997 and 1996. The cost of securities sold is based on the specific identifi- 18
cation method. 20
27
24
NOTE 3., INCOME TAXES ”5
28
The provision for income taxes consists of the following: -
30
Fiscal year ended January 31, 32 )
347
(In thousands) 1997 1996 1995 -
36
iy
Federal: }
< 40
Current $ 5,546 $ 26,711 $29,203 )
Deferred 1,133 (3.392) (13,169) e
aa
State: -
46
Current 4,796 8,779 9,417
a8
Deferred (1,14.8) (856) (3,839)
50
Foreign: 52 i
Current 15,503 19,569 12,252 :
Deferred (889) (319) (1,326)
$24,941 $50,492 $32,538

The principal reasons that the aggregate income tax provisions differ from the US statutory rate

of 35 percent are as follows:

Fiscal year ended January 31,

(In thousands) 1997 1996 1995
Income tax provision at statutory rate $23,279 $48,398 $ 31,200
Foreign income taxed at rates different from the
US statutory rate (1,644) (7,863) (4,916)
State income taxes, net of federal benefit 2,371 8,616 4,802
Tax-exempt interest (1,348) (1,668) (1,608)
Acquired in-process research and development 1,130 — —
Other 1,153 3,009 3,060
$24,941 $50,492 $32,538
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Significant sources of the Company’s deferred tax assets and liabilities are as follows:

January 3t,
(In thousands) 1997 1996
Accrued state income taxes $ 5,562 $ 5,409
Accrued legal judgment, including accrued interest 13,822 12,821
Reserves for product returns and bad debts 7,864 9,110
Accrued compensation and benefits 2,950 2,944
Capitalized software 6,270 3,678
Unremitted earnings of certain subsidiaries (6,018) —
Other, net 2,192 (2,105)
Net deferred tax assets $32,642 $ 31,857
Recorded as:
Current deferred assets $ 35,616 $33,769
Noncurrent deferred liability (2,974} (1,912)
$32,642 $ 31,857

No provision has been made for federal income taxes on unremitted earnings of certain of
the Company’s foreign subsidiaries (cumulative $140 million at January 31, 199%) since the Company plans
to indefinitely reinvest all such earnings. At January 31, 1997, the unrecognized deferred tax liability for
these earnings was approximately $33 million. Foreign pre-tax income was $4.5.0 million, $64.4 million,
and $34.3 million in fiscal years 1997, 1996, and 1995, respectively.

The Company’s United States income tax returns for fiscal years ended January 31, 1992 through
1995 are under examination by the Internal Revenue Service. Management believes that adequate amounts
have been provided for any adjustments that may ultimately result from these examinations.

Cash payments for income taxes were $13,605,000, $32,032,000, and $32,361,000 for fiscal

years 1997, 1996, and 1995, respectively.

4 , | TTIGATION ACCRUAL

NOTE

In December 1994, the Company recorded a $25.5 million litigation charge as the result of a judgment
against the Company on a claim of trade secret misappropriation brought by Vermont Microsystems, Inc.
(“VMI"). The Company appealed that judgment and a reduced judgment was subsequently entered against
the Company in the amount of $14,209,000, plus interest. Because the case is still under appeal, the
Company has not reflected the reduction of damages in the accompanying consolidated financial statements,

The Company was required by statute to post collateral approximating the amount of the initial
judgment plus accrued interest. At January 31, 1997, the Company’s long-term marketable securities

included a balance of $28.0 million which is restricted as to its use until final adjudication of this matter.

5 COMMITMENTS AND CONTINGENCTIES

The Company leases office space and equipment under noncancelable lease agreements. The leases gen-
erally provide that the Company pay taxes, insurance, and maintenance expenses related to the leased

assets. Future minimum lease payments for fiscal years ended January 3I are as follows: $16.5 million in
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1998; $14..5 million in 1999; $12.3 million in 2000; $9.0 million in 200T; $6.7 million in 2002; and
$27.2 million thereafter.

Rent expense was $17,358,000, $16,992,000, and $18,221,000 in fiscal years 1997, 1996, and
1995, respectively.

The Company has a line of credit permitting short-term, unsecured borrowings of up to $40
million, which may be used from time to time to facilitate short-term cash flow. At January 31, 1997, there
were no horrowings under this agreement, which expires in January 1999.

The Company is a party to various legal proceedings arising from the normal course of business
activities. In management’s opinion, resolution of these matters is not expected to have a material adverse
impact on the Company’s consolidated results of operations or its financial position. However, depending
on the amount and timing, an unfavorable resolution of a matter could materially affect the Company’s

future results of operations or cash flows in a particular period.

