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SIGNIFICANT RELATIONSHIPS REFERENCED IN THIS ANNUAL REPORT

The terms "PROS," "we," "us," and "our" refers @S Holdings, Inc., a Delaware corporation, andoflits subsidiaries that ¢
consolidated in conformity with the generally adegpaccounting principles in the United States ofetica ("GAAP").

CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STAT EMENTS

This Annual Report on Form 10-K contains certaatesnents that may be deemed to be "forwaotting statements” that anticip
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 8afi Act of 1995, Section 27A of the Securities At1933, as amended (the "Securities A
and Section 21E of the Securities Exchange Act3#4]1 as amended (the "Exchange Act"). All statesémtthis report not dealing w
historical results or current facts are forw#rdking and are based on estimates, assumptionpm@jections. Statements which include
words "believes," "seeks," "expects," "may," "slthul'intends," "likely," "targets,"” "plans,” "anijgates," "estimates," or the negative versic
those words and similar statements of future ow#od-looking nature identify forward-looking statents. The forwardeoking 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.

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 wérdita time to time with the Securities and Excha@mnmission ("SEC"), specifically .
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 years of data science expeeeto unlock buying patterns and preferences wittansaction data to reveal wh
opportunities are most likely to close, which offare most likely to sell and which prices are ntiksty to win. PROS offers big data softw
solutions to analyze, execute, and optimize s@lesing, quoting, rebates, and revenue manageriéatalso provide professional service
implement our software solutions. We have compleeel 800 implementations of our solutions, acmsse than 40 industries in more tl
55 countries.

We were incorporated in Texas in 1985. We reino@ied as a Delaware corporation in 1998. In 20@2reorganized as a hold
company in Delaware. In December 2013 we acquingshaDemand, Inc., a Delaware corporation ("Sigraiiand"”), an optimizatio
software company, for total cash consideration1d.% million.In November 2014, we completed the acquisition afim€leon Software SA
French société anonyme ("Cameleon"), in an all-¢estsaction valued at approximately €24 million§U$33 million), net of cash acquired
Our principal executive offices are located at 3M¥in Street, Suite 900, Houston, Texas 7700& report as one operating segment witt
Chief Executive Officer acting as our chief opargtdecision maker.

Our telephone number is (713) 335-5151. Our websiteaww.PROS.com . Our website and the information contained themirconnecte
thereto are not intended to be incorporated intAnnual Report on Form 10-K.

Our industry

Datadriven decision making is an important driver ofsimess performance. The proliferation of high vadurhigh velocity an
complex data, commonly referred to as "big data"increasing rapidly, and companies are demandisgieffective, innovative forms
information processing to exploit big data. Softevapplications can leverage big data to enhandghinand help companies make busil
decisions that affect growth and profitability. \Welieve software applications that apply data smen big data are one of the most compe
opportunities for companies to improve sales, pgcquoting, rebates, and revenue management. Hpgdieations allow companies to mi
from instinct-driven sales, pricing, and revenuenagement strategies, to dabaven strategies. We expect market forces to namtitc
accelerate the demand for big data solutions. Tha®ses include increasingly complex customers,kaigr and business models, unce
demand for products and services, volatile costdjferation of competitive alternatives, and expaotially increasing enterprise and ma
data. We believe the market
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for big data science and technology is a largeganding opportunity that spans most major industrie
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. Theseyinis
include the customers and prospects of a compaatyatie most likely to buy, and which offers anctig are most likely to result in a clos
deal. We seek to deliver these insights throughwsoé packages that apply data science to a corigphisgoric customer transaction, ma
and other data to uncover customer buying pattendspreference®ur solutions make it easier for companies to cumé the correct product
(s), set the right price and get a quote into edls of a customer quickly. e data science embedded in our solutions prowidesustomel
with predictive and prescriptive guidance on kegibess decisions that drive growth and profitahiiitcluding product mix optimization, pri
forecasting, price optimization, product configimat recommendations, crosell and upsell recommendations, attrition detectiant
willingness-topay. Our solutions also help to streamline saldsing and revenue management processes with eatiandomation, contro
and compliance.

Our high-performance software architecture suppoetd-time, highvolume transaction processing and enables us tdldahe
processing and database requirements of sophédticatstomers, including those who need to responithdir customers with sufecon:
electronic response requirements. We provide stdimal configurations of our software based on ithdustries we serve and of
professional services to configure these soluttonseet the specific needs of each customer. Citwaie solutionsurrently operate in sor
of the largest, most complex and demanding infoionaechnology environments.

We license our solutions under both perpetual end ticense models for customers. For perpetuah$ies, our customers receive
perpetual right to use our software. Our license@gents provide customers with the right to usened solutions within a specific lice
scope, including but not limited to revenue, gepbsa users, and business unit. The vast majoritpwf software license customers
purchase software license updates and product syppenerally for a period of two years. Softwaigehse updates include unspeci
software updates and enhancements on a when amdilfible basis, maintenance releases, and patele@sed during the term of the sup
period.

We also offer some of our solutions as Software-&ervice ("SaaS"). Our SaaS offerings generally provide customers ssctx
certain of our software within a clouzhsed IT environment that we manage and offer gtoowers on a subscription basis and allow
customers to reduce infrastructure, installationd angoing administration requirements. This mqatelvides an alternative to our perpe
license sales model. We offer both single-tenart @ulti-tenant solutions under our SaaS model vidtingear subscriptions with pricil
generally based on the number of users, data volumevenue managed by our software.

Our license, services and subscription revenue dset 71% , 68% and 66% of our total revenue inafi2014 , 2013 and 2012
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 softwareisokienable companies in the manufacturing, disfidn and services industries
analyze, optimize and execute sales, pricing, qgaind rebate strategies. PROS big data solutamgricing and sales effectiveness incl
the following solutions:

» Scientific Analytics helps companies gain insight into their sales aiang performance by applying data science, alig
them to take action to improve overall performaand take advantage of time-sensitive opportunities.

» Price Optimizer streamlines pricing processes and creates priadigypcontrols to support corporate business gdatie
Optimizer allows organizations to apply data so@etw create multiple segment-specific rutesed price lists and quicl
modify prices or guidelines in response to changimgditions, including market volatility or changasusiness strategy.

» Deal Optimizer applies data science to recommend optimized paoesproducts on a transactispecific basis for sal
representatives in negotiated transaction enviromsnéailored to the unique characteristics ofahistomer transaction. Di
Optimizer provides insight into customer buying &ebr, enabling companies to better match offerseésh of the
customers' unique perception of value.
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» Sales Optimizer provides sales people with a 360-degree view intoustomers business. By handling all forms o
companys commercial transactions, including contracts tesidids, price lists and rebates, Sales Optinpizrides insight
into a customer’s book of business so it is able&ike more informed decisions.

e« Cameleon CPQis a mobile, intelligent quoting solution designexd provides sales people or customers with thet
guestions to quickly identify the products and/ervices that best meet the customers needs andrprapuote featuring t
correct combination of products/services at thanmpin price, as well as identity cross-sell andsefl-opportunities 1
increase the value to the company. Cameleon CP@s leeimpanies (in both business-to-consumer (B2@)barsiness-to-
business (B2B) sales environments) close dealerfabtough automation, data science, analyticsingiguidance ar
execution by providing an intelligent pricing engjmproposal generator, quoting system, and rulénengpmplemented |
approval workflows.

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, mangiftoamarket share goe

« Benchmark sales opportunities to peer groups basedlevant metrics, including willingness to

e Identify underperforming products andregk accounts to allow timely corrective acti

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

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

» Create and manage pricing, rebate and discountligigs aligned with corporate strategies;

* Automate quoting and pricing approval workflow twsare consistency and auditabil

Big Data Solutions for Resource-Driven and CommagdBased Companies

PROS manufacturing optimization software solutienable companies in the adpisiness, food and mill product industries to are
and optimize capacity planning, mix, blend and ipgcdecisions. PROS big data solutions for comtyodased manufacturers include
following solutions:

* EnterpriseOptimizer enables manufacturers to optimize business perfocenthrough improved margins and profitability
recommending the ideal mix of customers and chanioesell to and the best price for each as wedlraeptimized produ
formulation, purchase plan and product mix that imézes margins under changing market conditions.

* MixOptimizer allows manufacturers to coordinate raw materialiiapinventory, production capacity and demanddasé
to optimize product and channel mix.

» CapacityOptimizer allows asset intensive manufacturers to maximipacidy utilization and the margin per capacity wof
their facilities by defining the percentage of puotithat should be sold in advance, helping engroduct availability for ke
customers, and minimizing excess capacity.

e MarginOptimizer allows manufacturers to maximize margin contributlased on products, time, channels and cus
segments when selling to customers in highly vielatiarkets.

» BlendOptimizer allows process manufacturers to forecast raw natprices across various time horizons to optintis
blend of component materials to help deliver fiedlyoods at the lowest possible cost.

Big Data Solutions for Revenue Management for Trawedustry Companies

PROS revenue management solutions are a set gfatee software solutions that enable enterprisdébd travel industry, includi
the airline, hotel and cruise industries, to drievenue and profitraximizing business strategies through the apjbcaof advance
forecasting and optimization technologies and d@cisupport capabilities. PROS big data solutions farenue management include
following solutions:

» PROS Analytics for Airlines identifies hidden revenue opportuniti

 PROS Revenue Managemenmnanages passenger demand with either leg- or sédrased revenue managem
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« PROS O&D ™ manages passenger demand with passenger name (86R"), based revenue managen
 PROS Real-Time Dynamic Pricing™ determines optimal availability based on riédale evaluation:
 PROS Group Revenue Managemennanages revenues related to group requests anéhgei

 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 multigke cnters;

* PROS Cruise Pricing and Revenue Managemergllows customers to understand their consumer [gensitivities, trac
competitor behavior, and quickly set prices andlakity; and

* PROS Hotel Revenue Managemeritelps customers simplify, accelerate and improi@my decision makiny
These big data solutions provide businesses the émal processes to help:

» Maximize revenue and profitabilit

*  Quickly adapt to changing market conditions andriess objective

» Differentiate customers by market and sales chg

» Effectively conduct rediime negotiation:

e Monitor pricing and revenue management performaaige

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

Technology
Software Architecture. Our 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.

Service-Oriented Architecture. A comprehensive web services interface is at tbsarthof our architecture. This interface ene
extension onto other platforms and the creationialf integrated solutions. It is also the foundataf our "PROS Everywhere" initiative
bring our solutions to the software (Microsoft El@eand Microsoft SharePoint®) and hardware (Appie.'s iPhone® and iPad®yindows
Phone®, BlackBerry®, and Android™ phones) toolg thany businesses are already using.

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

Configuration vs. Custom Coding. Our solutions can be configured to meet each ousts business needs through configuri
rather than custom code. The configuration cajtigsil define both a business layer (including daéin of user workflows, executi
dashboards, analytics views, calculations, apprpuatesses and alerts), as well as a data layep#nmits configuration of data structul
including hierarchical dimensions, pricing levelsdameasures. Much of the configuration can beoperd by a business user with
information technology personnel involvement. Wesarve the configurations as part of an upgradewimg our customers to more ea:
upgrade to new versions of our solutions, whenlalvks.

Scalability. We leverage modern big data technologies sudleggReduce and Hadoop®oSQL databases such as Cassandr
MongoDB®, and in-memory and colunamiented data stores to scale to large data volumdshigh user request rates. The scalability @
software solutions has been tested and validateditmtparty vendor benchmark performance centers.

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"), suppain management ("SCM"), custol
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 filsase
data interfacing to bring data from disparate sesiriogether into a single cohesive database, bothal time and through scheduled b
tasks. We also provide certified content for in&ign with SAP® and Oracle®@s well as integration development services usitystry
standard tools.

User Interface. Our technology provides a rich, browdersed interface that supports both local and remsées. This interfa
supports a wide variety of interactive charts atietpdata views, and provides a comprehensivesdatarity model
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based on user role and scope of responsibility. al&@ offer nativelydeveloped capabilities for multiple mobile devicedlet, CRM system
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
We also provide software-related professional sesjiincluding implementation and configuratiorviaess, consulting and training.
Implementation and configuration

Our software solution implementations have a statided and tested implementation process develtipedigh 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 mamelp them accelerate time
value. Pursuant to these plans, we provide techdigployment, integration, deployment support, aondfiguration services related to
solutions. We also assist customers in loadingvafidating data and supporting organizational éti#is to assist our custometsansition fron
awareness of their pricing challenges to adoptiopricing excellence best practicés.addition to our own internal professional seegdearn
we also work with a team of globally diverse parsn@ho have been certified to implement our sofeneand are experienced in implemen
PROS software 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 partnersliipour customers and help them achieve theirifipgricing goals.

Training

We offer training to both our customers and padrerincrease the knowledge and skills to deplal/us®e the full functionality of o
software solutions. We offer an array of live andual classroom training, as well as tailoredyaté onsite classroom training. Our cour
include training on all aspects of our softwareusohs, from introductory on-demand mini-coursesmalti-day handssn deep technic
classroom sessions.

Maintenance and support

We offer ongoing maintenance and support servioe®(ir software solutions using a global modeluppsrt our customers acr:
major geographies. Maintenance enrollment entalesistomer to solicit support through a wesed interface which allows the custome
submit and track issues, access our online knowldadge and receive unspecified upgrades, maintemateases and bug fixes during the -
of the support period on a when-andxifailable basis. In addition, our customer suppersonnel responds to customer issues promptly
an escalation process that prioritizes reportedesdased on a defined set of severity levels, edlsas assists customers in deploying
standard releases for each software solution byigirg release web seminars and documentation. téiaémce fees are an important sourt
recurring revenue, and we invest significant resesirin providing these services. Revenue from reaarice and support services compi
29% , 32% , and 34% of our total revenue in 202@13 and 2012 , respectively.

SaaS and Cloud-based services

Our SaaS offerings generally provide customerssacte certain of our software within a clobdsed IT environment that we man
and offer to customers on a subscription basis @lmv our customers to reduce infrastructure, itetian, and ongoing administrati
requirements. We also offer clobdsed services to allow customers to deploy ourdatpa software solutions without any signific
investment in hardware. Our cloud-based servicisings provide customers who have already
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purchased licenses to our software to have acodhat software within a cloudased IT environment that we manage to allow tlcaséomer
to reduce infrastructure, installation, and ongaagninistration requirements. This model providesbernative to an opremise deployme
for our customers. We generally offer these sesvida one to three year contracts with pricing dase the data volumes and service le
requested.

Customers

We sell our software solutions to customers acnose than 40 industries, including aftisiness, airlines, cargo, chemical, consi
goods, equipment rental, food, food service, hegiint hotels, industrial, medical, mill productstrpleum, and service parts. Our customer:
generally large global enterprises, although we alsve customers that are much smaller in scompefations. In each of 2014 , 2048¢
2012 , we had no single customer that accountetifé or more of revenue.

Backlog

Our backlog is derived from agreements that weebelito be firm commitments to provide software 8ohs and related services
the future. Our backlog includes deferred revemek @an vary significantly from period to period deging on a number of factors includ
the timing of our sales and the nature of the agesgs we enter into with our customers.

Our backlog is significantly based on estimates jmigments 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 theseamgents 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 agreitantwe reasonably expec
renew.

We compute our backlog as of a specific date, ardupdate our backlog to reflect changes in oumedés and judgments
subsequent additions, delays, terminations or témhein our agreements. We also have agreementsmidpated in foreign currencies,
variation in currency exchange rates can influemaecalculation of backlog. We compute backlog gglmenexisting currency exchange re
and we update backlog to reflect changes in thatss.r

For these and other reasons, our backlog may natbeaningful indicator of future revenue to beoggized in any particular quart
and there can be no assurance that our backloy agtaint in time will translate into revenue in aspecific quarter.

We had backlog of approximately $194.0 million &®ecember 31, 2014 as compared to backlog of appedely $175.1 millioras
of December 31, 2013 . The portion of our backlegpfDecember 31, 201dot reasonably expected to be recognized as rewsithim the
next twelve months is estimated to be approxima#gl.5 million .

Sales and marketing

We sell and market our software solutions primattisough our direct global sales force and indiyetttrough resellers and syste
integrators. Our sales force is organized by ortgetamarkets of manufacturing, distribution, seegiand travel, and is responsible for
worldwide sale of our solutions to new and existougtomers. Our sales force works in concert with slutions personnel for selling ¢
providing solution demonstrations to new customers.

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

International operations

We are a global company that conducts sales, salgsort, professional services, product developraedt support, and market
around the world. Our headquarters are locateddastbn, Texas, and, as of December 31, 2014, weehalge offices in London, Englal
Paris, France; Toulouse, France; Munich, Germargn Srancisco, California; Skokie, lllinois; and Ains Texas. We also condi
development activities predominantly in France grelUnited States, and utilize thipdtty contractors in Bolivia, China, Colombia amndlik
We plan to expand our operations in internatiooehtions to meet the strategic objectives of osirmss.
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Approximately 56% , 55% , and 56%f our total revenue came from customers outside Wnited States for the years en
December 31, 2014 , 2013 and 2QI2spectively. Our business, financial conditiowd aesults of operations could be adversely immaby
factors, including currency fluctuations or regatgt political, social and economic developmentsnstability in the foreign jurisdictions
which we operate. For additional financial inforioat about geographic areas, see Note 16 of thesNmtethe Consolidated Financ
Statements.

Seasonality

We tend to experience a higher volume of transastio the quarter ended December 31, which is ountli fiscal quarter, and tc
lesser extent, during other fiscal quarters.

Competition

The market for big data applications that optinsaées, pricing, quoting, rebates, and revenue neamegt is competitive, fragmen
and rapidly evolving. For example, we believe trerkat for pricing software is converging with sadéfectiveness software, as sales perse
are increasingly becoming the day to day userotf types of software. We have begun, and expeatititinue, to compete with companie
sales enablement. In recent years, our competitisrincreased as we have expanded into adjacénilegies.

We believe our customers include the following éastwhen evaluating us against our competition:
» Large and referenceable global customer |
* Industry domain expertis
« Domain management best practices expertise anctdg
» 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, performanadiability and scalability
» Ability to offer integrated higtvalue solution:
» Breadth and depth of product and service offer
» Services and customer support que
e Size and quality of partner ecosyst
» Existing customer relationships; ¢

e Vendor viability

We compete with a number of larger and smaller conigs, which we estimate to be approximately 10 pmditors. Most of ot
competitors compete against individual product®urfs, rather than at a strategic level across plelfroducts. For example, Vendavo
Zilliant, compete against a portion of our priciaglutions. Others, such as Apptus, Oracle (throitgtacquisition of Big Machines), a
SteelBrick compete against our sales effectivesefigtions. Yet others, such as Sabre Airline Sohgj Amadeus and Lufthansa Syste
compete against a portion of our big data solutifoxsrevenue management in the airline industryve®a large enterprise applicat
providers, such as JDA Software, Oracle and SARe kaveloped offerings that include limited pricisngd revenue management functione
Our solutions also compete with solutions developeernally by businesses. These businesses gbnezgl on a combination of mant
processes, external consultants, spreadsheetstandaily-developed software tools.

We believe these competitors do not provide althef functionality needed to support an organizatidarested in optimizing sal
growth through dataliven pricing, rebates, quoting and revenue mamage Some of these vendors have in the past, aydcontinue in th
future, to compete on price and by bundling theicipg and revenue management applications witleroeimterprise applications. We beli
that we distinguish ourselves from these vendorsutih the breadth and depth of the functionality effer, the robust integration a
configuration capabilities of our solutions, and ptoven ability to provide
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high-value sciencbased optimization software to our global custobese across multiple industries. In the future bekeve our competitic
will increase as more companies move into our ntaggment and as we expand into adjacent marketesgg.

Intellectual property and other proprietary rights

Our success and ability to compete is dependgpdiinon our ability to develop and maintain theppietary aspects of our technolc
and operate without infringing upon the proprieteghts of others. Due to the rapidly changing ratof applicable technologies and re:
changes in U.S. patent law, we believe that foritligrovement of existing solutions and developnanbew solutions, reliance upon tri
secrets and unpatented proprietary kriow are generally more advantageous than patenttradeémark protection. We also rely o
combination of trade secrets, confidentiality pha®s, contractual provisions, patents, trademantgyrights and other similar measure
protect our proprietary information.

Research and development

We believe our innovation with respect to our saftevsolutions is a foundation of our business awdm@ingly have made substan
investments in research and development. We alBevbethat our longerm investment in the scientific analysis of prgciand revent
management differentiates us from our competitéd/s. are committed to developing high-value, scielbpased sales, pricing, and reve
management software solutions as evidenced by antincied investment in research and developmenfistal 2014 , 2013 and 201 2we
recognized expenses of $43.2 million , $32.5 millend $27.6 million, respectively, in research and development to reth@ur existin
portfolio of solutions and to develop new solutiolBur research and development expenses includs essociated with our prod
management, product development and science aedrobsgroups. We conduct research and developnetimitias predominantly in tt
United States and to a lesser extent in France.

We employ scientists, most of whom are Ph.D.sdi@mace sales, pricing, and revenue managementdiegiynand its implementatis
in our software solutions. These scientists hawisgfties including, but not limited to, operatioresearch, management science, stati
econometrics, and computational methods. Our sstentegularly interact with our customers, proddevelopment, sales, marketing,
professional services staff to help keep our s@aifforts relevant to real-world demands.

Employees

As of December 31, 201,4ve had 1,011 full time personnel which includ&3 émployees and 218 outsourced personnel. Nooer
employees are represented by a labor union or edvgy a collective bargaining agreement. We hatesrperienced any work stoppages
consider our employee relations to be good.

Website

We maintain a website atww.PROS.com. No 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 websiteast.sec.gov. You may also read and copy any materials we filla Wie SEC, free of charge
the SEC's Public Reference Room at 100 F Streé&t, Mashington, DC 20549. You may obtain informaten the operation of the Put
Reference Room by calling the 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 sutedito the NYSE &
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 6, 2014.

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 initiativeslrow 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 anticipate, and our operating resultédcoe adversely affected.

As we expand our software product portfolio, we tabéace increased competition as part of enteringwm markets.

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 now compétesales enablement, configure-priapgste and to a lesser extent, rebate manag:
software. Large companies in these spaces maydthasntages over us because of their greater biemeé recognition, larger customer ba
broader product portfolios, larger distribution ohals, or greater financial, technical and markgtesources. As a result, they may be ak
adapt more quickly to new or emerging technologigd changes in customer requirements.

If our new products and product enhancements do rethieve sufficient market acceptance, our resultf operations an
competitive position could suffer.

We spend substantial amounts of time and moneyharece of our existing products, as well as toareseand develop new produ
We introduce new products and incorporate addititeatures, improve functionality or add other emtements to our existing products
order to meet our customers' demands. Our new ptedu enhancements could fail to attain sufficiersirket acceptance for many reas
including:

. 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 could be diminished and the effect on querating results may be particularly acute becanfs¢he significant research &
development, marketing, sales and other expenséscweaed in connection with the new product.

We focus primarily on big data sales, pricing andvenue management software, and if the marketstfos software develop mao
slowly than we expect, our business could be harn

We derive most of our revenue from providing odesapricing and revenue management software salsitimplementation servic
and ongoing customer support. The sales and pritiarket is evolving rapidly, and it is uncertainetler this software could achieve
sustain high levels of demand and market accept@hae success would depend on the willingness @finmsses in the manufacturi
distribution, services industries to use salesm@iaing software.

Some businesses may be reluctant or unwilling folément sales and pricing software for a numbereagons, including failure
understand the potential returns of improving tipeacesses and lack of knowledge about the potdmgreefits that such software may prov
Even if businesses recognize the need for impreaels and/or pricing processes, they may not selacsolutions because they previol
have made investments in internally developed molat Some businesses may elect to improve th&ingrprocesses through solutit
obtained from their existing enterprise softwareviers, whose solutions are designed principallyaddress functional areas other -
pricing. These enterprise solutions may appealstoeners that wish to limit the number of softweeadors on which they rely and the nun
of different types of solutions used to run theisinesses.

If businesses do not embrace the benefits of saldspricing software, the sales and pricing softwaiarket may not continue
develop or may develop more slowly than we expeither of which would significantly and adverselffeat our revenue and operat
results. Because the sales and pricing softwar&eh#s developing and the manner of its developniewlifficult to predict, we may ma
errors in predicting and reacting to relevant besintrends, which could harm our operating results.

Competition from vendors of big data sales, pricingevenue management and configure-prigetote solutions and enterpri:
applications as well as from companies internallgwkloping their own solutions could adversely affewr ability to sell our solutions an
could result in pressure to price our solutions ammanner that reduces our margins and harms our ogting results.

The sales, pricing, revenue management and coefigicequote software market is competitive and rapidlglewng. Our softwar
solutions compete with both solutions developedrimlly by businesses as well as those solutiofeseaf by competitors. We believe
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-price-quote software market continvedevelop and expand. We also expect competitidncrease as a result of thatranc
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 companyhsas Oracle through its acquisition of BigMachiresiumber of our current and poten
competitors have larger installed bases of usergdr operating histories, broader distribution gneater name recognition than we hav
addition, many of these companies have signifigamtbater resources than we have. As a resulte tb@spanies may be able to respond |
quickly to new or emerging technologies and chamgesistomer demands and devote greater resour¢kes tevelopment, promotion and
of their products.

Competition could seriously impede our ability &l ©ur software solutions and services on termsriable to us. We do not kni
how our competition could set prices for their pro. Businesses may internally develop solutiosather 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 similamctionality at a substantially lower price thaur solutions, we may need to decrease the ¢
for our solutions in order to remain competitidiewle are unable to maintain our current solutigesyvices and maintenance pricing du
competitive pressures, our margins could be redaoedour operating results could be adversely eftedVe cannot provide assurance the
would be able to compete successfully against nuwe future competitors or that competitive pressucould not materially and advers
affect our business, financial condition and opecatesults.
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If our security measures are breached and unauthmad access is obtained to a custorsetata or our data or our IT systems, ¢
solutions may be perceived as not being securetausrs may curtail or stop using our solutions awdive may incur significant legal ar
financial exposure and liabilities

Our solutions and services involve the storage,taradmore limited extent, the transmission of customersproprietary informatiot
Despite the implementation of security measuressdhsystems may still be vulnerable to data tleftputer viruses, malicious softw
programs, programming errors, attacks by thirdigsror similar disruptive problems, and could resulsomeone obtaining unauthori:
access to our customermata or our data, including our intellectual prapeand other confidential business information,oar IT system:
Because the techniques used to compromise systeamgye frequently and may not be recognized untihdaed, we may be unable
anticipate these techniques or to implement adegpegventative measures. Malicious thpaties may also conduct attacks designe
temporarily deny customers access to our serviseg.security breach could result in a loss of cdefice in the security of our solutions
services, damage our reputation, negatively impactfuture sales, disrupt our business, increasdandormation security costs, and leac
legal liability.

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

Our sales cycle may take several months to overaa. yro sell our solutions successfully and ob#ainexecuted contract, we of
have to educate our potential customers about ¢éneflis of our solutions. We expend substantiabueses during our sales cycles with
assurance that a sale may ultimately result. Thgtfeof each individual sales cycle depends on niaotors, a number of which we can
control. These factors include the customer’s meguénts, the level of competition we face for tbastomers business, and the custorr
internal approval processes. Any unexpected lemgilgeof the sales cycle or failure to secure apéted orders could negatively affect
revenue. Furthermore, a delay in our ability toagbta signed agreement or to complete certain aontequirements in a particular qua
could materially reduce our revenue in that quadey significant failure to generate revenue olagle in recognizing revenue after incur
costs related to our sales or services processlaab have a material adverse effect on our bssjnénancial condition and results
operations.

