TANGOE INC

FORM
10-Q
(Quarterly Report)

Filed 08/10/15 for the Period Ending 06/30/15
Address
Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

35 Executive Boulevard
Orange, CT 06477
203-859-9300
0001182325
TNGO
7372 - Prepackaged Software
Software & Programming
Technology
12/31

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.

Table of Contents

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

FORM 10-Q
(Mark One)

x

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the quarterly period ended June 30, 2015
or

o

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from

to

Commission File Number: 001-35247

TANGOE, INC.
(Exact name of registrant as specified in its charter)
Delaware
(State or other jurisdiction of
incorporation or organization)

06-1571143
(I.R.S. Employer
Identification Number)

35 Executive Blvd.
Orange, Connecticut
(Address of principal executive offices)

06477
(Zip Code)

(203) 859-9300
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements
for the past 90 days. Yes x No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to
be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). Yes x No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer o

Accelerated filer x

Non-accelerated filer ¨

Smaller reporting company ¨

(Do not check if a smaller reporting
company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o
There were 39,256,415 shares of our common stock outstanding on July 31, 2015.

No x
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PRELIMINARY NOTES
When we use the terms “Tangoe,” the “Company,” “we,” “us” and “our,” we mean Tangoe, Inc. and its consolidated subsidiaries.
Forward-Looking Statements
This quarterly report on Form 10-Q contains forward-looking statements that involve substantial risks and uncertainties. All statements, other than
statements of historical facts, included in this quarterly report regarding our strategy, future operations, future financial position, future revenue, projected costs,
prospects, plans and objectives of management are forward-looking statements. The words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,”
“target,” “would” and similar expressions are intended to identify forward-looking statements, although not all forward-looking statements contain these
identifying words. These forward-looking statements include, among other things, statements about:
·

our estimates regarding expenses and future revenue;

·

our plans to develop, improve and market our products and services;

·

the advantages of our products and services as compared to those of others;

·

our ability to attract and retain customers;

·

our financial performance;

·

our ability to establish and maintain intellectual property rights;

·

our ability to retain and hire necessary employees and appropriately staff our operations; and

·

our estimates regarding capital requirements and needs for additional financing.

We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements, and you should not place undue reliance on
our forward-looking statements. Actual results or events could differ materially from the plans, intentions and expectations disclosed in the forward-looking
statements we make. The important factors discussed below under Part II “Other Information”, Item 1A. “Risk Factors”, among others, could cause actual results or
events to differ materially from the forward-looking statements that we make. Our forward-looking statements do not reflect the potential impact of any future
acquisitions, mergers, dispositions, joint ventures or investments we may make.
You should read this quarterly report and the documents that we have filed as exhibits to this quarterly report with the understanding that our actual future
results may be materially different from what we expect. We do not assume any obligation to update any forward-looking statements, whether as a result of new
information, future events or otherwise, except as required by law.
We expressly qualify in their entirety all forward-looking statements attributable to us or any person acting on our behalf by the cautionary statements
contained or referred to in this section.
3
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PART I - FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements
TANGOE, INC.
Condensed Consolidated Balance Sheets
(in thousands, except share and per share amounts)
June 30,
2015
(unaudited)

December 31,
2014

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable, less allowances of $588 and $734, respectively
Prepaid expenses and other current assets
Total current assets

$

51,279
56,948
5,901
114,128

COMPUTERS, FURNITURE AND EQUIPMENT-NET
OTHER ASSETS:
Intangible assets-net
Goodwill
Security deposits and other non-current assets
TOTAL ASSETS

$

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Deferred revenue-current portion
Notes payable-current portion
Total current liabilities

$

36,421
57,838
11,598
105,857

5,217

5,674

28,753
65,348
1,566
215,012

36,428
76,008
1,540
225,507

$

10,733
8,283
10,858
1,400
31,274

OTHER LIABILITIES:
Deferred taxes and other non-current liabilities
Deferred revenue-less current portion
Notes payable-less current portion
Total liabilities

$

$

9,528
9,921
12,168
2,289
33,906

4,372
1,030
166
36,842

4,748
424
2,550
41,628

4
215,491
10,610
(45,859)
(2,076)
178,170
215,012

4
224,036
10,610
(48,143)
(2,628)
183,879
225,507

COMMITMENTS AND CONTINGENCIES (NOTE 12)
STOCKHOLDERS’ EQUITY
Common stock, par value $0.0001 per share-150,000,000 shares authorized as of December 31, 2014 and
June 30, 2015; 38,621,169 and 39,236,575 shares issued and outstanding as of December 31, 2014 and
June 30, 2015, respectively
Additional paid-in capital
Warrants for common stock
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders’ equity
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
4
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TANGOE, INC.
Condensed Consolidated Statements of Operations (unaudited)
(in thousands, except per share amounts)
Three Months Ended
June 30,
2014
2015

Revenue:
Recurring technology and services
Strategic consulting, software licenses and other
Total revenue

$

47,069
5,605
52,674

$

Six Months Ended
June 30,
2014

49,937
4,541
54,478

$

2015

93,068
10,000
103,068

$

98,853
9,094
107,947

Cost of revenue:
Recurring technology and services
Strategic consulting, software licenses and other
Total cost of revenue

22,200
2,007
24,207

23,585
2,071
25,656

43,598
4,341
47,939

45,215
4,316
49,531

Gross profit

28,467

28,822

55,129

58,416

Operating expenses:
Sales and marketing
General and administrative
Research and development
Depreciation and amortization
Income (loss) from operations

10,182
9,844
5,794
2,472
175

10,835
10,710
6,813
2,441
(1,977)

20,127
18,632
10,923
5,079
368

21,209
20,813
12,940
4,493
(1,039)

Other income (expense), net
Interest expense
Interest income
Other (expense) income
Income (loss) before income tax provision
Income tax provision
Net loss
Loss per common share:
Basic
Diluted

$

(11)
9
(28)
145
548
(403)

$
$

(0.01)
(0.01)

Weighted average number of common shares:
Basic
Diluted

38,658
38,658

$

(33)
7
1
(2,002)
534
(2,536)

$
$

(0.06)
(0.06)

$

(48)
18
(15)
323
993
(670)

$

(97)
16
(1)
(1,121)
1,163
(2,284)

$
$

(0.02)
(0.02)

$
$

(0.06)
(0.06)

39,080
39,080

The accompanying notes are an integral part of these condensed consolidated financial statements.
5
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TANGOE, INC.
Condensed Consolidated Statements of Comprehensive Loss (unaudited)
(in thousands)
For the Three Months ended
June 30,
2014
2015

Net loss
Foreign currency translation adjustment
Total

$

(403)
384
(19)

$

$
$

For the Six Months ended
June 30,
2014
2015

(2,536)
481
(2,055)

$
$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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(670)
226
(444)

$
$

(2,284)
(552)
(2,836)
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TANGOE, INC.
Condensed Consolidated Statement of Changes in Stockholders’ Equity (unaudited)
For the Six Months Ended June 30, 2015
(in thousands, except share amounts)

Balance December 31, 2014
Net loss
Foreign currency translation adjustment
Issuance of shares to certain employees
Issuance of shares from exercise of stock
options
Issuance of shares from vesting of
restricted stock units
Repurchase of common stock
Stock-based compensation
Balance June 30, 2015

Common Stock
Number of
Shares
Amount
38,621,169 $
—
—
208,157

4
—
—
—

Additional
Paid-In
Capital
$
215,491
—
—
2,129

Common
Stock
Warrants
$
10,610
—
—
—

201,737

—

747

—

—

—

379,788
(174,276)
—
39,236,575 $

—
—
—
4

—
(2,000)
7,669
224,036 $

—

—

—

—
(48,143) $

—
(2,628) $

$

—
10,610

Accumulated
Deficit
$
(45,859) $
(2,284)
—
—

$

Accumulated Other
Total
Comprehensive
Stockholders’
Loss
Equity
(2,076) $
178,170
—
(2,284)
(552)
(552)
—
2,129

The accompanying notes are an integral part of these condensed consolidated financial statements.
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—
(2,000)
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TANGOE, INC.
Condensed Consolidated Statements of Cash Flows (unaudited)
(in thousands)
Six Months Ended
June 30,
2014

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Amortization of debt discount
Amortization of leasehold interest
Depreciation and amortization
(Decrease) increase in deferred rent liability
Amortization of marketing agreement intangible assets
Allowance for doubful accounts
Deferred income taxes
Foreign exchange adjustment
Stock based compensation
Loss on disposal of fixed asset
Changes in assets and liabilities, net of acquisitions:
Accounts receivable
Prepaid expenses and other assets
Other assets
Accounts payable
Accrued expenses
Deferred revenue
Net cash provided by operating activities
Investing activities:
Purchases of computers, furniture and equipment
Cash paid in connection with acquisitions, net of cash received
Net cash used in investing activities
Financing activities:
Borrowings of debt
Repayment of debt
Repurchase of common stock
Proceeds from exercise of stock options and stock warrants
Net cash used in financing activities

$

Effect of exchange rate on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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2015

(670)

$

(2,284)

36
(49)
5,079
(35)
219
60
551
32
9,855
—

12
(49)
4,493
30
310
180
356
—
9,798
26

(8,444)
(135)
(581)
(249)
(333)
588
5,924

(1,215)
(1,164)
104
(1,194)
1,772
(447)
10,728

(2,051)
(531)
(2,582)

(1,800)
(22,000)
(23,800)

177
(502)
(2,000)
1,505
(820)

583
(937)
(2,000)
747
(1,607)

(10)

(179)

2,512
43,182
45,694

$

(14,858)
51,279
36,421
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements (Unaudited)
1.

Organization, Description of Business
Nature of Operations

Tangoe, Inc. (the “Company”), a Delaware corporation, was incorporated on February 9, 2000 as TelecomRFQ, Inc. During 2001, the Company changed
its name to Tangoe, Inc. The Company provides connection lifecycle management software and related services to a wide range of global enterprises and service
providers. Connection lifecycle management encompasses the entire spectrum of an enterprise’s connection-based assets and services, such as voice and data
services, mobile devices and usage, cloud software, infrastructure and services, machine-to-machine connections, enterprise social and information technology
connections, including planning and sourcing, procurement and provisioning, inventory and usage management, mobile device management, real-time
telecommunication expense management, invoice processing and payment, expense allocation and accounting and asset decommissioning and disposal. The
Company’s on-demand Matrix Solution Suite is a suite of software designed to manage IT expenses and to manage and optimize the complex processes and
expenses associated with this connection lifecycle. The Company’s Matrix Solution Suite and related services have historically focused on enterprises’ fixed and
mobile connections and related assets, usage, expenses and analytics. The Company continues to enhance and expand its software and service offerings by
developing and implementing additional capabilities, including capabilities designed to manage the entire range of an enterprise’s IT expenses, and to turn on,
track, manage, secure and support various connections in an enterprise’s connection lifecycle, such as cloud software, infrastructure and services, machine-tomachine, enterprise social and information technology connections. The Company refers to its Matrix Solution Suite and related service offerings as Matrix.
Basis of Presentation of Interim Financial Statements
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in
the United States of America (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,
they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments
(consisting of normal recurring adjustments) considered necessary for the fair statement of the Company’s financial position and results of operations for the
periods presented have been included. Operating results for the three and six months ended June 30, 2015 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2015, for any other interim period or for any other future year.
The consolidated balance sheet at December 31, 2014 has been derived from the audited financial statements at that date, but does not include all of the
disclosures required by GAAP. The accompanying condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto contained in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2014 as filed with the Securities
Exchange Commission (“SEC”) on March 16, 2015 (the “2014 Form 10-K”).
Significant Accounting Policies
The Company’s significant accounting policies are disclosed in the audited consolidated financial statements for the year ended December 31, 2014 included
in the 2014 Form 10-K. Since the date of those financial statements, there have been no material changes to the Company’s significant accounting policies.
9
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
2.

Business Combination
Rivermine

On May 6, 2015, the Company entered into an Asset Purchase Agreement (“APA”), with International Business Machines Corporation (“IBM”), a
Delaware corporation, pursuant to which the parties agreed to the purchase by the Company of certain assets and liabilities of IBM’s Rivermine
Telecommunications Expense Management business (“Rivermine”) through an asset purchase (the “Rivermine Acquisition”). The Rivermine Acquisition closed
on May 31, 2015. At the closing of the Rivermine Acquisition, the Company acquired Rivermine for aggregate consideration of $22.0 million payable at closing.
As part of the APA, IBM is paying the Company $1.2 million related to the deferred revenue balance. The Company has included the operating results of
Rivermine in its condensed consolidated financial statements since the date of acquisition including revenue of $1.9 million.
Rivermine Purchase Price Allocation
The preliminary allocation of the total purchase price of Rivermine’s net tangible and identifiable intangible assets was based upon the Company’s
estimated fair value of those assets as of May 31, 2015. The Company is in the process of analyzing the valuation of the Rivermine net tangible and identifiable
intangible assets and once complete any adjustments will be recorded in the third quarter of 2015. The Company allocated the excess of purchase price over the
identifiable intangible and net tangible assets to goodwill. The following table presents the cash purchase consideration and the preliminary allocation of the total
purchase price (in thousands):
Purchase consideration:
Cash
Less: Due from Seller

$
$

22,000
(1,167)
20,833

$

97
11,000
10,903
22,000
(1,167)
20,833

Preliminary allocation of purchase consideration:
Property and equipment
Identifiable intangible assets
Goodwill
Total assets acquired
Deferred revenue

The goodwill and identifiable intangible assets related to the Rivermine Acquisition are tax deductible. The Company estimated the fair value of
intangible assets using the income, cost and market approaches to value the identifiable intangible assets, which are subject to amortization. The following table
presents the Company’s preliminary allocation of the estimated fair value of the identifiable intangible assets acquired:
Fair Value
(in thousands)

Description

Customer relationships
Technology
Total identifiable intangible assets

$
$
10

9,000
2,000
11,000

Weighted Average
Useful Life
(in years)

9.0
3.0
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
3. Unaudited Pro Forma Results
The following table presents the unaudited pro forma results of the Company for the three and six months ended June 30, 2014 and 2015 as if the
acquisition of Rivermine occurred at the beginning of 2014. These results are not intended to reflect the actual operations of the Company had this acquisition
occurred at January 1, 2014.
Three Months Ended
June 30,
(in thousands, except per share amounts)

2014

Revenue
Operating loss
Net loss
Basic loss per common share

$

Diluted loss per common share

Six Months Ended
June 30,
2015

$

$

59,529
(584)
(1,162)
(0.03)

$

(0.03)
11

2014

$

$

59,030
(2,768)
(3,327)
(0.09)

$

(0.09)

2015

$

$

116,779
(1,150)
(2,188)
(0.06)

$

119,327
(3,016)
(4,261)
(0.11)

$

(0.06)

$

(0.11)
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
4. Loss per Share Applicable to Common Stockholders
The following table sets forth the computations of loss per share applicable to common stockholders for the three and six months ended June 30, 2014 and
2015:
Three Months Ended
June 30,
(in thousands, except per share amounts)

2014

Six Months Ended
June 30,
2015

2014

2015

Basic and diluted net loss per common share
Net loss

$

(403)

Basic weighted-average common shares used to compute basic net
loss per share

(2,536)

$

(670)

$

(2,284)

38,658

39,080

38,512

38,904

—
—
—

—
—
—

—
—
—

—
—
—

38,658

39,080

38,512

38,904

Outstanding stock options
Outstanding restricted stock units
Common stock warrants
Diluted weighted-average common shares used to compute diluted
net loss per share

$

Basic loss per common share

$

(0.01)

$

(0.06)

$

(0.02)

$

(0.06)

Diluted loss per common share

$

(0.01)

$

(0.06)

$

(0.02)

$

(0.06)

Diluted loss per common share for the periods presented does not reflect the following potential common shares as the effect would be anti-dilutive either
because the proceeds under the treasury stock method were in excess of the average fair market value for the period or because the Company had a net loss in the
period.
Outstanding stock options
Outstanding restricted stock units
Common stock warrants

3,400
1,209
9

3,217
1,270
10

3,313
1,244
8

3,260
1,449
10

5. Computers, Furniture and Equipment-Net
Computers, furniture and equipment-net consist of:
As of
December 31,
2014

(in thousands)

Computers and software
Furniture and fixtures
Leasehold improvements

$

Less accumulated depreciation
Computers, furniture and equipment-net

$
12

14,386
1,345
1,595
17,326
(12,109)
5,217

June 30,
2015

$

$

16,125
1,278
1,654
19,057
(13,383)
5,674
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
Computers and software includes equipment under capital leases totaling approximately $2.5 million and $2.6 million at December 31, 2014 and June 30,
2015, respectively. Accumulated depreciation on equipment under capital leases totaled approximately $2.5 million at each of December 31, 2014 and June 30,
2015. Depreciation and amortization expense associated with computers, furniture and equipment for the six months ended June 30, 2014 and 2015 was $1.3
million and $1.5 million, respectively.
6.

