Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(MARK ONE)

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

For the fiscal year ended December 31, 2013
OR

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

For the transition period from to
Commission File Number 001-33554

o

PROS HOLDINGS, INC.

(Exact Name of Registrant as Specified in Its Chaetr)

Delaware 76-0168604

(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)

3100 Main Street, Suite 900, Houston, Texas 77002
(Address of Principal Executive Offices) (Zip code)

Registrant’s telephone number, including area code(713) 335-5151
Securities Registered Pursuant to Section 12(b) tie Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value $0.001 per share New Btokk Exchange

Securities Registered Pursuant to Section 12(g) tife Act:
None




Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405%edb#turities Act.
Yes O No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Exchange Act.
Yes O No

Indicate by check mark whether the registranth@g filed all reports required to be filed by Secti3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstebrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 days.

Yes No O

Indicate by check mark whether the registrant lasnitted electronically and posted on its corpovedbsite, if any, every Interactive Data |
required to be submitted and posted pursuant te R05 of Regulation ${8§232.405 of this chapter) during the precedingrighths (or fc
such shorter period that the registrant was reduaesubmit and post such files).

Yes No O

Indicate by check mark if disclosure of delinquéllrs pursuant to Item 405 of RegulationKS(§229.405 of this chapter) is not contai
herein, and will not be contained, to the bestegfistrants knowledge, in definitive proxy or information &ments incorporated by refere
in Part Ill of this Form 10-K or any amendmenthgstForm 10-K.

O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-axcelerated filer or a smaller report
company. See definition of “large accelerated fileaiccelerated filer” and “smaller reporting conmgd in Rule 12b-2 of the Exchange Act.:

Large Accelerated Filer [ Accelerated Filer O

Non-Accelerated Filer O (do not check if a smaller reporting company)  aBem Reporting Company [
Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Act)Yes [ No [

The aggregate market value of voting and non-vatimgmon equity held by noaffiliates of the registrant was approximately $:B0fillion
as of June 28, 2013 based upon the closing pricéhéoregistrans of the common stock on the New York Stock Exclearigpis determinatic
of affiliate status was based on publicly filed doents and is not necessarily a conclusive detatioimfor other purposes.

As of February 24, 2014, there were outstandin@889722 shares of common stock, par value $0.Gxheaegistrant.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrast’Proxy Statement relating to its 2014 Annual Stobt#ers Meeting, to be filed within 120 days of #ra of the fisc:
year ended December 31, 2013, are incorporatedfbyence into Part Ill of this Annual Report on fak(-K.




Table of Contents

w

»

TA.

9A.
9B.

10
11
12
13
14

15

PROS Holdings, Inc.
Annual Report on Form 10-K
Table of Contents
For the Year Ended December 31, 2013

Description
Part |
Business
Risk Factors
Unresolved Staff Comments
Properties
Legal Proceedings
Mine Safety Disclosure
Part Il

Market for Registrant’s Common Equity, Related &tmider Matters and Issuer Purchases of Equity @&

Selected Financial Data

Management’s Discussion and Analysis of Financ@hdition and Results of Operations
Quantitative and Qualitative Disclosures About MarRisk

Financial Statements and Supplementary Data

Changes in and Disagreements with Accountants @ouing and Financial Disclosure
Controls and Procedures

Other Information

Part 11l
Directors, Executive Officers and Corporate Govaoea
Executive Compensation
Security Ownership of Certain Beneficial Owners Mahagement and Related Stockholder Matters
Certain Relationships, Related Transactions anddir Independence
Principal Accountant Fees and Services

Part IV
Exhibits and Financial Statement Schedules

24
26
27
43
43
43
43
44

45
45
45
45
45

46




Table of Contents

SIGNIFICANT RELATIONSHIPS REFERENCED IN THIS ANNUAL REPORT

The terms "PROS," “we,” “us,” and “ourkfers to PROS Holdings, Inc., a Delaware corpomatand all of its subsidiaries that
consolidated in conformity with the accounting pipies generally accepted in the United StatesroAca (“GAAP”).

CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STAT EMENTS

This Annual Report on Form 10-K contains certaatesnents that may be deemed to be “forward-looktatementsthat anticipat
results based on our estimates, assumptions and fHat are subject to uncertainty. These statesmenet made subject to the shtabo
provisions of the Private Securities Litigation 8&fi Act of 1995, Section 27A of the Securities A£1933, as amended (the “Securities Act”
and Section 21E of the Securities Exchange Act3#4]1 as amended (the “Exchange Ac#)l statements in this report not dealing v
historical results or current facts are forw#rdking and are based on estimates, assumptionpm@jections. Statements which include
words “believes,” “seeks,” “expects,” “may,” “shaljl “intends,” “likely,” “targets,” “plans,” “antigpates,” “estimates,br the negative versi
of those words and similar statements of futuréooward-looking nature identify forward-looking stments. The forwartboking statemen
made herein are only made as of the date heredfiwarundertake no obligation to publicly updatehstarwardiooking statements whether
a result of new information, future events or ottise.

" ou ” ou ” ou ” ” u " ou

Numerous important factors, risks and uncertairgiésct our operating results, including, withoumitation, those contained in tl
report, and could cause our actual results tordiffaterially, from the results implied by theseaay other forwardeoking statements made
us or on our behalf. There can be no assurancéutinaé results will meet expectations. You shaquéy particular attention to the important
factors and cautionary statements described is¢bton of this report entitled "Risk Factors". Yshould also carefully review the cautior
statements described in the other documents wérdite time to time with the Securities and Excha@mmmission (“SEC")specifically al
Quarterly Reports on Form 10-Q and Current RegmrtBorm 8-K. Information contained on our websit@dt part of this report.

Part |

Iltem 1. Business

Overview

PROS provides big data software solutions desigoelelp companies outperform in their markets byngibig data to sell mo
effectively. We apply more than two decades of daiance experience to unlock buying patterns amtepences within transaction dat:
reveal which opportunities are most likely to clostich offers are most likely to sell and whiclicps are most likely to win. PROS offers
data software solutions to analyze, execute, atith@@ sales, pricing, quoting, rebates, and reeenanagement. We also provide profess
services to implement our software solutions. Sinception, PROS has completed over 700 implemientabf our solutions, across more t
40 industries in more than 55 countries.

We were incorporated in Texas in 1985. We reino@ied as a Delaware corporation in 1998. In 2@@2reorganized as a hold
company in Delaware. Our principal executive aficare located at 3100 Main Street, Suite 900, tdaudexas 77002. Our telephi
number is (713) 3354151. Our website is www.PROS.com. Our websii the information contained therein or connectesteto are ni
intended to be incorporated into this Annual ReparForm 10-K.

In December 2013, we acquired SignalDemand, InBigffalDemand"), an optimization software compangdugiartered in S
Francisco, with approximately 40 professionals, timal cash consideration of $13.5 millionThis acquisition broadens our offering
companies in resource-based and commattityen industries, with products designed to h@mpanies better serve their customers in vo
markets with greater confidence and agility. Thitoitg SaaS-based solutions, SignalDemand proc#issesands of variables to deliver real
time recommendations to help companies make pridarax decisions across products, customers antheffis

In January 2014, we acquired approximately 90% arh€leon Software SA, a publicly traded French se@@onyme ("Cameleor
in an all-cash transaction valued at approximag@ly million (U.S. $33 million), net of cash acquire

Our industry
Datadriven decision making is an important driver osimess performance. The high volume, velocity aaribty of data that dema
costeffective, innovative forms of information processi commonly referred to as "big data," availabledmpanies is growing rapidly. F

example, IDC, a global IT market intelligence peii, expects the worldwide big data
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technology and services market to grow at a 27%poamd annual growth rate with revenues reaching $32.4 billion in 2017. Saits
applications can leverage big data to enhancelihgigd help companies make business decisionsaffeatt growth and profitability. W
believe software applications that apply data s@eto big data are one of the most compelling dpipities for companies to improve sa
pricing, quoting, rebates, and revenue manageriese applications allow companies to move frortiriosdriven sales, pricing, and revel
management strategies, to ddtaren strategies. We expect market forces to acatd the demand for big data solutions. These$oireclud
increasingly complex markets and business modeisertain demand for products and services, volatists, greater sophistication
purchasers, proliferation of competitive alternasivand exponentially increasing enterprise andketaata. We believe the market for big
science and technology is a large and emergingrappty that spans most major industries.

Our solutions

We believe our big data solutions help transform ocwstomers' big data into a strategic advantageudng our solutions, ot
customers can gain greater confidence and agilityhéir selling strategies through daliden insights into sales transactions. Theseins
include the customers and prospects most likelyutp offers most likely to result in a closed deald pricing that will help win a custom
business. We seek to deliver these insights thraaftware packages that apply data science to @a&oy's historic customer transact
market and other data to uncover customer buyittgnes and preferences. The data science embeddaed solutions provides customers \
predictive and prescriptive guidance on key busirdecisions that drive growth and profitabilitycliding product mix optimization, pri
forecasting, price optimization, product configimat recommendations, crosell and upsell recommendations, attrition detectianc
willingness-topay. Our solutions also help to streamline salgsing and revenue management processes with eatiandomation, contro
and compliance.

Our high-performance software architecture suppoetd-time, highvolume transaction processing, and allows us tadleathe
processing and database requirements of sophestieatd large customers, including customers whd teeespond to their customers v
subsecond electronic response requirements. We prevadelardized configurations of our software basgethe industries we serve and ¢
professional services to configure these solutionsieet the specific needs of each customer. Ctwa@ solutions have both a single ¢
base and a single integrated database,cancently operate in some of the largest, most dexnpnd demanding information technoli
environments. In addition to our professional ssggiteam, we also work with a team of globally dieepartners who have been certifie
implement PROS solutions.

We license our solutions under both perpetual et ticense models for customers. For perpetuah$ies, our customers receive
perpetual right to use our software. Our custongerserally purchase the related maintenance andogug@rvices on an annual basis.
license agreements provide customers with the ttighise licensed solutions within a specific lieersgope, including but not limited
revenue, geography, and business unit.

We also offer some of our solutions as software-asrvice ("SaaS'). These Saa$S offerings provide customers with hastdion:
rather than traditional opremise solutions and allow our customers to redofrastructure and installation requirements. Tjisvides a
alternative to our perpetual license sales model.offer both single tenant (private cloud) and intglhant solutions under our SaaS model
offer these solutions via mulyiear subscriptions with pricing generally basedtlos number of users or amount of revenue managesli
software. Through fiscal 2013, SaaS revenue habeet material to our consolidated financial result

Our license and implementation revenue compriseth 6866% and 65%of our total revenue in fiscal 2013, 2012 and 2
respectively. For a discussion of our revenue reitimy policies and the impact of our licensing ratsdon revenue, see Iltem 7, Managem
Discussion and Analysis of Financial Condition &webults of Operations, and Note 2 of the NotehéoQonsolidated Financial Statements.

Big Data Solutions for Pricing and Sales Effectivess
PROS pricing and sales effectiveness software isokienable companies in the manufacturing, digtion and services industries

analyze, optimize and execute sales, pricing, qgand rebate strategies. PROS big data solutamgricing and sales effectiveness incl
the following solutions:

» Scientific Analytics helps companies gain insight into their sales aigng performance by applying data science, alig
them to take action to correct poor performancetakd advantage of time-sensitive opportunities.
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» Price Optimizer streamlines pricing processes and creates priadigypcontrols to support corporate business gdatie
Optimizer allows organizations to apply data sogetm create multiple segment-specific rutesed price lists and quicl
modify prices or guidelines in response to markaatiity or changes in business strategy.

» Deal Optimizer applies data science to recommend optimized pacesproducts on a transactispecific basis for sal
representatives in negotiated transaction envirosnéailored to the unique characteristics ofachstomer transaction. Di
Optimizer provides insight into customer buying &ebr, enabling sales reps to better match offesach customer's unic
perception of value.

» Rebate Optimizer streamlines the rebate agreement creation, analysisapproval processes to accelerate sales grBw
providing a comprehensive analysis of rebates befugy are put in place, sales and marketing orgéinhs have insight in
the expected financial impact before they are natpt, leading to higher revenue and more proftalgals.

» Sales Optimizerprovides sales people with a 360-degree view instomer’s business. By handling all forms of a canys
commercial transactions, including contracts, gsioteds, price lists and rebates, Sales Optimizeviges insights into
customer’s book of business so they are able teemadre informed decisions.

e Step provides customer and product-specific pricing afiscounting recommendations in a multi-tenant, Saas:
application. Step is designed to meet the scopesealé of needs for mid-size companies, and stad-divisions of enterpri
organizations.

Our solution architecture allows our customersépldy all of these solutions either simultaneowusiysequentially. These solutic
provide businesses with tools and processes to help

» Provide sales negotiation guidance encompasgiiang, crosssell and upsell opportunities using a foundationdaf:
science.

» Establish pricing strategies that optimize prodarad account price points based on revenue, mangifoamarket share goe

* Benchmark sales opportunities to peer groups baisedlevant metrics, including willingness to f

» ldentify underperforming products andrik accounts to allow timely corrective acti

» Analyze key revenue and margin drivers, includingey cost, volume, product mix and exchange r

* Benchmark sales, pricing, and rebate performandararket conditions against performance g

» Create and manage pricing, rebate and discountilicjgs aligned with corporate strateg

e Automate quoting and pricing approval workflow twsare consistency and auditabil

Predictive Analytics and Optimization Solutions f&esource-driven and Commodity-based Companies

PROS manufacturing optimization software soluti@mable companies in the agrisiness, food and mill products industrie
analyze and optimize capacity planning, mix, bland pricing decisions. PROS big data solutionsémnmodity based manufacturers incl
the following solutions:

e SignalDemand EnterpriseOptimizer ™ enables manufacturers to optimize business pedoce across the supply
demand sides of their organization to improve nmrergind profitability by recommending the ideal rofxcustomers ar
channels to sell to and the best price for eacliedisas an optimized product formulation, purchpkm and product mix th
maximizes margins under changing market conditions.

» SignalDemand MixOptimizer ™ allows manufacturers to coordinate raw materplts, inventory, production capacity :
demand forecasts to optimize product and channel mi

e SignalDemand CapacityOptimizer™ allows asset intensive manufacturers to maxiro&gacity utilization and the mar
per capacity unit of their facilities by defininiget percentage of product that should be sold imack, helping ensure prod
availability for key customers, and minimizing egse&apacity.

e SignalDemand MarginOptimizer ™ allows manufacturers to maximize margin contitnutbased on products, tin
channels and customer segments when selling te tlaipal customers in highly volatile markets.

» SignalDemandBlendOptimizer ™ allows process manufacturers to forecast raw ma&{grices across various time horiz
to optimize the blend of component materials tgugliver finished goods at the lowest possibld.cos
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Big Data Solutions for Revenue Management

PROS revenue management solutions are a set gfamee software solutions that enable enterprisekd travel industry, includii
the airline, hotel and cruise industries, to drievenue and profithaximizing business strategies through the appdicabf advance
forecasting and optimization technologies and deeisupport capabilities. These big data solutions idebusinesses the tools and proce
to help:

e Maximize revenue and profitabili

*  Quickly adapt to changing market conditions andrmss objective

» Differentiate customers by market and sales che

» Effectively conduct rediime negotiation:

e Monitor pricing and revenue management performi

» Increase customer loyalty by providing the righddghrcts and services to the right customer at tite time

PROS big data solutions for revenue managementdedhe following solutions:

* PROS Analytics for Airlines identifies hidden revenue leaks and opportun

* PROS Revenue Managememnnanages passenger demand with either leg- or sédrased revenue managem
»  PROS O&D ™ manages passenger demand with passenger name (#1dR"), based revenue managernr

* PROS Real-Time Dynamic Pricing™ determines optimal availability based on réale evaluation:

* PROS Group Revenue Managemennanages revenues related to group requests anthge

 PROS Network Revenue Planninglelivers networleriented fare class segmentat

* PROS Availability Server provides reatime availability and pricing to distribution chaels, and keeps rules, fares and ¢
data synchronized and deployable across multigtieceaters.

« PROS Stratusis designed specifically for low-cost airlines tlaimpete in price-sensitive, ultcampetitive markets.
recommends load factor targets and adjusts inwgntehich allows airlines to improve both ticket aadcillary revenu
streams.

 PROS Cruise Pricing and Revenue Managemergéllows customers to understand their consumer® ensitivities, trac
competitor behavior, and quickly set prices andlakity.

 PROS Hotel Revenue Managemeritelps customers simplify, accelerate, and imprai@ny decision makin
Technology
Software ArchitectureOur software architecture is based on open stdsdarch as Java, HTML5, JavaScript, Flex, XML, Bid P,

We have created a component-based design in @serniénted architecture to develop a flexible, lageimmework. This framework suppc
parallel and independent evolution and innovatiotechnologies and product features.

ServiceOriented Architecture.A comprehensive web services interface is at tbsarthof our architecture. This interface ene
extension onto other platforms and the creationiaf integrated solutions. It is also the foundataf our “PROS Everywhereihitiative tc
bring our solutions to the software (Microsoft Exe@d Microsoft SharePoint) and hardware (Apple.'thdPhone® and iPad®yindows
Phone, BlackBerry, and Android phones) tools thabyrbusinesses are already using.

Embedded Sciencéur robust sciencbased capabilities such as forecasting, optimizasegmentation, and price guidance allo'
to leverage the deep expertise and research cdademce and research group in our solutions. Thagabilities are industrindependent ar
are validated using our proprietary verificatiomldesting processes.

Configuration vs. Custom CodingOur solutions can be configured to meet each ousts business needs through configuri
rather than custom code. The configuration cajiigsil define both a business layer (including daéin of user workflows, executi
dashboards, analytics views, calculations, apprpvatesses and alerts), as well as a data layepénits configuration of data structu
including hierarchical dimensions, pricing levelsdameasures. Much of the configuration can beopered by a business user with
information technology personnel involvement. Wesarve the configurations as part of an upgradewimlg our customers to more ea
upgrade to new versions of our solutions, whenlaluk.
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Scalability. We leverage modern big data technologies sudlegegReduce and Hadoop®oSQL databases such as Cassandr
MongoDB®, and in-memory and colunamiented data stores to scale to large data voluamdshigh user request rates. The scalability @
software solutions has been tested and validatddduyng third-party vendor benchmark performareaters.

Data Integration. The data needed to execute and optimize salesingu@ricing, rebate and revenue management fomality
typically resides in multiple sources, such as mgany's enterprise resource planning (“ERP”), sppphin management (“SCM”"gustome
relationship management ("CRM"), reservations anebmtory systems, and/or indusspecific transaction systems. In addition, proitgi
tools such as spreadsheets and external marketdatees are common. Our data integration cafiabilitilize web services and filase
data interfacing to bring data from disparate sesirogether into a single cohesive database, Ibothal time and through scheduled b
tasks. PROS also provides certified content foegration with SAP ERP and OracleBasiness Suite as well as integration develop
services using industry standard tools.

User Interface. Our technology provides a rich, browdesed interface that supports both local and remsées. This interfa
supports a wide variety of interactive charts atfteodata views, and provides a comprehensive sktarity model based on user role
scope of responsibility. We also offer nativelyrdwped capabilities for multiple mobile deviceshlet, CRM systems, and client applications

Platform Support. Our software solutions run on most standard infeiznaechnology platforms including Microsoft SQlkerSer an
Oracle databases, &t processors from Intel, AMD, IBM and Oracle, war hardware from HP, Dell, IBM and Oracle, the dbws, Linux
AIX and Solaris operating systems, and virtualimatiechnologies such as VMware. Our solutions candéployed ompremises in ot
customers' data centers or hosted in our private centers. We also have solutions which are deplaatively in the Salesforce.com Cl
environment and on Microsoft Windows Azure.

Services
Our services include implementation, consultattaaining, maintenance, and cloud-based services.
Implementation

Our software solution implementations have a statidad and tested implementation process develtpedgh years of experier
implementing our software solutions in global epteses across multiple industries.

Our professional services team works closely with @istomers to develop an integrated project amelp them accelerate time
value. Pursuant to these plans, we provide techdigployment, integration, deployment support, aodfiguration services related to
solutions. In addition, we also assist customer®auing and validating data and supporting orgaional activities to assist our customers
transition from awareness of their pricing challen¢o adoption of pricing excellence best practigeaddition to our own internal professio
services team, we also work with a team of globdilerse partners who have been certified to implemand have implemented PR
solutions.

Consulting
Our consulting services include discovery and ims@pnsulting to analyze a custonsecurrent pricing processes and data, identi
and prioritizing specific higlvalue pricing opportunities, and recommending pgdbest practices and strategic pricing services.al§o offe
change management, pricing process redesign, grariganizational design, opportunity assessmentpanbrmance management consuli
These consulting services enhance our partnersfiipour customers and help them achieve theirifipgricing goals.
Training
We offer training to both our customers and pagrerincrease the knowledge and skills to deplay wse the full functionality of o
solutions. We offer an array of live and virtuahs$room training, as well as tailored, privatesda-classroom training. Our courses inc
training on all aspects of our solutions, fromawotuctory on-demand mini-courses to multi-day hamasleep technical classroom sessions.

Maintenance and support

We offer ongoing maintenance and support servioestdir software solutions using a global modelupp®rt our customers acrt
major geographies. Maintenance and support enrotlemtitles a customer to solicit support througied-
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based interface which allows the customer to sulamit track issues, access our online knowledge aagdereceive unspecified upgrac
maintenance releases and bug fixes during the dériine support period on a when-andifailable basis. In addition, our customer sug
personnel responds to customer issues prompthg wsinescalation process that prioritizes repordsdds based on a defined set of se\
levels, as well as assists customers in deployimgstandard releases for each software solutiorproyiding release web seminars
documentation. Maintenance fees are an importamtceof recurring revenue and we invest signifia@soburces in providing these servi
Revenue from maintenance and support services @sedp82% , 34% , and 35% of our total revenue 132@012 and 2011, respectively.

Cloud-based Services

We offer cloudbased services to allow customers to deploy ourdsita software solutions without any significantdstment i
hardware.

Customers

We sell our software solutions to customers inrttaufacturing, distribution, services, and trawelustries. These industries incl
various verticals such as chemical, high tech, wows goods, cargo, food, food service, equipmentatehotels, industrial, medical, n
products, petroleum, agbusiness, airlines and service parts. Our custoarergenerally large global enterprises, althoughhave custome
that are smaller in scope of operations. In eac0a8, 2012 and 2011, we had no single customéatwunted for 10% or more of revenue.

Backlog

Our backlog is derived from agreements that weebelito be firm commitments to provide software S8ohs and related services
the future. Our backlog includes deferred revei@u. backlog can vary significantly from period terijpd depending on a number of fac
including the timing of our sales and the naturéhefagreements we enter into with our customers.

Our backlog is significantly based on estimates jigments that we make regarding total contratdesm For example, we he
agreements that include netandard provisions which require us to exercisigijuent over the extent to which to include theseaments i
our backlog. However, based on our history of sssftély implementing our software solutions, we gratly include the full estimated va
of these agreements in backlog.

We make significant estimates and judgments reggrdnaintenance renewals and changes to existingtemaince and supp
agreements. Backlog includes committed maintenamceamounts under maintenance and support agrezhatitwe reasonably expec
renew.

We compute our backlog as of a specific date, ardupdate our backlog to reflect changes in oummedés and judgments
subsequent additions, delays, terminations or témhgin our agreements. We also have agreementsmidnated in foreign currencies, :
variation in currency exchange rates can influemgecalculation of backlog. We compute backlog gglmenexisting currency exchange re
and we update backlog to reflect changes in theges.r

For these and other reasons, our backlog may natrbeaningful indicator of future revenue to beoggized in any particular quart
and there can be no assurance that our backlowy gtaint in time will translate into revenue in asgecific quarter.

We had backlog of approximately $175.1 million &9ecember 31, 2013 as compared to backlog of apadely $146.5 millioras
of December 31, 2012 . The portion of our backlegphDecember 31, 20180t reasonably expected to be recognized as reweithim the
next twelve months is estimated to be approxima#&B.9 million .

Sales and marketing

We sell and market our software solutions primattiygough our direct global sales force and indlyetiirough resellers. Our sa
force is organized by our target markets of manufawg, distribution, services and travel and ispansible for the worldwide sale of
solutions to new and existing customers. Our stdese works in concert with our solutions personfal selling and providing solutic
demonstrations to new customers.

Our marketing activities consist of a variety obgrams designed to generate sales leads and bualdaess of our big data softw
solutions. We host conferences for sales, pricing, revenue management professionals, host infamnadtveb seminars and participate in
sponsor other industry and trade conferences aggharations.
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International Operations

We are a global company that conducts sales, salggort, professional services, product developraedt support and marketi
around the world. Our headquarters are locatedaunskbn, Texas, and, as of December 31, 2013, we bfiices in London, England; £
Francisco, California; Munich, Germany; and Ausfiiexas. We also conduct development activities goredantly in the United States, ¢
utilize thirdparty contractors in Bolivia, China, Colombia amdlin. We plan to expand our operations in inteamati locations to meet t
strategic objectives of our business.

Approximately 55% , 56% , and 64%f our total revenue came from customers outside Wnited States for the years en
December 31, 2013 , 2012 and 2QX&spectively. Our business, financial conditiowd aesults of operations could be adversely immaby
currency fluctuations or regulatory, political, sdcand economic developments or instability in theeign jurisdictions in which we opere
For additional financial information about geograpdreas, see Note 14 of the Notes to the Condetidinancial Statements.

Competition
The market for big data applications that optinmgaées, pricing, quoting, rebates, and revenue nemegt is competitive, fragmen
and rapidly evolving. We believe our customers atarsthe following factors when evaluating us agaivur competition:
» Large and referenceable global customer |
e Industry domain expertis
« Domain management best practices expertise ancedg
« Ability for users to configure the solution to theieeds
» Depth of expertise in data and pricing scie
* Realtime solutions
» Proven benefits of return on investment, totat®f ownership, and time-telue
» Organizational change management expe
» Product architecture, functionality, performanaiability and scalability
»  Ability to offer integrated higtvalue solution:
» Breadth and depth of product and service offer
» Services and customer support qué
e Size and quality of partner ecosyst
» Existing customer relationshi

e Vendor viability

We compete with a number of larger and smaller conigs. In the future, we believe our competitiofi increase as more compar
move into our market segment, and will increaseva®xpand into adjacent market segments. We believare able to compete success
due to our long history of providing prescriptiveftsvare solutions, the scope of our offerings, $ie and strength of our install base,
flexibility and scalability of our architecture, duour commitment to solution innovation and customecess.

Several large enterprise application providershsag JDA Software, Oracle and SAP, have also dpedl®fferings that incluc
limited pricing and revenue management functiopaliDA Software and Oracle entered the market piljnehrough JDA's acquisition
Manugistics and Oracle's acquisitions of Siebelt&ys and Big Machines, respectively, and SAP regtbducts of one of our competit
We believe these vendors do not provide all offtimetionality needed to support an organizatioerested in optimizing sales growth thro
datadriven pricing, rebates, quoting and revenue mamagé These vendors may seek to compete on pritéyatundling their pricing ai
revenue management applications with other ent&r@pplications. We believe the market for pricgoeffware is beginning to converge v
another big data application, sales enablementvaodt as sales personnel are increasingly becothimglay to day users of both type:
software. We believe this convergence will accaéema the future. For example, we released our ReB@timizer solution in 2012 to furtt
sales enablement. As a result of this convergemeejave begun, and expect to continue, to compittecempanies in sales enablement :
as configure, price and quoting ("CPQ") softward egbate management. We believe that we distinguistelves from these vendors through
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the breadth and depth of the functionality we offee robust integration and configuration cap#édiof our solutions, and our proven ab
to provide high-value science-based optimizatidiwsare to our global customer base across multiplestries.

In addition, a number of other vendors provideipgcand revenue management software for specifiastries. In the hotel indust
we compete with IDeaSa-SAS Company and Easy RMS, among others. In theeaindustry, we compete with Sabre Airline Salas ani
Lufthansa Systems among others. We do not compeéteiretail industry, where vendors include IBIAJSoftware, Oracle and SAP. Ora
SAP and IBM entered the retail market through theguisitions of ProfitLogic, Khimetrics and Demdied, respectively.

Our solutions also compete with solutions developernally by businesses. These businesses gnezdl on a combination
manual processes, external consultants, spreadsireinternally-developed software tools.

Intellectual property and other proprietary rights

Our success and ability to compete is dependgpéiinon our ability to develop and maintain theppietary aspects of our technolc
and operate without infringing upon the proprietdghts of others. We rely primarily on a combioatiof patent, trademark, copyright, tr
secret, confidentiality procedures, contractualjgions and other similar measures to protect oopfietary information. As of the date of t
filing, we have nine issued U.S. patents and 27dpenU.S. patent applications. In addition, we h&we registered trademarks and
pending U.S. trademark applications. We have nesymd patent protection in any foreign countriese Do the rapidly changing nature
applicable technologies, we believe that the impnognt of existing solutions, reliance upon tradeets and unpatented proprietary knbow
and development of new solutions are generally radsantageous than patent and trademark protection.