Any unauthorized, and potentially improper, actioraf our personnel could adversely affect our busase operating results ar
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 would be foliower instance, in the event that our <
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 involveeimay have to restate revenue for a previouslgrteg period, which could seriously he
our business, operating results and financial d¢andi

We made our first two acquisitions in late 2013 aadrly 2014, and in the future may continue to enteto acquisitions that may t
difficult to integrate, fail to achieve our stratég objectives, disrupt our business, dilute stockder value or divert management attention.

We made our first two acquisitions in late 2013 aady 2014, and in the future may continue to &egousinesses, technologies
products that we intend to complement our existiuginess, solutions, services and technologiescdmot provide assurance that
acquisitions we have made or may make in the futatdd provide us with the benefits or achievergmults we anticipated when entering
the transaction. Acquisitions are typically accomipd by a 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;

» disruption of ongoing business and distraction ahagemen

 inability to maintain relationships with customeifghe acquired busine:

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

« unexpected expenses resulting from the acquisiéin

12




Table of Contents

e potential unknown liabilities associated with thogjaisition

In addition, we may incur debt, acquisition-relataxts and expenses, restructuring charges anetoffit as a result of acquisitiol
Acquisitions may also result in goodwill and otlrgangible assets that are subject to impairmeststevhich could result in future impairm
charges.

Our recent acquisitions have required, and mayimoato require, significant management time aghéion during the finalization
the integration processes.

We may enter into negotiations for acquisitions @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 grovwgffectively, our operating costs could increasedamur operating margins coul
decrease.

We have grown our infrastructure to build out offengs as well as to accommodate our acquisitams expect to continue to gr
our infrastructure to ensure that our current andré offerings remain competitive as well as tdrads other potential additional busir
combinations. Our growth may place, to the extéat twe are able to sustain such growth, a straimwnmanagement, administrati
operational and financial infrastructure. If we tione to grow our operations, we may not be effecin enlarging our physical facilitie
systems, procedures and internal controls may eetdequate to support such expansion. If we areleta manage our growth, our opera
costs could increase and our operating marginglabedrease.

Any downturn in sales to our target markets couldwersely affect our operating 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 sell snftware solutions effectively to customers insténdustries, we may not be able to grow
business. It is uncertain whether our software tenis may achieve and sustain the levels of dememdl market acceptance that
anticipate. Such uncertainty is attributable topamother factors, the following:

« it may be more difficult than we currently ampiate to implement our software solutions in certarticals within our target
industries;

» it may be more difficult than we currently anticipdo increase our customer base in our targesinds; an

< our limited experience implementing our softwarkigons in certain verticals within our target irsdies

Our revenue growth has historically been derivednfrcustomers in many major industries. Our revegrosvth is highly depende
upon continued growth of market acceptance in tiedastries, and there can be no assurance ouis®unay achieve or sustain widespl
acceptance among customers in these industridard-&g expand market acceptance of our solutiemeaintain sales in these industries ci
adversely affect our operating results and findremadition.

Our software solutions require implementation prajs that are subject to significant risks and desayvhich 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 supportadijpms
significant resources and reliance on factors #natbeyond our control. For example, the successupimplementation projects is hea
dependent upon the quality of data used by ouwso& solutions, the commitment of customeesources and personnel to the projects
the stability, functionality and scalability of tleestomers information technology infrastructure. We may hetable to correct or compen:
for weaknesses or problems in infrastructure oa,dat any lack of our customersdmmitment and investment in personnel and ressuic
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 fodemthe percentage-acbmpletion method, we recognize our license anddmpntatiol
revenues as implementation services are perforAmd.delays in an implementation project or changeshe scope or timing of i
implementation project would delay or alter theresponding revenue recognition and could adversi#ct our operating results. In additi
any delays or changes in scope could result imes#id project costs exceeding contracted revenwéhizh a loss reserve would need tc
established which would have an adverse effectunroperating results. If an implementation
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project for a large customer or a number of custansesubstantially delayed or canceled, our ahbititrecognize the associated revenue
our operating results could be adversely affected.

If our executives and other key personnel are unatib effectively manage our business, or if we falattract additional qualifier
sales, marketing, professional services, producvelepment and other personnel, our revenue and @tierg results could be adverst
affected.

Our future success depends upon the performanceeamnite of our executive officers and other kelfgsamarketing, developme
science and professional services staff. The faitifrour executives and key personnel to effegtivenage our business or the loss o
services of our executive officers and other kenspenel would harm our operations. In addition, future success could depend in large
on our ability to attract and retain a sufficientmber of highly qualified sales, marketing, profesal services, product development and ¢
personnel, and there can be no assurance that wéenable to do so. We have continued to add afisignt number of new personnel
support our continued growth, and their abilitye¢arn our business and manage it effectively ctwgldmportant to our continued growth |
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 economiordlitions 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 factors, extremetilityain security prices, limited ability to raisgapital 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, wharte often accompanied by thipaduty hardware purchases and other ce
commitments, can involve significant capital expémg by our customers. Customers may reduce cerdbkir spending on technolo
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 overall results and financial conditio

Periodic fluctuations in the U.S. Dollar and otlearrencies, corporate profits, lower spending,ithpact of conflicts throughout t
world, terrorist acts, natural disasters, volatitergy costs, the outbreak of diseases and otlpobcal factors have had, and may contint
have, a negative impact on the U.S. and global@oags. We are unable to predict the strength, durair impact of current market conditio

A significant or prolonged economic downturn in ingtries in which we focus may result in our custoraer 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 pextp are focused, our customer
prospects may reduce or postpone their spendimgfisently which may, in turn, lower the demand fmur solutions and negatively affect
revenue and profitability. As a way of dealing wiahchallenging economic environment, customers of@nge their purchasing stratec
including, in some instances, requesting term Besnor SaaS agreements as opposed to perpetnakliagreements, increased negotiatic
price, deciding to license one solution rather thauitiple solutions or licensing solutions for ports of their business. Customers could
terminate or delay their implementations or maiatere contracts. Change in license terms or theolfpss any significant decline in busin
from, our customers may lead to a significant aecln our revenue and operating margins, partiguliwe are unable to make corresponc
reductions in our expenses in the event of any s&hor decline. Moreover, a significant changéhi liquidity or financial position of o
customers could have a material adverse effedi®rdllectability of our accounts receivable, ldjty and future operating results.

We incurred indebtedness by issuing Senior notes] aur debt repayment obligations may adverselyeaffour financial conditior
and cash flows from operations in the future.
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In December 2014, we issued $143.8 million aggeegaincipal amount of 2.0% convertible senior ngthe "Senior Notes") di
December 1, 2019, unless earlier purchased or cwuvdnterest is payable semiannually in arrearsune 1 and December 1 of each \
commencing on June 1, 2015. Our indebtedness dwaid important consequences because it may impaiaility to obtain addition
financing in the future for working capital, capiexpenditures, acquisitions and general corpavatgther purposes, and a portion of our
flows from operations may have to be dedicated tds/eepaying the principal beginning in 2019 ofieaif necessary.

Our ability to meet our debt obligations will depgepn our future performance, which will be affectey financial, busines
economic, regulatory and other factors. We canwoatrol many of these factors. Our future operatioresy not generate sufficient cast
enable us to repay our debt. If we fail to makeaypnpent on our debt, we could be in default on siedft. If we are at any time unable to
our indebtedness when due, we may be required negagiate the terms of the indebtedness, seekfiwanee all or a portion of fl
indebtedness or obtain additional financing. Thuene be no assurance that, in the future, we wililide to successfully renegotiate such te
that any such refinancing would be possible or @&mgtadditional financing could be obtained on tthat are favorable or acceptable to us.

A weakening economy and changing business condisiocould result in substantial defaults or slowing® payments by ot
customers on our accounts receivable which couldvBaa significant negative impact on our businesgsults of operations, financii
condition or liquidity.

A significant portion of our working capital consisof accounts receivable from customers. If custemesponsible for a significi
amount of accounts receivable were unable to pagdtutions and services, or were to become umgilbr unable to make payments
timely manner, our business, results of operatifinancial condition or liquidity could be advergeffected.

Our revenues, and in particular our software licemsevenues, vary each quarter and are difficultpgoedict.

Revenues from license fees in any quarter depebstautially upon our licensing activity with newdaexisting customers, and «
ability to recognize revenues in that quarter unaler revenue recognition policies. A delay or defein a small nhumber of new softw.
license transactions could cause our quarterlpdieeevenue to fall significantly short of our esjadions.

The period over which we recognize license and émgntation revenue for each customer depends aniety of factors, includir
the number of licensed software solutions and dopes and complexity of the custongdeployment requirements. As a result, a majaf
our revenue is recognized on arrangements that eeseuted in previous periods. Any shortfall in neates of our software solutions may
be reflected in our revenue for several quarterd,as such the adverse impact on our business atderreadily apparent.

For projects accounted for on a percentage-afmpletion method, our revenue recognition is printg based upon our ability t
estimate the efforts required to complete our implentation projects, which may be difficult to estite.

Timing of revenue recognition on our contractuabagements varies based on the nature of the peafare obligations in ea
contract and the associated contract terms. Fgegqisoaccounted for on a percentagesafrpletion method, our ability to estimate the &
required to complete our implementation may bedliff to estimate.

Changes in accounting principles or standards, ar the way they are applied, could result in unfaade accounting charges
effects and unexpected financial reporting fluctuahs, and could adversely affect our reported opérg results.

We prepare our consolidated financial statementoiformity with U.S. GAAP. These principles ard@et to interpretation by tl
Securities and Exchange Commission ("SEC") anduarbodies formed to interpret and create apprpaecounting principles and guidar
A change in existing principles, standards or guéga in particular those related to revenue redmgnican have a significant effect on
reported results, may retroactively affect previpusported results, could cause unexpected firgdmeporting fluctuations, and may require
to make costly changes to our operational procemsgésiccounting systems.

The Financial Accounting Standards Board ("FASBS)currently working with the International Accourgi Standards Boa
("IASB") to converge certain accounting principkesd to facilitate more comparable financial repaytbetween companies that are require
follow U.S. GAAP and those that are required tdofel International Financial Reporting Standard$=R85"). These projects may resul
different accounting principles under U.S. GAAP,iegthmay have a material impact on the way in whighreport financial results in are
including, but not limited to, principles for reaaging revenue, lease accounting, and financiaéstant presentation. In connection with
initiative, the FASB issued a new accounting statdler revenue
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recognition in May 2014 — Accounting Standards Upd@ASU) 2014-09, "Revenue from Contracts with Gostrs (Topic 606)" -thai
supersedes nearly all existing U.S. GAAP revengegseition guidance. Although we are currently ie firocess of evaluating the impac
ASU 201409 on our consolidated financial statements, ild¢abange the way we account for certain of oves#élansactions. Adoption of
standard could have a significant impact on ouarfoial statements and may retroactively affect@beounting treatment of transacti
completed before adoption.

In addition, the SEC may make a determination @nfthure regarding the incorporation of IFRS irtte financial reporting system-
U.S. companies. Changes in accounting principla® fd.S. GAAP to IFRS, or to converged accountiriggiples, may have a material imp
on our financial statements and may retroactivéfigcathe accounting treatment of previously repdrtransactions.

Failure to sustain our historical maintenance, supg, and subscription renewal rates and pricing widuadversely affect ot
operating results.

Maintenance, support, and subscription agreemeattypically for a term of one to three years. biigtally, maintenance and supg
revenue has represented a significant portion ofaial revenue, including approximately 29% , 3@f6l 34%of our total revenue for the ye
ended December 31, 2014 , 2013 and 2012 , resphctiBubscription revenue has represented approgiynd3% , 6% and 8%f our tota
revenue for the years ended December 31, 20143 &0d 2012 respectively. If our customers choose not to wetieir maintenance, supp
and subscription agreements with us on favoralbfeg®r at all, our business, operating resultsfanashcial 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@raerd 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 saftvsolutions, 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 softwi
solutions, our profitability could be reduced andeveould experience losses on these arrangeme

Historically, a portion of our implementation argements were priced on a fixéek basis, and we may price implemente
arrangements on a fixdde basis in the future. If we underestimate thewmh of effort required to implement our softwardusions unde
these fixedfee arrangements, our profitability could be redlddoreover, if the actual costs of completing thgplementation exceed t
agreed upon fixed price, we could incur a losshenarrangement.

If we fail to develop or acquire new functionalitio enhance our existing software solutions, we magt be able to grow ol
business and it could be harmed.

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

« 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 nahtevenue. Furthermore, we beli
that our competitors are heavily investing in reskeand development, and may develop and marketsoéwtions that may compete with, i
may reduce the demand for, our software solutidfes.cannot provide assurance that we could be ssittéa 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 softwsotutions or adapt to changing indu
requirements to meet market demand, we may notleeta grow our business and our revenue and dpgragsults would be advers
affected.

16




Table of Contents

In addition, because our software solutions arenitéed to operate on a variety of technology platirwe must continue to mod
and enhance our software solutions to keep padechiinges in these platforms, as well as develdpn@aintain relationships with platfo
providers. Any inability of our software solutiotts operate effectively with existing or future ptatns, or our inability to develop or maint
relationships with significant platform providersyuld reduce the demand for our software solutioEsylt in customer dissatisfaction and |
our revenue.

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 couldatm our reputation, impair our ability to sell ouisolutions and result i
significant 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. Weshwot suffered significant harm from any defectemors to date. We have in the past iss
and may in the future need to issue, correctiveasds of our solutions to correct defects or erbmrswe may not be able to detect and co
any such defects or errors before the final implatatéon of our software solutions. The occurrentceny defects or errors could result in:

« delayed market acceptance and lost sales of otwaf 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&gnmay not be adequate to cover all of the costdtineg from these legal claims. Moreover,
cannot provide assurance that our current liabilisurance coverage would continue to be availablacceptable terms. In addition, the ins
may deny coverage on any future claims. The sufideassertion against us of one or more large daihat exceeds available insurz
coverage, or the occurrence of changes in our anser 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 cesind our management’s attention may be divertad &ur operations.

Intellectual property litigation and infringement laims may cause us to incur significant expense event us from selling ot
software solutions

Our industry is characterized by the existence lafge number of patents, trademarks and copyriginid by frequent litigation bas
on allegations of infringement or other violatiook intellectual property rights. A thirdarty may assert that our technology violate
intellectual property rights, or we may become shibject of a material intellectual property disp@8eles, pricing and revenue managel
solutions may become increasingly subject to igement claims as the number of commercially avkilaales, pricing and rever
management solutions increases and the functigraflithese solutions overlaps. In addition, chariggsatent 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 comjzanor other adverse patent owners who have neaig@roduct revenue and against wi
our own potential patents may therefore providielior no deterrence. Regardless of the merit gf articular claim that our technolc
violates the intellectual property rights of otheesponding to such claims may require us to:
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« 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
« 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 licenses required as a result of litigation @ndny patent may not be made available on comailreicceptable terms, if at all.
addition, some licenses may be nonexclusive, amctthre our competitors may have access to the sachaology licensed to us. If we fail
obtain a required license or are unable to desigaral a patent, we may be unable to effectivelyettgy or market our solutions, which ca
limit our ability to generate revenue or maintaioffiability.

Contract terms generally obligate us to indemnify customers for their use of the intellectual @y associated with our software
for other thirdparty products that are incorporated into our sohgt 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 laigitount or not capped at all.

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

Our success could depend in part on our abilitprmtect our proprietary methodologies and intellatiproperty. 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 takeotect our proprietary rights could 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 adgiand other contractors. These agreements mhsebehed, and we may not have adet
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.

The patent position of technologyiented companies, including ours, is generallgeutain and involves complex legal and fac
considerations. The standards that the United S®gent and Trademark Office use to grant patetanot always applied predictably
uniformly and can change. Accordingly, we do nobwnthe degree of future protection for our propmgtrights or the breadth of clai
allowed in any patents that may be issued to u® athers. Our patents may not contain claims cieffitly broad to protect us against tl
parties with similar technologies or products, oovide us with any competitive advantage. Moreower, patents and any patent for which
have licensed or may license rights may be chafléngarrowed, invalidated or circumvented. If oatemts are invalidated or otherw
limited, other companies may be better able to ldgvproducts that compete with ours, which couldeadely affect our competitive busin
position, business prospects and financial conlitio

Any patent application we submit may not resulaimissued patent. Patent applications in the UeStypically not published until
least 18 months after filing or in some cases hailaand publications of discoveries in industeyated literature lag behind actual discove
We cannot be certain that we were the first to ke technologies claimed in any pending patpptieations or that we were the first to
for patent protection. Additionally, the processafiftaining patent protection is expensive and timesuming, and we may not be abl
prosecute all necessary or desirable patent afiplicaat a reasonable cost or in a timely mannsraAesult, we may not be able to ok
adequate patent protection.

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 enforceablesidch, even
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if we obtain patents, they may not be valid or ec#able against third parties. In addition, theidsge of a patent does not guarantee th
have a right to practice the patented inventionirdlparties may have blocking patents that couldubed to prevent us from marketing
practicing our potentially patented products. Aesult, we may be required to obtain licenses utitEse thirdsarty patents. If licenses are
available to us on acceptable terms, or at allmag not be able to make and sell our software iemisitand competitors would be more ez
able to compete with us.

We use open source software in our solutions thatynsubject our software solutions to general releas 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 lawsuits by partiagming ownership of what we believe to be opeurse software. 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 deriwatiworks under the terms of a particular open solicease 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 amdtwan lead to greater risks than use of thady commercial software, as open so
licensor's generally do not provide warrantiesatmls on origin of the software. In addition, apmource license terms may be ambiguou:
many of the risks associated with usage of opemcsomannot 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 softwaarsolutions, and impaired relations with these tthiparties
defects in third-party software or a third party’'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 replam@nfor the software, our business could be harriikd.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. gdingly, our business could be adversely affeatethe event of any errors in this softwi
There can be no assurance that these third pantigscontinue to invest the appropriate levels gbueces 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 dased with operating outside of the United Stat¥s. may not be able to maintain
increase international market demand for our smhgti For the year ended December 31, 2014 , 201 2@12 , approximately 56% , 5586¢
56% of our total revenue, respectively, was derivednfimutside the United States. We have customergan®b countries, and have operat
in the United Kingdom, France and Germany (througiolly-owned subsidiaries). The financial impact of odeinational operations to ¢
overall business has been insignificant to date& &X¥pect our international operations to grow &s rbsult of acquiring Cameleon
2014. Managing overseas growth could require Baamit resources and management attention and oiggc us to new or larger levels
regulatory, economic, foreign currency exchangeatad political risks. Among the risks we believe eost likely to affect us with respec
our international sales and operations are:

e economic conditions in various parts of the w

e unexpected changes in regulatory requirem

« less protection for intellectual property rightssimme jurisdiction:
< new and different sources of competit

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

« multiple, conflicting and changing tax laws andulkadgions that may affect both our international a@oehestic tax liabilities ar
result in increased complexity and costs;
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 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 collectingcounts receivable, especially in developing aies)
 fluctuations in exchange rates;

- tariffs and trade barriers, import and export colstand other regulatory or contractual limitati@msour ability to sell or devels
our solutions in certain foreign markets.

If we continue to expand our business globally, success could depend, in large part, on our ghtitanticipate and effective
manage these and other risks associated with tamnational operations. Our failure to manage anhese risks successfully could harm
international operations and reduce our internatisales, adversely affecting our business, opgratisults and financial condition. To d
the majority of our sales have been denominatetd.B. dollars, although the majority of our expensies we incur in our internatior
operations are denominated in local currenciesddte, we have not used risk management techniquédsedged” the risks associated v
fluctuations in foreign currency exchange rates. aAsesult, our results of operations and financiahdition, including our revenue ¢
operating margins, are subject to losses fromdlatidns in foreign currency exchange rates.

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 may be significaneifuthre despite our investment. There
risk that our SaaS offerings may reduce demandidenses and maintenance of our traditional sofwanoducts which could impact «
financial performance in any given quarter. Tharalso a risk that our internal development andotnsr support teams could find it diffic
or costly to support both traditional software @lstd by customers and software delivered as dacgerin addition, interruptions or delays
service from our thirgparty service delivery hosts could impair the dafyof our services and harm our business. In kbedg our produc
may be dependent upon third-party hardware, soéwad cloud hosting vendors, all of which mustriaieerate for end users to achieve 1
computing goals. Additionally, operating marginsaur new initiatives may be lower than those weehashieved in our more mature proc
markets, and our new initiatives may not generafficient revenue to recoup our investments in thérany of these events were to occL
could adversely affect our business, results ofatfms and financial condition.

Our operations might be affected by the occurrerafea natural disaster or other catastrophic event.

Our headquarters are located in Houston, Texas) fibich we base our operations. We also condudhéss in other domestic ¢
international locations. Although we have contingeplans in effect for natural disasters or othaastrophic events (including terrorist atte
and hurricanes), these events could disrupt outatipes. Even though we carry business interruptisarance and typically have provision
our contracts that protect us in certain eventsmight suffer losses as a result of business impgions that exceed the coverage avail
under our insurance policies or for which we do hatve coverage. Even a temporary disruption tobaginess operations may crea
negative perception in the marketplace. Any natdisdster or catastrophic event affecting us ctialde a significant negative impact on
operations.

The expiration of the research and experimentatitex credit could have a negative impact on our messs, 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 exd@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@mtiax credit several times. Cancellation of trésearch and experimentation tax ci
could record federal income taxes at the enaceer& rate of 34%, without the benefit of this tazdit.

We incur significant costs as a result of operatiag a public company, and our management is reqdite devote substantial tir
to 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 "Doddrrank Act"), and rules currently proposed or subsedy
implemented by the SEC and NYSE impose heightergdirements on public companies. Our managementodret personnel devote
substantial amount of time to these compliancéatiies. We may also need to
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hire additional personnel to support our compliareguirements. Moreover, these rules and regulatiocrease our legal and financial ¢
and make some activities more time-consuming.

If we fail to continue to maintain internal contrad over financial reporting in accordance with Seati 404 of the Sarbane®xley
Act, our market price may be adversely affect

Section 404 of the Sarban@sdey Act requires our management to assess tlezteféness of our internal control over finan
reporting and to provide a report by our registéretbpendent public accounting firm addressingetfiectiveness of our internal control o
financial reporting. If we are unable to continieeassert that our internal controls over financeggorting are effective, or if a mate
weakness is identified in our internal controlsrofi@ancial reporting, or if we are unable to implent internal controls over financial repori
for our acquisitions, our financial results may dversely affected and we could lose investor denfte in the reliability of our financ
statements. Accordingly failure to maintain effeetcontrols over financial reporting may have alvexse effect on the market price of
common stock.

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

The market price for our common stock, and thewsa industry generally, has been and is likelgdntinue to be volatile. Volatili
could make it difficult to trade shares of our coomstock at predictable prices or times.

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

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

« departure of key personn

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

« damages, settlements, legal fees and other cdstsd¢o litigation, claims and other contingeng

« deterioration of the general U.S. and global ecanawondition; 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 may incubstantial costs and our managemetttentio
could be diverted from our operations. All of théaetors could cause the market price of our stoaktecline, and you may lose some or a
your investment

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

Our common stock is thinly traded, and we havdatively small public float. Our common stock mag less liquid than the stock
companies with a broader public ownership. In aoldjt sales of a large volume of our common stockusyor our current or futu
stockholders, or the perception that sales coutdipenay also have a significant impact on itsitrggbrice.

If equity research analysts cease to publish resdaor reports about us or if they issue unfavoraldemmentary or downgrade o
common stock, the price of our common stock couktlihe.

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 dedlirame or more equity research analysts downgragestock or if those analysts issue o
unfavorable commentary or cease publishing redrtait our business.
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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, moréidult and may prevent attempts by our stockhoitddo replace or remove our curre
management.

Our Certificate of Incorporation and Bylaws and t88t203 of the Delaware General Corporation Lawtam provisions that mig
enable our management to resist a takeover of@upany. These provisions include the following:

 the division of our board of directors into thréasses to be elected on a staggered basis, oseeclels yea
* a prohibition on actions by written consent of stackholder:
» the elimination of the right of stockholders tol@bkpecial meeting of stockholde

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

* arequirement that a supermajority vote be obtaioednend or repeal certain provisions of our fiegtie 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 colledyivierovide for an opportunity to obtain higher bibg requiring potential acquirors
negotiate with our board of directors, they woufiplst even if an offer were considered beneficialdmme 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 boamirefctors, which is responsible for appointing thembers of our management.

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

We do not currently anticipate paying any cashd#nids on our common stock in the foreseeable futMescurrently anticipate tt
we will retain all of our available cash, if angrfuse as working capital, repayment of debt amdofber general corporate purposes.
payment of future dividends would be at the disarebf our board of directors and would depend ymomong other things, our earnir
financial condition, capital requirements, leveliofiebtedness, statutory and contractual restnistapplying to the payment of dividends
other considerations that the board of directoesyderelevant.

The accounting method for convertible debt secweftithat may be settled in cash, such as the SeNiotes, could have a mater
effect on our reported financial results.

In May 2008, FASB, issued FASB Staff Position N&?B\1441, Accounting for Convertible Debt Instruments TN&y Be Settled i
Cash Upon Conversion (Including Partial Cash Setlat), which has subsequently been codified as éting Standards Codification 4 21,
Debt with Conversion and Other Options, which wierdéo as ASC 470-20. Under ASC 420; an entity must separately account for
liability and equity components of the convertibliebt instruments (such as the Senior Notes) ththeasettled entirely or partially in ce
upon conversion in a manner that reflects the isseeonomic interest cost. The effect of ASC 200sn the accounting for the Senior Note
that the equity component is required to be induidethe additional paiih capital section of stockholders' equity on oconsolidated balan
sheet and the value of the equity component woelttdated as original issue discount for purpo$@escounting for the debt component of
Senior Notes. As a result, we will be requireddoard a greater amount of noash interest expense in current periods presestedresult «
the amortization of the discounted carrying valfiehe Senior Notes to their face amount over thimtef the Senior Notes. We will rep
lower net income in our financial results becau&CA47020 will require interest to include both the cutreeriod's amortization of the di
discount and the instrument's coupon interest, wkizuld adversely affect our reported or futureaficial results, the trading price of
common stock and the trading price of the SenioteBloin addition, under certain circumstances, edible debt instruments (such as
Senior Notes) that may be settled entirely or panticash are currently accounted for utilizing treasury stock method, the effect of whic
that any shares issuable upon conversion of thimSKotes are not included in the calculation dfidid earnings per share except to the e
that the conversion value of the notes exceeds phigicipal amount. Under the treasury stock mettioddiluted earnings per share purpc
the transaction is accounted for as if the numlbehares of common stock that would be necessasgttte such excess, if we elected to <
such excess in shares, are issued. We cannot éahsirthe accounting standards in the future euilitinue to permit the use of the trea:
stock method. If we are unable to use the treastagk method in accounting for the shares issuade conversion of the Senior Notes, |
our diluted earnings per share would be adverdédgtad.
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Our directors, executive officers, and certain si§jpant stockholders hold a significant portion ajur outstanding shares.

