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SoundBite Communications, Inc. is a leading provider of
on-demand communication solutions delivered through a
Software as a Service model. Organizations in industries
such as collections, financial services, telecommunications
and media, retail, energy and utilities and many others

rely on SoundBite’s on-demand solutions to implement
customer contact campaigns across a variety of collections,
customer care, and marketing processes. SoundBite helps

its clients increase revenue, enhance customer service

and loyalty, secure payments, and improve contact center
efficiency by increasing agent productivity and enabling
agentless interactions, including payments and surveys. In
2007, SoundBite clients placed approximately one and a
half billion calls. Headquartered in Bedford, Massachusetts,
SoundBite is publicly traded on NASDAQ under the

symbol SDBT.



Dear Shareholder:

Fiscal year 2007 was an eventful one for
SoundBite, with major progress on multiple
fronts: strategic, operational and financial. As
a result of this progress, SoundBite is rapidly
emerging as a recognized, innovative indus-
try leader that attracts and retains blue-chip
clients and has a clear, achievable vision for
growth. We are well-positioned for continued
success in 2008 and beyond as we move
forward in our mission to transform the way

companies interact with their customers.

Among the strategic highlights of 2007 were:

The signing of new corporate clients. We made major progress
in developing our business within and beyond our traditional
stronghold in collection agencies. Among the signings were such
household names as Bank of America, Allstate, CVS/pharmacy,
Staples and Capital One. Corporate client revenues grew at

an accelerated pace to the point where they now constitute
almost half of our total revenues. We expect that percentage to
grow further in 2008 as we continue to leverage our platform
into new markets.

The launch of SoundBite Agentless Direct Collect. This autopay-
ment interface seamlessly integrates fully-automated inbound
and outbound calls with a number of market-leading payment
processing platforms. It allows our clients to take payments over
the phone without the involvement of a live agent.

The formation of new partnerships. Partnerships are a key
element of the SoundBite strategy because they enable us to
offer our clients a broader range of services, deliver more value,
and fulfill specific vertical market needs. We entered into agree-
ments with several complementary solutions providers in 2007,
including Latitude Software and CR Software, integrating their
collection industry solutions with our automated voice messaging
solution; and Akcelerant Software, enabling credit unions and
community banks to run customer contact campaigns through its
industry—leading workflow and business process automation suite
for financial services.

The launch of our Initial Public Offering. SoundBite went public
in November, offering over 5.2 million shares of common stock at
$8 per share and raising more than $33.5 million in net proceeds
to strengthen our balance sheet and fuel our continued growth.

The strategic progress we made in 2007 continued after the close
of the year with our acquisition of Mobile Collect in February 2008.
A leading provider of mobile communications solutions and a
pioneer in Free-To-End User (FTEU) text messaging, Mobile Collect
strengthens our ability to offer our clients a truly multi-channel
communications platform. It will enable our clients to launch
customer contact campaigns that span any combination of chan-
nels: voice, text-messaging, and email.

The SoundBite team did a great job executing our business plan
in 2007. The year’s operational highlights included:

A major expansion of our delivery platform. Last year, we
increased our footprint in our Massachusetts facility, built

out a third co-location facility in Canada, deployed a major
network upgrade, and made significant progress in converting
our infrastructure to Voice over Internet Protocol (VolIP). With
our VolIP infrastructure, we can optimize call routing to reduce
long—distance charges, increase the productivity of network
operations, better utilize our platform, and deploy new applica-
tions more easily.

Multiple product and industry awards. Customer Inter@ction
Solutions®, the leading publication covering CRM, call centers
and teleservices, gave our SoundBite 6.0 solution a 2006
Product of the Year Award, a 2007 CRM Excellence Award, and
a 2007 Product of the Year Award. Our SoundBite solution was
also named to Collection Advisor Magazine’s list of the Top 100
Collection Technology Products of 2007.

Compliance with industry standards. We fulfilled a major require-
ment for our clients’ payment processing needs by achieving
compliance as a service provider with the Payment Card Industry



(PCIl) Data Security Standard. We also received an unqualified
opinion — the highest designation possible — from our SAS 70
Type Il auditor’s report. This assures our clients that SoundBite
has best practices in place to safely protect their customer data.

Fast 50/500 recognition. Our robust growth record earned us
positions among the leading companies in both the Deloitte
Technology Fast 50 New England and National Technology

Fast 500 lists. The lists recognize the fastest-growing technol-
ogy, media and entertainment, telecommunications and life
sciences companies in New England and the United States and
Canada, respectively.

SoundBite completed 2007 with record revenues of $39.5 million,
an increase of 35.9% over fiscal 2006. GAAP net income was
approximately $466,000 compared to a loss of $123,000 last
year, and GAAP earnings per share rose to $0.03 from a loss of
$0.30 in 2006. The strong revenue growth allowed us to invest
heavily in marketing and product development while still expanding
our margins. We will continue to make investments that will enable
us to grow our expenses at a slower pace that our revenue growth.

As our 2007 performance suggests, SoundBite offers compelling
value to clients seeking to improve their business performance
using automated voice messaging (AVM). Increasingly, organiza-
tions across many industries are turning to AVM as the most
effective channel for customer care, collections and marketing
applications. This technology provides them with a cost-effective
means of communicating directly with customers on a variety of
topics, from reminders to loyalty programs to late payments.

With all of these advantages, hosted AVM solutions are increas-
ingly supplementing or replacing companies’ existing on-premise
dialing solutions. According to market research firm Tern Systems,
total hosted AVM revenues are growing at a compound annual
growth rate of 29% and will become a $1.4 billion business by
2010, more than twice the size of on-premise dialing.

SoundBite has distinguished itself as a leader among hosted AVM
solutions in several ways. We offer a leading edge technology
platform capable of supporting a wide range of applications and
service offerings. Our multi-tenant architecture enables us to
provide our clients with the power, flexibility, capacity and support
they need to effectively communicate with their customers. Our
solution does an outstanding job of detecting answering machines
and verifying contact with the right party, which helps to make
contact center agents more productive. And with our Software

as a Service (SaaS)/transaction-based business model, clients
are always assured of access to the most advanced features

and services while paying for only as much as they actually use.
We complement these technological advantages with extensive
domain experience in launching successful collections, customer
care, and marketing campaigns, with a strong emphasis on
optimizing client results.

For our clients, these capabilities and strengths add up to a
superior solution compared to other hosted and on-premise AVM
alternatives. We enable our clients to make better use of both
their capital and their human resources while ensuring that they
are using the latest technology. This helps explain why SoundBite
is the clear leader in the collections industry and has recently
seen robust growth among corporate clients.

Perhaps the greatest testament to SoundBite’s success and

the satisfaction of our clients is our high rate of repeat busi-
ness. Approximately 80% - 90% of our business every quarter
comes from the top 50 clients from the previous quarter. This
consistently high percentage validates the recurring nature of our
revenue model.

We at SoundBite have every reason to be proud of what we’ve
accomplished thus far. But we are really just beginning. Our
technology is capable of much more. It can support more applica-
tions, more industries, and more channels, such as email and
text messaging. Our clients’ needs to contact and interact with
their customers more efficiently is both broad and multi-faceted,
spanning everything from service appointment confirmations to
payment reminders to fraud alerts.

As we expand the capabilities of our solutions, what we all know
as AVM today will soon be just one segment of a much bigger
customer communication market. We at SoundBite are deter-
mined to expand our leadership as that market grows.

We expect that 2008 will be even more productive than 2007, a
year that was as busy, exhilarating, intense, and fulfilling as we’ve
ever experienced. I'd like to take this opportunity to thank the
SoundBite team for their tremendous performance and relentless
hard work. We are also grateful to our Board of Directors for their
expert guidance and counsel in preparing our IPO and helping

to chart our strategic course. Together, we have built a focused
and energetic team, highly motivated and moving aggressively to
achieve our strategic goals.

We are all excited about our future. We greatly appreciate having

the opportunity to share that future — and the value it will create
— with you, our shareholders.

Sincerely,

Y

Peter Shields
President and Chief Executive Officer







The following diagram illustrates the key elements of the customer contact platform we use to provide
our service:

CUSTOMER CONTACT PLATFORM

List Manage!

Alerts/Notifications

Secure Web and Data Integration Interfaces. Most clients access our service using a web browser. Our
Secure Web User Interface enables clients to upload contact lists, initiate and manage campaigns, and generate near
real-time customized reports. All of our platform features can be accessed through this secure, easy-to-use interface,
which makes our service available to clients on a self service basis. Data, such as contact list information, also can
be uploaded and accessed through our Secure Data Integration Interface, which enables clients to load information
directly from their collection management or customer relationship management system. Once a campaign is
completed, the interface enables the results to be loaded directly back into the client’s system.

Core Components. Our platform includes the following core components, each of which can be accessed
via the web or by integrating a client’s collection management or customer relationship management system
with our platform.

List Management manages the importing and accessing of a client’s contact list. This component also
manages contact suppression, which removes one or more contacts from a campaign either before the
campaign begins or while the campaign is progressing. Contacts may be suppressed because, for example, a
customer previously expressed a preference not to receive the proposed type of communication or a recipient
takes the requested action before all of the passes within a campaign are completed.

Script Interaction tests and manages any number of contact scripts to be used to determine the content
during customer interactions. In a telephone call, for example, a script specifies the sequence of audio prompts
that are played and what happens when the recipient takes certain actions, such as pressing a button on the
telephone or saying “yes.” Individual customer interactions are supported by our flexible scripting language
and personalized messaging. Scripts can be readily modified and repurposed over time. Our personalized voice
messages use professional voice talents or text-to-speech technology to insert customer-specific information
into an interaction. This component supports the following activities:

¢ Automated Right-Party Verification enables the identity of a customer to be verified without contact
center agent involvement by, for example, having a recipient enter his or her billing zip code.

 Direct Connect to Contact Center allows a recipient to connect directly to a contact center in order to
speak with a contact center agent.



e Campaign Strategy defines the frequency and nature of the customer interactions to be employed to
achieve the goals of a campaign. This component includes the following features:

e Multi-Pass Campaigns are multiple overlapping passes through a contact list determined in accor-
dance with client-defined parameters and intended to maximize contact list penetration and response
rates.

e Call Pass Escalation defines the conditions in which our service moves to a different phone number
or e-mail address within a contact pass.