Research and development

We believe our innovation with respect to our saftvsolutions is a foundation of our business an made substantial investme
in research and development as a part of this ctmmenit. We also believe that our loteym investment in the scientific analysis of pri¢
revenue management and sales differentiates usduwrmompetitors. We are committed to developirghhialue, sciencbased sales, prici
and revenue management software solutions as edddmy our continued investment in research an@ldpment. In fiscal 2013 , 20Xhc
2011, we invested $32.5 million , $27.6 milliorda$25.7 million, respectively, in research and development to mreéhaur existing portfol
of solutions and services and to develop new swmigtand services. Our research and developmenhsspénclude costs associated with
product management, product development and scemteesearch groups. We conduct research andogewent activities predominantly
the United States and utilize third-party contregia Bolivia, China, Colombia and India.

We employ scientists, most of whom are Ph.D.sdimace sales, pricing and revenue management tegiynand its implementatic
in our software solutions. These scientists hawigfties including, but not limited to, operatioresearch, management science, stati
econometrics and computational methods. Our ssisntegularly interact with our customers, proddevelopment, sales, marketing
professional services staff to help keep our s@esgiforts relevant to real-world demands.

Employees

As of December 31, 201,3ve had 848 full time personnel which included &&2ployees and 196 outsourced personnel, an ircoe
20% from December 31, 2012None of our employees are represented by a lahion or covered by a collective bargaining agresm/e
have not experienced any work stoppages and cormigdemployee relations to be good.

Website

We maintain a website atww.PROS.coniNo information on our website is incorporated bierence herein. We make available,
of charge through our website, our Annual ReporfForm 10-K, Quarterly Reports on Form 10-Q, Curf@eports on Form &; including
exhibits thereto, and any amendments to those tefited or furnished pursuant to Section 13(a)lb(d) of the Exchange Act, as soot
reasonably practicable after the reports are eleidally filed with or furnished to the SEC. Oupuets that are filed with, or furnished to,
SEC are also available at the SEC's websitevat.sec.govYou may also obtain copies of any of our repottsdfiwith, or furnished to, ti
SEC, free of charge, at the SEC's public referenoen at 100 F Street, N.E., Washington, DC 20548u Yhay obtain information on t
operation of the public reference room by callihg SEC at 1-800-SEC-0330.
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Annual CEO Certification

Pursuant to Section 303A.12(a) of the New York btBgchange (“NYSE”")Listed Company Manual, we submitted to the NYS|
annual certification signed by our Chief Execut@ficer certifying that he was not aware of anylatmn by us of NYSE corporate governa
listing standards on June 11, 2013.

Item 1A. Risk Factors

We operate in a dynamic environment that involves@rous risks and uncertainties. The followingiseoiescribes some of the ri
that may adversely affect our business, finan@aldition or results of operations, and the tragirige of our common stock; these risks are
necessarily listed in terms of their importancéeoel of risk.

Risks relating to our business and industry:
We may not be able to achieve our key initiativeslgrow our business as anticipated.

While we currently intend to grow our business hyrguing key initiatives to broaden our product folah through intern:
development and acquisitions; increase our saleaciy by expanding our direct sales organizatiod developing our channel partnerst
expand our scale through system integrators; argloyrmarketing programs to increase awareness o€@mpany and our big data prodt
among existing and prospective customers, we mdybaoable to achieve these key initiatives. Ourcess depends on our ability
appropriately manage our expenses as we grow ganization; identify or acquire companies or asaettractive valuations; enter into |
maintain beneficial channel relationships; devedeps products; and successfully execute our maretind sales strategies. If we are not
to execute on these actions, our business mayrost@s we anticipated, and our operating resulitdcoe adversely affected.

As we expand our software product portfolio, we Mdlce increased competition as part of enteringwenarkets.

The market for our products is competitive, andexpect competition to increase in the future asewmand our product portfolio a
features. We may not compete successfully agaimstef potential competitors, especially those witinificantly greater financial resource:
brand name recognition. For example, we our lgiesucts to compete with sales enablement, cordiguceguote and rebate managen
software, and through Cameleon we now competetim @dnfigure-priceguote software. Large companies in these spacesmayadvantag
over us because of their longer operating histogesater brand name recognition, larger custorased broader product portfolios, or gre
financial, technical and marketing resources. Assallt, they may be able to adapt more quicklyaw ior emerging technologies and chau
in customer requirements.

If our new products and product enhancements do achieve sufficient market acceptance, our resuifsoperations and competitive
position could suffer.

We spend substantial amounts of time and moneydearch and develop new products and enhance nersfoour products.
addition, we introduced new releases of certaipects. We introduce new products and incorporattiadal features, improve functional
or add other enhancements to our existing prodoabsder to meet our customers' demands. Our nedugts or enhancements could fa
attain sufficient market acceptance for many regsimeluding:

. delays in introducing new, enhanced or modifieatpcts;

. defects, errors or failures in any of our prodyct

. inability to operate effectively with the netwarkf our prospective customers;

. inability to protect against new types of attaok$¢echniques used by hackers;

. negative publicity about the performance or dffeness of our network security products;
. reluctance of customers to purchase productd@s®pen source software; and

. disruptions or delays in the availability andidety of our products.
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If our new products or enhancements do not achadeguate acceptance in the market, our compegitisgion could be impaired, ¢
revenue will be diminished and the effect on ouerating results may be particularly acute becadigbensignificant research, developm
marketing, sales and other expenses we incurredrinection with the new product.

We focus primarily on big data sales, pricing andwenue management software, and if the market foistsoftware develops mc
slowly than we expect, our business will be harm

We derive most of our revenue from providing odesapricing and revenue management software salsitimplementation servic
and ongoing customer support. The sales, pricitjramenue management software market is still éwglvand it is uncertain whether t
software will achieve and sustain high levels ahdaed and market acceptance. Our success will degetite willingness of businesses in
manufacturing, distribution, services, and trawelustries to use sales, pricing and revenue maremgesoftware.

Some businesses may be reluctant or unwilling feément sales, pricing and revenue managementa@tier a number of reaso
including failure to understand the potential ratupf improving their processes and lack of knogédbout the potential benefits that ¢
software may provide. Even if businesses recogthieganeed for improved pricing processes, they nwysealect our sales, pricing and reve
management software solutions because they prdyibase made investments in internally developddssaricing and revenue managen
solutions. Some businesses may elect to improvie fhieing processes through solutions obtainednfrimeir existing enterprise softwi
providers, whose solutions are designed principmalladdress one or more functional areas other phiaing. These enterprise solutions t
appeal to customers that wish to limit the numbesaftware vendors on which they rely and the nundiedifferent types of solutions usec
run their businesses.

If businesses do not embrace the benefits of sgiesing and revenue management software, the ,salésing and revent
management software market may not continue tolde\a may develop more slowly than we expect,egithf which would significantly ar
adversely affect our revenue and operating redBiisause the sales, pricing and revenue managesoftwiare market is developing and
manner of its development is difficult to prediste may make errors in predicting and reacting teviant business trends, which could h
our operating results.

Competition from vendors of big data sales, pricingevenue management and configure-prigetote solutions and enterpri:
applications as well as from companies internally\wkloping their own solutions could adversely affesur ability to sell our softwar
solutions and could result in pressure to price osmftware solutions in a manner that reduces our rgans and harms our operating result:

The sales, pricing, revenue management and coefigtice-quote software market is competitive, fragted and rapidly evolving.
Our software solutions compete with both solutidegeloped internally by businesses as well as thokgions offered by competitors. Our
principal competition consists of:

* pricing, quoting, rebate and revenue managemetwaid vendors, including a number of vendors thavide such software f
specific industries; and

« large enterprise application providers that haveebiped offerings that include sales, pricing aedenue managem
functionality.

We expect additional competition from other estdi#d and emerging companies to the extent the, galesg, revenue managem
and configure-priceuote software market continues to develop andrekpd/e also expect competition to increase aswtreSthe entranc
of new competitors in the market and industry céidation, including through a merger or partnersbifiwo or more of our competitors or
acquisition of a competitor by a larger companychsas Oracle through its recent acquisition of Baghines. A number of our current i
potential competitors have larger installed badessers, longer operating histories and greatereneguwognition than we have. In additi
many of these companies have significantly greft@ncial, technical, marketing, service and ottesources than we have. As a result, 1
companies may be able to respond more quickly 1@ ae emerging technologies and changes in custalearands and devote grei
resources to the development, promotion and sateeaf products.

Competition could seriously impede our ability &l sdditional software solutions and related ssrgion terms favorable to us. We
not know how our competition will set prices foethproducts. Businesses may internally developt&wis, rather than invest in commercially
available solutions. Our current and potential cetitprs may develop and market new technologiesrédraler our existing or future solutic
obsolete, unmarketable or less competitive. In taaldi if these competitors develop solutions witinikar or superior functionality to o
solutions, or if they offer solutions with simitamctionality at a substantially lower price thaur solutions, we may need to decrease the ¢
for our solutions in order to remain competitifewle are unable to maintain our current soluticrviees and maintenance pricing du
competitive pressures, our margins will be reduced
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and our operating results will be adversely afféct¥e cannot provide assurance that we will be bl®mpete successfully against currel
future competitors or that competitive pressurdsmnait materially and adversely affect our businéisgncial condition and operating results.

We are subject to a lengthy sales cycle and delayfailures to complete sales may harm our businessl cause our revenue a
operating income to decline in the future.

Our sales cycle may take several months to oveaa Yo sell our solutions successfully and obémirexecuted contract, we gener
have to educate our potential customers abouttbheand benefits of our solutions, which can regsigeificant time and expense without
ability to realize any revenue. During this salgsle, we expend substantial resources with no asserthat a sale will ultimately result. -
length of a customes’sales cycle depends on a number of factors, romhich we may not be able to control. These ficioclude th
customer’s product and technical requirements hadavel of competition we face for that custoradrisiness. Any unexpected lengthenir
the sales cycle or failure to secure anticipatetie would negatively affect our revenue. Furtheama delay in our ability to obtain a sig
agreement or to complete certain contract requinesnia a particular quarter could reduce our reeenuhat quarter. Any significant failure
generate revenue or delays in recognizing reveftee iacurring costs related to our sales or sewiprocess could have a material ad\
effect on our business, financial condition andiltsof operations.

Any unauthorized, and potentially improper, actiond our personnel could adversely affect our buséise operating results and
financial condition.

The recognition of our revenue depends on, amohgrathings, the terms negotiated in our contradth wur customers. O
personnel may act outside of their authority andotiate additional terms without our knowledge. Wase implemented policies to h
prevent and discourage such conduct, but therdearo assurance that such policies will be followeat instance, in the event that our s
personnel negotiate terms that do not appear idh&act and of which we are unaware, whether suiditional terms are written or vert
we could be prevented from recognizing revenuecicoalance with our plans. Furthermore, dependingvban we learn of unauthoriz
actions and the size of the transactions involvezlmay have to restate revenue for a previouslgrted period, which would seriously he
our business, operating results and financial d¢andi

We recently completed our first two acquisitiongycain the future may continue to enter into acquigins that may be difficult t
integrate, fail to achieve our strategic objectivelsrupt our business, dilute stockholder value divert management attention.

We recently completed our first two acquisitionsgdan the future may continue to enter into acduiss of businesses, technolog
and products that we intend to complement our iegjdbusiness, solutions, services and technoloW¥escannot provide assurance thal
acquisitions we have made or will make in the fetwill provide us with the benefits or achieve tksults we anticipated in entering into
transaction. Acquisitions are typically accompartigdh number of risks, including:

« difficulties in integrating the operations and memsel of the acquired compani

« difficulties in maintaining acceptable standardsnteols, procedures and policies, including intégrafinancial reporting ar
operating systems, particularly with respect t@iigm and/or public subsidiaries;

« potential disruption of ongoing business and distoa of managemet

 inability to maintain relationships with customeifghe acquired busine:

« impairment of relationships with employees and @ungrs as a result of any integration of new manageigind other personn
- difficulties in incorporating acquired technologydarights into our solutions and servic

« unexpected expenses resulting from the acquisiéin

« potential unknown liabilities associated with acgqdibusinesse

In addition, acquisitions may result in the incmge of debt, acquisition related costs and expemsstucturing charges and write-
offs. Acquisitions may also result in goodwill anther intangible assets that are subject to impaitntests, which could result in fut
impairment charges.

In January 2014, we acquired approximately 90% arh€leon. Since we own less than a 100% interestpmblicly traded compar
we face additional risks, including being subjextFRrench securities regulations applicable to pubbimpanies in France, NYSE Euror
rules, and being unable to exert full control. Aliigh we intend to continue to purchase equity éstsr
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in Cameleon to obtain a 100% interest, there igynarantee that we will be successful. In Deceml@di32 we acquired SignalDema
SignalDemand was our first acquisition. The purelsasf Cameleon and SignalDemand have required @hdontinue to require significa
management time and attention during the acquisditd integration process.

We may enter into negotiations for acquisitiond @u@ not ultimately consummated. Those negotiatioould result in diversion
management time and significant outpafeket costs. If we fail to evaluate and executguiitions successfully, we may not be able toad
our anticipated level of growth and our busines$ gperating results could be adversely affected.

If we are not able to manage our anticipated groweaffectively, our operating costs could increasedaour operating margins could
decrease.

We expect to grow our infrastructure to address aequisitions of SignalDemand and Cameleon andrgib&ential addition:
business combinations. Our growth will continueptace, to the extent that we are able to sustath gwowth, a strain on our managem
administrative, operational and financial infrasture. If we continue to grow our operations, byywd additional business combinations,
may not be effective in enlarging our physical lities, systems, procedures and internal controds/ mot be adequate to support ¢
expansion. If we are unable to manage our growthpperating costs could increase and our operatiagins could decrease.

Any downturn in sales to our target markets of maaaturing, distribution, services, and travel woulalversely affect our operatit
results.

Our success is highly dependent upon our abilityelbour software solutions to customers in thenfiacturing, distribution, service
and travel industries. If we are unable to market sell our software solutions effectively to cusass in these industries, we may not be
to grow our business. It is uncertain whether aftvgare solutions will achieve and sustain the lewd demand and market acceptance th:
anticipate. Such uncertainty is attributable topamother factors, the following:

* it may be more difficult than we currently anticipdo implement our software solutions in our taigdustries
* it may be more difficult than we currently anticipdo increase our customer base in our targesinés

« it may take more time than we currently antitép@ train our personnel in the implementatiomaf software solutions in our
target industries; and

< our limited experience implementing our softwarkigons in certain of our target industri

Our revenue growth has been derived from custoiinetise manufacturing, distribution, services, aral/¢l industries. Our reven
growth is highly dependent upon continued growthmaifrket acceptance in these industries, and tterédbe no assurance our solutions
achieve or sustain widespread acceptance amongnoeis in these industries. Failure to expand maakeeptance of our solutions in
manufacturing, distribution, services industriest@mmaintain sales in the manufacturing, distribatiservices, and travel industries wc
adversely affect our operating results and findregadition.

Our software solutions require implementation prajs that are subject to significant risks and detaywhich if any occurred coul
negatively impact the effectiveness of our softwaesulting in harm to our reputation, business arfthancial performance.

The implementation of our software solutions cavolme complex, largescale projects that require substantial supportadipms
significant resources and reliance on factors #natbeyond our control. For example, the successupimplementation projects is hea
dependent upon the quality of data used by ouwsoé solutions, the commitment of customeesources and personnel to the projects ar
stability, functionality and scalability of the damer’s information technology infrastructure. We may hetable to correct or compensate
weaknesses or problems in infrastructure or datang lack of our customergommitment and investment in personnel and reseuic
addition, implementation of our software solutiarem be highly complex and require substantial &ffand cooperation on the part of
customers. If we are unable to successfully matiagémplementation of our software solutions suedt those products do not meet custc
needs or expectations, we may become involvedsiputies with our customers and our business, reéputand financial performance may
significantly harmed. For projects accounted fodempercentage-afempletion, we recognize our license and implemanrtarevenues
implementation services are performed. Any delayan implementation project or changes in the saogining of an implementation projt
would delay or alter the corresponding revenuegsitimn and could adversely affect our operatirgutes. In addition, any delays or change
scope could result in estimated project costs akngecontracted revenue of which a loss reserveldvoaed to be established which wc
have an adverse effect on our operating resules Inplementation project for a large customer or
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a number of customers is substantially delayedaoceled, our ability to recognize the associatedrree and our operating results woul
adversely affected.

If our executives and other key personnel are unalib effectively manage our business, or if we fail attract additional qualifie
sales, marketing, professional services, productv@lepment and other personnel, our revenue and @tigrg results will be adverse
affected.

Our future success depends upon the performanceeamite of our executive officers and other kelgsadevelopment, science
professional services staff. The failure of ouratives and key personnel to effectively managebmsiness or the loss of the services o
executive officers and other key personnel wouldrhaur operations. In addition, our future sucogdkdepend in large part on our ability
attract and retain a sufficient number of highhalified sales, marketing, professional servicesdpct development and other personnel,
there can be no assurance that we will be ableotsad We have continued to add a significant nundfemew personnel to support
continued growth, and their ability to learn oursimess and manage it effectively will be importaat our continued growth a
expansion. In addition, given the highly sophidtichdata science included in our solutions, thd pbdata scientists and software develo
qualified to work on our solutions is limited. Thaplementation of our software solutions requirashly-qualified personnel, and hiring ¢
retaining such personnel to support our growth meychallenging. Competition for such qualified persel is intense, and we compete
these individuals with other companies that haweatgr financial, technical, marketing, service atider resources than we do. If our
personnel are unable to effectively manage ourniessi or if we fail to attract additional qualifipdrsonnel, our operating results coul
adversely affected.

Deterioration of general U.S. and global economioraitions could adversely affect our sales and ogtérg results.

We are a global company with customers around theddwGlobal financial markets have experiencedesre disruption in rece
years, including, among other things, extreme ildjain security prices, limited ability to raiseapital in public and private financial mark
severely diminished liquidity, credit unavailabjlitand company rating downgrades. These conditioenge a negative impact on:
prospects' and customers' ability to raise capitdl operate their businesses.

The implementation of our software solutions, whishoften accompanied by third party hardware pasels and other cap
commitments, involves significant capital expenditlby our customers. Customers may reduce or defbr spending on technolog
Customers may also elect to purchase our solutim$§aaS or term licenses, which could adversefyathour liquidity and/or result in t
deferral of revenue over the contractual serviagoge In addition, the weak and uncertain U.S. ghlabal economic conditions could img
our customers' ability to pay for our products envices. Any of these factors could delay our rexerecognition or otherwise adversely im|
our business, quarterly or annual operating resutsfinancial condition.

Periodic fluctuations in the U.S. Dollar and otlearrencies, corporate profits, lower spending,atailability of credit, the impact
conflicts throughout the world, terrorist acts,urat disasters, volatile energy costs, the outbrdakiseases and other geopolitical factors
had, and may continue to have, a negative impath@i).S. and global economies. Our customers avgppcts may experience consolida
or bankruptcies in their industries which may resuproject delays or cancellations. We are unéblgredict the strength or duration of cur
market conditions or effects of consolidation. Umaiaties in anticipated spending levels or furtkensolidation may adversely affect
business, financial condition and results of openast

A significant or prolonged economic downturn in ingtries in which we focus may result in our custoraeor prospects reducing
postponing spending on the solutions we off

There are a number of factors, other than our padace, that could affect the size, frequency ambwal rates of our custor
contracts. For instance, if economic conditions keeain any industry in which our customers or pemtp are focused, our customer
prospects may reduce or postpone their spendimgfisently which may, in turn, lower the demand fmrr solutions and negatively affect
revenue and profitability. As a way of dealing wihchallenging economic environment, customers of@nge their purchasing stratec
including, in some instances, requesting term Besnor SaaS agreements as opposed to perpetuakliagreements, increased negotiatic
price, deciding to license one solution rather thartiple solutions or licensing solutions for ports of their business. Customers could
terminate or delay their implementations or maiatexe contracts. Change in license terms or theofpss any significant decline in busin
from, one or more of our customers may lead t@aifitant decline in our revenue and operating rme,gparticularly if we are unable to mi
corresponding reductions in our expenses in thateaany such loss or decline. Moreover, a sigaift change in the liquidity or financ
position of any of these customers could have en@tadverse effect on the collectability of owcaunts receivable, liquidity and futi
operating results.

14




Table of Contents

A weakening economy and changing business condisi@ould result in substantial defaults or slowind payments by our custome
on our accounts receivable which could have a siigant negative impact on our business, results aferations, financial condition c
liquidity.

A significant portion of our working capital consisof accounts receivable from customers. If custemesponsible for a significi
amount of accounts receivable were to become irsbler otherwise unable to pay for solutions anglises, or were to become unwilling
unable to make payments in a timely manner, ouinkbas, results of operations, financial conditiotiguidity could be adversely affected.

Our global growth is subject to economic and patal risks.

We are a global company with customers around thrddwin 2013, approximately 55%f our revenues were attributable to activ
outside the United States. Our operations are sutgjghe effects of global competition. They asoaaffected by local economic environme
including inflation, recession and currency volstil Political changes, some of which may be disug may interfere with our customers .
our activities in a particular location.

Our revenue recognition policy may cause any deaesin sales not to be reflected in our revenue iediately.

The period over which we recognize license and émgntation revenue for an implementation dependh@mumber of licens:
software solutions and the scope and complexith®fcustomes deployment requirements which may range frommgixiths to several yea
As a result, a significant majority of our reverisaecognized on arrangements that were executpdeiious periods. Any shortfall in ni
sales of our software solutions may not be refteateour revenue for several quarters, and as thehdverse impact on our business ma
be readily apparent.

Our revenue recognition is primarily based upon oability to estimate the efforts required to comf@eour implementation project
which may be difficult to estimate.

Timing of revenue recognition on our contractuabagements varies based on the nature of the psafare obligations in ea
contract and the associated contract terms andimfadementation projects accounted for on a peeggibfeompletion method, our ability
estimate the effort required to complete our impatation projects, which may be difficult to estima

We evaluate our performance obligatiand associated contractual terms for each new rmestarrangement. Our conclusions \
regard to the application of applicable financied¢@unting standards directly impact the timing@fanue recognition. For the majority of
software license and implementation arrangemergstegognize revenue over the period during whiath services are performed using
percentage-of-completion method.

We generally recognize revenue from our softwarenises and implementation services over the pdriddg which such services |
performed using the percentageenminpletion method. The length of this period degenn the number of licensed software solutionsthe
scope and complexity of the customer’'s deploymequirements. Under the percentagesofrpletion method, the revenue we recoc
during a reporting period is based on the resousgpended during the reporting period as compardide estimated total resources require
implement our software solutions. If we are unatdeaccurately estimate the overall total ntays required to implement our softw
solutions, such inaccuracies could have a mateffatt on the timing of our revenue. Any changeha timing of revenue recognition a
result of inaccurate estimates could adversely @npar quarterly or annual operating results.

New accounting standards, or changes in existingdncial accounting standards or practices, includjrthose related to reven
recognition, may adversely affect our results ofesptions.

GAAP in the United States are subject to intergi@taby the Financial Accounting Standards Boatdy American Institute
Certified Public Accountants, the SEC and varioadiés formed to promulgate and interpret appro@ratcounting principles. We adog
new accounting standards for multigllement arrangements effective from January 1, 20t0standard setters have proposed further ch
to revenue recognition accounting standards, anotimgy's.

Changes in existing accounting rules or practioesy accounting pronouncements, or varying integpiats of current accounti
pronouncements, in particular those related tomegaecognition, could have a significant adverf§eceon our results of operations or
manner in which we conduct our business. Furtheh £hanges could potentially affect our reportifigransactions completed before s
changes are effective. A change in existing finaneiccounting standards or practices may evenastixely adversely affect previou
reported transactions.
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The Financial Accounting Standards Board is culyemtorking with the International Accounting Stamda Board ("IASB") ti
converge certain accounting principles and to itatd more comparable financial reporting betweempganies that are required to foll
GAAP and those that are required to follow Inteioral Financial Reporting Standards ("IFRS"). Thesejects may result in differe
accounting principles under GAAP, which may haveaderial impact on the way in which we report fici@hresults in areas including, but
limited to, principles for recognizing revenue,deaaccounting, and financial statement presentafiochange in accounting principles fr
GAAP to IFRS may have a material impact on ourritial statements should IFRS be incorporated imdfihancial reporting system for U
companies.

Failure to sustain our historical maintenance andupport renewal rates and pricing would adverselyeaft our operating results.

Maintenance and support agreements are typicatla fierm of one to two years. Historically, mairgeoe and support revenue
represented a significant portion of our total rewe including approximately 32% , 34% and 36%wur total revenue for the years en
December 31, 2013 , 2012 and 2QX&spectively. If our customers choose not to wetfeeir maintenance and support agreements withn
favorable terms or at all, our business, operatsglts and financial condition could be harmed.

We might not generate increased business from oustomers, which could limit our revenue in the fute.

We sell our software solutions to both new cust@rard existing customers. Many of our existing @ustrs initially purchase o
software solutions for a specific business segnoers specific geographic location within their angation and later purchase additic
software solutions for the same or other busineggnents and geographic locations within their oigion. These customers might
choose to make additional purchases of our softwahetions or to expand their existing softwareutiohs to other business segment
addition, as we deploy new applications and featfwe our software solutions or introduce new safvsolutions, our current customers ¢
choose not to purchase these new offerings. Ifaileéd generate additional business from our existustomers, our revenue could grow
slower rate or even decrease.

If our cost estimates for fixedee arrangements do not accurately anticipate thestand complexity of implementing our softw:
solutions, our profitability could be reduced andeveould experience losses on these arrangeme

Historically, a material portion of our license aingplementation arrangements were priced on a fieedbasis, and we may contil
to price implementation arrangements on a fifegl-basis in the future. If we underestimate thewrh of effort required to implement «
software solutions, our profitability could be reed. Moreover, if the actual costs of completing itmplementation exceed the agreed 1
fixed price, we would incur a loss on the arrangeime

If we fail to develop or acquire new functionalitp enhance our existing software solutions, we witht be able to grow our busine
and it could be harmed.

The sales, pricing and revenue management softwarket is characterized by:
« rapid technological developmer
« newly emerging and changing customer requirement

« frequent solution introductions, updates and fumal enhancemen

We must introduce enhancements to our existingveoé solutions in order to meet our business phaaintain or improve ol
competitive position, keep pace with technologidavelopments, satisfy increasing customer requinésnand increase awareness of big
software for sales, pricing and revenue managenemerally and of our software solutions in particuAny new functionality we develop nr
not be introduced in a timely manner and may nbiea® market acceptance sufficient to generate nmhtevenue. Furthermore, we beli
that our competitors are heavily investing in reskand development, and may develop and marketsoéwtions that will compete with, a
may reduce the demand for, our software solutidfes.cannot provide assurance that we will be sub@egs developing or otherwi:
acquiring, marketing and licensing new functionalibr delivering updates and upgrades that meatgihg industry standards and custo
demands. In addition, we may experience difficaltieat could delay or prevent the successful devedmt, marketing and licensing of s
functionality. If we are unable to develop or agguaew functionality, enhance our existing softwaotutions or adapt to changing indu
requirements to meet market demand, we may notleeta grow our business and our revenue and dpgra¢sults would be advers
affected.

In addition, because our software solutions arenitéd to operate on a variety of technology platgrwe must continue to mod
and enhance our software solutions to keep padechiinges in these platforms, as well as develdpnaaintain relationships with platfo
providers. Any inability of our software solutiottsoperate effectively with existing or future ftaims,
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or our inability to develop or maintain relationghiwith significant platform providers, could reduthe demand for our software solutic
result in customer dissatisfaction and limit owerue.

Our big data software solutions require hardware aperate which may be difficult for our customers obtain.

The implementation of our big data software sohdi@ften requires specific hardware to operate.imhbility of our customersto
access and secure such hardware could impact fingtieéness of our software and result in harm uo reputation if the software does
operate properly due to the unavailability of tleeessary hardware. If businesses do not implemargastware due to their inability to obt.
the hardware needed for our software, our busimesslts of operations and financial condition doo¢ adversely affected.

Defects or errors in our software solutions couléitm our reputation, impair our ability to sell ousolutions and result in significar
costs to us.