Our directors and executive officers collectivebntrol approximately 17% of our issued and outstagndommon shares, and toge’
with certain significant stockholders, including@stment funds associated with Brown Capital Mansagg, LLC, T. Rowe Price Associat
Inc. and Champlain Investment Partners, LLC, cdrapproximately 44% of our issued and outstandiogpmon shares. As a result, th
stockholders could influence matters requiring khadder approval in ways that may not align withuyinterest as a stockholder, including
election of directors and approval of significantrporate transactions. This concentration of owriprenay have the effect of delaying
preventing a change in control of us even if sutdnge of control would be beneficial to you asogldholder, and could affect the market p
of our shares if there is a sale by this groupatiholders.

Iltem 1B. Unresolved Staff Comments
None.

Item 2. Properties

Our headquarters are located in Houston, Texasienhie lease approximately 98,000 square feet adeoffpace. As of December
2014, we also lease smaller regional officekdandon, England; Paris, France; Toulouse, Franagith, Germany; San Francisco, Califor
Skokie, lllinois; and Austin, TexasWe believe our existing facilities are sufficidat our current needs. We may add new facilitied expan
our existing facilities as we add employees, and hgéeve that suitable additional or substitute cepavill be available as needed
accommodate any such expansion of our operations.
Item 3. Legal Proceedings

In the ordinary course of our business, we regulécome involved in contract and other negotiati@md, in more limite
circumstances, become involved in legal proceedicigans and litigation. The outcomes of these eratare inherently
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unpredictable. We are not currently involved in angstanding litigation that we believe, individiyabr in the aggregate, will have a mate
adverse effect on our business, results of op&stio financial condition.

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 thalsyl "PRO". The following table sets forth the higihd low prices for shares
our common stock, as reported by the NYSE for #méogs indicated.

Price Range of Common Stock

Low High

Year ended December 31, 2013

First Quarter $ 18.0: % 27.97
Second Quarter $ 23.7¢ % 31.4¢
Third Quarter $ 29.3¢ $ 34.57
Fourth Quarter $ 30.7: % 40.2¢
Year ended December 31, 2014

First Quarter $ 3047 $ 41.0¢
Second Quarter $ 21.5¢ % 32.2¢
Third Quarter $ 24.01 $ 28.5:
Fourth Quarter $ 23.0¢ % 30.3¢

On February 24, 2015 there were 62 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, 2014vith respect to compensation plans under which emurity
securities are authorized for issuance. For additimformation on our equity compensation plaeg Kote 11 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))
All compensation plans previously approved by siégtiolders 3,943,000 $ 11.1¢ 867,10¢
All compensation plans not previously approved &yusity holders — — —
Total 3,943,000 $ 11.1¢ 867,10¢

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

Performance graph

The following performance graph and related infaiorashall not be deemed "soliciting material" orbie "filed" with the SEC, ni
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.

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 Compuitelex for the period commencing on December
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31, 2009, and ending December 31, 20T4e graph is presented pursuant to the SEC andds not meant to be an indication of our fL
performance.

Comparison of Cumulative Total Return
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(1) The graph assumes that $100 was invested oarifger 31, 2009, 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.

12/31/2010 12/31/2011 12/31/2012 12/31/2013 12/31/2014
PRO $ 110.0¢ $ 143.77  $ 176.77  $ 385.5. $§ 2655
S&P 500 $ 112.7¢  $ 112.7¢  $ 127.9C $ 165.7¢ $  184.6¢
NASDAQ Computer Index $ 1174 $ 118.0. $ 132,74 $ 1751t $  209.9¢

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 2014 , we did not make any purchases ofammmon stock under this program. As of December2®14, $10.0 millior
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, 2014 .
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Item 6. Selected financial data

The following selected consolidated financial datasented under the captions "Selected consoliddstement of operations de
and "Selected consolidated balance sheet dataarfioras of the end of, each of the five years @nfitre year period endddecember 31, 20:
are derived from our Consolidated Financial Statgmelhe selected consolidated financial datach below should be read in conjunc
with, and is qualified by reference to, "Managermemiscussion and Analysis of Financial Conditiord d&esult of Operations" and ¢
Consolidated Financial Statements and the relamddNincluded elsewhere in this report. As preskirteéhe table, amounts are in thous:
(except per share data).

Year Ended December 31,

2014 2013 2012 2011 2010
Selected consolidated statement of operations
data:
Total revenue $ 185,82¢ $ 144,83 $ 117,79. $ 96,63¢ $ 71,04¢
Gross profit 127,74 101,70: 84,00¢ 70,33} 50,65!
(Loss) Income from operations (22,40%) 3,53¢ 8,18( 8,77t (4,112
Net (loss) income (37,55) 3,44¢ 4,96¢ 6,35( (2,937
Net (loss) income attributable to common
stockholders $ (36,649 $ 3,44 $ 4,966 $ 6,35C $ (1,93))
Net (loss) income attributable to common
stockholders per share:
Basic (2.27) 0.1z 0.1¢ 0.24 (0.07)
Diluted (2.27) 0.11 0.17 0.2 (0.0%)
Weighted average number of shares:
Basic 28,91¢ 28,00¢ 27,36¢ 26,83: 26,09(
Diluted 28,91t 30,11« 28,42( 27,76: 26,09(

Selected consolidated balance sheet data:
Cash and cash equivalents, unrestricted $ 161,01¢ $ 4468t $ 8355t $ 6845 $ 5584t

Working capital 151,90: 72,127 72,95( 66,33¢ 52,32¢
Total assets 300,12! 179,82¢ 146,47¢ 121,25¢ 98,12¢
Long-term obligations 112,74 3,52z 3,33¢ 2,97¢ 1,461
Total stockholders’ equity $ 98,99¢ $ 111,300 $ 88,66¢ $ 73,94: $ 59,501
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Item 7. Management’s discussion and analysis of financianition and results of operations

Overview

PROS provides big data software applications design help companies outperform in their marketsising big data to sell mc
effectively. We apply years of data science expegeto unlock buying patterns and preferences withansaction data to reveal wh
opportunities are most likely to close, which offere most likely to sell and which prices are ntisty to win. PROS offers big data softw
applications to analyze, execute and optimize salésing, quoting, rebates and revenue managendéatalso provide professional service
implement our software applications, as well asiness consulting. Since inception, PROS has coexgplever 800 implementations of
solutions across more than 40 industries in maaa 5 countries.

Fiscal 2014 Overview

Fiscal 2014 was a year of continued investmentvation and growth for PROS. Over the past twehamtins, we continued to me
significant investments in our aysing diversified growth strategy and initiativesaccelerate awareness. These increased investmentiec
expanding our sales force and offering a new pastkagffering in order to help reduce sales cycleetiffihese investments helped drive
results in fiscal 2014 and we believe position e ¥or future growth.

License Revenue Recognition

Prior to 2013, we did not generally recognize Igemevenue upon customer contract signature aridasef delivery. Howeve
beginning in 2013, we started recognizing morenisee revenue upon software delivery, with $5.9 omlliof software license rever
recognized at contract during fiscal 2013. In fis2@14, the percentage of customer contracts fachvive recognized license revenue
contract further increased, with $27.2 million,48.5% of our license revenue recognized at contfet contractual performance obligati
in the future may differ from historical periodspacting the timing of the recognition of revenueddéay or deferral in a small number of Ie
new software license transactions could cause wanterly license revenue to fall significantly shof our expectations.

Revenue by Geography

The following geographic information is presentedthe years ended December 31, 2014 , 2013 ari?l.Z0ie Company categoriz
geographic revenues based on the location of th®ewer's headquarters.

Year Ended December 31,

2014 2013 2012
Revenue Percent Revenue Percent Revenue Percent
United States of America $ 82,08¢ 4% $ 65,07 4% $ 51,63: 44%
Europe 45,98’ 25% 33,66¢ 23% 31,54t 27%
The rest of the world 57,75¢ 31% 46,09¢ 32% 34,61°¢ 29%
Total revenue $ 185,82¢ 100% 9 144,83 100% $ 117,79: 100%

Acquisitions

An active acquisition program is another importaleiment of our corporate strategy. We believeamguisition program strengthe
our competitive position, enhances the productssandices that we can offer to customers, expandsustomer base, grows our revenues
increases our overall value. We expect to conttoweequire companies and technologies in furtherafiour corporate strategy.

Fiscal 2014 Acquisition

In October 2013, we entered into a tender offeeagrent with Cameleon, indicating the Company'sninte acquire Camele
through the tender offer for all of the outstandsiwre capital of Cameleon in an all cash tender.ofs a result of shares purchased ir
market following the completion of the tender imdary 2014, the exercise of warrants in July 2@idl second tender completed in Nover
2014, we controlled 100% of Cameleon's common stxclof December 31, 2014We acquired Cameleon for total cash considerabi
approximately $32 million, net of cash acquired.
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Fiscal 2013 Acquisition

In December 2013, we acquired SignalDemand, Indofal cash consideration of $13.5 million .
Financing Activities

In December 2014, we issued $143.8 million aggeegaincipal amount of 2.0% convertible Senior Notee December 1, 20:
unless earlier purchased or converted. Intergsayable semiannually in arrears on June 1 and Dieseefnof each year, commencing on .
1, 2015.

Opportunities, trends and uncertainties

We have noted opportunities, trends and uncerésiriliat we believe are particularly significanutmlerstand our financial results
condition.

* Growth opportunities. We believe the market for our big data software liappons for pricing and sales effectivenes:
underpenetrated. Market interest for our software increased over the past several years providingith growth opportunities. V
have and will continue to invest in our businessriore effectively address these opportunities thinosignificant investment
professional services, research and developmelgs, saarketing and support function. In additionai@anic growth, we ha
acquired, and may continue to acquire companid¢sabmologies that can contribute to the strategperational and financial grow
of our business. We expect to continue to exploté brganic and inorganic growth opportunities.

* Managing our continued growth. Since 2012, we have experienced strong growth th lbar revenues and operations, inclus
significant growth in our sales and marketing pers. Our continued success depends on, among tihegs, our ability t
successfully recruit, train and retain personnedxecute our sales and marketing strategies, ssfotlgsintegrate the operations ¢
personnel of companies we have acquired or mayi@ccpppropriately manage our expenses as we geater into and maints
beneficial channel relationships; and develop nevdpcts. If we are not able to execute on theseragtour business may not grov
we anticipate.

» Variability in revenue. Our historical revenue recognition policy providédibility into a significant portion of our revesun 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. However, in 2013 we began recognizirngrise revenue upon contract signature and softdedieery, provided that tt
applicable revenue recognition criteria are met:. €untractual performance obligations in the futonay differ from historical perios
impacting the timing of the recognition of revenl@r example, growth in our term license and Saff&ings may result in tt
deferral of revenue over the contractual term, ginow perpetual license arrangements may incrdeeseecognition of license rever
on delivery, and a decline in perpetual licensarmgements may decrease revenue in any individwateyu Our revenue could a
vary based on our customer mix and customer gebigrégcation. A delay or deferral in a small numbétarge new software licen
transactions could cause our quarterly licensemawdo fall significantly short of our expectatio®som a geographical standpa
approximately 56% , 55% , and 5686 our consolidated revenues were derived fromarusts outside the United States for eac
the years ended December 31, 2014 , 2013 and . 2&kpectively. The economic and political envinemts around the world col
change our concentration of revenue within indastend across geographies.

» Uncertain global economic conditions. During fiscal 2014, the global economic environmeotitinued to show signs of improvem:
However, there remain concerns and uncertainty tatheustrength of the recovery, future domestic glothal economic growth, a
the global financial system including numerous angayeopolitical issues around the globe. Duringastain economic conditior
we generally experience longer sales cycles, isegtacrutiny on purchasing decisions and overali@asness taken by customers
addition, certain foreign countries are still fagisignificant economic and political crises ani$ ipossible that these crises could r¢
in economic deterioration in the markets in which @aperate. This economic uncertainty may negatiaéfgct the overall dema
environment in fiscal 2015, particularly in our EMEegion. We believe that our expanded offeringidiistryspecific solutions ar
innovative technology will enable us to stay conitpet in a challenging economic environment andoeutorm the broader market
business leaders continue to focus on projectsathiakly deliver value, however the extent to whible current economic conditic
will further affect our business is uncertain.
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» Effective tax rate. Our effective tax rate can be adversely affectedsbyeral factors, many of which are outside of camtrol
including changes in the relative proportions afereues and income before taxes in the variousdigtiens in which we operate ti
have differing statutory tax rates; changing taxdaregulations, and interpretations in multipleigdictions in which we opera
changes to the financial accounting rules for inedaxes; unanticipated changes in tax rates; clsangaccounting and tax treatm
of our equitybased compensation; the tax effects of purchasmuatiog for acquisitions that may cause fluctuagibetween reportit
periods; and changes to the valuation allowanceunmet deferred tax assets.

Discussion of consolidated financial information
Revenue

Our revenue is derived from the licensing and imp@etation of software solutions, associated softwaaintenance and support,
professional services. Revenue also includes ntwad related SaaS and clobdsed services. Our arrangements with customersatiy
include some, but not all, of the following: (a)dnse fees for the use of our solutions eitherdrpgtuity or over a specified term,
professional service fees for configuration, impdetation and training services, (¢) maintenance apport fees related to technical sup
and software updates, and (d) subscription feesofor SaaS and cloushsed services. If there is significant uncertaiabput contra
completion or collectability is not reasonably assl) revenue is deferred until the uncertainty ufficgently resolved or collectability
reasonably assured. In addition, revenue is rezednivhen persuasive evidence of an arrangemerts ediivery has occurred and fees
considered fixed and determinable.

In determining whether professional services reeeshould be accounted for separately from liceegenue, we evaluate whether
professional services are considered essentifiletdunctionality of the software. This evaluatienbiased on factors such as: the nature ¢
software products; whether they are ready for us¢hb customer upon receipt; the nature of ourgwmsibnal services; the availability
professional services from other vendors; whethertiming of payments for license revenue coincidéth performance of services; ¢
whether milestones or acceptance criteria existafiact the realizability of the software licerfse.

License revenue. We derive the majority of our license revenue fribra sale of perpetual licenses. For software lieearsangemen
that do not require significant modification or tamization of the underlying software, we recognéodtware licenses revenues at con
provided professional services are not considessiraial to the delivery of the software and whgl):we enter into a legally bindi
arrangement with a customer for the license ofwsn#; (2) we deliver the products; (3) the saleeiis fixed or determinable and free
contingencies or significant uncertainties; andc@)ection is probable. Revenues that are notgeized at the time of sale because
foregoing conditions are not met, are recognizedmthose conditions are subsequently met.

We evaluate the nature and scope of professiomaices for each arrangement and if we determiné tthe professional servic
revenue should not be accounted for separately fitense revenue, the license revenue is recogriampether with the professional servi
revenue using the percentageeofnpletion method or completed contract method. démapleted contract method is also used for cots
where there is a risk over final acceptance byctlstomer or for contracts that are short-term tunea

The portion of our license revenue that is recogphizising the percentage-odmpletion method, along with subscription
maintenance revenue, provides visibility into atjpor of our revenue in the neterm quarters, although the actual timing of redtgm of
revenue on a percentage-of-completion arrangememiess/based on the nature and requirements of aniracts. Under the percentage-of
completion method of accounting, our license reeeracognition generally begins when implementadéfiarts commence, and continues ¢
the implementation period.

The percentage-of-completion method is measuretidypercentage of matays expended on an implementation during the tieyg
period as a percentage of the total ndags estimated to be necessary to complete the@aefimplementation. We measure performance 1
the percentage-of-completion method using the totah-day method based on current estimates of dags-to complete the softwi
implementation. We believe that for each such saféwimplementation, man-days expended in propottiototal estimated mattays a
completion represents the most reliable and me&rimgeasure for determining a software implemeantasi progress toward completion
addition, for fixedfee software implementation arrangements, sholidsibe anticipated on a contract, the full amairihe loss is record
when the loss is determinable. See "Critical actingmpolicies and estimates” for additional infotioa regarding revenue recognition.

We also license software under term license agratnibat typically include maintenance and supparing the contractual licen
term. Our term license agreements typically ramgenftwo to five years. Revenue and the associatstlis deferred until the delivery of -
licensed solution and recognized ratably over #meaining contractual license term. Revenue
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from term license agreements represented 2.9%% 3.6nd 4.8% of total revenue for the years endedebhber 31, 2014 , 2013 and 2012
respectively.

Service revenue. We also provide softwanelated professional services, including implemgmta and configuration service
consulting and training. Professional services gererally provided under time and materials cotdrand revenues are recognized a:
services are provided. However, if we enter intamgements with a fixefke, professional services revenue are recogniasdédoupon
proportionate performance method. When we enteramangements where professional services arédavad essential to the functionality
the software, professional services revenue isgrzed based upon the percentage of completion adettinder this method, revenue
recognized based upon labor hours incurred asdtmeptage of total estimated labor hours to coraglet project. Revenues for professii
services that are bundled with license fees aregrézed when the services are performed. We alsagréze revenue associated with bill:
expenses when the expenses are incurred.

Subscription revenue. We also provide SaaS and clobdsed offerings. Our SaaS offerings generally pie\iustomers access
certain of our software solution within a clobdsed IT environment that we manage and offer stocuers on a subscription basis. Reve
for our SaaS offerings are generally recognizedbtgtover the contract term commencing with theedatir service is made available
customers and all other revenue recognition cateave been satisfied.

Our cloudbased services allow our customers to deploy PR@8i@ns without any significant investment in haste as PRC
software is integrated in cloughsed IT environments that are deployed, suppariddnanaged on our customers' behalf. For arrangsrife
include cloud-based services, we allocate the geraent consideration between the clinaded service and other elements and recogni
cloud services fee ratably beginning on the datectistomer commences use of our services and oorgithrough the end of the contrac
cloud services term.

Maintenance and support revenue. We generate maintenance and support revenue fresath of maintenance and support servic
our software solutions. The vast majority of ouftware license arrangements include software lieansdates and product support contr
generally ranging from one to two years. Softwdperise updates provide customers with rights topecified software updates ¢
enhancements on a when and if available basis,temgince releases and patches released duringrtheofehe support period. Softwi
license updates and product support contracts energlly priced as a percentage of the softwamndies fees. Substantially all of
customers renew their software license updatespaaduct support contracts annually. Maintenance suqgport fees are invoiced to
customers generally on an annual basis, althoughrttay be invoiced on a monthly or quarterly basisertain circumstances.

Cost of revenue
Cost of license. Cost of license consists of thighrty fees for our licensed software and an allonaif the amortization of intangible

Cost of services. Cost of services includes those costs relateddfegsional services and implementation of our gmhst principally
(a) personnel costs, which include our employeats employee benefits and third party contractor¥n@incash share based compens
expense, (c) billable and nonbillable travel, lodgiand other out-gbocket expenses, and (d) an allocation of depieniafacilities an
information technology ("IT") support costs and etltosts incurred in providing professional servit@ our customers. Cost of provid
professional services may vary from quarter to gatepending on a number of factors, includingam®unt of professional services requ
to deploy our solutions.

Cost of subscription. Cost of subscription includes those costs reladeslipporting our SaaS and clobdsed services, principally
personnel costs, which include our employees aird fharty contractors, (b) noncash share based eonsgtion expense, (c) billable i
nonbillable travel, lodging and other outqpdcket expenses, (d) amortization of capitalizefthweoe for internal use and (e) an allocatiol
depreciation, amortization of intangibles, faaéiiand IT support costs and other costs incurrguianiding SaaS and clouzksed services
our customers.

Cost of maintenance and support. Cost of maintenance and support consists largepeafonnel related expenses and an allocati
depreciation, amortization of intangibles, facd#tiand IT support costs and other costs incurrguidniding maintenance and support sen
to our customers.

Operating expenses

SHling and marketing. Selling and marketing expenses principally consfsfa) personnel costs, which include our employaee
employee benefits, third party contractors and ssalemmissions related to selling and marketing guersl, (b) noncash share ba
compensation expense, (c) sales and marketinggregsuch as lead generation programs, company @eesrerograms, conferences, ho
and participation in industry trade shows, and oHades and marketing programs, (d) travel andratbeof-pocket expenses, (e) amortiza
expenses associated with acquired intangible aardté) an allocation of depreciation, facilitesd IT support costs and other costs.
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General and administrative. General and administrative expenses consist piiynafi expenditures for executive, accounting
finance, legal, information technology, and humasources support functions. General and admiristratxpenses principally consist
(a) personnel costs, which include our employees employee benefits and thipdrty contractors, (b) noncash share based comiien
expenses, (c) travel and other outpoicket expenses, (d) accounting, legal and othafegsional fees and (e) an allocation of depremri
facilities and IT support costs and other costs.

Research and development. Research and development expenses principally stodi (a) personnel costs, which include
employees and employee benefits and third partyractors, which are comprised of software develgppscientists and product manay
working on enhancements of existing solutions,d&eelopment of new solutions, scientific reseaqelglity assurance and testing, (b) non
share based compensation expenses, (c) amortizatgenses associated with acquired intangible sisset (d) an allocation of depreciat
facilities and IT support costs and other costs.

Income taxes

We estimate our income taxes basadthe various jurisdictions where we conduct bessnand we use estimates in determininy
provision for income taxes. We estimate separaialydeferred tax assets, related valuation alloesncurrent tax liabilities and deferred
liabilities. The calculation of our tax liabilitiegavolves dealing with uncertainties in the apgiiea of complex tax rules and the potential
future adjustment of our uncertain tax positionstiy United States Internal Revenue Service orrdthéng jurisdictions. We estimate «
current tax liability and assess temporary diffegmthat result from differing treatments of ceriééms for tax and accounting purposes. T
differences result in deferred tax assets andliligsi which we show on our balance sheet. At Dawer 31, 2014 our deferred tax ass
consisted primarily of temporary differences redate noncash share based compensation and acqeiregerating losses.

We review the realizability of our deferred tax etsgaluation allowances on a quarterly basis, oemnelver events or changes
circumstances indicate that a review is requiradidtermining the requirement for a valuation alloee, the historical and projected finar
results of the legal entity or consolidated groapording the net deferred tax asset are considatedg with any other positive or nega
evidence. Since future financial results may diffem previous estimates, periodic adjustmentsuiovaluation allowances may be neces:
In the fourth quarter of fiscal 2014, we again perfed an analysis related to the realizability of worldwide deferred tax assets. A
considering tax planning initiatives and other figsiand negative evidence, we determined thaag more likely than not that our deferred
assets would not be realized. Therefore, we recoale19.5 million net valuation allowance as incotag expense in the year en
December 31, 2014 .

As a part of our accounting for business combimationtangible assets are recognized at fair vahgegoodwill is measured as
excess of consideration transferred over the némated fair value of assets acquired. Impairmdrdrges associated with goodwill
generally not tax deductible and will result ininoreased effective income tax rate in the periad any impairment is recorded. Amortiza
expenses associated with acquired intangible ageetgenerally not tax deductible pursuant to aistiag tax structure.

Our federal effective tax rate has historically mémver than the federal rate of 34% largely duéhtoapplication of the research
experimentation ("R&E") tax credit. In January 20Tdngress passed the American Taxpayer ReliebA2012 which, among other thin
made the R&E tax credit retroactive to JanuaryQl,22and extended the R&E tax credit until Decen#ier2013. As a result of the retroac
reinstatement of the R&E tax credit, the full bénhef the 2012 R&E tax credit was recorded in thetfquarter of 2013. In December 2C
Congress passed the Tax Increase Prevention &&1ef which, among other things extended the R&Ectaxlit until December 31, 2014.

Deferred revenue and unbilled receivables

For our license and professional service fees,weite and are paid based upon contractual payswmdules in each custor
arrangement, which in limited circumstances inclpdgments linked to contractual milestones. We né@s deferred revenue invoices
have been issued before the corresponding licembé@plementation revenue is recognized. We reasrdnbilled receivables any recogni
license and implementation revenue in excess oftheunt invoiced to the customer. We generally icerdor our maintenance and sup|
services on a monthly, quarterly or annual bassudh the maintenance and support period. Defemeehue does not reflect the total con
value of our customer arrangements at any poirtinie as we only record deferred revenue if amowamés invoiced in advance of i
corresponding recognition of license and implemigomarevenue. As a result, there is little corrielatbetween the timing of our revet
recognition, the timing of our invoicing and the @amt of deferred revenue.
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Results of operations
Comparison of year ended December 31, 2014 withr yealed December 31, 2013

Revenue :
For the Year Ended December 31,
2014 2013
Percentage of Percentage of

(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %

License $ 58,51¢ 31% $ 41,11¢ 28% $ 17,39¢ 42%

Services 49,22¢ 26% 48,41 33% 81: 2%

Subscription 23,46¢ 13% 9,221 6% 14,24 155%
Total license, services and subscription 131,20¢ 71% 98,74¢ 68% 32,45¢ 33%

Maintenance and support 54,62: 2% 46,08¢ 32% 8,53: 19%
Total revenue $ 185,82¢ 10% $ 144,83 100% $  40,99: 28%

License, services and subscription. License, services and subscription revenue incde$382.5 million to $131.2 milliodior the yea
ended December 31, 2014 from $98.7 million forybar ended December 31, 2013 , representing ai@%ase. The increase in total licel
services and subscription revenue was the resat®if7.4 million increase in license revenue, a&Million increase in subscription revei
and a $0.8 million increase in services revenue.2044 revenue was positively impacted by our aitjons.

License revenue increased $17.4 million to $58.fianifor the year ended December 31, 2014 from.$4illion for the year ende
December 31, 2013, representing a 48@&tease. The increase in license revenue wabwttbile to an increase in license revenue recod
upon software delivery and an increase in the @aeeli@ense revenue recognized per customer. Thagedicense revenue per customer
customers with greater than $0.1 million of licemseenue recognized, increased to $1.1 milliontfier year ended December 31, 26im
$0.7 million per customer for the year ended Decan3d, 2013. The increase in average license revenue recafjieze customer w.
primarily attributable to an increase in licenseerue recognized upon software delivery. We recaghi$27.2 million and $5.9 million
license revenue upon software delivery for the yeaded December 31, 2014 and 2013, respectively.

Services revenue increased $0.8 million to $49IRamifor the year ended December 31, 2014 from.448illion for the year ende
December 31, 2013 , representing a 2% increase.$0t& million increase in services revenue was primarily atteuo $5.9 million ¢
services revenue from our acquisitions, partiaffget by a decrease of $5.1 million in organic f=gs revenue. The decrease of $5.1 mi
was primarily a result of an increase in the numberthird parties implementing our software, recémplementations requiring le
implementation services and several customers ithglagome services into 2015. Total service revenaeeased due to an increase in
overall number of customers generating servicesme®. The total number of customers generatingcesrvevenue was 193 for the year el
December 31, 2014 , as compared to 108 in thesmoreling period in 2013, an increase of 79%.

Subscription revenue increased $14.2 million to.$28illion for the year ended December 31, 2014nfi$9.2 millionfor the yea
ended December 31, 2013, representing a 155%aiserd he $14.2 milliomcrease in subscription revenue was primarilyitaited to $11.
million of subscription revenue from our acquisitioand an increase in the overall total numbeusfamers generating subscription reve
The total number of customers generating subseriptevenue was 90 for the year ended December@®H 2as compared to 36 in
corresponding period in 2013, an increase of 150%.

