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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

p Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2014

or

" Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Commission File Number: 0-25871

INFORMATICA CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 77-0333710

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)
2100 Seaport Boulevard

Redwood City, California 94063

(Address of principal executive offices and zip code)
(650) 385-5000

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 (the "Exchange Act") during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports) and (2) has been subject to such filing requirements for the past

90 days. Yesp No”~

Indicate by check mark whether the Registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the Registrant was required to submit and
post such files). Yesp No~

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

Large accelerated filer p  Accelerated filer © Non-accelerated filer ©  Smaller reporting company ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
" Nop

As of July 31, 2014, there were approximately 110,002,000 shares of the registrant’s Common Stock outstanding.
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PART I: FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
INFORMATICA CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except par value)

Assets

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net of allowances of $4,028 and $4,135, respectively
Deferred tax assets

Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Goodwill

Other intangible assets, net

Long-term deferred tax assets

Other assets

Total assets

Liabilities and Stockholders' Equity

Current liabilities:

Accounts payable

Accrued liabilities

Accrued compensation and related expenses

Income taxes payable

Deferred revenues

Total current liabilities

Long-term deferred revenues

Long-term income taxes payable

Other liabilities

Total liabilities

Commitments and contingencies (Note 11)

Stockholders' equity:

Common stock, $0.001 par value; 200,000 shares authorized; 109,829 shares and
108,643 shares issued and outstanding at June 30, 2014 and December 31, 2013,
respectively

Additional paid-in capital

Accumulated other comprehensive loss

Retained earnings

Total stockholders’ equity

Total liabilities and stockholders' equity

See accompanying notes to condensed consolidated financial statements.
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June 30,
2014
(Unaudited)

$257,772
428,399
181,493
46,773
46,275
960,712
159,318
558,993
49,324
30,674
6,335
$1,765,356

$17,915
49,967
66,784
296,681
431,347
14,113
30,641
4,190
480,291

110

805,452
(1,304
480,807
1,285,065
$1,765,356

December 31,

2013

$297,818
379,616
204,374
32,898
34,541
949,247
157,308
523,142
41,625
44,865
6,834
$1,723,021

$10,124
63,055
71,314
14,184
285,184
443,861
12,938
29,878
594
487,271

109

805,728
(3,212
433,125
1,235,750
$1,723,021
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

(Unaudited)

Three Months Ended

June 30,

2014 2013
Revenues:
Software $103,455 $91,428
Service 147,258 131,011
Total revenues 250,713 222,439
Cost of revenues:
Software 2,450 2,501
Service 43,343 36,463
Amortization of acquired technology 3,286 5,621
Total cost of revenues 49,079 44,585
Gross profit 201,634 177,854
Operating expenses:
Research and development 48,850 41,668
Sales and marketing 96,784 89,510
General and administrative 20,019 19,181
Amortization of intangible assets 1,384 2,000
Acquisitions and other charges (benefit) 771 (436
Total operating expenses 167,808 151,923
Income from operations 33,826 25,931
Interest income 1,179 893
Interest expense (166 ) (128
Other expense, net (198 ) (391
Income before income taxes 34,641 26,305
Income tax provision 11,812 8,139
Net income $22.829 $18,166
Basic net income per common share $0.21 $0.17
Diluted net income per common share $0.20 $0.16
?}}11:;:8 used in computing basic net income per common 109,739 108,138
;}::rr:s used in computing diluted net income per common 111,601 111,344

See accompanying notes to condensed consolidated financial statements.

Six Months Ended
June 30,

2014 2013
$206,498 $179,334
287,312 257,405
493,810 436,739
5,569 4,643
83,572 72,493
7,271 11,345
96,412 88,481
397,398 348,258
94,535 81,191
188,368 173,567
40,072 37,668
2,920 3,988
860 1,214
326,755 297,628
70,643 50,630
2,332 1,783
(293 (248
(282 (459
72,400 51,706
24,718 15,633
$47,682 $36,073
$0.44 $0.33
$0.43 $0.32
109,453 107,904
111,770 111,305
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INFORMATICA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net income $22.829 $18,166 $47,682 $36,073

Other comprehensive income (loss):

Change in foreign currency translation adjustment, net of tax
benefit (expense) of $(118), $(60), $(279) and $243
Available-for-sale investments:

Change in net unrealized gain (loss), net of tax benefit
(expense) of $(77), $326, $(134) and $370

Less: reclassification adjustment for net (gain) loss included

(312 ) 800 257 (6,168

125 (533 ) 218 (604

in net income, net of tax benefit (expense) of $(1), $7, $(2) (2 ) 13 4 ) 17
and $10

Net change, net of tax benefit (expense) of $(76), $319,

$(132) and $360 123 (520 ) 214 (587
Cash flow hedges:

Change in unrealized gain (loss), net of tax benefit (expense)
of $(250), $797, $(800) and $694
Less: reclassification adjustment for net (gain) loss included

406 (1,300 ) 1,304 (1,131

in net income, net of tax benefit (expense) of $(104), $51, (168 ) 83 133 80

$81 and $49

Net change, net of tax benefit (expense) of $(146), $746,

$(881) and $645 238 (1,217 ) 1,437 (1,051
Total other comprehensive income (loss), net of tax effect 49 (937 ) 1,908 (7,806
Total comprehensive income, net of tax effect $22.878 $17,229 $49,590 $28,267

See accompanying notes to condensed consolidated financial statements.
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INFORMATICA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization

Stock-based compensation

Deferred income taxes

Tax benefits from stock-based compensation

Excess tax benefits from stock-based compensation

Amortization of intangible assets and acquired technology

Other operating activities, net

Changes in operating assets and liabilities:

Accounts receivable

Prepaid expenses and other assets

Accounts payable and accrued liabilities

Income taxes payable

Deferred revenues

Net cash provided by operating activities

Investing activities:

Purchases of property and equipment

Purchases of investments

Investment in equity interest, net

Maturities of investments

Sales of investments

Business acquisitions, net of cash acquired

Net cash used in investing activities

Financing activities:

Net proceeds from issuance of common stock

Repurchases and retirement of common stock

Withholding taxes related to restricted stock units net share settlement
Payment of contingent consideration

Excess tax benefits from stock-based compensation

Purchase of acquiree stock

Net cash used in financing activities

Effect of foreign exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to condensed consolidated financial statements.
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Six Months Ended

June 30,

2014 2013
$47,682 $36,073
9,066 7,263
29,607 29,379
(3,426 (3,663
225 3,518
(2,634 (4,810
10,191 15,333
— (2,462
23,491 21,308
(2,324 (1,298
(6,009 (8,131
(14,861 (4,572
11,073 20,989
102,081 108,927
(8,707 (5,017
(165,893 (232,304
(282 —
86,855 106,247
31,045 58,373
(54,614 (7,464
(111,596 (80,165
31,742 30,100
(55,872 (42,982
(5,978 (5,570
(3,061 (2,490
2,634 4,810
— (6,365
(30,535 (22,497
4 (3,344
(40,046 2,921
297,818 190,127
$257,772 $193,048
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INFORMATICA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying condensed consolidated financial statements of Informatica Corporation (“Informatica,” or the
“Company”’) have been prepared in conformity with generally accepted accounting principles (“GAAP”) in the United
States of America. However, certain information and footnote disclosures normally included in financial statements
prepared in accordance with GAAP have been condensed, or omitted, pursuant to the rules and regulations of the
Securities and Exchange Commission (“SEC”). In the opinion of management, the financial statements include all
normal and recurring adjustments that are necessary to fairly present the results of the interim periods presented. All
of the amounts included in this Quarterly Report on Form 10-Q related to the condensed consolidated financial
statements and notes thereto as of and for the three and six months ended June 30, 2014 and 2013 are unaudited. The
interim results presented are not necessarily indicative of results for any subsequent interim period, the year ending
December 31, 2014, or any other future period.

The preparation of the Company's condensed consolidated financial statements in conformity with GAAP requires
management to make certain estimates, judgments, and assumptions. The Company believes that the estimates,
judgments, and assumptions upon which it relies are reasonable based on information available at the time that these
estimates, judgments, and assumptions are made. These estimates, judgments, and assumptions can affect the reported
amounts of assets and liabilities as of the date of the financial statements as well as the reported amounts of revenues
and expenses during the periods presented. Any material differences between these estimates and actual results will
impact the Company's condensed consolidated financial statements. In many cases, the accounting treatment of a
particular transaction is specifically dictated by GAAP and does not require management's judgment in its application.
There are also areas in which management's judgment in selecting any available alternative would not produce a
materially different result.

The condensed consolidated financial statements include the accounts of the Company and its wholly-owned and
majority-owned subsidiaries. All intercompany accounts and transactions have been eliminated.

In November 2012, the Company acquired a majority interest in the shares of Heiler Software AG ("Heiler Software")
at the end of the initial acceptance period of the takeover offer. The squeeze-out of the remaining shareholders was
effective in the second quarter of 2013, increasing the Company's ownership in Heiler Software to 100 percent. The
Company consolidated the financial results of Heiler Software with its financial results beginning in November 2012.
The noncontrolling interest in the Company's net income was not significant to consolidated results for the three and
six months ended June 30, 2013 and therefore has been included as a component of other income (expense), net in the
condensed consolidated statements of income.

These unaudited, condensed consolidated financial statements should be read in conjunction with the Company's
audited consolidated financial statements and notes thereto for the year ended December 31, 2013 included in the
Company's Annual Report on Form 10-K filed with the SEC. The consolidated balance sheet as of December 31, 2013
has been derived from the audited consolidated financial statements of the Company. The Company's significant
accounting policies are described in Note 2 to the audited consolidated financial statements included in the Company's
Annual Report on Form 10-K for the year ended December 31, 2013.

Recent Accounting Pronouncements

In March 2013, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2013-05, Foreign Currency Matters (Topic 830): Parent's Accounting for the Cumulative Translation Adjustment
upon Derecognition of Certain Subsidiaries or Groups of Assets within a Foreign Entity or of an Investment in a
Foreign Entity. ASU 2013-05 clarifies that the cuamulative translation adjustment (“CTA”) should be released into net
income upon the occurrence of certain qualifying events. The Company adopted ASU 2013-05 prospectively as
required on January 1, 2014. Adoption of ASU 2013-05 did not impact the Company's condensed consolidated
financial statements and disclosures.
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In July 2013, the FASB issued ASU 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax
Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists, which
clarifies that an unrecognized tax benefit should be presented in the financial statements as a reduction to a deferred
tax asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward if such settlement is
required or expected in the event the uncertain tax position is disallowed. In situations where a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward is not available or the tax law of the jurisdiction does not
require, and the entity does not intend to use the deferred tax asset for such purpose, the unrecognized tax benefit
should be presented in the financial statements as a liability and should not be combined with deferred

7
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

tax assets. The Company adopted ASU 2013-11 prospectively as required on January 1, 2014. Adoption of ASU
2013-11 did not impact the Company's condensed consolidated financial statements and disclosures.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), to supersede
nearly all existing revenue recognition guidance under U.S. GAAP. The core principle of ASU 2014-09 is to
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those good and services. The standard will be
effective for the Company in the first quarter of fiscal 2017. ASU 2014-09 allows for two methods of adoption: (a)
"full retrospective" adoption, meaning the standard is applied to all periods presented, or (b) "modified retrospective"
adoption, meaning the cumulative effect of applying ASU 2014-09 is recognized as an adjustment to the fiscal 2017
opening retained earnings balance. Early adoption is not permitted. The Company has not yet selected a transition
method and is currently evaluating the impact of its pending adoption of ASU 2014-09 on its consolidated financial
statements and disclosures.

In June 2014, the FASB issued ASU 2014-12, Accounting for Share-Based Payments When the Terms of an Award
Provide That a Performance Target Could Be Achieved after the Requisite Service Period. ASU 2014-12 requires that
a performance target that affects vesting and could be achieved after the requisite service period be treated as a
performance condition. ASU 2014-12 is effective for the Company in its first quarter of fiscal 2016 with early
adoption permitted. The Company is currently evaluating the impact of its pending adoption of ASU 2014-12 on its
consolidated financial statements and disclosures.

There have been no other changes to the Company's significant accounting policies since the end of 2013.

Fair Value Measurement of Financial Assets and Liabilities

The Company did not have any financial liabilities measured at fair value on a recurring basis as of June 30, 2014.
The following table summarizes financial assets that the Company measures at fair value on a recurring basis as of
June 30, 2014 (in thousands):

Quoted
Prices in Significant C g
. Significant
Active Other Unobservable
Markets for Observable
. Inputs
Identical Inputs (Level 3)
Total Assets (Level 2)
(Level 1)
Assets:
Money market funds @ $16,448 $16,448 $— $—
Time deposits @ 29,029 29,029 — —
Marketable debt securities () 400,370 — 400,370 —
Total money market fl.JI‘ldS, time deposits, and 445.847 45,477 400370 o
marketable debt securities
Foreign currency derivatives (i) 1,853 — 1,853 —
Total assets $447,700 $45.477 $402,223 $—

The following table summarizes financial assets and financial liabilities that the Company measures at fair value on a
recurring basis as of December 31, 2013 (in thousands):

8
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Quoted
PI‘IC.CS mn Significant
Active C
Markets for Other Significant
. Observable Unobservable
Identical
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
Assets:
Money market funds @ $21,893 $21,893 $— $—
Time deposits 21,585 21,585 — —
Marketable debt securities () 370,384 — 370,384 —
Total money market fl.lI‘ldS, time deposits, and 413.862 43,478 370,384 .
marketable debt securities
Foreign currency derivatives (i) 284 — 284 —
Total assets $414,146 $43,478 $370,668 $—
Liabilities:
Foreign currency derivatives (V) $1,024 $— $1,024 $—
Acquisition-related contingent consideration (v)3,071 — — 3,071
Total liabilities $4,095 $— $1,024 $3,071

(i) Included in cash and cash equivalents on the condensed consolidated balance sheets.

(ii) Included in either cash and cash equivalents or short-term investments on the condensed consolidated balance
sheets.

(iii) Included in prepaid expenses and other current assets on the condensed consolidated balance sheets.

(iv)Included in accrued liabilities on the condensed consolidated balance sheets.

Money Market Funds, Time Deposits, and Marketable Debt Securities

The Company uses a market approach for determining the fair value of all its Level 1 and Level 2 money market

funds, time deposits, and marketable securities.

To value its money market funds and time deposits, the Company values the funds at $1 stable net asset value, which

is the market pricing convention for identical assets that the Company has the ability to access.

The Company's marketable securities consist of certificates of deposit, commercial paper, corporate notes and bonds,

municipal securities, and U.S. government and agency notes and bonds. To value its certificates of deposit and

commercial paper, the Company uses mathematical calculations to arrive at fair value for these securities, which

generally have short maturities and infrequent secondary market trades. For example, in the absence of any observable

transactions, the Company may accrete from purchase price at purchase date to face value at maturity. In the event

that a transaction is observed on the same security in the marketplace, and the price on that subsequent transaction

clearly reflects the market price on that day, the Company will adjust the price in the system to the observed

transaction price and follow a revised accretion schedule to determine the daily price.