Our software solutions are complex and may contaidetected defects or errors. Several of our swiatihave recently be
developed and may therefore be more likely to dontiadetected defects or errors. In addition, vegjdiently develop enhancements to
software solutions that may contain defects. Weshaot suffered significant harm from any defectgmors to date, but we have found def
in our software solutions from time to time. We nthgcover additional defects in the future, anchstefects could be material. We may nc
able to detect and correct defects or errors befwdinal implementation of our software solutioB®nsequently, we or our customers
discover defects or errors after our software smhsthave been implemented. We have in the pastdsand may in the future need to is
corrective releases of our solutions to correcedisfor errors. The occurrence of any defectsrorsecould result in:

« lost or delayed market acceptance and sales cfaftware solution:
e delays in payment to us by custom

 injury to our reputatiot

« diversion of our resource

« legal claims, including product liability claimsgainst us

* increased maintenance and support expense

¢ increased insurance co:

Our license agreements with our customers typicadigtain provisions designed to limit our liabilitgr defects and errors in ¢
software solutions and damages relating to suckctiefind errors, but these provisions may not bmaad by a court or otherwise effectiv
protect us from legal claims. Our liability insuce&nmay not be adequate to cover all of the costdtneg from these legal claims. Moreover,
cannot provide assurance that our current liabifisurance coverage will continue to be availalileaoceptable terms. In addition, the ins
may deny coverage on any future claim. The sucgkssisertion against us of one or more large cldims exceeds available insura
coverage, or the occurrence of changes in our amser policies, including premium increases or theasition of large deductible or co-
insurance requirements, could have a material adveffect on our business and operating resultthéwnore, even if we prevail in a
litigation, we are likely to incur substantial cestnd our management’s attention will be divertechfour operations.
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Intellectual property litigation and infringement laims may cause us to incur significant expense mievent us from selling ot
software solutions

Our industry is characterized by the existence lafge number of patents, trademarks and copyriginis by frequent litigation bas
on allegations of infringement or other violatioot intellectual property rights. A third party massert that our technology violates
intellectual property rights, or we may become sbbject of a material intellectual property disp@ales, pricing and revenue managel
solutions may become increasingly subject to igiiment claims as the number of commercially avilaales, pricing and rever
management solutions increases and the functigralithese solutions overlaps. In addition, chariggzatent laws in the U.S. may affect
scope, strength and enforceability of our pategiite or the nature of proceedings which may be ditbby us related to our patent rig
Future litigation may involve patent holding comjganor other adverse patent owners who have nearigroduct revenue and against wi
our own potential patents may therefore providéelior no deterrence. Regardless of the merit gf garticular claim that our technolc
violates the intellectual property rights of otheesponding to such claims may require us to:

» incur substantial expenses and expend significamagement efforts to defend such cla

e pay damages, potentially including treble dansageve are found to have willfully infringed suplarties’patents or copyright
e cease making, licensing or using products thatbeged to incorporate the intellectual propertytfers

« distract management and other key personnel frofonpeing their duties for u

< enter into potentially unfavorable royalty or ligenagreements in order to obtain the right to esessary technologies; ¢

« expend additional development resources to redesigsolutions

Any license required as a result of litigation undey patent may not be made available on comnireieceptable terms, if at all.
addition, some licenses may be nonexclusive, aacbthre our competitors may have access to the sachaology licensed to us. If we fail
obtain a required license or are unable to designral a patent, we may be unable to effectivelyeltgy or market our solutions, which ca
limit our ability to generate revenue or maintaiofiability.

Contract terms generally obligate us to indemnify customers for their use of the intellectual by associated with our software
for other thirdparty products that are incorporated into our $ohst and that infringe the intellectual properghtis of others. If we are una
to resolve our legal obligations by settling or ipgyan infringement claim or a related indemnificatclaim as described above, we ma
required to compensate our customers under theamtnél arrangement with such customers. Some roihtellectual property indemnificatit
obligations are contractually capped at a very ligitount or not capped at all.

If we fail to protect our proprietary rights and iellectual property adequately, our business andgvects may be harmed.

Our success will depend in part on our ability totpct our proprietary methodologies and intellattoroperty. We rely upon
combination of trade secrets, confidentiality piels; nondisclosure and other contractual arrangenand patent, copyright and traden
laws to protect our intellectual property rightse\Wannot, however, be certain that steps we takeadiect our proprietary rights will prev
misappropriation of our intellectual property, betdevelopment and marketing of similar and comgatroducts and services by third parties.

We rely, in some circumstances, on trade secrgtsaiect our technology. Trade secrets, howeverddficult to protect. In additio
our trade secrets may otherwise become known ordependently discovered by competitors, and it sixses, we could not assert such 1
secret rights against such parties. We seek teg@rour proprietary technology and processes, ity pg confidentiality agreements with «
employees, consultants, customers, scientific adviand other contractors. These agreements mhyebehed, and we may not have adec
remedies for any such breach. To the extent thaemployees, consultants or contractors use ictelé property owned by others in tt
work for us, disputes may arise as to the rightelated or resulting know-how and inventions.

As of the date of this filing, we have nine issué®. patents and 27 pending U.S. patent applicatidfe have not pursued pat
protection in any foreign countries. Our pendingepaapplications may not result in issued paterite. patent position of technologyientec
companies, including ours, is generally uncertaid avolves complex legal and factual consideraidrhe standards that the United Si
Patent and Trademark Office use to grant pateetsiar always applied predictably or uniformly arah change. Accordingly, we do not kr
the degree of future protection for our proprietaghts or the breadth of claims allowed in anyepds that may be issued to us or to others
patents may not contain claims sufficiently
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broad to protect us against third parties with Eimiechnologies or products, or provide us witly anmpetitive advantage. Moreover,
patents and any patent for which we have licengemhay license rights may be challenged, narrowedalidated or circumvented. If ¢
patents are invalidated or otherwise limited, otbempanies will be better able to develop produltt compete with ours, which co
adversely affect our competitive business posithursiness prospects and financial condition.

Patent applications in the U.S. are typically nablshed until, at least, 18 months after filing iorsome cases not at all, :
publications of discoveries in industrglated literature lag behind actual discoverieg. &8nnot be certain that we were the first to ihke
inventions claimed in our pending patent appliagzaior that we were the first to file for patentteaion. Additionally, the process of obtain
patent protection is expensive and tiomsuming, and we may not be able to prosecutaeaiééssary or desirable patent applications
reasonable cost or in a timely manner. As a resglttnay not be able to obtain adequate patentgiiote

In addition, despite our efforts to protect ourpietary rights, unauthorized parties may be ablettain and use information that
regard as proprietary. The issuance of a paterst doeguarantee that it is valid or enforceablesésh, even if we obtain patents, they may
be valid or enforceable against third parties.ddition, the issuance of a patent does not guagahte we have a right to practice the pate
invention. Third parties may have blocking patethtat could be used to prevent us from marketingracticing our potentially patent
products. As a result, we may be required to obifaenses under these thipduty patents. If licenses are not available tmmsacceptab
terms, or at all, we will not be able to make aelll sur software solutions and competitors wouldrme easily able to compete with us.

We use open source software in our solutions thaynsubject our software solutions to general releaw require us to reenginee
our solutions, which may cause harm to our business

We use open source software in our solutions andusa more open source software in the future. Rinora to time, there have be
claims challenging the ownership of open sourcéwso€ against companies that incorporate open sasoftware into their products. A
result, we could be subject to suits by partiegnileg ownership of what we believe to be open sewseftware. Some open source lice
contain requirements that we make available socode for modifications or derivative works we ceehised upon the open source soft
and that we license such modifications or derivatiworks under the terms of a particular open solicemse or other license granting tt
parties certain rights of further use. If we congbour proprietary software solutions with open sewoftware in a certain manner, we cc
under certain of the open source licenses, be nedjt release the source code of our proprietatyvare solutions. In addition to risks rela
to license requirements, usage of open source amftwan lead to greater risks than use of thirtyp@mmercial software, as open sol
licensors generally do not provide warranties artiads on origin of the software. In addition, omurce license terms may be ambiguous
many of the risks associated with usage of opemcsooannot be eliminated, and could, if not propedidressed, negatively affect
business. If we were found to have inappropriatislyd open source software, we may be requirecetolmenses from third parties in orde
continue offering our software, to re-engineer salutions, to discontinue the sale of our solutiomghe event rengineering cannot
accomplished on a timely basis or take other reatedition that may divert resources away from awetbpment efforts, any of which co
adversely affect our business, operating resulisfiaancial condition.

We utilize thirdparty software that we incorporate into our softwasolutions, and impaired relations with these tthiparties, defec
in third-party software or a third partys inability or failure to enhance their software ev time could adversely affect our operati
performance and financial condition

We incorporate and include thighrty software into our software solutions. If eefations with any of these third parties are imga
or if we are unable to obtain or develop a replas@nfor the software, our business could be harriibd.operation of our solutions could
impaired if errors occur in the third-party softeahat we utilize. It may be more difficult for s correct any defects in thigghrty softwar
because the software is not within our control. &dingly, our business could be adversely affeatethe event of any errors in this softwi
There can be no assurance that these third paviilesontinue to invest the appropriate levels eSources in their products and service
maintain and enhance the capabilities of theivsate.

Our international sales, and the growth of our inteational operations, subject us to risks that magversely affect our operatir
results.

International operations are subject to risks daset with operating outside of the United Stat®@ser the last several years,
derived a significant portion of our revenue froostomers outside the United States. For the yededeBDecember 31, 2013 , 2012 and 2011
approximately 55% , 56% and 6486 our total revenue, respectively, was derivedrfroutside the United States. We may not be at
maintain or increase international market demamaiw solutions. We have customers in over 50 aiesitand have operations in the Un
Kingdom and Germany (through wholly-owned subsidi&t In 2013, we began operating in Canada (thrabg formation of a whollpwnec
Canadian subsidiary). During 2013, we continuedrtmaw our operations in the United Kingdom, Germaanyd Canada. The financial img
of our international operations to our overall
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business has been insignificant to date. We expacinternational operations to grow as the resfilacquiring control over Cameleon
January 2014. Managing overseas growth could recignificant resources and management attentidnn@ay subject us to new or lar
levels of regulatory, economic, foreign currencglenge, tax and political risks. Among the riskshvedieve are most likely to affect us w
respect to our international sales and operatiogs a

economic conditions in various parts of the wc

unexpected changes in regulatory requirem

less protection for intellectual property rightssiome countrie
new and different sources of competit

costs of compliance and penalties for noncomplianith foreign laws and laws applicable to compardesng business
foreign jurisdictions;

multiple, conflicting and changing tax laws andukagions that may affect both our international aodnestic tax liabilities ar
result in increased complexity and costs;

the difficulty of managing and staffing our intetiomal operations and the increased travel, infuastire and legal compliar
costs associated with multiple international lomad;

difficulties in enforcing contracts and collectiagcounts receivable, especially in developing coes
if more contracts become denominated in local auyefluctuations in exchange rates;

tariffs and trade barriers, import/export contratel other regulatory or contractual limitationsour ability to sell or develop o
solutions in certain foreign markets.

In addition, as a majority shareholder of Camelesa,face several additional risks, including adeeigreign currency fluctuations, be
subject to French securities regulations applicablgublicly traded companies in France, NYSE Eawtrrules, and, until such time
Cameleon becomes a wholly owned subsidiary of digisig unable to exert full control.

If we continue to expand our business globally, success will depend, in large part, on our abtlitynticipate and effectively manage tt
and other risks associated with our internatioqedrations. Our failure to manage any of these rsiccessfully could harm our internatic
operations and reduce our international sales,radiyeaffecting our business, operating results famahcial condition. To date, almost all
our sales have been denominated in U.S. dollatspwdh the majority of our expenses that we incumirr international operations
denominated in local currencies. To date, we hateused risk management techniques or “heddledrisks associated with fluctuation:
foreign currency exchange rates. As a result, esults of operations are subject to losses froptfations in foreign currency exchange rates.

Security breaches, cyber attacks or fraudulent ait§ could result in damage to our reputation or egations.

A security breach or cyber attack either our computer systems or our third patbud service provider systems could interrug
damage our operations or harm our reputation. Despé implementation of security measures, thgstemsis may still be vulnerable to ¢
theft, computer viruses, malicious software proggaprogramming errors, attacks by third partiesianilar disruptive problems. If we were
experience a security breach or cyber attack, widdme required to incur substantial costs andliieds, including:

» expenses to rectify the consequences of the sgtweach or cyber attac

liability for stolen assets or informatic
costs of repairing damage to our syste
increased costs of cyber security protection:

damage to our reputation causing customers andtiongeto lose confidence in

Our cloud and other new offerings bring new busireeand operational risks.

We have introduced new products and technologyatiies in the area of cloud computing. We includehis category our Sa
offerings. Our SaaS offerings provide our customeith existing and new software management throaghosted service as oppose:
traditional software deployments. There can bessui@nce that SaaS revenue will be significartténfature despite our investment. There
risk that our SaaS offerings may reduce demantidenses and maintenance of our
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traditional software products which could impact oevenue and/or operating margins in any giverrtgualhere is also a risk that our inte
development and customer support teams could ffidifficult or costly to support both traditionadfware installed by customers and softv
delivered as a service. In addition, interruptionglelays in service from our third party serviaivery hosts could impair the delivery of
services and harm our business. In the cloud, mduyzts may be dependent upon third party hardveafeware and cloud hosting vendors
of which must interoperate for end users to achtbe& computing goals. Additionally, operating miais on our new initiatives may be lo
than those we have achieved in our more matureuptadarkets, and our new initiatives may not geteesafficient revenue to recoup
investments in them. If any of these events weietuir, it could adversely affect our businessyltef operations and financial condition.

Our operations might be affected by the occurrerafea natural disaster or other catastrophic eventiouston, Texas.

Our headquarters are located in Houston, Texas) fwhich we base our operations. Although we haveicgency plans in effect f
natural disasters or other catastrophic eventsuflitny terrorist attacks and hurricanes), thesentsveould disrupt our operations. Even thc
we carry business interruption insurance and tyigiteve provisions in our contracts that protestimucertain events, we might suffer losse
a result of business interruptions that exceecctiverage available under our insurance policief®owhich we do not have coverage. Evt
temporary disruption to our business operations oragite a negative perception in the marketplace. matural disaster or catastrophic e
affecting us could have a significant negative ioiga our operations.

Our ability to raise capital in the future may béiited, and our failure to raise capital when neadleould prevent us from executing
our strategy.

We believe that our existing unrestricted cash eash equivalents, our availability under our reirjvcredit facility with Well:
Fargo, and our cash flow from future operating\étigis will be sufficient to meet our anticipatedst) needs for the next twelve months an
foreseeable future. The timing and amount of ourkiag capital and capital expenditure requiremantsy vary significantly depending
numerous factors, including the other risk facttescribed herein. In addition, we may require aolaitl capital to fund acquisitions. Additiol
capital may not be available on terms favorablestoor at all. If we are unable to obtain adeqéiatacing or financing on terms satisfactor
us, when we require it, our ability to continuaneest in our business growth could be limited. Astiditional capital raised through the sal
equity or convertible debt securities may dilut@iypercentage ownership of our common stock. Furtbee, any new debt or equity securi
we issue could have rights, preferences and pgefesuperior to our common stock. If we raise ahfy issuing convertible debt or eqt
securities, our existing stockholders may be diwted earnings per share may decrease. Capgabrdirough debt financings could requir
to make periodic interest payments and could impakktional restrictive covenants on the conduabwf business that make it more diffic
for us to obtain additional capital and to pursusibess opportunities, including potential acqigsa.

The expiration of the research and experimentatitgix credit could have a negative impact on our busss, results of operatior
financial condition or liquidity.

Our federal effective tax rate historically has féawer than the statutory rate of 34% largely tuéax credit incentives under
U.S. research and experimentation tax credit exa@rnd taxpayers engaged in qualified research apdrienental activities. This tax credil
designed to stimulate qualifying company researah development over time by reducing atix-costs. By qualifying for the tax credit,
have been able to use general business tax ctediéguce our federal income tax liability. Sinteénactment in 1981, Congress has reins
on a retroactive basis the research and experiti@mtax credit several times. Unless the researthexperimentation tax credit is reinst
for 2014, we will record federal income taxes iri2@&t the enacted federal rate of 34%, withoub#eefit of this tax credit.

We incur significant costs as a result of operatiag a public company, and our management is reqdite devote substantial time
compliance initiatives.

As a public company, we incur significant legalc@anting and other expenses. The Sarbanes-OxlepiA002 ("Sarbane®xley")
and the Dodd-Frank Wall Street Reform and Consupmetection Act (the “Dodd-Frank Act”and rules currently proposed or subsequ
implemented by the SEC and NYSE impose heightergdirements on public companies. Our managementodret personnel devote
substantial amount of time to these complianceaiinies. We may also need to hire additional pemsbrio support our complian
requirements. Moreover, these rules and regulatiwrsase our legal and financial costs and makeesactivities more time-consuming.

If we fail to continue to maintain internal contra over financial reporting in accordance with Seoti 404 of Sarbane®xley, oul
market price may be adversely affected.
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Section 404 of the Sarban@sdey requires our management to assess the e#eet$s of our internal control over financial rejg
and to provide a report by our registered indepenhgablic accounting firm addressing the effectie®s of our internal control over finant
reporting. If we are unable to continue to as#wat our internal controls over financial reportiage effective, or if a material weaknes
identified in our internal controls over financiaporting, or if we are unable to implement intéro@ntrols over financial reporting for ¢
acquisitions, our financial results may be advgrséflected and we could lose investor confidencth@reliability of our financial statemen
Accordingly failure to maintain effective contralser financial reporting may have an adverse effacthe market price of our common stock.

In addition, in May 2013, the Committee of SponsgrOrganizations of the Treadway Commission (“COS68sued a new version
its internal control framework, which will be eftee December 15, 2014. We have not yet developadrato integrate the 2013 edition of
COSO framework into our assessment of our intecnatrols over financial reporting. We may determifollowing implementation of tl
2013 COSO framework, that deficiencies exist in intgrnal controls over financial reporting, whictay adversely affect our financial res
and result in a loss of investor confidence inrgibility of our financial statements.

Risks relating to ownership of our common stock:
Market volatility may affect our stock price and ¢hvalue of your investment.

The market price for our common stock has beenslikely to continue to be volatile. Volatility aéd make it difficult to trade shar
of our common stock at predictable prices or times.

Many factors could cause the market price of ommon stock to be volatile, including the following:
« variations in our quarterly or annual operatingihess
« decreases in market valuations of comparable coiep
« fluctuations in stock market prices and volur
« decreases in financial estimates by equity reseamalysts

e announcements by our competitors of significantremts, new solutions or enhancements, acquisijtdiegibution partnershir
joint ventures or capital commitmen

« departure of key personn

« changes in governmental regulations and standé#fielgiag the software industry and our solutic
» sales of common stock or other securities by ukerfuture

» damages, settlements, legal fees and other cdatsd¢o litigation, claims and other contingeng
« deterioration of the general U. S. and global eatincondition; an

« other risks described elsewhere in this sec

In the past, securities class action litigatiorenfhas been initiated against a company followingeod of volatility in the mark
price of the company’s securities. If class actitigation is initiated against us, we will incualsstantial costs and our managemeattentio
will be diverted from our operations. All of thefaetors could cause the market price of our stoctteicline, and you may lose some or a
your investment

In addition, the market price of our common stockynfluctuate in response to the market volatilifyGameleon, a publicly trad
French societe anonyme of which we own an appraein80% stake.

Shares of our common stock are relatively illiquahd trading of our shares could adversely affecetimarket price of our commc
stock.

Our common stock is thinly traded, and we havdatively small public float. For the quarterly padiended December 31, 201the
average daily trading volume of our common stocklenNew York Stock Exchange was 75,136 sharesc@umon stock may be less lig
than the stock of companies with a broader publoership. In addition, sales of a large volume of common stock by us or our curt
stockholders, or the perception that sales coutdipenay also have a significant impact on itsitrggbrice.

If equity research analysts cease to publish resgaor reports about us or if they issue unfavoraldemmentary or downgrade o
common stock, the price of our common stock couktlihe.
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The trading market for our common stock relies anton the research and reports that equity relsemralysts publish about us i
our business. The price of our stock could dedfirmne or more equity research analysts downgradestmck or if those analysts issue o
unfavorable commentary or cease publishing re@rtait our business.

Anti-takeover provisions in our Certificate of Incorpotian and Bylaws and under Delaware law could make acquisition of us
which may be beneficial to our stockholders, monéfidult and may prevent attempts by our stockhoitddo replace or remove our curre
management.

Our Certificate of Incorporation and Bylaws and t8ec203 of the Delaware General Corporation Lawtam provisions that mig
enable our management to resist a takeover of@uapany. These provisions include the following:

 the division of our board of directors into thréasses to be elected on a staggered basis, osecclels yea
< a prohibition on actions by written consent of stackholders
« the elimination of the right of stockholders tol@bpecial meeting of stockholde

« a requirement that stockholders provide advanc&eatf any stockholder nominations of directorsaoy proposal of ne
business to be considered at any meeting of stdebéis

e arequirement that a supermajority vote be obtaioenend or repeal certain provisions of our fieatie of incorporation; ar

« the ability of our board of directors to issue preéd stock without stockholder appro

In addition, because we are incorporated in Delaywese are governed by the provisions of Section @te Delaware Gene
Corporation Law, which limits the ability of stoaldders owning in excess of 15% of our outstandiating stock to merge or combine w
us. Although we believe these provisions colled§iverovide for an opportunity to obtain higher bibg requiring potential acquirors
negotiate with our board of directors, they woufiplst even if an offer were considered beneficialdoyme stockholders. In addition, th
provisions may frustrate or prevent any attempt®unystockholders to replace or remove our cumesmhagement by making it more diffic
for stockholders to replace members of our boamiretctors, which is responsible for appointing thembers of our management.

We do not intend to pay dividends on our commoncgto the foreseeable future.

We do not currently anticipate paying any cashd#inids on our common stock in the foreseeable futMescurrently anticipate tt
we will retain all of our available cash, if anyrfuse as working capital and for other generapa@te purposes. Any payment of ful
dividends will be at the discretion of our boarddaectors and will depend upon, among other thigs earnings, financial condition, cap
requirements, level of indebtedness, statutorycamdractual restrictions applying to the paymendiefdends and other considerations tha
board of directors deems relevant. Investors sgatdish dividends should not purchase our commatk.sto

Iltem 1B. Unresolved Staff Comments
None.

Item 2. Properties

Our headquarters are located in Houston, Texasienhie lease approximately 90,000 square feet afeoffpace. As of December
2013, we also had small regional offices in Ausfiexas; San Francisco, California; London, Unitddgdom and Munich, Germany. \
believe our existing facilities are sufficient four current needs. We may add new facilities angbhed our existing facilities as we ¢
employees, and we believe that suitable additionaubstitute space will be available as needeattmmmodate any such expansion ol
operations.

Item 3. Legal Proceedings

In the ordinary course of our business, we regulédcome involved in contract and other negotiati@md, in more limite
circumstances, become involved in legal proceediclgims and litigation. The outcomes of these eratare inherently unpredictable. We
not currently involved in any outstanding litigatithat we believe, individually or in the aggreqgatél have a material adverse effect on
business, results of operations or financial coolit

Item 4. Mine Safety Disclosures
Not applicable.
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Part I

Item 5. Market for Registrant's Common Equity, Related Sktwlders Matters and Issuer Purchases of Equity 88ties
Market information, holders and dividends

Our common stock is listed on the NYSE under thatsyl “PRO”. The following table sets forth the high and lowces for shares
our common stock, as reported by the NYSE for #méogs indicated.

Price Range of Common Stock

Low High

Year ended December 31, 2012

First Quarter $ 14.6: $ 20.47
Second Quarter $ 14.6C $ 20.12
Third Quarter $ 1278 $ 19.7¢
Fourth Quarter $ 16.5¢ $ 20.6:
Year ended December 31, 2013

First Quarter $ 18.0: $ 27.91
Second Quarter $ 23.7¢ % 31.4¢
Third Quarter $ 293¢ $ 34.51
Fourth Quarter $ 3072 % 40.2¢

On February 24, 2014 there were 65 stockholdeneodrd of our common stock. Since 2007, we havedectared or paid al
dividends on our common stock. We currently expecetain all remaining available funds and anyfatearnings for use in the operation
development of our business. Accordingly, we do amtticipate declaring or paying cash dividends an @ommon stock in the foresee:
future.

Securities authorized for issuance under equity copensation plans

The following table sets forth information as of d@enber 31, 2013vith respect to compensation plans under which emurity
securities are authorized for issuance. For additimformation on our equity compensation plaeg Kote 10 of the Notes to the Consolid
Financial Statements.

Number of
Number of securities
securities to be remaining available
issued upon Weighted-average for future issuance
exercise of exercise price of under plans
outstanding options outstanding (excluding securities
Plan Category and rights options and rights  listed in Column (1))
Equity compensation plans approved by securitydrsid 3,893,48 % 10.7¢ 466,61
Equity compensation plans not approved by sechatgers — — —
Total 3,893,48. $ 10.7¢ 466,61

Our 2007 equity incentive plan, adopted in Marcl®20provides a formula for automatic increaseshi@ humber of securiti
available for issuance under such plan. The maxiraggregate number of securities that may be isanddr the 2007 equity incentive p
cumulatively increases by a number of shares etpuahe lesser of (i) 3.5% of the number of secesitissued and outstanding on
immediately preceding December 31, (ii) Nine Hudféhousand (900,000) shares and (iii) an amoutrahbed by our Board.

Performance graph

The following performance graph and related infaiiorashall not be deemed “soliciting material” orkie “filed” with the SEC, nc
shall such information be incorporated by refereinte@ any future filing under the Securities ActiExchange Act, except to the extent tha
specifically incorporate it by reference into stiding.
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The graph below presents a five-year comparisahefelative investment performance of our comntogks the Standard & Poar’
500 Stock Index (“S&P 500"), and the NASDAQ Computedex for the period commencing on December 8082 and endinfpecember 3:
2013 . The graph is presented pursuant to the 8E€ and is not meant to be an indication of oturkuperformance.
Comparison of Cumulative Total Return
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(1) The graph assumes that $100 was invested oarffger 31, 2008, in our common stock, the S&P 5@lthe NASDAQ

Computer Index and further assumes all dividend®wainvested. No cash dividends have been pa@ionommon stock for
the periods presented above.

12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013
PRO $ 180.0C $ 198.0¢ $ 258.7¢ $ 318.0¢ $ 693.9:
S&P 500 $ 1234t % 139.2¢ % 139.2¢ % 157.9C $ 204.6:

NASDAQ Computer Index $ 170.8: $ 200.6: $ 201.6C $ 226.0C $ 299.1¢

Issuer purchase of equity securities

On August 25, 2008, we announced that the Boafirefctors authorized a stock repurchase progranthipurchase of up to $1:
million of our common stock. Under the boapproved repurchase program, share purchases mmatke from time to time in the of
market or through privately negotiated transactidapending on market conditions, share price, tigadiolume and other factors, and ¢
purchases, if any, will be made in accordance ajiplicable insider trading and other securitiesslawd regulations. These repurchases m
commenced or suspended at any time or from tintien® without prior notice.

During 2013, we did not make any purchases of ammon stock under this program. As of December281,3, $10.0 millio
remains available under the stock repurchase pmgra

Recent Sales of Unregistered Securities
There were no unregistered sales of equity seesiffitir the year ended December 31, 2013.
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Item 6. Selected financial data

The following selected consolidated financial datasented under the captions Selected Consolidgtttdment of Operations D
and Selected Consolidated Balance Sheet Datarfdras of the end of, each of the five years infitreeyear period endeBecember 31, 20:
are derived from the Consolidated Financial Statemef PROS Holdings, Inc. The selected consolitifiteancial data set forth below sho
be read in conjunction with, and is qualified byerence to, “Managemesst’'Discussion and Analysis of Financial Conditiom &esult o
Operations”and our Consolidated Financial Statements and dlsed notes included elsewhere in this report.pfesented in the tab

amounts are in thousands (except per share data).

Selected consolidated statement of operations
data:

Total revenue

Gross profit

Income (loss) from operations
Net income (loss)

Net earnings (loss) attributable to common

stockholders

Net earnings (loss) attributable to common

stockholders per share:
Basic
Diluted
Weighted average number of shares:
Basic
Diluted
Selected consolidated balance sheet data:
Cash and cash equivalents, unrestricted
Working capital
Total assets
Long-term obligations
Total stockholders’ equity

Year Ended December 31,

26

2013 2012 2011 2010 2009
144,83 $ 117,790 $ 96,63¢ $ 71,04 $ 68,78
101,70: 84,00¢ 70,33’ 50,65: 50,13¢
3,53¢ 8,18( 8,77t (4,112) 7,367
3,44¢ 4,96¢ 6,35( (1,93)) 5,51¢
3,44¢ 496€ $ 635 $ (1,93)$  5,51¢
0.12 0.1€ 0.24 (0.07) 0.21
0.11 0.17 0.22 (0.0 0.21
28,00« 27,36¢ 26,83: 26,09( 25,711
30,11« 28,42( 27,76 26,09( 26,431
44,68 8355¢ $ 6845 $ 5584I $  62,44¢
72,12 72,95( 66,33 52,32¢ 50,75¢
179,82t 146,47¢ 121,25¢ 98,12¢ 85,32¢
3,52: 3,33¢ 2,97¢ 1,467 2,41¢
111,30 $ 8866¢ $ 73,940 $ 5950 $  55,03¢
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Item 7. Management’s discussion and analysis of financianition and results of operations

Overview

PROS provides big data software applications thedasigned to help companies outperform in theirkets by using big data to ¢
more effectively. We apply more than two decadedaté science experience to unlock buying pattenaspreferences within transaction «
to reveal which opportunities are most likely tosd, which offers are most likely to sell and whixfces are most likely to win. PROS oft
big data software applications to analyze, execantd, optimize sales, pricing, quoting, rebates, ufeaturing and revenue management.
also provide professional services to implement smlutions, consultation, training, customer suppaord hosting and cloudased service
Since inception, PROS has completed over 700 imgrgations of our solutions, across more than 4Qstiéés in more than 55 countries.