Maintenance and support. Maintenance and support revenue increased $8.bmtlh $54.6 million for the year end&kcember 3:
2014 from $46.1 million for the year ended DecenBfr2013 , representing a 19% increase. The $8li@mincrease in maintenance
support revenue was principally a result of andase in the number of customers purchasing maimtenand support services and inclt
$3.2 million of maintenance and support revenumfour acquisitions.
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Cost of revenue and gross profit :

For the Year Ended December 31,

2014 2013
Percentage Percentage
of related of related
(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %
Cost of license $ 245 —% $ 282 1% $ (39) (14%
Cost of services 39,95 81% 32,49; 67% 7,46: 23%
Cost of subscription 7,33¢ 31% 2,122 23% 5,212 24€ %
Total cost of license, services and subscriptic 47,53: 36% 34,89¢ 35% 12,63¢ 36 %
Cost of maintenance and support 10,55¢ 19% 8,23¢ 18% 2,31t 28 %
Total cost of revenue $ 58,08¢ 31% $ 43,13¢ 30% $ 14,95: 35%
Gross profit $ 127,74: 69% $ 101,70: 70% $ 26,04. 26 %

Cost of license. Cost of license primarily consists of third-parges$ for licensed. Cost of license was $0.2 milfianthe year ende
December 31, 2014 , compared to $0.3 million f& ylear ended December 31, 2Q1Bicense gross profit percentages for the yeaee
December 31, 2014 and 2013 , were 100% and 99%pectvely, as a result of limited thiphrty fees for licensed software incurred du
both periods.

Cost of services. Cost of services increased $7.5 million to $40.0ioni for the year ended December 31, 2014 from.$38illion for
the year ended December 31, 2013 , representiB§wrZrease. The increase was primarily attributablart increase of $7.4 million from «
acquisitions. Services gross profit percentagesttieryears ended December 31, 2014 and 2013 , 188 and 33% respectively. Tt
decrease in services gross margins was drivendogdses in professional services personnel castsagly attributable to our acquisitions.
addition, lower service margins from our acquisii@ontributed to the decrease in our servicessgrnasgins. Since a substantial portion of
cost of services are professional services pers@msts, services gross margins can vary from gaogoeriod depending the utilization of
professional services personnel and additional dmat needed to support anticipated future impldatems.

Cost of subscription. Cost of subscription increased $5.2 million to $mBlion for the year ended December 31, 2014 fri$2nl
million for the year ended December 31, 2013 ,espnting a 246%ncrease. The increase was primarily attributable $4.5 million increa:
from our acquisitions, which included $1.4 milliof intangible asset amortization. Subscription grpeofit percentages for the years er
December 31, 2014 and 2013 , were 69% and 7vépectively. The decrease in subscription gpoefit percentage was attributable to
acquisitions.

Cost of maintenance and support. Cost of maintenance and support revenue increaa&dndillion to $10.6 millionfor the year ende
December 31, 2014 , from $8.2 million for the yeaded December 31, 2013 , representing a P8%ase. The cost of providing maintene
and support services consists largely of persorglated expenses. The increase in cost of maintenams principally attributable to
increase of $1.5 million of personnel costs assediawith the continued growth in our customer meaince and support funct
commensurate with maintenance and support revermgtly In addition, there was an increase of $0illian related to intangible as:
amortization related to our acquisitions. Mainteseaand support gross margins were 81% and 82%éoydars ended December 31, 2ahé
2013, respectively.

Gross profit. Gross profit increased $26.0 million to $127.7 mill for the year ended December 31, 2014 from #16illion for the
year endedDecember 31, 2013 , representing a 26% increaseirithease in overall gross profit was principallfributable to a 28%mcreas
in total revenue, which included revenue from ocquasitions. Our acquisitions contributed $8.0 ioill of gross profit for the year enc
December 31, 2014 .
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Operating expenses :

For the Year Ended December 31,

2014 2013
Percentage of total Percentage of
(Dollars in thousands) Amount revenue Amount total revenue Variance $ Variance %
Selling and marketing $ 62,15¢ 3% $ 39,47¢ 2% $ 22,67¢ 57%
General and administrative
37,76 20% 24,04¢ 17% 13,71¢ 57%
Research and development 43,17: 23% 32,46° 22% 10,707 33%
Acquisition-related 3,01¢ 2% 2,17: 2% 84¢ 3%%
Impairment charges 4,04( 204 — —0p 4,04( -
Total operating expenses $ 150,15( 81% $ 98,16« 6eop $ 51,98¢ 53%

Sdling and marketing. Selling and marketing expenses increased $22.fomid $ 62.2 million for the year end&kcember 31, 20:
from $39.5 million for the year ended Decemberd&113 , representing a 57#crease. The increase was attributable to anaseref $14.
million of personnel costs, which included $4.4lioil related to our acquisitions. Personnel costsch include our employees and therty
consulting costs, increased primarily as a resuliroincrease in headcount in sales and marketirgupport our current and future gro
objectives and an increase in headcount from aguiaitions. Included in the increase in personosts was an increase of $4.3 million in s
commissions resulting from higher revenue levets @m increase of $1.3 million of noncash shaased compensation. The remaining incr
of $7.9 million included $2.7 million in travel egpses, $2.4 million in intangible assets amortirgt$2.3 million in sales and market
events, $0.3 million in facility and other overheagenses and $0.2 million in recruiting expenses.

General and administrative expenses. General and administrative expenses increased $1i8i@n to $ 37.8 millionfor the year ende
December 31, 2014 from $24.0 million for the yeaded December 31, 2013 , representing a Bit¥ease. The increase was attributable
increase of $8.7 million of personnel costs, whinbluded $2.5 million related to our acquisitio®ersonnel costs, which include
employees and thirgarty consulting costs, increased primarily assalteof an increase in in headcount in generaladrdinistrative to suppc
our current and future growth objectives and ameiase in headcount from our acquisitions. Incluidetthe increase in personnel costs we
increase of $2.3 million of noncash shaesed compensation. The remaining increase ofr#lion included $3.3 million in facility and oth
overhead expenses, $0.7 million in travel, $0.8ionilin professional fees and $0.4 million in reting expenses.

Research and development expenses. Research and development expenses increased $illior to $43.2 millionfor the year ende
December 31, 2014 from $32.5 million for the yeadexd December 31, 2013 , representing a B&Yease. The increase was attributable
increase of $10.2 million of personnel costs, whicbluded $5.6 million related to our acquisitioi®ersonnel costs, which include
employees and thirgarty consulting costs, increased as a result dhamase in headcount from our acquisitions aratibeunt to suppc
ongoing development activities. Included in ther@ase in personnel costs was an increase of $1limuf noncash share based compens
expense. The remaining increase of $0.5 million wamarily attributable to $0.3 million of facilitand other overhead expenses and
million of travel.

Acquisition-related expense. Acquisition-related expenses were $3.0 million &2d2 million for the year endedecember 31, 20:
and 2013, respectively, consisting primarily of advisorydategal fees related to the acquisition and intégnaof SignalDemand ai
Cameleon.

Impairment charges. During the year ended December 31, 2014 , we redod.0 millionof impairment charges related to intern
developed software. The full impairment resultednfra reduction of projected cash flows for prodgaiups based on revisions to
projections during the year and was recorded tagedhe carrying value to fair value. This reduttieflected changes to our plans for ce
product groups in connection with the integratibmar acquisitions and changes in future produatthes and support.

Other expense, net :

For the Year Ended December 31,

2014 2013

Percentage of total Percentage of total
(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %

Other expense, net (2,65)) ()% (265) — % 2,38t (900)%
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The increase of $2.4 milliom other expense, net included an increase of &iilbon of foreign currency exchange losses
transactions denominated in currencies other thanfiinctional currency, an increase of $0.3 millmindebt discount and issuance ¢
amortization, an increase of $0.2 million of coupoterest related to our Senior Notes due 2019, andhcrease of $0.5 million of ott
miscellaneous income and expenses.

Income tax provision (benefit) :

For the Year Ended
December 31,

(Dollars in thousands) 2014 2013 Variance $ Variance %
Effective tax rate (50)% (5)% n/e (45)%
Income tax provision (benefit) $ 12,49 $ a7s) 9 12,66¢ nm

Our income tax provision increased $12.7 millior$i®.5 million for the year ended December 31, 20fkédm a tax benefit 0$0.2
million for the year ended December 31, 2013 . €ftective tax rates were (50)% and (5)% for thergemded December 31, 2014 and 201:
respectively. Our effective tax rate for fiscal 20hcluded a $19.5 million net valuation allowameeorded in the fourth quarter of 2014
included tax benefits from the reinstatement ofh®. R&E tax credit of approximately $1.8 million.

The change in our effective tax rate for fiscal Z&bmpared to fiscal 2013 was driven by a $19.5ionilnet valuation allowant
recorded in the fourth quarter of 2014, increasesandeductible shafgased compensation expense and nondeductible gicouiosts an
decreases in our R&E credit. The 2013 tax provigictuded a discrete benefit of $1.4 million atttied to the 2012 R&E tax credit recorde
the first quarter of 2013.

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

Revenue:
For the Year Ended December 31,
2013 2012
Percentage of Percentage of
(Dollars in thousands) Amount total revenue Amount total revenue Variance $ Variance %
License $ 41,11¢ 28% $ 32,96¢ 28% $ 8,14¢ 25%
Services 48,41 33% 35,63t 30% 12,77, 36%
Subscription 9,221 6% 9,05: 8% 16€ 2%
Total license, services and subscription 98,74¢ 68% 77,65¢ 66% 21,09: 27%
Maintenance and support 46,08¢ 32% 40,13t 34% 5,95: 15%
Total revenue $ 144,83 100 $ 117,79: 100% $ 27,04¢ 23%

License, services and subscription. License, services and subscription revenue incde&2&.1 million to $98.7 milliorfor the yea
ended December 31, 2013 from $77.7 million forythar ended December 31, 2012 , representing ail2di¥ase. The increase in total lice|
services and subscription revenue was the resaltfif2.8 million increase in services revenue,.& #$8llion increase in license revenue, al
$0.2 million increase in subscription revenue.

License revenue increased $8.1 million to $41.1ionilfor the year ended December 31, 2013 from &33illion for the year ende
December 31, 2012 , representing a dBétease. The increase in license revenue wabwtble to an increase in the average license ve
recognized per customer. The average license reveaucustomer, for customers with greater thah 80llion of license revenue recogniz
increased to $0.7 million for the year ended Decam®i, 2013 from $0.6 million per customer for thear ended December 31, 201Zhe
increase in average license revenue recognizeccystomer was primarily attributable to an increasdicense revenue recognized u
software delivery. We recognized $5.9 million argl2bmillion of license revenue upon software deljvéor the years endeDecember 3:
2013 and 2012, respectively.

Services revenue increased $12.8 million to $48ldom for the year ended December 31, 2013 frorB.83nillion for the year ende
December 31, 2012 , representing a 36% increase.$I8.8 millionincrease in services revenue was primarily attetub an increase
professional services associated with the impleatm of our software. Total service revenue inseghdue to an increase in the ow
number of customers generating services revenue.tdtal number of customers generating servicesn@y was 108 for the year en
December 31, 2013, as compared to 100 in thesoreling period in 2012 , an increase of 8%.
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Subscription revenue increased $0.2 million to $8ilon for the year ended December 31, 2013 f&8rll millionfor the year ende
December 31, 2012 , representing a 2% increase$Ul2emillionincrease in subscription revenue was primarilyitaited to an increase in 1
total number of customers generating subscriptememue. The total number of customers generatibgcsiption revenue was 36 for the y
ended December 31, 2013, as compared to 19 itothesponding period in 2012 , an increase of 89%.

Maintenance and support. Maintenance and support revenue increased $6.mtlh $46.1 million for the year end@&kcember 3:
2013 from $40.1 million for the year ended Decen®fr2012 , representing a 1586rease. The increase in maintenance and suppahu
was principally the result of an increase in thenbar of customers that purchased maintenance gmibdiservices.

Cost of revenue and gross profit :

For the Year Ended December 31,

2013 2012
Percentage Percentage
of related of related
(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %
Cost of license $ 282 1% $ 244 1% $ 38 16%
Cost of services 32,49: 67% 24,32¢ 68% 8,16: 34%
Cost of subscription 2,122 23% 1,257 14% 86¢& 69%
Total cost of license, services and subscription 34,89¢ 35% 25,83( 33% 9,06¢ 35%
Cost of maintenance and support 8,23¢ 18% 7,95k 20% 284 4%
Total cost of revenue $ 43,13t 3% $ 33,78t 29% $ 9,35( 28%
Gross profit $ 101,70: 70% $ 84,00¢ 71% $ 17,69¢ 21%

Cost of license. Cost of license consists of third-party fees feefised software. Cost of license was $0.3 milfmnthe year ende
December 31, 2013 as compared to $0.2 millionHeryear ended December 31, 201&ense gross profit percentages for both the gade:
December 31, 2013 and 2012 , were 99% , as a kddurttited third-party fees for licensed softwaneurred over both periods.

Cost of services. Cost of services increased $8.2 million to $32.Bioni for the year ended December 31, 2013 , fr@#4.$ millionfor
the year ended December 31, 2012 , representirg@mirirease. The increase was primarily attributabl@n increase of personnel cc
which include employees and thipduty consulting costs, as a result of an incréadeeadcount needed to support the increased nuai
active and anticipated implementations. Includedhie increase in personnel cost is an increaseO& #illion of noncash share ba
compensation expense. Services gross profit pexgestfor the year ended December 31, 2013 and 2@&P= 33% and 32%respectively
Service margins can vary from period to period dejpgg on different factors, including the utilizati of our professional services perso
and additional headcount needed to support anteddature implementations.

Cost of subscription. Cost of subscription increased $0.9 million to $&illion for the year ended December 31, 2013 mfi®il.2
million for the year ended December 31, 2012 ,espnting a 69%ncrease. The increase was primarily attributablpdarsonnel costs and
increase in expenses for our cloud-based infrastreicSubscription gross profit percentages foryiar ended December 31, 2013 and 201
were 77% and 86% , respectively. The decreaseliscsiption gross profit percentage was attributahieincrease investments in clobdse:
infrastructure.

Cost of maintenance and support. Cost of maintenance and support revenue increa@&dndillion to $8.2 millionfor the year ende
December 31, 2013, from $8.0 million for the yeaded December 31, 2012 , representing a¥ease. 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 2012espectively. The improvements in gross margims \attributable to the scaling of existing resosirin
supporting the growth in our maintenance and suppgstomer base.

Gross profit. Gross profit increased $17.7 million to $101.7 ioill for the year ended December 31, 2013 , fromG8&4llion 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
Percentage of total Percentage of total

(Dollars in thousands) Amount revenue Amount revenue Variance $ Variance %
Selling and marketing $ 39,47¢ 21% $ 29,98; 25% $ 9,491 32%
General and administrative 24,04¢ 17% 18,22¢ 15% 5,81¢ 32%
Research and development 32,46 22% 27,61: 23% 4,85¢ 18%
Acquisition-related 2,17 204 — — 0 2,172 —%

Total operating expenses  $ 98,16 68% $ 75,82¢ 64% $ 22,33t 20%

Sdling and marketing. Selling and marketing expenses increased $9.5omitb $39.5 million for the year end&kcember 31, 20:
from $30.0 million for the year ended December@112 , representing a 32itcrease. The increase was principally attributéblen increas
of $8.4 million in sales and marketing personneits@s a result of an increase in headcount toosuppr current and future growth objecti
and higher commission expenses resulting from higivenue levels. Included in the increase in persbcosts is an increase of $1.5 mil
of noncash share based compensation. In additiere tvas an increase of $1.1 million of rmersonnel related expenses primarily a resi
$0.8 million of overhead and other expenses an8 $llion related to an increase in sales and ntargesvents.

General and administrative expenses. General and administrative expenses increasedriili8n to $24.0 millionfor the year ende
December 31, 2013 , from $18.2 million for the yeaded December 31, 2012 , representing a BR¥ease. The increase was princig
attributable to an increase of $3.9 million in geheand administrative personnel costs as a reudh increase in headcount to support
current and future growth objectives. Included li® tincrease in personnel costs is an increase 4df ®dlion of noncash share ba:
compensation. In addition, there was an increasd & million of nonpersonnel related expenses which included an isereg$0.8 million ¢
overhead and other expenses, an increase of $i@nm professional fees and an increase of $dilbon of bad debt expense.

Research and development expenses. Research and development expenses increased $fidh o $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 attributablert increase of $5.2 million in personnel costa assult of increased headcount to sug
work on new projects and initiatives, offset byiacrease of $1.1 million of personnel costs thaten@pitalized related to the developmel
our cloudbased service offerings. Included in the increasepérsonnel costs is an increase of $1.2 millionnofcash share ba:s
compensation. In addition, there was an increa$®af million of overhead and other expenses.

Acquisition-related expense: Acquisition-related expenses were $2.2 milliontfe year ended December 31, 2@d8sisting primaril
of advisory and legal fees related to the acqoisitind integration of SignalDemand as well as tl@ned acquisition and integration
Cameleon.
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Other expense, 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, net $ (26%) — % $ (169) —% $ 10z — %

Other expense, net. Other expense, net consists of interest expensenwheludes debt issuance cost amortization or$8temillior
revolving credit facility ("Revolver") we enteredto with Wells Fargo in July 2012, foreign currerexchange gains and losses on transac
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) 2013 2012 Variance $ Variance %
Effective tax rate (5)% 38% n/e (43)%
Income tax (benefit) provision $ 17e) % 3,051 % (3,229 (106)%

Income tax (benefit) provision. Our income tax benefit decreased $3.2 million t®$aillion for the year endeBecember 31, 20:
from a tax provision of $3.1 million for the yeanded December 31, 2012 . Our effective tax ratee W&)% and 38%or the years end:
December 31, 2013 and 201e=spectively. The difference between the effectax rate for the year ended December 31, 201%armed to th
year ended December 31, 2012 is primarily due ¢catbplication of the 2013 R&E tax credit, a disereénefit attributed to the 2012 R&E
credit recorded in the first quarter of 2013, pdifi offset by a rate increase attributed to anreéase in non-deductible shdrase:
compensation expense and a discrete tax provisiwouat recorded in the third quarter of 2012 relaiedh favorable return-tprovisior
adjustment attributed to higher than expected RAE tax credits.

Liquidity and capital resources:

At December 31, 2014 , we had $161.0 million ofastricted cash and cash equivalents and $151.omdf working capital &
compared to $44.7 million of cash and cash equitaland $72.1 million of working capital at DecemBg, 2013 .

Our principal sources of liquidity are our cash aadh equivalents, cash flows generated from dpesatnd potential borrowin
under our Revolver. To supplement our overall kiifyi position, during the year ended December 31,42 we issued the Senior Notes. !
material drivers or variants of operating cash flave net income, noncash expenses (principallyedhagsed compensation and intang
amortization) and the timing of periodic invoiciragd cash collections related to the sale of oumswoé and related services. The prin
source of operating cash flows is the collectiormodounts receivable from our customers. Our opgratash flows are also impacted by
timing of payments to our vendors and the paymehtsur other liabilities. We generally pay our vensiand service providers in accorde
with the invoice terms and conditions.

We believe our existing cash and cash equivalel&nbas, including funds provided by the issuancewf Senior Notes, fun
available under our Revolver and our current egtsaf future operating cash flows, will provideegdate liquidity and capital resource
meet our operational requirements, anticipatedtabpkpenditures and coupon payments for our Seéxides for the next twelve months. (
future working capital requirements will depend miany factors, including the operations of our émgstbusiness, our potential strate
expansion, future acquisitions we might undertakel expansion into complementary businesses. If seed arises, we may raise additi
funds through equity or debt financings.

39




Table of Contents

The following table presents key components of @ansolidated Statements of Cash Flows for the yeraded December 31, 2014
2013 and 2012 :

For the Year Ended December 31,

(Dollars in thousands) 2014 2013 2012

Net cash provided by operating activities $ 1,75¢ % 16,97: $ 24,65:
Net cash provided by (used in) investing activities 7,86¢ (58,76¢) (9,527
Net cash provided by (used in) financing activities 106,30! 2,92t (24)
Cash and cash equivalents (beginning of period) 44,68¢ 83,55¢ 68,45’
Cash and cash equivalents (end of period) $ 161,01¢ $ 44,68¢ $ 83,55¢

Cash flow analysis:

Our cash flows from operations were derived prialtjpfrom: (i) our earnings from ogeing operations prior to noncash expe
such as depreciation, amortization of intangibéesortization of debt discount and issuance cogtaimment charges, changes in deferre:
assets and valuation allowances, changes in thaspno for doubtful accounts, excess tax benefinoncash share based compensatior
non-cash share based compensation; and (ii) chamges working capital.

Net cash provided by operating activities . Net cash provided by operating activities for ylear ended December 31, 2014 #ast
million , compared to $17.0 million for the yeardenl in December 31, 2013 . The $15.2 million desgemas primarily due to $41.0 millior
decrease in net income and the net impact of wgrkapital changes.

Net cash provided by investing activities. Net cash provided by investing activities was $miflion for the year ende®ecember 3:
2014 compared to net cash used in investing aetvdf $58.8 million for the year ended DecemberZil 3. The net cash used in 2013
primarily related to the acquisitions totaling $sillion. The net cash provided by investing aitiés for the year ended December 31, 2014
was primarily due to the acquisition of Cameledfseat by a $4.1 million increase of property andipment.

Net cash provided by financing activities: Net cash provided by financing activities for treay ended December 31, 2014 \$466.:
million compared to $2.9 million for the year endadDecember 31, 2013The increase in net cash provided by financirides consiste
of proceeds from the issuance of our Senior Notes2D19, net of issuance cost, of $138.6 milliod @suance of warrants of $17.1 millipn
offset by the purchase of the convertible notegbef $29.4 million tax withholding related to the net share settleinod vesting of employe
share-based awards of $13.1 million , purchasbefémaining ownership of Cameleon of $6.1 milljeettlement of contingent considera
related to Cameleon of $2.2 million , proceeds fisintk option exercises of $1.1 milliamd proceeds from our employee stock purchase
of $0.3 million .

Net cash provided by operating activities for tlearyended December 31, 2013 was $17.0 million, whépresents a decrease of
million when compared to the same period in 201@. fhe year ended December 31, 2013, our cash ffowvs operations was 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 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 wergafig offset by an increase of $5.6 million of mzash expenses principally as the rest
the increase period over period in share-based ensgpion.

Uses of cash from investing activities for the yeaded December 31, 2013 consisted of $39.4 mitiforestricted cash related to
planned Cameleon acquisition, $13.1 million (netcagh acquired) for the acquisition of SignalDeman®ecember 2013, $3.4 million
purchases of property and equipment as a resuffifrafstructure investments and costs related tar¢hevation and expansion of our faci
and $2.9 million in capitalized internal-use softevdevelopment costs related to our cloud-basedcsenfferings.

Net cash provided by financing activities for theay ended December 31, 2013 consisted of proceabsstock option exercises
$3.3 million and excess tax benefits from stbelsed compensation of $2.9 million, offset by tathkolding related to the net share settler
of vesting of employee share-based awards of $8l®m

Net cash provided by operating activities for tlearyended December 31, 2012 was $24.7 million, lwhépresents an increase
$10.4 million when compared to the same period0hl2 For the year ended December 31, 2012, ourftash from operations were deriv
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 compamssitare-based compensation and changes
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in our working capital. The increase in net casbvjgted by operating activities in 2012 as compaoe®011 was principally due to an incre
of $8.2 million attributed to changes in operatagsets and liabilities, which are comprised of aot®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 afgi as the result of the increase period overopein sharebased compensation. Th
increases were patrtially offset by a decrease ¢f sillion 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 ofinfrastructure investments and costs related tog¢hevation and expansion of
facility and $2.0 million in capitalized internabe software development costs related to our cbased service offerings.

Uses of cash from investing activities for the yeaded December 31, 2012 consisted of $7.5 mithbpurchases of property &
equipment as a result of infrastructure investmemtd costs related to the renovation and expansfoour facility and $2.0 million i
capitalized internal-use software development cedéded to our cloud-based service offerings.

Net cash provided by financing activities for theay ended December 31, 2012 consisted of proceabsstock option exercises
$1.4 million and excess tax benefits from stbelsed compensation of $1.7 million, offset by tathkolding related to the net share settler
of vesting of employee shatmsed awards of $2.8 million and debt issuance @o$R.8 million related to the credit facility treompan
entered in 2012.

Stock repurchases

In August 2008, we announced that our Board of dines authorized a stock repurchase program fompthrehase of up to $1¢
million of our common stock. No shares were repasgl during the years ended December 31, 20143 &0d 2012, respectively. A
December 31, 2014$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 factectiding but not limited to mark
conditions, the market price of our common stodl amanagemers’ assessment of our liquidity and cash flow needsadditional informatic
on the stock repurchase program see "Market foisRagt'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, 2014 :

Payment due by period

(Dollars in thousands) Total Less than 1 year 1to 3 years 3to 5 years more than 5 years
Convertible debt, including interest 158,04¢ 2,91¢ 5,75( 149,38( —
Operating leases 5,32¢ 2,84: 2,39t 90 —
Total contractual obligations $ 163,37¢ $ 5,761 % 8,14t $ 14947 $ —

Operating Leases

In June 2012, we entered into a fourth amendmentitacorporate office lease in Houston, TX (thedte Amendment”). The Le:
Amendment, among other things, provides for anease in the square footage of our corporate ofic#0,389, and provided an option tc
additional 7,411 square feet. The term of thisdaass 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 leaseseekpiAugust 2022, with an option
terminate in August 2015, and September 2016, otispty. We also lease approximately 6,600 squeet ih San Francisco, California, wh
expires in November 2015. As part of the Camelemguisition, we assumed a lease for approximate|@80tsquare feet of office space
Toulouse, France, which expires February 24, 2@&3part of the Cameleon acquisition, we also assuméease for approximately 9,¢
square feet of office space in Skokie, Illinois,igthexpires February 28, 2018 with an option teegtthe term of the lease for an additior
years.

Credit Facility
In July 2012, we, through our wholly owned opemtsubsidiary, PROS, Inc., entered into #® million Revolver with Wells Farg
which matures in July 2017. In connection with teguance of the Senior Notes, PROS, Inc. amendedRévolver in December 2014

among, other things, allow for the Company’s isseanf the Senior Notes and the associated conleertidie hedge and warrant.
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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 maogih.50% to 2.25% or the Federal Funds Rate plusppficable margin
1.50% to 2.25%Borrowings under the Revolver are collateralizedalfirst priority interest in and lien on all of oonaterial assets.

The Revolver contains affirmative and negative oawes, including covenants which restrict our &piid, among other things, cre
liens, incur additional indebtedness and engageiitain other transactions, in each case subjestain exclusiondn addition, the Revolvi
contains certain financial covenants which becoffectve in the event our availability under thev@lver plus cash and cash equivalents
below $20.0 million or upon the occurrence of aarenof default. As of December 31, 2014e are in compliance with all financial coveni
under the Revolver.

Debt interest expense of $0.2 million, $0.2 milliamd $0.1 million was incurred during the yeareshidecember 31, 2014 , 20HBi
2012 , respectively.

There were no outstanding borrowings under the Revas ofDecember 31, 2014

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 contiigtnarrow or limited purposes.

New Accounting Pronouncements

In May 2014, the FASB issued Accounting Standargddte (ASU) 20149, "Revenue from Contracts with Customers (Toi6)6
which supersedes nearly all existing revenue reitiognguidance under U.S. GAAP. The new guidanch k¢ effective for fiscal 201
including interim periods within that reporting jmet, using one of two prescribed retrospective mésh No early adoption is permitted. We
currently in the process of evaluating the impakcthe adoption of ASU 20189 on our consolidated financial statements andtee
disclosures.