Intangible Assets and Goodwill
The following table presents the components of the Company’s intangible assets as of December 31, 2014 and June 30, 2015:
December 31,
2014

(in thousands)

Patents
Less: accumulated amortization
Patents, net
Technological know-how
Less: accumulated amortization
Technological know-how, net
Customer relationships
Less: accumulated amortization
Customer relationships, net
Convenants not to compete
Less: accumulated amortization
Convenants not to compete, net
Strategic marketing agreement
Less: accumulated amortization
Strategic marketing agreement, net
Tradenames
Less: accumulated amortization
Tradenames, net
Trademarks
Intangible assets, net

$

$

1,054
(1,029)
25
14,802
(10,245)
4,557
37,758
(19,208)
18,550
1,094
(1,049)
45
6,203
(1,090)
5,113
857
(641)
216
247
28,753

Weighted
Average Useful
Life (in years)

June 30,
2015

$

$

1,054
(1,054)
0
16,697
(11,141)
5,556
46,768
(21,067)
25,701
1,063
(1,052)
11
6,203
(1,400)
4,803
858
(748)
110
247
36,428

8.0

5.7

8.7

2.0

10.0

3.8

Indefinite

The related amortization expense of intangible assets for the six months ended June 30, 2014 and 2015 was $3.8 million and $3.0 million, respectively. The
Company’s estimate of future amortization expense for acquired intangible assets that exist at June 30, 2015 is as follows:
(in thousands)

July 1, 2015 to December 31, 2015
2016
2017
2018
2019
Thereafter
Total

$

$
13

3,576
7,215
6,623
5,883
4,552
8,332
36,181
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
The following table presents the changes in the carrying amounts of goodwill for the six months ended June 30, 2015.
Carrying
Amount

(in thousands)

Balance at December 31, 2014
Rivermine acquisition
Foreign exchange translation effect
Balance at June 30, 2015
7.

$

$

65,348
10,903
(243)
76,008

Debt
As of December 31, 2014 and June 30, 2015, debt outstanding included the following:
December 31,
2014

(in thousands)

HCL-EMS contingent consideration. Payable as described below.

$

Deferred oneTEM purchase price, net of unamortized discount of $37 and $25 at December 31, 2014
and June 30, 2015, respectively.
Payable as described below.
Capital lease and other obligations
Total notes payable
Less current portion
Notes payable, less current portion

June 30,
2015

541

$

235

$
$
$

790
1,566
(1,400)
166

541

247

$
$
$

4,051
4,839
(2,289)
2,550

Line of Credit
The Company has a line of credit of up to $8.0 million based upon 80% of the Company’s eligible accounts receivable with JP Morgan Chase Bank, N.A.,
which line of credit the Company has not utilized following its initial public offering in August 2011. The line of credit bears interest at the London Inter-Bank
Offered Rate plus a 2.0% spread. The line of credit matures in September 2015. As of December 31, 2014 and June 30, 2015, there were no balances outstanding
on the line of credit. The line of credit has a financial covenant relative to minimum cash balance requirements and is secured by all of the Company’s tangible and
intangible property.
Contingent HCL-EMS Consideration
The purchase consideration for the Company’s acquisition of substantially all of the assets and certain liabilities of HCL Expense Management
Services, Inc. (“HCL-EMS”) in January 2011 included deferred cash consideration. The deferred cash consideration included contingent cash payments following
each of the first and second anniversaries of the closing date of the HCL-EMS acquisition on January 25, 2011 (the “HCL-EMS Closing Date”), pursuant to an
earn-out formula based upon specified revenues from specified customers acquired from HCL-EMS, subject to set-off rights of the Company with respect to
indemnities given by HCL-EMS under the Asset Purchase Agreement entered into in December 2010 in connection with the HCL-EMS acquisition (the “HCLEMS APA”). No interest accrued on the deferred cash consideration; however, the Company recorded imputed interest in the amount of $0.6 million based on the
Company’s weighted average cost of debt as of the date of the acquisition. The obligation to pay the deferred cash consideration is unsecured. In 2012, the
Company and HCL-EMS agreed that the gross amount of the first year earn-out would be $1.9 million and the Company paid that amount to HCL-EMS. In
April 2013, the Company and HCL-EMS agreed that the gross amount of the second year earn-out would be $1.9 million. In early August 2013, the Company paid
$1.0 million of
14
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TANGOE, INC
Notes to Condensed Consolidated Financial Statements continued (Unaudited)
the second year earn-out to HCL-EMS, and retained the balance of the second year earn-out in the amount of $0.9 million pending resolution of an outstanding
indemnity matter. In September 2014, the Company paid $0.4 million in satisfaction of the third-party claim that triggered the indemnity matter and the contingent
consideration balance was reduced by this amount.
Deferred oneTEM Purchase Price
The purchase consideration for the Company’s acquisition of oneTEM GMBH, a private limited company incorporated in Germany (“oneTEM”), on
April 18, 2013 (the “oneTEM Closing Date”) includes deferred cash consideration and contingent earn-out cash consideration. The deferred cash consideration
consists of a payment of €0.4 million in cash payable on the first anniversary of the oneTEM Closing Date. The contingent earn-out cash consideration is payable
pursuant to an earn-out formula based upon the business, whose historic revenue had been one-time consulting revenue, beginning to generate annual recurring
revenue from specified customers and then year-over-year increases in annual recurring revenue from those specified customers during the earn-out periods. The
earn-out period begins with the first full month after the oneTEM Closing Date and continues for four consecutive 12-month periods. The Company valued this
contingent earn-out cash consideration at €0.2 million. No interest accrues on the deferred cash consideration or contingent earn-out consideration; however, the
Company recorded imputed interest in the amount of €0.1 million based on weighted average cost of capital as of the date of the acquisition. The deferred
consideration was and the contingent earn-out cash consideration is subject to set-off rights of the Company with respect to certain indemnities given by the former
holders of the issued share capital of oneTEM under the Share Purchase Agreement by and between the Company and oneTEM (the “oneTEM Purchase
Agreement”). In April 2014, the Company paid the full €0.4 million of deferred consideration which was payable on the first anniversary of the oneTEM Closing
Date. This payment did not include any amounts related to the 2014 earn-out period. No amounts have become payable under the earn-out terms for the 12-month
periods of May 2013 to April 2014 and May 2014 to April 2015.
Capital Lease and Other Obligations
The Company entered into an installment payment agreement with a vendor under which the Company financed $3.5 million of software license fees.
The term of this agreement is three years with twelve quarterly installment payments.
8.

Stockholders’ Equity

Common Stock —As of December 31, 2014 and June 30, 2015, the number of authorized shares of common stock, par value $0.0001 per share, was
150,000,000, of which 38,621,169 and 39,236,575 were issued and outstanding, respectively.
At the June 5, 2015 annual meeting of the Company’s stockholders, an amendment to the Company’s 2011 Stock Incentive Plan (the “2011 Plan”) to
reserve an additional 2,200,000 shares of common stock for issuance under the 2011 Plan was approved by the Company’s stockholders. The Company’s board of
directors had previously approved such amendment. The Company registered these share by filing a Form S-8 with the SEC on July 13, 2015.
During the six months ended June 30, 2015, the Company issued 208,157 shares of its common stock to certain of its employees under the provisions of
the Company’s 2011 Stock Incentive Plan (the “2011 Plan”) in the form of stock awards, as well as additional shares of common stock upon the exercise of stock
options and the vesting of restricted stock units as described below. For the six months ended June 30, 2015, the recorded stock-based compensation expenses of
$2.1 million related to common stock issuances to certain of its employees and members of its board of directors.
In November 2014, the Company’s board of directors authorized a share repurchase program under which the Company may repurchase up to $30 million
of its outstanding common stock on the open market or in privately negotiated transactions. The $30 million includes $2.3 million of unused funds from a previous
$20 million share repurchase program announced in 2012. During the six months ended June 30, 2015, the Company repurchased 174,276 shares of common stock
at an average price per share, including broker commissions, of $11.48, for an aggregate purchase price of $2.0 million.
Preferred Stock —As of December 31, 2014 and June 30, 2015, the number of authorized shares of preferred stock, par value $0.0001 per share, was
5,000,000, of which 0 were issued and outstanding.
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Common Stock Warrants — On March 22, 2011, the Company issued a warrant to purchase up to 1,282,789 shares of its common stock to Dell
Products, L.P. (“Dell”) in connection with the entry of the Company and Dell into a 49-month strategic relationship agreement. Under the terms of the warrant, the
1,282,789 shares of common stock were eligible to become exercisable upon the achievement of certain annual recurring revenue thresholds over the 49-month
period that ended on December 31, 2014. The warrant was exercisable at $5.987 per share. As of December 31, 2014, the vesting term of the warrant expired with
Dell earning no warrant shares.
A summary of activity with respect to warrants to purchase common stock during the six months ended June 30, 2015 is presented below:
Common
Stock
Warrants

Outstanding at beginning of the year
Exercised
Issued
Cancelled
Outstanding at end of the period

10,000
—
—
—
10,000

Weighted average exercise price

$

14.02

Stock Options —As of June 30, 2015, the Company had five stock-based compensation plans, the Employee Stock Option/Stock Issuance Plan (the
“Employee Plan”), the Executive Stock Option/Stock Issuance Plan (the “Executive Plan”), the 2005 Stock Incentive Plan (the “2005 Plan”), the Traq Amended
and Restated 1999 Stock Plan (the “1999 Plan”) and the 2011 Plan. In connection with the Company’s initial public offering, the Company’s board of directors
determined that no future stock awards would be made under the Employee Plan, the Executive Plan, the 2005 Plan and the 1999 Plan. The 2011 Plan provides for
the grant of incentive stock options, nonstatutory stock options, restricted stock awards and other stock-based awards.
Under the provisions of the Employee Plan, the Executive Plan, the 2005 Plan, the 1999 Plan and the 2011 Plan (the “Plans”), the exercise price of each
option is determined by the Company’s board of directors or by a committee appointed by the board of directors. Under the 2011 Plan, the exercise price of all
stock options must not be less than the fair market value of a share of common stock on the date of grant. The period over which options vest and become
exercisable, as well as the term of the options, is determined by the board of directors or the committee appointed by the board of directors. The options generally
vest over 4 years and expire 10 years after the date of the grant.
For the six months ended June 30, 2015, the Company recorded stock-based compensation expense of $2.4 million related to stock options.
As of June 30, 2015, there was $3.7 million of total unrecognized stock-based compensation cost, net of estimated forfeitures, related to stock options. This
amount will be amortized on a straight-line basis over the requisite service period related to the stock option grants.
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A summary of the status of stock options issued pursuant to the Plans during the six months ended June 30, 2015 is presented below:

Options

Weighted
Average
Exercise
Price

Number of Shares

Weighted
Average
Contractual
Life (years)

Outstanding at beginning of the year
Granted
Forfeited
Exercised
Outstanding at end of the period

5,603,892
—
(113,462)
(201,737)
5,288,693

$
$
$
$
$

9.04
—
15.11
3.73
9.11

5.4

Exercisable at end of the period

4,817,881

$

8.53

5.3

Available for future grants at June 30, 2015

156,986

The intrinsic values of options outstanding, vested and exercised during the six months ended June 30, 2015 were as follows:
Number of
Options

Outstanding
Vested
Exercised

5,288,693
4,817,881
201,737

Intrinsic
Value

$
$
$

25,233,839
25,226,392
1,738,333

During the six months ended June 30, 2015, employees and former employees of the Company exercised options to purchase a total of 201,737 shares of
common stock at exercise prices ranging from $0.25 to $12.86 per share. Proceeds from the stock option exercises totaled $0.7 million.
Restricted Stock Units —During the six months ended June 30, 2015, the Company issued 842,305 restricted stock units to certain employees under the
provisions of the 2011 Plan, of which 172,000 were performance-based restricted stock units and 379,788 restricted stock units vested resulting in an equal number
of shares of common stock being issued. The grants of restricted stock units made during the six months ended June 30, 2015 had an aggregate value of $10.3
million. The value of a restricted stock unit award is determined based on the closing price of the Company’s common stock on the date of grant. A restricted
stock unit award entitles the holder to receive shares of the Company’s common stock as the award vests. The restricted stock units vest over periods that range
from three months to three years. The performance-based restricted stock units vest based on achievement of a specified financial metric, with the resulting
number of shares earned then subject to further time-based vesting, with 20% vesting on the first anniversary of the grant date of February 19, 2015 and 20% each
subsequent quarter until fully vested on the second anniversary of the grant date. Stock-based compensation expense is amortized on a straight-line basis over the
vesting period.
For the six months ended June 30, 2015, the Company recorded stock-based compensation expenses of $5.3 million, related to restricted stock units.
As of June 30, 2015, there was $18.1 million of total unrecognized compensation cost, net of estimated forfeitures, related to unvested restricted stock units.
This amount will be amortized on a straight-line basis over the requisite service period related to the restricted unit grants.
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A summary of the status of restricted stock units issued pursuant to the Plans during the six months ended June 30, 2015 is presented below:

Restricted Stock Units

Weighted
Average Fair
Value

Number of Shares

Outstanding at beginning of the year
Granted
Forfeited
Vested
Outstanding at end of the period

1,172,505
842,305
(69,462)
(379,788)
1,565,560

$
$
$
$
$

17.36
12.27
15.34
17.13
14.80

In accordance with ASC 718, Share Based Payment (“ASC 718”), total compensation expense for stock-based compensation awards was $9.9 million and
$9.8 million for the six months ended June 30, 2014 and 2015, respectively, which is included on the accompanying condensed consolidated statements of
operations as follows (in thousands):
Three Months Ended
June 30,
2014

Cost of goods sold
Sales and marketing expenses
General and administrative expenses
Research and development
Total stock-based employee compensation

$

$

Six Months Ended
June 30,
2015

1,209
1,482
2,100
867
5,658

$

$

2014

554
1,301
2,223
696
4,774

$

$

2015

2,697
2,738
3,135
1,285
9,855

$

$

1,464
2,668
4,289
1,377
9,798

Stock-based compensation expense for equity awards outstanding as of June 30, 2015 will be recognized over the following periods as follows (in
thousands):
Years Ending December 31,

July 1, 2015 to December 31, 2015
2016
2017
2018

$

$

8,296
10,240
3,684
454
22,674

Stock-based compensation costs for stock options are generally based on the fair value calculated from the Black-Scholes valuation model on the date of
grant. The Black-Scholes valuation model requires the Company to estimate key assumptions such as expected volatility, expected terms, risk-free interest rates
and dividend yields. The Company determined the assumptions in the Black-Scholes valuation model as follows: expected volatility is a combination of the
Company’s competitors’ historical volatility; expected term is calculated using the “simplified” method prescribed in ASC 718 ; and the risk free rate is based on
the U.S. Treasury yield on 5 and 7-year instruments in effect at the time of grant. A dividend yield is not used, as the Company has never paid cash dividends and
does not currently intend to pay cash dividends. The Company periodically reviews the assumptions and modifies the assumptions accordingly.
As part of the requirements of ASC 718, the Company is required to estimate potential forfeitures of stock option and restricted stock unit grants and
adjust compensation cost recorded accordingly. The estimate of forfeitures will be adjusted over the requisite service period to the extent that actual forfeitures
differ, or are expected to differ, from such estimates. Changes in estimated forfeitures will be recognized through a cumulative catch-up adjustment in the period of
change and will also impact the amount of stock-based compensation expense to be recognized in future periods. The fair values of stock option and restricted
stock unit grants are amortized as compensation expense on a straight-line basis over the vesting period of the grants. Compensation expense recognized is shown
in the operating activities section of the statement of cash flows.
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9.