» Contact Ordering prioritizes contacts based on client-specified criteria, such as the amount owed, or
on the likelihood that customers will be reached at a particular time.

For campaigns involving contact center agents, Agent Management manages the routing of qualified
customers to agents and seeks to maximize the usage of agents’ time while minimizing customers’ wait time.
This component includes the following features:

* AutoManage monitors and controls campaign performance to adjust the pace of outgoing calls to
balance the flow of calls to the contact center. Based on our proprietary algorithm, adjustments are
made based on factors such as contact center agent availability, average talk time and average hold
times.

* Call Forecasting provides continuously refreshed data concerning current and anticipated future contact
attempts that contact center managers can use for contact center agent resource planning.

» Contact Center Reports are available in near real-time and provide details on customer interactions with
contact centers, including ring time, waiting time and talk time.

Compliance Management provides a client with the ability to define a set of rules to control when a
customer is contacted based on the location of the recipient. The location is determined based on the phone
number being contacted. This enterprise-level facility enables clients to establish and maintain their compli-
ance policies within the SoundBite platform.

Reporting and Analytics produces reports, in a variety of formats, exported at any time during or after a
campaign. We offer flexible report formatting, scheduling and delivery options. Reports typically contain
details regarding contact attempts and outcomes. Reports are available for a specific campaign, or for all of
the campaigns of a department, group or other client account. This component also includes performance
analytics capabilities to assist clients in improving the design and execution of their campaigns. For example,
a client might determine, based on our analysis of campaign data, that the client’s next campaign should be
executed at a different time of day or should be targeted to wireless, rather than wireline, customers. We are
continuing to enhance our analytics capabilities using advanced statistical techniques and predictive modeling.

Enterprise Management provides a client with the ability to manage, using a single control panel, all
campaigns in any of the client’s accounts. Accounts and privileges can be created and customized at the
enterprise level for greater security. This component allows a client to share interaction scripts and suppression
lists across the client’s entire enterprise. In addition, reports covering all of a client’s accounts can be provided
on an enterprise-wide basis.

Security.  Our platform includes a number of security practices designed to keep customer data safe and
confidential, such as encryption of sensitive data, secure transmission, audit trails, non-shared accounts,
need-to-know access policies and formal incident response. In addition, clients can elect to use supplemental
security features such as e-mail and FTP address restrictions for report deliveries and encryption of reports.

We have instituted periodic internal and third-party reviews of our security structure, including an annual
voluntary external Type II audit of our IT-related control activities under Statement on Auditing Standards
No. 70, Reports on the Processing of Transactions by Service Organizations. A Type II audit, as of
September 30, 2007, resulted in an unqualified opinion for our control environment. An unqualified opinion is
the highest designation given and indicates that each of the control objectives specified by the service
organization was met without any significant exception or deficiency.

8



In August, 2007, we became a Payment Card Industry Data Security Standard, or PCI/DSS, compliant
Service Provider (Level 3), which enables us to work more closely and exchange more data with banks and
credit card companies.

Delivery Channels. Our on-demand service is a multi-channel solution. To date, we have focused
principally on designing and implementing features that support the use of our service for the voice channel.
Our service supports the delivery of both outbound and inbound voice communications. The outbound voice
channel can be used for either a contact center agent-assisted or agentless campaign. The inbound voice
channel is primarily used in support of an outbound campaign, as in the case of a callback number, or as part
of an inbound-only agentless campaign supported by an IVR interaction. Our service supports both text- and
HTML-based e-mail.

Complementary Services. We offer clients a number of supplemental complementary services accessed
through our on-demand platform, including Payment services that facilitate the automation of the entire
payment process, Append services that allow clients to augment their contact lists with additional information,
and Contact Strategy services that analyze clients’ historical campaigns and recommend new contact strategies.
Some complementary services, including Payment and Append, incorporate back-office functionality provided
by a third party. We intend to develop additional complementary services that will be offered for an
incremental fee, based on either a usage-based or subscription pricing model.

Our Client Management Services

Our client management organization assists clients in selecting service features and adopting best
practices that will help the clients make the best use of our service. The organization provides varying levels
of support, from managing an entire campaign to supporting self-service clients. It offers a range of services
that includes script development, campaign strategy, professional voice talent recording, custom reporting and
detailed analysis of campaign results. At December 31, 2007, our client management organization had
42 employees.

Our client management organization consists of three principal teams:

Implementation, Training and General Help Desk members provide implementation services, includ-
ing detailed user training, test setup and measurement design, script development, voice talent recording,
and all aspects of file and data transfer before and after campaigns. The team provides our clients with
training both initially and on a continuing basis, so they can use our service more effectively and
efficiently. Our help desk is available around-the-clock to provide immediate support to clients.

Solutions Consulting members build and maintain a library of best practices based upon experience
gained in helping design and optimize campaigns. The team also works directly with prospects and
customers to determine the most appropriate use of our platform in the client’s business. Demonstrations
of our platform are used to highlight features and functionality available in current and future releases.

Customer Analytics members consult with selected clients to provide advanced reporting and data
analysis for their organizations. The team provides performance and predictive analytics capabilities to
assist clients in improving their campaign and contact center results.

Business Segments and Geographic Information

We manage our operations on a consolidated, single segment basis for purposes of assessing performance
and making operating decisions. Accordingly, we have only one reporting segment. Organizations in the
United States accounted for substantially all of our revenues in each of 2007, 2006 and 2005.

Clients

Since January 1, 2007, our service has been used by more than 200 organizations in the collection
agencies, financial services, retail, telecommunications and utilities industries. Our clients are located
principally in the United States, with a limited number located in Canada and the United Kingdom.
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In 2004 we initiated a sales and marketing program focused on third-party collection agencies, which
depend on voice messaging and other customer contact methods to drive revenues and are receptive to testing
and deploying new contact technologies. Since that time, we have built a client base that includes 14 of the 20
largest collection agencies in North America. More recently, we have begun to build on this referenceable
client base to target large in-house, or “first-party,” collection departments in industries, such as telecommuni-
cations, characterized by the need for regular interactions with large customer bases. We provide our service
under a usage-based pricing model, and our pricing agreements with clients, including our third-party
collection agency clients, do not require minimum levels of usage or payments.

NCO Group, a provider of business process outsourcing services, accounted for more than 10% of our
revenues in each of 2007, 2006 and 2005. Afni, Inc., a provider of customer interaction solutions, accounted
for more than 10% of our revenues in each of 2006 and 2005, and T-Mobile USA, Inc. accounted for more
than 10% of our revenues in 2007. None of these clients accounted for 20% or more of our revenues in any
year.

Sales and Marketing

We sell our service through our direct sales force. As of December 31, 2007, our direct sales force
consisted of 26 employees located at our headquarters in Bedford, Massachusetts, elsewhere in the United
States, and in Canada. Our relationships with resellers accounted for an aggregate of less than 5% of our
revenues in each of 2007, 2006 and 2005.

Sales leads are generated through cold calling, client and other referrals, and a variety of marketing
programs. Once a lead is qualified, the typical sales process involves a web-based or in-person presentation
and demonstration, together with pre-sales support from our client management organization. These presenta-
tions typically focus on explaining the benefits of our service, including the speed with which the service can
be deployed, and demonstrating the potential return on investment from the use of our service. We encourage
prospective clients to engage in a pilot campaign to evaluate the efficacy of our service.

Our marketing communications and programs strategy has been designed to increase awareness of our
service, generate qualified sales leads and expand relationships with existing clients. We reinforce our brand
identity through our website and public relations, which are intended to build market awareness of our
company as a leader of on-demand customer communications solutions. We host regional user meetings and
regular educational webinars, and we participate in industry events and associations. We distribute quarterly
newsletters and other written communications to prospective and existing clients by e-mail and direct mail
campaigns. At December 31, 2007, our marketing group had 13 employees.

Technology, Development and Operations
Technology

We launched our first multi-tenant on-demand service in 2000. Our service is provided through a secure,
scalable platform written primarily in Java using the Java 2 Enterprise Edition, or J2EE, development
framework. We use a combination of proprietary and commercially available software, including the Apache
web server, the BEA WebLogic application server, Nuance text-to-speech and automated speech recognition
software, and the Oracle database. The software runs on a combination of Linux and Microsoft Windows
servers. We also use commercially available hardware, including NMS Communications telephony cards and
NexTone session border controllers.

Our service manages clients as separate tenants within our platform. As a result, we amortize the cost of
delivering our service across our entire client base. In addition, because we do not have to manage thousands
of distinct applications with their own business logic and database schemas, we believe that we can scale our
solution faster than traditional predictive dialers, even those that have modified their products to be accessible
over the Internet.
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Our service enables clients to import and access data independent of format and to customize the script
interaction and reporting output of their campaigns. The web user interface of our platform can be customized
for a client that wishes to have a specific “look and feel” across its enterprise.

Research and Development

Our research and development organization is responsible for improving, enhancing and augmenting our
on-demand platform, as well as developing new features, complementary services and other new offerings.
The organization also is responsible for performing platform functionality and load testing, as well as quality
assurance activities. The organization currently is working on a number of opportunities, including work
related to analytics, campaign management, new channels and complementary services. At December 31,
2007, our research and development organization had 33 employees.

Our research and development expenses totaled $3.9 million in 2007, $3.5 million in 2006 and
$2.1 million in 2005.

Operations

We serve our clients from three third-party hosting facilities located in Ashburn, Virginia, Somerville,
Massachusetts and Toronto, Canada. All facilities provide around-the-clock security personnel, video surveil-
lance and biometric access screening, and are serviced by on-site electrical generators and fire detection and
suppression systems. We maintain insurance policies covering substantially all of the assets deployed at our
hosting facilities. For information regarding the facility locations, operators and agreement terms, see
“Item 2 — Properties”.

