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

FORM 10-Q

;N(I)alrjl;?;le“;ERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
llj?jilhe quarterly period ended October 31, 2015

F)I;RANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
llj?jilhe transition period from to

Commission file number: 001-35394

Guidewire Software, Inc.
(Exact name of registrant as specified in its charter)

Delaware 36-4468504
(State or other jurisdiction of (I.R.S. Employer
Incorporation or organization) Identification No.)

1001 E. Hillsdale Blvd., Suite 800
Foster City, California
(Address of principal executive offices) (Zip Code)

94404

(650) 357-9100
(Registrant’s telephone number, including area code)

N/A
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesx No~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yesx No”~

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

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ (do not check if a smaller reporting company) Smaller reporting company
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes” Nox
On October 31, 2015, the registrant had 71,491,693 shares of common stock issued and outstanding.
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FORWARD-LOOKING STATEMENTS

The “Management’s Discussion and Analysis of Financial Condition and Results of Operations” section and other parts
of this Quarterly Report on Form 10-Q and certain information incorporated herein by reference contain
forward-looking statements within the meaning of the Securities Act of 1933 and the Securities Exchange Act of

1934, which are subject to risks and uncertainties. The forward-looking statements include statements concerning,
among other things, our business strategy (including anticipated trends and developments in, and management plans
for, our business and the markets in which we operate), financial results, operating results, revenues, gross margins,
operating expenses, products, projected costs and capital expenditures, research and development programs, sales and
marketing initiatives and competition. In some cases, you can identify these statements by forward-looking words,

such as “will,” “may,” “might,” “should,” “could,” “estimate,” “expect,” “suggest,” “believe,” “anticipate,” “intend,” “plan” ar
negative or plural of these words and other comparable terminology. Actual events or results may differ materially
from those expressed or implied by these statements due to various factors, including but not limited to the matters
discussed below, in the section titled “Item 1A. Risk Factors,” and elsewhere in this Quarterly Report on Form 10-Q.
Many of the forward-looking statements are located in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations.” Examples of forward-looking statements include statements regarding:

9 ¢ 99 ¢ 29 ¢

erowth prospects of the Property & Casualty (“P&C”) insurance industry and our company;
trends in our future sales, including seasonality;

opportunities for growth by technology leadership;

competitive advantages of our platform of software application solutions;
our market strategy in relation to our competitors;

competitive attributes of our software application solutions;
opportunities to further expand our position outside of the United States;
our research and development investment and efforts;

our gross margins and factors that affect gross margins;

our provision for tax liabilities and other critical accounting estimates;
our exposure to market risks, and;

our ability to satisfy future liquidity requirements.

Forward-looking statements are not guarantees of future performance and involve risks and uncertainties. The
forward-looking statements contained in this Quarterly Report on Form 10-Q are based on information available to us
as of the filing date of this Quarterly Report on Form 10-Q and our current expectations about future events, which are
inherently subject to change and involve risks and uncertainties. You should not place undue reliance on these
forward-looking statements.

We do not undertake any obligation to update any forward-looking statements in this report or in any of our other
communications, except as required by law. All such forward-looking statements should be read as of the time the
statements were made and with the recognition that these forward-looking statements may not be complete or accurate
at a later date.

Unless the context requires otherwise, we are referring to Guidewire Software, Inc. when we use the terms “Guidewire,”

LR T3 LT

the “Company,” “we,” “our” or “us.”



Edgar Filing: Guidewire Software, Inc. - Form 10-Q




Edgar Filing: Guidewire Software, Inc. - Form 10-Q

Table of Contents
PART I — Financial Information

ITEM 1. Financial Statements (unaudited)

GUIDEWIRE SOFTWARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Short-term investments

Accounts receivable

Deferred tax assets, current

Prepaid expenses and other current assets
Total current assets

Long-term investments

Property and equipment, net

Intangible assets, net

Deferred tax assets, noncurrent

Goodwill

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payable

Accrued employee compensation
Deferred revenues, current

Other current liabilities

Total current liabilities

Deferred revenues, noncurrent

Other liabilities

Total liabilities

STOCKHOLDERS’ EQUITY:

Common stock

Additional paid-in capital

Accumulated other comprehensive loss
Retained earnings

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY
See accompanying Notes to Condensed Consolidated Financial Statements.
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October 31,
2015

$192,731
343,800
54,303
13,832
14,416
619,082
127,118
13,418
3,639
12,795
9,205
1,675
$786,932