Income Taxes

The income tax provision differs from the expected tax provisions computed by applying the U.S. Federal statutory rate to loss before income taxes
primarily because the Company has historically maintained a full valuation allowance on its deferred tax assets and to a lesser extent because of the impact of state
income taxes. As described in the 2014 Form 10-K, the Company maintains a full valuation allowance in accordance with ASC 740, Accounting for Income Taxes
, on its net deferred tax assets. Until the Company achieves and sustains an appropriate level of profitability, it plans to maintain a valuation allowance on its net
deferred tax assets.
10.

Fair Value Measurement

The Company records certain financial assets and liabilities at fair value on a recurring basis. The Company determines fair values based on that price it
would receive to sell an asset or pay to transfer a liability in an orderly transaction between market participants at the measurement date and in the principal or most
advantageous market for that asset or liability.
The prescribed fair value hierarchy and related valuation methodologies are as follows:
Level 1—Inputs are unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the ability to access at the
measurement date.
Level 2—Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, directly or indirectly, such as a quoted price
for similar assets or liabilities in active markets.
Level 3—Inputs are unobservable and are only used to measure fair value when observable inputs are not available. The inputs reflect the entity’s own
assumptions and are based on the best information available. This allows for the fair value of an asset or liability to be measured when no active market for that
asset or liability exists.
The following tables disclose the assets and liabilities measured at fair value on a recurring basis as of December 31, 2014 and June 30, 2015 and the basis
for that measurement:
(in thousands)

Money market
Contingent HCL-EMS acquisition consideration
Contingent oneTEM acquisition consideration

$

18,372
541
235
19,148

$

(in thousands)

Money market
Contingent HCL-EMS acquisition consideration
Contingent oneTEM acquisition consideration

Fair Value Measurement at December 31, 2014
Level 1
Level 2

Total

$

$

$

$

$

Level 3

—
—
—
—

$

4,384
541
247
5,172

$

$
19

4,384
—
—
4,384

$

—
—
—
—

$

$

—
541
235
776

$

Fair Value Measurement at June 30, 2015
Level 1
Level 2

Total

$

18,372
—
—
18,372

Level 3

$

—
541
247
788
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The changes in the fair value of the Level 3 liability for the six months ended June 30, 2015 are as follows:
Contingent acquisition consideration
Six Months Ended June 30, 2015
HCL-EMS
oneTEM

(in thousands)

Balance, Beginning of Period
Imputed interest
Balance, End of Period

$

541 $
—
541 $

$

235
12
247

The Company’s investment in overnight money market institutional funds, which amounted to $18.4 million and $4.4 million at December 31, 2014 and
June 30, 2015, respectively, is included in cash and cash equivalents on the accompanying condensed consolidated balance sheets and is classified as a Level 1
input.
The acquisition of HCL-EMS included a contingent consideration agreement that required additional consideration to be paid by the Company following
each of the first and second anniversaries of the HCL-EMS Closing Date, pursuant to an earn-out formula ranging from 7.5% to 15% of specified revenues from
specified customers acquired, subject to set-off rights of the Company with respect to indemnities given by HCL-EMS under the HCL-EMS APA. The fair value
of the contingent consideration recognized was $3.4 million which was estimated by applying the income approach. The remaining balance of $0.5 million
represents the balance retained by the Company pending resolution of an outstanding indemnity matter, after reduction for the $0.4 million payment mentioned
below. The key assumptions include (a) a discount rate of 10.5% and (b) probability adjusted levels of revenue between approximately $12.6 million and
$13.9 million. As of June 30, 2015, there were no changes in the recognized amounts from December 31, 2014.
The acquisition of oneTEM includes a contingent earn-out cash consideration agreement that requires additional consideration to be paid by the Company
following each of the first four anniversaries of the oneTEM Closing Date. Historically, the oneTEM business had generated one-time consulting revenue. Under
the earn-out formula, the earn-out consideration is equal to 9% of annual recurring revenue that the business begins to generate from specified customers in the first
year and then 9% of year-over-year increases in annual recurring revenue growth from those specified customers during the earn-out periods. The earn-out period
begins with the first full month after the oneTEM Closing Date and continues for four consecutive 12- month periods. The contingent earn-out cash consideration
is subject to set-off rights of the Company with respect to indemnities given by the former holders of the issued share capital of oneTEM under the oneTEM
Purchase Agreement. The fair value of the contingent earn-out cash consideration recognized was $0.2 million, which was estimated by applying the income
approach. The key assumptions include (a) a discount rate of 15% and (b) probability adjusted levels of initial and then increased annual recurring revenue between
approximately $0.2 million and $0.3 million. As of June 30, 2015, there were no changes in the recognized amounts from December 31, 2014, except for the
accretion of imputed interest.
The carrying amounts of the Company’s other non-cash financial instruments including accounts receivable and accounts payable approximate their fair
values due to the relatively short-term nature of these instruments.
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11.

Supplemental Cash Flow Information:
Information about other cash flow activities during the six months ended June 30, 2014 and 2015 are as follows:
Six months ended June 30,
2014
2015

(in thousands)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for:
Interest
Income tax payments

$
$

11
278

$
$

72
677

NON CASH FINANCING ACTIVITIES:
Software acquired with financing agreement
Computer, furniture and equipment acquired with capital lease

$
$

—
—

$
$

3,500
698

12.

Commitments and Contingencies

During the normal course of business, the Company becomes involved in various routine legal proceedings including issues pertaining to patent and
trademark infringement, customer disputes, employee matters and acquisition-related post-closing disputes. The Company does not believe that the outcome of
these matters will have a material adverse effect on its financial condition.
The Company has entered into non-cancellable operating leases for the rental of office space in various locations that expire between 2015 and 2023.
Some of the leases provide for lower payments in the beginning of the term which gradually escalate during the term of the lease. The Company recognizes rent
expense on a straight-line basis over the lease term, which gives rise to a deferred rent liability on the balance sheet. The Company also has entered into
agreements with third-party hosting facilities, which expire between 2016 and 2017.
The Company is also obligated under several leases covering computer equipment and software, which the Company has classified as capital leases and
other obligations. Additionally, the Company has entered into several operating leases for various office equipment items, which expire between 2015 and 2018.
Rent expense, included in general and administrative expense, was approximately $2.9 million and $3.2 million for the six months ended June 30, 2014
and 2015, respectively.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion and analysis of our financial condition and results of operations together with our financial statements and the
related notes and other financial information included elsewhere in this quarterly report. Some of the information contained in this discussion and analysis or set
forth elsewhere in this quarterly report, including information with respect to our plans and strategy for our business and related financing, include forwardlooking statements that involve risks and uncertainties. You should review the “Risk Factors” and “Forward-Looking Statements” sections of this quarterly report
for a discussion of important factors that could cause actual results to differ materially from the results described in or implied by the forward-looking statements
contained in the following discussion and analysis.
Overview
Tangoe is a leading global provider of connection lifecycle management, or CLM, software and services to a wide range of global enterprises and service
providers. CLM covers the entire spectrum of an enterprise’s connection-based assets and services, such as voice and data services, mobile devices and usage,
cloud software, infrastructure and services, machine-to-machine connections, enterprise social and information technology connections, and encompasses the
entire lifecycle of these assets and services, including planning and sourcing, procurement and provisioning, inventory and usage management, mobile device
management, real-time telecommunications expense management, invoice processing and payment, expense allocation and accounting, and asset
decommissioning and disposal. Our on-demand Matrix Solution Suite is a suite of software designed to manage IT expenses and to manage and optimize the
complex processes and expenses associated with this connection lifecycle management. Our Matrix Solution Suite and related services have historically focused on
enterprises’ fixed and mobile connections, and related assets, usage, expenses and analytics. We continue to enhance and expand our software and service
offerings by developing and implementing additional capabilities, including capabilities designed to manage the entire range of an enterprise’s IT expenses, and to
turn on, track, manage, secure and support various connections in an enterprise’s connection lifecycle, such as cloud software, infrastructure and services, machineto-machine, enterprise social and information technology connections. We refer to our Matrix Solution Suite and related service offerings as Matrix.
Our solution can provide a significant return on investment by enabling an enterprise to identify and resolve billing errors, to optimize service plans,
licenses and contracts based on usage patterns and needs, to manage used and unused connection assets and services, to proactively monitor usage, to conveniently
and accurately pay vendors and to prevent bill overages. Our solution allows enterprises to improve the productivity of their employees by automating the
provisioning of connection assets and services, and to reduce costs by controlling and allocating connection expenses. It also allows enterprises to enforce
regulatory requirements and internal policies governing the use of connection assets and services. Further, our solution allows enterprises to manage their
connection assets and services and helps them improve end user productivity.
We designed our business model to sell recurring technology and services leveraging our Matrix Solution Suite. We review three key business metrics to
help us monitor the performance of our business model and to identify trends affecting our business. The measures that we believe are the primary indicators of our
quarterly and annual performance are as follows:
Adjusted EBITDA . We define Adjusted EBITDA as net income (loss) plus interest expense, other expense, income tax provision, depreciation and
amortization, amortization of marketing agreement intangible assets, stock-based compensation expense and other expense less amortization of leasehold interest,
interest income and other income. Our management uses Adjusted EBITDA to measure our operating performance because it does not include the impact of items
not directly resulting from our core business and certain non-cash expenses such as depreciation and amortization and stock-based compensation. We believe that
this measure provides us with additional useful information to measure and understand our performance on a consistent basis, particularly with respect to changes
in performance from period to period. We use Adjusted EBITDA in the preparation of our annual operating budgets and to measure and evaluate the effectiveness
of our business strategies. Adjusted EBITDA is not calculated in accordance with generally accepted accounting principles in the United States of America, or
GAAP, and is not a substitute for or superior to financial measures determined in accordance with GAAP. Other companies in our industry may calculate Adjusted
EBITDA in a manner differently from us, which reduces its usefulness as a comparative measure. Our Adjusted EBITDA has increased annually for each fiscal
year since 2007 and we expect it to continue to increase in our fiscal year ending December 31, 2015.
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Recurring technology and services revenue growth. We provide recurring technology-enabled services leveraging both our technology and
communications industry experience. We regularly review our recurring revenue growth to measure our success.
We intend to continue to focus our sales and marketing efforts on increasing our recurring technology and services-related customer base, and we expect
that our recurring technology and services revenue will increase in absolute dollars and remain consistent as a percentage of total revenue over the next 12 months
due to our expectation that we will be able to:
·

retain a high percentage of the revenue we currently derive from our existing customers;

·

sell additional product and service offerings to our existing customers; and

·

add a significant number of new customers.

We believe that we will be able to retain a high percentage of our existing recurring technology and services revenue due to our revenue retention rates,
and the current levels of customer usage of our products and services, which we review on a monthly basis to provide an indication of impending increases or
decreases in billed revenue for future periods.
We believe that we will be able to sell additional product and service offerings to our existing customers in the next year based on our analysis of revenue
on a per-customer basis for the last 12 months, which indicates that our customers on an aggregate basis have generally increased their usage of our solution on a
quarterly basis.
We believe that we will be able to add a significant number of new customers over the next 12 months as we continue to expand internationally and
increase our share of the domestic market.
Revenue retention rates. In addition, we consider our revenue retention rates. Since we began to fully realize the benefits of our recurring revenue model
in 2009, our revenue retention rates have been higher than 90%. We measure revenue retention rates by assessing on a dollar basis the recurring technology and
services revenue we retain for the same customer and product set in a given period versus the prior year period. We cannot predict our revenue retention rates in
future periods. Our use of a revenue retention rate has limitations as an analytical tool, and you should not consider it in isolation. Other companies in our industry
may calculate revenue retention rates differently, which reduces its usefulness as a comparative measure.
We also review a number of other quantitative and qualitative trends in monitoring our performance, including our share of the CLM market, our
customer satisfaction rates, our ability to attract, hire and retain a sufficient number of talented employees to staff our growing business and the development and
performance of our solutions. Our review of these factors can affect aspects of our business and operations on an on-going basis, including potential acquisition
strategies and investment in specific areas of product development or service support.
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Certain Trends and Uncertainties
The following represents a summary of certain trends and uncertainties, which could have a significant impact on our financial condition and results of
operations. This summary is not intended to be a complete list of potential trends and uncertainties that could impact our business in the long or short term. This
summary, however, should be considered along with the factors identified in the “Risk Factors” section of this Quarterly Report on Form 10-Q.
·

The CLM market is characterized by rapid technological change and frequent new product and service introductions, including frequent
introductions of new technologies and devices. To achieve and maintain market acceptance for our solution, and to generate additional revenue from
existing and new customers, we must effectively anticipate these changes and offer software products and services that respond to them in a timely
manner. If we fail to develop software products and services that satisfy customer preferences in a timely and cost-effective manner, or if we fail to
effectively convert existing customers to these new products and services or add new customers, our ability to renew our agreements with existing
customers and our ability to create or increase demand for our solution and generate additional revenue will be harmed.

·

We believe that competition will continue to increase. Increased competition could result from existing competitors or new competitors that enter the
market because of the potential opportunity. We will continue to closely monitor competitive activity and respond accordingly. Increased competition
could have an adverse effect on our financial condition and results of operations.

·

We continue to closely monitor current economic conditions, as any decline in the general economic environment that negatively affects the financial
condition of our customers could have an adverse effect on our financial condition and results of operations. For example, during the most recent
economic downturn, our customer cancellation rate during the first quarter of 2009 increased to a quarterly rate of over three times the average of the
prior four quarters, partly as a result of customer bankruptcies. If economic conditions in the United States and other countries decline, we may face
greater risks in operating our business.