Both US facilities have multiple Tier 1 interconnects to the Internet and are connected by a SONET loop.
Our Canadian facility is strategically located to allow us direct access to a number of telecommunication
providers. We have multiple telecommunication providers for voice termination, including Global Crossing,
MCI, Level 3 and Qwest. We have selected our mix of telecommunications carriers to limit service
interruption, even in the event of a localized loss of a major provider. We believe we can maintain access to
our service, with prioritized call capacity, within a limited interruption window, although we have not
experienced or comprehensively tested a full failover of any of our facilities.

We own all the hardware deployed in support of our platform. We continuously monitor the performance
and availability of our service. We designed our service infrastructure using load-balanced web server pools,
redundant interconnected network switches and firewalls, replicated database servers, clustered application
servers, and fault-tolerant storage devices. Production databases are backed up on a regular basis to ensure
transactional integrity and restoration capability. During 2007, we began converting our existing telecommuni-
cations infrastructure to VoIP. As of December 31, 2007, 30% of our physical infrastructure and 15% of our
traffic was converted to VoIP.

We have deployed a security infrastructure that includes firewalls, intrusion prevention and detection, and
IPSEC, PGP and TLS data and network security protection. We have instituted periodic internal and third-
party reviews of our security infrastructure, including an annual voluntary external Type II audit under
Statement on Auditing Standards No. 70. In August 2007, we became a PCI/DSS compliant Service Provider
(Level 3), which enables us to work more closely and exchange more data with banks and credit card
companies.

We have service level agreements or arrangements with a small number of clients under which we
warrant certain levels of system reliability and performance. If we fail to meet those levels, those clients are
entitled to either receive credits or terminate their agreements with us. We did not provide any such credits,
and no client terminated its agreement with us, in 2007, 2006 or 2005 pursuant to any service level provision.

At December 31, 2007, our operations organization had 9 employees.
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Competition

To date, we have offered our on-demand service primarily for use in AVM campaigns. The market for
AVM solutions is intensely competitive, changing rapidly and fragmented. The following summarizes the
principal products and services that compete with our service.

Predictive Dialers

Our service competes with on-premise predictive dialers from established vendors such as Aspect and
Avaya as well as a number of smaller vendors. Our service competes with on-premise predictive dialers on the
basis of both available features and delivery model, including:

e breadth of features;

* speed of deployment;

e capital investment required;

e pricing model for customers; and
* capacity, including burstability.

A number of predictive dialer vendors offer forms of hosted solutions, which we believe are typically
services in which predictive dialers are hosted by first-generation application service providers, or ASPs, rather
than on a multi-tenant on-demand basis. We believe these ASP-hosted services are deployed on individual
servers and application infrastructures, using dedicated predictive dialers. We compete with ASP-hosted
predictive dialer services on the same basis as on-premise predictive dialers, except that deployment speed and
required capital investment are less significant in differentiating our service from these ASP-hosted services.

Predictive dialers have been the basic method of AVM contact for the last two decades, and the vast
majority of telephony customer contact today is completed using predictive dialer technology. Many organiza-
tions are likely to continue using on-premise predictive dialers that have been purchased and are still operative,
despite the availability of new features and functionality in our service or in other AVM solutions. In addition,
the on-demand service delivery model is relatively new, and many organizations have not yet fully adopted or
accepted this delivery model.

Some vendors of predictive dialers, particularly Aspect and Avaya, have significantly greater financial,
technical, marketing, service and other resources than we have. Many of these vendors also have larger
installed client bases and longer operating histories. Competitors with greater financial resources may be able
to offer lower prices, additional products or services, or other incentives that we cannot match or offer. These
competitors may be in a stronger position to respond quickly to new technologies and may be able to
undertake more extensive marketing campaigns.

Hosted AVM Solutions

Our service also competes with a number of hosted AVM solutions. Most vendors of hosted AVM
solutions focus on providing a basic service with limited features and compete principally on the basis of
price. These vendors consist principally of a number of relatively small, privately held companies and a small
number of larger, multi-product line companies such as Premier Global. We compete with these vendors on
the basis of the following:

* price;

e return on investment;

breadth of features;
e brand awareness based on referenceable customer base; and

* security and reliability.
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Some of these vendors deliver their AVM services on an ASP model, using dedicated hardware and
telephony equipment. We compete with these vendors based on the attributes of our multi-tenant on-demand
delivery model, as described above with respect to ASP-hosted predictive dialer services.

We also compete directly with a small number of vendors who deliver AVM services on an on-demand
delivery model similar to ours. These vendors focus on providing hosted AVM services with a broader array of
features, such as advanced reporting capabilities and supporting professional services. These vendors generally
compete on the basis of return on investment and features, rather than price, and focus their principal selling
efforts on differing groups of industries. We compete with these vendors based on the flexibility of our usage-
based pricing model, the analytical capabilities of our platform and our referenceable client base. We are
aware of fewer than twenty privately held vendors that deliver AVM services on an on-demand delivery basis.
We believe, based on market information available to us, that we are one of the two largest such vendors,
based on revenue. One of these vendors, Varolii Corporation, filed a registration statement for an initial public
offering of its common stock in September 2007.

In the past few years, there have been a number of new entrants in the hosted AVM services market.
Most of these new entrants offer basic, price-oriented AVM services hosted on an ASP model. There are
significant barriers to entry for potential competitors seeking to offer more fully featured hosted AVM services.
We believe that companies wishing to target this portion of the market may seek to acquire existing vendors.
West Corporation, a provider of outsourced communications services, acquired CenterPost Communications, a
provider of enterprise multi-channel solutions for automating customer communications in February 2007 and
acquired TeleVox Software, a provider of communication and automated messaging services to the healthcare
industry, in March 2007. It is likely any such acquiring companies would have greater financial, technical,
marketing, service and other resources than we have and may be able to offer lower prices, additional products
or services, or other incentives that we cannot match or offer.

Intellectual Property

Our success will depend in part on our ability to protect our intellectual property and to avoid
infringement of the intellectual property of third parties. We rely on a combination of trade secret laws,
trademarks and copyrights in the United States and other jurisdictions, as well as contractual provisions and
licenses, to protect our proprietary rights and brands. We cannot, however, be sure that steps we take to protect
our proprietary rights will prevent misappropriation of our intellectual property.

We have adopted a strategy of seeking limited patent protection with respect to the technologies used in
or relating to our products. We have three issued U.S. patents, which relate to: (a) a voice message delivery
method and system (patent number US 6,785,363 B3) that was issued in August 2004 and will expire in
January 2021; (b) an address book for a voice message delivery method and system (patent number US
6,829,331 B2) that was issued in December 2004 and will expire in January 2022; and (c) answering machine
detection for voice message delivery and system (patent number US 7,054,419) that was issued in May 2006
and will expire in April 2021. We have one pending U.S. patent application relating to a method and system
for managing interactive communications campaigns (application number 11/336,151). The intellectual
property covered by our issued patents is not key to the operation of our business as currently conducted or
proposed to be conducted. We evaluate ideas and inventions for patent protection with a team of engineers,
product managers and internal counsel, in consultation with our outside patent counsel. We expect to file
additional patent applications in the ordinary conduct of our business.

“SoundBite” is our sole registered service mark in the United States. We have unregistered trademarks
and service marks identifying certain service offerings. None of our unregistered trademarks and service marks
is material to our business. We seek to protect our source code for our platform, as well as documentation and
other written materials, under trade secret and copyright laws.

We may not receive competitive advantages from the rights granted under our intellectual property rights.
Others may develop technologies that are similar or superior to our proprietary technologies or duplicate our
proprietary technologies. Our pending and any future patent applications may not be issued with the scope of
claims sought by us, if at all, or the scope of claims we are seeking may not be sufficiently broad to protect
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our proprietary technologies. Our issued patents and any future patents we are granted may be circumvented,
blocked, licensed to others or challenged as to inventorship, ownership, scope, validity or enforceability. It is
possible that literature we may be advised of by third parties in the future could negatively affect the scope or
enforceability of any patent. If our issued patents, any future patent we are granted, our current or any future
patent application, or our service is found to conflict with any patents held by third parties, we could be
prevented from selling our service, any current or future patent may be declared invalid, or our current or any
future patent application may not result in an issued patent. In addition, in foreign countries, we may not
receive effective patent and trademark protection. We may be required to initiate litigation in order to enforce
any patents issued to us, or to determine the scope or validity of a third party’s patent or other proprietary
rights. In addition, in the future we may be subject to lawsuits by third parties seeking to enforce their own
intellectual property rights, as described in “Risk Factors — Our product development efforts could be
constrained by the intellectual property of others, and we could be subject to claims of intellectual property
infringement, which could be costly and time-consuming.”

We seek to avoid disclosure of our intellectual property by requiring employees and consultants with
access to our proprietary information to execute nondisclosure and assignment of intellectual property
agreements and by restricting access to our source code. Other parties may not comply with the terms of their
agreements with us, and we may not be able to enforce our rights adequately against these parties.

Our service offering incorporates technology licensed from third-party providers. If these providers were
no longer to allow us to use these technologies for any reason, we would be required to:

* identify, license and integrate equivalent technology from another source;
* rewrite the technology ourselves; or
e rewrite portions of our source code to accommodate the change or no longer use the technology.

Any one of these outcomes could delay further sales of our service, impair the functionality of our
service, delay the introduction of new features and complementary services, result in our substituting inferior
or more costly technologies, or injure our reputation. In addition, we may be required to license additional
technology from third parties, and we cannot assure you that we could license that technology on
commercially reasonable terms or at all. Because of the relative immateriality of this third-party licensed
technology as well as the availability of alternative equivalent technology, we do not expect that our inability
to license this technology in the future would have a material effect on our business or operating results.