6 ., FMPLOYEE BENEFIT PLANS

Stock option plans Under the Company’s stock option plans, incentive and nongqualified stock
options may be granted to officers, employees, directors, and consultants to purchase shares of the
Company’s common stock. Options vest over periods of one to five years and generally have terms of up to
ten years. A maximum of 24,040,000 shares of common stock have been authorized for issuance under
the plans. The exercise price of the stock options is determined by the Company’s Board of Directors on
the date of grant and is at least equal to the fair market value of the stock on the grant date.

Stock option activity is as follows:

Weighted

average

Number of price per

(Shares in thousands) shares Price per share share
Options outstanding at January 31, 1994 8,710 $12.56-% 28.19 $18.95
Granted 2,123 24.25- 38.25 29.72
Exercised (2,416) 12.56- 25.38 17.99
Canceled (420) 13.38- 30.25 21.28
Options outstanding at January 31, 1995 7,99% 12.56- 38.25 21.97
Granted 2,54.6 35.25- 49.25 44.83
Exercised (1,484) 12.56- 30.50 19.19
Canceled (368) 13.38- 49.25 30.78
Options outstanding at January 31, 1996 8,691 13.38- 49.25 28.75
Granted 5,271 0.01- 42.00 29.99
Exercised (651) o.01- 38.25 19.66
Canceled (598) 16.25- 49.25 36.98
Options outstanding at January 31, 1997 12,713 $13.38-$ 49.25 $ 28.11
Options exercisable at January 31, 1997 4,912 $13.38-$4.9.00 $25.52

Options available for grant at January 31, 1997 2,350

Certain employees have disposed of stock acquired through the exercise of incentive stock options
earlier than the mandatory holding period required for such options. The tax benefits allowed to the
Company because of these dispositions, together with the tax benefits realized from the exercise of non-

qualified stock options, have been recorded as increases to common stock.
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The following table summarizes information about options outstanding at January 31, 1997.

Outstanding options

weighted average

contractual 1ife Weighted average

(Shares in thousands) Number of shares {(in years) exercise price
Range of per share exercise prices

$13.38-$23.00 2,733 4.33 $17.18

23.13~ 30.25 6,524 6.38 25.62

30.50- 49.25 3:456 8.86 41.53

12,713 6.61 28.11

The following table summarizes information about outstanding and exercisable options at

January g1, 1997.

Weighted average

(Shares in thousands) Number of shares exercise price

Range of per share exercise prices

$13.38-$23.00 2,198 $ 17.03
23.13- 30.25 1,888 26.96
30.50- 49.25 826 43.80

4,912 25.52

These options will expire if not exexrcised at specific dates ranging from February 1997 to January
200%. Prices for options exercised during the three-year period ended January 31, 1997, range from $0.01
to $38.25.

A total of 15.9 million shares of the Company’s common stock have been reserved for future
issuance under existing stock option programs in addition to 2.9 million shares related to the merger with

Softdesk, Inc., discussed in Note 10.

Employee stock purchase plan The Company has an employee stock purchase plan for all
employees meeting certain eligibility criteria. Under the plan, employees may purc_hase shares of the
Company's common stock, subject to certain limitations, at not less than 85 percent of fair market value
as defined in the plan. A total of 2,600,000 shares have been reserved for issuance under the plan. In
fiscal years 1997, 1996, and 1995, shares totaling 323,000, 301,000, and 835,000, respectively, were
issued under the plan at average prices of $24.56, $24.01, and $17.90 per share. At January 31, 1997, a

total of 791,000 shares were available for future issuance under the plan.

Pro forma information The Company has elected to follow APB Opinion No. 25, "Accounting
for Stock Issued to Employees,”in accounting for its employees’ stock options because, as discussed below,
the alternative fair value accounting provided for under SFAS No. 123, “"Accounting for Stock-Based
Compensation,” requires the use of option valuation models that were not developed for use in valuing
employee stock options. Under APB Opinion No. 25, because the exercise price of the Company’s
employee stock options equals the market price of the underlying stock on the date of grant, no compen-
sation expense is recognized in the Company’s financial statements.