Acquisitions
On May 31, 2015, we acquired the assets comprising IBM’s Rivermine Telecommunications Expense Management business, a leading provider of
telecom expense management solutions. The purchase price was $22.0 million in cash paid at the closing. The transaction costs were immaterial and were
expensed as incurred.
We continue to migrate to our platforms the customers of several of the businesses that we acquired during 2011 and 2012. We generally expect to
migrate the Rivermine customers to our Matrix platform following the release of the components of Matrix required for these customers. While, to date, we have
successfully migrated a number of the customers acquired in 2011 and 2012, there can be no assurance that we will complete these and the Rivermine customer
migrations in a timely manner or at all and the cost of these migrations may be more significant than we have estimated. We may pursue additional acquisitions of,
or investments in, businesses, services and technologies that will expand the functionality of our solution, provide access to new markets or customers, or otherwise
complement our existing operations.
Sources of Revenue
Recurring technology and services revenue. We derive our recurring technology and services revenue primarily from subscriptions and services related
to our Matrix Solution Suite. We recognize revenue for software and related services when all of the following conditions are met: (a) there is persuasive evidence
of an arrangement; (b) the service has been provided to the customer; (c) the collection of the contracted fee is probable; and (d) the amount of the fees to be paid
by the customer or partner is fixed or determinable. These services include help desk, asset procurement and provisioning, and carrier dispute resolution. The
recurring technology and services revenue is recognized ratably over the contract term.
We license our on-demand software and sell related services primarily on a subscription basis under agreements that typically have terms ranging from 24
to 60 months. Our recurring technology and services revenue is driven by the amount of communications spend that we manage and the scope of the products and
services that we provide to our customers. Under our fixed line contracts, we typically charge our customers a percentage of managed communications spend that
is determined based on the products and services that we provide. Under our mobile contracts, we typically charge our customers fees that are based on the mobile
products and services that we provide and the number of devices for which we provide those products and services. We also derive recurring technology and
services revenue from payment processing through MxPay, our bill pay solution. As of June 30, 2015, we managed a total of approximately $32.8 billion in annual
communications expense as compared to approximately $28.6 billion in annual communications expense as of June 30, 2014. Our customers are typically subject
to a minimum charge for up to a specified threshold amount of communications spend, transactional volume or number of mobile devices under management and
additional charges to the extent the specified thresholds are exceeded. Any implementation fees
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associated with recurring technology and services engagements are recognized over the estimated expected life of the customer relationship, which we estimate to
be equal to twice the contract life, and we recognize implementation fees ratably over this period. Many of our subscription contracts are non-cancelable, although
customers have the right to terminate for cause if we materially fail to perform.
Strategic consulting, software licenses and other revenue. In addition to our subscription fees, revenue is generated to a lesser extent by strategic
consulting, software licenses, mobile device activation fees and sales of telecommunication accessories. Strategic consulting consists primarily of fees charged for
contract negotiations and bill audits. Contract negotiation fees include both fixed project fees and incentive fees driven by the amount of savings that we are able to
generate over the customer’s existing communications rates. These fees are recognized when fixed or determinable, usually when the customer and carrier execute
the contract. Bill audit fees are driven by the amount of savings that we are able to generate by reviewing current and prior communications invoices against the
customer’s existing contracts. These fees are recognized when fixed or determinable, usually when the savings have been calculated and documented in our Matrix
Solutions Suite.
On occasion, we license our Matrix Solution Suite to our customers on a perpetual basis. If we are able to derive vendor-specific objective evidence on the
undelivered elements, the software portion is recognized when the revenue recognition criteria is met; otherwise the contract is recognized ratably over the contract
life. Other professional services are recognized as the services are performed. We have an agreement with a carrier whereby we receive an activation fee for
procuring a mobile device. The activation revenue is recognized upon confirmation from the carrier that the device has been procured. The revenue related to the
sale of mobile telecommunication accessories is recognized upon shipment of the accessories to the customer.
We expect our strategic consulting, software licenses and other revenue to increase in absolute dollars and remain relatively constant as a percentage of
total revenue over the next 12 months.
We historically have derived primarily all of our revenue from United States-based customers. We have been building our international sales operations
by increasing our direct sales force abroad and expect to continue this expansion. We expect our international revenue to increase in absolute dollars and as a
percentage of total revenue over the next 12 months.
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Cost of Revenue and Gross Profit
Cost of recurring technology and services revenue. Cost of recurring technology and services revenue consists primarily of costs associated with our data
center operations, customer product support centers and client services group. This includes personnel-related costs such as salary, stock-based compensation and
other compensation-related costs, subcontractor fees, hosting fees, communications costs and royalties related to third-party software included in our solution when
our solution is licensed on a non-perpetual basis.
Cost of strategic consulting, software licenses and other revenue. Cost of strategic consulting, software licenses and other revenue consists primarily of
personnel-related costs, including salary, stock-based compensation and other compensation-related costs and subcontractor fees directly related to delivering the
service and to a lesser extent, the cost of the mobile telecommunications accessories sold.
As our customer base continues to grow, we expect our cost of revenue to increase in absolute dollars as we expand our data center and customer support
operations to support our continued growth. Our cost of revenue could fluctuate as a percentage of revenue on a quarterly basis but remain relatively stable on an
annual basis based on the mix of software and services sold and average contractual selling price.
Gross profit. Gross profit as a percentage of revenue is affected by two main factors—the mix of software and services sold and the average contractual
selling price. We expect our gross profit in absolute dollars to increase, but that our gross profit as a percentage of revenue will be affected as we integrate the
businesses of our recent acquisitions, which have historically operated with lower margins than our business. We believe that over time we will achieve
improvements in those margins as we integrate the acquired operations and capture the operating efficiencies of the overall business.
Operating Expense
Operating expense consists of sales and marketing, general and administrative, research and development and depreciation and amortization. Other than
for depreciation and amortization expense, personnel-related costs are the most significant component of all of these operating expenses. We expect to continue to
hire a significant number of new employees in order to support our overall growth. In any particular period, the timing of additional hires could materially affect
our operating results, both in absolute dollars and as a percentage of revenue.
Sales and marketing. Sales and marketing expense consists primarily of personnel-related costs, including salary, stock-based compensation and other
compensation-related costs for our sales, marketing and business development employees, the cost of outside marketing programs such as on-line lead generation,
promotional events, such as trade shows, user conferences, seminars and webinars, the cost of business development programs, travel-related costs and sales
commissions. Sales commission rates are calculated at the time a contract is signed. The sales commission rate is applied to the contract’s first year of revenue to
calculate sales commission expense. Sales commission expense is accrued and expensed at the time we invoice the customer and is paid to the salesperson either
when the invoice is collected or ratably over the next five quarters. Generally, new sales personnel require time to become familiar with our software and services
and do not begin to generate sales immediately, which can result in increased sales and marketing expense without any immediate increase in revenue. We expect
sales and marketing expense to increase in absolute dollars and as a percentage of revenue in the near term, as we continue to hire sales and marketing personnel in
the United States and internationally to expand our solution globally.
General and administrative. General and administrative expense consists of personnel-related costs, including salary, stock-based compensation and
other compensation-related costs for finance and accounting, executive, human resources, legal and information technology personnel, rent and facility costs, legal
and other professional fees, and other corporate expenses. We are incurring and will continue to incur costs associated with being a public company, including
corporate insurance costs as well as certain personnel costs and professional fees, including legal and accounting fees as they relate to financial reporting and
maintaining compliance with Section 404 of the Sarbanes-Oxley Act. We expect general and administrative expense to increase in absolute dollars and to decrease
as a percentage of revenue over the next several years.
Research and development. Research and development expense primarily consists of personnel-related costs, including salary, stock-based compensation
and other compensation-related costs for development personnel, and fees to our outside contract development vendors. We anticipate that our research and
development team will continue to focus on expanding our software and services and increasing the functionality of our current offerings. We expect research and
development expense to increase in absolute dollars, but remain relatively constant as a percentage of revenue in the near term.
Depreciation and amortization. Depreciation and amortization expense primarily consists of the non-cash write-down of tangible and intangible assets
over their expected economic lives. We expect this expense to remain relatively constant in absolute dollars and decrease as a percentage of revenue as we continue
to grow and incur capital expenditures to improve our technological infrastructure and acquire assets through potential future acquisitions.
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Other Income (Expense), Net
Other income (expense), net consists primarily of interest expense on our short and long-term debt, interest income on our cash and cash equivalents
balance. We have historically invested our cash in money market investments. We expect our interest income to vary in each reporting period depending on our
average cash balances and interest rates.
Income Tax Provision
Income tax provision consists of federal and state corporate income taxes resulting from our operations in the United States, as well as operations in
various foreign jurisdictions. We expect income tax expense to vary each reporting period depending upon taxable income fluctuations and the availability of tax
benefits from net loss carryforwards.
As of December 31, 2014, we had U.S. federal net operating loss carryforwards of approximately $30.5 million, which, if unused, expire from 2022 to
2032. In addition to this amount, we have approximately $44.7 million of federal income tax loss carryforwards resulting from tax deductions related to stock
options awarded to employees, which will be realized only when these deductions reduce income taxes payable. We also have U.S. federal research and
development tax credit carryforwards of approximately $3.8 million, which expire through 2032. We have engaged in several transactions since our inception that
have resulted in a change in control as defined by Sections 382 and 383 of the Internal Revenue Code, which limits our ability to utilize these net operating loss and
tax credit carryforwards in the future. As of December 31, 2014, $25.2 million of our net operating loss and tax credit carryforwards were so limited. At
December 31, 2014, we had a valuation allowance against the full amount of our deferred tax assets, as management believes it is uncertain that they will be fully
realized. If we determine in the future that we will be able to realize all or a portion of our net operating loss or tax credit carryforwards, an adjustment to our
recorded valuation allowance would increase net income in the period in which we make such a determination.
Critical Accounting Policies
Our financial statements are prepared in accordance with GAAP. The preparation of our financial statements and related disclosures requires us to make
estimates, assumptions and judgments that affect the reported amount of assets, liabilities, revenue, costs and expenses, and related disclosures. We base our
estimates and assumptions on historical experience and other factors that we believe to be reasonable under the circumstances. We evaluate our estimates and
assumptions on an ongoing basis. Our actual results may differ from these estimates under different assumptions and conditions. Our most critical accounting
policies are disclosed in the audited consolidated financial statements for the year ended December 31, 2014 included in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2014 filed with the Securities and Exchange Commission, or the SEC, on March 16, 2015, which we refer to as the 2014 Form 10K. Since the date of those financial statements, there have been no material changes to our significant accounting policies.
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Results of Operations for the Three and Six Month Periods Ended June 30, 2014 and 2015 (unaudited)
The following table presents selected consolidated statements of operations data for the periods indicated. These consolidated results of operations are not
necessarily indicative of the consolidated results of operations that will be achieved in any future period.

(in thousands, except percentages)
Revenue:
Recurring technology and services
Strategic consulting, software licenses and other
Total revenue
Cost of revenue:
Recurring technology and services
Strategic consulting, software licenses and other
Total cost of revenue (1)

2014
$

Gross profit
Operating expense:
Sales and marketing (1)
General and administrative (1)
Research and development (1)
Depreciation and amortization
Income (loss) from operations
Other income (expense), net
Interest expense
Interest income
Other (expense) income
Income (loss) before income tax provision
Income tax provision
Net loss

$

Three Months Ended June 30,
% of
revenue
2015

47,069
5,605
52,674

89%
11%
100%

22,200
2,007
24,207

49,937
4,541
54,478

92%
8%
100%

42%
4%
46%

23,585
2,071
25,656

28,467

54%

10,182
9,844
5,794
2,472
175
(11)
9
(28)
145
548
(403)

$

% of
revenue

2014
93,068
10,000
103,068

90%
10%
100%

43%
4%
47%

43,598
4,341
47,939

28,822

53%

19%
19%
11%
5%
0%

10,835
10,710
6,813
2,441
(1,977)

20%
20%
13%
4%
(4)%

0%
0%
0%
0%
1%
(1)%

(33)
7
1
(2,002)
534
(2,536)

0%
0%
0%
(4)%
1%
(5)%

$

$

Six Months Ended June 30,
% of
revenue
2015

$

98,853
9,094
107,947

92%
8%
100%

42%
4%
47%

45,215
4,316
49,531

42%
4%
46%

55,129

53%

58,416

54%

20,127
18,632
10,923
5,079
368

20%
18%
11%
5%
0%

21,209
20,813
12,940
4,493
(1,039)

20%
19%
12%
4%
(1)%

0%
0%
0%
0%
1%
(1)%

(97)
16
(1)
(1,121)
1,163
(2,284)

0%
0%
0%
(1)%
1%
(2)%

(48)
18
(15)
323
993
(670)

$

$

(1) Amounts in table above include stock-based compensation expense, as follows:
Cost of revenue
Sales and marketing
General and administrative
Research and development

$

$

1,209
1,482
2,100
867
5,658

$

$

28

554
1,301
2,223
696
4,774

$

$

% of
revenue

2,697
2,738
3,135
1,285
9,855

$

$

1,464
2,668
4,289
1,377
9,798
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Revenue
The following table presents our components of revenue for the periods presented:
(unaudited)
(in thousands, except percentages)
Recurring technology and services
Strategic consulting, software licenses and other
Total revenue

$
$

Three Months Ended
June 30,
2014
2015
47,069 $
49,937
5,605
4,541
52,674 $
54,478

$
$

Increase (Decrease)
$
%
2,868
6%
(1,064)
(19)%
1,804
3%

$
$

Six Months Ended June
30,
2014
2015
93,068 $
98,853
10,000
9,094
103,068 $
107,947

$
$

Increase (Decrease)
$
%
5,785
6%
(906)
(9)%
4,879
5%

Our recurring technology and services revenue increased $2.9 million, or 6%, for the three months ended June 30, 2015 as compared to the same period in
2014. This increase was primarily attributable to $3.6 million in increased revenue from increases in the volume of fixed and mobile communications assets and
service offerings being managed or provided through our on-demand communication management platform for existing and new customers, excluding customers
acquired in acquisitions since January 1, 2011 except to the extent such acquisition customers purchased new products or services following the applicable
acquisition. The increase was driven in part by a 14% increase in our total number of recurring revenue customers to 812 as of June 30, 2015, which amount
excludes 375 acquisition customers for total recurring revenue customers of 1,187 as of June 30, 2015, from 714 as of June 30, 2014, which amount excludes 314
acquisition customers for total recurring revenue customers of 1,028 as of June 30, 2014. This increase in revenue was partially offset by a $0.7 million decrease
for the three months ended June 30, 2015, as compared to the same period in 2014, in revenue from customers acquired in connection with acquisitions since
January 1, 2011, to $12.0 million for the three months ended June 30, 2015 from $12.7 million for the three months ended June 30, 2014, including for purposes of
this calculation revenue from acquisition customers who renewed their contracts with us after the applicable acquisition but excluding revenues from postacquisition sales of new products and services. This decrease was principally attributable to normal and customary attrition in acquisition customers. Our recurring
technology and services revenue includes contra-revenue related to the amortization of the value of a warrant to purchase common stock issued to IBM as part of a
strategic marketing agreement. We recorded $111,061 and $148,349 of amortization as a contra-revenue charge during the three months ended June 30, 2014 and
2015, respectively, related to the warrant.
Our strategic consulting, software licenses and other revenue decreased $1.1 million, or 19%, for the three months ended June 30, 2015 as compared to the
same period of 2014, primarily due to decreases of $0.9 million in other revenue and $0.2 million strategic sourcing and consulting revenue.
Our recurring technology and services revenue increased $5.8 million, or 6%, for the six months ended June 30, 2015 as compared to the same period in
2014. This increase was primarily attributable to $9.0 million in increased revenue from increases in the volume of fixed and mobile communications assets and
service offerings being managed or provided through our on-demand communication management platform for existing and new customers, excluding customers
acquired in acquisitions since January 1, 2011 except to the extent such acquisition customers purchased new products or services following the applicable
acquisition. The increase was driven in part by the increase in our total number of recurring revenue customers between June 30, 2014 and June 30, 2015 described
above. This increase in revenue was partially offset by a $3.2 million decrease for the six months ended June 30, 2015, as compared to the same period in 2014, in
revenue from customers acquired in connection with acquisitions since January 1, 2011, to $22.7 million for the six months ended June 30, 2015 from
$25.9 million for the six months ended June 30, 2014, including for purposes of this calculation revenue from acquisition customers who renewed their contracts
with us after the applicable acquisition but excluding revenues from post-acquisition sales of new products and services. This decrease was principally attributable
to normal and customary attrition in acquisition customers. Our recurring technology and services revenue includes contra-revenue related to the amortization of
the value of a warrant to purchase common stock issued to IBM as part of a strategic marketing agreement. We recorded $218,823 and $309,738 of amortization as
a contra-revenue charge during the six months ended June 30, 2014 and 2015, respectively, related to the warrant.
Our strategic consulting, software licenses and other revenue decreased $0.9 million, or 9%, for the six months ended June 30, 2015 as compared to the
same period of 2014, primarily due to decreases of $0.8 million in other revenue and $0.1 million in mobile telecommunication accessories sales revenue.
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Costs and Expenses
Cost of Revenue
The following table presents our cost of revenue:
Three Months Ended
June 30,
2014
2015