Government Regulation

Our business operations are affected, directly or indirectly, by a wide range of U.S. federal and state laws
and regulations that restrict customer communications activities using our service, our handling of information
and other aspects of our business. On the U.S. federal level, for example, regulatory measures include:

* the Fair Debt Collection Practices Act, which regulates the timing and content of debt collection
communications;

* the Telephone Consumer Protection Act, which restricts the circumstances under which automated
telephone dialing systems and artificial or prerecorded messages may be used to contact wireless
telephone numbers;

* Federal Trade Commission and Federal Communications Commission telemarketing regulations, which
have been promulgated under the authority of the Telemarketing and Consumer Fraud and Abuse
Prevention Act and the Telephone Consumer Protection Act and which restrict the timing, content and
manner of telemarketing calls, including the use of automated dialing systems, predictive dialing
techniques, and artificial or prerecorded voice messages;

* the Gramm-Leach-Bliley Act, which regulates the disclosure of consumer nonpublic personal informa-
tion received from our financial institution clients and requires those clients to impose administrative,
technical, and physical data security measures in their contracts with us; and
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* the Fair Credit Reporting Act, which defines permissible uses of consumer information furnished to or
obtained from consumer reporting agencies.

Many states and state agencies have also adopted and promulgated laws and regulations governing debt
collection, contact with wireless telephone numbers, telemarketing, and data privacy. These laws and
regulations may, in certain cases, impose restrictions that are more stringent than the federal measures
discussed above. To date, our employees have performed a significant portion of our activities in complying
with U.S. federal and state laws and regulations and we have not incurred material out-of-pocket compliance
costs.

Our foreign business operations are, or may be, affected by foreign laws and regulations. For example,
our current telemarketing activities in the United Kingdom are subject to a comprehensive telemarketing
regulation, which includes a prohibition on calls to numbers on the UK’s national do-not-call registry, the
Telephone Preference Service. Canada has also decided to establish a similar national do-not-call registry to be
implemented by September 30, 2008. Furthermore, we may in the future determine to commence or expand
our operations to other countries, and these countries may have laws or regulations comparable to or more
stringent than those affecting our domestic business.

Our business, operating results and reputation may be significantly harmed if we violate, or are alleged to
violate, U.S. federal, state or foreign laws or rules covering customer communications. In the pricing
agreements they enter into with us, our clients typically agree to comply in all material respects with all
applicable legal and regulatory requirements relating to their use of our service. We cannot be certain,
however, that our clients comply with these obligations, and typically we cannot verify whether clients are
complying with their obligations. Violations by our clients may subject us to costly legal proceedings and if
we are found to be wholly or partially responsible for such violations, may subject us to damages, fines or
other penalties. For a further description of some of the governmental regulations that may affect our business
operations, see “Item 1A — Risk Factors — Risks Related to Regulation of Use of Our Service.”

Employees

As of December 31, 2007, we had a total of 142 employees, consisting of 39 employees in sales and
marketing, 33 employees in research and development, 42 employees in client management, 9 employees in
operations, and 19 employees in general and administrative. All of the employees were based in the United
States, except for 1 employee based in Toronto, Canada. A total of 127 of our employees as of December 31,
2007 were based at our headquarters in Bedford, Massachusetts.

From time to time we also employ independent contractors and temporary employees to support our
operations. None of our employees are subject to collective bargaining agreements. We have never experienced
a work stoppage and believe that our relations with our employees are good.

Our History

We were founded in Delaware in April 2000. Our principal executive offices are located at 22 Crosby
Drive, Bedford, Massachusetts 01730, and our telephone number is (781) 897-2500. Our website address is
www.soundbite.com. We are not, however, including the information contained on our website, or information
that may be accessed through links on our website, as part of, or incorporating it by reference into, this annual
report on Form 10-K.

SoundBite is our registered service mark in the United States. All other trademarks, trade names and
service marks appearing in this prospectus are the property of their respective owners.
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Item 1A. Risk Factors

An investment in our common stock involves a high degree of risk. Investors should consider carefully
the risks and uncertainties described below and all of the other information contained in this report before
deciding whether to purchase our common stock. The market price of our common stock could decline due to
any of these risks and uncertainties, and investors might lose all or part of their investments in our common
stock.

Risks Related to Our Business and Industry

If the market for automated voice messaging products and services does not develop as we anticipate, our
revenues would decline or fail to grow and we could incur operating losses.

We derive, and expect to continue to derive for the foreseeable future, almost all of our revenues by
providing our on-demand AVM service to businesses, governments and other organizations. Due to advances
in technology, the market for AVM products and services continues to evolve, and it is uncertain whether our
service will achieve and sustain high levels of demand and market acceptance. Our success will depend to a
substantial extent on the willingness of organizations to use our service.

Some organizations may be reluctant or unwilling to use AVM products and services for a number of
reasons, including the perceived effectiveness of products and services based on other delivery channels, such
as direct mail, e-mail, text messaging, and web, or other technologies, such as interactive voice response
systems and predictive dialers. In addition, organizations may lack knowledge about the potential benefits that
AVM product and services can provide. An organization may determine that it can achieve the same, or a
higher, level of performance and results from products and services based on other delivery channels or
technologies and conclude that those products and services are superior to AVM products and services. Even if
an organization determines that AVM products and services offer benefits superior to other customer contact
products and services, it might not use AVM products or services because it has previously invested in
alternative products or services or in internally developed messaging equipment, because it can obtain
acceptable performance and results from alternative products and services available at a lower cost, or because
it is unwilling to deliver customer information to a third-party vendor.

If organizations do not perceive the potential and relative benefits of AVM products and services or
believe that other customer contact products and services offer a better value because of competitive pricing,
the AVM market might not continue to develop or might develop more slowly than we expect, either of which
would significantly adversely affect our business, financial condition and operating results. Because the market
for AVM products and services is developing and the manner of its development is difficult to predict, we
could make errors in predicting and reacting to relevant business trends, which could harm our operating
results.

Defects in our platform, disruptions in our service or errors in execution could diminish demand for our
service and subject us to substantial liability.

Our on-demand platform is complex and incorporates a variety of hardware and proprietary and licensed
software. Internet-based services such as ours frequently experience disruptions from undetected defects when
first introduced or when new versions or enhancements are released. From time to time we have found and
corrected defects in our platform. Other defects in our platform, or defects in new features, complementary
services or upgrades released in the future, could result in service disruptions for one or more clients. Our
clients might use our service in unanticipated ways that cause a service disruption for other clients attempting
to access their contact list information and other data stored on our platform. In addition, a client may
encounter a service disruption or slowdown due to high usage levels of our service. For example, in May 2005
we experienced demand in excess of our then-current capacity, which limited the ability of certain clients to
execute their campaigns in their desired timeframes.

Clients engage our client management organization to assist them in creating and managing a campaign.
As part of this process, we typically construct and test a script, map the client’s input file into our platform
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and map our output files to a client-specific format. In order for a campaign to be executed successfully, our
client management staff must correctly design, implement, test and deploy these work products. The
performance of these tasks can require significant skill and effort, and from time to time has resulted in errors
that adversely affected a client’s campaign.

Because clients use our service for critical business processes, any defect in our platform, any disruption
in our service or any error in execution could cause existing or potential clients not to use our service, could
harm our reputation, and could subject us to litigation and significant liability for damage to our clients’
businesses.

The insurers under our existing liability insurance policy could deny coverage of a future claim that
results from an error or defect in our platform or a resulting disruption in our service, or our existing liability
insurance might not be adequate to cover all of the damages and other costs of such a claim. Moreover, we
cannot assure you that our current liability insurance coverage will continue to be available to us on acceptable
terms or at all. The successful assertion against us of one or more large claims that exceeds our insurance
coverage, or the occurrence of changes in our liability insurance policy, including an increase in premiums or
imposition of large deductible or co-insurance requirements, could have a material adverse effect on our
business, financial condition and operating results. Even if we succeed in litigation with respect to a claim, we
are likely to incur substantial costs and our management’s attention will be diverted from our operations.

Our quarterly operating results can be difficult to predict and can fluctuate substantially, which could
result in volatility in the price of our common stock.

Our quarterly revenues and other operating results have varied in the past and are likely to continue to
vary significantly from quarter to quarter. Our agreements with clients do not require minimum levels of usage
or payments, and our revenues therefore fluctuate based on the actual usage of our service each quarter by
existing and new clients. Quarterly fluctuations in our operating results also might be due to numerous other
factors, including:

* our ability to attract new clients, including the length of our sales cycles, or to sell increased usage of
our service to existing clients;

e technical difficulties or interruptions in our service;

 changes in privacy protection and other governmental regulations applicable to the communications
industry;

e changes in our pricing policies or the pricing policies of our competitors;
¢ the financial condition and business success of our clients;

 purchasing and budgeting cycles of our clients;

e acquisitions of businesses and products by us or our competitors;

* competition, including entry into the market by new competitors or new offerings by existing
competitors;

 our ability to hire, train and retain sufficient sales, client management and other personnel;

* timing of development, introduction and market acceptance of new services or service enhancements by
us or our competitors;

* concentration of marketing expenses for activities such as trade shows and advertising campaigns;
* expenses related to any new or expanded data centers; and

* general economic and financial market conditions.
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Many of these factors are beyond our control, and the occurrence of one or more of them could cause our
operating results to vary widely. Because of quarterly fluctuations, we believe that quarter-to-quarter compar-
isons of our operating results are not necessarily meaningful.

In recent years, our quarterly revenues have been affected by seasonal factors as the result of the level of
revenues we have derived from third-party collection agencies. These factors have caused our revenues in the
first quarter to decrease, or increase at a slower rate, as compared to revenues in the immediately preceding
fourth quarter. We believe these factors reflect a reduced level of collections processes following the fourth-
quarter holiday season and the lower number of business days in the first quarter.

We may fail to forecast accurately the behavior of existing and potential clients or the demand for our
service. Our expense levels are based, in significant part, on our expectations as to future revenues and are
largely fixed in the short term. As a result, we could be unable to adjust spending in a timely manner to
compensate for any unexpected shortfall in revenues. We intend to increase our operating expenses as we
expand our research and development, sales and marketing, and administrative organizations. The timing of
these increases and the rate at which new personnel become productive will affect our operating results, and,
in particular, we could incur operating losses in the event of an unexpected delay in the rate at which
development, sales personnel or new marketing initiatives become productive.

Variability in our periodic operating results could lead to volatility in our stock price as equity research
analysts and investors respond to quarterly fluctuations. Moreover, as a result of any of the foregoing factors,
our operating results might not meet our announced guidance or expectations of investors, in which case the
price of our common stock could decrease significantly.