Opportunities, trends and uncertainties

We have noted opportunities, trends and uncergasittiat we believe are particularly significantitwlerstand our financial results |
condition.

« Growth opportunitiesWe believe the market for our big data softwareliapfion is underpenetrated. Market interest for saftware
has increased over the past several years providingth growth opportunities. We have and will toae to invest in our business
more effectively address these opportunities thosignificant investment in professional serviaesearch and development, s¢
marketing and back office. In addition to organiowth, we may acquire companies or technologiesda contribute to the strate(
operational and financial growth of our businesse Wkpect to continue to explore both organic arliertstrategic grow
opportunities.

e Managing our continued growttSince 2010, we have experienced strong growth th bar revenues and operations, inclu
significant growth in our sales and marketing persd. Our continued success depends on, among tiheys, our ability t
successfully recruit, train and retain personneatxtecute our sales and marketing strategies, ssfodlgsintegrate the operations ¢
personnel of companies we have acquired or mayi@coappropriately manage our expenses as we geater into and maints
beneficial channel relationships; and develop nesdycts. If we are not able to execute on thederatour business may not grov
we anticipated.

» Uncertain global economic condition&lobal economic conditions have been uncertaineremt years. The uncertain econc
conditions have had and may have a negative impadhe adoption of big data software and may irszethe volatility in ot
business. Due to the uncertain economic conditiomescontinue to experience long sales cycles, as@@ scrutiny on purchas
decisions and overall cautiousness taken by custorhre addition, certain foreign countries arel $titing significant economic a
political crises and it is possible that theseesisould result in economic deterioration in thek®ts in which we operate. We beli
our solutions provide value to our customers dupegods of economic growth as well as in recessibut the extent to which t
current economic conditions will further affect dursiness is uncertain.

» Variability in revenueOur historical revenue recognition policy providesibility into a significant portion of our reveaun the near-
term quarters, although the actual timing of rewerecognition varies based on the nature and memeints of our contracts. For
majority of our arrangements, we have not histdlsiceecognized license revenue upon customer consmnature and softwe
delivery. We evaluate our contract terms and comitas well as our implementation performancegaliibns in making our reven
recognition determination for each contract. Oamtcactual performance obligations in the futureyrdéfer from historical perioc
impacting the timing of the recognition of reven&er example, growth in our term license and Saa@ice offerings may result
the deferral of revenue over the contractual tevihmereas growth in perpetual license arrangemeatsket the criteria for separat
may result in the recognition of license revenualelivery, provided revenue recognition criteria aret. Our revenue could also v
based on our customer mix and customer geographbatibn. We sell our software solutions to custamearthe manufacturin
distribution, services and travel industries. Frargeographical standpoint, approximately 55% , 56%d 64%of our consolidate
revenues were derived from customers outside theetUistates for each of the years ended Decemhe2®B , 2012 and 2011
respectively. Our contracts with customers outtiideUnited States are predominately denominatéd $h dollars. The economic ¢
political environments around the world could chawogr concentration of revenue within industried across geographies.

» Income taxe. For the year ended December 31, 2013 , our eféesicome tax rate was (5)% compared to the federal rate of 3
Our effective tax rate is lower than the federst idue to the Research and Experimentation (“R&&X)
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credit, partially offset by nondeductible sharedzthsompensation and acquisitirlated expenses. The tax benefit related to the
tax credit was greater for the year ended DecerdbeP013 as compared to 2012 due to the fact thagfess passed the Ameri
Taxpayer Relief Act of 2012 in January 2013 whichd® the R&E tax credit retroactive to January 1,22@s a result, the benefit
the 2012 R&E tax credit was recorded in the firsager of 2013.

Discussion of consolidated financial information
Revenue

Our revenue is derived from the licensing and im@atation of software solutions and associatedvewé maintenance and supp
and professional services. To a lesser extent,r@egnue includes nonsoftware related hosting anddckervices. Our arrangements
customers typically include: (a) license fees for ise of our solutions either in perpetuity orravspecified term (b) professional service:
configuration, implementation and training servieesl (c) maintenance and support fees related rtea@utions, including technical supg
and software updates. If there is significant utadety about contract completion or collectabilgynot reasonably assured, revenue is def
until the uncertainty is sufficiently resolved arllectability is reasonably assured. In additiazyenue is recognized when persuasive evic
of an arrangement exists, delivery has occuredesslare considered fixed and determinable.

In determining whether professional services reeeshould be accounted for separately from liceegenue, we evaluate whether
professional services are considered essentidiadunctionality of the software using factors swash the nature of our software prodt
whether they are ready for use by the customer vpagipt; the nature of our professional servitles;availability of professional services fr
other vendors; whether the timing of paymentsifterise revenue coincides with performance of sesyiand whether milestones or accept
criteria exist that affect the realizability of teeftware license fee.

If we determine that the professional services maeeshould not be accounted for separately froem$ie revenue, the license reve
is recognized together with the professional sewievenue using the percentageafipletion method or completed contract method.
completed contract method is also used for corgtrattere there is a risk over final acceptance kyctstomer or for contracts that are s
term in nature.

License and implementation revenlée derive the majority of our license and implena¢ion revenue from the sale of perpe
licenses and related implementation services. Wauate the nature and scope of implementation esvior each arrangement, and if
determine that professional services revenue shoatdbe accounted for separately from license neegmve recognize the license
implementation revenue together as the servicepenfermed using the percentageeoimpletion method provided other revenue recogn
criteria have been met. We also recognize revessec@ted with billable expenses when the expesrsemcurred.

We have historically recognized revenue from thgonitg of our software sales on a percentageafpletion basis, which h
provided visibility into a significant portion ofuo revenue in the neaerm quarters, although the actual timing of redbgm of revenue o
these types of arrangements will vary based onntitere and requirements of our contracts. Undecgmage-ofsompletion method
accounting, our revenue recognition generally begihen efforts are expended during the implememntativhich helps alleviate pressure
enter into license agreements at the end of articpkar quarter as we are typically not able toogize the corresponding revenue during
period in which the agreement is signed excephéoeixtent we provide implementation services dutirggperiod. As a result of our reve
recognition policy, revenue from license arrangetsiéngenerally recognized over the implementagieriod, which typically ranges from fc
to fifteen months.

The percentage-of-completion computation is meakbse the percentage of maiays expended on an implementation during
reporting period as a percentage of the total deys estimated to be necessary to complete thevaeftimplementation. We meas
performance under the percentage-of-completion odetlsing the total man-day method based on cugstithates of madays to comple
the software implementation. We believe that fahesuch software implementation, man-days expemdgdoportion to total estimated man-
days at completion represents the most reliable medningful measure for determining a software @npntation's progress tow
completion. In addition, under our fixdde software implementation arrangements, sholddsabe anticipated on a contract, the full amad
the loss is recorded when the loss is determin&ae."Critical accounting policies and estimates additional information regarding revel
recognition.

We also license software under term license agratnibat typically include maintenance and supparing the contractual licen
term. Our term license agreements typically ramgmftwo to five years. Revenue and the associaists @re deferred until the delivery of
licensed solution and recognized ratably over #meaining contractual license term. Revenue fromn tezense agreements, which are inclt
in license and implementation revenue in the Codatdd Statements of Comprehensive Income, repiexs@&i6% , 4.8% , and 5.866 total
revenue for the years ended December 31, 2013, 28d 2011 respectively.
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For arrangements that include hosting and cloaskd services, we allocate the arrangement coasaebetween the hosting sen
and other elements and recognize the hosting fablyabeginning on the date the customer commensesof our services and continu
through the end of the contractual hosting termveRee from hosting and clodxhsed services, which is included in license
implementation revenue in the Consolidated StatésnehComprehensive Income, represented 2.4% , 2u6862.3%of total revenue for tt
years endeDecember 31, 2013, 2012 and 2011 respectively.

Maintenance and support revente generate maintenance and support revenue fresale of maintenance and support servici
our software solutions. Our maintenance and supgoaingements are sold with terms generally ranffimm one to two years. Maintenal
and support fees are invoiced to our customer®ritonthly, quarterly or on an annual basis. Maiatee and support revenue inclt
customer support and the right to unspecified sfdwpdates and enhancements on a when and ihlateslilasis. Approximately 98% and S
of the maintenance and support arrangements bgustiomers were renewed for the years ended Dece8tb2013 and 2012 , respectively.

Cost of revenue

Cost of license and implementation revenGest of license and implementation revenue incluttesse costs related to
implementation of our solutions, principally (aypennel costs, which include our employees anditharty contractors, (b) noncash sl
based compensation expense, (c) billable and rablgl travel, lodging and other out-of-pocket exge (d) hosting and cloudfatec
expenses, (e) amortization of capitalized softwWarénternal use, and (f) an allocation of depr&oig facilities and IT support costs and o
costs incurred in providing implementation servitesour customers. License and implementation costy vary from quarter to quar
depending on a number of factors, including the @mhof implementation services required to deploy splutions.

Cost of maintenance and support reven@est of maintenance and support consists largelges$onnel related expenses an
allocation of depreciation, facilities and IT suppeosts and other costs incurred in providing supand services to our customers.

Operating expenses

Selling, marketing, general and administrativ@elling, marketing, general and administrative eses principally consist
(a) personnel costs, which include our employeed #nird party contractors and sales commissionatedl to selling, marketing a
administrative personnel, (b) noncash share basegpensation expense (c) sales and marketing pregsaich as lead generation progr:
company awareness programs, conferences, hostihgaaticipation in industry trade shows, and otfedes and marketing programs, (d) tr
and other out-ofsocket expenses, (e) accounting, legal and otledegsional fees and (f) an allocation of depregmtfacilities and IT suppc
costs and other costs.

Research and developmeirResearch and development expenses principally stodi (a) personnel costs, which include
employees and third party contractors, comprisesbétivare developers, scientists and product masagerking on enhancements of exis
solutions, the development of new solutions, sdientesearch, quality assurance and testing, @imcash share based compensation exf
and (c) an allocation of depreciation, facilitiesldT support costs and other costs.

Income taxes

We are subject to income taxes in the United Stamesabroad, and we use estimates in determiningrowision for income taxe
We estimate separately our deferred tax assetdeceValuation allowances, current tax liabiliteesl deferred tax liabilities. Abecember 3.
2013, our deferred tax assets consisted primarily ofprary differences related to noncash share basegpensation and acquired
operating losses. We assess the likelihood thatdef tax assets will be realized and we recogmizaluation allowance if it is more likely tF
not that some portion of the deferred tax assdtsai be realized. This assessment requires judgaeto the likelihood and amounts of fu
taxable income. Although we believe that our taingstes are reasonable, the ultimate tax determmatvolves significant judgment that
subject to audit by tax authorities in the ordinaoyrse of business.

We record our deferred tax assets and liabilitiearaamount based upon a U.S. federal income taxal34% and approprie
statutory tax rates of various state and locakglictions in which we operate. If our tax ratesrgjein the future, we may adjust our defe
tax assets and liabilities to an amount reflecthmgse income tax rates. Any change will affectghavision for income taxes during the pe
that the determination is made.

Our effective tax rate was (5)% , 38% and 26% Far years ended December 31, 2013 , 2012 and 2fHsbectively, Our fedel
effective tax rate has historically been lower thiaa federal rate of 34% largely due to the apfibiceof the R&E tax credit. In January 20
Congress passed the American Taxpayer Relief A20&2 which, among other things, made the R&E
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tax credit retroactive to January 1, 2012 and extdrile R&E tax credit until December 31, 2013. A®sult of the retroactive reinstaterr
of the R&E tax credit, the full benefit of the 20RZE tax credit was recorded in the first quarte@13.

As a part of our accounting for business combimatigntangible assets are recognized at fair vandsgoodwill is measured as the
cess of consideration transferred over the nanestid fair values of assets acquired. Impairmeatgeds associated with goodwill are gene
not tax deductible and will result in an increaséféctive income tax rate in the period that anpainment is recorded. Amortization exper
associated with acquired intangible assets arergiy@ot tax deductible pursuant to our existiag structure; however, deferred taxes |
been recorded for non-deductible amortization egpsmas a part of the accounting for business catibirs.

Deferred revenue and unbilled receivables

For our license and implementation service feesinweice and are paid based upon contractual payswedules in each custor
arrangement which may include payments linked tdragtual milestones. We record as deferred revanuaices that have been issued be
the corresponding license and implementation reweisu recognized. We record as unbilled receivaldeg recognized license ¢
implementation revenue in excess of the amounti¢eebto the customer. We generally invoice for maintenance and support services
monthly, quarterly or annual basis through the itesiance and support period. Deferred revenue date®flect the total contract value of |
customer arrangements at any point in time as we @tord deferred revenue if amounts are invoiteddvance of the correspond
recognition of license and implementation reveri®.a result, there is little correlation betweer thming of our revenue recognition,
timing of our invoicing and the amount of deferregtenue.

Results of operations
Comparison of year ended December 31, 2013 withr yealed December 31, 2012

Revenue:
For the Year Ended December 31,
2013 2012
As a percentage of As a percentage of

(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %
License and implementation $ 98,74¢ 68% $ 77,65¢ 66% $ 21,09: 27%
Maintenance and support 46,08¢ 32% 40,13¢ 34% 5,95¢ 15%

Total $ 144,83 100% $ 117,79: 100% $ 27,04¢ 2304

License and implementatiohicense and implementation revenue increased $gfillion to $98.7 million for the year ende
December 31, 2013 from $77.7 million for the yeaded December 31, 2012 , representing a 21&tease. The increase in license
implementation revenue was principally the reséilad2% increase in the number of implementatioomf133 to 149, which increased
number of man-days expended by 24%, and a 3% ser@athe average revenue recognized per dagnas compared to the correspon
period of 2012. The increase in average revenuegrézed per maday was due predominantly to an increase in liceegenue recognizi
upon software delivery in 2013 compared to theezsponding period in 2012. The average revenue perday can vary based on the rela
relationship between license and implementatioemee and on the amount of license revenue recadjnjzen software delivery.

License and implementation revenue includes revdrara both term licenses and hosting and our cloasked service offering
Revenue from term licenses represented approximnatébs and 4.8% of total revenue for the year endedember 31, 2013 and 2012
respectively. Revenue from hosting and our clouskldaservice offerings represented approximateBoz2dd 2.6%of total revenue for the ye
ended December 31, 2013 and 2012 , respectively.

Maintenance and suppoitlaintenance and support revenue increased $6.mtlb $46.1 million for the year end&kcember 3:
2013 from $40.1 million for the year ended Decen®fer2012 , representing a 1586rease. The increase in maintenance and supp@hu
was principally the result of an increase in thenber of customers purchasing maintenance and sugpguices.

Total RevenueTotal revenue increased $27.0 million to $144.8iamilfor the year ended December 31, 2013 from 3 iillion for
the year ended December 31, 2012 , representiBgw@rZrease. Revenue from the manufacturing, distiobuand services ("MDS") industri
increased $16.2 million to $82.4 million for theayeended December 31, 2013 from $66.2 million f& year ended December 31, 2Q12
representing a 25% increase. The increase in revBom MDS was attributed principally to a 29% e&se in license and implementa
revenue as a result of both increased backlog tevescognized from prior
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year contracts and revenue recognized from costexctcuted in 2013 and an increase of 15% in nrante and support revenue. Reve
from Travel increased $10.8 million to $62.4 mitlior the year ended December 31, 2013 from $5lll®mfor the year ende®ecember 3:
2012 representing a 21% increase. The increase in revéram Travel was attributed principally to a 25%crease in license a
implementation revenue as a result of both incidsscklog revenue recognized from prior year camdrand revenue recognized fi
contracts executed in 2013 and an increase of h5¥aintenance and support revenue associatedmilementations completed in 2013.

Cost of revenue and gross profit:

For the Year Ended December 31,

2013 2012
As a percentage As a percentage
of related of related

(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %
Cost of license and
implementation $ 34,89¢ 35% $ 25,83( 33% $ 9,06¢ 35%
Cost of maintenance and
support 8,23¢ 18% 7,95t 20% 284 4%

Total cost of revenue $ 43,13¢ 3% $ 33,78¢ 29% $ 9,35( 28%
Gross profit $ 101,70: 700 $ 84,00¢ 71% $ 17,69¢ 21%

Cost of license and implementatidbost of license and implementation revenue incie&8e1l million to $34.9 milliorfor the yea
ended December 31, 2013 from $25.8 million for year ended December 31, 2012 , representing aiBbféase. The increase in cos
license and implementation revenue was principalisibutable to an increase of $7.6 million of mensel costs. Personnel costs, which inc
our employees and third party contractors, increégsenarily as a result of an increase in headcogetded to support the increased numb
active and anticipated implementations. Includedhi@ increase in personnel costs is an increaskO& million of noncash share ba
compensation expense. In addition, there was arease of $0.5 million of travel expenses due to iherease in the number
implementations, an increase of $0.7 million inenxges related to hosting and our climaded service offerings and an increase of $0./&n
in depreciation which were offset by a decreas0o8 million of third party recruiting expenses.

License and implementation gross margins were 6&%hke year ended December 31, 2013 compared wihfér the year ende
December 31, 2012 . The decrease in the licensengplémentation gross margin was principally theuiteof a 35%increase in license a
implementation costs due to the increase in thellefsimplementations in 2013 and anticipated impmatations in 2014 compared to 2(
License and implementation gross margins may vaoynfperiod to period depending on different factarxluding the amount
implementation services required to deploy our tamhs relative to the total contract price and &ddal headcount needed to sup
anticipated future implementations.

Cost of maintenance and suppd@ost of maintenance and support revenue increa@&dndillion to $8.2 millionfor the year ende
December 31, 2013 from $8.0 million for the yeadesh December 31, 2012 , representing aidéease. The cost of providing maintene
and support services consists largely of persorglated expenses. The increase in cost of maintenams principally attributable to
increase of $0.3 million of personnel costs assediawith the continued growth in our customer meaince and support funct
commensurate with maintenance and support reveravetly Maintenance and support gross margins wa#é 8nd 80%or the years end:
December 31, 2013 and 20,1&spectively. The improvements in gross margias attributed to the scaling of existing resouresipportin
the growth in our maintenance and support custdrase.

Gross profit.Gross profit increased $17.7 million to $101.7 ioill for the year ended December 31, 2013 from $84lidon for the
year endedDecember 31, 2012 , representing a 21% increaseirithease in overall gross profit was principallfributable to a 23%ncreas
in total revenue.
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Operating expenses:

For the Year Ended December 31,

2013 2012
As a percentage of As a percentage of

(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %
Selling, marketing, general an
administrative $ 63,524 149% $ 48,21t 41% $ 15,30¢ 32%
Research and development 32,46, 22% 27,61 23% 4,85¢ 18%
Acquisition-related 2,17: 2% = —% 2,17: nm

Total operating expenses $ 98,16¢ 6804 $ 75,82¢ 64% $ 22,33¢ 2004

Selling, marketing, general and administrative exgss.Selling, marketing, general and administrative eges increase15.:
million to $ 63.5 million for the year ended Deceeni31, 2013 from $48.2 million for the year endegtBmber 31, 2012 , representing244
increase. The increase was principally attributédlan increase of $12.2 million in sales, marlgteneral and administrative personnel
as a result of an increase in headcount to supporturrent and future growth objectives and higtemmission expenses resulting from hig
revenue levels. Included in the increase in persbowsts is an increase of $4.6 million of noncsisére based compensation. In addition, -
were increases of $0.6 million of third party psd®nal fees, $0.3 million in marketing and sabesease, $0.5 million increase in bad ¢
expense, and $1.3 million of overhead and otheeesgs.

Research and development expenBesearch and development expenses increased $fidh rw $32.5 millionfor the year ende
December 31, 2013 from $27.6 million for the yeaded December 31, 2012 , representing a 1&8%ease. The increase in research
development expenses was principally attributadblert increase of $5.2 million in personnel costa assult of increased headcount to sug
work on new projects and initiatives, partially st by an increase of $1.1 million of personneltsdblat were capitalized related to
development of our cloubdased service offerings. Included in the increaspersonnel costs is an increase of $1.2 milliomaicash sha
based compensation. In addition, there was anaseref $0.7 million of overhead and other expenses.

Acquisitionrelated expense Acquisition-related expenses were $2.2 million fbe year ended December 31, 20d@hsistin
primarily of advisory and legal fees related to #loguisition and integration of SignalDemand ad alour planned acquisition and integra
of Cameleon.

Other (expense) income, net:

For the Year Ended December 31,

2013 2012

As a percentage of total As a percentage of total
(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %

Other (expense) income, net (265) — % (163) — % 10z — %

Other (expense) income, n@ther (expensdhcome, net consists of interest expense whicluded debt issuance cost amortizatio
the $50 million revolving credit facility ("Revolv® we entered into with Wells Fargo in July 20i&eign currency exchange gains and lo
on transactions denominated in currencies other tifva functional currency and interest income onaaish and cash equivalents. The inct
in the expense was principally attributed to $0illion of interest expense from the Revolver.

Income tax provision:

For the Year Ended
December 31,

(Dollars in thousands) 2013 2012 Variance $ Variance %
Effective tax rate (5)% 38% n/e (43)%
Income tax provision $ 17e) % 3,061 % (3,229 (106)%

Income tax provisionOur income tax provision decreased $3.2 millior$¢0.2) million for the year ended December 31, 2fibén
$3.1 million for the year ended December 31, 20Q2r. effective tax rates were (5)% and 38% fonytbars ended
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December 31, 2013 and 201 spectively. The difference between the effectax rate for the year ended December 31, 2013%ared to th
year ended December 31, 2012 is primarily due écathplication of the 2013 R&E tax credit, a disereénefit attributed to the 2012 R&E
credit recorded in the first quarter of 2013, rdifi offset by a rate increase attributed to anreéase in non-deductible shdrase:
compensation expense and a discrete tax provisiouat recorded in the third quarter of 2012 relaiedh favorable return-tprovisior
adjustment attributed to higher than expected RAE tax credits.

Comparison of year ended December 31, 2012 withr yemled December 31, 2011

Revenue:
For the Year Ended December 31,
2012 2011
As a percentage of As a percentage of

(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %
License and implementation $ 77,65¢ 66% $ 62,97¢ 65% $ 14,68 23%
Maintenance and support 40,13¢ 34% 33,66¢ 35% 6,471 19%

Total $ 117,79: 100% $ 96,63¢ 100% $ 21,15: 2906

License and implementatiohicense and implementation revenue increased $ddilion to $77.7 million for the year ende
December 31, 2012 from $63.0 million for the yeaded December 31, December 31, 2011 representR@fmincrease. The increase
license and implementation revenue was principiléy result of a 23% increase in the number of imgletations from 108 to 133, wh
increased the number of man-days expended by 1%P@af?bo increase in the average revenue recogniedhpnday as compared to 1
corresponding period of 2011.

License and implementation revenue includes revédrare both term licenses and hosting and clbaded services. Revenue fi
term licenses represented approximately 4.8% &8t 5f total revenue for the year ended Decembe?@12 and 2011respectively. Reven
from hosting and our cloud-based service offerirgsesented approximately 2.6% and 2.3% of totanae for the year end&kcember 3:
2012 and 2011 , respectively.

Maintenance and suppoiftlaintenance and support revenue increased $6.mmitlb $40.1 million for the year end&kcember 3.
2012 from $33.7 million for the year ended Decen®fer2011 , representing a 1986rease. The increase in maintenance and suppahu
was principally the result of an increase in thenbar of customers that purchased maintenance qmbdiservices.

Total revenueTotal revenue increased $21.2 million to $117.8iomlfor the year ended December 31, 2012 from &9@illion for
the year ended December 31, 2011, representing§wir®Zease. Revenue from the manufacturing, digiolh and services ("MDS") industr
increased $19.0 million to $66.2 million for theayeended December 31, 2012 from $47.1 million far year ended December 31, 2
representing a 40% increase. The increase in MB&hte was due to an increase in demand from oumdssstobusiness ("B2B") custome
Revenue from the travel industry increased $2.lianito $51.6 million for the year ended Decembgy 3012 from $49.5 million for the ye
ended December 31, 2011 representing a 4% incré&aseincrease in revenue from the Travel industag \attributed principally to a 21
increase in maintenance and support revenue atswevith implementations completed in 2012.

Cost of revenue and gross profit:

For the Year Ended December 31,

2012 2011
As a percentage As a percentage
of related of related

(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %
Cost of license and
implementation $ 25,83( 33% $ 19,627 31% $ 6,20 32%
Cost of maintenance and
support 7,95¢ 20% 6,67¢ 20% 1,28( 19%

Total cost of revenue $ 33,78t 2% $ 26,30: 27% $ 7,48: 28%

Gross profit $ 84,00¢ 71% $ 70,331 730 $ 13,66¢ 19%

Cost of license and implementatiddost of license and implementation revenue incie&&e2 million to $25.8 milliorfor the yea
ended December 31, 2012 from $19.6 million forytear ended December 31, 2011, representing a 32%aise.
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The increase in cost of license and implementatenenue was principally attributable to an increaseé4.5 million of personnel cos
Personnel costs, which include our employees aind plarty contractors, increased primarily as ailtesf an increase in headcount neede
support the increased number of active and antmipanplementations. Included in the increase is@enel costs is an increase of $0.2 mi
of noncash share based compensation expense. iibadthere was an increase of $0.8 million ofvelaexpenses due to the increase ir
number of implementations, an increase of $0.7ionilin expenses related to hosting and our cloaskd service offerings and an increa:
$0.2 million of third party recruiting expenses.

License and implementation gross margins were 63t9%he year ended December 31, 2012 as comparég%dor the year ende
December 31, 2011. The decrease in the licenséngmldmentation gross margin was principally theulesf a 32% increase in license i
implementation costs due to the increase in thel levimplementations in 2012 compared to 2011eh&e and implementation gross mar
may vary from period to period depending on différactors, including the amount of implementats@mvices required to deploy our soluti
relative to the total contract price and additiomeddcount needed to support anticipated futuréeimgntations.

Cost of maintenance and suppdfbst of maintenance and support revenue increab&dndillion to $8.0 millionfor the year ende
December 31, 2012 from $6.7 million for the yeadeh December 31, 2011, representing a Ii®&tease. The cost of providing maintenz
and support services consists largely of persorglated expenses. The increase in cost of maintenasms principally attributable to
increase of $1.0 million of personnel costs assediavith the continued growth in our customer memaince and support funct
commensurate with maintenance and support reveravetly Maintenance and support gross margins wateat 80%for both of the yea
ended December 31, 2012 and 2011.

Gross profit.Gross profit increased $13.7 million to $84.0 roiflifor the year ended December 31, 2012 from $#0li&n for the
year ended December 31, 2011, representil9% increase. The increase in overall gross profit pragcipally attributable to a 22% increi
in total revenue.

Operating expenses:

For the Year Ended December 31,

2012 2011
As a percentage of As a percentage of
(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %
Selling, marketing, general an
administrative $ 48,21t 41% $ 35,89: 3% $ 12,32 34%
Research and development 27,61 23% 25,67 27% 1,94( 8%
Total operating expenses$ 75,82¢ 64% $ 61,56 64% $ 14,26« 23%

Selling, marketing, general and administrative exgss.Selling, marketing, general and administrative eges increase12.:
million to $48.2 million for the year ended DecemBg&, 2012 from $35.9 million for the year endedcBmber 31, 2011, representin@44
increase. The increase was principally attributablan increase of $9.9 million in sales, marketggneral and administrative personnel ¢
as a result of an increase in headcount to supporturrent and future growth objectives and higtemmission expenses resulting from hig
revenue levels. Included in the increase in persbcwsts is an increase
of $2.2 million of noncash share based compensaltioaddition, there were increases of $1.1 millafrtravel expenses primarily a resul
increased sales activity, $1.0 million of third tygorofessional fees, $0.9 million of overhead attter expenses and $0.3 million in third p
recruiting expenses. These increases were partififigt by a $0.7 million decrease in sales andketarg expenses resulting from decreas
certain marketing initiatives and a $0.3 milliorcteEase in bad debt expense.

Research and development expenBesearch and development expenses increased $lich tw $27.6 millionfor the year ende
December 31, 2012 from $25.7 million for the yeaded December 31, 2011, representing aiBetease. The increase in research
development expenses was principally attributablent increase of $3.9 million in personnel costa assult of increased headcount to sug
work on new projects and initiatives, offset by Gillion of personnel costs that were capitalizethted to the development of our cloud
based service offerings. Included in the increageersonnel costs is an increase of $0.3 millionasfcash share based compensation.
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Other (expense) income, net:

For the Year Ended December 31,

2012 2011

As a percentage of total As a percentage of total
(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %

Other (expense) income, net $ (163) — % $ (1417) —% $ 22 — %

Other (expense) income, néther (expense) income, net consists of intergzerese which includes debt issuance cost amortizati
the $50 million Revolver we entered into with Weliargo in July 2012, foreign currency exchange gyand losses on transacti
denominated in currencies other than the functionalency and interest income on our cash and egsivalents. The increase in the exp
was principally attributed to $0.1 million of ine=t expense from the Revolver.