(unaudited)
(in thousands, except percentages)

Six Months Ended
June 30,
2014
2015

Increase

$

%

Recurring technology and services
Strategic consulting, software licenses and
other
Total cost of revenue

$

22,200

$

23,585

$

1,385

6%

$

43,598

$

45,215

$

1,617

4%

$

2,007
24,207

$

2,071
25,656

$

64
1,449

3%
6%

$

4,341
47,939

$

4,316
49,531

$

(25)
1,592

-1%
3%

Gross profit

$

28,467

$

28,822

$

355

1%

$

55,129

$

58,416

$

3,287

6%

Gross margin

54%

$

53%

%

Increase
(Decrease)

53%

54%

Our recurring technology and services cost of revenue increased $1.4 million for the three months ended June 30, 2015 as compared to the same period in
2014. This increase is primarily due to an increase in personnel-related costs, including an increase in salary and other compensation-related costs, of $0.9 million,
with $0.5 million of this increase related to the Rivermine acquisition, a $0.6 million increase in third-party licensing costs related to the Rivermine acquisition, a
$0.2 million increase in payment processing costs and a $0.1 million net increase in other infrastructure costs which includes $0.2 million of additional
infrastructure costs related to the Rivermine acquisition. The increases in our recurring technology and services cost of revenue were partly offset by decreases in
third-party contractor costs of $0.4 million as a result of cost efficiencies gained from our continued migration of acquired customers from acquisitions in 2011 and
2012.
Our strategic consulting, software licenses and other cost of revenue increased $0.1 million for the three months ended June 30, 2015 as compared to the
same period in 2014, primarily due to a $0.1 million increase in salary and other compensation-related costs as a result of increased third-party contractor costs
related to our strategic consulting business.
As a percentage of revenue, gross profit decreased to 53% for the three months ended June 30, 2015 as compared to 54% for the same period in 2014.
This decrease in gross margin was primarily related to the Rivermine acquisition, as this business had historically operated with a lower gross margin than ours, and
the decrease in strategic consulting, software license and other revenue. The $0.4 million increase in gross profit in absolute dollars was primarily a result of
increases in recurring technology and services revenue.
Our recurring technology and services cost of revenue increased $1.6 million for the six months ended June 30, 2015 as compared to the same period in
2014. This increase primarily due to an increase in personnel-related costs, including an increase in salary and other compensation-related costs, of $1.8 million,
with $0.5 million of this increase related to the Rivermine acquisition, a $0.5 million net increase in third-party licensing costs, with $0.6 million of this increase
related to the Rivermine acquisition, a $0.5 million increase in payment processing costs. The increases in our recurring technology and services cost of revenue
were partly offset by decreases in third-party contractor costs of $1.0 million as a result of cost efficiencies gained from our continued migration of acquired
customers from acquisitions in 2011 and 2012, a $0.1 million net decrease in other infrastructure costs which includes $0.2 million increase in costs related to the
Rivermine acquisition and a $0.1 million decrease in telecommunication costs.
Our strategic consulting, software licenses and other cost of revenue was comparable for the respective six month periods ended June 30, 2015 and 2014.
Our third-party contractor costs related to our increase in our strategic sourcing and consulting revenues increased $0.2 million, and this was offset by a $0.2
million decrease in the costs associated with our sales of mobile telecommunication accessories.
As a percentage of revenue, gross profit increased to 54% for the six months ended June 30, 2015 as compared to 53% for the same period in 2014. This
increase in gross margin was primarily due to an increase in higher margin revenue within our recurring technology and services revenue. The $3.3 million
increase in gross profit in absolute dollars was primarily a result of increases in recurring technology and services revenue.
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Operating Expense
The following table presents our components of operating expense for the periods presented:

(unaudited)
(in thousands, except percentages)
Sales and marketing
General and administrative
Research and development
Depreciation and amortization
Total operating expense

Three Months Ended June 30,
2014
2015
% of
% of
Amount
Revenue
Amount
Revenue
$
10,182
19%
$
10,835
20%
9,844
19%
10,710
20%
5,794
11%
6,812
13%
2,472
5%
2,441
4%
$
28,292
54%
$
30,798
57%

Change
$
$

$

653
866
1,018
(31)
2,506

%
6%
9%
18%
-1%
9%

Six Months Ended June 30,
2014
2015
% of
% of
Amount
Revenue
Amount
Revenue
$
20,127
20%
$
21,209
20%
18,632
18%
20,813
19%
10,923
11%
12,939
12%
5,079
5%
4,493
4%
$
54,761
53%
$
59,454
55%

$

$

Change
$
%
1,082
5%
2,181
12%
2,016
18%
(586)
-12%
4,693
9%

Sales and marketing expense. Our sales and marketing expense increased $0.7 million for the three months ended June 30, 2015 as compared to the same
period of 2014, as a result of increases in personnel-related costs, including salary and other compensation-related costs, of $0.3 million, including increased
employee compensation and benefits of $0.5 million partially offset by a $0.2 million decrease in stock-based compensation expense. The increase in employee
compensation and benefits was a result of our increased number of global direct and indirect sales force employees to accommodate growth in sales opportunities,
which includes a $0.1 million increase related to the Rivermine acquisition. Our sales and marketing expense also increased as a result of a $0.4 million increase in
outside marketing expense for the three months ended June 30, 2015 as compared to the same period of 2014, primarily as result of increases in lead generation
activities for new and existing geographies and customers.
Our sales and marketing expense increased $1.1 million for the six months ended June 30, 2015 as compared to the same period of 2014, primarily as a
result of increases in personnel-related costs, including salary and other compensation-related costs, of $0.7 million as a result of our increased number of global
direct and indirect sales force employees to accommodate growth in sales opportunities, which includes a $0.1 million increase related to the Rivermine
acquisition. Our sales and marketing expense also increased as a result of a $0.4 million increase in outside marketing expense for the six months ended June 30,
2015 as compared to the same period of 2014, primarily as result of increases in lead generation activities for new and existing geographies and customers.
General and administrative expense . Our general and administrative expenses increased $0.9 million for the three months ended June 30, 2015 as
compared to the same period of 2014, as a result of increases in personnel-related costs, including salary and other compensation-related costs, of $0.3 million,
including increased employee compensation and benefits of $0.2 million and stock-based compensation expense of $0.1 million. Our general and administrative
expense also increased as a result of increases in technology data center co-location costs of $0.4 million and facility and overhead costs of $0.1 million, primarily
attributable to the rent and overhead costs associated with additional facilities, and travel-related costs of $0.1 million.
Our general and administrative expenses increased $2.2 million for the six months ended June 30, 2015 as compared to the same period of 2014, primarily
as a result of increases in personnel-related costs, including salary and other compensation-related costs, of $1.4 million, including increased stock-based
compensation expenses of $1.1 million and employee compensation and benefits of $0.3 million. Our general and administrative expense also increased as a result
of increases in technology data center co-location costs of $0.4 million and other general and administrative costs of $0.3 million, related to increases in foreign
currency translation costs, corporate insurance and office expenses and facility and overhead costs of $0.1 million, primarily attributable to the rent and overhead
costs associated with additional facilities.
Research and development expense . Our research and development expenses increased $1.0 million for the three months ended June 30, 2015 as
compared to the same period of 2014, as a result of increases in personnel-related costs, including salary and other compensation-related costs, of $1.0 million,
which includes $0.2 million related to the Rivermine acquisition. The $0.8 million non-Rivermine-related increase was primarily due to increased headcount as a
result of our initiative to enhance the functionality of our current products, continued development of our Matrix Solution Suite and improve our ability to scale for
increased demand.
Our research and development expenses increased $2.0 million for the six months ended June 30, 2015 as compared to the same period of 2014, primarily
as a result of increases in personnel-related costs, including salary and other compensation-related costs, of $1.9 million, including increases related to employee
compensation and benefits of $1.7 million, stock-based compensation expense of $0.1 million and third-party contractor costs of $0.1 million, primarily arising
from increased headcount as a result of our initiative to enhance the functionality of our current products, continued development of our Matrix Solution Suite and
improve our ability to scale for increased demand. Our research and development also increased as a result of a $0.1 million increase in travel-related costs as a
result of the increased headcount.
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Depreciation and amortization expense . Our depreciation and amortization expense decreased by less than $0.1 million for the three months ended
June 30, 2015 as compared to the same period of 2014, due to a decrease in amortization expense of $0.2 million partly offset by a $0.1 million increase in
depreciation expense. The decrease in amortization expense was primarily due to an acquired identifiable intangible asset becoming fully amortized during the
second quarter of 2014. The increase in depreciation expense was primarily due to an increase in capital expenditures to support our overall growth.
Our depreciation and amortization expense decreased $0.6 million for the six months ended June 30, 2015 as compared to the same period of 2014, due to
a decrease in amortization expense of $0.8 million partially offset by a $0.2 million increase in depreciation expense. The decrease in amortization expense was
primarily due to an acquired identifiable intangible asset becoming fully amortized during the second quarter of 2014. The increase in depreciation expense was
primarily due to an increase in capital expenditures to support our overall growth.
Other Income (Expense), Net
The following table presents our components of other income (expense), net for the periods presented:
Three Months Ended
June 30,
2014
2015

(unaudited)
(in thousands)

Interest expense
Interest income
Other (expense) income

$

(11) $
9
(28)

Change
$

(33) $
7
1

(22) $
(2)
29

Six Months Ended
June 30,
2014
2015

(48) $
18
(15)

Change
$

(97)
16
1

(49)
(2)

Interest expense . Interest expense increased to $33,000 for the three months ended June 30, 2015 from $11,000 for the three months ended June 30,
2014 primarily as a result of higher average debt balances in the three-month period ended June 30, 2015 .
Interest expense increased to $97,000 for the six months ended June 30, 2015 from $48,000 for the six months ended June 30, 2014 primarily as a result of
higher average debt balances in the six-month period ended June 30, 2015 .
Interest income . Interest income was comparable for the respective three and six-month periods ended June 30, 2015 and 2014.
Other (expense) income. Other (expense) income was comparable for the respective three and six-month periods ended June 30, 2015 and 2014.
Income Tax Provision
Our income tax provision was $0.5 million for the respective three-month periods ended June 30, 2015 and 2014.
Our income tax provision increased $0.2 million for the six months ended June 30, 2015 as compared to the same period in 2014 primarily as a result of
higher income tax expense related to taxation in foreign jurisdictions.
Liquidity and Capital Resources
Sources of Liquidity
Since our inception, we have funded our operations primarily from cash from operations, private placements of preferred stock, subordinated notes, term
loans, revolving credit facilities and public offerings of equity. As of June 30, 2015, we had cash and cash equivalents of $36.4 million and accounts receivable of
$57.8 million. As of June 30, 2015, we had amounts due under various debts and credit facilities of $4.8 million, which consisted of deferred consideration for the
HCL-EMS and oneTEM acquisitions and capital lease and other financing obligations.
We believe that our existing cash and cash equivalents and our cash flow from operating activities will be sufficient to meet our anticipated cash needs for
at least the next twelve months. To the extent our cash and cash equivalents and cash flow from operating activities are insufficient to fund our future activities, we
may need to raise additional funds through bank credit arrangements or public or private equity or debt financings. We also may need to raise additional funds in
the event we determine in the future to effect one or more acquisitions of, or investments in, businesses, services or technologies. If additional funding is required,
we may not be able to obtain bank credit arrangements or to effect an equity or debt financing on terms acceptable to us or at all.
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The following table sets forth our cash and cash equivalents and the major sources and uses of cash for each of the periods set forth below:
December 31,
2014

(in thousands)

Cash and cash equivalents

$

51,279

June 30,
2015

$

36,421

Six Months Ended March 31,
2014
2015

(in thousands)

Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Effect of exchange rate on cash
Net increase (decrease) in cash and cash equivalents

$

$

5,924
(2,582)
(820)
(10)
2,512

$

$

10,728
(23,800)
(1,607)
(179)
(14,858)

Cash Flows from Operating Activities
Operating activities provided $10.7 million of net cash during the six months ended June 30, 2015. We incurred a net loss of $2.3 million for the six
months ended June 30, 2015 that was principally offset by non-cash charges of stock-based compensation of $9.8 million, depreciation and amortization of $4.5
million and other non-cash charges of $0.4 million. Cash provided by operating activities was also adversely impacted by a $1.2 million increase in accounts
receivable, a $1.2 million decrease in accounts payable and a $1.1 million increase in prepaid expenses and other current assets and was positively impacted by a
$1.8 million increase in accrued liabilities.
Operating activities provided $5.9 million of net cash during the six months ended June 30, 2014. We incurred a net loss of $0.7 million for the six
months ended June 30, 2014 that was principally offset by non-cash charges of stock-based compensation of $9.9 million, depreciation and amortization of $5.1
million, an increase in deferred revenue of $0.6 million and an increase in deferred income taxes of $0.6 million. Cash provided by operating activities was
adversely impacted by an $8.4 million increase in accounts receivable, a $0.6 million increase in prepaid expenses and a $0.6 million decrease in accounts payable
and accrued expenses.
Cash Flows from Investing Activities
Cash used in investing activities totaled $23.8 million during the six months ended June 30, 2015 and consisted of $22.0 million paid in connection with
the IBM Rivermine acquisition and capital expenditures of $1.8 million related to the purchase of computer equipment and software.
Cash used in investing activities totaled $2.6 million during the six months ended June 30, 2014 and consisted of capital expenditures of $2.1 million
primarily related to the purchase of computer equipment and software and a $0.5 million payment of deferred cash consideration in connection with the oneTEM
acquisition.
Cash Flows from Financing Activities
Cash flows used in financing activities totaled $1.6 million during the six months ended June 30, 2015, primarily consisting of $2.0 million of cash used to
repurchase our common stock and net repayments of debt of $0.3 million partially offset by $0.7 million of proceeds from the exercise of stock options.
Cash used in financing activities totaled $0.8 million during the six months ended June 30, 2014 primarily consisting of $2.0 million of cash used to
repurchase our common stock and net repayments of debt of $0.3 million partially offset by $1.5 million of proceeds from the exercise of stock options and stock
warrants.
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Contractual Obligations
The following table summarizes our material contractual obligations at June 30, 2015 and the effect such obligations are expected to have on our liquidity
and cash flows in future periods.