Our clients are not obligated to pay any minimum amount for use of our service on an on-going basis,
and if they discontinue use of our service or do not use our service on a regular basis, our revenues
would decline.

The agreements we enter into with clients do not require minimum levels of usage or payments and are
terminable at will by our clients. The periodic usage of our service by an existing client could decline or
fluctuate as a result of a number of factors, including the client’s level of satisfaction with our service, the
client’s ability to satisfy its customer contact processes internally, and the availability and pricing of competing
products and services. If our service fails to generate consistent business from existing clients, our business,
financial condition and operating results will be adversely affected.

We derive a significant portion of our revenues from the sale of our service for use in the collections
process, and any event that adversely affects the collection agencies industry or in-house collection
departments would cause our revenues to decline.

In recent years, we have focused our sales and marketing activities on the collection process, and have
targeted collection agencies and debt buyers in the collection agencies industry as well as large in-house
collection departments of businesses in other industries. Revenues from these collection businesses represented
83% of our revenues 2007, 80% of our revenues in 2006 and 67% of our revenues in 2005. We expect that
revenues from the collection businesses will continue to account for a substantial part of our revenues for the
foreseeable future.

Collection businesses are particularly subject to changes in the overall economy and in credit granting
practices. Collection businesses are likely to be affected adversely by any sustained economic upturn, any
tightening of credit granting practices, or any technological advancement or regulatory change affecting the
collection of outstanding indebtedness. Any such occurrence would cause us to lose some or all of the
recurring business of our clients in the collections business, which could have a material adverse effect on our
business, financial condition and operating results.

Moreover, two clients accounted for a total of 29% of our revenues in 2007, 26% of our revenues in 2006
and 32% of our revenues in 2005. These clients are either in the collection agencies industry or are large in-
house collection departments of businesses in other industries. In addition to the risks associated with
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collections businesses in general, our business, financial condition and operating results would be negatively
affected if these clients were to significantly decrease the extent to which they use our service.

Actual or perceived breaches of our security measures could diminish demand for our service and subject
us to substantial liability.

Our service involves the storage and transmission of clients’ proprietary information. Internet-based
services such as ours are particularly subject to security breaches by third parties. Breaches of our security
measures also might result from employee error or malfeasance or other causes. In the event of a security
breach, a third party could obtain unauthorized access to our clients’ contact list information and other data.
Techniques used to obtain unauthorized access or to sabotage systems change frequently, and they typically
are not recognized until after they have been launched against a target. As a result, we could be unable to
anticipate, and implement adequate preventative measures against, these techniques. Because of the critical
nature of data security, any actual or perceived breach of our security measures could cause existing or
potential clients not to use our service, could harm our reputation, and could subject us to litigation and
significant liability for damage to our clients’ businesses.

Interruptions or delays in service from our key vendors would impair the delivery of our on-demand
service and could substantially harm our business and operating results.

In delivering our service, we rely upon a combination of hosting providers, telecommunication carriers
and data carriers. We serve our clients from three third-party hosting facilities. One facility is located in
Ashburn, Virginia, and is owned by Equinix and operated by InterNap under an agreement that expires in
October 2008. Another facility is located in Somerville, Massachusetts, and is owned and operated by InterNap
under an agreement that expires in November 2008. Our third facility is located in Toronto, Canada and is
owned and operated by Pier 1 Network Enterprises under an agreement that expires in August 2008. If we are
unable to renew these agreements on commercially reasonable terms following their termination, we will need
to incur significant expense to relocate our data center or agree to the terms demanded by the hosting provider,
either of which could harm our business, financial position and operating results.

As of December 31, 2007, our clients’ campaigns were handled through a mix of telecommunication
carriers and data carriers. We rely on these carriers to handle millions of customer contacts each day. We have
contracts with these carriers that can be terminated by either party at the end of the contract term upon written
notice delivered by either party a specified number of days before the end of the term. In addition, we can
terminate the contracts at any time upon written notice delivered a specified number of days in advance,
subject to the payment of specified termination charges. If a contract is terminated, we might be unable to
obtain pricing on similar terms from another carrier, which would affect our gross margins and other operating
results.

Our hosting facilities and our carriers’ infrastructures are vulnerable to damage or interruption from
floods, fires and similar natural events, as well as acts of terrorism, break-ins, sabotage, intentional acts of
vandalism and similar misconduct. The occurrence of such a natural disaster or misconduct, a loss of power, a
decision by either of our hosting providers to close the facilities without adequate notice, or other
unanticipated problems could result in lengthy interruptions in our service. Any interruption or delay in our
service, even if for a limited time, could have an adverse effect on our business, financial condition and
operating results.

Our business will be harmed if we fail to develop new features that keep pace with technological
developments or to transition successfully to a Voice over Internet Protocol telephony infrastructure.

Organizations can use a variety of communication channels to reach their customers or other intended
contacts. Recent technological advances have resulted in new communication channels, such as text messaging,
and improvements in existing services and products, such as predictive dialers, that threaten to eliminate the
competitive advantages of our AVM service. Our business, financial condition and operating results will be
adversely affected if we are unable to complete and introduce, in a timely manner, new features for our
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existing service that keep pace with technological developments. For example, because most of our clients
access our service using a web browser, we must modify and enhance our service from time to time to keep
pace with new browser technology. In addition, we currently are transitioning to a Voice over Internet Protocol,
or VoIP, telephony infrastructure, and we cannot assure you that we will be able to complete this migration on
our anticipated schedule or budget or that we ultimately will realize the cost savings and other benefits we
anticipate from this migration.

If the on-demand delivery model is not widely accepted for AVM services, our revenues would decline or
fail to grow and we could incur operating losses.

All of our clients access and use our AVM service on an on-demand basis. Our success will depend to a
substantial extent on the willingness of organizations to increase their use of an on-demand delivery model for
enterprise applications in general and for AVM services in particular. Many organizations have invested
substantial financial and personnel resources to integrate traditional enterprise software and associated
hardware into their businesses, and they might be reluctant or unwilling to migrate to an on-demand delivery
model. Market acceptance of our on-demand delivery model for AVM services also might be limited by
numerous other factors, including:

* the security capabilities and reliability of our on-demand service;

* reluctance by organizations to trust third parties to store and manage critical customer data;
* our ability to continue to achieve and maintain high levels of client satisfaction;

e the level of customization we offer;

e our ability to meet the needs of broader segments of the customer contact market;

* a substantial decrease in the cost of hardware and software necessary for organizations to maintain their
customer contact technology in-house; and

* adverse publicity about us, our service or on-demand AVM services in general, whether based on poor
performance by us or our competitors or on third-party reviews and industry analyst reports.

Many of these factors are beyond our control. If businesses do not perceive the benefits of on-demand
AVM services, then the market for on-demand AVM services might not develop further, or it could develop
more slowly than we expect, either of which would adversely affect our business, financial condition and
operating results.

We face intense competition, and our failure to compete successfully would make it difficult for us to add
and retain clients and would impede the growth of our business.

The market for AVM solutions is intensely competitive, changing rapidly and fragmented. It is subject to
rapidly developing technology, shifting client requirements, frequent introductions of new products and
services, and increased marketing activities of industry participants. Increased competition could result in
pricing pressure, reduced sales or lower margins, and could prevent our service or future customer contact
solutions from achieving or maintaining broad market acceptance. If we are unable to compete effectively, it
will be difficult for us to add and retain clients and our business, financial condition and operating results will
be seriously harmed.

Predictive dialers have been the basic method of AVM contact for the last two decades, and the vast
majority of telephony customer contact today is completed using predictive dialer technology. Our service
competes with on-premise predictive dialers from a limited number of established vendors and a number of
smaller vendors, as well as predictive dialers hosted by some of those smaller vendors on an application
service provider basis. Many organizations have invested in on-premise predictive dialers and are likely to
continue using those dialers until the dialers are no longer operational, despite the availability of new features
and functionality in our service or in other AVM solutions. In addition, the on-demand service delivery model
is relatively new, and many organizations have not yet fully adopted or accepted a fully hosted delivery model.
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Our AVM service also competes with a number of hosted AVM solutions. A limited number of
established vendors and a number of smaller, privately held companies offer hosted AVM services that
compete principally on the basis of price rather than features. In addition, a small number of vendors focus on
providing hosted AVM services with features more comparable to ours. These vendors generally compete on
the basis of return on investment and features, rather than price. Other companies may enter the market by
offering competing products or services based on emerging technologies, such as open-source frameworks, and
may compete on the basis of either features or price.

Some of our competitors have significantly greater financial, technical, marketing, service and other
resources than we have. These vendors also have larger installed client bases and longer operating histories.
Competitors with greater financial resources might be able to offer lower prices, additional products or
services, or other incentives that we cannot match or offer. These competitors could be in a stronger position
to respond quickly to new technologies and could be able to undertake more extensive marketing campaigns.

Mergers or other strategic transactions involving our competitors could weaken our competitive position,
which could harm our operating results.

Our industry is highly fragmented, and we believe it is likely that some of our existing competitors will
consolidate or will be acquired. West Corporation, a provider of outsourced communications services, acquired
CenterPost Communications, a provider of enterprise multi-channel solutions for automating customer
communications, in February 2007 and acquired TeleVox Software, a provider of communication and
automated messaging services to the healthcare industry, in March 2007. In addition, some of our competitors
may enter into new alliances with each other or may establish or strengthen cooperative relationships with
systems integrators, third-party consulting firms or other parties. Any such consolidation, acquisition, alliance
or cooperative relationship could lead to pricing pressure and our loss of market share and could result in a
competitor with greater financial, technical, marketing, service and other resources, all of which could have a
material adverse effect on our business, operating results and financial condition.

Our continued growth could strain our personnel resources and infrastructure, and if we are unable to
implement appropriate controls and procedures to manage our growth, we will not be able to implement
our business plan successfully.