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 could affect theoans of revenue, expenses, unbilled receivable
deferred revenue. Estimates are also used fondidimited to, receivables, allowance for doubtutounts, useful lives of assets, deprecie
income taxes and deferred tax asset valuationatiatu of stock options, other current liabilitiesdaaccrued liabilities. Numerous internal
external factors can affect estimates. Our managefmas reviewed these critical accounting policms;, use of estimates and the rel
disclosures with our Audit Committee.

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

Revenue recognition

Our revenue is derived from the licensing and immaetation of software solutions, associated softwaaintenance and support,
professional services. To a lesser extent, ourngvencludes nonsoftware related SaaS and diased services. Our arrangements
customers typically include some, but not all,ha# following: (a) license fees for the use of caftware solutions either in perpetuity or ow
specified term, (b) professional service fees fofiguration, implementation and training servicgs,maintenance and support fees relat
technical support and software updates, and (Bcsigtion fees for our SaaS and clduased services. If there is significant uncertaatigu
contract completion or collectability is not reaably assured, revenue is deferred until the unicgytés sufficiently resolved or collectability
reasonably assured. In addition, revenue is rezednivhen persuasive evidence of an arrangemerts ediivery has occurred and fees
considered fixed and determinable.

In determining whether professional services reeeshould be accounted for separately from liceagenue, we evaluate whether
professional services are considered essentibetéunctionality of the software using factors sashthe nature of
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our software products; whether they are ready $er by the customer upon receipt; the nature ofpoafiessional services; the availability
professional services from other vendors; whethertiming of payments for license revenue coincidéh performance of services; ¢
whether milestones or acceptance criteria existafiact the realizability of the software licerfse.

License revenue. We derive the majority of our license revenue fribra sale of perpetual licenses. For software lieearsangemen
that do not require significant modification or tmmization of the underlying software, we recogrsnétware licenses revenues when: (1
enter into a legally binding arrangement with ateoer for the license of software; (2) we deliviee fproducts; (3) the sale price is fixec
determinable and free of contingencies or signifieacertainties; and (4) collection is probablev&ues that are not recognized at the tir
sale because the foregoing conditions are notanet,ecognized when those conditions are subsdygueet.

We evaluate the nature and scope of professiomgices for each arrangement and if we determinettieservices revenue sha
not be accounted for separately from license re@etie license revenue is recognized together thélservices revenue using the percentag
of-completion method or completed contract method. ddrapleted contract method is also used for cot#tnabere there is a risk over fi
acceptance by the customer or for contracts tkeaslaort-term in nature.

We have historically recognized license revenuenftbhe majority of our software sales using the getage-ofeompletion metho
which has provided visibility into a significant pion of our revenue in the net¥rm quarters, although the actual timing of reddgm of
revenue on these types of arrangements will vasgdh@n the nature and requirements of our contrelcwever, in 2014 we recognized |
software revenue using the percentage-of-compleatiethod than historically. Under the percentageafipletion method of accounting,
license revenue recognition generally begins wtifamte are expended during the implementation. Assallt of our revenue recognition poli
revenue from license arrangements is generallygrézed over the implementation period, which tyflyceanges from four to fifteen months.

The percentage-of-completion method is measuretidopercentage of matays expended on an implementation during the tieygy
period as a percentage of the total ndags estimated to be necessary to complete theaefimplementation. We measure performance 1
the percentage-of-completion method using the totah-day method based on current estimates of dags-to complete the softwi
implementation. We believe that for each such safénvimplementation, man-days expended in propotiioiotal estimated magays &
completion represents the most reliable and me&uimgeasure for determining a software implemeaotasi progress toward completion
addition, under our fixefee software implementation arrangements, shodtts® be anticipated on a contract, the full amafrthe loss i
recorded when the loss is determinable.

We also license software under term license agretabat typically include maintenance and supgartng the contractual licen
term. Our term license agreements typically ramgeftwo to five years. Revenue and the associaists @re deferred until the delivery of
licensed solution and recognized ratably over émeaining contractual license term.

Service revenue. We also provide softwanelated professional services, including implemgmta and configuration service
consulting and training. Professional services gererally provided under time and materials cotdrand revenues are recognized a:
services are provided. However, when we enter antangements with a fixeige, services revenue is recognized based upooporpionat:
performance method. When we enter into arrangenveémse services are considered essential to thatifunality of the software, professio
services revenue is recognized based upon therpageeof completion method. Under this method, meeeis recognized based upon I
hours incurred as the percentage of total estimlataat hours to complete the project. Revenuegffofessional services that are bundled
license fees are recognized when the serviceseafermed. We also recognize revenue associatedbilitiible expenses when the expense
incurred.

Subscription revenue. We also provide SaaS and clobdsed offerings. Our SaaS offerings generally jpiedustomers access
certain of our software within a clodzhsed IT environment that we manage and offer stooters on a subscription basis. Revenues fc
SaaS offerings are generally recognized ratably theecontract term commencing with the date owise is made available to customers
all other revenue recognition criteria have bedisfied.

Our cloudbased services are designed to be options for roessoto deploy PROS software solutions without afgnifican
investment in hardware as PROS software is intedrat cloudbased IT environments that are deployed, suppated managed on ¢
customers' behalf. For arrangements that includadebased services, we allocate the arrangemersidsation between the clodmdse:
service and other elements and recognize the dendces fee ratably beginning on the date theooust commences use of our services
continuing through the end of the contractual cleadices term.

Maintenance and support revenue. We generate maintenance and support revenue fresale of maintenance and support servici
our software solutions. The vast majority of ouftware license arrangements include software lieansdates and product support contr
generally ranging from one to two years. Softwdoerise updates provide customers with rights topecified software updates ¢
enhancements on a when and if available basis temgince releases and patches are released
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during the term of the support period. Softwarerige updates and product support contracts arealjgn@iced as a percentage of the softy
licenses fees. Substantially all of our customenew their software license updates and produgi@tipontracts annually.

Our customer arrangements typically contain mudtiplements that include software license, impleat&nt services, and post-
implementation maintenance and support. For mal@ment arrangements involving our nonsoftwargéees, we (1) determine whether i
when each element has been delivered; (2) detertméinair value of each element using the sellirigephierarchy of VSOE of fair value, th
party evidence (“TPE")or best estimated selling price ("BESP"), as applie, and (3) allocate the total price among thr@ua elements bas
on the selling price method.

For multiple-element arrangements that includeve and nonsoftware elements such as our dbased service offerings,
allocate revenue between the software and softvedated elements as a group and any nonsoftwaneeals based on a relative fair ve
allocation. We determine fair value for each dekide using this hierarchy and utilize VSOE of faue if it exists.

In certain instances, we may not be able to estabSOE for all deliverables in an arrangement wmithitiple elements. This may
due to our limited experience selling each elenseparately, not pricing solutions or services withinarrow range, or only having a limi
sales history. In addition, TPE may not be avadabVhen we are unable to establish selling pricsguVSOE or TPE, we use BESP in
allocation of arrangement consideration. The objecvf BESP is to determine the price at which wauld transact a sale if the produc
service were sold on a stand-alone basis. Foractioss that only include software and softwagkated elements, we continue to accoun
such arrangements under the software revenue rigioogstandards which require it to establish VS@Hair value to allocate arrangem
consideration among multiple deliverables.

Revenue that has been recognized, but for whicthawe not invoiced the customer, is recorded aslledbaccounts receivabls
Invoices that have been issued before revenue ders fecognized is recorded as deferred revenuwiadcompanying consolidated bale
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 estimatesefcollectability of accounts receivable. We prevath allowance for doubtful accou
when we determine that the collection of an outlitagncustomer receivable is not probable. We afsdyae accounts receivable and histo
bad debt experience, customer creditworthinessigdsmin customer payment history and industry cotnaBon on an aggregate basis w
evaluating the adequacy of the allowance for dail@€counts. If any of these factors change, otimases 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,cthirs and consultants. Our 1999 eq
incentive plan was terminated in March 2007 forpmses of granting any future equity awards. Ourf728guity incentive plan was adopte!
March 2007. We may provide noncash share based emsapion through the grant of: (i) restricted staekards; (i) restricted stock u
awards ("RSUs"); (iii) stock options; (iv) stock mpciation rights ("SARs"); (v) phantom stock; afwi) performance awards. In Febru
2014, we granted inducement awards in an aggregateunt of up to 308,250 shares in accordance wiMSE Rule 303A.08. The
inducement awards were in the form of RSUs and ®taBtock Units ("MSUs") granted to our recently aipped Chief Operating Officer a
RSUs granted to certain new employees in conneutitinour acquisitions of Cameleon and SignalDemand

As of December 31, 2014 , we have granted stodbmptRSUs, SARs and MSUs. RSUs granted include timie-based awards,
well as performanceased awards in which the number of shares thaavedased upon the revenue expected to be ebynesifrom bindin
customer agreements for our configure-price-qutE® Q") solutions related to the Cameleon acquisitio

Noncash share based compensation expense is netasuiee grant date based on the fair value ofatherd and is recognized
expense on a straight-line basis over the requssiteice period, which is generally the vestingquer

The fair value of the restricted stock units isdshen the closing price of our stock on the datgraht. We estimate the fair value
stock options and SARs, using the Bl&sholes 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 aohisdl weighted average of the expected lives ofilar securities of comparable put
companies. We estimate volatility using our histakivolatility. The risk-free interest
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rate assumption is based on observed interest api@®priate for the terms of our awards. The d@inil yield assumption is based on
expectation of paying no dividends.

As we issue stock options and SARs, we evaluat@ssamptions used to value our stock option awandsSARs. If factors chan
and we employ different assumptions, noncash dbased compensation expense may differ significenti;m what we have recorded in
past. If there are any modifications or cancellziof the underlying unvested securities, we mayebeired to accelerate, increase or c¢
any remaining unearned noncash share based contipansgpense. Future noncash share based compmensapense 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 awaraisutimately are expected
vest. Significant judgment is required in determgnithe adjustment to noncash share based compansagpense for estimated forfeitu
Noncash share based compensation expense in d peritd be impacted, favorably or unfavorably, iffedences between forfeiture estims
and actual forfeitures.

The MSUs are performandmsed awards that cliff vest based on our sharehoédurn relative to the total shareholder retwihe
Russell 2000 Index ("Index") over the three yearqus ending December 31, 2015, December 31, 28ié,June 30, 2017 ("Performa
Period"), respectively. The MSUs vest on JanuarQiL6, January 1, 2017 and July 1, 2017, respégtifdde maximum number of sha
issuable upon vesting is 200% of the MSUs initiglhanted based on the average price of our comioohk selative to the Index during 1
Performance Period. We estimate the fair value 8UUdg on the date of grant using a Monte Carlo sitimiamodel. The determination of f
value of the MSUs is affected by our stock pricd amumber of assumptions including the expectéatilibes of our stock and the Index,
risk-free interest rate and expected dividends. Ouraggdevolatility at the date of grant was basedtanltistorical volatilities of our stock a
the Index over the Performance Period.

We record deferred tax assets for stbelsed compensation awards that will result in fitdeductions on our income tax retu
based on the amount of stobbsed compensation recognized at the statutomatexin the jurisdiction in which we will receiveax deductior
Because the deferred tax assets we record are bpsadhe stoclkased compensation expenses in a particular jatiedj the aforemention
inputs that affect the fair values of our stock edgamay also indirectly affect our income tax exgeenin addition, differences between
deferred tax assets recognized for financial répgpurposes and the actual tax deduction repantedur income tax returns are recorde
additional paidin capital. If the tax deduction is less than tkeéetred tax asset, the calculated shortfall redoocepool of excess tax benefits
the pool of excess tax benefits is reduced to zbem subsequent shortfalls would increase oumigctax expense.

At December 31, 2014 , we had $45.6 millimintotal unrecognized compensation costs relatatbtewash share based compens
arrangements for stock options, SARs, RSUs and MBaisted. These costs will be recognized over ghited-average period of 2.4 years.

Accounting for income taxes

We estimate our income taxes based on the varigisslictions where we conduct business and we ssma&es in determining ¢
provision for income taxes. We estimate separaialydeferred tax assets, related valuation alloesncurrent tax liabilities and deferred
liabilities. The calculation of our tax liabilitiegavolves dealing with uncertainties in the apgiiea of complex tax rules and the potential
future adjustment of our uncertain tax positionstiy United States Internal Revenue Service orrdténg jurisdictions. We estimate «
current tax liability and assess temporary diffegmthat result from differing treatments of ceriééms for tax and accounting purposes. T
differences result in deferred tax assets andliligsi which we show on our balance sheet. At Dawer 31, 2014 our deferred tax ass
consisted primarily of temporary differences rafate noncash share based compensation, R&E tait @adyforwards and net operat
losses.

We review the realizability of our deferred taxetssn a quarterly basis, or whenever events orgdmim circumstances indicate th
review is required. In determining the requiremfemta valuation allowance, the historical and pctge financial results of the legal entity
consolidated group recording the net deferred $setaare considered, along with any other posttiveegative evidence. Since future finar
results may differ from previous estimates, pegaailjustments to our valuation allowances may leswary. In the fourth quarter of fis
2014, we performed an analysis related to thezalaility of our worldwide deferred tax assets. Asesault, and after considering tax plant
initiatives and other positive and negative eviggnge determined that it was more likely than matt tour deferred tax assets would nc
realized. Therefore, we recorded a $19.5 millionvaduation allowance as income tax expense irytfae ended December 31, 2014.

We account for uncertain income tax positions recagd in our financial statements in accordancé wie Income Tax Topic of t
Accounting Standards Codification ("ASC"), issugdtie FASB. This interpretation requires compamiesse a
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prescribed model for assessing the financial reitiegnand measurement of all tax positions takemxpected to be taken in its tax retu
This guidance provides clarification on recognitiailassification, interest and penalties, accogntim interim periods, disclosures ¢
transition. Please see Note 12 to the Consolidaiteghcial Statements for more information.

Business combinations

We record tangible and intangible assets acquiretl liabilities assumed in business combinationseuntie purchase method
accounting. Amounts paid for each acquisition diccated to the assets acquired and liabilitiesiaesl based on their fair values at the da
acquisition. We then allocate the purchase pricexicess of net tangible assets acquired to idehl#iintangible assets based on det
valuations that use information and assumptionsigeal by management. We allocate any excess puwrgivace over the fair value of the
tangible and intangible assets acquired and lt@slassumed to goodwill. If the fair value of #esets acquired exceeds our purchase pric
excess is recognized as a gain.

Significant management judgments and assumptioasrequired in determining the fair value of acqdirssets and liabilitie
particularly acquired intangible assets. The véduadf purchased intangible assets is based up@madss of the future performance and «
flows from the acquired business. Each asset isumned at fair value from the perspective of a mgpketicipant.

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

Intangible assets, goodwill and long-lived assets

When we acquire a business, a portion of the psechansideration is typically allocated to acquizhnology and other identifial
intangible assets, such as customer relationships.excess of the purchase consideration over ¢hefnthe acquisitiorttate fair value ¢
identifiable assets acquired and liabilities asslilma@ecorded as goodwill. We estimate fair valtimprily utilizing the market approach, wh
calculates fair value based on the market valuesoaiparable companies or comparable transactioms. amounts allocated to acqui
technology and other intangible assets represanésiimates of their fair values at the acquisitiate. We amortize our intangible assets
have finite lives using either the straidime method or, if reliably determinable, the paitén which the economic benefit of the assi
expected to be consumed utilizing expected undigenlfuture cash flows. Amortization is recordecothe estimated useful lives ranc
from two 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 tlr@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. df éatimate of an intangible assetemaining useful life is changed, we will amagztihe
remaining carrying value of the intangible assespectively over the revised remaining useful life.

We assess goodwill for impairment as of NovembeoB8ach fiscal year, or more frequently if eveotschanges in circumstan:
indicate that the fair value of our reporting uimés been reduced below its carrying value. Whemwcting our annual goodwill impairme
assessment, we use a three step process. Thadjpss to perform an optional qualitative evalmatas to whether it is more likely than not
the fair value of our reporting unit is less th#édarrying value, using an assessment of relessertts and circumstances. In performing
assessment, we are required to make assumptiorjadgrdents including but not limited to an evaloatof macroeconomic conditions as t
relate to our business, industry and market tremdswell as the overall future financial performanaf our reporting unit and futt
opportunities in the markets in which it operatésve determine that it is not more likely than nioat the fair value of our reporting unit is |
than its carrying value, we are not required tdfgrer any additional tests in assessing goodwill ifnpairment. However, if we conclu
otherwise or elect not to perform the qualitatiesessment, we perform a second step for our ragouit, consisting of a quantitat
assessment of goodwill impairment. This quantita@ssessment requires us to estimate the fair wdloer reporting unit and compare
estimated fair value to its respective carryingueafincluding goodwill) as of the date of the impaént test. The third step, employed for
reporting unit if it fails the second step, is usedneasure the amount of any potential impairnagat compares the implied fair value of
reporting unit with the carrying amount of goodwiill
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Recent accounting pronouncements

In May 2014, the FASB issued Accounting Standargdate (ASU) 20149, "Revenue from Contracts with Customers (Todi6)¢
which supersedes nearly all existing revenue retiognguidance under U.S. GAAP. The new guidanch be effective for fiscal 201
including interim periods within that reporting jet, using one of two prescribed retrospective mésh No early adoption is permitted. We
currently in the process of evaluating the impakcth® adoption of ASU 20189 on our consolidated financial statements andtee
disclosures.
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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, 20&4uld have resulted in a $0.4 million loss.
are also exposed to foreign currency risk due toFeench subsidiary, Cameleon Software SA. A hyeiithl 10% adverse change in the v
of the U.S. dollar in relation to the Euro, whichthe Companyg single most significant foreign currency exposweuld have chang
revenue for the year ended December 31, 2014 byoxippately $0.9 million. In addition, as of Deceml3d, 2014, we had operatir
subsidiaries in Ireland, Canada, the United Kingdmmd Germany. Due to the relative low volume ofmpaygts made by us through th
foreign subsidiaries, we do not believe we havaiigant exposure to foreign currency exchangestidtowever, fluctuations in currer
exchange rates could harm our results of operatiotie future.

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

Our exposure to market risk for changes in interags relates to the variable interest rate onolengs under our Revolver. As
December 31, 2014 , we had no borrowings undeRthlver.

As of December 31, 2014we had $143.8 million principal amount of Senkwotes outstanding which are fixed rate instrum
Therefore, our results of operations are not stitjeffuctuations in interest rates.

Item 8. Financial statements and supplementary data

The consolidated financial statements required édiled are indexed on pagelFand are incorporated herein by reference.
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 repod,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%qde) under the Exchange Act. Based on that evatuas of the period covered by this Annual Repa
Form 10K, our Chief Executive Officer and Chief Financiafficer have concluded that our disclosure contesld procedures were effect
to ensure that information we are required to diselin reports that we file or submit under the Haxge Act (i) is recorded, proces:
summarized and reported within the time periodscifipe in SEC rules and forms, and (ii) is accuntedaand communicated to «
management, including our Chief Executive Officed aur Chief Financial Officer, as appropriate fowa timely decisions regarding requil
disclosure.

Changes in Internal Control over Financial Reportirg

In 2014, we acquired Cameleon. For purposes ofrmié@teng the effectiveness of our internal controlger financial reportin
management has excluded Cameleon from its evatuafithese matters. Cameleon represented appradynai3% of our consolidated ta
assets as of December 31, 2014 and approxima&dy 6f our consolidated revenues for the year-emszember 31, 2014.

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.
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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 rofieancial reporting is a process designed to jgl@veasonable assura
regarding the reliability of financial reporting cithe preparation of financial statements for exdepurposes in accordance with GAAP.
internal control over financial reporting is a frework that includes policies and procedures thijppéttain to the maintenance of records
in reasonable detail, accurately and fairly reflfoe transactions and dispositions of our asséfsprovide reasonable assurance
transactions are recorded as necessary to pergpagtion of financial statements in accordancén VBAAP, and that our receipts ¢
expenditures are being made only in accordance avithorizations of our management and directord; (@i provide reasonable assura
regarding prevention or timely detection of unauitterd acquisition, use, or disposition of our asgbat could have a material effect on
financial statements.

In 2014, we acquired Cameleon. For purposes ofrmié@teng the effectiveness of our internal controlger financial reportin
management has excluded Cameleon from its evatuafithese matters. Cameleon represented appradynai3% of our consolidated ta
assets as of December 31, 2014, and approxima&ly 6f our consolidated revenues for the year-emiszember 31, 2014.

Our management, with the participation of our Chigécutive Officer and Chief Financial Officer, hassessed the effectivenes
our internal control over financial reporting asiécember 31, 2014 , based on the criteria in hale€ontrol —Integrated Framework (201
issued by COSO. Based on this evaluation, manageomitiuded that our internal control over finahdi@porting was effective as
December 31, 2014 based upon the COSO criteria.

The effectiveness of our internal control over fioial reporting as of December 31, 201as 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 2015 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, 2014 .

Item 11. Executive compensation

The information required by this item is incorpeatby reference from our proxy statement in conaectvith our 2015 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, 2014 .

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

The information required by this item is incorpedtby reference from our proxy statement in conaecivith our 2015 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, 2014 .

Item 13. Certain relationships, related transactions and dator independence

The information required by this item is incorpaatby reference from our proxy statement in conoaecivith our 2015 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, 2014 .

Item 14. Principal accountant fees and services

The information required by this item is incorpaatby reference from our proxy statement in conaecivith our 2015 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, 2014 .
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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 Statement$ Supplementary Data" in Part
Item 8 of this Annual Report on Form 10-K.

(a)(2) Financial Statement Schedules
Reference is made to Schedule 11, Valuation andifpirey Accounts, as indexed on page F-31.

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 entitlEdhibit 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 1&f{dhe Exchange Act, the Registrant has duly catisis report to be signed on
behalf by the undersigned, thereunto duly authdrine February 27, 2015.

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
/sl Andres Reiner President, Chig‘;r?étegr”“ve Officer, and February 27, 2015

Andres Reiner (Principal Executive Officer)

/s/ Charles H. Murphy Executive Vice President and Chief February 27, 2015

Financial Officer
Charles H. Murphy (Principal Accounting Officer)

/sl Ronald F. Woestemeyer Executive Vice President, Strategic February 27, 2015
Ronald Woestemeyer Business Planning and Director
/s/ William Russell Chairman of the Board February 27, 2015

William Russell

/sl Ellen Keszler Director February 27, 2015
Ellen Keszler
/sl Greg B. Petersen Director February 27, 2015

Greg B. Petersen

/sl Timothy V. Williams Director February 27, 2015
Timothy V. Williams

/sl Mariette M. Woestemeyer Director February 27, 2015
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 statetaelisted in the accompanying index present faiiyall material respects, the finans
position of PROS Holdings, Inc. and its subsidisae December 31, 2014 and December 31, 2013 heneksults of their operations and t
cash flows for each of the three years in the plegicded December 31, 2014 in conformity with actiogrprinciples generally accepted in
United States of America. In addition, in our opimi the financial statement schedule listed indbeompanying indepresents fairly, in &
material respects, the information set forth themghen read in conjunction with the related cortsikd financial statements. Also in
opinion, the Company maintained, in all materialpects, effective internal control over financigporting as of December 31, 2014, base
criteria established iimternal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Omgiuns of the Treadw.
Commission (COSO). The Company's management iomege for these financial statements and thenfired statement schedule,
maintaining effective internal control over finaakireporting and for its assessment of the effectss of internal control over finan
reporting, included in ManagemesitReport on Internal Control over Financial Repaytappearing under Item 9A. Our responsibilityd
expressopinions on these financial statements, on thenfiizd statement schedule, and on the Company'snadteontrol over financi
reporting based on our integrated audits. We caeduour audits in accordance with the standard¢hefPublic Company Accounti
Oversight Board (United States). Those standamisine that we plan and perform the audits to obteasonable assurance about whethe
financial statements are free of material misstatgnand whether effective internal control overafinial reporting was maintained in
material respects. Our audits of the financialestents included examining, on a test basis, evelsopporting the amounts and disclosur:
the financial statements, assessing the accouptingiples used and significant estimates made bBpagement, and evaluating the ow
financial statement presentation. Our audit ofrimaé control over financial reporting included dbiag an understanding of internal con
over financial reporting, assessing the risk thatederial weakness exists, and testing and evalyi#iie design and operating effectivene:
internal control based on the assessed risk. Oditsaalso included performing such other procedwagsve considered necessary in
circumstances. We believe that our audits provideaaonable basis for our opinions.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranagiregthe reliability of financi:
reporting and the preparation of financial stateimidor external purposes in accordance with gelyeealcepted accounting principles
companys internal control over financial reporting inclgddose policies and procedures that (i) pertaithéomaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (ii) provide reasonable assur
that transactions are recorded as necessary toitpgraparation of financial statements in accor@amdgth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withosizations of management :
directors of the company; and (iii) provide readsleaassurance regarding prevention or timely deteaf unauthorized acquisition, use
disposition of the company’s assets that could lzanweterial effect on the financial statements.

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

As described in ManagemesitReport on Internal Control over Financial Repgrteppearing under Iltem 9A, management has exc
Cameleon from its assessment of internal contrel émancial reporting as of December 31, 2014 bseat was acquired by the Company
purchase business combination during 2014. We laés@ excluded Cameleon from our audit of interraitol over financial reportin
Cameleon is a whollpwned subsidiary whose total assets and total tmserepresent 4.3% and 6.4%, respectively, ofalaed consolidate
financial statement amounts as of and for the gaded December 31, 2014.

/sl PricewaterhouseCoopers LLP

San Jose, California
February 27, 2015
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PROS Holdings, Inc.

Consolidated Balance Sheets
(In thousands, except share amounts)

December 31,

2014 2013
Assets:

Current assets:

Cash and cash equivalents $ 161,01¢ $ 44,68t¢

Accounts and unbilled receivables, net of allowanic$868 and $1,060, respectively 71,09¢ 46,56¢

Prepaid and other current assets 8,07¢ 6,157

Restricted cash - current 10C 39,71¢
Total current assets 240,28¢ 137,12¢
Restricted cash - noncurrent — 10C
Property and equipment, net 15,78¢ 15,58"
Intangibles, net 20,19¢ 8,23:
Goodwill 21,56 7,024
Deferred tax assets - noncurrent, net of valualfmwance — 10,50¢
Other long-term assets 2,29( 1,251
Total assets $ 300,12' % 179,82¢

Liabilities and Stockholders’ Equity:

Current liabilities:

Accounts payable and other liabilities $ 10,56 $ 7,83¢

Accrued liabilities 5,35¢ 5,21(

Accrued payroll and other employee benefits 15,15 9,67¢

Deferred revenue 57,31 42,27
Total current liabilities 88,38¢ 65,00:
Long-term deferred revenue 1,121 2,971
Convertible debt, net 110,44 —
Other long-term liabilities 1,171 54¢€
Total liabilities 201,12t 68,52¢
Commitments and contingencies (Note 15)
Stockholders’ equity:

Preferred stock, $0.001 par value, 5,000,000 starg®rized none issued — —

Common stock, $0.001 par value, 75,000,000 shatherdzed; 33,477,810 and 32,606,228 she

issued, respectively; 29,060,225 and 28,188,64&shautstanding, respectively 34 33

Additional paid-in capital 134,37" 106,88(

Treasury stock, 4,417,585 common shares, at cost (13,939 (13,939

Accumulated (deficit) earnings (19,227 18,32¢

Accumulated other comprehensive loss (2,249) —
Total stockholders’ equity 98,99¢ 111,30¢
Total liabilities and stockholders’ equity $ 300,12 $ 179,82¢

The accompanying notes are an integral part of these consolidated financial statements.
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PROS Holdings, Inc.