(dollars in thousands)

Operating lease obligations
Capital lease and other obligations
Interest on capital lease obligations
HCL-EMS contingent consideration
oneTEM deferred purchase price

Payments due by period
Less than
1 year
1-3 years

Total

$

$

18,204
4,051
254
541
247
23,297

$

7,210
1,608
125
541
164
9,648

$

$

$

9,198
2,443
129
—
83
11,853

3-5 years

$

$

1,796
—
—
—
—
1,796

·

Operating lease obligations include minimum lease obligations with remaining terms in excess of one year primarily related to office space as well as
certain equipment.

·

Capital lease and other obligations include minimum lease obligations with remaining terms in excess of one year related to computer hardware and
software.

·

HCL-EMS contingent consideration consists of an amount withheld from the payment due on the second anniversary of the HCL-EMS closing date
of January 25, 2011, pending resolution of certain indemnity matters.

·

oneTEM contingent consideration consists of contingent earn-out cash consideration payable on April 18 in each of 2016 and 2017.

Off-Balance Sheet Arrangements
We do not engage in any off-balance sheet financing activities, nor do we have any interest in entities referred to as variable interest entities.
Recent Accounting Pronouncements
For information regarding recent accounting pronouncements, refer to Note 3 to our financial statements included in the 2014 Form 10-K.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk
exposure is primarily the result of fluctuations in interest rates as well as, to a lesser extent, inflation. We may also face exchange rate risk in the future, as we
expand our business internationally.
Interest Rate Risk
At June 30, 2015, we had unrestricted cash and cash equivalents totaling $36.4 million. These amounts were held for working capital purposes and were
invested primarily in deposits and money market funds. We do not enter into investments for trading or speculative purposes. Due to the short-term nature of these
investments, we believe that we do not have any material exposure to changes in the fair value of our investment portfolio as a result of changes in interest rates.
Declines in interest rates, however, would reduce future investment income.
Foreign Exchange Risk
We sell our solution worldwide. As a result, our financial results could be affected by factors such as changes in foreign currency exchange rates or weak
economic conditions in foreign markets. Since our sales are currently denominated in U.S. dollars, a strengthening of the dollar could make our products less
competitive in foreign markets and our accounts receivable more difficult to collect. We do not currently hedge our exposure to foreign currency exchange rate
fluctuations and we believe that we do not have any material exposure to changes in foreign currency exchange rates. We may, however, hedge such exposure to
foreign currency exchange rate fluctuations in the future.
Inflation Risk
Inflation and changing prices have not had a material effect on our business, and we do not expect that they will materially affect our business in the
foreseeable future. However, the impact of inflation on replacement costs of equipment, cost of revenue and operating expenses, especially employee compensation
costs, may not be readily recoverable in the pricing of our offerings.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), refers to controls and procedures that are designed to ensure that information required to be disclosed by a company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is accumulated and communicated to the company’s management, including its principal executive and
principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure. Our management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives and
our management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Our disclosure controls and
procedures are designed to provide reasonable assurance of achieving their control objectives.
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls
and procedures as of June 30, 2015, the end of the period covered by this Quarterly Report on Form 10-Q. Based upon such evaluation, our Chief Executive Officer
and Chief Financial Officer have concluded that our disclosure controls and procedures were effective at the reasonable assurance level as of such date.
Changes in Internal Controls
There was no change in our internal control over financial reporting that occurred during the period covered by this Quarterly Report on Form 10-Q that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
Item 1. Legal Proceedings
We are from time to time subject to various legal proceedings and claims, either asserted or unasserted, which arise in the ordinary course of business. While
the outcome of these claims cannot be predicted with certainty, our management does not believe that the outcome of any of these legal matters will have a material
adverse effect on our consolidated financial statements.
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Item 1A. Risk Factors
Risks Related to Our Business and Our Industry
We have had a history of losses since our incorporation in February 2000.
We were incorporated in February 2000. While we had net income of $3.0 million in 2012, $5.0 million in 2013 and $2.9 million in 2014, we incurred net
losses for every fiscal year prior to 2012 and for the six months ended June 30, 2015. Although we were profitable for 2012, 2013 and 2014, we cannot predict if
we will be able to maintain profitability in the future. We expect to continue making significant future expenditures to develop and expand our business. As a
result of these increased expenditures, we will have to generate and sustain substantially increased revenue to maintain profitability, which we may be unable to do.
We may also encounter unforeseen difficulties, complications, product delays and other unknown factors that require additional expenditures. In addition, the
percentage growth rates we achieved in prior periods may not be sustainable and we may not be able to increase our revenue sufficiently in absolute dollars to
maintain profitability and we may incur significant losses for the foreseeable future.
If the market for connection lifecycle management services does not grow as we expect, our business will be harmed.
The market for connection lifecycle management, or CLM, services is developing, and it is not certain whether these services will achieve market
acceptance and sustain high demand. Some businesses have invested substantial personnel and financial resources into developing internal solutions for CLM, so
they may not perceive the benefit of our external solution. If businesses do not perceive the benefits of outsourced CLM services, the CLM market may not
continue to develop or may develop more slowly than we expect, either of which would reduce our revenue and adversely affect our ability to maintain
profitability.
Our quarterly operating results may fluctuate in the future. As a result, we may fail to meet or exceed the expectations of research analysts or investors, which
could cause our stock price to decline.
Our quarterly operating results may fluctuate as a result of a variety of factors, many of which are outside of our control. If our quarterly operating results
or guidance fall below the expectations of research analysts or investors, the price of our common stock could decline substantially. Fluctuations in our quarterly
operating results or guidance may be due to a number of factors, including, but not limited to:
·

our ability to attract new customers, obtain renewals from existing customers and increase sales to existing customers;

·

the purchasing and budgeting cycles of our customers;

·

changes in our pricing policies or those of our competitors;

·

the amount and timing of operating costs and capital expenditures related to the operation, maintenance and expansion of our business;

·

service outages or security breaches;

·

the timing and success of new service introductions and upgrades by us or our competitors;

·

the timing and success of implementations for new customers of, and conversions of existing customers to, our invoice and payment processing
software and service solution;

·

the timing of costs related to the development or acquisition of technologies, services or businesses;

·

the timing of collection of payments from channel partners;

·

the financial condition of our customers; and

·

general economic, industry and market conditions.
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Because we collect and recognize revenue over the terms of our customer agreements, the lack of customer renewals or new customer agreements may not be
immediately reflected in our operating results.
We collect and recognize revenue from our customers over the terms of their customer agreements with us. As a result, the aggregate effect of a decline in
new or renewed customer agreements in any one quarter would not be fully recognized in our revenue for that quarter and would negatively affect our revenue in
future quarters. Consequently, the aggregate effect of significant downturns in sales of our solution would not be fully reflected in our results of operations until
future periods. Our subscription model also makes it difficult for us to rapidly increase our revenue through additional sales in any period, as revenue from new
customers is generally collected and recognized over the applicable contract term.
If we are unable to retain our existing customers, our revenue and results of operations would grow more slowly than expected or decline and results of
operations would be impaired.
We sell our on-demand software products and related services pursuant to agreements that are generally two to five years in duration, and have in some
cases acquired businesses with customer contracts with shorter terms. Our customers have no obligation to renew their agreements after their terms expire and
some of our customers may terminate their agreements for convenience. These agreements may not be maintained or renewed on the same or on more profitable
terms. As a result, our ability to both maintain and grow our revenue depends in part on customer renewals. We may not be able to accurately predict future trends
in customer renewals, and our customers’ renewal rates may decline or fluctuate because of several factors, including their satisfaction or dissatisfaction with our
software products, the prices of our software products, the prices of products and services offered by our competitors or reductions in our customers’ spending
levels. In addition, customers that are acquired by companies using competing service offerings may be required to begin using those competing service offerings,
rather than renew their arrangements with us. If our customers do not renew their agreements for our software products, renew on less favorable terms, or do not
purchase additional functionality, our revenue may grow more slowly than expected or decline.
We face intense competition, and our failure to compete successfully would make it difficult for us to add and retain customers and would impede the growth of
our business.
The CLM market is highly fragmented, competitive and rapidly evolving. We compete with large multi-national communications providers, technology
services companies, large independent software vendors, other independent technology and outsourced service providers selling telecommunications expense
management and/or mobile device management solutions as well as with solutions developed internally by enterprises seeking to manage their communications
expenses and assets. We compete with other technology and outsourced service providers primarily on the basis of customer references, ability to deliver, breadth
of solution and pricing. We and other technology and outsourced service providers compete with internally developed CLM solutions primarily on the basis of the
relative cost of implementing a third-party solution as compared to inefficiencies or lack of functionality in internally developed CLM solutions.
The intensity of competition in the CLM market has resulted in pricing pressure as the market has developed. We expect the intensity of competition to
increase in the future as existing competitors develop their capabilities and as new companies, which could include mobile technology and solution providers and
one or more large independent software vendors, enter our market. Some of these competitors may offer telecommunications expense management and/or mobile
device management solutions as part of a broad outsource offering for mobile communications services. Increased competition could result in additional pricing
pressure, reduced sales, shorter term lengths for customer contracts, lower margins or the failure of our solution to achieve or maintain broad market acceptance. If
we are unable to compete effectively, it will be difficult for us to maintain our pricing rates and add and retain customers, and our business, financial condition and
results of operations will be harmed.
Some of our actual and potential competitors may enjoy competitive advantages over us, such as greater name recognition, longer operating histories,
more varied services and larger marketing budgets, as well as greater financial, technical and other resources. As a result, our competitors may be able to respond
more quickly than we can to new or changing opportunities, technologies, standards or customer requirements or devote greater resources to the promotion and sale
of their products and services than we can.
Industry consolidation may result in increased competition.
The CLM market is highly fragmented, and we believe that it is likely that some of our existing competitors will consolidate or will be acquired. Some of
our competitors have made or may make acquisitions or may enter into partnerships or other strategic relationships to offer a more comprehensive solution than
they individually had offered. In addition, new entrants not currently considered to be competitors may enter the market through acquisitions, partnerships or
strategic relationships, such as with Vodafone’s acquisitions of TnT Expense Management and Quickcomm in October 2010, Dimension Data’s acquisition of Xigo
in December 2012 and the merger of Veramark, Movero and the Pinnacle business of Paetec to form Calero in December 2013. We expect these trends to continue
as companies attempt to strengthen or maintain their market positions. The companies resulting from such combinations may create more compelling service
offerings and may offer greater pricing flexibility than we can or may engage in business practices that make it more difficult for us to compete
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effectively, including on the basis of price, sales and marketing programs, technology or service functionality. Any of the competitive pressures described above
could result in a substantial loss of customers or a reduction in our revenue.
Invoice and payment processing revenue is subject to risks that could limit this source of revenue.
A portion of our revenue is derived from our invoice and payment processing software and service solution. The processes involved in invoice and
payment processing are complex and involve third parties, and if these third parties change their policies or practices, these changes could adversely affect our
ability to generate revenues from this solution. In addition, where we bundle invoice and payment processing software and services with other software and
services, the amount of invoice and payment processing revenue that we generate could affect the market’s view of the overall pricing of our bundle of software
and services.
We are currently migrating to our platforms the customers of several businesses that we recently acquired and we may in the future expand by acquiring or
investing in other businesses, which may divert our management’s attention and consume resources that are necessary to sustain our business.
We are currently migrating the customers of several businesses that we acquired during 2011, 2012 and 2015. While to date we have successfully
migrated a number of the customers from the businesses we acquired in 2011 and 2012, there can be no assurance that we will complete the migration of these
customers or the customers from our Rivermine acquisition in a timely manner or at all and the cost of such migration may be more significant than we have
estimated. Our business strategy includes the potential future acquisition of, or investment in, complementary businesses, services or technologies. These
acquisitions, investments or new business relationships may result in unforeseen difficulties and expenditures. We may encounter difficulties assimilating or
integrating the businesses, technologies, products, services, personnel or operations of companies we have acquired or companies that we may in the future acquire.
These difficulties may arise if the key personnel of the acquired company choose not to work for us, the company’s technology or services do not easily integrate
with ours or we have difficulty retaining the acquired company’s customers due to changes in its management or for other reasons. These acquisitions may also
disrupt our business, divert our resources and require significant management attention that would otherwise be available for development of our business.
Moreover, the anticipated benefits of any acquisition, investment or business relationship may not be realized or we may be exposed to unknown liabilities. In
addition, any future acquisition may require us to:
·

issue additional equity securities that would dilute our stockholders;

·

use cash that we may need in the future to operate our business;

·

incur debt on terms unfavorable to us or that we are unable to repay;

·

incur large charges or substantial liabilities; or

·

become subject to adverse tax consequences, substantial depreciation or deferred compensation charges.

If any of these risks materializes, our business and operating results would be harmed.
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Our sales cycles can be long, unpredictable and require considerable time and expense, which may cause our operating results to fluctuate.
Our sales cycle, which is the time between initial contact with a potential customer and the ultimate sale, is often lengthy and unpredictable. Some of our
potential customers already have partial CLM solutions in place under fixed-term contracts, which limits their ability to commit to purchase our solution in a timely
fashion. In addition, our potential customers typically undertake a significant evaluation process that can last six to nine months or more, and which requires us to
expend substantial time, effort and money educating them about the capabilities of our offerings and the potential cost savings they can bring to an organization.
Furthermore, the purchase of our solution typically also requires coordination and agreement across many departments within a potential customer’s organization,
which further contributes to our lengthy sales cycle. As a result, we have limited ability to forecast the timing and size of specific sales. Any delay in completing, or
failure to complete, sales in a particular quarter or year could harm our business and could cause our operating results to vary significantly.
If a communications carrier prohibits customer disclosure of communications billing and usage data to us, the value of our solution to customers of that
carrier would be impaired, which may limit our ability to compete for their business.
Certain of the software functionality and services we offer depend on our ability to access a customer’s communications billing and usage data. For
example, our ability to offer outsourced or automated communications bill auditing, billing dispute resolution, bill payment, cost allocation and expense
optimization depends on our ability to access this data. If a communications carrier were to prohibit its customers from disclosing this information to us, those
enterprises would only be able to use these billing-related aspects of our solution on a self-serve basis, which would impair the value of our solution to those
enterprises. This in turn could limit our ability to compete with the internally developed CLM solutions of those enterprises, require us to incur additional expenses
to license access to that billing and usage data from the communications carrier, if such a license is made available to us at all, or put us at a competitive
disadvantage against any third-party CLM service provider that licenses access to that data.
Our long-term success depends, in part, on our ability to expand the sales of our solution to customers located outside of the United States, and thus our
business is susceptible to risks associated with international sales and operations.
We are currently expanding our international sales and operations, including particularly in the United Kingdom, the Netherlands, Germany, other parts of
Europe, Canada, India, China, Australia, Singapore and Latin America. This international expansion will subject us to new risks that we have not faced in the
United States and the countries in which we currently conduct business. These risks include:
·

continued geographic localization of our software products, including translation into foreign languages and adaptation for local practices and
regulatory requirements;

·

lack of familiarity with and unexpected changes in foreign regulatory requirements;

·

longer accounts receivable payment cycles and difficulties in collecting accounts receivable;

·

difficulties in managing and staffing international implementations and operations;

·

challenges in integrating our software with multiple country-specific billing or communications support systems for international customers;

·

challenges in providing procurement, help desk and fulfillment capabilities for our international customers;

·

fluctuations in currency exchange rates;

·

potentially adverse tax consequences, including the complexities of foreign value added or other tax systems and restrictions on the repatriation of
earnings;

·

the burdens of complying with a wide variety of foreign laws and legal standards;

·

increased financial accounting and reporting burdens and complexities;

·

potentially slower adoption rates of CLM services internationally;

·

political, social and economic instability abroad, terrorist attacks and security concerns in general; and
40

Table of Contents
·

reduced or varied protection for intellectual property rights in some countries.