We are currently experiencing a period of rapid growth in our headcount and operations. To the extent
that we are able to sustain such growth, it will place a significant strain on our management, administrative,
operational and financial infrastructure. Our success will depend in part upon the ability of our senior
management to manage this growth effectively. To do so, we must continue to hire, train and manage new
employees as needed. If our new hires perform poorly, or if we are unsuccessful in hiring, training, managing
and integrating these new employees, or if we are not successful in retaining our existing employees, our
business would be harmed. To manage the expected growth of our operations and personnel, we will need to
continue to improve our operational, financial, and management controls and our reporting systems and
procedures. The additional headcount we are adding will increase our cost base, which will make it more
difficult for us to offset any future revenue shortfalls by reducing expenses in the short term. If we fail to
successfully manage our growth, we will be unable to execute our business plan.

If we fail to retain our chief executive officer, chief operating and financial officer, chief technology
officer, and other key personnel, our business would be harmed and we might not be able to implement
our business plan successfully.

Our future success depends upon the continued service of our executive officers and other key sales,
marketing, service, engineering and technical staff. In particular, each of Peter Shields, our chief executive
officer and president, Robert Leahy, our chief operating officer and chief financial officer, and Timothy Segall,
our chief technology officer, is critical to the management of our business and operations. None of our
executive officers or other key personnel is bound by an employment agreement, and therefore they can cease
their employment with us at any time with no advance notice. We do not maintain key person life insurance
on any of our employees. We are dependent on our executive officers and other key personnel, and the loss of
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any of them would harm our operations and could prevent us from successfully implementing our business
plan in a timely manner, if at all.

Failure to expand our direct sales force successfully will impede our growth.

We are highly dependent on our direct sales force to obtain new clients and to generate repeat business
from our existing client base. It is therefore critical that our direct sales force maintain regular contact with
our clients, both to gauge client satisfaction with our service as well as to highlight the value that use of our
service adds to their enterprises. There is significant competition for direct sales personnel. Our ability to
achieve significant growth in revenues in the future will depend in large part on our success in recruiting,
training and retaining sufficient numbers of direct sales personnel. New hires require significant training and
typically take more than a year before they achieve full productivity. Our recent and planned hires might not
achieve full productivity as quickly as intended, or at all. If we fail to hire and successfully train sufficient
numbers of direct sales personnel, we will be unable to increase our revenues and the growth of our business
will be impeded.

Because competition for employees in our industry is intense, we might not be able to attract and retain
the highly skilled employees we need to execute our business plan.

To continue to execute our business plan, we must attract and retain highly qualified personnel.
Competition for these personnel is intense, especially for senior engineers and senior sales executives. We
might not be successful in attracting and retaining qualified personnel. We have experienced from time to time
in the past, and expect to continue to experience in the future, difficulty in hiring and retaining highly skilled
employees with appropriate qualifications. Many of the companies with which we compete for experienced
personnel have greater resources than we have. In addition, in making employment decisions, particularly in
technology-based industries, job candidates often consider the value of the stock options they are to receive in
connection with their employment. Volatility in the price of our common stock could therefore, adversely
affect our ability to attract or retain key employees. Furthermore, the requirement to expense stock options
could discourage us from granting the size or type of stock options awards that job candidates require to join
our company. If we fail to attract new personnel or fail to retain and motivate our current personnel, our
business plan and future growth prospects could be severely harmed.

If we are unable to protect our intellectual property rights, we would be unable to protect our proprietary
technology and our brand.

If we fail to protect our intellectual property rights adequately, our competitors could gain access to our
technology and our business could be harmed. We rely on trade secret, copyright and trademark laws, and
confidentiality and assignment of invention agreements with employees and third parties, all of which offer
only limited protection. The steps we have taken to protect our intellectual property might not prevent
misappropriation of our proprietary rights. We have only three issued patents and one patent application
pending in the United States. Our issued patents and any patents issued in the future, may not provide us with
any competitive advantages or may be successfully challenged by third parties. Furthermore, legal standards
relating to the validity, enforceability and scope of protection of intellectual property rights in other countries
are uncertain and might afford little or no effective protection of our proprietary technology. Consequently, we
could be unable to prevent our intellectual property rights from being exploited abroad, which could diminish
international sales or require costly efforts to protect our technology. Policing the unauthorized use of
intellectual property rights is expensive, difficult and, in some cases, impossible. Litigation could be necessary
to enforce or defend our intellectual property rights, to protect our trade secrets, or to determine the validity
and scope of the proprietary rights of others. Any such litigation could result in substantial costs and diversion
of management resources, either of which could harm our business. Accordingly, despite our efforts, we might
not be able to prevent third parties from infringing upon or misappropriating our intellectual property.
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Our product development efforts could be constrained by the intellectual property of others, and we could
be subject to claims of intellectual property infringement, which could be costly and time-consuming.

The customer contact and telecommunications industries are characterized by the existence of a large
number of patents, trademarks and copyrights, and by frequent litigation based upon allegations of infringe-
ment or other violations of intellectual property rights. As we seek to extend our service, we could be
constrained by the intellectual property rights of others.

On October 17, 2007, our counsel and counsel for the underwriters of our initial public offering received
a letter on behalf of Universal Recovery Systems, Inc., or URS, alleging that our on-demand AVM solution
(a) may be in violation of specified patents owned by URS and (b) will be in violation of U.S. patent claims
filed by URS in May 2007 in a pending patent application. On October 19, 2007, we filed a lawsuit in the
federal district court in Massachusetts in which we requested (a) a declaration that we do not infringe any
valid and enforceable claim of any of the existing U.S. patents specified in the URS letter and (b) a judgment
that URS and its affiliate Blake Rice improperly interfered with our business, including our initial public
offering. On October 23, 2007, URS filed a Statement of Non-Liability in the lawsuit, by which URS and
Blake Rice covenant not to assert any claim of patent infringement against us (or any of our controlled
affiliates, customers or authorized users) under such existing U.S. patents with respect to our on-demand AVM
products currently or previously marketed or sold in the United States. URS’s Statement of Non-Liability does
not address the claims of URS with respect to the specified U.S. patent application, which have not been
published or examined by the U.S. Patent and Trademark Office and therefore are not currently enforceable
against us or any other party, or two U.K. patents specified in the URS letter.

We might not prevail in any future intellectual property infringement litigation given the complex
technical issues and inherent uncertainties in litigation. Any claims, regardless of their merit, could be time-
consuming and distracting to management, result in costly litigation or settlement, cause product development
delays, or require us to enter into royalty or licensing agreements. If our service violates any third-party
proprietary rights, including any claims of the patent application filed by URS that are ultimately allowed, we
could be required to re-engineer our service or seek to obtain licenses from third parties, which might not be
available on reasonable terms or at all. Any efforts to re-engineer our service, obtain licenses from third parties
on favorable terms or license a substitute technology might not be successful and, in any case, might
substantially increase our costs and harm our business, financial condition and operating results. Further, our
platform incorporates open source software components that are licensed to us under various public domain
licenses. While we believe we have complied with our obligations under the various applicable licenses for
open source software that we use, there is little or no legal precedent governing the interpretation of many of
the terms of certain of these licenses and therefore the potential impact of such terms on our business is
somewhat unknown.

Our platform relies on technology licensed from third parties, and our inability to maintain licenses of
this technology on similar terms or errors in the licensed technology could result in increased costs or
impair the implementation or functionality of our service, which would adversely affect our business and
operating results.

Our multi-tenant customer communication platform relies on technology licensed from third-party
providers. For example, we use the Apache web server, the BEA WebLogic application server, Nuance text-to-
speech and automated speech recognition software, and the Oracle database. We anticipate that we will need
to continue to license technology from third parties in the future. There might not always be commercially
reasonable software alternatives to the third-party software that we currently license. Any such software
alternatives could be more difficult or costly to replace than the third-party software we currently license, and
integration of that software into our platform could require significant work and substantial time and resources.
Any undetected errors in the software we license could prevent the implementation of our service, impair the
functionality of our service, delay or prevent the release of new features, complementary services or upgrades,
and injure our reputation. Our use of additional or alternative third-party software would require us to enter
into license agreements with third parties, which might not be available on commercially reasonable terms or
at all.
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Any expansion of our business into international markets would expose us to additional business risks,
and failure to manage those risks could adversely affect our business and operating results.

To date, we have focused our sales and marketing efforts principally on organizations located in the
United States. Organizations in the United States accounted for substantially all of our revenues in each of
2007, 2006 and 2005. We may determine to commence operations in one or more other countries. Those
operations would be subject to a number of risks and potential costs, including:

* difficulty in establishing, staffing and managing international sales operations;

* challenges encountered under local business practices, which vary by country and often favor local
competitors;

* challenges caused by distance, language and cultural differences;

» compliance with multiple, conflicting and changing laws and regulations, including employment and
tax laws and regulations;

* longer payment cycles in some countries;
* currency exchange rate fluctuations; and
e limited protection of intellectual property in some countries outside of the United States.

Our failure to manage the risks associated with our international operations effectively could limit the
future growth of our business and adversely affect our operating results. Any expansion of our international
operations could require a substantial financial investment and significant management efforts.

Our limited operating history makes predicting future operating results more difficult.

We were founded and began offering our on-demand service in 2000. Investors must consider our
business and prospects in light of the risks, expenses and difficulties we encounter as a relatively new
company in a rapidly changing market, including:

* we have a single service offering and face risks in developing complementary services or new service
offerings;

* we could encounter difficulties in managing the growth, if any, of our business; and

* we could be unable to forecast accurately the behavior of existing and potential clients or the demand
for customer contact products.

We could fail to address one or more of these risks successfully. In addition, due to our relatively limited
history, any historical operating, financial or business information relating to our operations might not be
indicative of future results. We incurred a net loss in 2006, and we cannot assure you that we will be able to
generate net income in the current or any future fiscal year or quarter or that we will be able to forecast
accurately our operating results for any future fiscal year or quarter.

We might enter into acquisitions that are difficult to integrate, disrupt our business, dilute stockholder
value or divert management attention.