Pro forma information regarding net income and net income per share is required by SFAS

No. 123. This information is required to be determined as if the Company had accounted for its employee
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stock options (including shares issued under the Employee Stock Purchase Plan, collectively éalled
“options”) granted subsequent to January 31, 1995, under the fair value method of that statement. The fair
value of options granted in 1997 and 1996 reported below has been estimated at the date of grant using a

Black-Scholes option pricing model with the following weighted average assumptions:

Employee stock Employee stock

options purchase plan

1997 1996 1997 1996

Expected life (in years) 2.7 2.5 0.5 0.5
Risk-free interest rate 6.1% 5.8% 5.5% 5.8%
Volatility 42 40 45 45
Dividend yield 0.8% 0.8% 0.8% 0.8%

The Black-Scholes option pricing model was developed for use in estimating the fair value of
traded options that have no vesting restrictions and are fully transferable. In addition, option valuation
models require the input of highly subjective assumptions, including the expected volatility of the stock
price. Because the Company’s stock options have characteristics significantly different from those of traded
options, and because changes in the subjective input assumptions can materially affect the fair value esti-
mate, in the opinion of management, the existing models do not necessarily provide a reliable single
measure of the fair value of its options. The weighted average estimated fair value of employee stock options
granted during fiscal years 1997 and 1996 was $8.34 and $12.76 per share respectively, The weighted aver-
age estimated fair value of shares granted under the Employee Stock Purchase Plan during fiscal years 1997
and 1996 was $8.01 and $7.85 respectively.

For purposes of pro forma disclosure, the estimated fair value of the options is amortized to
expense over the options’ vesting period. The Company's pro forma information is as follows (in thou-

sands except for earnings per share information):

1997 1996
Pro forma net income $15,343 $77,952
Pro forma earnings per share 0.30 1.52

The effects on pro forma disclosures of applying SFAS No. 123 are not likely to be representative
of the effects on pro forma disclosures of future years. Because SFAS No. 123 is applicable only to options

granted subsequent to January 31, 1995, the pro forma effect will not be fully reflected until 1999.

Pre-tax savings plan - The Company has a pre-tax savings plan covering nearly all US employ-
ees that qualify under Section 401(k) of the Internal Revenue Code. Eligible employees may contribute up
to 15 percent of their pre-tax salary, subject to certain limitations. The Gompany makes voluntary contri-
butions and matches a portion of employee contributions. Company contributions, which may be termi-
nated at the Company’s discretion, were $3,068,000, $2,442,000, and $1,474,000 in fiscal years 1997,

1996, and 1995, respectively.
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NOTE

7 STOCKHOLDERS'™ EQUITY

Preferred stock The Company's Certificate of Incorporation authorizes 2 million shares of pre-
ferred stock, none of which is issued or outstanding. The Board of Directors has the authority to issue the
preferred stock in one or more series and to fix rights, preferences, privileges and restrictions, including
dividends, and the number of shares constituting any series or the designation of such series, without any

further vote or action by the stockholders.

Common stock repurchase program During fiscal years 1997, 1996, and 1995, the Gompany
repurchased and retired a total of 1,659,500, 2,671,000, and 2,990,000 shares of its common stock at
average per share repurchase prices of $32.44, $40.43, and $30.05, respectively, pursuant to an ongoing
and systematic repurchase plan approved by the Company’s Board of Directors to reduce the dilutive effect
of common shares to be issued under the Company’s employee stock option plans.

In August 1996, the Company announced a stock repurchase program under which the Company
may purchase up to § million shares of common stock in open market transactions as market and business
conditions warrant. The Company may also utilize equify options as part of its repurchase program.
During fiscal year 1997, the Company repurchased 557,500 shares in the open market at an average per
share repurchase price of $24.09 and entered into the equity options described below. This program is in
addition to shares previously reserved pursuant to an ongoing and systematic repurchase plan to reduce the
dilutive effect of common stock to be issued under the Company’s stock option plans.

In connection with the new repurchase program, the Company sold put-warrants to an invest-
ment bank in September 1996 that entitle the holder of the warrants to sell 3 million shares of common
stock to the Company at $21.50 per share. Additionally, the Company purchased call options from the
same investment bank that entitle the Company to buy 2 million shares of its common stock at $25.50 per
share. The put warrants and call options expire in September 1997. The premiums received with respect to
the equity options totaled $8.1 million and equaled the premiums paid. Consequently, there was no
exchange of cash. The amount related to the Company’s maximum potential repurchase obligation under
the put warrants has been reclassified from stockholders’ equity to put warrants in the accompanying con-
solidated financial statements. The Company has the right to settle the put warrants with stock or a cash
settlement equal to the difference between the exercise price and market value at the date of exercise. These

securities had no significant dilutive effect on net income per share for the periods presented.
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NOTE & QUARTERIY FINANCTAL INFORMATION (UNAUDTITED)

Summarized quarterly financial information for fiscal years 1997, 1996, and 1995 is as follows:

Ist 2nd 3rd 4th Fiscat
(In thousands, except per share data) Quarter Quarter Quarter Quarter Year
Fiscal year 1997
Net revenues $136,281  $128,745 $116,647  $115,020  $496,693
Gross margin 118,989 112,123 101,427 99,937 432,476
Income from operations 28,125 17,123 7,502 7,06% 59,817
Net income 19,060 10,645 5,873 5,993 41,571
Net income per share 0.39 0.22 0.13 0.13 0.88
Fiscal year 1996
Net revenues $138,658 $140,686 $128,537 $126,286 $ 524,167
Gross margin 121,373 123,324 112,419 110,239 467,355
Income from operations 38,408 38,897 28,046 23,676 129,029
Net income 28,977 26,299 19,207 16,305 87,788
Net income per share 0.5T 0.52 0.38 0.34 1.76
Fiscal year 1995
Net revenues $106,578 $ 110,259 $108,179 $129,596 $ 454,612
Gross margin 91,479 95,123 93,994 112,291 392,887
Income from operations 24,340 24,398 23,230 9,943 81,911
Net income 16,446 16,587 15,896 7,677 56,606
Net income per share 0.33 0.34 0.32 0.15 1.14

Results for the second and third quarters of fiscal year 1997 included nonrecurring charges of
$3.2 million and $1.5 million, respectively, related to in-process research and development acquired in
the Teleos and Argus acquisitions that had not yet reached technological feasibility and had no alternative
future use. These charges resulted in a $0.08 and $0.02 reduction in net income per share in the second
and third quarters of fiscal year 1997, respectively. Results for the fourth quarter of fiscal year 1995
included a pre-tax litigation charge of approximately $26.0 million resulting in a $0.33 reduction in net

income per share .
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NOTE

9 INFORMATION

GEOGRAPHIC

AREA

Information regarding the Company’s operations by geographic area at January 31, 1997, 1996, and 1995

and for the fiscal years then ended is as follows:

Fiscal year ended January 31,

(In thousands) 1997 1996 1995
Revenues:
The Americas
Customers in the United States $ 176,286 $ 195,272 $ 182,133
Customers in Asia/Pacific 40,284 42,262 36,513
Customers in Canada 10,671 14,619 15,720
Other exports 13,420 11,103 14,951
Intercompany revenues 65,758 67,728 48,539
306,419 330,984 297,856
Europe 189,082 211,480 159,110
Asia/Pacific 79,887 72,148 56,851
Consolidating eliminations (65,758) (67,728) (48,539)
$509,630 || $546,884  $465,278
Income from operations:
The Americas $ 22,734 $ 63,843 $ 46,018
Europe 32,909 53,696 25,121
Asia/Pacific 4,174 11,488 10,772
$ 59,817 $129,02% $ 81,911
Identifiable assets:
The Americas $ 329,171 || $306,795  $336,403
Europe 302,183 250,268 211,056
Asia/Pacific 72,543 73,426 51,761
Consolidating eliminations (211,664) (112,560) (117,144)
$492,233 || $517,929  $482,076

Intercompany revenues consist of royalty revenue payable by the Company’s subsidiaries under

software license agreements with the US parent company. At January 31, 1997, 1996, and 1995, total for-

eign net equity was $161.2 million, $139.2 million, and $88.7 million, respectively.
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10 SUBSEQUENT EVENT

On December 10, 1996, the Company entered into a merger agreement with Softdesk, Inc.
(“Softdesk”), a leading supplier of Auto CAD-based application software for the architecture, engineering,
and construction (AEC) market. The terms of the merger agreement were subsequently amended on De-
cember 19, 1996, On March 31, 1997, under the terms of the agreement, as amended, Autodesk issued
$15.00 worth of its common stock for each outstanding share of Softdesk stock, and exchanged Autodesk
options for outstanding Softdesk options. Based upon the value of Autodesk stock and options exchanged,
the transaction was valued at approximately $94 million for the Softdesk stockholders and resulted in the
issuance of approximately 2.9 million shares of Autodesk common stock to holders of Softdesk common
stock. This transaction will be accounted for using the purchase method.

The Company anticipates that it will incur direct transaction costs associated with this business
combination in the range of approximately $2.5 to $3.5 million. To assist in the allocation of the purchase
price, an independent valuation of Softdesk is being completed. The Company expects that it will allocate
$45 million to $55 million to in-process research and development and charge this amount to operations

in the first quarter of fiscal year 1998.
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Report of Ernst & Young LLP, Independent Auditors

The Board of Directors and Stockholders
Autodesk, Inc.