Operating in international markets also requires significant management attention and financial resources. The investment and additional resources
required to establish operations and manage growth in other countries may not produce desired levels of revenue or profitability.
Further expansion into international markets could require us to comply with additional billing, invoicing, communications, data privacy and similar
regulations, which could make it costly or difficult to operate in these markets.
Many international regulatory agencies have adopted regulations related to where and how communications bills may be sent and how the data on such
bills must be handled and protected. For instance, certain countries, such as Germany, restrict communications bills from being sent outside of the country, either
physically or electronically, and certain countries, such as Brazil, Germany, Italy and Spain, require that certain information be encrypted or redacted before bills
may be transmitted electronically. These regulations vary from jurisdiction to jurisdiction and international expansion of our business could subject us to additional
similar regulations. Failure to comply with these regulations could result in significant monetary penalties and compliance with these regulations could require
expenditure of significant financial and administrative resources.
In addition, personally identifiable information is increasingly subject to legislation and regulations in numerous jurisdictions around the world, the intent
of which is to protect the privacy of personal information that is collected, processed and transmitted in or from the governing jurisdiction. Our failure to comply
with applicable privacy laws and regulations or any security breakdown that results in the unauthorized release of personally identifiable information or other
customer data could result in fines or proceedings by governmental agencies or private individuals, which could harm our results of operations.
If we fail to effectively manage and develop our strategic relationships with our channel partners, or if those third parties choose not to market and sell our
solution, our operating results would suffer.
The successful implementation of our strategic goals is dependent in part on strategic relationships with our channel partners to offer our solution to a
larger customer base than we can reach through our current direct sales and marketing efforts. Some of our strategic relationships are relatively new and, therefore,
it is uncertain whether these third parties will be able to market and sell our solution successfully or provide the volume and quality of customers that we currently
expect.
Our success depends in part on the ultimate success of our channel partners and their ability to market and sell our solution. Some of these third parties
have previously entered, and may in the future enter, into strategic relationships with our competitors. For example, IBM acquired Emptoris in February 2012, and
Rivermine is a subsidiary of Emptoris. Further, many of our channel partners have multiple strategic relationships and they may not regard us as significant to their
businesses. Our channel partners may terminate their respective relationships with us, pursue other partnerships or relationships, or attempt to develop or acquire
products or services that compete with our solution. Our channel partners also may interfere with our ability to enter into other desirable strategic relationships.
If we are unable to manage and develop our strategic relationships, our potential customer base may grow more slowly than we anticipate and we may
have to devote substantially more resources to the distribution, sales and marketing of our solution, which would increase our costs and decrease our earnings.
If we fail to manage our growth effectively, we may be unable to execute our business plan, maintain high levels of service or address competitive challenges
adequately.
We increased our number of full-time employees from 541 at December 31, 2010, to 1,004 at December 31, 2011, to 1,383 at December 31, 2012, to
2,059 at December 31, 2013 and to 2,339 at December 31, 2014, and our total revenue from $68.5 million in 2010, to $104.9 million in 2011, to $154.5 million in
2012, to $188.9 million in 2013 and to $212.5 million in 2014. Our growth has placed, and may continue to place, a significant strain on our managerial,
administrative, operational, financial and other resources. We intend to further expand our overall business, customer base, headcount and operations both
domestically and internationally. Growing and managing a global organization and a geographically dispersed workforce will require substantial management
effort and significant additional investment in our infrastructure. We will be required to continue to improve our operational, financial and management controls
and our reporting procedures and we may not be able to do so effectively.
The loss of key personnel or an inability to attract and retain additional personnel may impair our ability to grow our business.
We are highly dependent upon the continued service and performance of our senior management team and key technical and sales personnel, including
our founder, President and Chief Executive Officer, and none of these individuals is party to an employment agreement with us. The replacement of these
individuals likely would involve expenditure of significant time and financial resources, and their loss might significantly delay or prevent the achievement of our
business objectives.
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We plan to continue to expand our work force both domestically and internationally to increase our customer base and revenue. We face intense
competition for qualified individuals from numerous technology, software and communications companies. Our ability to achieve significant revenue growth will
depend, in large part, on our success in recruiting, training and retaining sufficient numbers of personnel to support our growth. New hires may require significant
training and may take significant time before they achieve full productivity. Our recent hires and planned hires may not become as productive as we expect, and we
may be unable to hire or retain sufficient numbers of qualified individuals. If our recruiting, training and retention efforts are not successful or do not generate a
corresponding increase in revenue, our business will be harmed.
Our software manages and interfaces with our customers’ mission-critical networks and systems. Disruptions in the functioning of these networks and systems
caused by our software could subject us to substantial liability and damage our reputation.
We assist our customers in the management of their mission-critical communications networks and systems and our software directly interfaces with these
networks and systems as well as with enterprise resource planning and other enterprise software and systems. Failures of software could result in significant
interruptions in our customers’ communications capabilities and enterprise operations. For example, unknown defects in our mobile device management software,
or unknown incompatibilities of this software with our customers’ mobile devices, could result in losses of functionality of these devices. If such interruptions
occur, we may not be able to remedy them in a timely fashion and our customers’ ability to operate their enterprises could be severely compromised. Such
interruptions could cause our customers to lose revenue and could damage their reputations. In turn, these disruptions could subject us to substantial liabilities and
result in irreparable damage to our reputation, delays in payments from our customers or refusals by our customers to make such payments, any of which could
harm our business, financial condition or results of operations.
The emergence of one or more widely used, standardized communications devices or billing or operational support systems could limit the value and operability
of our solution and our ability to compete with the manufacturers of such devices or the carriers using such systems in providing CLM services.
Our solution derives its value in significant part from our software’s ability to interface with and support the interoperation of diverse communications
devices, billing systems and operational support systems. The emergence of a single or a small number of widely used communications devices, billing systems or
operational support systems using consolidated, consistent sets of standardized interfaces for the interaction between communications service providers and their
enterprise customers could significantly reduce the value of our solution to our customers and potential customers. Furthermore, any such communications device,
billing system or operational support system could make use of proprietary software or technology standards that our software might not be able to support. In
addition, the manufacturer of such device, or the carrier using such billing system or operational support system, might actively seek to limit the interoperability of
such device, billing system or operational support system with our software products for competitive or other reasons. The resulting lack of compatibility of our
software products would put us at a significant competitive disadvantage, or entirely prevent us from competing, in that segment of the potential CLM market if
such manufacturer or carrier, or its authorized licensees, were to develop one or more CLM solutions competitive with our solution.
A continued proliferation and diversification of communications technologies or devices could increase the costs of providing our software products or limit
our ability to provide our software products to potential customers.
Our ability to provide our software products is dependent on the technological compatibility of our systems with the communications infrastructures and
devices of our customers and their communications service providers. The development and introduction of new communications technologies and devices requires
us to expend significant personnel and financial resources to develop and maintain interoperability of our software products with these technologies and devices.
The communications industry has recently been characterized by rapid change and diversification in both product and service offerings. Continued proliferation of
communications products and services could significantly increase our research and development costs and increase the lag time between the initial release of new
technologies and products and our ability to provide support for them in our software products, which would limit the potential market of customers that we have
the ability to serve.
We may not successfully develop or introduce new and enhanced software and service offerings, and as a result we may lose existing customers or fail to attract
new customers and our revenue may suffer.
Our future financial performance and revenue growth depend upon the successful development, introduction and customer acceptance of new and
enhanced versions of our software and service offerings, including enhancements to Matrix to address additional connection types such as cloud software,
infrastructure and services, machine-to-machine, enterprise social and information technology connections. We are continually seeking to develop and acquire
enhancements to our solution as well as new offerings to supplement our existing solution and we are subject to all of the risks inherent in the development and
integration of new technologies, including unanticipated performance, stability, and compatibility problems, any of which could result in material delays in
introduction and acceptance, significantly increased costs, adverse publicity and loss of sales. If we are unable to deliver new solutions or upgrades or other
enhancements to our existing solution on a timely and cost-effective basis, our business will be harmed.
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We may not be able to respond to rapid technological changes with new software products and services, which could harm our sales and profitability.
The CLM market is characterized by rapid technological change and frequent new product and service introductions, driven in part by frequent
introductions of new technologies and devices in the communications industry, frequent changes in, and resulting inconsistencies between, the billing platforms
utilized by major communications carriers and the changing demands of customers regarding the means of delivery of CLM solutions. To achieve and maintain
market acceptance for our solution, we must effectively anticipate these changes and offer software products and services that respond to them in a timely manner.
Customers may require features and capabilities that our current solution does not have. If we fail to develop software products and services that satisfy customer
preferences in a timely and cost-effective manner, our ability to renew our agreements with existing customers and our ability to create or increase demand for our
solution will be harmed.
Actual or perceived breaches of our security measures, or governmental required disclosure of customer information could diminish demand for our solution
and subject us to substantial liability.
In the processing of communications transactions, we receive, transmit and store a large volume of sensitive customer information, including call records,
billing records, contractual terms, and financial and payment information, including credit card information, and we have entered into contractual obligations to
maintain the confidentiality of certain of this information. Any person who circumvents our security measures could steal proprietary or confidential customer
information or cause interruptions in our operations and any such lapse in security could expose us to litigation, substantial contractual liabilities and loss of
customers or damage to our reputation or could otherwise harm our business. We incur significant costs to protect against security breaches and may incur
significant additional costs to alleviate problems caused by any breaches. In addition, if we are required to disclose any of this sensitive customer information to
governmental authorities, that disclosure could expose us to a risk of losing customers or could otherwise harm our business.
If customers believe that we may be subject to requirements to disclose sensitive customer information to governmental authorities, or that our systems
and software products do not provide adequate security for the storage of confidential information or its transmission over the Internet or corporate extranets, or are
otherwise inadequate for Internet or extranet use, our business will be harmed. Customers’ concerns about security could deter them from using the Internet to
conduct transactions that involve confidential information, including transactions of the types included in our solution, so our failure to prevent security breaches,
or the occurrence of well-publicized security breaches affecting the Internet in general, could significantly harm our business and financial results.
If we are unable to protect our intellectual property rights and other proprietary information, it will reduce our ability to compete for business.
If we are unable to protect our intellectual property rights and other proprietary information, our competitors could use our intellectual property to market
software products similar to our own, which could decrease demand for our solution. We rely on a combination of patent, copyright, trademark, service mark and
trade secret laws, as well as confidentiality procedures and contractual restrictions, to establish and protect our intellectual property rights and proprietary
information, all of which provide only limited protection. We have twenty-two issued patents and twenty-five patent applications pending. We cannot assure you
that our issued patents, any patents that may issue from our patent applications pending or any other intellectual property rights that we currently hold or may in the
future acquire will prove to be enforceable in actions against alleged infringers or otherwise provide sufficient protection of any competitive advantages that we
may have. In addition, any action that we take to enforce our patents or other intellectual property rights may be costly, time-consuming and a significant diversion
of management attention from the continued growth and development of our business.
We endeavor to enter into agreements with our employees and contractors and agreements with parties with whom we do business to limit access to and
disclosure of our proprietary information. The steps we have taken, however, may not prevent unauthorized use or the reverse engineering of our technology.
Moreover, others may independently develop technologies that are competitive with ours or infringe our intellectual property. Enforcement of our intellectual
property rights also depends on our successful legal actions against these infringers, but these actions may not be successful, even when our rights have been
infringed.
Furthermore, effective patent, copyright, trademark, service mark and trade secret protection may not be available in every country in which we offer our
software products.
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Assertions by a third party that our software products or technology infringes its intellectual property, whether or not correct, could subject us to costly and
time-consuming litigation or expensive licenses.
There is frequent litigation in the communications and technology industries based on allegations of infringement or other violations of intellectual
property rights. As we face increasing competition and become increasingly visible as a publicly traded company, the possibility of intellectual property rights
claims against us may grow. These claims, whether or not successful, could:
·

divert management’s attention;

·

result in costly and time-consuming litigation;

·

require us to enter into royalty or licensing agreements, which may not be available on acceptable terms, or at all; or

·

require us to redesign our software products to avoid infringement.

As a result, any third-party intellectual property claims against us could increase our expenses and impair our business.
In addition, although we have licensed proprietary technology, we cannot be certain that the owners’ rights in such technology will not be challenged,
invalidated or circumvented. Furthermore, many of our customer agreements require us to indemnify our customers for certain third-party intellectual property
infringement claims, which could increase our costs as a result of defending such claims and may require that we pay damages if there were an adverse ruling
related to any such claims. These types of claims could harm our relationships with our customers, may deter future customers from purchasing our software
products or could expose us to litigation for these claims. Even if we are not a party to any litigation between a customer and a third party, an adverse outcome in
any such litigation could make it more difficult for us to defend our intellectual property in any subsequent litigation in which we are a named party.
We outsource certain of our research and development activities to third-party contractors, and a loss of or deterioration in these relationships could adversely
affect our ability to introduce new software products or enhancements in a timely fashion.
Certain of our research and development activities are carried out by third-party contractors, located both in the United States and abroad. The loss of or
deterioration in any of these relationships for any reason could require us to establish alternative relationships or to complete these research and development
activities using our internal research and development staff, either of which could result in increased costs to us and impair our ability to introduce new software
products or enhancements in a timely fashion. Our use of such third-party contractors also increases the risk that our intellectual property could be misappropriated
or otherwise disclosed to our competitors, either of which could harm our competitiveness and harm our future revenue.
Defects or errors in our software products could harm our reputation, impair our ability to sell our products and result in significant costs to us.
Our software products are highly complex and may contain undetected defects or errors, including defects and errors arising from the work of our
outsourced development teams, that may result in product failures or otherwise cause our software products to fail to perform in accordance with customer
expectations. Because our customers use our software products for important aspects of their businesses, any defects or errors in, or other performance problems
with, our software products could hurt our reputation and may damage our customers’ businesses. If that occurs, we could lose future sales or our existing
customers could elect to not renew their customer agreements with us. Product performance problems could result in loss of market share, failure to achieve market
acceptance and the diversion of development resources from software enhancements. If our software products fail to perform or contain a technical defect, a
customer might assert a claim against us for damages. We may not have contractual limitations on damages claims that could be asserted against us. Whether or not
we are responsible for our software’s failure or defect, we could be required to spend significant time and money in litigation, arbitration or other dispute
resolution, and potentially pay significant settlements or damages.
44