We intend to pursue acquisitions of businesses, technologies, and products that will complement our
existing operations. We cannot assure you that any acquisition we make in the future will provide us with the
benefits we anticipated in entering into the transaction. Acquisitions are typically accompanied by a number of
risks, including:

* difficulties in integrating the operations and personnel of the acquired companies;
* maintenance of acceptable standards, controls, procedures and policies;

* potential disruption of ongoing business and distraction of management;
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* impairment of relationships with employees and clients as a result of any integration of new
management and other personnel;

* inability to maintain relationships with clients of the acquired business;

* difficulties in incorporating acquired technology and rights into products and services;

* unexpected expenses resulting from the acquisition;

 potential unknown liabilities associated with acquired businesses; and

 unanticipated expenses related to acquired technology and its integration into existing technology.

Acquisitions could result in the incurrence of debt, restructuring charges and large one-time write-offs,
such as write-offs for acquired in-process research and development costs. Acquisitions could also result in
goodwill and other intangible assets that are subject to impairment tests, which might result in future
impairment charges. Furthermore, if we finance acquisitions by issuing convertible debt or equity securities,
our existing stockholders would be diluted and earnings per share could decrease.

From time to time, we might enter into negotiations for acquisitions that are not ultimately consummated.
Those negotiations could result in diversion of management time and significant out-of-pocket costs. If we fail
to evaluate and execute acquisitions properly, we could fail to achieve our anticipated level of growth and our
business and operating results could be adversely affected.

The consolidation of our customers can reduce the number of our customers and adversely affect our business.

Some of our significant clients from time to time may merge, consolidate or enter into alliances with each
other. The surviving entity or resulting alliance may subsequently decide to use a different service provider or to
manage customer contact campaigns internally. Alternatively, the surviving entity or resulting alliance may elect
to continue using our service, but its strengthened financial position or enhanced leverage may lead to pricing
pressure. Either of these results could have a material adverse effect on our business, operating results and
financial condition. We may not be able to offset the effects of any such price reductions, and may not be able
to expand our client base to offset any revenue declines resulting from such a merger, consolidation or alliance.

Our ability to use net operating loss carryforwards in the United States may be limited.

As of December 31, 2007, we had net operating loss carryforwards of $17.0 million for U.S. federal tax
purposes and an additional $6.4 million for state tax purposes. These loss carryforwards expire between 2008
and 2027. To the extent available, we intend to use these net operating loss carryforwards to reduce the
corporate income tax liability associated with our operations. Section 382 of the Internal Revenue Code
generally imposes an annual limitation on the amount of net operating loss carryforwards that may be used to
offset taxable income when a corporation has undergone significant changes in stock ownership. We believe
that ownership changes occurred in 2000 and 2001 and may potentially reduce our net operating loss
carryforwards by $6.8 million. Our ability to utilize net operating loss carryforwards may be limited by the
issuance of common stock in our initial public offering. To the extent our use of net operating loss
carryforwards is significantly limited, our income could be subject to corporate income tax earlier than it
would if we were able to use net operating loss carryforwards, which could result in lower profits.

If we are unable to raise capital when needed in the future, we may be unable to execute our growth
strategy, and if we succeed in raising capital, we may dilute investors’ percentage ownership of our
common stock or may subject our company to interest payment obligations and restrictive covenants.

We may need to raise additional funds through public or private debt or equity financings in order to:
* fund ongoing operations;

* take advantage of opportunities, including more rapid expansion of our business or the acquisition of
complementary products, technologies or businesses;
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* develop new products; and
* respond to competitive pressures.

Any additional capital raised through the sale of equity may dilute investors’ percentage ownership of our
common stock. Capital raised through debt financing would require us to make periodic interest payments and
may impose potentially restrictive covenants on the conduct of our business. Furthermore, additional financings
may not be available on terms favorable to us, or at all. A failure to obtain additional funding could prevent us
from making expenditures that may be required to grow or maintain our operations.

Risks Related to Regulation of Use of Our Service

We derive a significant portion of our revenues from the sale of our service for use in the collections
process, and our business and operating results could be substantially harmed if new U.S. federal and
state laws or regulatory interpretations in one or more jurisdictions either make our service unavailable
or less attractive for use in the collections process or expose us to regulation as a debt collector.

Revenues from clients in the collection agencies industry and large in-house, or first-party, collection
departments represented 83% of our revenues in 2007, 80% of our revenues in 2006 and 67% of our revenues
in 2005. These clients’ use of our service is affected by an array of complex federal and state laws and
regulations. The U.S. Fair Debt Collection Practices Act, or FDCPA, limits debt collection communications by
clients in the collection agencies industry, including third parties retained by creditors. For example, the
FDCPA prohibits abusive, deceptive and other improper debt collection practices, restricts the timing and
content of communications regarding a debt or a debtor’s location, and allows consumers to opt out of
receiving debt collection communications. In general, the FDCPA also prohibits the use of debt collection calls
to cause debtors to incur more debt. Many states impose additional requirements on debt collection
communications, including limits on the frequency of debt collection calls, and some of those requirements
may be more stringent than the comparable federal requirements. Moreover, regulations governing debt
collection calls are subject to changing interpretations that may be inconsistent among different jurisdictions.
Our business, financial position and operating results could be substantially harmed by the adoption or
interpretation of U.S. federal or state laws or regulations that make our service either unavailable or less
attractive for debt collection communications by existing and potential clients.

We provide our service for use by creditors and debt collectors, but we do not believe that we are a debt
collector for purposes of these U.S. federal or state regulations. An allegation by one or more jurisdictions that
we are a debt collector for purposes of their regulations could cause existing or potential clients not to use our
service, harm our reputation, subject us to administrative proceedings, or result in our incurring significant
legal fees and other costs. If it were to be determined that we are a debt collector for purposes of the
regulations of one or more jurisdictions, we could be exposed to government enforcement actions and
regulatory penalties and would be subject to additional rules, including licensing and bonding requirements.
The costs of complying with these rules could be substantial, and we might be unable to continue to offer our
service for debt collection communications in those jurisdictions, which would have a material adverse effect
on our business, financial condition and operating results. In addition, if clients use our service in violation of
limits on the content, timing and frequency of their debt collection communications, we could be subject to
claims by consumers that result in costly legal proceedings and that lead to civil damages, fines or other
penalties.

We could be subject to significant penalties or damages if our clients violate U.S. federal or state
restrictions on the use of artificial or prerecorded messages to contact wireless telephone numbers, and
our business and operating results could be substantially harmed if those restrictions make our service
unavailable or less attractive for use in the collections process.

Under the U.S. Telephone Consumer Protection Act, it is unlawful to use an automatic telephone dialing
system or an artificial or prerecorded message to contact any cellular or other wireless telephone number,
unless the recipient previously has consented to receiving this type of message or is not charged for the
message. Our service involves the use of artificial and prerecorded messages. Although our service is designed
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to enable a client to screen a contact list to remove wireless telephone numbers, a client may determine that
voice or text messages to certain wireless telephone numbers are permitted because the recipients previously
have consented to receiving artificial or prerecorded messages. We cannot ensure that, in using our service for
a campaign, a client removes from its contact list the names of all persons who are associated with wireless
telephone numbers and who have not consented to receiving artificial or prerecorded messages or, in particular,
that the client properly interprets and applies the exemption for recipients who have consented to receiving
such messages. Many states have enacted similar restrictions on using automatic dialing systems and artificial
and prerecorded messages to contact wireless telephone numbers, and some of those state requirements may
be more stringent than the comparable federal requirements. If clients use our service in a manner that violates
any of these regulations, federal or state authorities may seek to subject us to regulatory fines or other
penalties, even if the violation did not result from a failure of our service. If clients use our service to screen
for wireless telephone numbers and our screening mechanisms fail, we may be subject to regulatory fines or
other penalties as well as contractual claims by clients for damages, and our reputation may be harmed.

Regulatory restrictions on artificial and prerecorded messages present particular problems for businesses
in the collection agencies industry. These third-party collection agencies and debt buyers do not have direct
relationships with the consumer debtors and therefore typically do not have the ability to obtain from a debtor
the consent required to permit the use of artificial or prerecorded messages in contacting a debtor at a wireless
telephone number. These businesses’ lack of a direct relationship with debtors also makes it more difficult for
them to evaluate whether a debtor has provided such a consent. For example, a collection agency frequently
must evaluate whether past actions taken by a debtor, such as providing a cellular telephone number in a loan
application, constitute consent sufficient to permit the agency to contact the debtor using artificial or
prerecorded messages. Moreover, a significant period of time elapses between the time at which a loan is
made and the time at which a collection agency or debt buyer seeks to contact the debtor for repayment,
which further complicates the determination of whether the collection agency or debt buyer has the required
consent to use artificial or prerecorded messages. The difficulties encountered by these third-party collection
businesses are becoming increasingly problematic as the percentage of U.S. consumers using cellular
telephones continues to increase. If these third-party collection businesses are unable to use artificial or
prerecorded messages to contact a substantial portion of their debtors, our service will be less useful to them.
If our clients in the collection agencies industry significantly decrease their use of our service, our business,
financial position and operating results would be substantially harmed.

We could be subject to penalties if we or our clients violate federal or state telemarketing restrictions due
to a failure of our service or otherwise, which could harm our financial position and operating results.

The use of our service for marketing communications is affected by extensive federal and state
telemarketing regulation. The Telemarketing and Consumer Fraud and Abuse Prevention Act and Telephone
Consumer Protection Act, among other U.S. federal laws, empower both the Federal Trade Commission, or
FTC, and the Federal Communications Commission, or FCC, to regulate interstate telephone sales calling
activities. The FTC’s Telemarketing Sales Rule requires us to transmit Caller ID information, disclose certain
information to call recipients and retain business records. This rule proscribes misrepresentations, prohibits the
abandonment of telemarketing calls and limits the timing of calls to consumers. If we fail to comply with
applicable FTC telemarketing regulations, we may be subject to substantial regulatory fines or other penalties
as well as contractual claims by clients for damages, and our reputation may be harmed. The FTC’s
Telemarketing Sales Rule, for example, imposes fines of up to $11,000 per violation. If clients use our service
in a manner that violates any of these telemarketing regulations, the FTC may seek to subject us to regulatory
fines or other penalties, even if the violation did not result from a failure of our service.