Income tax provision:

For the Year Ended
December 31,

(Dollars in thousands) 2012 2011 Variance $ Variance %
Effective tax rate 38% 26% n/e 12%
Income tax provision (benefit) $ 3,061 % 2,28¢ % 767 34%

Income tax provisiorOur income tax provision increased $0.8 millior$&1 million for the year ended December 31, 20bhf$2.2
million for the year ended December 31, 2011. Our effedtiverates were 38% and 26% for the years endeérbeer 31, 2012 and 20.
respectively. The increase in our effective tar rafative to federal tax rate for the year endeddnber 31, 2012 is due to nondeductible ¢
based compensation expense and the impact of tiremewal of the R&E tax credit in 2012, partialljset by a favorable return-torovisior
adjustment attributable to higher than expectedl R&E tax credits recorded in 2012. The effectie tate of 26% in 2011 was lower than
federal tax rate due to the application of R&E ¢eedits, which expired at the end of 2011.

Liquidity and capital resources:

At December 31, 2013 , we had $44.7 million of simieted cash and cash equivalents and $72.1 mitifioworking capital &
compared to $83.6 million of cash and cash equnialand $73.0 million of working capital at DecemBg, 2012. Our principal sources
liquidity are our cash and cash equivalents, céshsf generated from operations and potential bamgsvunder our Revolver. Our mate
drivers or variants of operating cash flow are inebme, noncash expenses (principally shesed compensation) and the timing of peri
billings and collections related to the sale of saftware and related services. The primary soafagerating cash flows is the collectior
accounts receivable from our customers. Our operatash flows are also impacted by the timing ofnpents to our vendors for accot
payable and other liabilities. We generally pay wemdors and service providers in accordance \wihrvoice terms and conditions.

In October 2013, we placed approximately $40 millad cash into escrow to fund our planned acquisibbrtCameleon, which w.
included as current restricted cash as of Dece®bge013. Certain of these funds were released &stnow in connection with our purch
of Cameleon shares and warrants in January 201ile Wie balance remains in escrow subject to thguiattion of the remaining minori
interest in Cameleon. We believe our existing @sthcash equivalent balances, funds available unddRevolver and our current estimate
future operating cash flows will provide adequatgiiity and capital resources to meet our openatigequirements and anticipated cay
expenditures for the next twelve months. Our futuogking capital requirements will depend on maagtdrs, including the operations of
existing business, our potential strategic expamdigture acquisitions we might undertake, and agfm into complementary businesse
such need arises, we may raise additional fundsigir equity or debt financings.
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The following table presents key components of @ansolidated Statements of Cash Flows for the yeraded December 31, 2013
2012 and 2011 :

For the Year Ended December 31,

(Dollars in thousands) 2013 2012 2011

Net cash provided by operating activities $ 16,97 $ 24,65 $ 14,24:
Net cash used in investing activities (58,76¢) (9,527%) (2,965
Net cash provided by (used in) financing activities 2,92¢ (24) 1,33¢
Cash and cash equivalents (beginning of period) 83,55¢ 68,45’ 55,84!
Cash and cash equivalents (end of period) $ 44,68¢ % 83,55¢ $ 68,45’

Cash flow analysis:

Our cash flows from operations were derived prialtjpfrom: (i) our earnings from ogeing operations prior to noncash expe
such as depreciation, changes in deferred taxsasgetnges in the provision for doubtful accoueizess tax benefit on noncash share t
compensation and non-cash share based compensaiw(ij) changes in our working capital.

Net cash provided by operating activities for tiearyended December 31, 2013 was $17.0 million chvieépresents a decreasebdfi
million when compared to the same period in 20Edr. the year ended December 31, 20X8ir cash flows from operations were der
principally from our earnings from on-going opeoas prior to noncash expenses such as depreciaimess tax benefits on shdrase:
compensation, tax benefits on share-based compamsaharebased compensation and changes in our workingatapiie decrease in 1
cash provided by operating activities in 2013 angared to 2012 was principally due to a decreas®df million attributed to changes
deferred revenue as a result of a change in thagiwf our revenue recognition as compared to itheg of our invoicing, and a decreast
$1.5 million of net income. These decreases wertafig offset by an increase of $5.6 millimf noncash expenses principally as the resi
the increase period over period in share-based ensapion.

Uses of cash from investing activities consiste®28.4 million of restricted cash related to thanpled Cameleon acquisition, $1
million (net of cash acquired) for the acquisitionSignalDemand in December 2013, $3.4 million ofghases of property and equipment
result of infrastructure investments and coststedl@o the renovation and expansion of our facaityl $2.9 million in capitalized internake
software development costs related to our clougdbasrvice offerings.

Net cash provided by financing activities consistégroceeds from stock option exercises of $3.Baniand excess tax benefits fr
stock-based compensation of $2.9 million , offsgettdx withholding related to the net share settieimad vesting of employee shabase:
awards of $3.3 million .

Net cash provided by operating activities for tlemaryended December 31, 2012 was $24.7 million, wvheépresents an increase
$10.4 million when compared to the same period0hl2 For the year ended December 31, 2012, ourftagh from operations were deriv
principally from our earnings from on-going opeoats prior to noncash expenses such as depreciaimess tax benefits on shdrase:
compensation, tax benefits on share-based compemssharesased compensation and changes in our workingataptie increase in net c:
provided by operating activities in 2012 as comgai® 2011 was principally due to an increase o2 $8illion attributed to changes
operating assets and liabilities, which are conagrisf accounts receivable,
unbilled receivables, prepaid and other assetquats payable, accrued liabilities, accrued payaoll other employee benefits and defe
revenue and $3.6 million of noncash expenses aflgi as the result of the increase period overopein sharebased compensation. Th
increases were patrtially offset by a decrease ¢f #illion of net income. Included in our change®perating assets and liabilities in 2012
$5.1 million of cash provided from a federal tafurel received in the second quarter. Uses of cawsh fnvesting activities consisted of $
million of purchases of property and equipment assalt of infrastructure investments and costateel to the renovation and expansion o
facility and $2.0 million in capitalized internabe software development costs related to our cbased service offerings.

Uses of cash from investing activities consisted®f5 million of purchases of property and equipment as a resuitfrastructur
investments and costs related to the renovationeapénsion of our facility and $2.0 million in ctized internalse software developmt
costs related to our cloud-based service offerings.

Net cash provided by financing activities consistégroceeds from stock option exercises of $1 Kianiand excess tax benefits fr
stock-based compensation of $1.7 million , offsgttdx withholding related to the net share settleiraf vesting of employee shabase:
awards of $2.8 million and debt issuance cost o8 $allion related to the credit facility the compeentered in 2012.

36




Table of Contents

Net cash provided by operating activities for tleaiyended December 31, 2011 was $14.2 million, hvhépresents an increase
$19.5 million when compared to the same perioddih@ The increase in net cash provided by operaitigities in 2011 as compared to 2
was principally due to an increase in net earnimfg$8.3 million, net increases of $0.5 million inntash expenses and an increase of .
million attributed to changes in operating asseits kabilities. Uses of cash from investing actast for the year ended December 31, :
principally consisted of $3.0 million of purchas#groperty and equipment.

Uses of cash from investing activities for the yeaded December 31, 2011 consisted mainly of $3lmof purchases of prope
and equipment as a result of infrastructure investsiand costs related to the renovation and eigaaosour facility.

Net cash provided by financing activities consistégroceeds from stock option exercises of $1 Mianiand excess tax benefits fr
stock-based compensation of $1.4 million, offsettéy withholding related to the net share settlemarnvesting of employee shabase
awards of $1.9 million.

Stock repurchases

In August 2008, we announced that our Board of dines authorized a stock repurchase program fomptirehase of up to $1¢
million of our common stock. No shares were repasgl during the years ended December 31, 20132 &0d 2011, respectively. A
December 31, 2013$10.0 million remained available in the stockuehase program. The repurchase of stock if coetinuill be funde
primarily with existing cash balances. The timingamy repurchases will depend upon various faciectiding but not limited to mark
conditions, the market price of our common stodl amanagemers’ assessment of our liquidity and cash flow needsadditional informatia
on the stock repurchase program see “Market foridRagt's Common Equity, Related Stockholder Matters asdds Purchases of Eqt
Securities.”

Contractual obligations
The following table sets forth our contractual ghtions as of December 31, 2013 :

Payment due by period

(Dollars in thousands) Total Less than 1 year 1to 3 years 3to 5years more than 5 years
Operating leases $ 581t $ 254 % 3,271 $ — % —
Total contractual obligations $ 581t $ 254 $ 3271 $ —  $ —

Operating Leases

In June 2012, we entered into a fourth amendmentitaorporate office lease in Houston, TX (thedte Amendment”). The Le:
Amendment, among other things, provides for anegase in the square footage of our corporate ofic#,389, and provided an option tc
additional 7,411 square feet. The term of thiséeasis until until September 30, 2016. The leasetiva options to extend the total term of
lease for an additional 72 months, and providesafoearly termination at any time after July 31120In addition, we lease approxima
3,100 square feet in London, United Kingdom, ar8D3,square feet in Austin, Texas. These leaseseskpiAugust 2022, with an option
terminate in August 2015, and September 2016, otispdy. As part of the SignalDemand acquisitiore assumed a lease of approxime
6,600 square feet in San Francisco, Californiactviexpires in November 2015.

Credit facility

In July 2012, we, through our wholly owned opemgtsubsidiary, PROS, Inc., entered int&%0 million revolving credit facility (
Revolver") with Wells Fargo which matures in Juj17.

Outstanding borrowings under tiRevolver bear interesat the end of the applicable one month, three montsix month intere
period, at a ratper annum equal to LIBOR plus an applicable maadifh.5% to 2.25% or the Federal Funds Rate pluspgticable margin «
1.50% to 2.25%Borrowings under the Revolver are collateralizedalfirst priority interest in and lien on all of ioonaterial assets.

The Revolver contains affirmative and negative oavds, including covenants which restrict our &ptlo, among other things, cre
liens, incur additional indebtedness and engageiitain other transactions, in each case subjesgrtain exclusiondn addition, the Revolw
contains certain financial covenants which becoffectve in the event our availability under thev@brer plus cash and cash equivalents
below $20.0 million or upon the occurrence of aaravof default. As of December 31, 201®e are in compliance with all financial coven:i
in the Revolver.
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Debt interest expense of $0.2 million and $0.lionllwas incurred during the year end@ecember 31, 2013 and December 31, 2012

There were no outstanding borrowings under the Revas ofDecember 31, 2013

Off-balance sheet arrangements

We do not have any relationships with unconsolidaetities or financial partnerships, such as deidnterest entities, which wot
have been established for the purpose of faciligatiff-balance sheet arrangements or other conttigtnarrow or limited purposes.

Critical accounting policies and estimates:

We make estimates and assumptions in the preparatiour Consolidated Financial Statements, andestimates and assumpti
may affect the reported amounts of assets andifiabiand the disclosure of contingent assets laimlities at the date of the Consolida
Financial Statements, and the reported amountsevanue and expenses during the reporting periodsiafresults could differ from thc
estimates. The complexity and judgment of our ediiom process and issues related to the assumptisks and uncertainties inherent in
application of the percentage-oémpletion method of accounting affect the amowftsevenue, expenses, unbilled receivables andree
revenue. Estimates are also used for, but notdoitio, receivables, allowance for doubtful accoungeful lives of assets, depreciation, inc
taxes and deferred tax asset valuation, valuati@tock options, other current liabilities and amat liabilities. Numerous internal and exte
factors can affect estimates. Our management haared these critical accounting policies, our oé@stimates and the related disclos
with our Audit Committee.

We believe the critical accounting policies listedlow affect significant judgment and estimatesduse the preparation of o
Consolidated Financial Statements.

Revenue recognition

We derive our revenue from the licensing and imgetation of software solutions and associated soévimaintenance and supp
To a lesser extent, our revenue includes nonsoftwelated hosting and clolmksed services. Our arrangements with customeisatiy
include: (a) license fees paid for the use of @lutfons either in perpetuity or over a specifiedt and implementation fees for configurat
implementation and training services and (b) maiatee and support fees related to technical suppuaitsoftware updates. If there
significant uncertainty about contract completion collectability is not reasonably assured, revemialeferred until the uncertainty
sufficiently resolved or collectability is reasohatassured. In addition, revenue is recognized wpersuasive evidence of an arrangel
exists and fees are fixed or determinable. Foragedrrangements, we engage independent contradot@ssist in the implementation of
software solutions. These arrangements are anabasetl on numerous factors to determine the anoduavenue to be recognized.

In determining whether implementation services nexeshould be accounted for separately from liceesenue, we evaluate whet
the professional services are considered esseatibk functionality of the software using factstech as the nature of our software prod
whether they are ready for use by the customer upoeipt; the nature of our implementation servitks availability of services from ott
vendors; whether the timing of payments for licerseenue is coincident with performance of servieesl whether milestones or accept:
criteria exist that affect the realizability of teeftware license fee.

Our software license arrangements typically includplementation services that can be considereshéiasto the customes’usability o
the licensed software solutions and accordinglyndbqualify for separate accounting treatment far license and implementation serv
revenues and software license revenue is genaegdlygnized together with the implementation sewvigsing the percentage-cbmpletiot
method or completed contract method. The completedract method is used for contracts where thererisk over final acceptance by
customer or for contracts that are short term nea

The percentage-of-completion computation is meakhyethe percentage of maiays incurred during the reporting period as comg
to the estimated total matays necessary for each contract for implementaifaie software solutions. We measure performamzier th
percentage-of-completion method using total man+dayhod based on current estimates of whays to complete the project. We believe
for each such project, man-days expended in prigmotd total estimated magtays at completion represents the most reliablenaganingfu
measure for determining a project’s progress toveardpletion. Under our fixetee arrangements, should a loss be anticipated camtaact
the full amount is recorded when the loss is deiteabie.
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We also license software solutions under term Seeagreements that typically include maintenangegluhe license term. Wh
maintenance is included for the entire term oflitense, there is no renewal rate and we havestabkshed vendor specific objective evide
(“VSOE") of fair value for the maintenance on term licens@s.term license agreements, revenue and theiat=sibcosts are deferred until
delivery of the solution and recognized ratablyrothee remaining license term. Revenue from termnées, which is included in license
implementation revenue in the Consolidated Statéme@perations, represented approximately 3.6%8%4and 5.8%of total revenue for tt
years endeDecember 31, 2013, 2012 and 2011 , respectively.

For arrangements that include hosting and cloasked service offerings, we allocate the arrangeowrsideration between the hos
and cloud-based service offerings and other elesreemd recognize the hosting and cldaded service offerings revenue ratably beginni
the date the services commence through the erteafantract term. Revenue from hosting and cloased service offerings, which is inclu
in license and implementation revenue in the Cadatdd Statements of Comprehensive Income, repiesepproximately 2.4% , 2.6%nc
2.3% of total revenue for the years ended Dece@be?013 , 2012 and 2011 , respectively.

Our customer arrangements typically contain mudtiglements that include software license, impleatemt services and post-
implementation maintenance and support. For meltglkment arrangements containing our nonsoftwareices, we must (1) determ
whether and when each element has been delivétpdetermine fair value of each element using #ikng price hierarchy of VSOE of fi
value, third party evidence (“TPE"yr BESP, as applicable, and (3) allocate the fmtake among the various elements based on theve
selling price method.

For multipleelement arrangements that contain software andofiwrese elements such as our hosting service offsriwe alloca
revenue between the software and software reldésdeaits as a group and any nonsoftware elemenésl lmasa relative fair value allocati
We determine fair value for each deliverable usimg hierarchy and utilize VSOE of fair valuetifixists.

In certain instances, we may not be able to estabiSOE for all deliverables in an arrangement witlitiple elements. This may
due to infrequently selling each element separataty pricing solutions or services within a narroange, or only having a limited sé
history. In addition, third party evidence may betavailable. When we are unable to establismsgflrices using VSOE or TPE, we use B
in our allocation of arrangement consideration. dhgctive of BESP is to determine the price atolwhive would transact a sale if the prot
or service were sold on a stand-alone basis. Bos#ctions that only include software and softwalated elements, we continue to accour
such arrangements under the software revenue rigoogstandards which requires us to establish V@®fair value to allocate arrangem
consideration to multiple deliverables.

Maintenance and support revenue includes mogtementation customer support and the right tepesified software updates :
enhancements on a when and if available basis. &derglly invoice for maintenance and support ses/ian a monthly, quarterly or on
annual basis through the maintenance and suppdddpaVe recognize revenue from maintenance arraegés ratably over the period
which the services are provided.

Software license and implementation revenue theiblean recognized, but for which we have not iremithe customer, is recorde(
unbilled receivables. Invoices that have been hdwefore software license, implementation and neaemce and support revenue has
recognized are recorded as deferred revenue iact@mpanying consolidated balance sheets.

Allowance for doubtful accounts

In addition to our initial credit evaluations atetlinception of arrangements, we regularly assessability to collect outstandir
customer invoices. To do so, we make estimatefefcollectability of accounts receivable. We prevah allowance for doubtful accou
when we determine that the collection of an outlitagn customer receivable is not probable. We afedyae accounts receivable and histo
bad debt experience, customer creditworthinessigd®in our customer payment history and indusincentration on an aggregate basis v
evaluating the adequacy of the allowance for dahl@€counts. If any of these factors change, otimeses may also change, which cc
affect the level of our future provision for doulithccounts.

Noncash share based compensation

We have two noncash share based compensation phend,999 equity incentive plan and the 2007 equntentive plan, whic
authorize the discretionary granting of variousetymf stock awards to key employees, officers,ctrs and consultants. Our 1999 eq
incentive plan was terminated in March 2007 forpmses of granting any future equity awards. Our728quity incentive plan was adopte!
March 2007. We may provide noncash share basedamsapon through the grant of: (i) restricted
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stock awards; (ii) restricted stock unit awards) §tock options; (iv) stock appreciation righfg) phantom stock; and (vii) performance awe
As of December 31, 2013 , we have granted stoclomgt restricted stock units, stock appreciatights (“SARs”)and market stock un
("MSUs").

Noncash share based compensatigpense is measured at the grant date based daithalue of the award and is recognize:
expense on a straight-line basis over the requgsiteice period, which is generally the vestingqukr

The fair value of the restricted stock units isdzhen the closing price of our stock on the datgrant. We estimate the fair value
stock options and SARs, using the Blé&&holes option pricing model, which requires ususe significant judgment to make estim
regarding the expected life of the award, volatitif our stock price, the riskee interest rate and the dividend yield of oocktover the life ¢
the award. The expected life of the award is aohistl weighted average of the expected lives ofilar securities of comparable pul
companies. We estimate volatility using a comboratf our historical volatility and the volatiliseof an appropriately selected peer grot
companies, given our limited public stock pricetdrig as of the date of the grant. The rigde interest rate assumption is based on obs
interest rates appropriate for the terms of ourrdsal he dividend yield assumption is based oneapectation of paying no dividends.

As we issue stock options and SARs, we evaluateseamptions used to value our stock option anwandsSARs. If factors chan
and we employ different assumptions, noncash dhased compensation expense may differ significafniyn what we have recorded in
past. If there are any modifications or cancellaiof the underlying unvested securities, we mayebeired to accelerate, increase or ce
any remaining unearned noncash share based coniipansgpense. Future noncash share based compansapense and unearned non
share based compensation will increase to the etttahwe grant additional equity awards to empésye

We estimate the number of awards that will be fteteand recognize expense only for those awaratsuttimately are expected
vest. Significant judgment is required in determinithe adjustment to noncash share based compensagpense for estimated forfeitu
Noncash share based compensation expense in d perittl be impacted, favorably or unfavorably, ffedences between forfeiture estime
and actual forfeitures.

The MSUs are performandmsed awards that vest based on our shareholden retative to the total shareholder return of esse!
2000 Index (“Index”) over a two and three year perending December 31, 2013 and December 31, 2@&5f¢rmance Period”yespectively
The MSUs vest on January 1, 2014 and 2016 and #xénmm number of shares issuable upon vesting @8@26f the MSUs initially grante
based on the average price of our common stockveln the Index during the Performance Period.a8mate the fair value of MSUs on
date of grant using a Monte Carlo simulation modek determination of fair value of the MSUs iseated by our stock price and a numbe
assumptions including the expected volatilitiesoaf stock and the Index, the riflee interest rate and expected dividends. Our a®g
volatility at the date of grant was based on ttetdnical volatilities of our stock and the Indexeothe Performance Period. We did not estil
a forfeiture rate for the MSUs due to the limitézksthe vesting period and nature of the grantgrilation and the lack of history of grant
this type of award.

We record deferred tax assets for stbelsed compensation awards that will result in Bitdeductions on our income tax retu
based on the amount of stobkised compensation recognized at the statutomatexn the jurisdiction in which we will receivaax deductior
Because the deferred tax assets we record are bpeadhe stoclkased compensation expenses in a particular jotisdj the aforemention
inputs that affect the fair values of our stock edgamay also indirectly affect our income tax exgeenn addition, differences between
deferred tax assets recognized for financial répprpurposes and the actual tax deduction repantedur income tax returns are recorde
additional paidn capital. If the tax deduction is less than tleéedred tax asset, the calculated shortfall redooegool of excess tax benefits
the pool of excess tax benefits is reduced to zbem subsequent shortfalls would increase oumirgctax expense.

At December 31, 2013 , we had $29.4 millmintotal unrecognized compensation costs relatewbtewash share based compens
arrangements for stock options, SARS, restrictedkstinits and MSUs granted. These costs will begeized over a weightealverage peric
of 3.0 years.

Accounting for income taxes

We use the asset and liability method of accounfimgncome taxes. Under this method, income tapeese is recognized for 1
amount of taxes payable or refundable for the otiryear. In addition, deferred tax assets andliiegs are recognized for the expected fu
tax consequences of temporary differences betweefirtancial reporting and tax bases of assetdiabitities, and for operating losses and
credit carryforwards. We record a valuation allosato reduce our deferred tax assets to the antlahis more likely than not to be realiz
In order for us to realize our deferred tax assg&smust be able to generate sufficient taxablerivein those jurisdictions where the defe
tax assets are located. We consider both positide a
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negative evidence including future growth, foreedstarnings, future taxable income, taxable inconpeior years and tax planning actions
applicable, in determining the need for a valuatiiowance.

We account for uncertain income tax positions recagd in our financial statements in accordancé wie Income Tax Topic of t
Accounting Standards Codification (“ASCi$sued by FASB. This interpretation requires congmato use a prescribed model for assessir
financial recognition and measurement of all tagifpens taken or expected to be taken in its téxrns. This guidance provides clarificatior
derecognition, classification, interest and peaajtiaccounting in interim periods, disclosures @adhsition. Please see Note 11 to
Consolidated Financial Statements for more inforomat

Our Federal effective tax rate historically hasrbémwer than the statutory rate of 34% largely doehe application of gene

tax credit retroactive to January 1, 2012 and elddrthe R&E tax credit until December 31, 2013 aAgsult of the retroactive reinstatemer
the R&E tax credit, we recorded the full benefitlnd 2012 R&E tax credit in the first quarter ofLl30

Business Combinations

We record tangible and intangible assets acquiretl liabilities assumed in business combinationseurtie purchase method
accounting. Amounts paid for each acquisition diecated to the assets acquired and liabilitiesimesl based on their fair values at the da
acquisition. We then allocate the purchase pricexoess of net tangible assets acquired to idabkiintangible assets based on det
valuations that use information and assumptiongigea by management. We allocate any excess pwggivase over the fair value of the
tangible and intangible assets acquired and lisdsilassumed to goodwill. If the fair value of #issets acquired exceeds our purchase pric
excess is recognized as a gain.

Significant management judgments and assumptioasreqquired in determining the fair value of acadiressets and liabilitie
particularly acquired intangible assets. The vatuabf purchased intangible assets is based upimatss of the future performance and «
flows from the acquired business. Each asset isuned at fair value from the perspective of a mipleticipant.

If different assumptions are used, it could matgrimnpact the purchase price allocation and adslgraffect our results of operatio
financial condition and cash flows.

Intangible Assets and Goodwiill

We amortize our intangible assets that have fiiites using either the straighihe method or, if reliably determinable, basedtloe
pattern in which the economic benefit of the assekpected to be consumed utilizing expected wodisted future cash flows. Amortizatiol
recorded over the estimated useful lives rangiomftwo to eight years.

We review our intangible assets subject to amditinao determine if any adverse conditions exisa@hange in circumstances
occurred that would indicate impairment or a chaingge remaining useful life. If the carrying valof an asset exceeds its undiscounted
flows, we will write down the carrying value of tir@angible asset to its fair value in the periddrtified. In assessing recoverability, we r
make assumptions regarding estimated future casésfand discount rates. If these estimates oregblassumptions change in the future
may be required to record impairment charges. Weeigdly calculate fair value as the present valiestimated future cash flows to
generated by the asset using a risk adjusted discate. If the estimate of an intangible asse€maining useful life is changed, we
amortize the remaining carrying value of the infateyasset prospectively over the revised remainoseful life.

We review the carrying value of goodwill for impaient whenever events or changes in circumstandésaie that the carrying val
of goodwill may exceed its fair value, and othemv@gnually. Conditions that could trigger a mosgfrent impairment assessment include
are not limited to, a significant adverse changeerntain agreements, significant underperformamdtative to historical or projected futt
operating results, an economic downturn in custsehiedustries, increased competition, a significaduion in our stock price for a sustai
period or a reduction of our market capitalizatietative to net book value. We evaluate impairntgntomparing the estimated fair value
each reporting unit to its carrying value. We estienfair value primarily utilizing the market appof, which calculates fair value based or
market values of comparable companies or compatedbisactions. Actual results may differ materidtym these estimates. The estimate
make in determining the fair value of our reportingt involve the application of judgment, whichubd affect the timing and size of any fut
impairment charges. Impairment of our goodwill @bsignificantly affect our operating results anbficial position.
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We continually evaluate whether events or circumsa have occurred that indicate that the estimaetining useful life of o
long-lived assets may warrant revision or thatdheying value of these assets may be impaired. vwite-downs are treated as permail
reductions in the carrying amount of the assets.nist use judgment in evaluating whether eventsroumstances indicate that useful li
should change or that the carrying value of adsatsbeen impaired. Any resulting revision in thefuklife or the amount of an impairm
also requires judgment. Any of these judgmentsdadilect the timing or size of any future impairmheharges. Revision of useful lives
impairment charges could significantly affect opemating results and financial position.

In 2013 we adopted ASU No. 2011-08, Intangiblesseodwill and Other (Topic 350) Testing Goodwill fionpairment . Under AS
201108, we have the option to assess qualitative fa¢todetermine whether the existence of eventsranrastances leads to a determing
that it is more likely than not that the fair valaga reporting unit is less than its carrying amoto determine whether further impairm
testing is necessary. Based on the assessmerds# tjualitative factors, we determined that no impent indicators were noted, allowing
to forego the quantitative analysis.

Recent accounting pronouncements

In February 2013, the FASB issued ASU 2013Re2porting of Amounts Reclassified Out of Accumdld@her Comprehensi
Income. This guidance requires the presentation of tliecef on the line items of net income of significamounts reclassified out
accumulated other comprehensive income, but ortlyeifitem reclassified is required under U.S. GAARe reclassified to net income in
entirety in the same reporting period. We adoptedstandard on January 1, 2013. The adoption dichane an impact on our consolide
financial position, results of operations or caskvt.

In July 2012, the FASB amended ASC 3Bflangibles — Goodwill and OtherfThis amendment is intended to simplify how anitg
tests indefinitdived assets other than goodwill for impairment fopviding entities with an option to perform a dtatlve assessment
determine whether further impairment testing isessary. The amended provisions were effective douthe year ended December 31, 2
This amendment impacts impairment testing stepg amid therefore the adoption did not have an impa®ur consolidated financial positi
results of operations or cash flows.
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Item 7A. Quantitative and qualitative disclosures about matkisk

Foreign Currency Exchange Risk

Our contracts are predominately denominated in dddars; however, we have contracts denominatetbiieign currencies al
therefore a portion of our revenue is subject teifn currency risks. The primary market risk weefas from foreign currency exchange
fluctuations. Our cash flows are subject to fluttwes due to changes in foreign currency exchaagesr The effect of an immediate 1
adverse change in exchange rates on foreign deatedimeceivables as of December 31, 28b8Id have resulted in a $0.9 million loss
addition, as of December 31, 2013, we had operatifgidiaries in Canada, the United Kingdom andh@ey. However, due to the relat
low volume of payments made by us through theseidarsubsidiaries, we do not believe that it hgsificant exposure to foreign curret
exchange risks. Fluctuations in currency exchaatgsrcould harm our results of operations in tieréu

We currently do not use derivative financial ingtents to mitigate foreign currency exchange ri¥is. continue to review this iss
and may consider hedging certain foreign exchaisffs through the use of currency futures or optiarfsiture years.