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

Revenue:
License
Services
Subscription
Total license, services and subscription
Maintenance and support
Total revenue
Cost of revenue:
License
Services
Subscription
Total license, services and subscription
Maintenance and support
Total cost of revenue
Gross profit
Operating expenses:
Selling and marketing
General and administrative

Research and development
Acquisition-related
Impairment charges
(Loss) Income from operations
Other expense, net
(Loss) Income before income tax provision
Income tax provision (benefit)
Net (loss) income
Net loss attributable to non-controlling interest
Net (loss) income attributable to PROS Holdings, In
Net (loss) earnings per share attributable to PROIflings, Inc.:
Basic
Diluted
Weighted average number of shares:
Basic
Diluted

Other comprehensive (loss) income, net of tax:
Foreign currency translation adjustment
Other comprehensive (loss) income, net of tax
Comprehensive (loss) income
Comprehensive loss attributable to non-controllirtgrest
Comprehensive (loss) income attributable to PRORIiHgs, Inc.

The accompanying notes are an integral part of these consolidated financial statements.
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For the Year Ended December 31,

2014 2013 2012
$ 5851f $ 41,11¢  $ 32,96¢
49,22t 48,41: 35,63t
23,46¢ 9,221 9,05¢
131,208 98,74¢ 77,65¢
54,62: 46,08¢ 40,13¢
185,82 144,83 117,79:
242 282 244
39,95¢ 32,49: 24,32¢
7,33¢ 2,12¢ 1,257
47,53 34,89¢ 25,83(
10,55 8,23¢ 7,95¢
58,08¢ 43,13t 33,78¢
127,74 101,70: 84,00¢
62,15¢ 39,47¢ 29,98:
37,76: 24,04¢ 18,22t
43,17: 32,46° 27,61
3,01¢ 2,17¢ —
4,04( — —
(22,40) 3,53¢ 8,18(
(2,659 (265) (162)
(25,05¢) 3,27¢ 8,017
12,49: (179) 3,051
(37,55) 3,44¢ 4,96¢
(907) — —
$ (36,64) $ 3,446 $ 4,96¢
(1.29) 0.1z 0.1¢
(1.27) 0.11 0.17
28,91¢ 28,00: 27,36¢
28,91¢ 30,11¢ 28,42(
(2,249 — —
(2,249 — —
(39,800) 3,44¢ 4,96¢
(922) — —
$ (38,879 $ 3,446 $ 4,96¢
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PROS Holdings, Inc.
Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31,

2014 2013 2012
Operating activities:
Net (loss) income $ (37,55) % 3,44¢ % 4,96¢€
Adjustments to reconcile net income to net cashigeal by operating activities:
Depreciation and amortization 10,44: 4,307 2,28¢
Amortization of debt discount and issuance costs 32¢ — —
Share-based compensation 22,66¢ 16,27: 9,64t
Excess tax benefits on share-based compensation — (2,940 (1,686
Tax (shortfall) benefit from share-based compensati (110 2,931 1,57¢
Deferred income tax, net 12,63¢ (2,77¢) 962
Provision for doubtful accounts (292) 30C (326)
Impairment charges 4,04( — —
Changes in operating assets and liabilities:
Accounts and unbilled receivables (14,02¢) (7,492) (4,609)
Prepaid expenses and other assets (3,389 1,20¢ 2,21t
Accounts payable and other liabilities (3,109 2,88t (790
Accrued liabilities (1,080 1,00z 1,70C
Accrued payroll and other employee benefits 3,28¢ 1,05( 2,87¢
Deferred revenue 7,79¢ (3,21%) 5,831
Net cash provided by operating activities 1,75¢ 16,97: 24,65
Investing activities:
Purchase of property and equipment (7,499 (3,40)) (7,519
Acquisition of SignalDemand, net of cash acquired — (13,109 —
Acquisition of Cameleon Software, net of cash aeali (22,04¢) — —
Capitalized internal-use software development costs (2,305 (2,879 (2,019
Change in restricted cash 39,71¢ (39,389 —
Net cash provided by (used in) investing activities 7,86¢ (58,76¢€) (9,527)
Financing activities:
Exercise of stock options 1,10¢ 3,327 1,35¢
Excess tax benefits on share-based compensation — 2,94( 1,68¢
Proceeds from employee stock plans 33t — —
Tax withholding related to net share settlemenestricted stock units (13,089 (3,342 (2,819
Increase in Parent's ownership in Cameleon Software (6,147 — —
Payment of contingent consideration for Camelediw@oe (2,22%) = =
Proceeds from issuance of convertible debt, net 138,63: — —
Proceeds from issuance of warrants 17,10¢ — —
Purchase of convertible note hedge (29,41) — —
Debt issuance costs related to Revolver — — (250
Net cash provided by (used in) financing activities 106,30! 2,92t (24)
Effect of foreign currency rates on cash 40€ — —
Net increase (decrease) in cash and cash equivalent 116,33: (38,87() 15,10:
Cash and cash equivalents:
Beginning of period 44,68t¢ 83,55¢ 68,451
End of period $ 161,01¢ $ 4468¢ $ 83,55¢
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PROS Holdings, Inc.
Consolidated Statements of Cash Flows
(In thousands)
Supplemental disclosure of cash flow information:
Cash (paid) refund during period for:

Taxes $ 239 $ (27¢) $ 4,692

Interest $ (249 $ 87 $ (68)
Noncash investing activities:

Purchase of property and equipment accrued bytaidt $ 1,14C $ 2,048 % 1,42¢

The accompanying notes are an integral part of these consolidated financial statements.
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PROS Holdings, Inc.
Consolidated Statements of Stockholders’ Equity
(In thousands, except share data)

Common Stock Treasury Stock

Accumulated

Accumulated

Additional (Deficit) other Total
Paid-In Retained comprehensive Stockholders’
Shares Amount Capital Shares Amount Earnings loss Equity
Balance at December 31, 2011 27,01484 $ 31 $ 77,93¢ 4,417,58° $(13,93) $ 9,91¢ $ — $ 73,94
Exercise of stock options 126,60: — 1,35¢ — — — — 1,35¢
Restricted stock units net settlement 407,39¢ 1 (2,819 — — — — (2,819
Tax benefit from share-based compensation — — 1,574 — — — — 1,574
Noncash share based compensation — — 9,64t — — — — 9,64¢
Net income — — — — — 4,96¢€ — 4,96¢
Balance at December 31, 2012 27,54884 $ 32 $ 87,69¢ 4,417,58 $(13,93) $ 14,88 $ — $ 88,66¢
Exercise of stock options 354,97: 1 3,32¢ — — — — 3,327
Restricted stock units net settlement 284,82: — (3,342 — — — — (3,349
Tax benefit from share-based compensation — — 2,931 — — — — 2,931
Noncash share based compensation — = 16,27 — — — — 16,27:
Net income — — — — — 3,44¢ — 3,44¢
Balance at December 31, 2013 28,188,64 $ 33 $106,88( 4,417,58 $(13,93¢) $ 18,32t $ — $ 111,30:
Exercise of stock options 214,16: — 1,10¢ — — — — 1,10¢
Restricted and market stock net settlemen  644,02¢ 1 (13,089 — — — — (13,08¢)
Tax (shortfall) benefit from share-based
compensation — — (110 — — — — (110
Proceeds from employee stock plans 13,39: — 33t — — — — 33t
Proceeds from issuance of warrants — — 17,10¢ — — — — 17,10¢
Equity component of the Senior Notes
issuance, net — — 28,71« — — — — 28,71«
Purchase of convertible bond hedge — — (29,41 — — — — (29,41)
Noncash share based compensation — — 22,84¢ — — — — 22,84¢
Other comprehensive loss — — — — — — (2,249 (2,249
Net loss — — — — — (37,55)) — (37,55)
Net loss attributable to non-controlling
interest — — — — — (907) — (907)
Cumulative earnings previously allocated t
non-controlling interest ("NCI") and re-
allocated to Parent's equity
— — — — — 907 — 907
Balance at December 31, 2014 29,060,22 $ 34 $134,370 4,417,558 $(13,93) $ (19,22) $ (2,249 $ 98,99¢

The accompanying notes are an integral part of these consolidated 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, thtoutg operating subsidiaries (the "Company"), pdesgi big data softws
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 gartses across a range of industries, includingufaaturing, distribution, services, and travel.

2. Summary of Significant Accounting Policies

Principles of consolidation and basis of presentati

The Consolidated Financial Statements include ttmounts of the Company, and its whollyned subsidiaries. All significe
intercompany transactions and balances have b@amaled in consolidation. The Consolidated Finah8tatements of the Company h
been prepared in accordance with generally acceqmealinting principles in the United States ("GARP"

Certain reclassifications of previously recordedoants have been made to conform to the currentoghepresentation, su
reclassifications impacted the classification ofmponents of cost of revenue, but did not have gmaghon our results of operations, ¢
flows, or financial position.

Dollar amounts

The dollar amounts presented in the tabular dathairwthese footnote disclosures are stated in s of dollars, except per sk
amounts, or as noted within the context of eaclnioie 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 reporntemliats 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 percentageadmpletion 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, receivabamwance for doubtful accounts, useful lives séets, depreciation and amortization, the
value of assets acquired and liabilities assumedtisiness combinations, income taxes and defeéaedsset valuation, valuation of st
options, other current liabilities and accruedilitibs.

Cash and cash equivalents

The Company considers all highly liquid investmemith an original maturity of three months or ledshe time of purchase, or hi
the ability to be settled in cash within a periddttree months, to be cash equivalents. The Compasya cash management program
provides for the investment of excess cash balapecisarily in short-term 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, 2014 and 2013 . For additional in&diom on the Compang’fair value
measurements, see Note 9 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 the straightine method over the estimated useful lives ofdlsets. Application development stage costs géyénalude salaries a

Capitalized internal-use software is included iogarty and equipment, net in the Consolidated Ral&heets.

Impairment of long-lived assets

Long-ived assets are reviewed for impairment whenewmegvent or change in circumstances indicates keatarrying amount of
asset or group of assets may not be recoverabgiripairment review includes comparison of futuastcflows expected to be generate
the asset or group of assets with the associassdsasarrying value. If the carrying value of the assegroup 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. During the year ermgerember 31, 2014 , the Company recorded a fydairment of $4.0 milliorrelated ti
capitalized internalise software associated with the expected futwsk flaws. The Company did not record any impairnearges in any
the years ended December 31, 2013 and 2012 .

Intangible assets and goodwill

Intangible assets that have finite lives are amedtiover their useful lives and are reviewed fgraimment whenever events or char
in circumstances indicate that the carrying amaafnan asset may not be recoverable. During thisevevthe 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 operatisigitse changes in the use of the asset, cash #od®ther indicators of value. Management
determines whether the remaining useful life cargs1to be appropriate or whether there has beempairment of londived assets bas
primarily upon whether expected future undiscountesh flows are sufficient to support the assetsovery. If impairment exists, t
Company would adjust the carrying value of the &stair value, generally determined by a discedntash flow analysis.

Goodwill represents the excess of the purchaseidenagsion over the net of the acquisitidate fair value of identifiable ass
acquired, including identifiable intangible assetsd liabilities assumed in connection with bussnesmbinations. Goodwill is not amortiz
but is evaluated for impairment annually, or whesreevents or changes in circumstances indicate ttfetcarrying value may not
recoverable.

Gooduwill is assessed for impairment as of Noven#fepf each fiscal year, or more frequently if egeot changes in circumstan
indicate that the fair value of the Compasyéporting unit has been reduced below its cagrymlue. When conducting the annual gooc
impairment assessment, a three step process is Tsedirst step is to perform an optional qualtatevaluation as to whether it is more lik
than not that the fair value of the Companykporting unit is less than its carrying valusing an assessment of relevant events
circumstances. In performing this assessment, thapgany is required to make assumptions and judgmentuding but not limited to
evaluation of macroeconomic conditions as theyteeta the business, industry and market trendsyels as the overall future financ
performance of the reporting unit and future opaittes in the markets in which it operates. lisitdetermined that it is not more likely tt
not that the fair value of the reporting unit isdethan its carrying value, no additional testsraquiired to be performed in assessing goo
for impairment. However, if the Company concludéiseowise or elects not to perform the qualitatiesessment, the Company perforr
second step, consisting of a quantitative assessshgoodwill impairment. This quantitative assessirrequires us to estimate the fair valt
the reporting unit and compare the estimated faer to its respective carrying value (includingdwill) as of the date of the impairment t
The third step, employed for the reporting unitifigi the second step, is used to measure the anodamy potential impairment and comp:
the implied fair value of the reporting unit withet carrying amount of goodwill. Based on the resofl the qualitative review of goodw
performed as of November 30, 2014, the Companydiddentify any indicators of impairment. As sutie second and third steps descr
above were not necessary.
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Research and development

Research and development costs for software sotdistomers is expensed as incurred. These codtglénsalaries and person
costs, including employee benefits, thpdrty contractor expenses, software developmers,t@m allocation of facilities and deprecia
expenses and other expenses in developing newsdw@nd upgrading and enhancing existing solutions

Treasury stock

The Company is authorized to make treasury stoc&hases in the open market pursuant to the shpueatease program, which v
approved by its Board of Directors on August 280&@0The Company accounts for the purchase of trgatack under the cost method.
additional information on the Compasystock repurchase program, see Note 10 to theoGda®d Financial Statements. There wern
treasury stock repurchases for the years endednilmre31, 2014 , 2013 and 2012 .

Revenue recognition

The Company derives its revenue from the licenaimgjimplementation of software solutions and asgedisoftware maintenance .
support. To a lesser extent, the Company'’s reveraledes nonsoftware related hosting services. Gbmpanys arrangements with custom
typically include: (a) license fees paid for the ug software solutions either in perpetuity or aespecified term and implementation fee:
configuration, implementation and training serviees! (b) maintenance and support fees relatedctmieal support and software update
there is significant uncertainty about contract ptetion or collectability is not reasonably assynmevenue is deferred until the uncertain
sufficiently resolved or collectability is reasohatassured. In addition, revenue is recognized wpersuasive evidence of an arrangel
exists, delivery has occurred and fees are fixedeterminable.

In determining whether professional services reeestould be accounted for separately from liceagenue, the Compargvaluate
whether the professional services are considersenéal to the functionality of the software usilagtors such as: the nature of its softv
products; whether they are ready for use by theomesr upon receipt; the nature of professionalisesy the availability of services from ot
vendors; whether the timing of payments for licerseenue 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 sesviesenue should not be accounted for separataty ficense revenue, the licel
revenue is recognized together with the professieeaices revenue using the percentageanfipletion 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 method is measureithdypercentage of matays incurred during the reporting period as comgbaa
the estimated total mastays necessary for each contract for implementaifothe software solutions. The Company measure®noeanct
under the percentage-of-completion method using totn-day method based on current estimates ofdags to complete the project. 1
Company believes that for each such project, mas-dapended in proportion to total estimated rdaps at completion represents the t
reliable and meaningful measure for determining@egt’'s progress toward completion. Under our ditee arrangements, should a los:
anticipated on a contract, the full amount is rdedrwhen 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 entirentof the license, there is no renewal rate aedGbmpany has not established ve
specific objective evidence ("VSOE") of fair valder the maintenance on term licenses. For terrn$ieeagreements, revenue and
associated costs are deferred until the delivershefsolution and recognized ratably over the remgilicense term. Revenue from te
licenses represented approximately 2.9% , 3.6% B8 of total revenue for the years ended Decel®ber014 , 2013 and 2012
respectively.

For arrangements that include clooased services, the Company allocates the arramgeroasideration between the service
other elements and recognize the clbaded services fee ratably beginning on the daectistomer commences use of those service
continues through the end of the service term.

The Companys customer arrangements typically contain multgllements that include software license, professieamvices an
postimplementation maintenance and support. For meltgdément arrangements containing our nonsoftwamaces, the Company must
determine whether and when each element has bdierrdd; (2) determine fair value of each elemesing the selling price hierarchy
VSOE of fair value, third party evidence ("TPE"),BESP, as applicable, and (3) allocate the tatakpamong the various elements base
the relative selling price method.
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For multipleelement arrangements that contain software andofiwrege elements such as the Company's hostingcseoiferings
the Company allocates revenue between the sofavatesoftware related elements as a group and arsoftware elements based on a reli
fair value allocation. The Company determinesyaiue for each deliverable using this hierarchg atilize VSOE of fair value 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 basis.Cidmepany recognizes revenue from maintenance amagrgs ratably over the period
which the services are provided.

Revenue that has been recognized, but for whichCibrapany has not invoiced the customer, is recoatednbilled receivable
Invoices that have been issued before revenue dexs lecognized are recorded as deferred reverthe imccompanying consolidated bale
sheets.

Foreign currency

The Company has contracts denominated in foreigrecaies and therefore a portion of the Compsmgvenue is subject to fore
currency risks. Gains and losses from foreign cwydransactions, such as those resulting fronséteement of receivables, are classifie
other expense, net included in the accompanying@mated Statements of Comprehensive Income.

The functional currency of Cameleon is its localrency. The financial statements of this subsidimny translated into U.S. doll
using periodend rates of exchange for assets and liabilitissottical rates of exchange for equity, and averages of exchange for the pet
for revenue and expenses. Translation gains (Ipssesrecorded in accumulated other comprehensizeme (loss) as a componen
stockholders’ equity.

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"), whichttaarize the discretionary granting of various typdsstock awards to key employe
officers, directors and consultants. The 1999 S#leln was terminated in March 2007 for purposegrafnting any future equity awards. -
2007 Stock Plan was adopted in March 2007. The @ompmay provide noncash share based compensatmmgththe grant of: (i) restrict
stock awards; (ii) restricted stock unit awards) §tock options; (iv) stock appreciation righfg) phantom stock; and (vii) performance awe
Also in February 2014, the Company granted inducgra@ards in an aggregate amount of up to 308sRa@es in accordance with NYSE F
303A.08. These inducement awards were in the fdrRSUs and MSUs granted to our recently appointe@f@perating Officer and RS!
granted to certain new employees in connection aithacquisitions of Cameleon and SignalDemand.

To date, the Company has granted stock optionsk stppreciation rights, restricted stock units,eitrased and performance ba
and market stock units. The Company issues comnaah from its pool of authorized stock upon exezaid stock options, settlement of st
appreciation rights and market stock units or upesting of restricted stock units. The followingol& presents the number of aws
outstanding for each award type as of Decembe2@®14 and 2013 :

Year Ended December 31,

Award type 2014 2013

Stock options 961 1,16(C
Restricted stock units (time based) 1,830 1,54
Restricted stock units (performance based) 34 —
Stock appreciation rights 673 721
Market stock units 444 46¢
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Sock options. The Company did not grant stock options during 28id 2013 The fair value of each stock option was estimate
the date of grant using the Black-Scholes optiocing model.

Restricted stock units. The 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

Sock appreciation rights. Stock appreciation rights ("SARs") will be settliedstock at the time of exercise and vest over far:
from the date grant. The Company used the Bicieles 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 dfigrical volatility and the average volatility obmparable companies. The expected Ii
the SARs noncash share based payment awards stoaidal weighted average of the expected livesimilar securities of comparable pul
companies. The risk-free interest rate assumptdoased on observed interest rates appropriatidoterms of the Compars/awards. Tt
dividend yield assumption is based on our expeauiaif paying no dividends.

Market stock units. The market stock units ("MSUs") are performancesdaawards that vest based upon the Comgarsfative
shareholder return. The actual number of MSUswhihtbe eligible to vest is based on the total sfaider return of the Company relative
the total shareholder return of the Russell 20Q@Ein("Index") over a thregear period ending December 31, 2015, Decembe2@16 an
June 30, 2017 ("Performance Period"), respectivihe MSUs granted in 2013 vest on January 1, 286 the MSUs granted in 2014 ves
January 1, 2017 and July 1, 2017, respectively. mhgimum number of shares issuable upon vestirp@6of the MSUs initially grante
based on the average price of our common stockveltn the Index during the Performance Periode Tompany estimates the fair valu
MSUs on the date of grant using a Monte Carlo sitimh model. The determination of fair value of M18Us is affected by the Company’
stock price and a number of assumptions includiregeixpected volatility of the Company’s stock ahne Index, its riskree interest rate a
expected dividends. The Compasigxpected volatility at the date of grant was damethe historical volatilities of the Company ahd Inde:
over the Performance Period.

As the Company issues stooktions and SARs, it evaluates the assumptions tesedlue our stock option awards and SAR
factors change and the Company employs differentraptions, noncash share based compensation expenyséiffer significantly from whi
has been recorded in the past. If there are anyficatibns or cancellations of the underlying uneekssecurities, the Company may be reqt
to accelerate, increase or cancel any remainingraed noncash share based compensation expensee Rahcash share based compens
expense and unearned noncash share based commensditincrease to the extent that the Companyntgradditional equity awards
employees.

At December 31, 2014 , there were an estimateds$#8lion of total unrecognized compensation costs relatatiwash share bas
compensation arrangements. These costs will begnized over a weighted average period of Yeérs. For further discussion of
Company'’s noncash share based compensation pénblate 11 to the Consolidated Financial Statements

Product warranties

The Company generally issues warranties for 90 #al@mving the first use of the software in a pratlan environment, depending
the contract, for software licenses and implementatervices. In the Company’s experience, warransts have been insignificant.

Income taxes

The Company uses the asset and liability meth@ttount for income taxes, including recognitiordeferred tax assets and liabilii
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 tass@l not be realized. Changes in the valuatiboveance from period to period are include:
the Company'’s tax provision in the period of change

The Company accounts for uncertain income tax jpositrecognized in an enterprisdinancial statements in accordance witt
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
recognition, classification, interest and penalt@scounting in interim periods, disclosures arahgition. The Company recognized acc
interest and penalties related to income taxes esngponent of income tax expense. For addition@rimation regarding the Compasy’
income taxes, see Note 12 to the Consolidated Eiab&tatements.

Segment reporting
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The Company reports as one operating segment hétChief Executive Officer ("CEQ") acting as then@any’s chief operatin
decision maker. The CompasyCEO reviews financial information presented aroasolidated basis for purposes of allocating resssuan
evaluating financial performance. The Company haggle reporting unit, and there are no segmemtagers who are held accountable
operations, operating results or components betewonsolidated unit level.

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@nd@iuted 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 exefcsseck 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 ditlarnings (loss) per share as the effect wouldntiedilutive. Accordingly, basic and dilut
net loss per share are identical.

Recent accounting pronouncements

In May 2014, the FASB issued Accounting Standargddte (ASU) 20149, "Revenue from Contracts with Customers (Toi6)6
which supersedes nearly all existing revenue retiognguidance under GAAP. The new guidance willdffective for fiscal 2017, includit
interim periods within that reporting period, usimige of two prescribed retrospective methods. Nly ealoption is permitted. The Compan
currently in the process of evaluating the impakcthe adoption of ASU 20189 on their consolidated financial statements agldte
disclosures.

3. Business Combination
Cameleon Software, SA

In October 2013, the Company entered into a tewdfer agreement with Cameleon, indicating the Comyfsaintent to acqui
Cameleon through the tender offer for all of théstanding share capital of Cameleon in an all ¢ester offer. In January 2014, the Comg
announced that the initial tender offer for Camelews successful and upon completion of the intgaber offer, the Company control
81.7% of Cameleon’s common stock and 94.0% of Ceom&d outstanding warrants, inclusive of the commitraefiom Cameleor
management regarding their Cameleon free sharea.r@sult of shares purchased by the Company imt&et following the completion
the tender, the Company's exercise of Cameleoranarin July 2014, and the Company's completica gécond tender in November 2014
Company controlled 100% of Cameleon's common stagkof December 31, 2014 The Company acquired Cameleon for total
consideration of approximately $32 million , netcakh acquired.

During the year ended December 31, 2014 , the Comipeurred acquisition-related costs of $1.7 millj consisting primarily of tF
cost for the retention of key employees, and adyisad legal fees.

The Company recorded revenue for Cameleon of appedgly $11.9 millionin the consolidated statement of operations froe
acquisition date through December 31, 2014 .

All of the assets acquired and the liabilities assd in the transaction have been recognized at fiogjuisition date fair values
January 8, 2014.

The acquisition initially resulted in $16.2 milliasf goodwill. During the year ended December 31120the fair value of the oth
tangible assets and liabilities was increased asdlted in a net change in goodwill of $0.5 million

The allocation of the purchase price for Camelsampidated as follows (in thousands):
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Cash and cash equivalents $ 7,08¢
Accounts receivables 10,39¢
Prepaid and other assets 1,41¢
Intangible assets 18,65
Goodwill 15,717
Accounts payable and accrued liabilities (12,539
Deferred revenue (5,399
Non-controlling interest (6,209

Net assets acquired $ 29,13¢

The following are the identifiable intangible assatquired and their respective useful lives (ou#ands):

Useful Life
Amount (years)
Trade Name $ 1,02( 8
Customer Relationships 1,45¢ 2-5
Maintenance Relationships 3,80¢ 8
Developed Technology 11,147 7
Other 1,22: 2

Total $ 18,65:

In performing the purchase price allocation, thenpany considered, among other factors, its antiegpéuture use of the acquil
assets, analysis of historical financial perforngarand estimates of future cash flows from Camedeproducts and services. The alloce
resulted in acquired intangible assets of $18.7ianil. The acquired intangible assets consisted of deeel technology, customer ¢
maintenance relationships, trade name and othewanel valued using the income approach in whichaftertax cash flows are discountec
present value. The cash flows are based on esSmested to price the transaction, and the discoatesrapplied were benchmarked \
reference to the implied rate of return from trenaction model as well as the weighted averageofasapital. Additionally, the Compa
assumed certain liabilities in the acquisition,luding deferred revenue to which a fair value of4$Biillion was ascribed using a cqst<
profit approach.

Liabilities assumed include $2.7 million relatedtt®e Company's offer to pay an additional €0pE$ share cash premium to
Cameleon stock and warrant holders tendering gfgires and warrants in the initial tender offehé Company acquired at least 98%dhe
share capital and voting rights of Cameleon onllg fliluted basis on or before December 31, 2017 Tompany recorded this liability at |
value as the Company expected to meet this thréghvar to December 31, 2014. The Company settiedcbntingent liability related to t
share premium in December 2014 for $2.2 million addition, the net assets acquired include coatihgonsideration of $1.4 milliorelatec
to the committed purchase of free shares owneddmyelzon management.

Goodwill of $15.7 millionrepresents the excess of the purchase price ovdaithvalue of the underlying net tangible andhiifeable
intangible assets, and represents the expectedgsstie benefits of the transaction, the knowledge experience of Cameleon's workforc
place, and the expectation that the combined coypaomplementary products will significantly braad the Compang CPQ solutio
offering. The Company believes the combined compaifiyoenefit from a broader global presence aniihwthe Companys direct sales fort
and larger channel coverage, significant crosingetlpportunities. None of the goodwill is expectede currently deductible for tax purpo:
In accordance with applicable accounting standagydedwill will not be amortized but instead will bested for impairment at least annu:
or, more frequently if certain indicators are prasén the event that the management of the condbamenpany determines that the valu
goodwill has become impaired, the combined compailyincur an accounting charge for the amount leé impairment during the fisc
quarter in which the determination is made.