In addition, FCC and FTC regulations restrict the use of automatic telephone dialing systems, predictive
dialing techniques, and artificial or prerecorded voice messages for a wide variety of purposes, including
telemarketing calls. In particular, those regulations prohibit an organization from using artificial or prerecorded
voice messages in a telemarketing call unless the organization has an established business relationship, or
EBR, with the recipient. We cannot ensure that, in using our service for a campaign, a client removes from its
contact list the names of all persons with whom the client does not have an EBR or that the client properly
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interprets and applies the EBR exemption. If clients use our service to place unauthorized calls or in a manner
that otherwise violates EBR restrictions, U.S. federal or state authorities may seek to subject us to substantial
regulatory fines or other penalties, even if the violation did not result from a failure of our screening
mechanisms. In October 2006, the FTC requested public comments on a proposal that would have eliminated
the EBR exemption, thereby broadening the restrictions on automated telemarketing calls. In December 2006,
the FTC announced that it would postpone any implementation of the proposal and, to date, has taken no
further action on it. We are unable to predict whether, or when, the FTC may determine to implement such
proposal. If the FTC implements the proposal, or if it otherwise narrows or repeals the EBR exemptions, our
operating results could be adversely affected and our future growth prospects could be severely harmed.

Many states have enacted prohibitions or restrictions on telemarketing calls into their states, specifically
covering the use of automatic dialing systems and predictive dialing techniques. Some of those state
requirements are more stringent than the comparable federal requirements. If clients use our service in a
manner that violates any of these telemarketing regulations, state authorities may seek to subject us to
regulatory fines or other penalties, even if the violation did not result from a failure of our service.

To the extent that our service is used to send e-mail or text messages, our clients will be, and we may be,
affected by regulatory requirements in the United States. Organizations may determine not to use these
channels because of prior consent, or opt-in, requirements or other regulatory restrictions, which could harm
our future business growth.

Our failure to comply with numerous and overlapping information security and privacy requirements
could subject us to fines and other penalties as well as claims by our clients for damages, any of which
could harm our reputation and business.

Our collection, use and disclosure of personal information are affected by numerous privacy, security and
data protection regulations. We are subject to the FTC’s Gramm-Leach-Bliley Privacy Rule when we receive
nonpublic personal information from clients that are treated as financial institutions under those rules. These
rules restrict disclosures of consumer information and limit uses of such information to certain purposes that
are disclosed to consumers. The related Gramm-Leach-Bliley Safeguards Rule requires our financial institution
clients to impose administrative, technical and physical data security measures in their contracts with us.
Compliance with these contractual requirements can be costly, and our failure to satisfy these requirements
could lead to regulatory penalties or contractual claims by clients for damages.

Some of our services require us to receive consumer information that is protected by the Fair Credit
Reporting Act, which defines permissible uses of consumer information furnished to or obtained from
consumer reporting agencies. We generally rely on our clients’ assurances that any such information is
requested and used for permissible purposes, but we cannot be certain that our clients comply with these
restrictions. We could incur costs or could be subject to fines or other penalties if the FTC determines that we
have mishandled protected information.

Many jurisdictions, including the majority of states, have data security laws including data security breach
notification laws. When our clients operate in industries that have specialized data privacy and security
requirements, they may be subject to additional data protection restrictions. For example, the federal Health
Insurance Portability and Accountability Act, or HIPAA, regulates the maintenance, use and disclosure of
personally identifiable health information by certain health care-related entities. States may adopt privacy and
security regulations that are more stringent than federal rules. If we experience a breach of data security, we
could be subject to costly legal proceedings that could lead to civil damages, fines or other penalties. We or
our clients could be required to report such breaches to affected consumers or regulatory authorities, leading to
disclosures that could damage our reputation or harm our business, financial position and operating results.

We may record certain of our calls for quality assurance, training or other purposes. Many states require
both parties to consent to such recording, and may adopt inconsistent standards defining what type of consent
is required. Violations of these rules could subject us to fines or other penalties, criminal liability, or claims by
our clients for damages, any of which could hurt our reputation or harm our business, financial position and
operating results.
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It may be impossible for us to comply with the different data protection regulations that affect us in
different jurisdictions. For example, the USA PATRIOT Act provides U.S. law enforcement authorities certain
rights to obtain personal information in the control of U.S. persons and entities without notifying the affected
individuals. Some foreign laws, including some in Canada and the European Union, prohibit such disclosures.
Such conflicts could subject us and our clients to costs, liabilities or negative publicity that could impair our
ability to expand our operations into some countries and therefore limit our future growth.

Any expansion of our business into international markets would require us to comply with additional debt
collection, telemarketing, data privacy or similar regulations, which could make it costly or difficult to
operate in these markets.

Our clients are located principally in the United States, with a limited number located in Canada and the
United Kingdom. We may determine to commence or expand our operations in one or more other countries.
Any such country may have laws and regulations governing debt collection, telemarketing, data privacy or
other communications activities comparable in purpose to the U.S. and state laws and regulations described
above. Compliance with these requirements may be costly and time consuming, and may limit our ability to
operate successfully in one or more foreign jurisdictions.

For example, our current telemarketing activities in the United Kingdom are affected by a comprehensive
telemarketing regulation, including a prohibition on calls to numbers on the UK’s national do-not-call registry,
the Telephone Preference Service. Canada has also decided to establish a similar national do-not-call registry
to be implemented by September 30, 2008. The Canadian Radio-Television and Telecommunications Commis-
sion, or CRTC, already requires telemarketers to maintain their own do-not-call lists, and the CRTC prohibits
the use of automatic dialing and announcing devices for solicitations except in limited circumstances.

Outside of the United States, our business is likely to be subject to more stringent data protection
regulations. For example, the Canadian Personal Information Protection and Electronics Documents Act and
similar Canadian provincial laws restrict the use, collection, and disclosure of personal information, require
security safeguards, and could require contractual commitments in our client contracts. The European Union
Directive on Data Protection and national implementing laws restrict collection, use and disclosure of personal
data in EU countries and prohibits transfers of this information to the United States unless specified
precautions are implemented.

Risks Related to Ownership of Our Common Stock

Because our common stock has been traded publicly only for a limited time and our stock price might be
volatile, investors might lose some or all of their investments.

Prior to the completion of our initial public offering, our common stock could not be bought or sold
publicly. We cannot predict the extent to which investors’ interests will lead to an active trading market for
our common stock or the extent to which the market price of our common stock will be volatile in the future.
The trading prices of common stock of newly public technology companies have often been highly volatile
and varied significantly from their initial public offering prices. The trading price of our common stock could
decrease significantly.

In the past, securities class action litigation often has been initiated against a company following a period
of volatility in the market price of the company’s securities. If class action litigation is initiated against us, we
will incur substantial costs and our management’s attention will be diverted from our operations. All of these
factors could cause the market price of our stock to decline, and investors could lose some or all of their
investments.

If equity research analysts do not publish research or reports about our business or if they issue
unfavorable commentary or downgrade our common stock, the price of our common stock could decline.

The trading market for our common stock depends in part on the research and reports that equity research
analysts publish about our company and business. The price of our stock could decline if one or more equity
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research analysts downgrade our common stock or if those analysts issue other unfavorable commentary or
cease publishing reports about our company and business.

Future sales of our common stock by existing stockholders could cause our stock price to decline.

If our existing stockholders sell substantial amounts of our common stock in the public market, the
market price of our common stock could decrease significantly. The perception in the public market that our
stockholders might sell shares of common stock could also depress the market price of our common stock.
The holders of substantially all of the shares of common stock outstanding immediately prior to the initial
public offering are subject to lock-up agreements that restrict their ability to transfer their common stock
through approximately April 29, 2008. Upon expiration of the lock-up agreements, an additional
9,789,181 shares of our common stock will be eligible for sale in the public market. In addition, we intend to
file registration statements with the SEC covering all of the shares of common stock subject to options
outstanding, or available for future issuance under our stock incentive plans. The market price of shares of our
common stock could drop significantly when the contractual and statutory restrictions on resale by our existing
security holders lapse and those holders are able to sell shares of our common stock into the market.

Our directors, executive officers and their affiliated entities will continue to have substantial control over
us and could limit the ability of other stockholders to influence the outcome of key transactions, including
changes of control.

As of December 31, 2007, our executive officers, directors and their affiliated entities, in the aggregate,
beneficially owned 56.8% of our outstanding common stock. In particular, affiliates of North Bridge Ventures
Partners, including James A. Goldstein, one of our directors, in the aggregate, beneficially owned 31.1% of
our outstanding common stock. Our executive officers, directors and their affiliated entities, if acting together,
are able to control or significantly influence all matters requiring approval by our stockholders, including the
election of directors and the approval of mergers or other significant corporate transactions. These stockholders
may have interests that differ from those of other investors, and they might vote in a way with which other
investors disagree. The concentration of ownership of our common stock could have the effect of delaying,
preventing, or deterring a change of control of our company, could deprive our stockholders of an opportunity
to receive a premium for their common stock as part of a sale of our company, and could negatively affect the
market price of our common stock.

Our corporate documents and Delaware law make a takeover of our company more difficult, which could
prevent certain changes in control and limit the market price of our common stock.

Our charter and by-laws and Section 203 of the Delaware General Corporation Law contain provisions
that could enable our management to resist a takeover of our company. These provisions could discourage,
delay, or prevent a change in the control of our company or a change in our management. They could also
discourage proxy contests and make it more difficult for stockholders to elect directors and take other
corporate actions. The existence of these provisions could limit the price that investors are willing to pay in
the future for shares of our common stock. Some provisions in our charter and by-laws could deter third
parties from acquiring us, which could limit the market price of our common stock.

We do not intend to pay dividends on our common stock in the foreseeable future.
We have never declared or paid any cash dividends on our common stock. We currently intend to retain
any future earnings and do not expect to pay any dividends in the foreseeable future. Accordingly, investors
are not likely to receive any dividends on their common stock in the foreseeable future, and their ability to

achieve a return on their investment will therefore depend on appreciation in the price of our common stock.
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