Exposure to Interest Rates

PROS' exposure to market risk for changes in istaeges relates to the variable interest rateasrolwvings under our Revolver. As
December 31, 2013 , we had no borrowings undeRthlver.

Item 8. Financial statements and supplementary data

The consolidated financial statements requirecetéiled are indexed on page F-1 and are incorpotageein by reference. See
Item 15(a)(1) and (2).

Item 9. Change in and disagreements with accountants on@atting and financial disclosure
None.

Item 9A. Controls and procedures
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this reped,carried out an evaluation, under the supenviaiod with the participation of ¢
management, including our Chief Executive Officed Zhief Financial Officer, of the effectivenessoofr disclosure controls and proced:
as defined in Rules 13a-15(e) and 1%de) under the Exchange Act of 1934, as amendextfiange Act"). Based on that evaluation as c
period covered by this Annual Report on FormKL@®ur Chief Executive Officer and Chief Finandi@fficer have concluded that our disclos
controls and procedures were effective to enswkitifiormation we are required to disclose in réptuat we file or submit under the Excha
Act (i) is recorded, processed, summarized andrtegavithin the time periods specified in SEC rudesl forms, and (ii) is accumulated
communicated to our management, including our Chiedcutive Officer and our Chief Financial Officexs appropriate to allow time
decisions regarding required disclosure.

Changes in Internal Control over Financial Reportirg

In December 2013, we completed the acquisitionigh&Demand, a privately held software company hjgadered in San Francis
For purposes of determining the effectiveness ofirternal controls over financial reporting, maaagent has excluded SignalDemand fror
evaluation of these matters. SignalDemand repredeapproximately 8.7% of our consolidated totaletsss of December 31, 2013
approximately 0.2% of our consolidated revenuedHeryear-ended December 31, 2013.

Other than the change described above, there heare o other changes in our internal control owericial reporting that occurr
during most recent fiscal quarter that materialffected, or are reasonably likely to materiallye&ff our internal control over financ
reporting.

Management’s Report on Internal Control over Finangal Reporting

Our management is responsible for establishingnaaieitaining adequate internal control over finahmporting (as defined in Rul
13a-15(f) and 15d5(f) under the Exchange Act). Internal control rofileancial reporting is a process designed to jgl@veasonable assura
regarding the reliability of financial reportingathe preparation of financial statements for
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external purposes in accordance with GAAP. Ourirglecontrol over financial reporting includes tagolicies and procedures that: (i) pet
to the maintenance of records that, in reasonadti@ildaccurately and fairly reflect the transactiand dispositions of our assets; (ii) pro
reasonable assurance that transactions are recasdegtessary to permit preparation of financakstents in accordance with GAAP, and
our receipts and expenditures are being made anlgctordance with authorizations of our managenamat directors; and (iii) provic
reasonable assurance regarding prevention or tighetiyction of unauthorized acquisition, use, opakition of our assets that could hay
material effect on the financial statements.

In December 2013, we completed the acquisitionigh&Demand, a privately held software company hjgadered in San Francis
For purposes of determining the effectiveness ofirternal controls over financial reporting, maaawent has excluded SignalDemand fror
evaluation of these matters. SignalDemand repredeapproximately 8.7% of our consolidated totaletsss of December 31, 2013
approximately 0.2% of our consolidated revenuedHeryear-ended December 31, 2013.

Our management, with the participation of our Cli&Ecutive Officer and Chief Financial Officer hassessed the effectivenes
our internal control over financial reporting asécember 31, 2013 , based on the criteria in hale€ontrol —Integrated Framework (19¢
issued by the Committee of Sponsoring Organizatiohshe Treadway Commission ("COSO"). Based on #wisluation, managemt
concluded that our internal control over financggorting was effective as of December 31, 201&dapon the COSO criteria.

The effectiveness of our internal control over fioial reporting as of December 31, 201& been audited by PricewaterhouseCor
LLP, an independent registered public accounting,fas stated in their report, which is includedeie

Item 9B. Other information
None.
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Part Il

Item 10. Directors, executive officers and corporate govente

The information required by this item is incorpaatby reference from our proxy statement in conaecivith our 2014 Annui
Meeting of Stockholders, which proxy statement Wil filed with the SEC not later than 120 daysratfite close of our fiscal year enc
December 31, 2013 .

Item 11. Executive compensation

The information required by this item is incorpaatby reference from our proxy statement in conaectvith our 2014 Annui
Meeting of Stockholders, which proxy statement Wil filed with the SEC not later than 120 daysratfite close of our fiscal year enc
December 31, 2013 .

Item 12. Security ownership of certain beneficial owners anthnagement and related stockholder matters

The information required by this item is incorpeatby reference from our proxy statement in conaecivith our 2014 Annui
Meeting of Stockholders, which proxy statement Wil filed with the SEC not later than 120 daysrafite close of our fiscal year enc
December 31, 2013 .

Item 13. Certain relationships, related transactions and dator independence

The information required by this item is incorpeatby reference from our proxy statement in conoaecivith our 2014 Annui
Meeting of Stockholders, which proxy statement Wil filed with the SEC not later than 120 daysratfite close of our fiscal year enc
December 31, 2013 .

Item 14. Principal accountant fees and services

The information required by this item is incorpaatby reference from our proxy statement in conaecivith our 2014 Annui
Meeting of Stockholders, which proxy statement Wil filed with the SEC not later than 120 daysratfite close of our fiscal year enc
December 31, 2013 .
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Part IV

Item 15. Exhibits and financial statements schedules
(2)(2) Financial Statements

Reference is made to the Index to Financial Statésria the section entitled “Financial Statememis Supplementary Datari Part I
Item 8 of this Annual Report on Form 10-K.

(a)(2) Financial Statement Schedules
Reference is made to Schedule Il, Valuation andifpirey Accounts, as indexed on page F-1.

Schedules not listed above have been omitted bedhey are not applicable or are not required eritiformation required to be :
forth therein is included in the Consolidated FitiahStatements or Notes thereto.

(a)(3) Exhibits

Exhibits are as set forth in the section entitlEaHibit Index” which follows the section entitle@ignatures’in this Annual Report ¢
Form 10K. Exhibits which are incorporated herein by refe® can be inspected and copied at the publiceneterrooms maintained by
SEC in Washington, D.C., New York, New York, andcgo, lllinois, and are also available to the pufbom commercial document retrie
services and at the website maintained by the SE@m// www.sec.gov
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Signatures

Pursuant to the requirements of Section 13 or 18{dhe Securities and Exchange Act of 1934, thgifent has duly caused t
report to be signed on its behalf by the undersigtiereunto duly authorized, on March 3, 2014.

PROS Holdings Inc.

By: /s/ Andres Reiner
Andres Reiner
President and Chief Executive Officer

KNOW BY THESE PRESENT, that each person whose sigaaappears below constitutes and appoints eaéimdries Reiner ar
Charles H. Murphy, his attorney-fact, with the power of substitution, for him inyaand all capacities, to sign any amendments ®rdpor
on Form 10K and to file the same, with exhibits thereto aritdeo documents in connection therewith, with theusides and Exchani
Commission, hereby ratifying and confirming alltteach of the attorney-ifact, or his substitute or substitutes, may doaurse to be done
virtue hereof.

Pursuant to the requirement of the Securities amth&ge Act of 1934, this report has been signéalbby the following persons
behalf of the Registrant and in the capacities@nthe dates indicated.

Signatures Title Date
/s/ Andres Reiner President, Chief Executive Officer, and March 3, 2014
Director

Andres Reiner (Principal Executive Officer)

/sl Charles H. Murphy Executive Vice President and Chief March 3, 2014
Financial Officer
Charles H. Murphy (Principal Accounting Officer)
/sl Ronald F. Woestemeyer Executive Vice President, Strategic March 3, 2014
Ronald Woestemeyer Business Planning and Director
/s/ William Russell Chairman of the Board March 3, 2014

William Russell

/sl Ellen Keszler Director March 3, 2014
Ellen Keszler
/sl Greg B. Petersen Director March 3, 2014

Greg B. Petersen

/s/ Timothy V. Williams Director March 3, 2014
Timothy V. Williams

/sl Mariette M. Woestemeyer Director March 3, 2014
Mariette M. Woestemeyer
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Report of Independent Registered Public Accountingrirm
To the Board of Directors and Stockholders of PR@®&lings, Inc.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fairyall material respects, the financial
position of PROS Holdings, Inc. and its subsidisuiaé December 31, 2013 and December 31, 2012 han@sults of their operations and their
cash flows for each of the three years in the pezinded December 31, 2013 in conformity with actiogrprinciples generally accepted in the
United States of America. In addition, in our opmj the financial statement schedule listed insb@mmpanying index presents fairly, in all
material respects, the information set forth threveien read in conjunction with the related corikd financial statements. Also in our
opinion, the Company maintained, in all materialects, effective internal control over financiegporting as of December 31, 2013, based or
criteria established in Internal Control - Integitramework (1992) issued by the Committee of Spamg Organizations of the Treadway
Commission (COSO). The Company's management ismegige for these financial statements and thenfired statement schedule, for
maintaining effective internal control over finaalcieporting and for its assessment of the effectdss of internal control over financial
reporting, included in Management’s Report on ImiControl over Financial Reporting appearing uritlam 9A. Our responsibility is to
express opinions on these financial statementefinancial statement schedule, and on the Coy'paternal control over financial
reporting based on our integrated audits. We caedusur audits in accordance with the standardseoPublic Company Accounting
Oversight Board (United States). Those standamisinethat we plan and perform the audits to obta&rsonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control overfinial reporting was maintained in all
material respects. Our audits of the financialestegnts included examining, on a test basis, evasuapporting the amounts and disclosures ir
the financial statements, assessing the accouptingiples used and significant estimates made dyagement, and evaluating the overall
financial statement presentation. Our audit ofrimeécontrol over financial reporting included dbtag an understanding of internal control
over financial reporting, assessing the risk thatagerial weakness exists, and testing and evafytie design and operating effectiveness of
internal control based on the assessed risk. Qditsaaiso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideaaonable basis for our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonableasmesuregarding the reliability of financial
reporting and the preparation of financial statet:iéor external purposes in accordance with gelyesatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (fppeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetsofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@anith generally accepted accounting
principles, and that receipts and expenditureh®ttbmpany are being made only in accordance witibaizations of management and
directors of the company; and (iii) provide readnaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company’s assets that could lzanweterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

As described in Management’s Report on Internalt@bover Financial Reporting appearing under 1@ management has excluded
SignalDemand from its assessment of internal cbotrer financial reporting as of December 31, 26&8ause it was acquired by the Comg.
in a purchase business combination during 2013h#Vve also excluded SignalDemand from our audintafrnal control over financial
reporting. SignalDemand is a wholly-owned subsidi@hose total assets and total revenues represévt@nd 0.2%, respectively, of the
related consolidated financial statement amounts asd for the year ended December 31, 2013.

/sl PricewaterhouseCoopers LLP

San Jose, California
March 3, 2014
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PROS Holdings, Inc.
Consolidated Balance Sheets
(In thousands, except share amounts)

Assets:
Current assets:
Cash and cash equivalents
Accounts and unbilled receivables, net of allowanicl,060 and $760, respectively
Prepaid and other current assets
Restricted cash - current
Total current assets
Restricted cash - noncurrent
Property and equipment, net
Intangibles
Goodwill
Deferred tax assets - noncurrent, net of valualtowance
Other long term assets, net
Total assets
Liabilities and Stockholders’ Equity:
Current liabilities:
Accounts payable
Accrued liabilities
Accrued payroll and other employee benefits
Deferred revenue
Total current liabilities
Long-term deferred revenue
Other long-term liabilities
Total liabilities
Commitments and contingencies (Note 13)
Stockholders’ equity:
Preferred stock, $0.001 par value, 5,000,000 stearéerized none issued

Common stock, $0.001 par value, 75,000,000 shathodzed; 32,606,228 and 31,966,432 shares

issued, respectively; 28,188,643 and 27,548,84ikshautstanding, respectively
Additional paid-in capital
Treasury stock, 4,417,585 common shares, at cost
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

December 31,

2013 2012
44.68¢ $ 83,55¢
46,56t 38,80:

6,157 5,067
39,71¢ —
137,12 127,42
10C 32¢
15,58" 12,78¢
8,23z —
7,024 —
10,50¢ 4,58¢
1,251 1,351
179,82¢ $ 146,47
7,83¢ $ 3,77¢
5,21( 3,25¢
9,67¢ 7,66¢
42,27 39,77
65,00: 54,47¢
2,971 2,007
54€ 1,327
68,52t 57,81(
33 32
106,88( 87,69
(13,939 (13,939
18,32¢ 14,88:
111,30: 88,66¢
179,82¢ $ 146,47

The accompanying notes are an integral part ofef@msolidated financial statements.
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PROS Holdings, Inc.

Consolidated Statements of Comprehensive Income
(In thousands, except share and per share data)

For the Year Ended December 31,

2013 2012 2011
Revenue:
License and implementation $ 98,74¢ $ 77,65¢ $ 62,97!
Maintenance and support 46,08¢ 40,13t 33,66¢
Total revenue 144,83 117,79: 96,63¢
Cost of revenue:
License and implementation 34,89¢ 25,83( 19,621
Maintenance and support 8,23¢ 7,95¢ 6,67¢
Total cost of revenue 43,13t 33,78t 26,30z
Gross profit 101,70: 84,00¢ 70,33’
Operating expenses:
Selling, marketing, general and administrative 63,52¢ 48,21¢ 35,89
Research and development 32,46% 27,61 25,67
Acquisition-related 2,17: — —
Income from operations 3,53¢ 8,18( 8,77¢
Other expense, net (265) (169) (147)
Income before income tax provision 3,27: 8,017 8,63¢
Income tax provision (benefit) (173 3,051 2,28¢
Net income $ 3,44¢ 3 4966 $ 6,35(
Net earnings attributable to common stockholdersspare:
Basic 0.1z 0.1¢ 0.24
Diluted 0.11 0.17 0.2
Weighted average number of shares:
Basic 28,004,01 27,365,73 26,831,53
Diluted 30,114,37 28,419,95 27,761,95
Other comprehensive income, net of tax:
Other comprehensive income — — —
Comprehensive income $ 3,44¢ % 4,966 $ 6,35(

The accompanying notes are an integral part ofef@msolidated financial statements.
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PROS Holdings, Inc.
Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31,

2013 2012 2011

Operating activities:
Net income $
Adjustments to reconcile net income to net caskigeal by operating activities:
Depreciation and amortization
Share-based compensation
Excess tax benefits on share-based compensation
Tax benefit from share-based compensation
Deferred income tax, net
Provision for doubtful accounts
Changes in operating assets and liabilities:
Accounts and unbilled receivable
Prepaid expenses and other
Accounts payable and other liabilities
Accrued liabilities
Accrued payroll and other employee benefits
Deferred revenue

3,44¢ % 4,96¢ $ 6,35(

Net cash provided by operating activities
Investing activities:
Purchases of property and equipment
Acquisition of SignalDemand, net of cash acquired
Capitalized internal-use software development costs
Increase in restricted cash
Decrease in short-term investment

Net cash used in investing activities
Financing activities:
Exercise of stock options
Excess tax benefits on share-based compensation
Tax withholding related to net share settlemenesfricted stock units
Debt issuance costs related to Revolver

Net cash provided (used in) by financing activities

Net (decrease) increase in cash and cash equisalent
Cash and cash equivalents:
Beginning of period

4,307 2,28¢ 1,60¢
16,27: 9,64¢ 6,83:
(2,940) (1,686) (1,379

2,931 1,57¢ 1,32(
(2,776) 962 31¢
30C (326) 17¢
(7,497) (4,609) (6,656)
1,20¢ 2,21¢ (2,979)
2,88¢ (790) 2,57¢
1,007 1,70( (392)
1,05( 2,87¢ 408
(3,215 5,831 6,05-
16,97: 24,65 14,24:
(3,407) (7,514) (3,007)

(13,102 — —
(2,874 (2,019 —

(39,389 — (36)

— — 73
(58,766 (9,527) (2,965)
3,321 1,35¢ 1,872
2,94( 1,68¢ 1,37¢
(3,342) (2,814) (1,919
— (250) —
2,02t (24) 1,33¢

(38,870) 15,10: 12,61
83,55¢ 68,45 55,84t

End of period $

44,68t $ 83,55¢ $ 68,45’

Supplemental disclosure of cash flow information:
Cash refund (paid) during period for:

Taxes $

Interest $
Noncash investing activities:

Purchase of property and equipment accrued bytaidt $

(79 $ 469 $ (5330
87 $ 68) $ —

2,04 3 1,428 % 60¢

The accompanying notes are an integral part ofelmmsolidated financial statements.
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Balance at December 31,
2010

Exercise of stock options

Restricted stock units n
settlement

PROS Holdings, Inc.
Consolidated Statements of Stockholders’ Equity
(In thousands, except share data)

Accumulated

Excess tax benefits from

stock based compensation

Noncash share based
compensation

Net loss

Balance at December 31,
2011

Exercise of stock options

Restricted stock units n
settlement

Excess tax benefits from

stock based compensation

Noncash share based
compensation

Net income

Balance at December 31,

2012

Exercise of stock options

Restricted stock units net

settlement

Excess tax benefits from

stock based compensation

Noncash share based
compensation

Net income

Balance at December 31,

2013

Common Stock Additional Treasury Stock (Deficit) Total
Paid-In Retained Stockholders’

Shares Amount Capital Shares Amount Earnings Equity
26,359,41 $ 31 $ 69,84 441758 $ (13,93) $ 3,566 $ 59,50¢
308,76 — 1,87¢ — — — 1,87¢

et
346,66¢ — (1,919 — — — (1,919
— — 1,30¢ — — — 1,30:
— — 6,832 — — — 6,832
— — — — — 6,35( 6,35(
27,014,84 31 77,93¢ 4,417,58 (23,939 9,91¢ 73,94
126,60« — 1,35¢ — — — 1,35¢
et

407,39¢ 1 (2,819 — — — (2,819
— — 1,57¢ — — — 1,57¢
- - 9,64¢ - - - 9,64¢
_ _ — — — 4,96¢ 4,96¢
27,548,84 32 87,69: 4,417,58 (23,939 14,88: 88,66¢
354,97: 1 3,32¢ — — — 3,327
284,82 (3,347) - - - (3,347
— — 2,931 — — — 2,931
— — 16,27: — — — 16,27:
— — — — — 3,44¢ 3,44¢
28,188,64 $ 33 $ 106,88( 4,417,58 $ (13,93) $ 18,32¢ $ 111,30:

The accompanying notes are an integral part ofef@msolidated financial statements.
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PROS Holdings, Inc.
Notes to Consolidated Financial Statements

1. Organization and Nature of Operations

PROS Holdings, Inc., a Delaware corporation, thlouig operating subsidiaries (the “Companypyovides big data softwe
applications that are designed to help companigsediorm in their markets by using big data to sedire effectively. The Company app
data science to unlock buying patterns and prefeemvithin transaction data to reveal which opputiess are most likely to close, wh
offers are most likely to sell and which prices arest likely to win. The Company offers big datétware applications to analyze, execute,
optimize sales, pricing, quoting, rebates and regemanagement. The Company also provides profegdssenvices to implement its softw
applications as well as business consulting. Initead the Company provides product maintenance suqgport to its customers to rece
unspecified upgrades, maintenance releases anfixesgduring the term of the support period on @&mdand-ifavailable basis. The Comps
provides its big data software applications to gtses across a range of industries, includingufeoturing, distribution, services and travel.

2. Summary of Significant Accounting Policies

Principles of consolidation and basis of presentati

The Consolidated Financial Statements include tiseunts of PROS Holdings, Inc., and its whallyned subsidiaries. All significe
intercompany transactions and balances have b@amaled in consolidation. The Consolidated Finah8tatements of the Company h
been prepared in accordance with accounting piegigenerally accepted in the United States (“GAAP”

Dollar amounts

The dollar amounts presented in the tabular dathimthese footnote disclosures are stated in s of dollars, except per L
amounts, or as noted within the context of eaclniate disclosure.

Use of estimates

The Companys management makes estimates and assumptions jmejparation of its audited Consolidated FinanSiatements
conformity with GAAP. These estimates and assumgtimay affect the reported amounts of assets ahdities, the disclosure of conting
assets and liabilities at the date of the auditedsGlidated Financial Statements and the reporntealiats of revenue and expense during
reporting periods. Actual results could differ frotinose estimates. The complexity of the estimapoocess and issues related to
assumptions, risks and uncertainties inherent énapplication of the percentagedmpletion method of revenue recognition affect
amount of revenue, expenses, unbilled receivalridsdaferred revenue. Numerous internal and extéacédrs can affect estimates. Estim
are also used for, but not limited to, receivabawance for doubtful accounts, useful lives séets, depreciation and amortization, the
value of assets acquired and liabilities assumedtisiness combinations, income taxes and defeéaredsset valuation, valuation of st
options, other current liabilities and accruedilitibs.

Cash and cash equivalents

The Company considers all highly liquid investmanith an original maturity of three months or leéghe time of purchase to be ¢
equivalents. The Company has a cash managememaprdfat provides for the investment of excess dadances, primarily in shotérm
money market instruments.

Financial instruments

The carrying amount of the Company’s financial imstents, which include cash equivalents, shem investments, receivables
accounts payable, approximates their fair valueBetember 31, 2013 and 2012 . For additional in&diom on the Compang’fair value
measurements, see Note 8 to the Consolidated kai&@tatements.

Prepaid expenses and other assets

Prepaid expenses and other assets consist prinordligortterm deferred tax assets, prepaid income taxesrreef project costs a
prepaid third-party license fees.
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Property and equipment, net

Property and equipment are recorded at cost, Essrailated depreciation. Maintenance, repairs aimbmmeplacements are chari
to expense as incurred. Significant renewals antbimeents are capitalized. Depreciation on propartg equipment, with the exceptior
leasehold improvements, is recorded using thegtirdine method over the estimated useful lives of éissets. Depreciation on leasel
improvements is recorded using the shorter of #asd term or useful life. When property is retiorddisposed of, the cost and rele
accumulated depreciation are removed from the aatsoand any resulting gains or losses are reflertetie Consolidated Statements
Comprehensive Income in the period of disposal.

Internal-use software

Costs incurred to develop internade software during the application developmergestae capitalized, stated at cost, and depre:
using th e straighline method over the estimated useful lives ofdhsets. Application development stage costs géyénalude salaries a1
personnel costs and third party contractor expemrss®ciated with internaise software configuration, coding, installationd aesting
Capitalized internal-use software is included iogarty and equipment, net in the Consolidated Ral&heets.

Impairment of long-lived assets

Property and equipment are reviewed for impairmdmnever an event or change in circumstances iedi¢hat the carrying amoi
of an asset or group of assets may not be recdeerHie impairment review includes comparison adfife cash flows expected to be genetr
by the asset or group of assets with the assocéssetstarrying value. If the carrying value of the agsegroup of assets exceeds its expe
future cash flows (undiscounted and without intedgrges), an impairment loss is recognized toettient that the carrying amount of
asset exceeds its fair value. The Company hasegotded any impairment charges in any of the yeaded December 31, 2013 , 204
2011.

Intangible Assets and Goodwiill

Intangible assets that have finite lives are amediover their useful lives and are reviewed fquaimrment whenever events or char
in circumstances indicate that the carrying amaafnan asset may not be recoverable. During thisewevthe Company reevaluates
significant assumptions used in determining thgioal cost and estimated lives of loliged assets. Although the assumptions may vam
asset to asset, they generally include operatisigitee changes in the use of the asset, cash #od®ther indicators of value. Management
determines whether the remaining useful life cargg1to be appropriate or whether there has beempairment of londived assets bas
primarily upon whether expected future undiscountagh flows are sufficient to support the assetdsovery. If impairment exists, t
Company would adjust the carrying value of the tisstair value, generally determined by a discedntash flow analysis.

Gooduwill is not amortized, but is evaluated for mmment annually, or whenever events or changefr@umstances indicate that
carrying value may not be recoverable.

In assessing the recoverability of goodwill, thenpany must make assumptions regarding the estinfiatiee cash flows, and ott
factors, to determine the fair value of these asdéthese estimates or their related assumptitiasige in the future, the Company ma
required to record impairment charges against tlagssets in the reporting period in which the impeint is determined. The Company
determined, based on its organizational structheg,it had one reporting unit as of December 81,32

For goodwill, the impairment evaluation includes@mparison of the carrying value of the reportingt to the fair value of tt
reporting unit. If the reporting unit's estimatedrfvalue exceeds the reporting usitarrying value, no impairment of goodwill exidfghe fait
value of the reporting unit does not exceed itsyoiag value, then further analysis would be reqgit@ determine the amount of the impairm
if any.

For the year ended December 31, 2013, the Compdopted ASU No. 2011-08, Intangibledeodwill and Other (Topic 350) Testi
Goodwill for Impairment. Under ASU 201a8, the Company has the option to assess quaditédittors to determine whether the existen:
events or circumstances leads to a determinatianithis more likely than not that the fair valuBareporting unit is less than its carry
amount to determine whether further impairmentingss necessary. Based on the results of thetqtiaé review of goodwill performed as
December 31, 2013, the Company did not identify ardicators of impairment. As such, the tpbase process described above wa
necessary.
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Research and development

Research and development costs for software saddt@ustomers is expensed as incurred. These ioctigle salaries and persor
costs, thirdparty contractor expenses, software developmens,tao allocation of facilities and depreciatiorperses and other expense
developing new solutions and upgrading and enhgrexisting solutions.

Treasury stock

The Company makes treasury stock purchases inpie market pursuant to the share repurchase prograich was approved by
Board of Directors on August 28, 2008. The Companygounts for the purchase of treasury stock ungercbst method. For additio
information on the Company’s stock repurchase @nogisee Note 9 to the Consolidated Financial Sttésn

Revenue recognition

The Company derives its revenue from the licenaimgjimplementation of software solutions and asdedisoftware maintenance
support. To a lesser extent, the Company'’s revaraledes nonsoftware related hosting services. Gtimpanys arrangements with custom
typically include: (a) license fees paid for theeusf our solutions either in perpetuity or overpedfied term and implementation fees
configuration, implementation and training servieesl (b) maintenance and support fees relatedctmieal support and software update
there is significant uncertainty about contract ptation or collectability is not reasonably assyneenue is deferred until the uncertain
sufficiently resolved or collectability is reasohalassured. In addition, revenue is recognized whersuasive evidence of an arrangel
exists, delivery has occurred and fees are fixedeterminable.

In determining whether professional services reeeshiould be accounted for separately from liceagenue, the Compargvaluate
whether the professional services are considersenéal to the functionality of the software usifagtors such as: the nature of its softv
products; whether they are ready for use by theoousr upon receipt; the nature of professionalisesy the availability of services from ot
vendors; whether the timing of payments for licenmeenue coincides with performance of servicest whether milestones or accepte
criteria exist that affect the realizability of teeftware license fee.

If the Company determines that professional sesviegenue should not be accounted for separataty license revenue, the licel
revenue is recognized together with the professiseraices revenue using the percentageesfipletion method or completed contract met
The completed contract method is also used forraotst where there is a risk over final acceptancéhb customer or for contracts that
short term in nature.

The percentage-of-completion computation is meakdng the percentage of maays incurred during the reporting perioc
compared to the estimated total nmaays necessary for each contract for implementadfothe software solutions. The Company mea:
performance under the percentage-of-completion ogetlsing total man-day method based on currennatgs of mardays to complete tl
project. The Company believes that for each suofept, man-days expended in proportion to totafreged mandays at completion represe
the most reliable and meaningful measure for deteng a project’s progress toward completion. Under fixedfee arrangements, shoul
loss be anticipated on a contract, the full amagirecorded when the loss is determinable.

The Company also licenses software solutions uteten license agreements that typically include nemiance during the licer
term. When maintenance is included for the engrentof the license, there is no renewal rate ardQbmpany has not established ve
specific objective evidence (“VSOE®f fair value for the maintenance on term licendést term license agreements, revenue an
associated costs are deferred until the deliverthefsolution and recognized ratably over the raingilicense term. Revenue from t
licenses, which is included in license and impletagon revenue in the Consolidated Statement of @ehensive Income, represer
approximately 3.6% , 4.8% and 5.8% of total revefouehe years ended December 31, 2013 , 2012 @bl 2respectively.

For arrangements that include hosting and cloasked services, we allocate the arrangement coasae between the service ¢
other elements and recognize the hosting and diaisdd services fee ratably beginning on the dateuktomer commences use of our ser
and continuing through the end of the customer tdR@venue from hosting and clobdsed services, which is included in license
implementation revenue in the Consolidated StatésnehComprehensive Income, represented approxiynaté% , 2.6% and 2.3%f total
revenue for the years ended December 31, 2013, &0d 2011 , respectively.
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The Companys customer arrangements typically contain multgdEments that include software license, implementatervices ar
postimplementation maintenance and support. For meltggément arrangements containing our nonsoftwemaces, the Company must
determine whether and when each element has béieerrdd; (2) determine fair value of each elemesing the selling price hierarchy
VSOE of fair value, third party evidence (“TPEY; BESP, as applicable, and (3) allocate the fmtiak among the various elements base
the relative selling price method.