To determine the fair value of its corporate notes and bonds, municipal securities, and U.S. government and agency

notes and bonds, the Company uses a third party pricing source for each security. If the market price is not available

from the third party source, pricing from the Company's investment custodian is used.

Foreign Currency Derivatives and Hedging Instruments

The Company uses the income approach to value the derivatives using observable Level 2 market inputs at the

measurement date and standard valuation techniques to convert future amounts to a single present value amount,

assuming that participants are motivated but not compelled to transact. Level 2 inputs are limited to quoted prices that

are observable for the derivative assets and liabilities. The Company records its derivative assets and liabilities at

10
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gross in the condensed consolidated balance sheet and uses mid-market pricing as a practical expedient for fair value
measurements. Key inputs for foreign currency derivatives are the spot rates, forward rates, interest rates, and credit
derivative market rates. The spot rate for each foreign currency is the same spot rate used for all balance sheet
translations at the measurement date and is sourced from the Federal Reserve Bulletin. The following values are
interpolated from commonly quoted intervals available from Bloomberg: forward points and the London Interbank
Offered Rate (“LIBOR”) used to discount and determine the fair value of assets and liabilities. Credit default swap
spread curves

9
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

identified per counterparty at month end in Bloomberg are used to discount derivative assets for counterparty
non-performance risk, all of which have terms of twelve months or less. The Company discounts derivative liabilities
to reflect the Company’s own potential non-performance risk to lenders and has used the spread over LIBOR on its
most recent corporate borrowing rate.

The counterparties associated with the Company’s foreign currency forward contracts are large credit-worthy financial
institutions, and the derivatives transacted with these entities are relatively short in duration; therefore, the Company
does not consider counterparty concentration and non-performance to be material risks at this time. Both the Company
and the counterparties are expected to perform under the contractual terms of the instruments.

There were no transfers between Level 1 and Level 2 categories during the three and six months ended June 30, 2014
and 2013.

See Note 5. Accumulated Other Comprehensive Income (Loss), Note 6. Derivative Financial Instruments, and Note
11. Commitments and Contingencies of Notes to Condensed Consolidated Financial Statements for a further
discussion.

Acquisition-related Contingent Consideration

The Company estimated the fair value of the acquisition-related contingent consideration using a probability-weighted
discounted cash flow model. This fair value measure was based on significant inputs not observed in the market and
thus represented a Level 3 instrument. Level 3 instruments are valued based on unobservable inputs that are supported
by little or no market activity and reflect our own assumptions in measuring fair value. There were no transfers into or
out of the Level 3 category during the three and six months ended June 30, 2014 and 2013. The change in fair value of
acquisition-related contingent consideration is included in acquisitions and other charges in the condensed
consolidated statements of income.

The changes in the acquisition-related contingent consideration liability for the six months ended June 30, 2014
consisted of the following (in thousands):

June 30,

2014
Beginning balance as of December 31, 2013 $3,071
Change in fair value of contingent consideration (10 )
Payment of contingent consideration (3,061 )
Ending balance as of June 30, 2014 $—

See Note 13. Acquisitions of Notes to Condensed Consolidated Financial Statements for a further discussion.

Note 2. Cash, Cash Equivalents, and Short-Term Investments

The Company's short-term investments are classified as available-for-sale as of the balance sheet date and are reported
at fair value with unrealized gains and losses reported as a separate component of accumulated other comprehensive
income in stockholders' equity, net of tax. Realized gains or losses and other-than-temporary impairments, if any, on
available-for-sale securities are reported in other income or expense as incurred. Realized gains recognized for the
three and six months ended June 30, 2014 and 2013 were negligible. The cost of securities sold was determined based
on the specific identification method.

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table summarizes the Company’s cash, cash equivalents, and short-term investments as of June 30, 2014
(in thousands):

Gross Gross .
Unrealized Unrealized Espmated
Cost . Fair Value
Gains Losses
Cash $240,324 $— $— $240,324
Cash equivalents:
Money market funds 16,448 — — 16,448
Municipal notes and bonds 1,000 — — 1,000
Total cash equivalents 17,448 — — 17,448
Total cash and cash equivalents 257,772 — — 257,772
Short-term investments:
Certificates of deposit 1,920 — — 1,920
Commercial paper 3,999 — — 3,999
Corporate notes and bonds 214,083 334 (129 ) 214,288
Federal agency notes and bonds 71,017 11 41 ) 70,987
Time deposits 29,029 — — 29,029
Municipal notes and bonds 107,904 274 2 ) 108,176
Total short-term investments 427,952 619 (172 ) 428,399
Total cash, cash equivalents, and short-term $685.724 $619 $(172 ) $686.171

investments

The following table summarizes the Company’s cash, cash equivalents, and short-term investments as of December 31,
2013 (in thousands):

Gross Gross .
Unrealized Unrealized Espmated
Cost . Fair Value
Gains Losses
Cash $263,572 $— $— $263,572
Cash equivalents:
Money market funds 21,893 — — 21,893
U.S. government notes and bonds 12,353 — — 12,353
Total cash equivalents 34,246 — — 34,246
Total cash and cash equivalents 297,818 — — 297,818
Short-term investments:
Certificates of deposit 960 — — 960
Commercial paper 12,738 — — 12,738
Corporate notes and bonds 175,446 220 (220 ) 175,446
Federal agency notes and bonds 64,863 31 (69 ) 64,825
Time deposits 21,585 — — 21,585
Municipal notes and bonds 103,923 153 (14 ) 104,062
Total short-term investments 379,515 404 (303 ) 379,616
Total cash, cash equivalents, and short-term $677.333 $404 $(303 ) $677.434

investments
See Note 1. Summary of Significant Accounting Policies of Notes to Condensed Consolidated Financial Statements
for further information regarding the fair value of the Company's financial instruments.

13
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table summarizes the fair value and gross unrealized losses related to the Company’s short-term
investments, aggregated by investment category that have been in a continuous unrealized loss position for less than
twelve months, at June 30, 2014 (in thousands):

Less Than 12 months

Gross
Fair Unrealized
Value Losses
Corporate notes and bonds $64,942 $(129
Federal agency notes and bonds 48,965 36
Municipal notes and bonds 4,789 2
Total $118,696 $(167

The following table summarizes the fair value and gross unrealized losses related to the Company’s short-term
investments, aggregated by investment category that have been in a continuous unrealized loss position for greater
than twelve months, at June 30, 2014 (in thousands):

Greater Than 12 months

Gross
Fair Unrealized
Value Losses
Federal agency notes and bonds $2,494 $G5
Total $2,494 $5

The changes in value of these investments are primarily related to changes in interest rates and are considered to be
temporary in nature.

The following table summarizes the cost and estimated fair value of the Company’s short-term investments by
contractual maturity at June 30, 2014 (in thousands):

Fair
Cost Value
Due within one year $176,842 $176,983
Due in one year to two years 171,471 171,781
Due after two years 79,639 79,635
Total $427,952 $428,399

12
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Note 3. Intangible Assets and Goodwill
The carrying amounts of the intangible assets other than goodwill as of June 30, 2014 and December 31, 2013 are as
follows (in thousands, except years):

June 30, 2014 December 31, 2013 Weighted
Average
Cost Accun.lula.ted Net Cost Accun?ulalted Net UsefulgLife
Amortization Amortization
(Years)
Developed and
core $144,643 $(106,297 ) $38,346 $130,744 $(99,026 ) $31,718 6
technology
Other
Intangible
Assets:
Customer 15 13 (37,083 ) 8,100 41,683 (35,216 ) 6,467 5
relationships
All other ® 17,696 (14,818 ) 2,878 17,205 (13,765 ) 3,440 4-11
Total other
intangible 62,879 (51,901 ) 10,978 58,888 (48,981 ) 9,907
assets
Total

intangible $207,522 $(158,198 ) $49,324 $189,632 $(148,007 ) $41,625
assets, net

(i) All other includes vendor relationships, trade names, covenants not to compete, and patents.

Total amortization expense related to intangible assets was $4.7 million and $7.6 million for the three months ended
June 30, 2014 and 2013, respectively, and $10.2 million and $15.3 million for the six months ended June 30, 2014 and
2013, respectively. Certain intangible assets were recorded in foreign currencies; and therefore, the gross carrying
amount and accumulated amortization are subject to foreign currency translation adjustments.

As of June 30, 2014, the amortization expense related to identifiable intangible assets in future periods is expected to
be as follows (in thousands):

Acquired Other . Total ‘
Technology Intangible Intangible
Assets Assets
Remaining
2014 $5,861 $3,023 $8,884
2015 9,998 4,014 14,012
2016 8,550 2,160 10,710
2017 6,605 863 7,468
2018 4,582 439 5,021
Thereafter 2,750 479 3,229
Total expected amortization expense $38,346 $10,978 $49,324
The changes in the carrying amount of goodwill for the six months ended June 30, 2014 are as follows (in thousands):
June 30,
2014
Beginning balance as of December 31, 2013 $523,142
Goodwill from acquisition 36,116
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Subsequent goodwill adjustments (265 )
Ending balance as of June 30, 2014 $558,993
During the six months ended June 30, 2014, the Company recorded subsequent goodwill adjustments of $(0.3) million
related to foreign currency translation adjustments. The goodwill is partially deductible for tax purposes. See Note 13.
Acquisitions for a further discussion of goodwill from acquisitions.

13
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Note 4. Borrowings

Credit Agreement

On September 29, 2010, the Company entered into a Credit Agreement (the “Credit Agreement”) that matures on
September 29, 2014. The Credit Agreement provides for an unsecured revolving credit facility in an amount of up to
$220.0 million, with an option for the Company to request to increase the revolving loan commitments by an
aggregate amount of up to $30.0 million with new or additional commitments, for a total credit facility of up to $250.0
million. No amounts were outstanding under the Credit Agreement as of June 30, 2014, and a total of $220.0 million
remained available for borrowing.

Revolving loans accrue interest at a per annum rate based on either, at our election, (i) the base rate plus a margin
ranging from 1.00% to 1.75% depending on the Company's consolidated leverage ratio, or (ii) LIBOR (based on 1-,
2-, 3-, or 6-month interest periods) plus a margin ranging from 2.00% to 2.75% depending on the Company's
consolidated leverage ratio. The base rate is equal to the highest of (i) JPMorgan Chase Bank, N.A.'s prime rate, (ii)
the federal funds rate plus a margin equal to 0.50%, and (iii) LIBOR for a 1-month interest period plus a margin equal
to 1.00%. Revolving loans may be borrowed, repaid and reborrowed until September 29, 2014, at which time all
amounts borrowed must be repaid. Accrued interest on the revolving loans is payable quarterly in arrears with respect
to base rate loans and at the end of each interest rate period (or at each 3- month interval in the case of loans with
interest periods greater than 3 months) with respect to LIBOR loans. The Company is also obligated to pay other
customary closing fees, arrangement fees, administrative fees, commitment fees, and letter of credit fees. A quarterly
commitment fee is applied to the average daily unborrowed amount under the credit facility at a per annum rate
ranging from 0.35% to 0.50% depending on the Company's consolidated leverage ratio. The Company may prepay the
loans or terminate or reduce the commitments in whole or in part at any time, without premium or penalty, subject to
certain conditions including minimum amounts in the case of commitment reductions and reimbursement of certain
costs in the case of prepayments of LIBOR loans.

The Credit Agreement contains customary representations and warranties, covenants, and events of default, including
the requirement to maintain a maximum consolidated leverage ratio of 2.75 to 1.00 and a minimum consolidated
interest coverage ratio of 3.50 to 1.00. The occurrence of an event of default could result in the acceleration of the
obligations under the Credit Agreement. Under certain circumstances, a default interest rate will apply on all
obligations during the existence of an event of default under the Credit Agreement at a per annum rate equal to 2.00%
above the applicable interest rate for any overdue principal and 2.00% above the rate applicable for base rate loans for
any other overdue amounts. The Company was in compliance with all covenants under the Credit Agreement as of
June 30, 2014.

14
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Note 5. Accumulated Other Comprehensive Income (Loss)
The following table summarizes the changes in accumulated balances for each component of other comprehensive
income (loss) for the three months ended June 30, 2014, net of taxes (in thousands):

. Net Unrealized Net Unrealized
Cumulative . .
Translation Gain on Gain on Total
. Available-for-Sale  Cash Flow
Adjustments
Investments Hedges
Accumulated other comprehensive income $(2.310 ) $ 154 $803 $(1.353 )

(loss) as of March 31, 2014

Other comprehensive income (loss):
Other comprehensive income before
reclassifications, net of tax expense of (312 ) 125 406 219

$(118), $(77) and $(250)

Net gain reclassified from accumulated other

comprehensive income (loss), net of tax — 2 ) ® (168 )G (170 )
expense of $ —, $(1) and $(104)

Total other comprehensive income (loss), net
of tax effect (D)

Accumulated other comprehensive income
(loss) as of June 30, 2014

(312 ) 123 238 49

$(2,622 ) $ 277 $1,041 $(1,304 )

(i) The before-tax gain of $3 was included in other expense, net on the condensed consolidated statements of income.

(i) The before-tax gain of $66 and $206 were included in cost of service revenues and operating expenses, primarily
research and development expense, respectively on the condensed consolidated statements of income.

(iii) The tax expense was included in income tax provision on the condensed consolidated statements of income.

15
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The following table summarizes the changes in accumulated balances for each component of other comprehensive

income (loss) for the three months ended June 30, 2013, net of taxes (in thousands):

Accumulated other comprehensive income
(loss) as of March 31, 2013

Other comprehensive income (loss):

Other comprehensive income before
reclassifications, net of tax benefit (expense)
of $(60), $326 and $797

Net loss reclassified from accumulated other
comprehensive income (loss), net of tax
benefit of $ —, $7 and $51

Total other comprehensive income (loss), net
of tax effect (i)

Accumulated other comprehensive loss as of
June 30, 2013

Cumulative
Translation
Adjustments

$(14,980

800

800

$(14,180

Net Unrealized
Gain (Loss) on

Available-for-Sale

Investments

) $ 175

(533

13

(520

) $ (345

)

®

)
)

Net Unrealized
Gain (Loss) on
Cash Flow
Hedges

$94 )
(1,300 )
83

(1,217 )
$(1,311 )

Total

$(14,899

(1,033

i) 96

(937

$(15,836

(i) The before-tax loss of $20 was included in other expense, net on the condensed consolidated statements of income.

(i1)
(iii)

mcome.

The following table summarizes the changes in accumulated balances for each component of other comprehensive
income (loss) for the six months ended June 30, 2014, net of taxes (in thousands):

Accumulated other comprehensive income
(loss) as of December 31, 2013

Other comprehensive income (loss):

Other comprehensive income before
reclassifications, net of tax expense of
$(279), $(134) and $(800)

Net (gain) loss reclassified from accumulated
other comprehensive income (loss), net of
tax benefit (expense) of $ —, $(2) and $81
Total other comprehensive income, net of tax
effect (i)

Accumulated other comprehensive income
(loss) as of June 30, 2014

Cumulative
Translation
Adjustments

$(2,879

257

257

$(2,622

Net Unrealized
Gain on

Available-for-Sale

Investments

) $ 63

218

4

214

) $ 277

) @

Net Unrealized
Gain (Loss) on
Cash Flow
Hedges

$(396 )

1,304

133

1,437

$1,041

Total

$(3,212

1,779

i 129

1,908

$(1,304

The before-tax losses of $31 and $103 were included in cost of service revenues and operating expenses, primarily
research and development expense, respectively on the condensed consolidated statements of income.
The tax benefit (expense) was included in income tax provision on the condensed consolidated statements of

20
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(i) The before-tax gain of $6 was included in other expense, net on the condensed consolidated statements of income.