SignalDemand, Inc.

In December 2013, the Company acquired SignalDeplandfor total cash consideration of $13.5 mitlio
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During the year ended December 31, 2014 and 2648 Company incurred acquisition-related costsl1o8 $nillion and $0.4 million
respectively, consisting primarily of the cost foe retention of key employees, and advisory agdll&ees.

The Company recorded revenue for SignalDemand pfoagmately $8.7 million and $0.2 milliom the consolidated statement
operations for the year ended December 31, 2012ah8 , respectively.

All of the assets acquired and the liabilities assd in the transaction have been recognized at #ogjuisition date fair values
December 16, 2013.

The acquisition initially resulted in $7.0 millioof goodwill. During the year ended December 31,£201he fair value of the oth
tangible assets and liabilities were adjusted asdlted in a net change of $0.2 million to goodwill

The final allocation of the total purchase price $agnalDemand is as follows (in thousands):

Current assets $ 881
Deferred tax asset - current 2,752
Noncurrent assets 19z
Intangibles 8,30(
Goodwill 7,17¢
Deferred tax asset - noncurrent 2,44
Accounts payable and accrued liabilities (1,560
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 purchase price allocation, thenPany considered, among other factors, its intenfiio future use of the acquir
assets, analyses of historical financial perforrrarand estimates of future cash flows from SignaiBed's products and services.
allocation resulted in acquired intangible assét$&3 million. The acquired intangible assets consisted of deeel 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 wenetimarked with reference to the imp
rate of return from the transaction model as welihee weighted average cost of capital. Additigndlie Company assumed certain liabilitie
the acquisition, including deferred revenue to Wradfair value of $6.7 million was ascribed usingpat-plus profit approach.

The Company assumed $5.2 milliof net deferred tax assets at the acquisition dete. deferred tax assets primarily relate tc
operating losses and other expenses accrued bakpensed for tax purposes.

The excess of the purchase price over the estinaatexints of net assets as of the effective dateeohcquisition was allocated
goodwill. The factors contributing to the recogmitiof the amount of goodwill are based on sevdrateggic and synergistic benefits that
expected to be realized from the SignalDemand aitipri. These benefits include the expectation tiaicombined compans’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 Information
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The unaudited financial information in the tabléose summarizes the combined results of operatidritkeo Company, Cameleon ¢
SignalDemand, on a pro forma basis, as though tdrap@ny had acquired Cameleon and SignalDemandraradal, 2013. In addition, t
unaudited financial information in the table belmeludes the effect of SignalDemand as if it hadused as of January 1, 2012. The pro fc
information for all periods presented also includies effect of business combination accounting Itiegufrom the acquisition, includir
amortization charges from acquired intangible asset

Year Ended December 31,

(in thousands) 2014 2013 2012

Total revenue $ 186,08: $ 168,97: $ 120,34!
Net loss attributable to PROS Holdings, Inc. (36,77¢ (3,647 (3,252
Earnings per share - basic and diluted $ .27y % (0.139) % (0.17)

4. Non-controlling interest

The following table presents a rollforward of trenrcontrolling interest from the date of acquisitiot Cameleon on January 8, 2014
through December 31, 2014 (in thousands):

Beginning balance as of January 8, 2014 $ 6,20
Change in Parent's ownership in the subsidiaryphetimulative earnings previously allocated to N@Gd re-

allocated to Parent's equity (5,282
Net loss allocated to non-controlling interest (907)
Foreign currency translation adjustment (15)
Ending balance as of December 31, 2014 $ —

5. Goodwill and Intangible Assets

The change in the carrying amount of goodwill fog yyears ended December 31, 2014 and 2013 , wabaasgs (in thousands):

Balance as of December 31, 2012 $ =
Goodwill acquired 7,02¢
Balance as of December 31, 2013 7,024
Goodwill acquired 15,717
Purchase accounting adjustments 151
Foreign currency translation adjustments (1,329
Balance as of December 31, 2014 $ 21,56¢

The increase in goodwill for the year ended Decerthe 2014was primarily the result of the acquisition of Cdeo®. The goodwi
balance related to Cameleon is denominated in maaéncy.

The increase in goodwill for the year ended DecerBie2013 was a result of the acquisition of SiDeanand.
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Intangible assets consisted of the following aBe¢ember 31, (in thousands):

Weighted average

December 31, 2013

Gross Carrying

Accumulated

Net Carrying

useful life (years) Amount Amortization Amount
Developed technology 7 4,600 $ 27 4,57:
Internally developed technology 16C 3 157
Customer relationships 8 3,50( 37 3,46:
Trade name 2 4C 1 39
Total 8,30C $ 68 8,23:

Weighted average

December 31, 2014

Gross Carrying

Accumulated

Net Carrying

useful life (years) Amount Amortization* Amount
Developed technology 7 $ 14567 $ 2,08: 12,48"
Internally developed technology and other 1,25¢ 62C 634
Maintenance Relationship 8 3,591 78¢ 2,80z
Customer relationships 7 4,85: 1,39¢ 3,45¢
Trade name 8 952 13z 81¢
Total $ 25217 % 5,022 20,19¢

*Cumulative foreign currency translation adjustnsereflecting movement in the currencies of theeaunlyihg entities, decreased total intangible asbg

approximately $1.5 million as of December 31, 2014.

Customer relationships are amortized over a pedaading from two to eight years. Trade names arertined over a period rangi

from two to eight years.

Intangible asset amortization expense for the yeaded December 31, 2014 and 2013 was $5.2 mdlah$0.1 million, respectively
As of December 31, 2014he expected future amortization expense forattwpuired intangible assets for each of the fiveseding years al

thereafter was as follows (in thousands):

Year Ending December 31, Amount
2015 $ 4,42¢
2016 3,25¢
2017 3,00
2018 3,00(
2019 2,87:
Thereafter 3,63¢
Total amortization expense $ 20,19t
6. Accounts receivable and contracts in progress
Accounts receivable at December 31, 2014 and 26a8sists of the following:
December 31,
2014 2013
Accounts receivable $ 64,00 $ 40,84:
Unbilled receivables 7,95¢ 6,78¢
Total receivables 71,96 47,62¢
Less: Allowance for doubtful accounts (86¢) (2,060
Accounts receivable, net $ 71,09t $ 46,56¢
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The bad debt expense reflected in general and &straitive expenses in the accompanying Consolid&tatements of Comprehens
Income for the years ended December 31, 2014 , 20132012 , totaled approximately $(0.1) millio§0.4 million and $(0.3) million
respectively.

Activity related to contracts in progress at Decenil, 2014 and 2013 , is summarized as follows:

December 31,

2014 2013
Costs and estimated earnings recognized to date $ 349,87 % 221,90!
Progress billings to date (400,349 (260,377
Total $ (50,47 $ (38,467

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, 2014 &t 285 follows:

December 31,

2014 2013
Unbilled receivables $ 7,95¢ $ 6,78¢
Deferred revenue (58,439 (45,25)
Total $ (50,47 $ (38,46)

At December 31, 2014 and 2013 , the Company hadoajppately $20.2 million and $11.4 million respectively, in deferr
maintenance and support revenue, which is refleatede within deferred revenue and progress billing

7. Earnings per share

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

For the Year Ended December 31,

2014 2013 2012

Numerator:

Net (loss) income attributable to PROS Holdings, In $ (36,649 % 3,44¢ 3 4,96¢
Denominator:

Weighted average shares (basic) 28,91t 28,00« 27,36¢

Dilutive effect of stock options, restricted staskits and stock appreciation

rights — 2,11C 1,054

Weighted average shares (diluted) 28,91t 30,11« 28,42(

Basic earnings per share $ a.27) $ 0.1z $ 0.1¢

Diluted earnings per share $ .27 $ 011 % 0.17

Approximately 452,000 , 14,000 and 416,000 potential common shares have not been considerdte diluted earnings f
calculation for the years ended December 31, 2@D43 and 2012 , respectively, as the effect wbeldnti-dilutive.

Since the Company will settle the principal amoohbur Senior Notes (see Note 13) in cash, thestngastock method is used
calculating any potential dilutive effect of thens@rsion spread on diluted net income per shaappficable. The conversion spread will h
a dilutive impact on diluted net income per shdreamnmon stock when the average market price ofrcomstock for a given period exce
the conversion price of $33.79 per share.

8. Property and equipment, net

Property and equipment, net as of December 31, 2084013 consists of the following:
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December 31,

Estimated useful life 2014 2013

Furniture and fixtures 7-10 years $ 2874 % 2,42
Computers and equipment 3-5 years 15,66: 10,851
Software 2-6 years 5,06¢ 4,322
Capitalized internal-use software development costs 3 years 2,63¢ 5,06¢
Leasehold improvements Shorter of lease term

or useful life 5,62¢ 4,56¢
Construction in progress 5 30t
Property and equipment, gross 31,87 27,53¢
Less: Accumulated depreciation and amortization (16,085 (12,957
Property and equipment, net $ 15,78¢ $ 15,58’

Depreciation and amortization was approximateld$6illion , $4.2 million and $2.2 million for theeprs ended December 31, 2014
2013 and 2012 , respectively. During the year eridecember 31, 2014the Company had no disposal of fully depreciassets. During ti
years endeDecember 31, 2013 and 2012 , the Company disposegpyoximately $1.5 million and $0.8 millionrespectively, of full
depreciated assets. As of December 31, 2014 angl 2t Company had approximately $6.7 million &3 million, respectively, of full
depreciated assets in use.

During the years ended December 31, 2014 and 20ft® ,Company capitalized internage software development costs
approximately $2.5 million and $3.1 million , resfieely, related to its cloud-based offerings. Dgrihe years ended December 31, 2814
2013 , approximately $1.6 million and $1.7 milliorrespectively, of capitalized internase software development cost were subje
amortization. Included in accumulated depreciataord amortization is approximately $0.2 million af6.5 million , respectively, ¢
amortization related to capitalized internal-ustiveare development costs.

During the year ended December 31, 2014 , the Coynpecorded $4.0 millioof impairment charges related to internally devet
software. The impairment resulted from a reductibprojected cash flows for product groups basedewisions to the Company's projecti
during the year and was recorded to reduce thgingrvalue to fair value. This reduction reflecidthnges to the Company's plans for ce
product groups in connection with the integratidnaoquisitions and changes in future product laescand support. No impairment \
recorded for the years ended December 31, 2012@t2i, respectively.

9. Fair value measurements

The Company adopted fair value measurements gugdmndinancial and nonfinancial assets and liibsi The guidance defines 1
value, establishes a framework for measuring faiwe 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 tears liability, in an orderl
transaction between market participants. The guiglastablishes a fair value hierarchy for valuatigruts that gives the highest priority
quoted prices in active markets for identical ass#tliabilities 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 dgeovable, either directly
indirectly, for substantially the full term of tlasset 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, 2014 and 2013, the Company harbaippately $135.3 million and $21.0 millidnvested 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, whiatesepts level 1 in the fair value hierarchy. ThenPany's
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diversified money market funds, treasury money reaflnds and shoterm investments have a fair value that is not nadlg different fron
its carrying amount. The fair value of the Compar8enior Notes is classified in the Level 2 higngrc

10. Stockholders’ equity
Stock repurchase

On August 25, 2008, the CompasyBoard of Directors approved a stock repurchasgram that authorized the Company to purc
up to $15.0 million of the Company’s outstandingr&s of common stock. Under the boapproved repurchase program, share purchase
be made from time to time in the open market cough 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 commensspended at any time or from time to time witharidr notice.

The Company did not repurchase any shares undepldm for the years ended December 31, 2014 ab8.Zhhe remaining amou
available to purchase common stock under this w1 $10.0 million as of December 31, 2014 .

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

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

1999 Sock Plan . Under the 1999 Stock Plan, the Company is authdri@egrant options to purchase shares of commak toits
employees, directors and consultants at the Comgpaligcretion. The Compang’1999 Stock Plan was terminated in March 200pimpose
of granting any future equity awards. There wegeiésl and outstanding stock options to purchase233shares of the Compasytommo
stock under the 1999 Stock Plan as of Decembe2@®@Y .

2007 Sock Plan. The 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 iseéntled to make available incentives that will héle Company to attra
retain and reward employees whose contributionseasential to its success. Under the 2007 Stoak, e Companyg employees, officel
directors and other individuals providing servibteshe Company or any of its affiliates are eligibb receive awards. The 2007 Stock Plar
an evergreen provision that allows for an annuetidase equal to the lesser of (i) 3.5% of the Cawyipabutstanding shares (ii) 900,080Rare
or (iii) any lesser amount determined by the Conspéon Committee of the Board of Directors. The @any may provide these incenti
through the grant of: (i) restricted stock awar@3;restricted stock unit awards; (iii) stock aptis; (iv) stock appreciation rights; (v) phan
stock; and (vii) performance awards.

In February 2014, the Company increased the numbshares available to grant by 900,00tder the evergreen provision in
Company’s 2007 Stock Plan, increasing the numbareshreserved for issuance to 8,168,000 . As oeldeer 31, 2014 the Company h:
outstanding equity awards to acquire 3,634,758eshaf its common stock held by the Compamgtmployees, directors and consultants L
the 2007 Stock Plan. Included in the outstandingitgcawards are 961,377 of stock options, 1,631,018Us, 673,068 SARs arg69,27.
MSUs held by the Company’s employees, directorscamgultants. As of December 31, 2014 , 867,%088res remain available for grant ur
the 2007 Stock Plan. As of December 31, 2014 ethere no restricted stock awards or phantom ssstied under the 2007 Stock Plan.

In February 2014, the Company granted inducemeatdsyn an aggregate amount of up to 308 sttres in accordance with NY
Rule 303A.08. These inducement awards were indhm bf RSUs and MSUs granted to our recently agpdiChief Operating Officer a
RSUs granted to certain new employees in connegtitin our acquisitions of Cameleon and SignalDemaksl of December 31, 2014the
Company had outstanding equity inducement awardsctuire 308,25@hares of its common stock held by the Companyisi@mes an
officers. Included in the outstanding equity awaads 233,250 RSUs (time and performance basedyz000 MSUs.

Noncash share based compensation expense formahsio share based payment awards granted is dederiphsed on the gragdte
fair value of the award. The Company recognizespmnsation expense, net of estimated forfeitureschwrepresents noncash share b
awards expected to vest on a straigie-basis over the requisite service period ofatvard, which is generally the vesting term. Nohcstgar
based awards typically vest over four years. Stouions are generally granted for a tgar term. The Company estimates forfeiture
based on its historical experience for grant yedrere the majority
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of the vesting terms have been satisfied. Changestimated forfeiture rates are recognized thraughimulative catchip adjustment in tt
period of change and thus impact the amount of asmshare based compensation expense to be resbgmiziture periods.

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, 2014 , 2013 and 2012 .

For the Year Ended December 31,

2014 2013 2012

Share-based compensation:
Cost of revenue $ 3,46¢ $ 2,071 % 1,45]

Operating expenses:

Selling and marketing 5,14z 3,83¢ 2,33t
General and administrative 9,37t 7,05¢ 3,93¢
Research and development 4,67¢ 3,13¢ 1,921
Total included in operating expenses 19,19¢ 14,02¢ 8,19«
Total share-based compensation expense $ 22,66 $ 16,09¢ $ 9,64t

At December 31, 2014 , there was an estimated $48lién of total unrecognized compensation costs relatetbtaash share ba:s
compensation arrangements. These costs will bgnéxed over a weighted average period of 2.4 years.

Stock Options:
The following table summarizes the Company’s stogtion activity for the year ended December 31,4201
Weighted
average
Number of Weighted remaining Aggregate
shares average contractual intrinsic
under option exercise price term (year) value (1)
Outstanding, December 31, 2013 1,16C $ 11.1z
Granted — —
Exercised (196 7.37
Forfeited — —
Expired 3) 14.9:
Outstanding, December 31, 2014 91 $ 11.87 2.80 $ 15,00¢
Vested and exercisable at December 31, 2014 961 $ 11.8% 280 $ 15,00¢

(1) The aggregate intrinsic value was calculatesttian the positive difference between the estiunfatie value of the Company’common stock ¢
December 31, 2014 of $27.48 and the grant date/die.

For the years ended December 31, 2014 and 288spectively, the Company did not grant any stmufions. The total intrinsic val
of stock options exercised for the years ended Dbee 31, 2014 , 2013 and 2012 was $4.5 million .2 $%illion and $0.6 million,
respectively.

RSUs:

The Company has granted RSUs under the 2007 StaokaRd as part of the February 2014 inducementdsagrant. RSUs inclu
both time-based awards as well as performdrased awards in which the number of shares thaave$ased upon the revenue expected
earned by the Company from binding customer agratsrier the provision of CPQ solutions. Generathg timebased RSUs granted
employees, directors and consultants vest in ezualial installments over a one to four year peiioth the grant date. ADecember 31, 20:
there were 1,864,291 shares related to RSUs oditethand unvested.

The following table summarizes the Company's uee&SUs as of December 31, 2Qlahd changes during the year then endt
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, 2013 154: $ 18.2¢
Granted 1,02¢ 33.4¢
Vested (582) 17.4:
Forfeited (12%) 25.2¢
Unvested at December 31, 2014 1,86¢ $ 26.67 465 $ 51,23:
Expected to vest at December 31, 2014 1,82 $ 26.6( 464 $ 50,067

(1) The aggregate intrinsic value was calculateskban the fair value of the Company’s common sttbecember 31, 2014 of $27.48 .

The weighted average grant-date fair value of tiBJR granted during the years ended December 34 2@D13 and 201%vas
$33.46 , $20.08 and $18.65 , respectively.

SARs:

The Company has granted SARs under the 2007 Stack Phe SARs will be settled in stock at the tiofeexercise and vest fc
years from the date of grant subject to the rent’s continued employment with the Company. The nurolbshares issued upon the exet
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, 2014 :

Weighted
average
Stock Weighted remaining Aggregate
appreciation average contractual intrinsic value
rights exercise price term (year) (2)
Outstanding, December 31, 2013 721 % 10.7¢
Granted — —
Exercised (48) 10.5¢
Forfeited — —
Expired — —
Outstanding, December 31, 2014 67 $ 10.7¢ 582 $ 11,26(
Exercisable at December 31, 2014 66z $ 10.7¢ 581 $ 11,08:
Vested and expected to vest at December 31, 2014 67 9 10.7¢ 582 $ 11,26(

(1) The aggregate intrinsic value was calculatesttiaon the positive difference between the estinfate value of the Company’common stock ¢
December 31, 2014 of $27.48 and the exercise pfittee underlying SARs.

The Company did not grant SARs in 2014 , 2013 &iP2

MSUs:

I n 2014 , 2013 and 201,2he Company granted MSUs to certain executivelssaemior level employees under the 2007 Stock &
as part of the 2014 inducement awards grant. Thedvi8e performance-based awards that vest basedt@ompany relative sharehold
return. The actual number of MSUs that will be iblig to vest is based on the total shareholdermedfi the Company relative to the tc
shareholder return of the Index over over a twehoeeyear period ending December 31, 2013, Decembe®15, December 31, 2016 ¢
June 30, 2017 ("Performance Period"), respectivEfie MSUs granted in 2012 vested on January 1,,2084MSUs granted in 2013 vest
January 1, 2016, and the MSUs granted in 2014aredanuary 1, 2017 and July 1, 2017. The MSUs maximumber of shares issuable u
vesting is 200% of the MSUs initially granted.
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Weighted
Weighted average
average remaining Aggregate
Number of grant date fair contractual intrinsic
unvested awards value term (year) value (1)
Unvested at December 31, 2013 46¢ 34.2¢
Granted 19¢ $ 48.5¢
Exercised (20%) 26.0¢
Forfeited (18) 43.07
Expired — —
Unvested at December 31, 2014 444  $ 44.0: 6.30 $ 12,20¢

(1) The aggregate intrinsic value was calculatesttiaon the positive difference between the estinfatie value of the Company’common stock ¢
December 31, 2014 of $27.48 and the grant dateddie of the underlying MSUs.

The Company estimates the fair value of MSUs ondtite of grant using a Monte Carlo simulation modéke 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 wased 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 Carlautition model for MSUs granted during DecemberZiil4 , 2013 and 201&e a
follows:

For the Year Ended December 31,

2014 2013 2012
Volatility 50.86% 57% 61%
Risk-free interest rate 0.68% 0.35% 0.28%
Expected option life in years 2.88 2.84 1.9

Dividend yield — — —

The assumptions related to fiscal year 2014 arsepted on weighted average basis for the varioasdsagranted throughout the
period.

Employee stock purchase plan:

In June 2013, the Board of Directors authorizedmployee Stock Purchase Plan (“ESPRHich provides for eligible employees
purchase shares on an after-tax basis in an anhetiween 1% and 10% of their annual pay: (i) on Bthef each year at a 5éfiscount of th
fair market value of our common stock on Januaoy June 30, whichever is lower, and (ii) on Decenfeof each year at a S8ftscount o
the fair market value of our common stock on Julyr December 31, whichever is lower. An employeg mat purchase more than $5,000
either of the six-month measurement periods desdrdbove or more than $10,000 annually. Duringyte ended December 31, 201the
Company issued 13,392 shares under the ESPP. Bsagmber 31, 2014 , 486,66Bares remain authorized and available for issuande
the ESPP. As of December 31, 2014 , the Company dmgbroximately $0.4 millioron behalf of employees for future purchases unide
ESPP and this amount was recorded in accrueditiabiin the Company's consolidated balance sheet.

12. Income taxes

The income tax provision (benefit) consisted offiiowing for the years ended December 31, 202@13 and 2012 :
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Year Ended December 31,

2014 2013 2012
Current:
Federal $ (935 $ 244¢ 3 2,01t
State and Foreign 79C 16C 74
(145) 2,60¢< 2,08¢
Deferred:
Federal 12,33« (2,65)) 1,03(
State 304 (12€) (68)
Income tax provision (benefit) $ 12,49: % 173 $ 3,051

The differences between the effective tax rateleetfd in the total provision for income taxes &nel U.S. federal statutory rate
34% for the years ended December 31, 2014 , 2042012 , respectively, were as follows:

Year Ended December 31,

2014 2013 2012
Provision at the U.S. federal statutory rate $ (8,520) $ 1,11 $ 2,72¢
Increase (decrease) resulting from:
State income taxes, net of federal taxes 49 (583) (84)
Nondeductible expenses 653 23t 214
Acquisition-related expense 434 60¢€ —
Purchase accounting - Statutory to GAAP incomestdjant 99C — —
Foreign Tax Expense 837 13t 111
Domestic production activities — 47 (14¢€)
Nondeductible noncash share based compensation 1,78¢ 1,30¢ 622
Incremental benefits from prior years' tax credits 59 (1,259 (439
Incremental benefits for tax credits (3,259 (2,16%) (117
Change in tax rate/income subject to lower taxsrated other (40) (30) 15¢
Change in valuation allowance 19,50¢ 50¢ —
$ 12,49 % (173 $ 3,051

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 jzion of 50% , a benefit of 5% and a provision 8#@for the years endddecember 3:
2014 , 2013 and 2012 , respectively. During the wealed December 31, 2014 Company's effective tax rate was impacted kbglaatior
allowance, nondeductible officer's compensation@hdr nondeductible expenses, partially offsetheyR&E credit.

As of December 31, 2014 and 2013 , the Companyamathcome tax receivable of approximately $1.4 iomlland $0.6 million,
respectively, which is classified as prepaid arffeepturrent assets in the accompanying Consolidéémhce Sheet. As @ecember 31, 20:
and 2013, the Company had approximately $0.8onilind $0.1 million of foreign tax credits ("FTCljising from foreign taxes paid.
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The tax effects of temporary differences that gise to significant portions of the deferred tageds and liabilities as &iecember 31
2014 and 2013 are as follows:

Year Ended December 31,

2014 2013
Current deferred tax assets:
State deferred $ 18t % (7
Accruals not currently deductible 17¢ (297
Current deferred revenue 1,66¢ 2,601
Total current deferred tax assets 2,027 2,40:
Less: valuation allowance (1,959 (270
Total current deferred tax assets 74 2,13¢
Noncurrent deferred tax (liability) assets:
Property and equipment (2,186 (1,786
Noncash share based compensation 9,09¢ 7,80¢
State deferred 217 29z
Capitalized software (897) (1,547)
Amortization (2,199 (2,366
R&E tax credit carryforwards 4,31¢ 2,70¢
Deferred revenue 56 431
Federal Net Operating Losses ("NOLs") 5,73: 4,72¢
State NOLs 537 81:<
State Credits 1,24( 50¢
Foreign NOLs 10,11: —
Foreign tax credit carryforward 837 —
Other (22) —
Total noncurrent deferred tax assets 26,84¢ 11,59:
Less: valuation allowance (26,919 (1,087
Total noncurrent deferred tax (liability) assets (74) 10,50¢
Total net deferred tax assets $ — % 12,63¢

The current net deferred tax assets and noncunegntleferred tax liability are classified as prdpaand other current assets, @
long-term assets and other noncurrent liabilitiespectively, in the accompanying Consolidated BadeSheets.

The Company has federal and state net operatirsgdagyforwards pursuant to the acquisition of SiBemand, Cameleon, &
current year losses. Internal Revenue Code Se88an("Section 382") places certain limitationstbe annual amount of U.S. net opera
loss carryforwards that can be utilized when a gkaof ownership occurs. The Company believes tH8 2@ quisition of SignalDemand ¢
the 2014 acquisition of Cameleon were changes ineoship pursuant to Section 382. According to Hnelaw the net operating Ic
carryforwards of Cameleon are not subject to owriprshange limitations.

Taking into account the 382 annual limitation andrent year losses, the federal and foreign netatipg loss and R&E tax cre
carryforward amount available to be used in fujpeeods is approximately $68.4 million and $5.6limil , respectively. The Comparsyhe
operating losses will begin to expire in 2029, R&i@dits will begin to expire in 2033, and foreigx tredits will begin to expire in 2024. A
included in net operating losses are $33.8 miliboarryforwards attributable to Cameleon whichéaw expiration.

The Company’s $16.4 million deferred tax assetteelao NOL carryforwards is net of $7.2 milliaf unrealized excess tax bene
related to stock-based compensation. The impaitteoéxcess tax benefit will be recognized in adddi paidin capital upon utilization of tt
Company’s NOL and tax credits carryforward.

As of December 31, 201,4he Company determined it was more likely thanthat it will be unable to fully utilize the major of its
U.S. and state deferred tax assets. As a reselGCdmpany has recorded a valuation allowance aghiose assets
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to the extent that they cannot be realized thraugthoperating loss carrybacks to prior years. €hisclusion was reached in the fourth qui
of 2014 as a result of the convertible debt tramsacBecause of the impact of interest chargesdated with the convertible debt on
Companys financial projections, the Company did not badiéwvould have sufficient income to support thiéizgtion of its U.S. deferred ti
assets of $16.2 millionThe majority of the remaining valuation allowangas attributable to the Cameleon acquisition. Viidwaallowance
were established for Cameleon upon acquisition gmilgndue to historical losses. This valuation aiémce will be evaluated periodically ¢
will be reversed partially or in whole if businessults and the economic environment have suffilgiemproved to support realization of so
or all of the Company's deferred tax assets.

Undistributed earnings of the Compasyoreign subsidiaries are considered permaneaitywested and, accordingly, no provision
U.S. federal or state income taxes has been prowitgereon. The cumulative amount of undistributachimgs of the Company’s ndu-S
subsidiaries was approximately $0.3 million for tlear ended December 31, 2014 .