We have audited the accompanying consolidated balance sheets of Autodesk, Inc., as of January 31, 1997
and 1996, and the related consolidated statements of income, stockholders’ equity, and cash flows for each
of the three years in the period ended January 31, 199%7. These financial statements are the responsibility
of the Company’s management., Qur responsibility is to express an opinion on these financial statements
based on our audits,

We conducted our audits in accordance with generally accepted auditing standards. Those stan-
dards require that we plan and perform the audit to obtain reasonable assurance about whether the finan-
cial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Autodesk, Inc., at January 31, 1997 and 1996, and
the consolidated results of its operations and its cash flows for each of the three years in the period ended

January 31, 1997, in conformity with generally accepted accounting principles.

St + LLP

San Jose, California
February 24, 1997,
except for Note 10 as to which the date is

March 31, 1997
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Corporate Information

MARKET
AND
POLICY

INFORMATION
DIVIDEND

Market Prices

The Company's common stock is
traded on the Nasdaq National
Market under the symbol ADSK
(previously ACAD). The following
table lists the high and low sales
prices for each quarter in the last

three fiscal years:

High Low

Fiscal year 1997
$44% $29%

First quarter

Second quarter 42%, 20Y%
Third quarter 27, 18,
Fourth quarter 35% 21
Fiscal year 1996

First quarter $44 $33
Second quarter 50, 34
Third quarter 53 33
Fourth quarter 397,  27%,

Fiscal year 1995
$307%% $24'%

First quarter

Second quarter 28, 23Y%
Third quarter 35 2454
Fourth quarter 417, 30%,

Dividends

The Company paid quarterly divi-
dends of $0.06 per share in fiscal
years 1997, 1996, and 1995. The
Company currently intends to con-
tinue paying regular cash dividends

on a quarterly basis.

Stockholders
As of April 21, 1997, the approxi-
mate number of common stock-

holders of record was 1,650,

ANNUAL MEETING

The Company’s Annual Meeting of
Stockholders will be held at

2:00 PM on June 26, 1997, at the
Embassy Suites Hotel, 101 McInnis

Pal‘kway, San Rafael, California.

Form 10-K

A copy of the Company’s Annual
Report on Form 10-K for fiscal
year 1997 filed with the Securities
and Exchange Commission may be
obtained without charge by sending
a written request to Investor
Relations, Autodesk, Inc., 111
Meclnnis Parkway, San Rafael, CA
94903. Information about
Autodesk and its business, includ-
ing the Company’s periodic filings
with the Securities and Exchange
Commission, may be obtained from
Autodesk’s World Wide Web site at

www.autodesk.com.

CORPORATE
HEADQUARTERS

Autodesk, Inc.

111 McInnis Parkway
San Rafael, CA 94903
USA

The Americas
Autodesk, Inc.

111 Meclnnis Parkway
San Rafael, CA 94903
USA

Asia/Pacific
Autodesk, Inc.

111 Mclnnis Parkway
San Rafael, CA 94903
USA

Europe

Autodesk (Europe) SA
20, route de Pré-Bois
Case Postale 766
CH-1215 Geneva 15

Switzerland

LEGAL COUNSEL

Wilson, Sonsini, Goodrich & Rosati
650 Page Mill Road

Palo Alto, CA 94304

USA

TRANSFER AGENT

Harris Trust & Savings Bank
¢/o Shareholder Services
11th Floor

311 West Monroe Street
Chicago, IL 60606

USA

INDEPENDENT
AUDITORS

Ernst & Young LLP
55 Almaden Boulevard
San Jose, CA 95113
USA

FOR MORE INFORMATION

For more information, please write
Investor Relations, Autodesk, Inc.,
11T McInnis Parkway, San Rafael, CA
94903, phone us at 415-507-5000,
or visit our World Wide Web sites at
www.autodesk.com and

www.kinetix.com.

Autodesk, the Autodesk logo, AutoeCAD, AutoCAD
LT, 3D Studio, WorkCenter, and PartSpec are reg-
istered trademarks, and Mechanical Desktop, 3D
Studio MAX, Kinetix, AutoCAD Map, Autodesk
MapGuide, Autodesk World, PlantSpec,
DesignBlocks, Hyperwire, Picture This Homel, and
Design Your World are trademarks, of Autodesk,
Inc., in the USA and/or other countries, Microsoft,
Windows, and Windows NT are registered trade-
marks of Microsoft Corporation. All other brand
names, product names, or trademarks belong to

their respective holders.

© Copyright 1997 Autodesk, Inc.
All rights reserved.
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