(i) The before-tax losses of $54 and $160 were included in cost of service revenues and operating expenses, primarily
research and development expense, respectively on the condensed consolidated statements of income.

(iii) The tax benefit (expense) was included in income tax provision on the condensed consolidated statements of
income.

The following table summarizes the changes in accumulated balances for each component of other comprehensive

income (loss) for the six months ended June 30, 2013, net of taxes (in thousands):

Net
Cumulative Net Unrealized Unrealized
. Gain (Loss) on Gain (Loss)
Translation . Total
Adjustments Available-for-Sale on
Investments Cash Flow
Hedges
Accumulated other comprehensive income
(loss) as of December 31, 2012 $(8,012 ) § 242 $(260 ) $(8,030 )
Other comprehensive loss:
Other comprehensive loss before
reclassifications, net of tax benefit of $243, (6,168 ) (604 ) (1,131 ) (7,903 )
$370 and $694
Net loss reclassified from accumulated other
comprehensive loss, net of tax benefit of $ —, — 17 M 80 i 97
$10 and $49
Total other comprehensive loss, net of tax
effect (i) (6,168 ) (587 ) (1,051 ) (7,806 )
Accumulated other comprehensive loss as of $(14.180 ) $ (345 ) $(1311 ) $(15.836 )

June 30, 2013

(i) The before-tax loss of $27 was included in other expense, net on the condensed consolidated statements of income.

(i) The before-tax losses of $31 and $98 were included in cost of service revenues and operating expenses, primarily
research and development expense, respectively on the condensed consolidated statements of income.

(iii) The tax benefit was included in income tax provision on the condensed consolidated statements of income.

The Company did not have any other-than-temporary impairment recognized in accumulated other comprehensive

income (loss) as of June 30, 2014 and December 31, 2013.

The Company determines the basis of the cost of a security sold and the amount reclassified out of other

comprehensive income into statement of income based on specific identification.

See Note 1. Summary of Significant Accounting Policies, Note 6. Derivative Financial Instruments, and Note 11.

Commitments and Contingencies of Notes to Condensed Consolidated Financial Statements for a further discussion.

Note 6. Derivative Financial Instruments

The Company’s earnings and cash flows are subject to fluctuations due to changes in foreign currency exchange rates.
The Company uses derivative instruments to manage its exposures to fluctuations in certain foreign currency
exchange rates which exist as part of ongoing business operations. The Company and its subsidiaries do not enter into
derivative contracts for speculative purposes.

Cash Flow Hedges

The Company enters into certain cash flow hedge programs in an attempt to reduce the impact of certain foreign
currency fluctuations. These contracts are designated and documented as cash flow hedges. The purpose of these

22
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volatility of identified cash flow and expenses caused by movement in certain foreign currency exchange rates, in
particular, the Indian rupee. The Company is currently using foreign exchange forward contracts to hedge the foreign
currency anticipated expenses of its subsidiary in India.

The Company releases the amounts accumulated in other comprehensive income into earnings in the same period or
periods during which the forecasted hedge transaction affects earnings. The Company will reclassify all amounts
accumulated in other comprehensive income into earnings within the next 12 months.

The Company has forecasted the amount of its anticipated foreign currency expenses based on its historical
performance and its projected financial plan. As of June 30, 2014, the remaining open foreign exchange contracts,
carried at fair value, are hedging Indian rupee expenses and have a maturity of twelve months or less. These foreign
exchange contracts mature monthly as the foreign currency denominated expenses are paid and any gain or loss is
offset against operating expense. Once the hedged item is recognized, the cash flow hedge is de-designated and
subsequent changes in value are recognized in other income (expense) to offset changes in the value of the resulting
non-functional currency monetary assets or liabilities.

The notional amounts of these foreign exchange forward contracts in U.S. dollar equivalents were to buy $25.5
million and $30.1 million of Indian rupees as of June 30, 2014 and December 31, 2013, respectively.

Balance Sheet Hedges

Balance Sheet hedges consist of cash flow hedge contracts that have been de-designated and non-designated balance
sheet hedges. These foreign exchange contracts are carried at fair value and either did not or no longer qualify for
hedge accounting treatment and are not designated as hedging instruments. Changes in the value of the foreign
exchange contracts are recognized in other income (expense) and offset the foreign currency gain or loss on the
underlying net monetary assets or liabilities. The notional amounts of foreign currency contracts open at period end in
US dollar equivalents were to buy $2.7 million and $2.6 million of Indian rupees at June 30, 2014 and December 31,
2013, respectively.

The following table reflects the fair value amounts for the foreign exchange contracts designated and not designated as
hedging instruments at June 30, 2014 and December 31, 2013 (in thousands):

June 30, 2014 December 31, 2013
Fair Value Fair Value Fair Value Fair Value
Derivative Derivative Derivative Derivative
Assets® Liabilities@  Assets® Liabilities@
Derivatives designated as hedging instruments $1,658 $— $284 $830
Derivatives not designated as hedging instruments 195 — — 194
Total fair value of derivative instruments $1,853 $— $284 $1,024

(i) Included in prepaid expenses and other current assets on the condensed consolidated balance sheets.

(i1) Included in accrued liabilities on the condensed consolidated balance sheets.

The Company presents its derivative assets and derivative liabilities at gross fair values in the condensed consolidated
balance sheets. However, under the master netting agreements with the respective counterparties of the foreign
exchange contracts, subject to applicable requirements, the Company is allowed to net settle transactions of the same
currency with a single net amount payable by one party to the other. The derivatives held by the Company are not
subject to any credit contingent features negotiated with its counterparties. The Company is not required to pledge nor
is entitled to receive cash collateral related to the above contracts.

As of June 30, 2014, there were no derivative assets or liabilities which had the right of offset associated with these
foreign exchange contracts. As a result, no amounts are presented in a net derivative asset or net derivative liability
position.
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The following table sets forth the offsetting of derivative assets as of December 31, 2013 (in thousands):
Gross Amounts Not Offset
in the Condensed Consolidated
Balance Sheets

Gross Net Amounts
Gross Amounts of Assets
Amounts of foset Presented ) ) Cash Net
) in the in the Financial
Recognized - Collateral Amount
Assets Condensed Condensed Instruments® Pledeed
Consolidated  Consolidated g
Balance Sheets Balance Sheets
Foreign exchange $284 $— $284 $(268 ) $— $16

contracts

®

The balances at December 31, 2013 were related to derivative liabilities which are allowed to be net settled against
derivative assets in accordance with the master netting agreements.

The following table sets forth the offsetting of derivative liabilities as of December 31, 2013 (in thousands):

Gross Amounts Not Offset
in the Condensed Consolidated
Balance Sheets

Gross Net Amounts
Gross Amounts of Liabilities
Amounts of foset Presented . . Cash Net
) in the in the Financial
Recognized .. Collateral Amount
Liabilities Condensed Condensed Instruments@) Pledeed
Consolidated  Consolidated g
Balance Sheets Balance Sheets
Foreign exchange ¢, 5, $— $1,024 $(268 ) $— $756

contracts

(i) The balances at December 31, 2013 were related to derivative assets which are allowed to be net settled against
derivative liabilities in accordance with the master netting agreements.
The Company evaluates prospectively as well as retrospectively the effectiveness of its hedge programs using
statistical analysis. Prospective testing is performed at the inception of the hedge relationship and quarterly thereafter.
Retrospective testing is performed on a quarterly basis. In October 2013, the Company changed its effectiveness
assessment method from the spot to spot price method to include time value in the assessment. Prospectively, the
Company includes all changes in value that are effective including changes in time value to accumulated other
comprehensive income. The Company no longer records amounts as an excluded component of the hedge
relationship.
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The before-tax effects of derivative instruments designated as cash flow hedges on the accumulated other
comprehensive income (loss) and condensed consolidated statements of income for the three and six months ended
June 30, 2014 and 2013 are as follows (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Amount of gain (loss) recognized in other comprehensive $656 $(2.097 ) $2.104 $(1.825 )

income (effective portion)

Amount of gain (loss) reclassified from accumulated other
comprehensive income to cost of service revenues and $272 $(134 ) $(214 ) $(129 )
operating expenses (effective portion)

Amount of gain recognized in income on derivatives for the

amount excluded from effectiveness testing located in $— $507 $— $577
operating expenses

The Company did not have any ineffective portion of the derivative recorded in the condensed consolidated
statements of income.

The before-tax gain (loss) recognized in other expense, net for non-designated foreign currency forward contracts for
the three and six months ended June 30, 2014 and 2013 are as follows (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Gain (loss) recognized in other expense, net $6 ) $(212 ) $69 $(191 )

See Note 1. Summary of Significant Accounting Policies, Note 5. Accumulated Other Comprehensive Income (Loss),
and Note 11. Commitments and Contingencies of Notes to Condensed Consolidated Financial Statements for a further
discussion.

Note 7. Stock Repurchase Program

The Company's Board of Directors has approved a stock repurchase program for the Company to repurchase its
common stock. The primary purpose of the program is to enhance shareholder value, including partially offsetting the
dilutive impact of stock based incentive plans. The number of shares to be purchased and the timing of the purchases
are based on several factors, including the price of the Company's common stock, the Company's liquidity and
working capital needs, general business and market conditions, and other investment opportunities. These purchases
can be made from time to time in the open market and are funded from the Company’s available working capital. In
January 2014, the Board of Directors approved the repurchase of up to an additional $100.0 million of the Company's
outstanding common stock. As of June 30, 2014, $48.1 million remained available for share repurchases under this
program. In July 2014, the Company announced that the Board of Directors approved the repurchase of up to an
additional $100.0 million of the Company's outstanding stock.

This repurchase program does not have an expiration date. Repurchased shares are retired and reclassified as
authorized and unissued shares of common stock. The Company may continue to repurchase shares from time to time,
as determined by management under programs approved by the Board of Directors.

During the three and six months ended June 30, 2014, the Company repurchased approximately 896,000 shares of its
common stock at a cost of $32.5 million and approximately 1,478,000 shares of its common stock at a cost of $55.9
million, respectively. During the three and six months ended June 30, 2013, the Company repurchased approximately
594,000 shares of its common stock at a cost of $21.0 million and approximately 1,204,000 shares of its common
stock at a cost of $43.0 million, respectively.
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Note 8. Stock-Based Compensation

The Company grants stock options, restricted stock units (“RSUs”) and performance-based restricted stock units
(“PRSUs”) under its 2009 Equity Incentive Plan. Eligible employees may elect to purchase shares of common stock
through the Employee Stock Purchase Plan ("ESPP"). The fair value of each option award and ESPP share is
estimated on the date of grant using the Black-Scholes-Merton option pricing model that uses the assumptions in the
following table. The Company has consistently used a blend of average historical and market-based implied
volatilities for calculating the expected volatilities for employee stock options, and uses market-based implied
volatilities for its ESPP. The expected term of employee stock options granted is derived from historical exercise
patterns of the options, and the expected term of ESPP is based on the contractual terms. The expected term of options
granted to employees is derived from the historical option exercises, post-vesting cancellations, and estimates
concerning future exercises and cancellations for vested and unvested options that remain outstanding. The risk-free
interest rate for the expected term of the option and ESPP is based on the U.S. Treasury yield curve in effect at the
time of grant. The Company recognizes its stock-based compensation related to options using a straight-line method
over the vesting term of the awards. The Company recognizes its stock-based compensation related to ESPP using a
straight-line method over the offering period, which is six months.

The fair value of RSUs and PRSUs is the grant date closing price of our common stock. The Company recognizes
expense related to RSUs using a straight-line method over the vesting term of the awards. The Company recognizes
expense for PRSUs based on the probability of achieving certain performance criteria, as defined in the PRSU
agreements, and uses the graded vesting attribution method over the requisite service period.

The Company records stock-based compensation for options, RSUs and PRSUs granted net of estimated forfeiture
rates. ASC 718, Stock Compensation, requires the Company to estimate forfeiture rates at the time of grant and revise
those estimates in subsequent periods if actual forfeitures differ from those estimates. The Company uses historical
forfeitures to estimate its future forfeiture rates.

The fair value of the Company’s share-based awards was estimated based on the following assumptions:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Option grants:
Expected volatility 37 % 42 % 37 -40% 41 -43%
Expected dividends — — — —
Expected term of options (in years) 35 33 35 33
Risk-free interest rate 1.3 % 0.6 % 1.1 % 0.6 %
ESPP: ®
Expected volatility — % — % 36 % 42 %
Expected dividends — — — —
Expected term of ESPP (in years) — — 0.5 0.5
Risk-free interest rate — % — % 0.1 % 0.1 %

(1) ESPP purchases are made on the last day of January and July of each year.
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The allocations of the stock-based compensation, net of estimated income tax benefit, for the three and six months
ended June 30, 2014 and 2013 are as follows (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Cost of service revenues $1,454 $1,433 $2,918 $2,763
Research and development 5,214 4,978 9,876 9,418
Sales and marketing 5,137 5,686 9,843 10,375
General and administrative 3,556 3,752 6,970 6,823
Total stock-based compensation 15,361 15,849 29,607 29,379
Estimated tax benefit of stock-based compensation (4,189 ) (4,312 ) (8,051 ) (7,952 )
Total stock-based compensation, net of estimated tax benefit$ 11,172 $11,537 $21,556 $21,427

Stock Option Activity
A summary of stock option activity through June 30, 2014 is presented below (in thousands, except per share
amounts):

Weighted- Weighted
Average Aggregate
Average o .
. . Remaining Intrinsic
Number of Exercise Price
Contractual Value
Shares Per Share
Term (Years)
Outstanding at December 31, 2013 9,424 $29.05 3.48 $127,697
Granted 1,298 $38.14
Exercised (1,955 ) $10.52
Forfeited or expired (572 ) $43.20
Outstanding at June 30, 2014 8,195 $33.93 431 $41,010
Exercisable at June 30, 2014 4,586 $30.86 3.19 $37,566

Restricted Stock Unit Activity
A summary of RSU activity, excluding PRSUs, through June 30, 2014 is presented below (in thousands, except per
share amounts):

Weighted-
Average
Number of Grant Date
Shares Fair Value
Outstanding at December 31, 2013 1,793 —
Awarded 1,251 $36.77
Released 411 ) $36.00
Forfeited (123 ) $39.85
Outstanding at June 30, 2014 2,510 —

Performance-Based Restricted Stock Unit Activity

During the first quarter of 2014, the Company granted approximately 224,000 target PRSUs. The performance period
for the PRSUs granted in 2014 is the 2014 fiscal year. If certain performance goals are met, PRSUs would become
eligible to vest, and vest ratably over two or four years on the annual anniversary dates of the grant, contingent upon
the recipient’s continued service to the company. Certain participants have the ability to receive up to 125% to 150%
of the target number of shares originally granted. The Compensation Committee of the Board of Directors will certify
actual performance achievement for these PRSUs in the first quarter of 2015. The weighted-average grant date fair
value of 2014 PRSUs was $38.25 per share.
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The performance period for the 649,900 target number of PRSUs granted in 2013 was the 2013 fiscal year. In the first
quarter of 2014, the Compensation Committee of the Board of Directors certified actual performance achievement for
PRSUs granted in 2013, and as a result, 507,000 shares became eligible to vest. The achieved PRSUs vest ratably over
four years on the annual anniversary dates of the grant, contingent upon the recipient's continued service to the
Company. The weighted-average grant date fair value of 2013 PRSUs was $37.42 per share.