The determination of the deferred tax liability,ieihrequires complex analysis of international $émations related to repatriation
not practical at this time. The Company is preseimtfesting in international operations locatedeurope and North America. The Compar
funding the working capital needs of its foreignemtions through its U.S. operations. In the futdhe Company will utilize its foreig
undistributed earnings, as well as continued fugpdiiom its U.S. operations, to support its contohf@reign investment.

For the years ended December 31, 2014 , 2013 at®l 2Be Company had $0.4 million , $0.3 milliordes0.3 million, respectively
of net unrecognized tax benefits which, if recogdizwould impact our effective tax rate. The Comphas accrued $56,000 , $3,0a0¢
$3,000 for the payment of interest and penaltiesfaBecember 31, 2014 , 2013 and 2QL@spectively. The Company believes that
reasonably possible that there will be eteange in our unrecognized tax benefits within rib&t twelve months. The Company is curre
under examination for the 2009 U.S. federal incdaxereturn, of which an unrecognized tax benefé baen recorded. The Company files
returns in the United States federal jurisdiction &arious state and foreign jurisdictions. The @any is subject to U.S. federal income
examination for the calendar tax years 2011, 20122013 and state and foreign income tax examind&o various years depending on
statutes of limitation of those jurisdictions.

The following table sets forth the changes to thenfany's unrecognized tax benefit for the year érgiecember 31, 2014 , 2048¢

2012:
Year Ended December 31,
2014 2013 2012
Beginning Balance $ 34¢  $ 34¢ $ 34¢
Changes based on tax positions related to priar yea 46 — —
Ending Balance $ 39t 34¢  $ 34¢

The table above has been updated to reflect gaadsability, exclusive of interest and penaltieslather offsetting amounts.
13. Convertible Senior Notes
2.0% Convertible Senior Notes Due December 1, 2019

In December 2014, the Company issued $143.8 miliggregate principal amount of 2.086nvertible Senior Notes (the "Ser
Notes") due December 1, 2019 , unless earlier @seth by the Company or converted. Interest is paysmiannually in arrears on June 1
December 1 of each year, commencing on June 1,.2015

The Senior Notes are governed by an Indenture leetvilee Company, as issuer, and Wilmington TrustjoNal Association, ¢
trustee. The Senior Notes are the Company's genasalcured obligations and will rank senior in tigh payment to all of the Compan
indebtedness that is expressly subordinated it dgpayment to the Senior Notes, will rank equallyight of payment with all of Compan
existing and future liabilities that are not so aulinated, will be effectively junior to any of tii@mpanys secured indebtedness to the e:
of the value of the assets securing such indebssdared will be structurally subordinated to alléhtedness and other liabilities (including ti
payables but excluding intercompany obligations eethe Company or its subsidiaries).
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Upon conversion of the Senior Notes, the Comparlypaly or deliver, as the case may be, cash, stdrdse Company's comm
stock or a combination of cash and shares of constauk, at the Company's election.

The initial conversion rate for the Senior Notedl Wwe 29.5972shares of common stock per $1,000 in principal amh@f Senio
Notes, equivalent to a conversion price of apprawety $33.79per share of common stock. Throughout the termhef3enior Notes, ti
conversion rate may be adjusted upon the occurrefaeertain events. Holders of the Senior Noted wit receive any cash paym
representing accrued and unpaid interest upon csiove Accrued but unpaid interest will be deemethe paid in full upon conversion rat
than canceled, extinguished or forfeited. Holdeay rronvert their Senior Notes at their option at time prior to the close of business on
business day immediately preceding September B @ally under the following circumstances:

e during any calendar quarter commencing after thendar quarter ending on March 31, 2015, if the feported sale price of t
common stock for at least 20 trading days (whetnanot consecutive) during a period of 30 conseeutiading days ending on -
last trading day of the immediately preceding cdéenquarter is greater than or equal to 130% ofdbmversion price on ea
applicable trading day;

e during the five consecutive business day period édately following any five consecutive trading dagriod in which the tradir
price per $1,000 principal amount of Senior Notasefach trading day of the measurement period essthan 98% of the produc
the last reported sale price of our common stocktha conversion rate on each such trading day; or

» upon the occurrence of specified corporate ev

On or after September 1, 2019 to the close of legsion the second scheduled trading day immediptebeding the maturity da
holders may convert all or any portion of their BerNotes regardless of the above. Upon converstom Company will pay or deliver ca
shares of its common stock or a combination of eashshares of its common stock, at its electismescribed in the indenture.

As of December 31, 2014 , the Senior Notes arggiotonvertible.

In accounting for the issuance of the Senior Ndfes,Company separated the Senior Notes intoilialaihd equity components. T
carrying amount of the liability component was cddted by measuring the fair value of a similability that does not have an associ:
convertible feature. The carrying amount of theilggeomponent representing the conversion optios éetermined by deducting the fair ve
of the liability component from the face value b&tSenior Notes as a whole. The excess of theipaih@mount of the liability component o
its carrying amount ("debt discount") is amortizednterest expense over the term of the Senioefldthe equity component is not remeas
as long as it continues to meet the conditiongfpity classification.

In accounting for the transaction costs relatethto Senior Notes issuance, the Company allocatedotial amount incurred to t
liability and equity components based on theirtredavalues. Issuance costs attributable to tHaliiy component, totaling $4.3 millionare
being amortized to expense over the term of théoBéiptes, and issuance costs attributable to thetye component, totaling $1.2 million
were netted with the equity component in stockhadequity. Additionally, the Company recorded anivtal deferred tax asset on a portio
the equity component transaction costs which adeictéle for tax purposes.

The Senior Notes consist of the following (in thands):

As of December 31, 2014
Liability component:

Principal $ 143,75(
Less: debt discount, net of amortization (33,309
Net carrying amount $ 110,44¢
Equity component (1) $ 28,71«

(1) Recorded in the consolidated balance sheetwattiditional paid-in capital, net of $1.2 millisssuance cost in equity.
The following table sets forth total interest expemecognized related to the Senior Notes (in tudls):
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Year Ended December 31, 2014

2.0% coupon $ 162
Amortization of debt issuance costs 46
Amortization of debt discount 283
Total $ 491

As of December 31, 2014 , the fair value of thei@eNotes was $114.7 millionThe fair value was determined based on inputt
are observable in the market or that could be ddrfvom, or corroborated with, observable markéa dacluding our stock price, interest r:
and carrying value of the debt instrument (carryuadue excludes the equity component of the Compaognvertible notes classified

equity).
Note Hedge

To minimize the impact of potential economic ditutiupon conversion of the Senior Notes, the Comgatgred into convertible nc
hedge transactions with respect to its common sfibek "Note Hedge"). In December 2014, the Compaeigd an aggregate amount%#9.<
million for the Note Hedge. The Note Hedge will expire upaaturity of the Senior Notes. The Note Hedge isrided to offset the poten:
dilution upon conversion of the Senior Notes andlffset any cash payments the Company is requibechake in excess of the princi
amount upon conversion of the Senior Notes in tlemethat the market value per share of the Conipamynmon stock, as measured unde
Senior Notes, is greater than the strike pricéhefMote Hedge, which initially corresponds to tbawersion price of the Notes and is subje
anti-dilution adjustments substantially similarth@se applicable to the conversion rate of the @d¥otes.

Warrant

Separately, in December 2014, the Company entetednuarrant transactions (the "Warrant"), wherdiwy €Company sold warrants
acquire shares of the Company's common stocktaike price of $45.48 per share. The Company rexkaggregate proceeds&if7.1 millior
from the sale of the Warrant. If the average mavidiie per share of the Company's common stocthéoreporting period, as measured u
the Warrant, exceeds the strike price of the Warthe Warrant will have a dilutive effect on ther@pany's earnings per share. The Warr:
a separate transaction, entered into by the Comaadys not part of the Senior Notes or the Notddée and has been accounted for as p
additional paid-in capital. Holders of the Seniartés and Note Hedge will not have any rights wétspect to the Warrant.

14. 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™). In connection with the issuance of the Semiates, PROS, Inc. amended
Revolver in December 2014 to, among other thinewefor the Company’s issuance of the Senior Nokéste Hedge and Warrant.

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 maodih.5% to 2.25% or the Federal Funds Rate pluspgaticable margin of 1.5%
2.25% .Borrowings under the Revolver are collateralizedHirst priority interest in and lien on all ofgfCompany's material assets.

The Revolver contains affirmative and negative o@awes, including covenants which restrict the gbitif the Company to, amo
other things, create liens, incur additional in@elbiess and engage in certain other transactioregdh case subject to certain exclusidns.
addition, the Revolver contains certain financieve&nants which become effective in the event the@my's availability under the revol
plus cash and cash equivalents falls below $20anibr upon the occurrence of an event of defédtof December 31, 2014the Compan
was in compliance with all financial covenantstie Revolver.

As of December 31, 2014 and 2013 , $0.1 million &3 million of unamortized debt issuance costs related to &weolRer it
included in other long-term assets in the constédidalance sheets. For both years ended Decermp2084 and 2013 , $0.1 milliasf deb
issuance cost amortization is included in Otherdbge, net in the consolidated statements of coraps@e income.

As of December 31, 2014 , the Company had no oudstg borrowings under the Revolver.
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15. Commitments and contingencies

Litigation:
In the ordinary course of the Compasiyjusiness, 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 invdhe 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 agreements generally include certairvigions for indemnifying customers against liabgkt if the
Company’s software solutions infringe a third pastintellectual property rights. To date, the Conyplas not incurred any losses as a res!
such indemnifications and has not accrued anyliligisi related to such obligations in the Compar@&nsolidated Financial Statements.

Lease commitments:

The Company leases office space and office equiporater noncancelable operating leases that eapivarious dates. The Compi
incurred approximately $3.3 million , $2.1 milliend $2.0 million of total rent expense for the geanded December 31, 2014 , 2GiR
2012 , respectively. As of December 31, 2014 fulere minimum lease commitments related to leggeeaments were as follows:

Year Ending December 31, Amount

2015 $ 2,84:
2016 1,822
2017 573
2018 90
2019 and thereafter —
Total minimum lease payments $ 5,32¢

The Company's headquarters are located in HouStxas, where it leases approximately 98,000 sqfemeof office space. TI
Company also has small regional office in Londonglgnd; Paris, France; Toulouse, France; Munichhm@ay; San Francisco, Califorr
Skokie, lllinois; and Austin, Texa July 2011, the Company entered into a third adngmt to its corporate office lease in Houston, (T
"Third Lease Amendment"). The Third Lease Amendimamong other things, provides for a five yeareagton, until September 30, 20
and an increase in the square footage. The Thisdd &mendment has two options to extend the tertiheolease for an additional 72 mon
Also, the Third Lease Amendment provides for atye@rmination at any time after July 31, 2013.Jume 2012, the Company entered ir
fourth amendment to its corporate office lease auston, TX which increased the square footage efcthrporate offices to approximat
90,000 square feetand provided an option to an additional 7,41lasedeet.

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 termitiagclease in August 2015.

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

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

As part of the Cameleon acquisition, the Comparsymed a lease for approximately 14,380 squareofeeffice space in Toulous
France, which expires February 24, 2018. As partthef Cameleon acquisition, the Company also assuarledse for approximately 9,€
square feet of office space in Skokie, Illinois,iethexpires February 28, 2018 with an option teagtthe term of the lease for an additior
years.
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The Company believes its existing facilities aréfisient for its current needs. The Company may aéd 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.

The Company had no capital leases at Decembe034, &nd 2013 .

16. Segment and geographic information

Operating segments are the components of an eiseegdvout which separate financial informationvaikable that is evaluated ol
regular basis by the chief operating decisioaker (CODM) in deciding how to allocate resourteesn individual segment and in asses
performance of the segment. The CompanyODM is its Chief Executive Officer (CEO), whoviews financial information presented o
consolidated basis for purposes of allocating resgsiand evaluating financial performance. The @gamg sells its pricing and rever
management software to customers in multiple inmthsstand geographies, but has no segment manadersave held accountable
operations, operating results or components bet@aconsolidated unit level. The company does hotate costs at a level that would ¢
segment managers the ability to meaningfully evaltimancial performance below the level presemtethe CODM. Therefore, the Comp:
believes that it operates in one segment and bagjke reporting unit.

Revenue by Geography

The Company presents financial information on asotidated basis and does not assess the profiyabfliits geographic regior
Accordingly the Company does not attempt to comg@nslvely assign or allocate costs to these regimasdoes not produce reports for
measure the performance of, its geographic rediased on any asset-based metrics.

International revenue for the years ended Dece®beR014 , 2013 and 2012 , amounted to approxim&&03.7 million ,$79.¢
million and $66.2 million , respectively, represagt56% , 55% and 56% , respectively, of annuatnere.

The following geographic information is presentedthe years ended December 31, 2014 , 2013 ari?l.Z0ie Company categoriz
geographic revenues based on the location of th®ewer's headquarters.

Year Ended December 31,

2014 2013 2012
Revenue Percent Revenue Percent Revenue Percent

The Americas:

United States of America $ 82,08¢ 44% $ 65,07: 45% $ 51,63: 44%

Other 15,36¢ 8% 12,22: 8% 5,45 5%
Subtotal 97,45 52% 77,29¢ 54% 57,08¢ 49%
Europe 45,98 25% 33,66¢ 23% 31,54¢ 27%
Asia Pacific 34,17( 18% 22,41 15% 15,35¢ 13%
The Middle East 6,23¢ 3% 9,84( 7% 10,91« 9%
Africa 1,982 1% 1,62¢ 1% 2,88¢ 2%
Total revenue $ 185,82¢ 100% $ 144,83 100% $ 117,79: 100%

17. Concentrations of credit risk

For the years ended December 31, 2014 , 2013 ah?2l 260 customer accounted for 1@omore of revenue. For the year er
December 31, 2014 , one customer accounted foPd0f&accounts receivables, net and unbilled.

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

18. Related-party transactions

The Company currently has employment agreementsitgiexecutive officers. The employment agreempraside for six months
one and one half years of salary upon terminatidhout cause or, in some cases, for good reasorttendesting of certain stock options
other equity awards.

19. 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 contributidnsthe Company in 2014 , 2013 and 2012 totaledceqmately $1.4 million $1.1
million and $1.0 million , respectively.
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20. Quarterly results (Unaudited)

The following table presents certain unaudited tpubr financial data for the years ended DecemberZ14 and 2013 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,
2014 2014 2014 2014
Total revenue $ 53,82¢ $ 46,71¢ % 44.36¢ $ 40,91
Gross profit $ 39,31¢ % 32,44; % 29,61t $ 26,36"
Loss from operations $ (2,316 $ (3,720 $ (7,87) $ (8,500
Net loss attributable to PROS Holdings, Inc. $ (17,459 $ (3,73) % (6,99¢) $ (8,45%)
Net loss attributable to common stockholders paresh
Basic $ (0.60 $ (0.19) $ 029 $ (0.29)
Diluted $ (0.60) % (0.19) % 029 $ (0.29)
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: $ 25,787 % 24,74.  $ 23,07
Income from operations $ 40¢ % 1,398 $ 78C $ 68¢
Net income attributable to PROS Holdings, Inc. $ 13¢ % 99: $ 58C $ 1,73¢
Net earnings attributable to common stockholdersspare:
Basic $ — 3 0.04 $ 0.0z $ 0.0¢
Diluted $ — % 0.0z $ 0.0z % 0.0¢

In connection with the preparation of the Comparfiriancial statements for the year ended Decei®be?014, the Company revis
the classification of the amortization expense e¥adloped technology arising from the acquisitioh<Cameleon and Signal Demand.
amortization expense was previously recorded witleisearch and development expenses as a componepemting expenses and \
reclassified as a component of cost of revenuecoAdingly, the Consolidated Statements of Compreivenincome were adjusted for
periods ended March 31, 2014, June 30, 2014, ape@ber 30, 2014 to increase cost of revenue ahteegross profit by $0.5 millior$0.€
million and $0.6 million, respectively. Research and development expemses reduced by the same adjustments resulting ichange t
reported net income attributable to PROS Holdihgs, or basic or diluted net earnings attributebleommon stockholders per share.

These revisions were not deemed material, indivigwa in aggregate, to the Consolidated StatemehtSomprehensive Income
the corresponding prior periods. These revisionsadmpact the Companypreviously reported Consolidated Balance Shae®atements
Cash Flows.
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Allowance for doubtful accounts
2014
2013
2012
Valuation allowance
2014
2013
2012

(1) Deductions column represents the reversal ditiads previously charged to costs and expensgsiacollectible accounts written off, net of recoes.

Schedule Il

Valuation and Qualifying Accounts

Additions

Balance at charged to Balance at

beginning costs and end of

of period expenses Deductions (1) Other (2) period
$ 1,060 $ 8 ¢ (200 ¢ —  $ 86¢
$ 76C $ 36 $ (69 $ — 3 1,06(
$ 1,13C $ — 3 (370 $ — 3 76C
$ 1357 % 19,50¢ $ — % 8,00¢ $ 28,87:
$ — 3 50¢ $ — 3 84t $ 1,357
$ — 3 — 3 — 3 — $ —

(2) Additions represent valuation allowance adjwesita recorded as part of the purchase accountimgptibn related to the SignalDemand and Camelequnisitions.
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Exhibit Index
Incorporated by
Provided Reference

Exhibit No. Description Herewith Form Filing Date
3.1 Amended and Restated Certificate of Incorporation. S-1/A 6/15/2007
3.2 Amended and Restated Bylaws. 8-K 8/21/2013
41 Specimen certificate for shares of common stock. S-1/A 6/11/2007
4.2 Indenture, dated December 10, 2014 between Regfistral Wilmington Trust, National 8-K 12/10/2014

Association, as trustee.
4.3 Global Note, dated December 10, 2014 between Ragtsaind Wilmington Trust, National 8K 12/10/2014

Association, as trustee.
10.1+ 1999 Equity Incentive Plan, as amended to datefamnu of stock option agreement. S-1 4/7/2007
10.2+ 2007 Equity Incentive Plan. S-1/A 6/11/2007
10.3+ Form of Non-Qualified Stock Option Agreement untter 2007 Equity Incentive Plan. 10-K 2/22/2013
10.4+ Form of Stock Appreciation Rights Agreement undher 2007 Equity Incentive Plan. 10-K 2/22/2013
10.5+ Form of Restricted Stock Units Agreement under20@7 Equity Incentive Plan. 10-K 2/22/2013
10.6+ Form of Non-Plan Restricted Stock Units Agreement. S-8 2/24/2014
10.7+ Form of Non-Plan Restricted Stock Units Agreemé&naiice). S-8 2/24/2014
10.8+ Form of Non-Plan Restricted Stock Units Agreem@&arformance France). S-8 2/24/2014
10.9+ Form of Market Stock Units Agreement under the 2BQuity Incentive Plan. 10-Q 5/2/2013
10.10+ Form of Non-Plan Market Stock Units Agreement. S-8 2/24/2014
10.11+ 2013 Employee Stock Purchase Plan. 8-K 6/7/2013
10.12+ Stock Purchase and Stockholders Agreement, dated8]Ul998, by and among Registrant (as S-1 4/7/2007

successor in interest to PROS Strategic Solutioes), and certain stockholders.
10.12.1+ Amendment to Stock Purchase and Stockholders Agreedated March 26, 2007 by and S-1 4/7/2007

among Registrant and certain stockholders.



10.13+

10.14

10.14.1

10.14.2

10.14.3

10.14.4

10.15+

10.16+

10.17+

10.18+

10.19+

10.20+

10.21+

10.22+

10.23

Registration Rights Agreement, dated June 8, 200and among Registrant, Mariette M.
Woestemeyer and Ronald F. Woestemeyer.

Office Lease, dated January 31, 2001, by and betR&OS Revenue Management L.P. and
Houston Community College System.

First Amendment to Office Lease, dated March 3062®y and between PROS Revenue
Management L.P. and Houston Community College 8yste

Second Amendment to Office Lease, dated March @7 20y and between PROS Revenue
Management, L.P. and Houston Community Collegeedyst

Third Amendment to Office Lease, dated July 29,122® and between PROS Revenue
Management, L.P. and Houston Community Collegeedyst

Fourth Amendment to Office Lease, dated June 272 26y and between PROS Revenue
Management, L.P. and Houston Community Collegeedyst

Third Amended and Restated Employment Agreememinoybetween PROS, Inc., PROS
Holdings, Inc., and Charles H. Murphy, dated agasfuary 6, 2015.

Immediately Exercisable Stock Option Grant, dat@dil®?, 2007, by and between Registrant
and Charles Murphy.

Amended and Restated Employment Agreement, datedli8la2013, by and between PROS,
Inc., Registrant and Ronald Woestemeyer.

Amended and Restated Employment Agreement, datgd?2Vi2013, by and between PROS,
Inc., Registrant and Andres Reiner.

Employment Agreement by and between PROS, Inc.,$Raldings, Inc. and D. Blair Crump,
dated as of February 10, 2014.

Market Stock Units Grant Notice and Market Stockt&/Award Agreement by and between
PROS Holdings, Inc. and D. Blair Crump, dates aSeaifruary 24, 2014.

Offer Letter by and between PRQOS, Inc. and Stefdwlg, dated as of January 15, 2015.

Form of Indemnity Agreement entered into among BReat, its affiliates and its directors and
officers.

Tender Offer Agreement by and between RegistrathiCGameleon Software, dated October 24,

2013.

S-1/A

10-K

8-K

10-K

8-K

S-1/A

8-K

10-Q

S-8

8-K

6/11/2007

4/7/2007

4/7/2007

2/22/2013

8/3/2011

2/22/2013

1/8/2015

5/15/2007

5/5/2013

5/2/2013

2/10/2014

2/24/2014

1/20/2015

8/21/2013

10/24/2013



10.24

10.25

10.25.1

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

211

23.1

24.1*

Agreement and Plan of Merger by and among PROS,Pandora Merger Sub Corporation,
SignalDemand, Inc. and Fortis Advisors LLC, datet@mber 16, 2013.

Credit Agreement between PROS, Inc. and Wells FBagik, National Association dated July
2012.

Third Amendment to Credit Agreement, dated DecerBb@014, by and among Wells Fargo
Bank, National Association, as administrative agth@ Lenders party thereto and PROS, Inc.

Purchase Agreement, dated December 4, 2014 byraodgRegistrant, Goldman, Sachs & Co.

and Deutsche Bank Securities Inc., as represeesatifithe several initial purchasers named
therein.

Base Bond Hedge Confirmation, dated December 4 B§land between Registrant and
Goldman, Sachs & Co.

Base Bond Hedge Confirmation, dated December 4 B§land between Registrant and
Deutsche Bank AG, London Branch.

Additional Bond Hedge Confirmation, dated Decenmie2014 by and between Registrant and
Goldman, Sachs & Co.

Additional Bond Hedge Confirmation, dated Decenmie2014 by and between Registrant and
Deutsche Bank AG, London Branch.

Base Warrant Confirmation, dated December 4, 2@1dnid between Registrant and Goldman,
Sachs & Co.

Base Warrant Confirmation, dated December 4, 2@1dnidl between Registrant and Deutsche
Bank AG, London Branch.

Additional Warrant Confirmation, dated Decembe2®]4 by and between Registrant and
Goldman, Sachs & Co.

Additional Warrant Confirmation, dated Decembe2®]4 by and between Registrant and
Deutsche Bank AG, London Branch.

List of Subsidiaries.

Consent of PricewaterhouseCoopers LLP.

Power of Attorney.

8-K

8-K

8-K

8-K

8-K

8-K

8-K

8-K

8-K

8-K

8-K

12/16/2013

7/9/2012

12/5/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014

12/10/2014



31.1 Certification of Chief Executive Officer PursuantExchange Act Rule 13a-14(a)/15d-14(a). X

31.2 Certification of Chief Financial Officer PursuantExchange Act Rule 13a-14(a)/ 15d-14(a). X

32.1%** Certifications of Chief Executive Officer and Chlghancial Officer Pursuant to 18 U.S.C. X
Section 1350.

Exhibit No. Description

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docute

101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhen

101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenim

* Reference is made to page 52 of this Annual RepoForm 10-K.

*x This certification shall not be deemed “filetr purposes of Section 18 of the Securities Act@34, or otherwise subject to the

liability of that Section, nor shall it be deemedbe incorporated by reference into any filing urtthe Securities Act of 1933 or the
Securities Exchange Act of 1934.

+ Indicates a management contract or compensptanyor arrangement.
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Exhibit 21.1

PROS Holdings, Inc.
List of Subsidiaries as of December 31, 2014

Name of Entity ~ State/Country of Incorporation/Organization
Cameleon Software SA France

Cameleon Software USA, Inc. lllinois

PROS Canada Operations, Ltd. Canada

PROS Europe Limited England and Wales

PROS Germany GmbH Germany

PROS, Inc. Delaware

PROS International Technology Limited Ireland
SignalDemand, Inc. Delaware




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referéndhe Registration Statement on Form83Registration Nos.333-201412, 3334105
333-193867, 333-186857, 333-179721, 333-172516;185362, 333-157555, 333-149359, and 333237) of PROS Holdings, Inc. of
report dated February 27, 2015 relating to the alideted financial statements, financial statensaftedule and the effectiveness of inte
control over financial reporting, which appeargtiis Form 16K.

/sl PricewaterhouseCoopers LLP
San Jose, California

February 27, 2015



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. All significant deficiencies and material weaknessethe design or operation of internal contradiofmancial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and
b. Any fraud, whether or not material, that involveamagement or other employees who have a significémtn the registrant’s internal
control over financial reporting.
February 27, 2015 /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 procedoitee 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;

b. Designed such internal control over finanoggdarting, or caused such internal control overrfaial 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;

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentisi 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

d. Disclosed in this report any change in thestegint's internal control over financial reportitigit 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 weakges 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

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

February 27, 2015 /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 906 efSérbane®xley Act of 2002, that the annual repor
PROS Holdings, Inc., on Form Xfor the period ended December 31, 2014 fully chespwith the requirements of Section 13(a) or 15é3 applicable,
the Securities Exchange Act of 1934 and the inféionacontained in such Form ¥0fairly presents, in all material respects, theaficial condition and resu
of operations of PROS Holdings, Inc.

February 27, 2015 /s! Andres Reiner
Andres Reiner
President and Chief Executive Officer

I, Charles H. Murphy, certify pursuant to 18 U.SSgction 1350, as adopted pursuant to Section Bl Barbane®xley Act of 2002, that the annual ref
of PROS Holdings, Inc., on Form 0for the period ended December 31, 2014 fully chaspwith the requirements of Section 13(a) or 154d applicable,
the Securities Exchange Act of 1934 and the inféionacontained in such Form ¥0fairly presents, in all material respects, theaficial condition and resu
of operations of PROS Holdings, Inc.

February 27, 2015 /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 Sarbar@sley Act of 2002 has been provided to PROS Holslirigc. and will b
retained by PROS Holdings, Inc. and furnished @Skcurities and Exchange Commission or its sfaghuequest. This certification “accompanigs® Forn
10K to which it relates, is not deemed filed with tBecurities and Exchange Commission and is noetimtorporated by reference into any filing of
Company under the Securities Act of 1933, as anmgratethe Securities Exchange Act of 1934, as ameifevhether made before or after the date of thien
10-K), irrespective of any general incorporationgaage contained in such filing.