$5,943
17,318
46,973
6,477
76,711
2,658
3,951
83,320

7
679,080
(6,700
31,225
703,612
$786,932

July 31,
2015

$212,362
359,273
62,062
13,845
14,102
661,644
106,117
12,160
3,999
5,896
9,205
926
$799,947

$8,816
37,235
50,766
7,592
104,409
1,800
4,350
110,559

7
662,869
(6,343
32,855
689,388
$799,947
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GUIDEWIRE SOFTWARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited, in thousands except share and per share amounts)

Three Months Ended October 31,

2015 2014
Revenues:
License $32,340 $28.820
Maintenance 14,013 12,520
Services 35,927 38,394
Total revenues 82,280 79,734
Cost of revenues:
License 1,164 1,082
Maintenance 2,475 2,242
Services 31,531 32,447
Total cost of revenues 35,170 35,771
Gross profit:
License 31,176 27,738
Maintenance 11,538 10,278
Services 4,396 5,947
Total gross profit 47,110 43,963
Operating expenses:
Research and development 25,672 20,310
Sales and marketing 19,291 17,529
General and administrative 11,110 9,762
Total operating expenses 56,073 47,601
Loss from operations (8,963 ) (3,638
Interest income 696 512
Other income (expense), net 217 (483
Loss before income taxes (8,050 ) (3,609
Benefit from income taxes (6,420 ) (612
Net loss $(1,630 ) $(2,997
Net loss per share:
Basic $(0.02 ) $(0.04
Diluted $(0.02 ) $(0.04
Shares used in computing net loss per share:
Basic 71,242,897 69,316,700
Diluted 71,242,897 69,316,700

See accompanying Notes to Condensed Consolidated Financial Statements.
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GUIDEWIRE SOFTWARE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(unaudited, in thousands)

Three Months Ended October 31,

2015 2014
(in thousands)
Net loss $(1,630 ) $(2,997
Other comprehensive loss:
Foreign currency translation adjustments (287 ) (1,269
Unrealized gains (losses) on available-for-sale securities, net of tax of $4 and
$8 (50 ) 33
Reclassification adjustment for realized gains included in net loss (20 ) (3
Other comprehensive loss (357 ) (1,239
Comprehensive loss $(1,987 ) $(4,236

See accompanying Notes to Condensed Consolidated Financial Statements
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GUIDEWIRE SOFTWARE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Three Months Ended October 31,

2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $(1,630 ) $(2,997
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 1,791 1,773
Stock-based compensation 15,147 11,988
Excess tax benefit from exercise of stock options and vesting of restricted stock 475 )y —
units
Deferred tax assets (6,905 ) (955
Amortization of premium on available-for-sale securities 877 1,414
Loss on disposals of property and equipment 18 —
Changes in operating assets and liabilities:
Accounts receivable 7,638 9,493
Prepaid expenses and other assets (1,071 ) (814
Accounts payable (2,542 ) 87
Accrued employee compensation (19,840 ) (17,232
Other liabilities (1,039 ) 10
Deferred revenues (2,859 ) (8,315
Net cash used in operating activities (10,890 ) (5,548
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of available-for-sale securities (195,336 ) (113,730
Sales of available-for-sale securities 188,867 102,539
Purchase of property and equipment (3,016 ) (1,249
Net cash used in investing activities (9,485 ) (12,440
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock upon exercise of stock options 1,463 1,445
Taxes remitted on RSU awards vested (874 ) (8,570
Excess tax benefit from exercise of stock options and vesting of restricted stock 475 o
units
Net cash provided by (used in) financing activities 1,064 (7,125
Effect of foreign exchange rate changes on cash and cash equivalents (320 ) (1,478
NET CHANGE IN CASH AND CASH EQUIVALENTS (19,631 ) (26,591
CASH AND CASH EQUIVALENTS—Beginning of period 212,362 148,101
CASH AND CASH EQUIVALENTS—End of period $192,731 $121,510
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for income taxes $394 $506
SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AND
FINANCING ACTIVITIES:
Accruals for purchase of property and equipment $177 $703

See accompanying Notes to Condensed Consolidated Financial Statements.
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GUIDEWIRE SOFTWARE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1.The Company and Summary of Significant Accounting Policies and Estimates

Business

Guidewire Software, Inc., a Delaware corporation, was incorporated on September 20, 2001. Guidewire Software,
Inc., together with its subsidiaries (the “Company”), provides a technology platform which consists of three key
elements: core transaction processing, data management and analytics, and digital engagement. It supports core
insurance operations, including underwriting and policy administration, claim management and billing. The
Company’s customers include insurance carriers for property and casualty insurance.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements and accompanying notes include the
Company and its wholly-owned subsidiaries, and reflect all adjustments (all of which are normal and recurring in
nature) that, in the opinion of management, are necessary for a fair presentation of the interim periods presented. All
inter-company balances and transactions have been eliminated in consolidation. Certain information and note
disclosures normally included in annual financial statements prepared in accordance with generally accepted
accounting principles in the United States of America (“U.S. GAAP”) have been condensed or omitted under the rules
and regulations of the Securities and Exchange Commission (“SEC”).