A summary of PRSU activity based upon PRSUs granted in 2013, certified and actually achieved through June 30,
2014 is presented below (in thousands):

Number of
Shares
Outstanding at December 31, 2013 —
Achieved 507
Released (122 )
Forfeited 41 )
Outstanding at June 30, 2014 344

Note 9. Income Taxes

The Company's effective tax rates were 34% and 31% for the three months ended June 30, 2014 and 2013,
respectively, and 34% and 30% for the six months ended June 30, 2014 and 2013, respectively. The rates were lower
than the federal statutory rate of 35% primarily due to the benefits of foreign earnings in lower-tax jurisdictions and
the domestic manufacturing deduction, partially offset by nondeductible stock-based compensation, state income
taxes, and the accrual of reserves related to uncertain tax positions. The higher tax rate for the three months ended
June 30, 2014 as compared to the same period in 2013 was primarily due to the facts that the Company did not
recognize any benefit from the federal research and development credit in 2014 and the Company recognized tax
benefits from adjustments to tax reserves in the second quarter of 2013. In addition, the higher tax rate for the six
months ended June 30, 2014 as compared to the same period in 2013 was primarily due to the facts that the Company
recognized the entire 2012 research and development credit in the first quarter of 2013 and this credit expired on
December 31, 2013.

The Company is a U.S.-based multinational corporation subject to tax in various U.S. and foreign tax jurisdictions.
This fact causes the Company's effective tax rate to be sensitive to its geographic mix of earnings. The geographic mix
of earnings is impacted by the fluctuation in currency exchange rates between the U.S. dollar and the functional
currencies of the Company's foreign subsidiaries. The Company's results of operations will continue to be adversely
affected to the extent that its geographic mix of earnings becomes more weighted toward jurisdictions with higher tax
rates, and will be favorably affected to the extent the relative geographic mix shifts to lower tax jurisdictions. As of
June 30, 2014, the Company has not provided for residual U.S. taxes in any of these lower-tax jurisdictions since it
intends to indefinitely reinvest the net undistributed earnings of its foreign subsidiaries offshore.

ASC 740, Income Taxes, provides for the recognition of deferred tax assets if realization of such assets is more likely
than not. In assessing the need for any additional valuation allowance in the quarter ended June 30, 2014, the
Company considered all available evidence both positive and negative, including historical levels of income,
legislative developments, expectations and risks associated with estimates of future taxable income, and ongoing
prudent and feasible tax planning strategies.

As a result of this analysis for the quarter ended June 30, 2014, consistent with prior periods, it was considered more
likely than not that the Company's non-stock-based payments related deferred tax assets would be realized except for
any increase to the deferred tax asset related to the California research and development credit and certain operating
losses incurred outside of the United States. A valuation allowance has been recorded against this portion of the credit,
even though this attribute has an indefinite life. In addition, the Company recorded a valuation allowance related to
the deferred tax asset that is attributable to certain operating losses incurred outside of the United States.
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The unrecognized tax benefits related to ASC 740, if recognized, would impact the income tax provision by $26.6
million and $19.2 million as of June 30, 2014 and 2013, respectively. The Company has elected to include interest and
penalties as a component of income tax expenses. Accrued interest and penalties as of June 30, 2014 and 2013 were
approximately $3.7 million and $2.6 million, respectively. As of June 30, 2014, the gross unrecognized tax benefit
was approximately $29.9 million.

The Company files U.S. federal income tax returns as well as income tax returns in various states and foreign
jurisdictions. The Company has been informed by certain state and foreign taxing authorities that it was selected for
examination. Most state
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and foreign jurisdictions have three to six open tax years at any point in time. The field work for certain state and
foreign audits have commenced and are at various stages of completion as of June 30, 2014.

Although the outcome of any tax audit is uncertain, the Company believes that it has adequately provided in its
financial statements for any additional taxes that it may be required to pay as a result of these examinations. The
Company regularly assesses the likelihood of outcomes resulting from these examinations to determine the adequacy
of its provision for income taxes, and believes its current reserve to be reasonable. If tax payments ultimately prove to
be unnecessary, the reversal of these tax liabilities would result in tax benefits in the period that the Company had
determined such liabilities were no longer necessary. However, if an ultimate tax assessment exceeds its estimate of
tax liabilities, an additional tax provision might be required.

Note 10. Net Income per Common Share
The following table sets forth the calculation of basic and diluted net income per share for the three and six months
ended June 30, 2014 and 2013 (in thousands, except per share amounts):

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Net income $22.829 $18,166 $47,682 $36,073
Weighted-average shares of common stock used to compute
basic net income per share (excluding unvested restricted 109,739 108,138 109,453 107,904
stock)
Effect of dilutive common stock equivalents:
Dilutive effect of unvested restricted stock units 559 280 606 301
Dilutive effect of employee stock options 1,303 2,926 1,711 3,100
f}}ll:rrees used in computing diluted net income per common 111,601 111,344 111.770 111,305
Basic net income per common share $0.21 $0.17 $0.44 $0.33
Diluted net income per common share $0.20 $0.16 $0.43 $0.32
Weighted average stock options and restricted stock units 5.147 6.268 4.900 5911

excluded from calculation due to anti-dilutive effect
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Note 11. Commitments and Contingencies

Lease Obligations

The Company leases certain office facilities under various non-cancelable operating leases, which expire at various
dates through 2024 and require the Company to pay operating costs, including property taxes, insurance, and
maintenance.

Future minimum lease payments as of June 30, 2014 under non-cancelable operating leases with original terms in
excess of one year are summarized as follows (in thousands):

Operating

Leases
Remaining 2014 $5,719
2015 12,104
2016 8,983
2017 6,317
2018 4,988
Thereafter 12,128
Total future minimum operating lease payments $50,239

Warranties

The Company generally provides a warranty for its software products and services to its customers for a period of
three to six months. The Company’s software products’ media are generally warranted to be free from defects in
materials and workmanship under normal use, and the products are also generally warranted to substantially perform
as described in certain Company documentation and the product specifications. The Company’s services are generally
warranted to be performed in a professional manner and to materially conform to the specifications set forth in a
customer’s signed contract. In the event there is a failure of such warranties, the Company generally will correct or
provide a reasonable work-around or replacement product. To date, the Company’s product warranty expense has not
been significant. The warranty accrual as of June 30, 2014 and December 31, 2013 was not material.

Indemnification

The Company's software license agreements generally include certain provisions for indemnifying the customer
against losses, expenses, liabilities, and damages that may be awarded against the customer in the event the Company’s
software is found to infringe upon a patent, copyright, trademark, or other proprietary right of a third party. The
agreements generally limit the scope of and remedies for such indemnification obligations in a variety of
industry-standard respects, including but not limited to certain time and scope limitations and a right to replace an
infringing product with a non-infringing product.

The Company believes its internal development processes and other policies and practices limit its exposure related to
these indemnification provisions. In addition, the Company requires its employees to sign a proprietary information
and inventions agreement, which assigns the rights to its employees’ development work to the Company. To date, the
Company has not had to reimburse any of its customers for any losses related to these indemnification provisions, and
no material claims against the Company are outstanding as of June 30, 2014. The Company cannot determine the
maximum amount of potential future payments, if any, related to such indemnification provisions due to the limited
and infrequent history of prior indemnification claims.

As permitted under Delaware law, the Company has agreements whereby the Company indemnifies its officers and
directors for certain events or occurrences while the officer or director is, or was serving, at our request, in such
capacity. The maximum potential amount of future payments the Company could be required to make under these
indemnification agreements is unlimited; however, the Company has director and officer insurance coverage that
reduces the Company's exposure and enables the Company to recover a portion of any future amounts paid. The
Company believes the estimated fair value of these indemnification agreements in excess of applicable insurance
coverage is minimal.
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The Company accrues for loss contingencies when available information indicates that it is probable that an asset has
been impaired or a liability has been incurred and the amount of the loss can be reasonably estimated in accordance
with ASC 450, Contingencies.
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Derivative Financial Instruments

The Company uses derivative instruments to manage its exposure to fluctuations in certain foreign currency exchange
rates which exist as part of ongoing business operations. See Note 1. Summary of Significant Accounting Policies,
Note 5. Accumulated Other Comprehensive Income (Loss), and Note 6. Derivative Financial Instruments of Notes to
Condensed Consolidated Financial Statements for a further discussion.

Litigation

The Company is a party to various legal proceedings and claims arising from the normal course of its business
activities, including proceedings and claims related to patents and other intellectual property related matters. The
Company reviews the status of each matter and records a provision for a liability when it is considered both probable
that a liability has been incurred and the amount of the loss can be reasonably estimated. These provisions are
reviewed quarterly and adjusted as additional information becomes available. If both of the criteria are not met, the
Company assesses whether there is at least a reasonable possibility that a loss, or additional losses, may be incurred. If
there is a reasonable possibility that a material loss may be incurred, the Company discloses the estimate of the
possible loss, range of loss, or a statement that such an estimate cannot be made.

Litigation is subject to inherent uncertainties. Were an unfavorable outcome to occur, there exists the possibility of a
material adverse impact on the Company's financial position and results of operation for the period in which the
unfavorable outcome occurred, and potentially in future periods.

Note 12. Significant Customer Information and Segment Information

The Company is organized and operates in a single segment: the design, development, marketing, and sales of
software solutions. The Company’s chief operating decision maker is its Chief Executive Officer, who reviews
financial information presented on a consolidated basis for purposes of making operating decisions and assessing
financial performance. The Company markets its products and services in the United States and in foreign countries
through its direct sales force and indirect distribution channels.

No customer accounted for more than 10% of revenue in the three and six months ended June 30, 2014 and 2013. At
June 30, 2014 and December 31, 2013, no customer accounted for more than 10% of the accounts receivable balance.
North America revenues include the United States and Canada. Revenue from international customers (defined as
those customers outside of North America) accounted for 36% and 35% of total revenues in the second quarter of
2014 and 2013, respectively, and 36% and 34% of total revenues for the six months ended June 30, 2014 and 2013,

respectively.
Total revenue by geographic region is summarized as follows (in thousands):
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Revenues:
North America $159,973 $145,456 $313,817 $288,936
Europe, the Middle East, and Africa 60,581 53,716 120,783 100,142
Other 30,159 23,267 59,210 47,661
Total revenues $250,713 $222.439 $493,810 $436,739
Property and equipment, net by geographic region are summarized as follows (in thousands):
June 30, December 31,
2014 2013
Property and equipment, net:
North America $146,721 $147,460
Europe, the Middle East, and Africa 7,159 4,907
Other 5,438 4,941
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Note 13. Acquisitions

Acquisition in Fiscal Year 2014:

Strikelron

In June 2014, the Company acquired all outstanding shares of Strikelron, Inc. (“StrikeIron”), for aggregate consideration
of approximately $54.6 million. StrikeIron provides cloud-based data-as-a-service for email and contact validation,
and will enable the Company to enhance its cloud-based product portfolio. The goodwill is not deductible for tax
purposes.

Approximately $8.3 million of the consideration otherwise payable to former Strikelron stockholders was placed into
an escrow fund and held as partial security for the indemnification obligations of the former Strikelron stockholders.
The escrow fund will remain in place until September 2015.

The following table summarizes the fair value of assets acquired and liabilities assumed of $50.5 million and the
acquiree's transaction related costs and debt settlement of $4.1 million, which were paid by the Company (in
thousands):

Assumed liabilities, net of assets $(3,499 )
Identifiable intangible assets:

Developed and core technology 13,900
Customer relationships 3,500
Covenants not to compete 450
Trade names 40
Total identifiable net assets 14,391
Goodwill 36,116
Total assets acquired and liabilities assumed 50,507
Acquiree's transaction related costs and debt settlement 4,138
Total $54,645
Acquisitions in Fiscal Year 2013:

Active Endpoints

In February 2013, the Company acquired Active Endpoints, Inc. (“Active Endpoints™), a privately-held company, for
approximately $10.0 million in cash. Active Endpoints designs, markets, and supports on-premise and cloud-based
process automation software solutions. Total assets acquired and liabilities assumed were approximately $10.0 million
of which approximately $7.1 million was allocated to goodwill, $3.8 million was allocated to identifiable intangible
assets, and $0.9 million to net liabilities assumed. The goodwill is not deductible for tax purposes.

Approximately $1.5 million of the consideration otherwise payable to former Active Endpoints stockholders was
placed into an escrow and held as partial security for certain indemnification obligations. The entire escrow fund was
released in the second quarter of 2014.

Heiler Software AG

In November 2012, the Company acquired a majority interest in the shares of Heiler Software, a publicly-traded
German company, at the end of the initial acceptance period of the takeover offer. The Company purchased the
majority interest at a price of 7.04 Euro per share in cash, or approximately $101.9 million. Heiler Software provides
enterprise product information management, master data management and procurement solutions that enable retailers,
distributors and manufacturers to manage product information across channels and data sources. As of December 31,
2012, the Company held approximately 97.7% of the outstanding shares of Heiler Software. During December 2012
and the first half of 2013, the Company acquired other shareholders' interest in Heiler Software for approximately $6.8
million, which extinguished recorded liabilities to noncontrolling shareholders. Total cash consideration was
approximately $108.7 million. The squeeze-out of the remaining shareholders was effective in the second quarter of
2013, increasing the Company's ownership in Heiler to 100 percent.
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The fair value of the noncontrolling interest in Heiler Software at the acquisition date was $2.9 million. The valuation
techniques and significant inputs used to measure the fair value of the noncontrolling interest included quoted market
prices.
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The following table summarizes the fair value of assets acquired and liabilities assumed at the acquisition date (in
thousands):

Net tangible assets $16,400
Identifiable intangible assets:

Developed and core technology 16,586
Customer relationships 5,339
Contract backlog 648
Trade names 298
In-process research and development 3,784
Noncontrolling interest (2,861 )
Total identifiable net assets 40,194
Goodwill 61,660
Total cash consideration $101,854

During the first quarter of 2013, the Company recorded $2.8 million of additional accrued liabilities during the
measurement period. The goodwill is not deductible for tax purposes.

The Company's business combinations completed in 2014 and 2013, either individually or in aggregate, did not have a
material impact on the Company's condensed consolidated financial statements, and therefore pro forma disclosures
have not been presented. The Company included the financial results of these companies in the condensed
consolidated financial statements from their respective acquisition dates.