For multipleelement arrangements that contain software andofiwrege elements such as the Company's hostingcseoiferings
we allocate revenue between the software and sddtredated elements as a group and any nonsofelanegents based on a relative fair vi
allocation. We determine fair value for each daiable using this hierarchy and utilize VSOE of failue if it exists.

In certain instances, the Company may not be abkstablish VSOE for all deliverables in an arranget with multiple elemen
This may be due to infrequently selling each elenseparately, not pricing solutions or servicesimia narrow range, or only having a limi
sales history. In addition, third party evidenceynmat be available. When the Company is unablestaldish selling prices using VSOE
TPE, it uses BESP in the allocation of arrangersensideration. The objective of BESP is to deteenilre price at which the Company wc
transact a sale if the product or service were solda stand-alone basis. For transactions that ioiclude software and softwarelatec
elements, the Company continues to account for sudngements under the software revenue recognitiandards which require it
establish VSOE of fair value to allocate arrangeincensideration to multiple deliverables.

Maintenance and support revenue includes postementation customer support and the right tepesified software updates :
enhancements on a when and if available basisChmepany generally invoices for maintenance and admervices on a monthly, quarte
or on an annual basis through the maintenance @pypbsgt period. The Company recognizes revenue fraintenance arrangements rat
over the period in which the services are provided.

Software license and implementation revenue thathieen recognized, but for which the Company hasnvoiced the customer,
recorded as unbilled receivables. Invoices thatHaeen issued before software license, implementatnd maintenance and support rewv:
has been recognized are recorded as deferred euethe accompanying consolidated balance sheets.

Foreign currency

The Company has contracts denominated in foreigrecaies and therefore a portion of the Compamgvenue is subject to fore
currency risks. Gains and losses from foreign cuydransactions, such as those resulting fronsétgement of receivables, are classifie
other (expense) income, net included in the accowipg Consolidated Statements of Comprehensivenieco

The Company translates assets and liabilitiessdbiteign subsidiaries, whose functional currerscthie U.S. dollar, at exchange ri
in effect at the balance sheet date. The Compamgslates revenue and expenses using the monthitggevexchange rate. The Comg
includes foreign currency translation adjustmenthe accompanying Consolidated Statements of Celmepisive Income.

Noncash share based compensation

The Company has two noncash share based compengédits, the 1999 Equity Incentive Plan (1999 ktBtan") and the 20(
Equity Incentive Plan ("2007 Stock Plan"), whichttearize the discretionary granting of various typdsstock awards to key employe
officers, directors and consultants. The Compari99 Stock Plan was terminated in March 200hfoposes of granting any future eq
awards. The Comparg’2007 Stock Plan was adopted in March 2007. Thapaoy may provide noncash share based compenshtamgt
the grant of: (i) restricted stock awards; (ii)trieted stock unit awards; (i) stock options;)(stock appreciation rights; (v) phantom stock;
(vii) performance awards.

To date, the Company has granted stock optionek stppreciation rights, restricted stock units amatket stock units. The Compe
issues common stock from its pool of authorizedlstapon exercise of stock options, settlement @flstppreciation rights and market st
units or upon vesting of restricted stock unitseTbllowing table presents the number of awardstautling for each award type as
December 31, 2013 and 2012 :
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Year Ended December 31,

Award type 2013 2012

Stock options 1,160 1,475
Restricted stock units 1,543 1,183
Stock appreciation rights 721 790
Market stock units 469 205

Stock optionsThe Company did not grant stock options during 2848 2012 The fair value of each stock option was estimate
the date of grant using the Black-Scholes optiacimg model.

Restricted stock unit3.he fair value of the restricted stock units ("RSUs based on the closing price of the Comparstbck on th
date of grant and is amortized over the vestingpger

Stock appreciation rightsStock appreciation rights (“SARsWill be settled in stock at the time of exercisel aest over four yea
from the date grant. The Company used the BRcieles option pricing model to estimate the falue of its SARs. The determination of
fair value of SARs utilizing the Black-Scholes mbideaffected by the Compars/stock price and a number of assumptions, inctudikpecte
volatility, expected life, deliver riskeee interest rate and expected dividends. The Gompstimates the expected volatility of commortk
at the date of grant based on a combination dfigorical volatility and the average volatility cbmparable companies. The expected i
the SARs noncash share based payment awards stoaddl weighted average of the expected livesimilar securities of comparable pul
companies. The risk-free interest rate assumptdmased on observed interest rates appropriatinéotrerms of the Comparsyawards. Tt
dividend yield assumption is based on our expeaxiaif paying no dividends.

Market stock unitsThe market stock units ("MSUs") are performancesbddaawards that vest based upon the Comparsfative
shareholder return. The actual number of MSUs whihtbe eligible to vest is based on the total sfadder return of the Company relative
the total shareholder return of the Russell 20@&xn(“Index”) over a two or thregear period ending December 31, 2013 and Decenth
2015 (“Performance Period")espectively. The MSUs granted in 2012 vest on dgni, 2014 and the MSUs granted in 2013 vest anals
1, 2016. The maximum number of shares issuable upsting is 200%f the MSUs initially granted based on the avenagee of our commc
stock relative to the Index during the PerformaRegiod. The Company estimates the fair value of BI8W the date of grant using a Mc
Carlo simulation model. The determination of fa@ue of the MSUs is affected by the Compansgtock price and a number of assump
including the expected volatility of the Compangtck and the Index, its risk-free interest rate ampected dividends. The Company’
expected volatility at the date of grant was bamedhe historical volatilities of the Company ahé index over the Performance Period.
Company did not grant any MSUs in 2011.

As the Company issues stock options and SARs,dluates the assumptions used to value our stodknopivards and SARs.
factors change and the Company employs differentraptions, noncash share based compensation expaysdiffer significantly from whi
has been recorded in the past. If there are anyficaibns or cancellations of the underlying uneessecurities, the Company may be reqt
to accelerate, increase or cancel any remainingraed noncash share based compensation expenge2 Rahcash share based compens
expense and unearned noncash share based compengiitincrease to the extent that the Companyngradditional equity awards
employees.

At December 31, 2013 , there were an estimatedd$8lion of total unrecognized compensation costs relatewtwash share bas
compensation arrangements. These costs will begnexed over a weighted average period of $e@rs. For further discussion of
Company’s noncash share based compensation péanblate 10 to the Consolidated Financial Statements

Product warranties

The Company generally issues warranties for 90 ffays the completion of implementation, dependimgtiee contract, for softwa
licenses and implementation services. In the Coryipaxperience, warranty costs have been insiganific

Income taxes

The Company uses the asset and liability meth@ttount for income taxes, including recognitiordeferred tax assets and liabili
for the anticipated future tax consequences atalila to differences between financial statementwarts and their respective tax basis.
Company reviews its deferred tax assets for regovevaluation allowance is established when thenany believes that it is moli&ely
than not that some portion of its deferred tax @ssél not be realized. Changes in the valuatiboveance from period to period are include:
the Company’s tax provision in the period of change
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The Company accounts for uncertain income tax jpositrecognized in an enterprisdinancial statements in accordance witr
income tax topic of the ASC issued by the FASB.sTihierpretation requires companies to use a pbestmodel for assessing the finan
recognition and measurement of all tax positionenaor expected to be taken in its tax returnssThiidance provides clarification
derecognition, classification, interest and peaaltiaccounting in interim periods, disclosures #maasition. For additional informati
regarding the Company’s income taxes, see Note ietConsolidated Financial Statements.

Earnings per share

The Company computes basic earnings (loss) pee dadividing net income (loss) attributable to enam stockholders by t
weighted average number of common shares outs@ndiuted earnings (loss) per share is computeddiwding net income (los
attributable to common stockholders by the weiglateerage number of common shares and dilutive fatemmmon shares then outstand
Diluted earnings per share reflect the assumedearsion of all dilutive securities, using the tregsstock method. Dilutive potential comrr
shares consist of shares issuable upon the exefcs$eck options, shares of unvested restricteckstinits, and settlement of stock appreciz
rights. When the Company incurs a net loss, thecefif the Compang’ outstanding stock options, stock appreciatiohtsigind restricted sto
units are not included in the calculation of ditliarnings (loss) per share as the effect wouldntiedilutive. Accordingly, basic and dilut
net loss per share are identical.

Recent accounting pronouncements

In February 2013, the FASB issued ASU 2013&R2porting of Amounts Reclassified Out of Accumdlaher Comprehensi
Income. This guidance requires the presentation of thiectsf on the line items of net income of significamounts reclassified out
accumulated other comprehensive income, but ortlyeifitem reclassified is required under U.S. GAAMe reclassified to net income in
entirety in the same reporting period. We adoptedstandard on January 1, 2013. The adoption dichane an impact on our consolide
financial position, results of operations or casiws.

In July 2012, the FASB amended ASC 3Bflangibles — Goodwill and OthefThis amendment is intended to simplify how aritg
tests indefinitdived assets other than goodwill for impairment gnypviding entities with an option to perform a dtalve assessment
determine whether further impairment testing isassary. The amended provisions were effectivegdouthe year ended December 31, 2
This amendment impacts impairment testing stepg, @nid therefore the adoption did not have an impaour consolidated financial positi
results of operations or cash flows.

3. Business Combination

In December 2013, the Company acquired SignalDemamdptimization software company headquartere8an Francisco, wi
approximately 40 employees and contractors, fal tsh consideration of $13.5 milliofThis acquisition broadens the Company's offefan
companies in resource-based and commattityen industries, helping them to better servartbastomers in volatile markets with gre:
confidence and agility. Through its SaaS-basedtisols, SignalDemand processes thousands of vasiabldeliver reatime recommendatio
to help companies make price and mix decisionssagoooducts, customers and channels.

The acquisition was accounted for using the purehasthod of accounting in accordance with ASC &siness Combinatior
Accordingly, the results of operations of Signallem have been included in the accompanying coreelidfinancial statements since the
of acquisition. The purchase price has been alloc#éd the tangible and intangible assets acquiretlliabilities assumed based upon
respective estimates of fair value as of the dathevacquisition and using assumptions that the@my's management believes are reasot
given the information currently available. Whileetiitial purchase price allocation has been coteflethe allocation of the purchase pric
subject to change for a period of one year follgnvihe acquisition. Transaction costs associatel thig transaction have been expense
incurred.

The process for estimating the fair values of iiafile intangible assets and certain tangible tassequires the use of signific.
estimates and assumptions, including estimatingdéutash flows and developing appropriate disccates.

During the year ended December 31, 2013, the Coynparurred acquisition-related costs of $0.4 milliconsisting primary ¢
advisory, legal fees, and retention of key emplsyee

The Company recorded revenue and net loss for Blgnaand of approximately $0.2 million and $(0.4)lion , respectively, in tt
consolidated statements of operations from theisitigm date through December 31, 2013.
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All of the assets acquired and the liabilities assd in the transaction have been recognized at fiogjuisition date fair values
December 16, 2013.

The total purchase price for SignalDemand has pealiminarily allocated as follows:

Current assets $ 881
Deferred tax asset - current 2,752
Noncurrent assets 19z
Intangibles 8,30(
Goodwill 7,024
Deferred tax asset - noncurrent 2,572
Accounts payable and accrued liabilities (1,539
Deferred revenue (6,68¢)

$ 13,50(

The following are the identifiable intangible assatquired and their respective useful lives:

Useful Life
Amount (years)
Developed technology $ 4,60( 7
Internally developed technology 16C 2
Customer relationships 3,50( 8
Trade name 40 2
Total $ 8,30(

In performing the preliminary purchase price altima the Company considered, among other facttesntention for future use
the acquired assets, analyses of historical fimdparformance, and estimates of future cash flivara SignalDemand's products and serv
The allocation resulted in acquired intangible ess6€$8.3 million. The acquired intangible assets consisted of dpeel technology, custon
relationships and trade name and were valued tkagrcome approach in which the aftex-cash flows are discounted to present value
cash flows are based on estimates used to pricgahsaction, and the discount rates applied wenetmarked with reference to the imp
rate of return from the transaction model as welihe weighted average cost of capital. Additighale Company assumed certain liabilitie
the acquisition, including deferred revenue to \whacfair value of $6.7 million was ascribed usingpat-plus profit approach.

The Company has made a preliminary determinatiah$6.3 millionof net deferred tax assets were assumed on thésdimudate
The deferred tax assets primarily relate to netatp® losses and other expenses accrued but pehe&d for tax purposes.

The excess of the purchase price over the estinaatenints of net assets as of the effective datheohcquisition was allocated
goodwill. The factors contributing to the recogmitiof the amount of goodwill are based on sevdrategic and synergistic benefits that
expected to be realized from the SignalDemand aiopr. These benefits include the expectation tiatcombined comparg’complementa
products will significantly broaden the Compasigfferings in sales optimization solutions. Thenbined company will benefit from a broa
global presence, and with the Companylirect sales force and larger channel coverdge,combined company anticipates signifi
crosselling opportunities. None of the goodwilkigected to be currently deductible for tax purpose

Pro Forma Financial Informaitol
The unaudited financial information in the tablelove summarizes the combined results of operatiohdhe Company ar
SignalDemand, on a pro forma basis, as though @mep@ny had acquired SignalDemand on January 1, 2012pro forma information for i

periods presented also includes the effect of legsircombination accounting resulting from the aitjan, including amortization charg
from acquired intangible assets.
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Year Ended December 31,

(in thousands) 2013 2012
Total revenue 153,64¢ 120,34!
Net income (loss) 1,09¢ (3,252

4. Goodwill and Intangible Assets

The change in the carrying amount of goodwill fog {year ended December 31, 2013 was as followkdusands):

Balance as of December 31, 2012 $ —
Goodwill acquired 7,02¢
Balance as of December 31, 2013 $ 7,02¢

Intangible assets acquired from business combimatmsist of the following as of December 31, 2(h3housands):

Gross Carrying Accumulated
Useful Life (years) Amount Amortization Net Carrying Amount
Developed technology 7 $ 4,60C $ 27 % 4,57:
Internally developed technology 2 16C 3 157
Customer relationships 8 3,50( 37 3,46:
Trade name 2 40 1 39
Total $ 8,30 % 68 3 8,23

As of December 31, 2013, the expected future amaiitin expense for the acquired intangible assetsdch of the five succeeding years and
thereafter was as follows (in thousands):

Year Ending December 31, Amount

2014 $ 1,62:
2015 1,402
2016 1,147
2017 1,09t
2018 and thereafter 2,96t
Total amortization expense $ 8,23:

5. Accounts receivable and contracts in progress

Accounts receivable at December 31, 2013 and 26at8sists of the following:

December 31,

2013 2012

Accounts receivable $ 40,84: $ 34,33
Unbilled receivables 6,78¢ 5,22¢
Total receivables 47,62t 39,56!
Less: Allowance for doubtful accounts (1,060 (760
Accounts receivable, net $ 46,56¢ $ 38,80:
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The bad debt expense reflected in selling, gensndl administrative expenses in the accompanyings@iated Statements
Comprehensive Income for the years ended Decenihe2?(@3 , 2012 and 2011 , totaled approximately $@illion , $(0.3) million andb0.z
million , respectively.

Activity related to contracts in progress at Deceni, 2013 and 2012 , is summarized as follows:

December 31,

2013 2012
Costs and estimated earnings recognized to date $ 221,90 $ 228,91:
Progress billings to date (260,377 (265,467
Total $ (38,467 $ (36,55))

The foregoing table reflects the aggregate invoiaetbunt of all contracts in progress and mainteaa of the respective da
including amounts that have already been collected.

These amounts are included in the accompanyingdlidaged Balance Sheets at December 31, 2013 &t 285 follows:

December 31,

2013 2012
Unbilled receivables $ 6,78. % 5,22¢
Deferred revenue (45,25) (41,780)
Total $ (38,467 $ (36,55)

At December 31, 2013 and 2012 , the Company hadoajppately $11.4 million and $11.1 million respectively, in deferr
maintenance and support revenue, which is refleatede within deferred revenue and progress billing

6. Earnings per share

The following table sets forth the computation aiz and diluted earnings per share:

For the Year Ended December 31,

2013 2012 2011

Numerator:

Net income attributable to common stockholders $ 3.44¢ % 4966 $ 6,35(
Denominator:

Weighted average shares (basic) 28,00« 27,36¢ 26,83:

Dilutive effect of stock options, restricted staskits and stock appreciation

rights 2,11C 1,054 93C

Weighted average shares (diluted) 30,11« 28,42( 27,76:

Basic earnings per share $ 0.1z $ 0.1¢ $ 0.2¢

Diluted earnings per share $ 0.11 $ 017 $ 0.2

Approximately 14,000 , 416,000 and 893,000 potential common shares have not been considerdte diluted earnings f
calculation for the years ended December 31, 2@032 and 2011 , respectively, as the effect wbeldnti-dilutive.

7. Property and equipment, net

Property and equipment, net as of December 31, 2082012 consists of the following:
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December 31,

Estimated useful life 2013 2012

Furniture and fixtures 7-10 years $ 2,427 % 2,371
Computers and equipment 3-5 years 10,857 9,47
Software 2-5 years 4,322 4,12:
Capitalized internal-use software development costs 3 years 5,06¢ 2,01z
Leasehold improvements Shorter of lease term

or useful life 4,56¢ 3,55(
Construction in progress 30t 532
Property and equipment, gross 27,53¢ 22,06¢
Less: Accumulated depreciation and amortization (11,95 (9,279
Property and equipment, net $ 15,587 $ 12,78¢

Depreciation and amortization was approximatel\2 $dillion , $2.2 million and $1.6 million for theeprs ended December 31, 2013
2012 and 2011 , respectively. During the years ériblecember 31, 2013 , 2012 and 2011 , the Compappsed of approximatel$l.t
million , $0.8 million and $3.2 million , respectly, of fully depreciated assets. As of December&113 and 2012 the Company h
approximately $3.8 million and $4.2 million , resfieely, of fully depreciated assets in use.

Software includes approximately $0.4 millioelated to the acquisition and implementation afeav enterprise resource planr
system during the year ended December 31, 2010 Auring the years ended December 31, 2013 and 2€ie Company capitaliz
internal-use software development costs of appratély $3.1 million and $2.0 million , respectivekelated to its cloudbased offering
During the years ended December 31, 2013 and 2@pproximately $1.7 million and $0.9 million , respively, of capitalized internalse
software development cost were subject to amoitizatncluded in accumulated depreciation and aizetion is approximatelys0.5 millior
and $0.1 million , respectively, of amortizatiotated to capitalized internal-use software develepntosts.

8. Fair value measurements

The Company adopted fair value measurements guedandinancial and nonfinancial assets and litibi The guidance defines 1
value, establishes a framework for measuring faiue in GAAP and expands disclosures about fairevateasurements.

The guidance defines fair value as the price thatilev be received to sell an asset, or paid to teares liability, in an orderl
transaction between market participants. The guiglastablishes a fair value hierarchy for valuatigputs that gives the highest priority
quoted prices in active markets for identical as®etliabilities and the lowest priority to unobsale inputs. The fair value hierarchy is
follows:

Level 1: Unadjusted quoted prices in active markets thatazcessible at the measurement date for identinaéstricted assets
liabilities;

Level 2: Quoted prices for similar assets or liabilitiesnharkets that are not active or inputs which drseovable, either directly
indirectly, for substantially the full term of tlesset or liability; and

Level 3: Prices or valuation techniques that require iaghat are both significant to the fair value measent and unobserva
(i.e., supported by little or no market activity).

A portion of the Company’s existing cash and caghivalents are invested in shaerm interest bearing obligations with origi
maturities less than 90 days, principally variogges of money market funds. In addition, the Comyplaedd shorterm investments consisti
of certificates of deposit. The Company does nétreinto investments for trading or speculativepmses.

At December 31, 2013 and 2012 , the Company hatbajppately $21.0 million and $58.0 milliomvested in treasury money mar
funds, respectively. These investments are requivede measured at fair value on a recurring basie fair value of these account:
determined based on quoted market prices, whialesepts level 1 in the fair value hierarchy. Then@any's diversified money market fur
treasury money market funds and short term invastsriegave a fair value that is not materially diéietr from its carrying amount.
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9. Stockholders’ equity
Stock repurchase

On August 25, 2008, the CompasyBoard of Directors approved a stock repurchaggrpm that authorized the Company to purc
up to $15.0 million of the Company’s outstandingraés of common stock. Under the boapproved repurchase program, share purchase
be made from time to time in the open market ocough privately negotiated transactions dependingharket conditions, share price, trac
volume and other factors, and such purchasesyifwitl be made in accordance with applicable iesittading and other securities laws
regulations. These repurchases may be commenaspended at any time or from time to time withanidr notice.

The Company did not repurchase any shares undepldm for the years ended December 31, 2013 ah@.ZDhe remaining amou
available to purchase common stock under this wE$1$10.0 million as of December 31, 2013 .

10. Noncash share based compensation
Employee noncash share based compensation plans:

The Company has two noncash share based compenpédits; the 1999 Stock Plan and the 2007 Stoak Hlaese plans author
the discretionary granting of various types of ktawards to key employees, officers, directors emusultants. The discretionary issuanc
stock awards generally contains vesting provisiang/ing from one to four years.

1999 Stock Plan Under the 1999 Stock Plan, the Company is authdriaegrant options to purchase shares of commark dtoits
employees, directors and consultants at the Comgpaligcretion. The Comparg’1999 Stock Plan was terminated in March 200pimpose
of granting any future equity awards. There weseiésl and outstanding stock options to purchase33ghares of the Compasytommo
stock under the 1999 Stock Plan as of Decembe2(Rl13 .

2007 Stock PlariThe Companys 2007 Stock Plan was adopted in March 2007. Tigose of the 2007 Stock Plan is to promote
Company’s longerm growth and profitability. The 2007 plan isentled to make available incentives that will héle €Company to attra
retain and reward employees whose contributioneasential to its success. Under the 2007 Stoak Bie Compang employees, officel
directors and other individuals providing servit@she Company or any of its affiliates are eligib receive awards. The 2007 Stock Plar
an evergreen provision that allows for an annualgase equal to the lesser of (i) 3.5% of the Cawyisaoutstanding shares (ii) 900,000 sh
or (iii) any lesser amount determined by the Conspian Committee of the Board of Directors. The @any may provide these incenti
through the grant of; (i) restricted stock awar@$;restricted stock unit awards; (iii) stock aptis; (iv) stock appreciation rights; (v) phan
stock; and (vii) performance awards.

In February 2012, the Company increased the numbshares available to grant by 900,00der the evergreen provision in
Company’s 2007 Stock Plan, increasing the numbareshreserved for issuance to 7,268,000 . As oeeéer 31, 2013 the Company h:
outstanding equity awards to acquire 3,893,482%eshaf its common stock held by the Compamgmployees, directors and consultants t
the 2007 Stock Plan. Included in the outstandingitgcawards are 1,160,464 of stock options, 1,5@,RSUs, 721,028 SARs ad@9,00(
MSUs held by the Company’s employees, directorscamsultants. As of December 31, 2013 , 466,6hares remain available for grant ut
the 2007 Stock Plan. As of December 31, 2013 ethare no restricted stock awards or phantom ssstled under the 2007 Stock Plan.

Noncash share based compensation expense formalasio share based payment awards granted is dederimased on the gradidte
fair value of the award. The Company recognizespmnsation expense, net of estimated forfeituresgtwrepresents noncash share b
awards expected to vest on a straigid-basis over the requisite service period ofahvard, which is generally the vesting term. Nohcgtsar
based awards typically vest over four years. Stmuions are generally granted for a t@ar term. The Company estimates forfeiture
based on its historicaxperience for grant years where the majority ef\vhsting terms have been satisfied. Changes imasd forfeitur
rates are recognized through a cumulative caffadjustment in the period of change and thus dtnfree amount of noncash share bi
compensation expense to be recognized in futuiegser

Noncash share based compensation expense is atlottatexpense categories on the Consolidated Statsnof Comprehensi
Income. The following table summarizes noncash esHzased compensation expense, net of amounts |lzgultafor the years end
December 31, 2013, 2012 and 2011 .
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For the Year Ended December 31,

2013 2012 2011
Share-based compensation:
Cost of revenue:
License and implementation $ 2,071 $ 1451 $ 1,201
Total included in cost of revenue 2,071 1,451 1,201
Operating expenses:
Selling, marketing, general and administrative 10,88¢ 6,27: 4,03¢
Research and development 3,13¢ 1,921 1,59:
Total included in operating expenses 14,02¢ 8,19¢ 5,631
Total share-based compensation expense $ 16,09¢ $ 9,64 $ 6,83

At December 31, 2013, there was an estimated $88lién of total unrecognized compensation costs relatetbtwash share bas
compensation arrangements. These costs will bgnéned over a weighted average period of 3.0 years.

Stock Options:
The following table summarizes the Company’s stoption activity for the year ended December 31,201

Weighted
average
Number of Weighted remaining Aggregate
shares average contractual intrinsic
under option exercise price term (year) value (1)
Outstanding, December 31, 2012 1,47 $ 11.2¢
Granted 0 —
Exercised (315 11.6¢
Forfeited 0] —
Expired 0 —
Outstanding, December 31, 2013 1,16C $ 11.12 3.7 $ 33,39¢
Vested and exercisable at December 31, 2013 1,16C $ 11.1: 37 % 33,39¢

(1) The aggregate intrinsic value was calculatesetieon the positive difference between the estiintt value of the Company’
common stock on December 31, 2013 of $39.90 andrtir& date fair value.

For the years ended December 31, 2013 and 288spectively, the Company did not grant any stmufions. The total intrinsic val
of stock options exercised for the years ended Déee 31, 2013 , 2012 and 2011 was $5.2 million .6 %@illion and $1.7 million,
respectively.

RSUs:
The Company has granted RSUs under the 2007 Stack BGenerally, RSUs granted to employees, direcoid consultants vest
equal annual installments over a one to four yeaiod from the grant date. At December 31, 2018etheere 1,542,99Ghares related to RS

outstanding and unvested.

The following table summarizes the Company's urete&®&SUs as of December 31, 2Q1&hd changes during the year then end:
as follows:
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Weighted
Weighted average
average remaining Aggregate
Number of grant date contractual intrinsic value
shares fair value term (year) 2)
Unvested at December 31, 2012 1,18 $ 15.5¢
Granted 851 20.0¢
Vested (405) 14.3¢
Forfeited (86) 17.5:
Unvested at December 31, 2013 1,54: $ 18.2¢ 53 $ 61,56¢
Expected to vest at December 31, 2013 150C $ 18.21 53 $ 59,84
(1) The aggregate intrinsic value was calculatesedeon the fair value of the Company’s common stmtkDecember 31, 201&
$39.90.

The weighted average grant-date fair value of tiBJR granted during the years ended December 3B 2@D12 and 201as
$20.08 , $18.65 and $14.13 , respectively.

SARs:
The Company has granted SARs under the 2007 Stack Phe SARs will be settled in stock at the tinfeexercise and vest fc
years from the date of grant subject to the rent's continued employment with the Company. The nunobshares issued upon the exer
of the SARs is calculated as the difference betwthenshare price of the Compasystock on the date of exercise and the date aft

multiplied by the number of SARs divided by therghprice on the exercise date.

The following table summarizes the Company's SARivity for the year ended December 31, 2013 :

Weighted
average
Stock Weighted remaining Aggregate
appreciation average contractual intrinsic value
rights exercise price term (year) (2)
Outstanding, December 31, 2012 79C % 10.6¢
Granted — —
Exercised (64) 9.84
Forfeited (©)] 10.0z
Expired (2) 11.4
Outstanding, December 31, 2013 721 $ 10.7¢ 6.8 $ 21,02¢
Exercisable at December 31, 2013 551  $ 10.61 6.8 $ 16,14:
Vested and expected to vest at December 31, 2013 721 % 10.7¢ 6.8 $ 21,02¢

(1) The aggregate intrinsic value was calculatesetizon the positive difference between the estintete value of the Company’
common stock on December 31, 2013 of $39.90 andxbecise price of the underlying SARs.

The Company did not grant SARs in 2013 and 20TRe weighted average grant date fair value of SARinted during the ye:
ended December 31, 2011 was $11.42 .

All outstanding SARs granted by the Company haairanfiarket value assigned at the grant date baseldeouse of the Blackehole
option pricing model. Significant assumptions usethe Black-Scholes option pricing model for SAdgtanted in 2011 are as follows:

For The Year Ended December 31,

2011
Volatility 61%
Risk-free interest rate 2.11%
Expected option life in years 4.4

Dividend yield —
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MSUs:

I n 2013 and 2012, the Company granted MSUs to ceeteécutives and senior level employees. The MSBgarformancéase!
awards that vest based upon the Commamsfative shareholder return. The actual numbdn®Us that will be eligible to vest is based on
total shareholder return of the Company relativéhi total shareholder return of the Russell 20@ex (“Index”) over a three year peri
ending December 31, 2015 (“Performance Period”) amaoyear period ending December 31, 2013, respectivdig. MSUs vest on Janui
1, 2016 and January 1, 2014, respectively, andideémum number of shares issuable upon vestin§0§adf the MSUs initially granted. Tl
Company did not grant any MSUs in 2011.