These unaudited interim condensed consolidated financial statements should be read in conjunction with the
Company’s financial statements and related notes, together with management’s discussion and analysis of financial
condition and results of operations, presented in the Company’s Annual Report on Form 10-K for the fiscal year ended
July 31, 2015. There have been no changes in the Company’s significant accounting policies from those that were
disclosed in the Company’s consolidated financial statements for the fiscal year ended July 31, 2015 included in the
Company’s Annual Report on Form 10-K.

Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with U.S. GAAP
requires management to make estimates and assumptions about future events that affect the amounts of assets and
liabilities reported, disclosures about contingent assets and liabilities, and reported amounts of revenues and expenses.
Significant items subject to such estimates include revenue recognition, the useful lives of property and equipment and
intangible assets, allowance for doubtful accounts, valuation allowance for deferred tax assets, stock-based
compensation, annual bonus attainment, income tax uncertainties, valuation of goodwill and intangible assets, and
contingencies. These estimates and assumptions are based on management’s best estimates and judgment. Management
regularly evaluates its estimates and assumptions using historical experience and other factors; however, actual results
could differ significantly from these estimates.

Cash and Cash Equivalents

Cash and cash equivalents are comprised of cash and highly liquid investments with remaining maturities of 90 days
or less at the date of purchase. Cash equivalents consist of commercial paper and money market funds.

Investments

Management determines the appropriate classification of investments at the time of purchase based upon
management’s intent with regard to such investments. All investments are held as available-for-sale investments.

The Company classifies investments as short-term when they have remaining contractual maturities of one year or less
from the balance sheet date, and as long-term when the investments have remaining contractual maturities of more
than one year from the balance sheet date. All investments are recorded at fair value with unrealized holding gains and
losses included in accumulated other comprehensive loss.

11
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Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash, cash

equivalents, investments and accounts receivable. The Company maintains its cash, cash equivalents and investments

with high quality financial institutions. The Company is exposed to credit risk for cash held in financial institutions in

the event of a default to the extent that such amounts recorded on the balance sheet are in excess of amounts that are

insured by the Federal Deposit Insurance Corporation (“FDIC”).

No customer accounted for 10% or more of the Company’s revenues for the three months ended October 31, 2015 or

2014. Two customers individually accounted for 10% or more of the Company’s total accounts receivable as of

October 31, 2015 and no customer accounted for 10% or more of the Company’s total accounts receivable as of

July 31, 2015.

Revenue Recognition

The Company enters into arrangements to deliver multiple products or services (multiple-elements). The Company

applies software revenue recognition rules and allocates the total revenues among elements based on vendor-specific

objective evidence (“VSOE”) of fair value of each element. The Company recognizes revenue on a net basis excluding

taxes collected from customers and remitted to government authorities.

Revenues are derived from three sources:

(i)License fees, related to term (or time-based) licenses, perpetual software licenses, and other;

(i) Maintenance fees, related to email and phone support, bug fixes and unspecified software updates and upgrades
released when, and if, available during the maintenance term; and

(iii)Se?V%ces fees, related to professional services related to implementation of our software, reimbursable travel and
training.

Revenues are recognized when all of the following criteria are met:

Persuasive evidence of an arrangement exists. Evidence of an arrangement consists of a written contract signed by

both the customer and management prior to the end of the period.

Delivery or performance has occurred. The Company’s software is delivered electronically to the customer. Delivery is

considered to have occurred when the Company provides the customer access to the software along with login

credentials.

Fees are fixed or determinable. The Company assesses whether a fee is fixed or determinable at the outset of the

arrangement, primarily based on the payment terms associated with the transaction. Term and perpetual license fees

are not considered to be fixed or determinable until they become due. Fees from term licenses are generally invoiced

in annual, or in certain cases quarterly, installments over the term of the agreement beginning on the effective date of

the license. Perpetual license fees are generally due between 30 and 60 days from delivery of software, however in

certain cases extended payment terms may be offered.