28

41



Edgar Filing: INFORMATICA CORP - Form 10-Q

Table of Contents

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Quarterly Report on Form 10-Q includes “forward-looking statements” within the meaning of the federal securities
laws, particularly statements referencing our expectations relating to the productivity of our sales force, software
revenues, service revenues, international revenues, potential future revenues, cost of software revenues, cost of service
revenues, operating expenses, amortization of acquired technology, stock-based compensation, and provision for
income taxes; the growth of our customer base and customer demand for our products and services; our credit
agreement; the sufficiency of our cash balances and cash flows for the next 12 months; our stock repurchase
programs; investment and potential investments of cash or stock to acquire or invest in complementary businesses,
products, or technologies; the impact of recent changes in accounting standards; market risk sensitive instruments,
contractual obligations; and assumptions underlying any of the foregoing. In some cases, forward-looking statements
can be identified by the use of terminology such as “may,” “will,” “expects,” “intends,” “plans,” “anticipates,” “estimates,” “pc
or “continue,” or the negative thereof, or other comparable terminology. Although we believe that the expectations
reflected in the forward-looking statements contained herein are reasonable, these expectations or any of the
forward-looking statements could prove to be incorrect, and actual results could differ materially from those projected
or assumed in the forward-looking statements. Our future financial condition and results of operations, as well as any
forward-looking statements, are subject to risks and uncertainties, including but not limited to the factors set forth in
this Report under Part II, Item 1A. Risk Factors. All forward-looking statements and reasons why results may differ
included in this Report are made as of the date of the filing of this Report, and we assume no obligation to update any
such forward-looking statements or reasons why actual results may differ.

The following discussion should be read in conjunction with our condensed consolidated financial statements and
notes thereto appearing in Part I, Item 1 of this Report.

Overview

We are the leading independent provider of enterprise data integration software and services. We generate revenues
from sales of software licenses, subscription-based licenses, maintenance and support services, and professional
services, consisting of consulting and education services.

We receive software revenues from licensing our products under perpetual licenses directly to end users and indirectly
through resellers, distributors, and OEMs in the United States and internationally. We also receive an increasing
amount of software revenues from our customers and partners under subscription-based licenses for a variety of cloud
and address validation offerings. We receive service revenues from maintenance contracts, consulting services, and
education services that we perform for customers that license our products either directly or indirectly. Most of our
international sales have been in Europe, the Middle East, and Africa (“EMEA”). Revenues outside of EMEA and North
America comprised approximately 12% of total consolidated revenues during the first half of 2014 and 10% of total
consolidated revenues during 2013 and 2012.

We license our software and provide services to many industry sectors, including, but not limited to, automotive,
energy and utilities, entertainment/media, financial services, healthcare, high technology, insurance, manufacturing,
public sector, retail, services, telecommunications, and travel/transportation. Financial services remains our largest
vertical industry sector.

Total revenues in the second quarter of 2014 increased by 13% to $250.7 million compared to $222.4 million for the
same period in 2013. Our software revenues increased by 13% in the second quarter of 2014 from the same period in
2013 due to a 9% increase in license revenues and a 43% increase in subscription revenues. The increase in license
revenues reflected increases in the average transaction size of license orders and number of transactions in the quarter
ended June 30, 2014, compared to the same period in 2013. The increase in subscription revenues was due to growth
in the installed customer base and higher customer demand for our subscription offerings. Service revenues increased
by 12% in the second quarter of 2014 from the same period in 2013 due to a 13% growth in maintenance revenues and
an 11% increase in consulting and education services. The maintenance revenues growth was attributable to the
increased size of our installed customer base, and the increase in consulting and education services revenues was
primarily due to higher customer demand for consulting services, partially offset by a decrease in education classes
offered.

29 ¢ 29 ¢ 29 ¢
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In the first half of 2014, total revenues increased by 13% to $493.8 million from $436.7 million in the comparable
period a year ago. Software revenues increased by 15% in the first half of 2014 from the same period in 2013 due to
an increase of 11% in license revenues and a 45% increase in subscription revenues. The increase in license revenues
reflected increases in the average transaction size of license orders and number of transactions in the first half of 2014,
compared to the same period in 2013. The increase in subscription revenues was due to growth in the installed
customer base and higher customer demand of subscription offerings. Service revenues increased by 12% in the first
half of 2014 from the same period in 2013 due to a 13% growth in maintenance revenues and a 6% increase in
consulting and education services. The maintenance revenues growth was attributable
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to the increased size of our installed customer base, and the increase in consulting and education services revenues
was primarily due to an increase in consulting revenues due to higher customer demand, partially offset by a decrease
in education classes offered.

Due to our dynamic market, we face both significant opportunities and challenges, and as such, we focus on the
following key factors:

Competition: The market for our products is highly competitive, quickly evolving and subject to rapidly changing
technology, which may expand the alternatives available to our customers for their data integration requirements. Our
competitors may be able to respond more quickly to new or emerging technologies, technological trends, changes in
customer requirements and industry consolidation. Moreover, competition from new and emerging technologies and
changes in technological trends, particularly the shift to cloud-based solutions, has increased market confusion about
the benefits of our products compared to other solutions. We must compete effectively, particularly on the basis of
functionality and price, against a variety of different vendors offering existing data integration software products,
vendors of new and emerging technologies, and hand-coded, custom-built data integration solutions.

Product Introductions and Enhancements: To address the expanding data integration needs of our customers and
prospective customers and to respond to rapid technological changes and customer concerns, we introduce new
products and technology enhancements on a regular basis, including products we acquire. The introduction of new
products, integration of acquired products and enhancement of existing products, is a complex process involving
inherent risks, and to which we devote significant resources. We cannot predict the impact of new or enhanced
products on our overall sales and we may not generate sufficient revenues to justify their costs.

Quarterly and Seasonal Fluctuations: Historically, purchasing patterns in the software industry have followed
quarterly and seasonal trends that are likely to continue in the future. Specifically, it is normal for us to recognize a
substantial portion of our new license orders in the last month of each quarter and sometimes in the last few weeks or
days of each quarter, though such fluctuations are mitigated somewhat by recognition of backlog orders. In recent
years, the fourth quarter has had the highest level of license revenues and license orders, and we generally had weaker
demand for our software products and services in the first and third quarters of the year. The first, second and fourth
quarters of 2013 followed these seasonal trends. However, license revenues in the second quarter of 2014 were lower
as compared to the first quarter of 2014, and license revenues in the third quarter of 2013 were higher as compared to
the first and second quarters of 2013. The uncertain macroeconomic conditions and recent changes in our worldwide
sales organization make our future results more difficult to predict based on historical seasonal trends.
Macroeconomic and Geopolitical Conditions: The United States and many foreign economies, particularly in Europe,
continue to experience uncertainty driven by varying macroeconomic and geopolitical conditions. Although some of
these economies have shown signs of improvement, including in the United States, the macroeconomic environment
remains uncertain and uneven. Uncertainty in the macroeconomic environment and associated global economic
conditions as well as geopolitical conditions have resulted in extreme volatility in credit, equity, and foreign currency
markets. In particular, economic concerns continue with respect to the European sovereign debt markets and potential
ramifications of any U.S. debt, income tax and budget issues, including future delays in approving the U.S. budget or
reductions in government spending. Such uncertainty and associated conditions have also resulted in volatility in
several of our vertical markets, particularly the financial services and public sectors. These conditions have also
adversely affected the buying patterns of customers and our overall pipeline conversion rate, as well as our revenue
growth expectations. Furthermore, we continue to invest in our international operations. There are significant risks
with overseas investments, and our growth prospects in these regions are uncertain. Increased volatility, further
declines in credit, equity and foreign currency markets, and geopolitical conditions could cause delays or
cancellations in international orders.

We focus on a number of key initiatives to address these factors and other opportunities and challenges. These key
initiatives include the broadening of our distribution capability worldwide, the enablement of our sales force and
distribution channel to sell both our existing products and technologies as well as new products and technologies, the
alignment of our worldwide sales and field operations with company-wide initiatives and the implementation of a
more rigorous sales process, the strengthening of our partnerships, and strategic acquisitions of complementary
businesses, products, and technologies. If we are unable to execute these key initiatives successfully, we may not be
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able to continue to grow our business at our historic growth rates.

We concentrate on maintaining and strengthening our relationships with our existing strategic partners and building
relationships with additional strategic partners. These partners include systems integrators, resellers and distributors,
and strategic technology partners, including enterprise application providers, database vendors, and enterprise
information integration vendors, in the United States and internationally. See “Risk Factors — We rely on our
relationships with our strategic partners. If we do not establish, maintain and strengthen these relationships, our ability
to generate revenue and control expenses could be adversely affected, which could cause a decline in the price of our
common stock™ in Part II, Item 1A of this Report.
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We have broadened our distribution efforts, and we have continued to expand our sales both in terms of traditional
data warehousing products and more strategic data integration solutions beyond data warehousing, including cloud
data integration, data quality, information lifecycle management, data exchange, and master data management, among
others. We also operate the Informatica Marketplace, which allows buyers and sellers to share and leverage data
integration solutions. To address the risks of introducing new products or enhancements to our existing products, we
have continued to invest in programs to help train our internal sales force and our external distribution channel on new
product functionalities, key differentiators, and key business values. These programs include user conferences for
customers and partners, our annual sales kickoff conference for all sales and key marketing personnel, ‘“webinars” and
other informational seminars and materials for our direct sales force and indirect distribution channel, in-person
technical seminars for our pre-sales consultants, the building of product demonstrations, and creation and distribution
of targeted marketing collateral.

We continue to implement changes in our worldwide sales, marketing and field operations to address recent sales
execution challenges and improve performance, particularly with respect to our pipeline generation and management
capabilities, the reliability of our pipeline estimates and our pipeline conversion rates. In addition to the various
leadership transitions in our worldwide sales organization and continued investment in our sales specialists and
domain experts, we have also implemented pipeline generation and management initiatives and more rigorous sales
planning and processes. Additionally, we have expanded our international sales presence in recent years by opening
new offices, increasing headcount, and through acquisitions. As a result of these changes and our international
expansion, as well as the increase in our direct sales headcount in the United States, our sales and marketing expenses
have increased. As our products become more complex and we target new customers for our software and services, we
expect to broaden our go-to-market initiatives and, as a result, our expenses may increase. In the long term, we expect
these investments to result in increased revenues and productivity and ultimately higher profitability. As we continue
to implement further changes, we may experience increased sales force turnover and additional disruption to our
ongoing operations. These changes may also take longer to implement than expected, which may adversely affect our
sales force productivity, profitability and revenues. If we experience an increase in sales personnel turnover, do not
achieve expected increases in our sales pipeline, experience a decline in our sales pipeline conversion ratio, or do not
achieve increases in sales productivity and efficiencies from our new sales personnel as they gain more experience,
then it is unlikely that we will achieve our expected increases in revenue, sales productivity, or profitability.

For further discussion regarding these and related risks, see Risk Factors in Part II, Item 1A of this Report.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with generally accepted accounting principles
(“GAAP”) in the United States, which require us to make estimates, judgments, and assumptions. We believe that the
estimates, judgments, and assumptions upon which we rely are reasonable based upon information available to us at
the time that these assumptions, judgments, and estimates are made. These estimates, judgments, and assumptions can
affect the reported amounts of assets and liabilities as of the date of the financial statements as well as the reported
amounts of revenues and expenses during the periods presented. Any material differences between these estimates and
actual results will impact our consolidated financial statements. On a regular basis, we evaluate our estimates,
judgments, and assumptions and make changes accordingly. We also discuss our critical accounting estimates with the
Audit Committee of the Board of Directors. We believe that the estimates, judgments, and assumptions involved in
the accounting for revenue recognition, income taxes, business combinations, impairment of goodwill and intangible
assets, stock-based compensation, and allowance for doubtful accounts have the greatest potential impact on our
consolidated financial statements, so we consider these to be our critical accounting policies. The critical accounting
estimates associated with these policies are discussed in Part II, Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations, of our Annual Report on Form 10-K for the year ended December 31,
2013.

There have been no changes to our critical accounting policies since the end of 2013.

Recent Accounting Pronouncements

For recent accounting pronouncements, see Note 1. Summary of Significant Accounting Policies of Notes to
Condensed Consolidated Financial Statements in Part I, Item 1 of this Report.
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Results of Operations
The following table presents certain financial data for the three and six months ended June 30, 2014 and 2013 as a
percentage of total revenues:

Three Months Ended Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Revenues:
Software 41 % 41 % 42 % 41 %
Service 59 59 58 59
Total revenues 100 100 100 100
Cost of revenues:
Software
Service 18 16 17 16
Amortization of acquired technology 1 3 2 3
Total cost of revenues 20 20 20 20
Gross profit 80 80 80 80
Operating expenses:
Research and development 19 19 19 19
Sales and marketing 38 40 37 39
General and administrative 8 8 8 9
Amortization of intangible assets 1 1 1 1
Acquisitions and other charges (benefit) — — — —
Total operating expenses 66 68 65 68
Income from operations 14 12 15 12
Interest income — — — —
Interest expense — — — —
Other expense, net — — — —
Income before income taxes 14 12 15 12
Income tax provision 5 4 5 4
Net income 9 % 8 % 10 % 8 %

Revenues

Total revenues in the second quarter of 2014 increased by 13% to $250.7 million compared to $222.4 million for the
same period in 2013. Our software revenues increased by 13% in the second quarter of 2014 from the same period in
2013 due to a 9% increase in license revenues and a 43% increase in subscription revenues. The increase in license
revenues reflected increases in the average transaction size of license orders and number of transactions in the quarter
ended June 30, 2014, compared to the same period in 2013. The increase in subscription revenues was due to growth
in the installed customer base and higher customer demand for our subscription offerings. Service revenues increased
by 12% in the second quarter of 2014 from the same period in 2013 due to a 13% growth in maintenance revenues and
an 11% increase in consulting and education services. The maintenance revenues growth was attributable to the
increased size of our installed customer base, and the increase in consulting and education services revenues was
primarily due to higher customer demand for consulting services, partially offset by a decrease in education classes
offered.

In the first half of 2014, total revenues increased by 13% to $493.8 million from $436.7 million in the comparable
period a year ago. Software revenues increased by 15% in the first half of 2014 from the same period in 2013 due to
an increase of 11% in license revenues and a 45% increase in subscription revenues. The increase in license revenues
reflected increases in the average transaction size of license orders and number of transactions in the first half of 2014,
compared to the same period in 2013. The increase in subscription revenues was due to growth in the installed
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customer base and higher customer demand of subscription offerings. Service revenues increased by 12% in the first
half of 2014 from the same period in 2013 due to a 13% growth in
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maintenance revenues and a 6% increase in consulting and education services. The maintenance revenues growth was
attributable to the increased size of our installed customer base, and the increase in consulting and education services
revenues was primarily due to an increase in consulting revenues due to higher customer demand, partially offset by a
decrease in education classes offered.