Weighted
Weighted average
average remaining Aggregate
Number of grant date fair contractual intrinsic
unvested awards value term (year) value (1)
Unvested at December 31, 2012 20t 26.0¢
Granted 27C % 40.5¢ — —
Exercised — —
Forfeited (6) 40.5¢
Expired — —
Unvested at December 31, 2013 46¢ $ 34.2¢ 81 $ 18,71

(1) The aggregate intrinsic value was calculatesetieon the positive difference between the estiintt value of the Company’
common stock on December 31, 2013 of $39.90 andrtin& date fair value of the underlying MSUs.

The Company estimates the fair value of MSUs ondiite of grant using a Monte Carlo simulation modiee determination of fe
value of the MSUs is affected by the Company'skstmice and a number of assumptions including #peeted volatilities of the Compan
stock and the Index, its ridkee interest rate and expected dividends. The @oiylp expected volatility at the date of grant Wwased on tf
historical volatilities of the Company and the Ird®ver the Performance Period. The Company dicestimate a forfeiture rate for the MS
due to the limited size, the vesting period andireadf the grantee population and the lack of nystd granting this type of award.

Significant assumptions used in the Monte Carloutation model for MSUs granted during December2113 and 201zre a
follows:

For the Year Ended December 31,

2013 2012
Volatility 57% 61%
Risk-free interest rate 0.35% 0.28%
Expected option life in years 2.84 1.9

Dividend yield — —
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11. Income taxes
The income tax provision (benefit) consisted offiiowing for the years ended December 31, 202312 and 2011 :

Year Ended December 31,

2013 2012 2011
Current:
Federal $ 2,44¢  $ 2,01t $ 1,40¢
State and Foreign 16C 74 54¢
2,604 2,08¢ 1,95¢
Deferred:
Federal (2,65)) 1,03( 31C
State (12€) (68) 2C
Income tax provision (benefit) $ 73 % 3,051 $% 2,28¢

The differences between the effective tax rateleetfd in the total provision for income taxes &mel U.S. federal statutory rate
34% for the years ended December 31, 2013, 20d2@h1 , respectively, were as follows:

Year Ended December 31,

2013 2012 2011
Provision at the U.S. federal statutory rate $ 1,11 % 2,72¢ % 3,027
Increase (decrease) resulting from:

State income taxes, net of federal taxes (589 (84) 94
Nondeductible expenses 23t 214 20¢
Acquisition-related expense 60€ — —
Domestic production activities 47 (14€) (119
Nondeductible noncash share based compensation 1,30¢ 622 —
Incremental benefits from prior years' tax credits (1,259 (439 —
Incremental benefits for tax credits (2,030 — (87¢)
Change in tax rate/income subject to lower taxsrated other (30 15¢ (44
Change in valuation allowance 50¢ — —

$ 173 $ 3,051 $ 2,28¢

The Companys historical effective tax rate has been lower ttienstatutory rate of 34% largely due to the appion of the R&E ta
credit. The Company'’s effective tax rate was a fiené(5)% for the year ended December 31, 2018 arprovision of 38% and 26%6r the
years endeDecember 31, 2012 and 2011 , respectively.

As of December 31, 2013 and 2012 , the Companyamathcome tax receivable of approximately $0.6 ionlland $0.4 million,
respectively, which is classified as prepaid arfteoturrent assets in the accompanying Consoliddétahce Sheet. As @ecember 31, 20:
and 2012 , the Company had approximately $0.1oniléind $0.1 million of foreign tax credits (“FTCdjising from foreign taxes paid.

The tax effects of temporary differences that gise to significant portions of the deferred tagets and liabilities as &iecember 31
2013 and 2012 are as follows:
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Year Ended December 31,

2013 2012
Current deferred tax asset (liability):
State deferred $ 7" $ 2
Accruals not currently deductible (191) (49
Current deferred revenue 2,601 —
Total current deferred tax (liability) asset 2,40: 47
Less: valuation allowance (270 —
Total current deferred tax (liability) asset 2,13: (47)
Noncurrent deferred tax asset (liability):
Property and equipment (1,78¢) (1,736
Noncash share based compensation 7,80¢ 6,081
State deferred 292 24C
Capitalized software (1,547 —
Amortization (2,36€) —
R&D carryforwards 2,70¢ —
Deferred revenue 431 —
Federal NOLs 4,72¢ —
State NOLs 81: —
State Credits 50¢ —
Total noncurrent deferred tax assets 11,59: 4,58¢
Less: valuation allowance (1,08%) —
Total noncurrent deferred tax assets 10,50¢ 4,58¢
Total net deferred tax asset $ 12,63¢ $ 4,53¢

The current net deferred tax asset (liability) aodcurrent net deferred tax asset (liability) dessified as prepaids and other cur
assets, other long term assets and other curadnilities, respectively, in the accompanying Coitlsded Balance Sheets.

The Company has federal and state net operatirsgciagyforwards pursuant to the acquisition of SiBemand. Internal Rever
Code Section 382 ("Section 382") places certaiiitditions on the annual amount of net operating t@ssyforwards that can be utilized whe
change of ownership occurs. We believe the acquisidf SignalDemand was a change in ownership puntsto Section 382. As a result of
annual limitation, the federal and state net opegaloss carryforward amount available to be useduture periods is approximate$l4
million each and will begin to expire in 2029. As of DecemBl, 2013, the Company determined it was moedlithan not that certain of ¢
state net operating loss carryforwards availabteufe subject to apportionment would not be utllibefore expiration and the Comp.
established a valuation allowance against the gsttteperating loss carryforward.

For the years ended December 31, 2013, 2012 alid,26e Company had $0.3 million , $0.4 milliorde#0.1 millionrespectively, ¢
unrecognized tax benefits which, if recognized, lddmpact our effective tax rate. The Company heswed $0.03 million , $0.01 million
$0.01 millionfor the payment of interest and penalties as ofebdxer 31, 2013, 2012 and 2011. The Company belignast is reasonab
possible that there will be nchange in our unrecognized tax benefits within tiext twelve months. The Company is currently u
examination for the 2009 U.S. federal income tanrre of which an unrecognized tax benefit has beeorded. The Company files tax rett
in the United States federal jurisdiction and vasicstate and foreign jurisdictions. The Compansubject to U.S. federal income
examination for the calendar tax years 2010, 201dL2012 and state and foreign income tax examimdtio various years depending on
statutes of limitation of those jurisdictions.
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The following table sets forth the changes to thenany's unrecognized tax benefit for the year édiecember 31, 2013 , 204Rc¢

2011:
Year Ended December 31,
2013 2012 2011
Beginning Balance $ 35C $ 126 % 12¢
Changes based on tax positions related to priar yea (19 224 —
Ending Balance $ 331 $ 35C % 12€

12. Credit Facility

In July 2012, the Companthrough its wholly owned subsidiary PROS, Irentered into a $50 milliosecured Credit Agreement (
"Revolver") with Wells Fargo Bank, N.A. (“Wells Fgo").

The Revolver is for éive year term, with interest paat the end of the applicable one month, three mon#ix month interest peri
at a rateper annum equal to LIBOR plus an applicable magadih.5% to 2.25% or the Federal Funds Rate pluspgficable margin of 1.5%
2.25% .Borrowings under the Revolver are collateralizedlfirst priority interest in and lien on all oféfCompany's material assets.

The Revolver contains affirmative and negative o@awds, including covenants which restrict the gbitif the Company to, amo
other things, create liens, incur additional in@eloiess and engage in certain other transactioregan case subject to certain exclusidns.
addition, the Revolver contains certain financiavenants which become effective in the event thm@my's availability under the revol
plus cash and cash equivalents falls below $20anilbr upon the occurrence of an event of defaédtof December 31, 2013the Compan
was in compliance with all financial covenantshie Revolver.

As of December 31, 2013 and 2012, $0.2 million &3d3 million of unamortized debt issuance costs related to #nolRer i
included in other long term assets in the constdidldalance sheets. For the year ended Decemb@033,and 2012, $50,000 and $25,000
respectively, of debt issuance cost amortizatiomdtuded in Other Expense (Income), net in thesotidated statements of comprehen
income.

As of December 31, 2013, the Company had no oudstg borrowings under the Revolver.
13. Commitments and contingencies

Litigation:

In the ordinary course of the Compasyjusiness, the Company regularly becomes invdlvedntract and other negotiations anc
more limited circumstances, becomes involved imallggroceedings, claims and litigation. The outcornéshese matters are inherel
unpredictable. The Company is not currently invdlve any outstanding litigation that it believesdividually or in the aggregate, will hav
material adverse effect on its business, finarmadition, results of operations or cash flows.

Indemnification:

The Companys software license agreements generally includeiceprovisions for indemnifying customers agailesbilities if the
Company’s software solutions infringe a third pastintellectual property rights. To date, the Conyplhas not incurred any losses as a res!
such indemnifications and has not accrued anyliligsi related to such obligations in the Compar@tnsolidated Financial Statements.

Lease commitments:

The Company leases office space and office equiporater noncancelable operating leases that eapirarious dates. The Compi
incurred approximately $2.1 million , $2.0 milliand $1.3 million of total rent expense for the geanded December 31, 2013 , 2GtR
2011 , respectively. As of December 31, 2013 fuere minimum lease commitments related to legseements were as follows:
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Year Ending December 31, Amount

2014 $ 2,54¢
2015 2,071
2016 1,20C
2017 —
2018 and thereafter —
Total minimum lease payments $ 5,81t

The Company had no capital leases at Decembe03B,a&nd 2012 .

Our headquarters are located in Houston, Texasienmlie lease approximately 90,000 square feet afeoffpace. We also have sr
regional office in Austin, Texas; San FranciscolifGaia; London, United Kingdom and Munich, Gernyain July 2011, the Company ente
into a third amendment to its corporate office éeas Houston, TX (the “Third Lease Amendmenthe Third Lease Amendment, ami
other things, provides for a five year extensiomtjliSeptember 30, 2016, and an increase in tharsdgiootage. The Third Lease Amendn
has two options to extend the term of the leasafoadditional 72 months. Also, the Third Lease Admeent provides for an early terminal
at any time after July 31, 2013. In June 2012 ,Gbepany entered into a fourth amendment to itsaratp office lease in Houston, TX wh
increased the square footage of the corporateesftic approximately 90,000 square feet.

In August 2012, the Company entered into a ten Jemse for approximately 3,100 square feet of effspace in London, Unit
Kingdom. The lease provides an option to termitiagdlease in August 2015.

In June 2011, the Company entered into a five {exse for approximately 3,300 square feet of offipace in Austin, Texas. T
lease expires in September 2016.

As part of the SignalDemand acquisition, the Comymssumed a lease for approximately 6,600 squatefeoffice in San Francisc
California. This lease expires in November 2015.

The Company believes its existing facilities aréfisient for its current needs. The Company may aéw facilities and expand
existing facilities as it adds employees, and lielves that suitable additional or substitute spaitibe available as needed to accommodate
such expansion of its operations.

14. Segment and geographic information

Operating segments are defined as components @ftanprise about which separate financial infororais available that is evalua
on a regular basis by the chief operating decisiaker, or decision making group, in deciding howaliocate resources to an individ
segment and in assessing performance of the segimeadldition, the Compang’assets are primarily located in its corporatéceffn the
United States. Although the Company sells its pgand revenue management software to customeey@ral industries and geographies
Company does not produce reports for, assess tf@mpance of, or allocate resources to these imdigsor regions based upon any assete
metrics, or based upon income or expenses, opgratiome or net income. Therefore, the Companyehes that it operates in one segn
sales, pricing and revenue management software.

Revenue by Geography:

The Company does not assess the profitabilitysof@ographic regions and accordingly does not attémncomprehensively assign
allocate costs to these regions. In addition, asGbmpanys assets are primarily located in its corporatécefin the United States and
allocated to any specific region, the Company dessproduce reports for, or measure the performaficés geographic regions based on
asset-based metrics.

International revenue for the years ended Dece®beR013 , 2012 and 2011 , amounted to approxima#iéd.8 million ,$66.Z
million and $62.0 million , respectively, represagt55% , 56% and 64% , respectively, of annuatnere.
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The following geographic information is presentedthe years ended December 31, 2013 , 2012 and.Zldie Company categoriz
geographic revenues based on the location of th®eer's headquarters.

Year Ended December 31,

2013 2012 2011
Revenue Percent Revenue Percent Revenue Percent

The Americas:

United States of America $ 65,07: 45% $ 51,63: 44% $ 34,64 36%

Other 12,22: 8% 5,45 5% 7,86: 8%
Subtotal 77,29¢ 54% 57,08¢ 49% 42,50¢ 44%
Europe 33,66¢ 23% 31,54¢ 27% 26,60¢ 28%
Asia Pacific 22,41 15% 15,35¢ 13% 17,78¢ 18%
The Middle East 9,84( 7% 10,91« 9% 7,27¢ 8%
Africa 1,62¢ 1% 2,88¢ 2% 2,46: 2%
Total revenue $ 144,83 100% 9 117,79: 100% $ 96,63¢ 100%

15. Concentrations of credit risk

For the years ended December 31, 2013 , 2012 ahll 260 customer accounted for 1@omore of revenue. For the year er
December 31, 2013, one customer accounted fod6faccounts receivables.

The Company’s cash and cash equivalents and shontinvestments on deposit with any one party andny point in time me
exceed federally insured limits. To date, the Comyd@as not incurred any losses in connection withrtsterm investments.

16. Related-party transactions

The Company currently has employment agreementsitsiexecutive officers. The employment agreempruaside for six months
one and one half years of salary upon terminatidghont cause or, in some cases, for good reasonhendesting of certain stock options
other equity awards.

17. Employee retirement savings plan

The Company sponsors a 401(k) savings plan ("4@l@)"). The 401(k) Plan is available to substdigtall United States employe
and is designed to provide eligible employees waittopportunity to make regular contributions tergterm investment and savings progr
Historically, the Company’s matching contributiendefined as 50% of the first 686 employee contributions. The Company may alsod
discretionary contributions. Matching contributidmg the Company in 2013 , 2012 and 2011 totaledcqupately $1.1 million $1.0 millior
and $0.3 million , respectively.

18. Quarterly results (Unaudited)

The following table presents certain unaudited tpubr financial data for the years ended DecemberZ)13 and 2012 This
information has been prepared on the same bagleasccompanying Consolidated Financial Statemamdsall necessary adjustments
been included in the amounts below to state fdainy selected quarterly information when read injuoction with the accompanyi
Consolidated Financial Statements and notes thereto

Quarter Ended

December 31, September 30, June 30, March 31,
2013 2013 2013 2013

Total revenue $ 38,87. $ 36,81 % 35527 $ 33,62¢
Gross profit $ 28,10. $ 25,78" $ 24,74.  $ 23,07
Income from operations $ 40¢ $ 1,398 $ 78C $ 68¢
Net income $ 13¢  $ 99: § 58C $ 1,73¢
Net earnings attributable to common stockholdersshare:

Basic $ — 3 0.04 $ 0.0z $ 0.0€

Diluted $ — % 0.0 $ 0.0z $ 0.0¢€
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Quarter Ended

December 31, September 30, June 30, March 31,
2012 2012 2012 2012

Total revenue $ 32,72.  $ 29,91 $ 28,13¢ $ 27,02:
Gross profit $ 23,04 % 21,24:  $ 20,63 $ 19,10(
Income from operations $ 2,261 $ 181z % 197¢ $ 2,151
Net income $ 1,42z % 1,35¢ $ 99t $ 1,191
Net earnings attributable to common stockholdersspare:

Basic $ 0.0t $ 0.0t % 0.04¢ $ 0.04

Diluted $ 0.0t $ 0.0t % 002 % 0.04

19. Subsequent Events

On October 24, 2013, the Company entered into deteaffer agreement with Cameleon Software ("Caoréle a French softwa
company listed on the NYSE Euronext exchange, atitig the Company's intent to acquire Cameleonutiinahe tender offer for all of t
outstanding share capital of Cameleon in an alr¢temsaction valued at approximately €24 millichS. $33 million), net of cash expected
be acquired. The Cameleon board unanimously recometethis tender offer. Completion of the tendderofvas subject to, among ot
things, clearance of the tender offer by the Atéodes Marchés Financiers (AMF), and Cameleon bb#ters tendering at least 6586
Cameleors freely tradeable shares and warrants in the teoffier (Minimum Condition). As part of the tendeffer, the Company plac
approximately $40 millionin an escrow to fund the acquisition, which is ut#d in current restricted cash as of Decembe2B13. Thes
funds were unavailable to the Company for othes usgil the successful closing of the tender offiee, failure of the tender offer in accorda
with its terms or the AMF's rejection of the tendéfer, whichever first occurs.

On January 8, 2014, the Company announced thatethiter offer for Cameleon was successful basetth@mnesults published by 1
AMF on January 2, 2014 confirming the Company ssspd the Minimum Condition. Given the commitmemndsrf Cameleors manageme
with respect to their Cameleon free shares, the faom controls a total of 83.4% of Cameleon’s cawtad 94.0% of Cameleosr'warrant
outstanding.

Schedule Il
Valuation and Qualifying Accounts

Additions
Balance at charged to Balance at
beginning costs and end of
of period expenses Deductions Other (3) period
Allowance for doubtful accounts (1)
2013 $ 76C 3 36 3 (69) $ — 8 1,06(
2012 $ 1,13C $ — 3 (370 $ — 3 76C
2011 $ 1,02 $ 26 3 (15¢) $ — 3 1,13(
Valuation allowance (2)
2013 $ — 3 50¢ $ — % 84t % 1,357
2012 $ — $ — $ — $ — $ =
2011 $ — 3 — 3 — $ — $ —

(1) Deductions column represents the reversal ditiads previously charged to costs and expensdsuanollectible accounts writt
off, net of recoveries.

(2) Deductions column represents the utilizatiodefierred tax assets that previously had a valnatiowance for deferred tax assets.
(3) Additions represent valuation allowance adjusite recorded as part of the purchase accountilogatibn related to tt
SignalDemand acquisition.

F-26




Table of Contents

Number

3.1(1)
3.2(2)
4.1(3)
10.1(4)
10.2(3)
10.3(5)
10.4(5)
10.5(5)
10.6(14)
10.7(14)
10.8(14)
10.9(6)
10.10(14)
10.11(7)

10.12(4)

10.13.1(4)

10.14(3)

10.15(4)

10.15.1(4)

10.15.2(5)

10.15.3(8)

10.15.4(5)

Exhibit Index

Description

Amended and Restated Certificate of Incorporation.

Amended and Restated Bylaws.

Specimen certificate for shares of comntonks

1999 Equity Incentive Plan, as amendethte, and form of stock option agreement.
2007 Equity Incentive Plan.

Form of Non-Qualified Stock Option Agreerhander the 2007 Equity Incentive Plan.
Form of Stock Appreciation Rights Agreetmamder the 2007 Equity Incentive Plan.
Form of Restricted Stock Units Agreemerder the 2007 Equity Incentive Plan.
Form of Non-Plan Restricted Stock Unitggement.

Form of Non-Plan Restricted Stock Unitgement (France).

Form of Non-Plan Restricted Stock Unitggement (Performance France).

Form of Market Stock Units Agreement unither2007 Equity Incentive Plan.

Form of Non-Plan Market Stock Units Agresnt.

2013 Employee Stock Purchase Plan.

Stock Purchase and Stockholders Agreerdated June 8, 1998, by and among Registrantt@essor in interest to PROS
Strategic Solutions, Inc.) and certain stockholders

Amendment to Stock Purchase and Stdd&roAgreement dated March 26, 2007 by and amaugsRant.

Registration Rights Agreement, dated 812007, by and among Registrant, Mariette M. \WWayasyer and Ronald F.
Woestemeyer.

Office Lease, dated January 31, 200Bnoybetween PROS Revenue Management L.P. and HdDstoamunity College
System.

First Amendment to Office Lease, daftedch 31, 2006, by and between PROS Revenue MaregdnP. and Houston
Community College System.

Second Amendment to Office Lease, dstaxth 1, 2007, by and between PROS Revenue MaragemP. and Houston
Community College System.

Third Amendment to Office Lease, dakely 29, 2011, by and between PROS Revenue ManagemE. and Houston
Community College System.

Fourth Amendment to Office Lease, ddtate 27, 2012, by and between PROS Revenue MaeagdP. and Houston
Community College System.



10.16*(6) Amended and Restated Employment Agreéndeted May 2, 2013, by and between PROS, Ingidiant and Charles
Murphy.

10.16.1*(9) Immediately Exercisable Stock Optiora, dated April 2, 2007, by and between Regismad Charles Murphy.

10.17%(10) Amended and Restated Employment Agre¢ndated May 13, 2013, by and between PROS, Regjstrant and Ronald
Woestemeyer.

10.18*(6) Amended and Restated Employment Agreéndaited May 2, 2013, by and between PROS, Ingidiant and Andres Reiner.
10.19*(11) Employment Agreement, dated Februar2004, by and between PROS, Inc., Registrant arigldir Crump.

10.20*(2) Form of Indemnity Agreement entered iatoong Registrant, its affiliates and its directams officers.

10.21(12) Tender Offer Agreement by and betweggid®ant and Cameleon Software, dated October@43.2

10.22(13) Agreement and Plan of Merger by and anRROS, Inc., Pandora Merger Sub Corporation, $igraand, Inc. and Fortis
Advisors LLC, dated December 16, 2013.

211 List of Subsidiaries.
23.1 Consent of PricewaterhouseCoopers LLP.
24.1(15) Power of Attorney.

31.1 Certification of Chief Executive Officer Puest to Exchange Act Rule 13a-14(a) or 15d-14&@Adopted Pursuant to Section
302 of the Sarbanes Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Puent to Exchange Act Rule 13a-14(a) or 15d-14@)pdopted Pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.

32.1 Certifications of Chief Executive Officer a@thief Financial Officer Pursuant to 18 U.S.C. 8etfl350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document
101.CAL XBRL Taxonomy Extension Calculation LinldeaDocument
101.DEF XBRL Taxonomy Extension Definition LinklsaBocument
101.LAB XBRL Taxonomy Extension Label Linkbase Dotent

101.PRE XBRL Taxonomy Extension Presentation LagéoDocument

(1) Incorporated by reference to Amendment Na 8ur Registration Statement on Form S-1 (Registrdio. 333141884) filed ol
June 15, 2007.

(2) Incorporated by reference to our Current Repor-orm 8K filed on August 21, 201

) Incorporated by reference to our Amendmentim our Registration Statement on Form S-1 (Redien No. 333-141884)
filed on June 11, 2007.

4 Incorporated by reference to our RegistraStatement on Form S-1 (Registration No. 333:884) filed on April 4, 200

(5) Incorporated by reference to our Annual ReparForm 1K filed on February 22, 201

(6) Incorporated by reference to our Quarterly &epn Form 103 filed on May 2, 201.

@) Incorporated by reference to our Current Repor-orm 8K filed on June 7, 201

(8) Incorporated by reference to our Current Repor-orm 8K filed on August 3, 201



(9) Incorporated by reference to Amendment Na aur Registration Statement on Form S-1 (Registrdtio. 333141884) filed o

May 15, 2007.
(10) Incorporated by reference to our Current Repo Form 8K filed on May 15, 201:
(11) Incorporated by reference to our Current Repo Form 8K filed on February 10, 201
(12) Incorporated by reference to our Current Repo Form 8K filed on October 24, 201
(13) Incorporated by reference to our Current Repo Form 8K filed on December 16, 201
(14) Incorporated by reference to our RegistraBtatement on Form S-8 (Registration No. 333- ) filed on February 24, 20
(15) Reference is made to page 47 of this AnnegpdR on Form 10x.

*Constitutes management contracts or compensatcapgements
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Exhibit 21.1

PROS Holdings, Inc.
List of Subsidiaries as of December 31, 2013

Name of Entity ~ State/Country of Incorporation/Organization
PROS, Inc. Delaware

SignalDemand, Inc. Delaware

PROS Europe Limited England and Wales

PROS Germany GmbH Germany

PROS Canada Operations, Ltd. Canada




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémtlee Registration Statement on ForrBRegistration N0s.333-194105, 333-193867,
333-179721, 333-172516, 333-165362, 333-157555,1383859, and 333-145237) of PROS Holdings, Inawfreport dated March 3, 2014

relating to the consolidated financial statemefimsncial statement schedule and the effectivenésgernal control over financial reporting,
which appears in this Form 4K.

/sl PricewaterhouseCoopers LLP
San Jose, California

March 3, 2014



Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Andres Reiner, certify that:

1. I bhave reviewed this annual report on FormkL6f PROS Holdings, Inc

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or ométtéde a material fact necessary to make the
statements made, in light of the circumstancesuwwtieh such statements were made, not misleaditigrespect to the period covered by this

report;

3. Based on my knowledge, the financial statement$ oéimer financial information included in this repdairly present in all material respects the
financial condition, results of operations and ctigivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 18&(f))
for the registrant and have:

a.

Designed such disclosure controls and proceduresused such disclosure controls and procedutes tlesigned under our supervision,
to ensure that material information relating to itbgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihieh this report is being prepared;

Designed such internal control over financial réipgr;, or caused such internal control over finah@aorting to be designed under our
supervision, to provide reasonable assurance rieggttae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallypiedeaccounting principles;

Evaluated the effectiveness of the registrant'sldgire controls and procedures and presentedsimethort our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

Disclosed in this report any change in the regimsanternal control over financial reporting thatcurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thainmaterially affected, or is reasonably likely
to materially affect, the registrant’s internal tohover financial reporting; and

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatiioiernal control over financial reporting, teet
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a.

March 3, 2014

All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and

Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant’s internal
control over financial reporting.

/s/ Andres Reiner

Andres Reiner
President and Chief Executive Officer



Exhibit 31.Z
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Charles H. Murphy, certify that:

1. I bhave reviewed this annual report on FormkL6f PROS Holdings, Inc

2. Based on my knowledge, this report does natadomny untrue statement of a material fact ort énstate a material fact necessary to make the
statements made, in light of the circumstancesuwtieh such statements were made, not misleaditigrespect to the period covered by this

report;

3. Based on my knowledge, the financial statememt3 other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and ctigivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant’s other certifying officer(s)dainare responsible for establishing and maintgmiisclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 184l))
for the registrant and have:

a.

Designed such disclosure controls and procedareaused such disclosure controls and procedoifge designed under our supervision,
to ensure that material information relating to ithgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihieh this report is being prepared;

Designed such internal control over finanaggdarting, or caused such internal control overrfgial reporting to be designed under our

supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

Evaluated the effectiveness of the registradisslosure controls and procedures and presentibdsi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

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

5. The registrant’s other certifying officer(s)dainhave disclosed, based on our most recent ev@tuaf internal control over financial reporting, the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons perfiog the equivalent functions):

a.

All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

Any fraud, whether or not material, that innedvmanagement or other employees who have a samiifiole in the registrant’s internal
control over financial reporting.

March 3, 201« /s/ Charles H. Murphy
Charles H. Murphy

Executive Vice President and
Chief Financial Officer



Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Andres Reiner, certify pursuant to 18 U.S.C.tBec1350, as adopted pursuant to Section 906eoStrbanes-Oxley Act of 2002, that the annual teyfor
PROS Holdings, Inc., on Form 10-K for the periodesh December 31, 2013 fully complies with the regmients of Section 13(a) or 15(d), as applicalfle, o
the Securities Exchange Act of 1934 and the inféionacontained in such Form 10-K fairly presentsall material respects, the financial condition agsults
of operations of PROS Holdings, Inc.

March 3, 201« /s/ Andres Reiner
Andres Reiner
President and Chief Executive Officer

I, Charles H. Murphy, certify pursuant to 18 U.SSection 1350, as adopted pursuant to Section B Garbanes-Oxley Act of 2002, that the annejabrt
of PROS Holdings, Inc., on Form 10-K for the peresdied December 31, 2013 fully complies with trunements of Section 13(a) or 15(d), as applicadfle
the Securities Exchange Act of 1934 and the inféionacontained in such Form 10-Q fairly presemsll material respects, the financial condition agsults
of operations of PROS Holdings, Inc.

March 3, 201: /s/ Charles H. Murphy
Charles H. Murphy
Executive Vice President and Chief Financial Office

A signed original of this written statement reqditey Section 906 of the Sarbanes-Oxley Act of 2882 been provided to PROS Holdings, Inc. and will b
retained by PROS Holdings, Inc. and furnished &Skcurities and Exchange Commission or its spfhuequest. This certification “accompanies” tenfr
10-K to which it relates, is not deemed filed witle Securities and Exchange Commission and isorfé incorporated by reference into any filinghof t
Company under the Securities Act of 1933, as angralghe Securities Exchange Act of 1934, as ae@ifdhether made before or after the date of thmFo
10-K), irrespective of any general incorporationgaage contained in such filing.