Table of Contents
We use a limited number of data centers to deliver our software products. Disruption of service at these facilities could harm our business.
We host our software products and serve all of our customers from eleven third-party data center facilities. We do not control the operation of these
facilities. AT&T operates our data centers in Secaucus, New Jersey and the Netherlands; Data Foundry operates our data center in Austin, Texas; iWeb
Technologies operates our data center in Montreal, Canada; NTT Communications operates one of our data centers in Slough, United Kingdom and our data center
in London, United Kingdom; FireHost operates our other data center in Slough, United Kingdom; Amazon Web Services operates our data centers in Sydney,
Australia and Dublin, Ireland; Verizon Business operates our data center in Billerica, Massachusetts; and SunGard operates our data center in Nashville,
Tennessee. Our agreements for the use of these data center facilities vary in term length, some being month-to-month and others expiring at various dates from
2016 through 2017. The owners of these facilities have no obligation to continue such arrangements beyond their current terms, which are as short as the current
month in the case of month-to-month arrangements, nor are they obligated to renew their agreements with us on commercially reasonable terms, or at all. If we are
unable to continue such arrangements or renew these agreements on commercially reasonable terms, we may be required to transfer to new data center facilities and
we may incur significant costs in connection with doing so. Any changes in third-party service levels at our data centers or any errors, defects, disruptions or other
performance problems with our software products could harm our reputation and damage our business. Interruptions in the availability of our software products
might reduce our revenue, cause us to issue credits to customers, subject us to potential liability, cause customers to terminate their subscriptions or harm our
renewal rates.
While we take precautions such as data redundancy, back-up and disaster recovery plans to prevent service interruptions, our data centers are vulnerable to
damage or interruption from human error, intentional bad acts, pandemics, earthquakes, hurricanes, floods, fires, war, terrorist attacks, power losses, hardware
failures, systems failures, communications failures and similar events. The occurrence of a natural disaster or an act of terrorism, or vandalism or other misconduct,
a decision to close the facilities without adequate notice or other unanticipated problems could result in lengthy interruptions in the availability of our software
products.
If we fail to maintain proper and effective internal controls, our ability to produce accurate and timely financial statements could be impaired, which could
harm our operating results, our ability to operate our business and investors’ views of us.
Ensuring that we have adequate internal financial and accounting controls and procedures in place so that we can produce accurate financial statements on
a timely basis is a costly and time-consuming effort that needs to be evaluated frequently. Our internal control over financial reporting constitutes a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements in accordance with generally
accepted accounting principles in the United States of America. Under Section 404 of the Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley Act, our
management is required to evaluate the effectiveness of our internal control over financial reporting as of the end of each fiscal year and to report on this evaluation
in our Annual Report on Form 10-K for the year. In addition, so long as we remain an accelerated filer or a large accelerated filer under the rules of the Securities
and Exchange Commission, or the SEC, our independent registered public accounting firm will be required to audit our management’s annual evaluation of internal
control over financial reporting and report on this audit in our Annual Report on Form 10-K for the year. If we are not able to comply with the requirements of
Section 404, or if we or our independent registered public accounting firm identify deficiencies in our internal control over financial reporting that are deemed to be
material, the market price of our stock may decline and we could be subject to sanctions or investigations by the NASDAQ Stock Market, the SEC or other
regulatory authorities.
The technologies in our software products may be subject to open source licenses, which may restrict how we can use or distribute our software products or
require that we release the source code of our software products subject to those licenses.
Certain of our software products incorporate so-called “open source” software, and we may incorporate further open source software into our software
products in the future. Such open source software is generally licensed by its authors or other third parties under open source licenses. If we fail to comply with
these licenses, we may be subject to certain conditions, including requirements that we offer our software products that incorporate the open source software for no
cost, that we make available the source code for modifications or derivative works we create based upon, incorporating or using the open source software and that
we license such modifications or derivative works under the terms of the particular open source license. If an author or other third party that distributes such open
source software were to allege that we had not complied with the conditions of one or more of these licenses, we could be required to incur significant legal
expenses defending against such allegations and could be subject to significant damages, enjoined from the sale of our software products that contain the open
source software and required to comply with the foregoing conditions.
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We provide minimum service-level commitments to many of our customers, and our inability to meet those commitments could result in significant loss of
customers, harm to our reputation and costs to us.
Many of our customer agreements currently, and may in the future, require that we meet minimum service level commitments regarding items such as
platform availability, invoice processing speed and order processing speed. If we are unable to meet the stated service level commitments under these agreements
many of our customers will have the right to terminate their agreements with us and we may be contractually obligated to provide our customers with credits or pay
other penalties. If our software products are unavailable for significant periods of time we may lose a substantial number of our customers as a result of these
contractual rights, we may suffer harm to our reputation and we may be required to provide our customers with significant credits or pay our customers significant
contractual penalties, any of which could harm our business, financial condition, results of operations.
Risks Related to Ownership of Our Common Stock
Insiders have substantial control over us and will be able to influence corporate matters.
As of July 31, 2015, our directors, executive officers and their affiliates beneficially owned, in the aggregate, approximately 11.9% of our outstanding
common stock. As a result, these stockholders may be able to exercise significant influence over matters requiring stockholder approval, including the election of
directors and approval of significant corporate transactions, such as a merger or other sale of our company or its assets. The stock ownership of these stockholders
could limit your ability to influence corporate matters and may have the effect of delaying or preventing a third party from acquiring control over us.
Our failure to raise additional capital or generate the cash flows necessary to expand our operations and invest in our software products could reduce our
ability to compete successfully.
We may need to raise additional funds, and we may not be able to obtain additional debt or equity financing on favorable terms, if at all. If we raise
additional equity financing, our stockholders may experience significant dilution of their ownership interests, and the per-share value of our common stock could
decline. If we engage in debt financing, we may be required to accept terms that restrict our ability to incur additional indebtedness and force us to maintain
specified liquidity or other ratios. If we need additional capital and cannot raise it on acceptable terms, we may not be able to, among other things:
·

develop or enhance our software products;

·

continue to expand our research and development and sales and marketing efforts;

·

acquire complementary technologies, products or businesses;

·

expand our operations, in the United States or internationally;

·

hire, train and retain employees; or

·

respond to competitive pressures or unanticipated working capital requirements.

An active trading market for our common stock may not be sustained, and investors may not be able to resell their shares at or above the price at which such
shares were purchased.
Although we have listed our common stock on The NASDAQ Global Select Market, an active trading market for our shares may not be sustained. In the
absence of an active trading market for our common stock, investors may not be able to sell their common stock at or above the prices at which they acquired their
shares or at the time that they would like to sell.
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Our stock price may be volatile, and the market price of our common stock may decrease.
The market price of our common stock may be subject to significant fluctuations. Our stock price is volatile, and from July 27, 2011, the first day of
trading of our common stock, to July 31, 2015, the trading prices of our stock have ranged from $8.01 to $26.05 per share. As a result of this volatility, investors
may not be able to sell their common stock at or above the price they paid for it. Some of the factors that may cause the market price of our common stock to
fluctuate include:
·

fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to be similar to us;

·

changes in estimates of our financial results or recommendations by securities analysts;

·

failure of any of our software products to achieve or maintain market acceptance;

·

changes in market valuations of similar companies;

·

success of competitive products or services;

·

changes in our capital structure, such as future issuances of securities or the incurrence of debt;

·

announcements by us or our competitors of significant products, services, contracts, acquisitions or strategic alliances;

·

regulatory developments in the United States, foreign countries or both;

·

litigation involving our company, our general industry or both;

·

additions or departures of key personnel;

·

general perception of the future of the CLM market or our software products;

·

investors’ general perception of us; and

·

changes in general economic, industry and market conditions.

In addition, if the market for technology stocks or the stock market in general experiences a loss of investor confidence, the trading price of our common
stock could decline for reasons unrelated to our business, financial condition or results of operations. If any of the foregoing occurs, it could cause our stock price
to fall and may expose us to class action lawsuits that, even if unsuccessful, could be costly to defend and a distraction to management.
A significant portion of our total outstanding shares may be sold into the public market in the near future, which could cause the market price of our common
stock to drop significantly, even if our business is doing well.
Sales of a substantial number of shares of our common stock in the public market could occur at any time. Our outstanding shares of common stock may
be freely sold in the public market at any time to the extent permitted by Rules 144 and 701 under the Securities Act of 1933, as amended, which we refer to as the
Securities Act, or to the extent such shares have already been registered under the Securities Act and are held by non-affiliates of ours.
In addition, as of July 31, 2015, there were 5,258,826 shares subject to outstanding options and 1,563,220 shares subject to issuance on vesting of
outstanding restricted stock units, all of which we have registered under the Securities Act on registration statements on Form S-8. These shares will be able to be
freely sold in the public market upon issuance as permitted by any applicable vesting requirements, to the extent applicable. Furthermore, as of July 31, 2015, there
were 10,000 shares subject to outstanding warrants. These shares will become eligible for sale in the public market to the extent such warrants are exercised as
permitted by any applicable vesting requirements and Rules 144 and 701 under the Securities Act.
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If securities or industry analysts do not publish or cease publishing research or reports about us, our business or our market, or if they adversely change their
recommendations regarding our stock or if others publish or disseminate unfavorable reports or analyses regarding us, our business, our market or our stock,
our stock price could decline.
The trading market for our common stock will be influenced by the research and reports that industry or securities analysts may publish about us, our
business, our market or our competitors. If any of the analysts who may cover us adversely change their recommendations regarding our stock, or provide relatively
more favorable recommendations about our competitors, our stock price would likely decline. If any analyst who covers us were to cease coverage of our company
or fail to regularly publish reports on us, we could lose visibility in the financial markets, which in turn could cause our stock price or trading volume to decline. If
others publish or disseminate unfavorable reports or analyses about us, our business, our markets or our stock, our stock price could decline.
Our management will have broad discretion over the use of our cash reserves and might not use such funds in ways that increase the value of your investment.
Our management will have broad discretion to use our cash reserves, if any, and you will be relying on the judgment of our management regarding the
application of these funds. Our management might not apply these funds in ways that increase the value of your investment. Our management might not be able to
yield a significant return, if any, on any investment of these cash reserves. You will not have the opportunity to influence our decisions on how to use our cash
reserves.
We do not expect to declare any dividends in the foreseeable future.
We do not anticipate declaring any cash dividends to holders of our common stock in the foreseeable future. Consequently, investors must rely on sales of
their common stock after price appreciation, which may never occur, as the only way to realize any future gains on their investment. Investors seeking cash
dividends should not purchase our common stock.
Anti-takeover provisions contained in our certificate of incorporation and bylaws, as well as provisions of Delaware law, could impair a takeover attempt.
Our certificate of incorporation, bylaws and Delaware law contain provisions that could have the effect of rendering more difficult or discouraging an
acquisition deemed undesirable by our board of directors. Our corporate governance documents include provisions:
·

authorizing blank check preferred stock, which could be issued with voting, liquidation, dividend and other rights superior to our common stock;

·

limiting the liability of, and providing indemnification to, our directors and officers;

·

limiting the ability of our stockholders to call and bring business before special meetings and to take action by written consent in lieu of a meeting;

·

requiring advance notice of stockholder proposals for business to be conducted at meetings of our stockholders and for nominations of candidates for
election to our board of directors;

·

controlling the procedures for the conduct and scheduling of board of directors and stockholder meetings;

·

limiting the determination of the number of directors on our board of directors and the filling of vacancies or newly created seats on the board to our
board of directors then in office; and

·

providing that directors may be removed by stockholders only for cause.

These provisions, alone or together, could delay hostile takeovers and changes in control of our company or changes in our management.
As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware General Corporation Law, which
prevents some stockholders holding more than 15% of our outstanding common stock from engaging in certain business combinations without approval of the
holders of substantially all of our outstanding common stock. Any provision of our certificate of incorporation or bylaws or Delaware law that has the effect of
delaying or deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares of our common stock and could also
affect the price that some investors are willing to pay for our common stock.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Purchases of Equity Securities by the Issuer and Affiliated Purchasers
The following table provides information about our repurchases of equity securities during the periods indicated that are registered by us pursuant to
Section 12 of the Securities Exchange Act of 1934, as amended:

Total Number
of Shares
Purchased (1)

Period

April 1, 2015 - April 30, 2015
May 1, 2015 - May 31, 2015
June 1, 2015 - June 30, 2015
Total

Average
Price Paid
per Share (2)

—
—
—
—

$
$
$
$

Maximum Number (or
Approximate Dollar
Value) of Shares that May
Yet Be Purchased
Under the Program (1)(2)

Total Number of
Shares Purchased
as Part of Publicly
Announced Programs

—
—
—
—

—
—
—
—

$
$
$
$
$

26,500,011
26,500,011
26,500,011
26,500,011
26,500,011

(1) On November 25, 2014, we announced that our board of directors had authorized a share repurchase program under which we may repurchase up to
$30 million of our outstanding common stock on the open market or in privately negotiated transactions. The $30 million includes $2.3 million of
unused funds from a previous $20 million share repurchase program announced in 2012.
(2) The Average Price Paid per Share includes broker commissions.
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Item 6. Exhibits
Exhibit
No.

Description of Exhibit

2.1

Asset Purchase Agreement, dated as of May 6, 2015, by and among the Company and International Business Machines Corporation
(incorporated by reference to Exhibit 2.1 to the Current Report on Form 8-K (File No. 001-35247) filed by the Company on May 7, 2015.

31.1

Certification of Chief Executive Officer pursuant to Rules 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

31.2

Certification of Chief Financial Officer pursuant to Rules 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

32.1

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

32.2

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema Document

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document
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Signatures
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
Tangoe, Inc.

Date: August 10, 2015

/s/ Gary R. Martino
Gary R. Martino
Chief Financial Officer
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EXHIBIT 31.1
Certification of Chief Executive Officer
pursuant to Rules 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934,
as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Albert R. Subbloie, Jr., certify that:
1. I have reviewed this quarterly report on Form 10-Q of Tangoe, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15 d-15(f)), for the
registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Date: August 10, 2015
/ s/ Albert R. Subbloie, Jr.
Albert R. Subbloie, Jr.
President, Chief Executive Officer
and Chairman of the Board

EXHIBIT 31.2
Certification of Chief Financial Officer
pursuant to Rules 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934,
as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Gary R. Martino, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Tangoe, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15 d-15(f)), for the
registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Date: August 10, 2015
/ s / Gary R. Martino
Gary R. Martino
Chief Financial Officer

EXHIBIT 32.1
Certification of Chief Executive Officer
pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act Of 2002
In connection with the Quarterly Report on Form 10-Q of Tangoe, Inc. for the quarterly period ended June 30, 2015, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), Albert R. Subbloie, Jr., as Chief Executive Officer of Tangoe, Inc., hereby certifies, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge the Report fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and the information contained in the Report fairly presents, in all material respects,
the financial condition and results of operations of Tangoe, Inc.
Dated: August 10, 2015
/ s / Albert R. Subbloie, Jr.
Albert R. Subbloie, Jr.
President, Chief Executive Officer
and Chairman of the Board

EXHIBIT 32.2
Certification of Chief Financial Officer
pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act Of 2002
In connection with the Quarterly Report on Form 10-Q of Tangoe, Inc. for the quarterly period ended June 30, 2015, as filed with the Securities and Exchange
Commission on the date hereof (the “Report”), Gary R. Martino, as Chief Financial Officer of Tangoe, Inc., hereby certifies, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge the Report fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of Tangoe, Inc.
Dated: August 10, 2015
/ s / Gary R. Martino
Gary R. Martino
Chief Financial Officer