The following table and discussion compare our revenues for the three and six months ended June 30, 2014 and 2013
(in thousands, except percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage

2014 2013 Change 2014 2013 Change
Software revenues:
License $87,293 $80,095 9 % $175,804 $158,227 11 %
Subscription 16,162 11,333 43 % 30,694 21,107 45 %
Total software revenues 103,455 91,428 13 % 206,498 179,334 15 %
Service revenues:
Maintenance 112,494 99,701 13 % 221,765 195,604 13 %
Consulting and education 34,764 31,310 11 % 65,547 61,801 6 %
Total service revenues 147,258 131,011 12 % 287,312 257,405 12 %
Total revenues $250,713 $222,439 13 % $493,810 $436,739 13 %

Software Revenues

Our software revenues were $103.5 million (or 41% of total revenues) for the three months ended June 30, 2014
compared to $91.4 million (or 41% of total revenues) for the three months ended June 30, 2013, representing an
increase of $12.0 million (or 13%). Our software revenues were $206.5 million (or 42% of total revenues) for the six
months ended June 30, 2014 compared to $179.3 million (or 41% of total revenues) for the six months ended June 30,
2013, representing an increase of $27.2 million (or 15%).

License Revenues

Our license revenues increased to $87.3 million (or 35% of total revenues) for the three months ended June 30, 2014
from $80.1 million (or 36% of total revenues) for the three months ended June 30, 2013. Our license revenues
increased to $175.8 million (or 36% of total revenues) for the six months ended June 30, 2014 from $158.2 million (or
36% of total revenues) for the six months ended June 30, 2013. The increases in license revenues of $7.2 million (or
9%) and $17.6 million (or 11%) for the three and six months ended June 30, 2014, respectively, compared to the same
periods in 2013 were primarily due to increases in the average transaction size of license orders and the number of
transactions.

The average transaction amount for orders greater than $100,000 in the second quarter of 2014, including upgrades for
which we charge customers an additional fee, increased to $465,000 from $441,000 in the second quarter of 2013. The
average transaction amount for orders greater than $100,000 for the six months ended June 30, 2014, including
upgrades for which we charge our customers an additional fee, increased to $439,000 from $426,000 in the same
period of 2013.

The number of transactions greater than $1.0 million increased to 23 in the second quarter of 2014 from 15 in the
same period of 2013. The number of transactions greater than $1.0 million increased to 36 for the six months ended
June 30, 2014 from 34 in the same period of 2013. We offer two types of upgrades: (1) upgrades that are not part of
the post-contract services for which we charge customers an additional fee, and (2) upgrades that are part of the
post-contract services that we provide to our customers at no additional charge, when and if available.

Subscription Revenues

Subscription revenues, which primarily represent revenues from customers and partners under subscription-based
licenses for a variety of cloud and address validation offerings, increased to $16.2 million (or 6% of total revenues) for
the three months ended June 30, 2014 compared to $11.3 million (or 5% of total revenues) for the three months ended
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June 30, 2013. Subscription revenues increased to $30.7 million (or 6% of total revenues) for the six months ended
June 30, 2014 from $21.1 million (or 5% of total revenues) for the six months ended June 30, 2013. The increases of
$4.8 million (or 43%) and $9.6 million (or 45%) in subscription revenues for the three and six months ended June 30,

2014, respectively, compared to the same periods in 2013 were primarily due to an increase in the installed base of
subscription customers and higher customer demand.
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For the remainder of 2014, we expect our revenues from subscriptions to increase from the comparable 2013 levels
primarily due to our growing installed customer base and an anticipated increase in demand for subscription offerings.
Service Revenues

Maintenance Revenues

Maintenance revenues increased to $112.5 million (or 45% of total revenues) for the three months ended June 30,
2014 compared to $99.7 million (or 45% of total revenues) for the three months ended June 30, 2013. Maintenance
revenues increased to $221.8 million (or 45% of total revenues) for the six months ended June 30, 2014 compared to
$195.6 million (or 45% of total revenues) for the six months ended June 30, 2013. The increase of $12.8 million (or
13%) and $26.2 million (or 13%) in maintenance revenues for the three and six months ended June 30, 2014,
respectively, compared to the same periods in 2013 were primarily due to the increasing size of our installed customer
base, including those customers acquired through our acquisitions. See Note 13. Acquisitions of Notes to Condensed
Consolidated Financial Statements in Part I, Item 1 of this Report.

For the remainder of 2014, we expect maintenance revenues to increase from the comparable 2013 levels due to our
growing installed customer base.

Consulting and Education Revenues

Consulting and education revenues slightly increased to $34.8 million (or 14% of total revenues) for the three months
ended June 30, 2014 compared to $31.3 million (or 14% of total revenues) for the three months ended June 30, 2013.
Consulting and education revenues increased to $65.5 million (or 13% of total revenues) for the six months ended
June 30, 2014 compared to $61.8 million (or 14% of total revenues) for the six months ended June 30, 2013. The
increase of $3.5 million (or 11%) and $3.7 million (or 6%) in consulting and education revenues for the three and six
months ended June 30, 2014, respectively, compared to the same periods in 2013 were primarily due to higher
customer demand for consulting services, partially offset by a decrease in education classes offered.

For the remainder of 2014, we expect our revenues from consulting and education revenues to increase from the
comparable 2013 levels primarily due to an anticipated increase in demand for consulting services.

International Revenues

Our international revenues were $90.7 million (or 36% of total revenues) and $77.0 million (or 35% of total revenues)
for the three months ended June 30, 2014 and 2013, respectively. Our international revenues were $180.0 million (or
36% of total revenues) and $147.8 million (or 34% of total revenues) for the six months ended June 30, 2014 and
2013, respectively. The increase of $13.7 million (or 18%) in international revenues for the three months ended

June 30, 2014 compared to the same period in 2013 was due to increases in software revenues and service revenues in
EMEA, Asia-Pacific, and Latin America. The increase of $32.2 million (or 22%) in international revenues for the six
months ended June 30, 2014 compared to the same period in 2013 was due to increases in software revenues and
service revenues in EMEA, Asia-Pacific and Latin America.

For the remainder of 2014, we expect our international revenues as a percentage of total revenues to be relatively
consistent with, or increase from, the comparable 2013 levels.

Potential Future Revenues (New Orders, Backlog, and Deferred Revenues)

Our potential future revenues include backlog consisting primarily of (1) product orders (both on a perpetual and
subscription basis) that have not shipped as of the end of a given quarter, (2) product orders received from certain
distributors, resellers, OEMs, and end users not included in deferred revenues, where revenue is recognized after cash
receipt (collectively (1) and (2) above are referred as “aggregate backlog™), and (3) deferred revenues. Our deferred
revenues consist primarily of the following: (1) maintenance revenues that we recognize over the term of the contract,
typically one year, (2) subscription offerings that are recognized over the period of performance as services are
provided, (3) license product orders that have shipped but where the terms of the license agreement contain acceptance
language or other terms that require that the license revenues be deferred until all revenue recognition criteria are met
or recognized ratably over an extended period, and (4) consulting and education services revenues that have been
prepaid but for which services have not yet been performed.

We typically ship products shortly after the receipt of an order, which is common in the software industry, and
historically our backlog of license orders awaiting shipment at the end of any given quarter has varied. However, our
backlog historically decreases from the prior quarter at the end of the first and third quarters and increases at the end
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of the fourth quarter. Aggregate backlog and deferred revenues at June 30, 2014 were approximately $336.2
million compared to $298.2 million at June 30, 2013 and $343.2 million at December 31, 2013. The change in the
second quarter of 2014 from the comparable period of 2013 was
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primarily due to increases in deferred service and software revenues. The international portion of aggregate backlog
and deferred revenues may fluctuate with changes in foreign currency exchange rates. Aggregate backlog and deferred
revenues as of any particular date are not necessarily indicative of future results.

Cost of Revenues

The following table sets forth, for the periods indicated, our cost of revenues (in thousands, except percentages):

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 Percentage 2014 2013 Percentage
Change Change

Cost of software revenues $2,450 $2,501 2 )% $5,569 $4,643 20 %
Cost of service revenues 43,343 36,463 19 % 83,572 72,493 15 %
Amortization of acquired 5 ¢ 5,621 42 )% 7,271 11,345 (36 )%
technology
Total cost of revenues $49,079 $44,585 10 % $96,412 $88,481 9 %
Cost of software revenues, as
a percentage of software 2 % 3 % (1 )% 3 % 3 % — %
revenues
Cost of service revenues, as a
percentage of service 29 % 28 % 1 % 29 % 28 % 1 %
revenues

Cost of Software Revenues

Our cost of software revenues is a combination of costs of license and subscription revenues. Cost of license revenues
consists primarily of software royalties, product packaging, documentation, and production costs. Cost of subscription
revenues consists primarily of fees paid to third party vendors for hosting services related to our subscription services
and royalties paid to postal authorities. Cost of software revenues was flat at $2.5 million (or 2% of software
revenues) for the three months ended June 30, 2014 compared to $2.5 million (or 3% of software revenues) in the
same period of 2013. Cost of software revenues increased to $5.6 million (or 3% of software revenues) for the six
months ended June 30, 2014 compared to $4.6 million (or 3% of software revenues) in the same period of 2013.

The increase of $0.9 million (or 20%) in cost of software revenues for the six months ended June 30, 2014 compared
to the same period in 2013, was primarily due to a $0.7 million increase in software royalties and a $0.2 million
increase in fees paid to third party vendors for hosting services.

For the remainder of 2014, we expect that our cost of software revenues as a percentage of software revenues to be
relatively consistent with the first half of 2014.

Cost of Service Revenues

Our cost of service revenues is a combination of costs of maintenance, consulting and education services revenues.
Our cost of maintenance revenues consists primarily of costs associated with customer service personnel expenses and
royalty fees for maintenance related to third-party software providers. Cost of consulting revenues consists primarily
of personnel costs and expenses incurred in providing consulting services at customers’ facilities. Cost of education
services revenues consists primarily of the costs of providing education classes and materials at our headquarters,
sales and training offices, and customer locations.

Cost of service revenues increased to $43.3 million (or 29% of service revenues) in the second quarter of 2014
compared to $36.5 million (or 28% of service revenues) in the same period of 2013. Cost of service revenues
increased to $83.6 million (or 29% of service revenues) for the six months ended June 30, 2014 compared to $72.5
million (or 28% of service revenues) in the same period of 2013.

The $6.9 million (or 19%) increase in the second quarter of 2014 compared to the same period of 2013 was primarily
due to a $3.3 million increase in personnel related costs (including stock-based compensation), a $2.5 million increase
in subcontractor fees, and a $1.1 million increase in general overhead costs. The $11.1 million (or 15%) increase for
the six months ended June 30, 2014 compared to the same period of 2013 was primarily due to a $5.1 million increase
in personnel related costs (including stock-based compensation), a $4.5 million increase in subcontractor fees, and a
$1.5 million increase in general overhead costs.
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For the remainder of 2014, we expect that our cost of service revenues, in absolute dollars, to increase from the 2013
levels, mainly due to headcount increases to support and deliver increased service revenues. We expect; however, the
cost of service revenues as a percentage of service revenues for the remainder of 2014 to remain relatively consistent
with the first half of 2014.
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Amortization of Acquired Technology
The following table sets forth, for the periods indicated, our amortization of acquired technology (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage
2014 2013 Change 2014 2013 Change
Amortization of acquired $3,286 $5,621 42 % $7.271 $11345 (36 )%

technology
Amortization of acquired technology is the amortization of technologies acquired through business acquisitions and
technology licenses. Amortization of acquired technology decreased to $3.3 million for the three months ended

June 30, 2014 from $5.6 million in the same period of 2013. Amortization of acquired technology decreased to $7.3
million for the six months ended June 30, 2014 from $11.3 million in the same period of 2013.

The decrease of $2.3 million (or 42%) for the three months ended June 30, 2014, compared to the same period of 2013
was primarily due to a $1.5 million decrease in amortization of certain technologies that were fully amortized after
June 30, 2013, and a $0.8 million decrease in amortization of certain acquired technologies which are amortized using
a method based on expected cash flows. The decrease of $4.1 million (or 36%) for the six months ended June 30,
2014, compared to the same period of 2013 was primarily due to a $1.9 million decrease in amortization of certain
technologies that were fully amortized after June 30, 2013, and a $2.2 million decrease in amortization of certain
acquired technologies which are amortized using a method based on expected cash flows.

For the remainder of 2014, we expect the amortization of acquired technology to be approximately $5.9 million before
the effect of any potential future acquisitions subsequent to June 30, 2014.

Operating Expenses

Research and Development

The following table sets forth, for the periods indicated, our research and development expenses (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 Percentage 2014 2013 Percentage
Change Change
Research and development $48,850 $41,668 17 % $94,535 $81,191 16 %

Our research and development expenses consist primarily of salaries and other personnel-related expenses, consulting
services, facilities, and related overhead costs associated with the development of new products, enhancement and
localization of existing products, quality assurance, and development of documentation for our products. Research and
development expenses increased to $48.9 million (or 19% of total revenues) and $94.5 million (or 19% of total
revenues) for the three and six months ended June 30, 2014, respectively, compared to $41.7 million (or 19% of total
revenues) and $81.2 million (or 19% of total revenues) for the three and six months ended June 30, 2013, respectively.
All software development costs for software intended to be marketed to customers have been expensed in the period
incurred since the costs incurred subsequent to the establishment of technological feasibility have not been significant.
The $7.2 million (or 17%) increase in the second quarter of 2014 compared to the same period of 2013 was primarily
due to a $5.3 million increase in personnel-related costs (including stock-based compensation) as a result of increased
headcount and a $1.9 million increase in general overhead costs. The $13.3 million (or 16%) increase for the six
months ended June 30, 2014 compared to the same period of 2013 was primarily due to a $10.2 million increase in
personnel-related costs (including stock-based compensation) as a result of increased headcount and a $3.1 million
increase in general overhead costs.

For the remainder of 2014, we expect research and development expenses as a percentage of total revenues to be
relatively consistent with the first half of 2014.
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Sales and Marketing
The following table sets forth, for the periods indicated, our sales and marketing expenses (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage
2014 2013 Change 2014 2013 Change
Sales and marketing $96,784 $89,510 8 % $188,368 $173,567 9 %

Our sales and marketing expenses consist primarily of personnel costs, including commissions and bonuses, as well as
costs of public relations, seminars, marketing programs, lead generation, travel, and trade shows. Sales and marketing
expenses increased to $96.8 million (or 38% of total revenues) and $188.4 million (or 37% of total revenues) for the
three and six months ended June 30, 2014, respectively, compared to $89.5 million (or 40% of total revenues) and
$173.6 million (or 39% of total revenues) for the three and six months ended June 30, 2013, respectively.

The $7.3 million (or 8%) increase for the three months ended June 30, 2014 compared to the same period in 2013 was
primarily due to a $5.6 million increase in personnel-related costs, a $0.9 million increase in third-party services, and
a $0.8 million increase in general overhead costs. The $14.8 million (or 9%) increase for the six months ended June
30, 2014 compared to the same period in 2013 was primarily due to $11.2 million increase in personnel-related costs,
a $2.4 million increase in third-party services, and a $1.2 million increase in general overhead costs. Sales and
marketing headcount increased from 1,035 in June 2013 to 1,174 in June 2014.

For the remainder of 2014, we expect sales and marketing expenses as a percentage of total revenues to be relatively
consistent with the first half of 2014. The sales and marketing expenses as a percentage of total revenues may
fluctuate from one period to the next due to the timing of hiring new sales and marketing personnel, our spending on
marketing programs, and the level of the commission expenditures, in each period.

General and Administrative

The following table sets forth, for the periods indicated, our general and administrative expenses (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 Percentage 2014 2013 Percentage
Change Change
General and administrative $20,019 $19,181 4 % $40,072 $37,668 6 %

Our general and administrative expenses consist primarily of personnel costs for finance, human resources, legal, and
general management, as well as professional service expenses associated with recruiting, legal, tax and accounting
services. General and administrative expenses increased to $20.0 million (or 8% of total revenues) and $40.1 million
(or 8% of total revenues) for the three and six months ended June 30, 2014, respectively, compared to $19.2 million
(or 8% of total revenues) and $37.7 million (or 9% of total revenues) for the three and six months ended June 30,
2013, respectively.

The $0.8 million (or 4%) increase for the three months ended June 30, 2014 compared to the same period in 2013 was
primarily due to a $1.6 million increase in personnel-related costs (including stock-based compensation) as a result of
increased headcount, partially offset by a $0.6 million decrease in third-party services, and a $0.2 million decrease in
general overhead costs. The $2.4 million (or 6%) increase for the six months ended June 30, 2014 compared to the
same period in 2013 was primarily due to a $2.9 million increase in personnel-related costs (including stock-based
compensation) as a result of increased headcount, partially offset by a $0.5 million decrease in general overhead costs.
For the remainder of 2014, we expect general and administrative expenses as a percentage of total revenues to be
relatively consistent with or decrease slightly from the first half of 2014.
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Amortization of Intangible Assets
The following table sets forth, for the periods indicated, our amortization of intangible assets (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage
2014 2013 Change 2014 2013 Change
Amortization of intangible
$1,384 $2,000 (31 )% $2,920 $3,988 27 )%

assets

Amortization of intangible assets is the amortization of customer relationships, vendor relationships, trade names, and
covenants not to compete acquired through prior business acquisitions, and patents acquired. Amortization of
intangible assets decreased to $1.4 million (or 1% of total revenues) for the three months ended June 30, 2014 from
$2.0 million (or 1% of total revenues) for the three months ended June 30, 2013. Amortization of intangible assets
decreased to $2.9 million (or 1% of total revenues) for the six months ended June 30, 2014 from $4.0 million (or 1%
of total revenues) for the six months ended June 30, 2013.

The decrease of $1.1 million (or 27%) in amortization of intangible assets for the six months ended June 30, 2014
compared to the same period in 2013 was primarily due to a $0.8 million decrease in amortization of certain
intangibles which are amortized using a method based on expected cash flows and a $0.3 million of decrease in
amortization of certain intangibles that were fully amortized after June 30, 2013.

For the remainder of 2014, we expect amortization of the remaining intangible assets to be approximately $3.0
million, before the impact of any amortization for any possible intangible assets acquired as part of any potential
future acquisitions subsequent to June 30, 2014.

Acquisitions and Other Charges (Benefit)

The following table sets forth, for the periods indicated, our acquisitions and other charges (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage
2014 2013 Change 2014 2013 Change
Acquisitions and other charges $771 $(436 ) @77 )% $860 $1.214 29 Y%

(benefit)
For the three and six months ended June 30, 2014, acquisition and other charges of $0.8 million and $0.9 million,
respectively, primarily consisted of legal, accounting, tax, bankers' and other professional service fees.

For the three months ended June 30, 2013, acquisition and other benefit of $0.4 million primarily consisted of $2.5
million of earn-out related adjustments associated with prior acquisitions. This was partially offset by $0.9 million in
charges for legal, accounting, tax, bankers' and other professional services fees, and $0.9 million of severance
liabilities to former employees of an acquiree. For the six months ended June 30, 2013, acquisition and other charges
of $1.2 million primarily consisted of $2.3 million in charges for legal, accounting, tax, bankers' and other
professional services fees, and $1.0 million of severance liabilities to former employees of acquirees. This was
partially offset by $2.1 million of earn-out related adjustments and accretion charges associated with prior
acquisitions.
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The following table sets forth, for the periods indicated, our interest and other income, net (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 Percentage 2014 2013 Percentage
Change Change
Interest income $1,179 $893 32 % $2,332 $1,783 31 %
Interest expense (166 ) (128 ) 30 % (293 ) (248 ) 18 %
Other expense, net (198 ) (391 ) 49 % (282 ) (459 ) 39 %
Interest and other income, net  $815 $374 118 % $1,757 $1,076 63 %

Interest and other income, net consists primarily of interest income earned on our cash, cash equivalents, and
short-term investments, as well as foreign exchange transaction gains and losses, and interest expense. The increase in
income of $0.4 million (or 118%) for the three months ended June 30, 2014 compared to the same period in 2013, was
primarily due to a $0.3 million increase in interest income due to higher yields and higher cash balances, and a $0.1
million increase in foreign exchange gains. The increase in income of $0.7 million (or 63%) for the six months ended
June 30, 2014 compared to the same period in 2013, was primarily due to a $0.5 million increase in interest income
due to higher yields and higher cash balances, and a $0.2 million increase in foreign exchange gains.

Income Tax Provision

The following table sets forth, for the periods indicated, our provision for income taxes (in thousands, except
percentages):

Three Months Ended June 30, Six Months Ended June 30,
Percentage Percentage
2014 2013 Change 2014 2013 Change
Income tax provision $11,812 $8,139 45 % $24,718 $15,633 58 %
Effective tax rate 34 % 31 % 3 % 34 % 30 % 4 %

Our effective tax rates were 34% and 31% for the three months ended June 30, 2014 and 2013, respectively, and 34%
and 30% for the six months ended June 30, 2014 and 2013, respectively. The rates were lower than the federal
statutory rate of 35% primarily due to the benefits of foreign earnings in lower-tax jurisdictions and the domestic
manufacturing deduction, partially offset by nondeductible stock-based compensation, state income taxes, and the
accrual of reserves related to uncertain tax positions.

The higher tax rate for the three months ended June 30, 2014 as compared to the same period in 2013 was primarily
due to the fact that we did not recognize any benefit from the federal research and development credit in 2014 and we
recognized tax benefits from adjustments to tax reserves in the second quarter of 2013. In addition, the higher tax rate
for the six months ended June 30, 2014 as compared to the same period in 2013 was primarily due to the facts that we
recognized the entire 2012 research and development credit in the first quarter of 2013 and this credit expired on
December 31, 2013. As of June 30, 2014, we have not provided for residual U.S. taxes in any of these lower-tax
jurisdictions since we intend to indefinitely reinvest the net undistributed earnings of our foreign subsidiaries offshore.
We are a U.S.-based multinational corporation subject to tax in various U.S. and foreign tax jurisdictions. This fact
causes our effective tax rate to be sensitive to our geographic mix of earnings. Our results of operations will continue
to be adversely affected to the extent that our geographic mix of earnings becomes more weighted toward jurisdictions
with higher tax rates, and will be favorably affected to the extent the relative geographic mix shifts to lower tax
jurisdictions.

Our effective tax rate in 2014 continues to be highly dependent on the result of our global operations, the execution of
business combinations, the outcome of various tax audits and any changes in applicable tax laws. For example, our
effective tax rate has historically benefited from the federal research and development tax credit. This credit is
currently expired for 2014 and has not yet been reinstated. Further, the geographic mix of earnings is impacted by the
fluctuation in currency exchange rates between the U.S. dollar and the functional currencies of our foreign
subsidiaries.
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Liquidity and Capital Resources

We have funded our operations primarily through cash flows from operations and equity and debt offerings in the
past. As of June 30, 2014, we had $686.2 million in available cash and cash equivalents and short-term investments.
Our primary sources of cash are the collection of accounts receivable from our customers and proceeds from the
exercise of stock options and stock purchased under our employee stock purchase plan. In addition, as of June 30,
2014, we had $220.0 million available for borrowing under the credit agreement discussed below. Our uses of cash
include payroll and payroll-related expenses and operating expenses such as marketing programs, travel, professional
services, and facilities and related costs. We have also used cash to purchase property and equipment, repurchase
common stock from the open market to reduce the dilutive impact of stock option issuances, and acquire businesses
and technologies to expand our product offerings.

Approximately 35% of our cash, cash equivalents, and short-term investments are held by our foreign subsidiaries.
Our intent is to permanently reinvest our earnings from foreign operations and current plans do not anticipate that we
will need funds generated from foreign operations to fund our domestic operations. In the event funds from foreign
operations are needed to fund operations in the United States and if U.S. tax has not already been previously accrued,
we would be required to accrue and pay additional U.S. taxes in order to repatriate these funds.

The following table summarizes our cash flows for the six months ended June 30, 2014 and 2013 (in thousands):

Six Months Ended

June 30,

2014 2013
Cash provided by operating activities $102,081 $108,927
Cash used in investing activities $(111,596 ) $(80,165 )
Cash used in financing activities $(30,535 ) $(22,497 )

Operating Activities: Cash provided by operating activities for the six months ended June 30, 2014 was $102.1
million, representing a decrease of $6.8 million from the six months ended June 30, 2013. This decrease resulted
primarily from a $10.3 million decrease in income taxes payable, a $9.9 million decrease in deferred revenues, a $1.5
million net decrease in adjustments for non-cash expenses, a $1.0 million increase in prepaid expenses and other
assets. These were partially offset by an $11.6 million increase in net income, a $2.2 million decrease in accounts
receivable, and a $2.1 million increase in accounts payable and accrued liabilities. We recognized excess tax benefits
from stock-based compensation of $2.6 million during the six months ended June 30, 2014. This amount is recorded
as a use of cash from operating activities and an offsetting amount is recorded as a source of cash provided by
financing activities. We made net cash payments for taxes in different jurisdictions of $42.8 million during the six
months ended June 30, 2014. Our “days sales outstanding” in accounts receivable increased from 62 days at June 30,
2013 to 66 days at June 30, 2014 due to a higher amount of billings which occurred toward the end of the second
quarter of 2014 compared to end of the second quarter of 2013, and a higher mix of international transactions, which
tend to have slightly longer collection cycles.

Investing Activities: Net cash used in investing activities for the six months ended June 30, 2014 was $111.6 million
due to $165.9 million in purchases of investments, $54.6 million used to acquire Strikelron, net of cash acquired, $8.7
million in purchases of property and equipment, and $0.3 million in purchase of an investment in equity interests.
These cash outflows were partially offset by cash provided by the maturities of investments of $86.9 million and sales
of investments of $31.0 million.

We have identified our investment portfolio as “available-for-sale,” and our investment objectives are to preserve
principal and provide liquidity while maximizing yields without significantly increasing risk. We may sell an
investment at any time if the credit rating of the investment declines, the yield on the investment is no longer
attractive, or we need additional cash. We invest only in money market funds, time deposits, and marketable debt
securities. We believe that the purchase, maturity, or sale of our investments has no material impact on our overall
liquidity.

We acquire property and equipment in our normal course of business. The amount and timing of these purchases and
the related cash outflows in future periods depend on a number of factors, including the hiring of employees, the rate
of upgrade of computer hardware and software used in our business, as well as our business outlook.
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We have used cash to acquire businesses and technologies that enhance and expand our product offerings, and we
anticipate that we will continue to do so in the future. Due to the nature of these transactions, it is difficult to predict
the amount and timing of such cash requirements to complete such transactions. We may be required to raise
additional funds to complete future acquisitions. In addition, we may be obligated to pay certain variable and deferred
earn-out payments based upon achievement of certain performance targets.
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Financing Activities: Net cash used in financing activities for the six months ended June 30, 2014 was $30.5 million
due to repurchases and retirement of our common stock of $55.9 million, withholding taxes for restricted stock units
net share settlement of $6.0 million, and payment of contingent consideration of $3.1 million. These amounts were
partially offset by proceeds received from the issuance of common stock to option holders and participants of our
ESPP program of $31.7 million and excess tax benefits from stock-based compensation of $2.6 million.

We receive cash from the exercise of common stock options and the sale of common stock under our ESPP. Although
we expect to continue to receive some proceeds from the issuance of common stock to option holders and participants
of ESPP in future periods, the timing and amount of such proceeds are difficult to predict and are contingent on a
number of factors, including the price of our common stock, the number of employees participating in our stock
option plans and our employee stock purchase plan, and overall market conditions.

Our Board of Directors has approved a stock repurchase program for the repurchase of our common stock. Purchases
can be made from time to time in the open market and will be funded from our available cash. The primary purpose of
this program is to enhance shareholder value, including partially offsetting the dilutive impact of stock based incentive
plans. The number of shares to be purchased and the timing of purchases are based on several factors, including the
price of our common stock, our liquidity and working capital needs, general business and market conditions, and other
investment opportunities. The repurchased shares are retired and reclassified as authorized and unissued shares of
common stock. We may continue to repurchase shares from time to time, as determined by management as authorized
by the Board of Directors. In January 2014, we announced that our Board authorized an additional $100 million
increase to the program. We had $48.1 million available to repurchase additional shares of our common stock under
this program as of June 30, 2014. In July 2014, we announced that our Board authorized an additional $100 million
increase to the program. See Part I, Item 2 of this Report for information regarding the number of shares purchased
under the stock repurchase program.

In connection with our acquisitions, we are obligated to pay up to an additional $1.2 million for certain variable and
deferred earn-out payments based upon the achievement of certain performance targets.

We believe that our cash balances and the cash flows generated by operations will be sufficient to satisfy our
anticipated cash needs for working capital and capital expenditures for at least the next 12 months. However, we may
be required to raise or desire additional funds for selective purposes, such as acquisitions or other investments in
complementary businesses, products, or technologies, and may raise such additional funds through public or private
equity or debt financing or from other sources.

Credit Agreement

In September 2010, we entered into a Credit Agreement (the “Credit Agreement”) that matures in September 2014. The
Credit Agreement provides for an unsecured revolving credit facility in an amount of up to $220.0 million, with an
option for us to request to increase the revolving loan commitments by an aggregate amount of up to $30.0 million
with new or additional commitments, for a total credit facility of up to $250.0 million. No amounts were borrowed
during the six months ended June 30, 2014. No amounts were outstanding under the Credit Agreement as of June 30,
2014, and a total of $220.0 million remained available for borrowing. The Credit Agreement contains customary
representations and warranties, covenants and events of default, including the requirement to maintain a maximum
consolidated leverage ratio of 2.75 to 1.00 and a minimum consolidated interest coverage ratio of 3.50 to 1.00. We
were in compliance with all covenants under the Credit Agreement as of June 30, 2014. As of the date of this report,
we intend to renew the Credit Agreement. For further information, see Note 4. Borrowings of Notes to Condensed
Consolidated Financial Statements in Part I, Item 1 of this Report.

Contractual Obligations and Operating Leases

The following table summarizes our significant contractual obligations, including future minimum lease payments at
June 30, 2014, under non-cancelable operating leases with original terms in excess of one year, and the effect of such
obligations on our liquidity and cash flows in the future periods (in thousands):

Payment Due by Period
. 2015 2017 2019
Remaining
Total 2014 and and and
2016 2018 Beyond
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Operating lease payments $50,239 $5,719 $21,087 $11,305 $12,128
The above commitment table does not include approximately $30.6 million of long-term income tax liabilities
recorded in accordance with ASC 740, Income Taxes. We are unable to make a reasonably reliable estimate of the
timing of these potential future payments in individual years beyond 12 months due to uncertainties in the timing of
tax audit outcomes. As a result, this
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amount is not included in the table above. For further information, see Note 9. Income Taxes of Notes to Condensed
Consolidated Financial Statements in Part I, Item 1 of this Report.

Contractual Obligations

Purchase orders or contracts for the purchase of certain goods and services are not included in the preceding table. We
cannot determine the aggregate amount of such purchase orders that represent contractual obligations because
purchase orders may represent authorizations to purchase rather than binding agreements. For the purposes of this
table, contractual obligations for purchase of goods or services are defined as agreements that are enforceable and
legally binding and that specify all significant terms, including fixed or minimum quantities to be purchased; fixed,
minimum, or variable price provisions; and the approximate timing of the transaction. Our purchase orders are based
on our current needs and are fulfilled by our vendors within short time horizons. We also enter into contracts for
outsourced services; however, the obligations under these contracts were not significant and the contracts generally
contain clauses allowing for cancellation without significant penalty. Contractual obligations that are contingent upon
the achievement of certain milestones are not included in the table above.

We estimate the expected timing of payment of the obligations discussed above based on current information. Timing
of payments and actual amounts paid may be different depending on the time of receipt of goods or services or
changes to agreed-upon amounts for some obligations.

Operating Leases

We lease certain office facilities and equipment under non-cancelable operating leases, which expire at various dates
through 2024.

The expected timing of payment of the obligations discussed above is estimated based on current information. Timing
of payments and actual amounts paid may be different.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet financing arrangements, transactions, or relationships with “special purpose
entities.”

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

During the three and six months ended June 30, 2014, there were no significant changes to our quantitative and
qualitative disclosures about market risk. Please refer to Part II, Item 7A. Quantitative and Qualitative Disclosures
about Market Risk included in our Annual Report on Form 10-K for our year ended December 31, 2013 for a more
complete discussion of the market risks we encounter.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures. Our management evaluated, with the participation of our Chief
Executive Officer and our Chief Financial Officer, the effectiveness of our disclosure controls and procedures as of
the end of the period covered by this Report. Based on this evaluation, our Chief Executive Officer and our Chief
Financial Officer have concluded that our disclosure controls and procedures are effective at the reasonable assurance
level to ensure that information we are required to disclose in reports that we file or submit under the Securities
Exchange Act of 1934 (1) is recorded, processed, summarized, and reported within the time periods specified in
Securities and Exchange Commission rules and forms, and (2) is accumulated and communicated to Informatica’s
management, including our Chief Executive Officer and our Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure. Our disclosure controls and procedures are designed to provide reasonable
assurance that such information is accumulated and communicated to our management. Our disclosure controls and
procedures include components of our internal control over financial reporting. Management’s assessment of the
effectiveness of our internal control over financial reporting is expressed at the level of reasonable assurance because
a control system, no matter how well designed and operated, can provide only reasonable, but not absolute, assurance
that the control system’s objectives will be met.

Change in internal control over financial reporting. There were no changes in our internal controls over financial
reporting that occurred during the three months ended June 30, 2014 that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.
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PART II: OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
The information set forth under the "Litigation" subheading in Note 11. Commitments and Contingencies of Notes to
Condensed Consolidated Financial Statements in Part I, Item 1 of this Report is incorporated herein by reference.

ITEM 1A. RISK FACTORS

In addition to the other information contained in this Form 10-Q, we have identified the following risks and
uncertainties that may have a material adverse effect on our business, financial condition, or results of operation.
Investors should carefully consider the risks described below before making an investment decision. The trading price
of our common stock could decline due to any of these risks, and investors may lose all or part of their investment. In
assessing these risks, investors should also refer to the information contained in our other SEC filings, including our
Form 10-K for the year ended December 31, 2013.

If we do not compete effectively, our revenues may not grow and could decline.

The market for our products is highly competitive, quickly evolving, and subject to rapidly changing technology,
which may expand the alternatives available to our current and potential customers for their data integration
requirements. Our competition consists of hand-coded, custom-built data integration solutions developed in-house by
various companies in the industry segments that we target, large vendors of data integration software products (such
as IBM, Microsoft, Oracle, SAP, and SAS Institute), certain privately held companies, alternate technologies, and
open source solutions. From time to time, we compete with business intelligence and analytics vendors that offer, or
may develop, products with functionalities that compete with our products.

Many of our competitors have longer operating histories, substantially greater financial, technical, marketing, and
other resources, greater name recognition, specialized sales or domain expertise, broader product portfolios and
stronger customer relationships than we do and may be able to exert greater influence on customer purchasing
decisions. Our competitors may be able to respond more quickly than we can to new or emerging technologies,
technological trends and changes in customer requirements. Our current and potential competitors may develop and
market new technologies that render our existing or future products obsolete, unmarketable, or less competitive. In
addition, new products or enhancements of existing products that we introduce may not adequately address or respond
to new or emerging technologies, technological trends or changes in customer requirements. Moreover, competition
from new and emerging technologies and changes in technological trends, particularly the shift to cloud-based
solutions, has increased market confusion about the benefits of our products compared to other solutions. Also, new or
emerging technologies, technological trends or changes in customer requirements may result in certain of our strategic
partners becoming potential competitors in the future.

We believe we currently compete on the basis of the breadth and depth of our products' functionality, as well as on the
basis of price. We may have difficulty competing on the basis of price in circumstances where our competitors
develop and market products with similar or superior functionality and pursue an aggressive pricing strategy. For
example, some of our competitors may provide guarantees of prices and product implementation, offer data
integration products at no cost in order to charge a premium for additional functionality, or bundle data integration and
data quality products at no cost to the customer or at deeply discounted prices for promotional purposes or as a
long-term pricing strategy. These difficulties may increase as larger companies target the data integration markets. A
customer may be unwilling to pay a separate cost for our data integration products if the customer has a bundled
pricing arrangement with a larger company that offers a wider variety of products than us. As a result, increased
competition, alternate pricing models and bundling strategies could seriously impede our ability to sell additional
products and services on terms favorable to us.

In addition, consolidation among vendors in the software industry is continuing at a rapid pace. Our current and
potential competitors may make additional strategic acquisitions, consolidate their operations, or establish cooperative
relationships among themselves or with other solution providers, thereby increasing their ability to provide a broader
suite of software products or solutions and more effectively address the needs of our current and prospective
customers. Such acquisitions could cause customers to defer their purchasing decisions. Our current and potential
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competitors may also establish or strengthen cooperative relationships with our current or future strategic partners,
thereby limiting our ability to sell products through these channels. If any of this were to occur, our ability to market
and sell our software products would be impaired. In addition, competitive pressures could reduce our market share or
require us to reduce our prices, either of which could harm our business, results of operations, and financial condition.
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Furthermore, during periods of U.S. or global economic uncertainty, our customers' capital spending may be
significantly reduced. As a result, there is significantly increased competition for the allocation of IT budget dollars,
and other IT implementations may take priority over the use of our products and services.

Our success depends upon the introduction of new products, the integration of acquired products, and the
enhancement of existing products.

Rapid technological changes, including changes in customer requirements and preferences, are characteristic in the
software industry. In particular, in the market for enterprise data integration software and services, especially for
broader data integration initiatives, we have experienced increased competition from new and emerging technologies
and increased market confusion from our customers or prospective customers about the benefits of our products
compared to other solutions. In order to address the expanding data integration needs of our customers and
prospective customers and to respond to rapid technological changes, technological trends and customer concerns, we
introduce new products and technology enhancements on a regular basis, including products we acquire. For example,
in the past few years, we have delivered a version upgrade to our entire data integration platform by delivering the
generally available version of Informatica 9, and introduced Informatica Vibe, an embedded virtual data machine,
designed to embed data integration into the next generation of applications. In addition, we extended our existing
master data management (“MDM”) offerings through the acquisition of Heiler Software, and we introduced various
solutions for the cloud market, among others. Furthermore, we recently announced our next-generation intelligent data
platform, including two new products in data security and data analytics, and we continue to increase our investments
to develop new products that further expand our offerings beyond our traditional data integration products. The
introduction of new products, integration of acquired products and enhancement of existing products, is a complex
and costly process involving inherent risks, such as:

the failure to accurately anticipate the impact of new and emerging technologies or changes in technological trends;
the failure to accurately anticipate changes in customer requirements and preferences;

delays in completion, launch, delivery, or availability;

delays in customer adoption or market acceptance;

delays in customer purchases in anticipation of products not yet released;

product quality issues, including the possibility of defects and the costs of remediating any such defects;

market confusion based on changes to the product packaging and pricing as a result of a new product release;

market confusion based on the introduction of new and emerging technologies by us and our competitors or changes
in technological trends, particularly the shift to cloud-based solutions;

interoperability and integration issues between our existing products and newly acquired products or technologies,
and the costs of remediating any such issues;

tnteroperability and integration issues with third-party technologies and the costs of remediating any such issues;
customer issues with migrating or upgrading from previous product versions and the costs of remediating any such
issues;

loss of existing customers that choose a competitor's product instead of upgrading or migrating to the new or
enhanced product; and

{oss of maintenance revenues from existing customers that do not upgrade or migrate.

We devote significant resources to the development of new products, the acquisition of products, and the enhancement
of existing products, as well as to the integration of these products with each other. In addition, as we develop new
products, particularly those based on new or emerging technologies, we may need to develop sales and marketing
strategies that differ from the strategies we currently utilize, which may result in increased levels of investment and
additional costs. As a result of the risks involved, we cannot predict the impact on our overall sales from new or
enhanced products, and we may not generate sufficient revenues from these products to justify their costs, which
would adversely affect our competitive position and results of operations.

We may experience fluctuations in our quarterly operating results, especially in the amount of license revenues we
recognize, which could cause our stock price to decline.

Our quarterly operating results, including our software revenues and particularly our license revenues, have fluctuated
in the past and may do so in the future. These fluctuations have caused our stock price to decline and could cause our
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stock price to significantly fluctuate or decline in the future. Our license revenues, which are primarily sold on a
perpetual license basis, are difficult to forecast accurately and are vulnerable to short-term shifts in customer demand.
Also, we may experience order deferrals by customers in anticipation of future new product introductions or product
enhancements, as well as a result of their particular budgeting and purchase cycles. The continued global economic
and geopolitical uncertainty is also likely to cause further customer order deferrals or reductions, stricter customer
purchasing controls and approval processes, and adversely affect budgeting and
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purchase cycles. By comparison, our short-term expenses are relatively fixed and based in part on our expectations of
future revenues. In addition, our backlog of license orders at the end of a given fiscal period has tended to vary.
Historically, our backlog typically decreases from the prior quarter at the end of the first and third quarters and
increases from the prior quarter at the end of the fourth quarter. Furthermore, we generally recognize a substantial
portion of our license revenues in the last month of each quarter and, sometimes in the last few weeks or days of each
quarter. As a result, we cannot predict the adverse impact caused by cancellations or delays in prospective orders until
the end of each quarter. Moreover, the expansion of our product portfolio through the introduction of new products
and enhancements has increased the complexity and size of our transactions. The likelihood of an adverse impact may
be greater if we experience increased average transaction sizes due to a mix of relatively larger deals in our sales
pipeline.

Due to the difficulty we experience in predicting our quarterly license revenues, we believe that quarter-to-quarter
comparisons of our operating results are not necessarily a good indication of our future performance. In addition, a
number of the other factors discussed in this section may cause fluctuations in our quarterly operating results. Our
future operating results or forecasts of future operating results could fail to meet the expectations of stock analysts and
investors. If any of these happen, the price of our common stock would likely fall.

Continued uncertainty in the U.S. and global economies, particularly Europe, along with uncertain geopolitical
conditions, could negatively affect sales of our products and services and could harm our operating results, which
could result in a decline in the price of our common stock.

As our business has grown, we have become increasingly subject to the risks arising from adverse changes in the
domestic and global economies, particularly Europe. Revenues from Europe, the Middle East, and Africa (“EMEA”)
accounted for approximately 24% of our total revenues in the second quarters of 2014 and 2013, and 24% and 23%
for the six months ended June 30, 2014 and 2013, respectively. We have experienced the adverse effect of economic
slowdowns in the past, which resulted in a significant reduction in capital spending by our customers, as well as
longer sales cycles and the deferral or delay of purchases of our products.

Uncertainty in the macroeconomic environment and associated global economic conditions, as well as geopolitical
conditions, have resulted in extreme volatility in credit, equity, and foreign currency markets. In particular, economic
concerns continue with respect to the European sovereign debt markets and potential ramifications of any U.S. debt,
income tax and budget issues, including future delays in approving the U.S. budget or reductions in government
spending. Such uncertainty and associated conditions have also resulted in volatility in various vertical markets,
particularly the financial services and public sectors, which are typically two of the larger vertical sectors that we
serve. For example, in 2010 and through the first three quarters of 2012, we experienced a decline in European public
sector transactions, and we continue to expect uncertainty in Europe at least until the sovereign debt issues are
resolved. In addition, we experienced a decline in financial services and public sector transactions in the second
quarter of 2014 as compared to both the first quarter of 2014 and the second quarter of 2013. We expect financial
services and public sector transactions to continue to be volatile in the near term, particularly in North America, and as
a result, growth in our business becomes more dependent on growth in other sectors in the U.S. and internationally.
These conditions have also adversely affected the buying patterns of our customers and prospective customers,
including the size of transactions and length of sales cycles, and have adversely affected our overall pipeline
conversion rate as well as our revenue growth expectations. For example, in the second and third quarters of 2012, the
macroeconomic uncertainty in Europe contributed to a delay in customer purchasing decisions, stricter customer
purchasing controls and approval processes, and a decline in our pipeline conversion rate. In addition, in the third
quarter of 2013, we experienced weaker than expected results in Asia-Pacific. Furthermore, in the second quarter of
2014, we had fewer transactions over $1 million in the financial services and public sectors as compared to the first
quarter of 2014. We expect these conditions, together with our recent sales execution challenges and our worldwide
sales leadership transitions, will continue to adversely affect our results in the near term. If macroeconomic or
geopolitical conditions continue to deteriorate or if the pace of recovery is slower or more uneven, our overall results
of operations could be adversely affected, we may not be able to grow at the rates we have experienced in the past,
and we could fail to meet the expectations of stock analysts and investors, which could cause the price of our common
stock to decline.
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We continue to invest in our international operations. There are significant risks with overseas investments, and our
growth prospects in these regions are uncertain. Increased volatility, further declines in the European credit, equity
and foreign currency markets or geopolitical conditions could cause delays in or cancellations of European orders. For
example, recent events in the Ukraine and Russia may adversely affect transactions in Eastern Europe, and could
adversely affect greater EMEA transactions as well as U.S. and European public sector transactions if the geopolitical
conditions do not stabilize in the future. Deterioration of economic or geopolitical conditions in the countries in which
we do business could also cause slower or impaired collections on accounts receivable. In addition, we could
experience delays in the payment obligations of our worldwide reseller customers if they experience weakness in the
end-user market, which would increase our credit risk exposure