Collectability is probable. Collectability is assessed on a customer-by-customer basis, based primarily on

creditworthiness as determined by credit checks and analysis, as well as customer payment history. Payment terms

eenerally range from 30 to 90 days from invoice date. If it is determined prior to revenue recognition that collection of

an arrangement fee is not probable, revenues are deferred until collection becomes probable or cash is collected,

assuming all other revenue recognition criteria are satisfied.

VSOE of fair value does not exist for the Company’s software licenses; therefore, the Company allocates revenues to

software licenses using the residual method. Under the residual method, the amount recognized for license fees is the

difference between the total fixed and determinable fees and the VSOE of fair value for the undelivered elements

under the arrangement.

The VSOE of fair value for elements of an arrangement is based upon the normal pricing and discounting practices for

those elements when sold separately. VSOE of fair value for maintenance is established using the stated maintenance

renewal rate in the customer’s contract. For term licenses with duration of one year or less, no VSOE of fair value for

maintenance exists. VSOE of fair value for services is established if a substantial majority of historical stand-alone

selling prices for a service fall within a reasonably narrow price range.

If the undelivered elements are all service elements and VSOE of fair value does not exist for one or more service

element, the total arrangement fee is recognized ratably over the longest service period starting at software delivery,

13
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In certain offerings sold as fixed fee arrangements, the Company recognizes services revenues on a proportional
performance basis as performance obligations are completed by using the ratio of labor hours to date as an input
measure compared to total estimated labor hours for the consulting services.

In cases where professional services are deemed to be essential to the functionality of the software, the arrangement is
accounted for using contract accounting until the essential services are complete. If reliable estimates of total project
costs can be made, the Company applies the percentage-of-completion method whereby percentage toward completion
is measured by using the ratio of service billings to date compared to total estimated service billings for the consulting
services. Service billings approximate labor hours as an input measure since they are generally billed monthly on a
time and material basis. The fees related to the maintenance are recognized over the period the maintenance is
provided.

The Company generally invoices fees for licenses and maintenance to its customers in annual or, in certain cases,
quarterly installments payable in advance. Deferred revenues represent amounts, which are billed to or collected from
customers for which one or more of the revenue recognition criteria have not been met. The deferred revenues balance
does not represent the total contract value of annual or multi-year, non-cancellable arrangements.

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this method, the Company determines
deferred tax assets and liabilities on the basis of the differences between the financial statement carrying amounts of
existing assets and liabilities by using enacted tax rates in effect for the year in which the difference is expected to
reverse. Deferred tax assets and liabilities are classified as either current or noncurrent based on the related asset or
liability. Deferred tax assets related to excess tax benefits are recorded when utilized. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. A
valuation allowance against deferred tax assets is recorded when it is more likely than not that some portion or all of
such deferred tax assets will not be realized and is based on the positive and negative evidence about the future
including future reversals of existing taxable temporary differences, projected future taxable income, tax-planning
strategies, and results of recent operations.

The effective tax rate in a given financial statement period may also be materially impacted by changes in the mix and
level of income or losses, changes in the expected outcome of audits, or changes in the deferred tax valuation
allowance.

The Company records interest and penalties related to unrecognized tax benefits as income tax expense in its
condensed consolidated statement of operations.

Stock-Based Compensation

The Company recognizes compensation expense related to its stock options and restricted stock units (“RSUs”) granted
to employees based on the estimated fair value of the awards on the date of grant, net of estimated forfeitures. The
awards are subject to time-based vesting, which generally occurs over a period of 4 years. Option awards expire 10
years from the grant date. The Company estimates the grant date fair value, and the resulting stock-based
compensation expense, of the Company’s stock options using the Black-Scholes option-pricing model. The Company
recognizes the fair value of stock-based compensation for awards which contain only service conditions on a
straight-line basis over the requisite service period, which is generally the vesting period of the respective awards. The
Company recognizes the compensation cost for awards which contain performance conditions based upon the
probability of that performance condition being met, net of estimated forfeitures, using the graded method.

Recent Accounting Pronouncement

Balance Sheet Classification of Deferred Taxes

In November 2015, the FASB issued ASU 2015-17, Income Taxes (Subtopic 740-10) which provides guidance for
balance sheet classification of deferred taxes. This ASU requires that deferred tax assets and liabilities be classified as
non-current on the balance sheet. The current requirement that deferred tax liabilities and assets of a tax-paying
component of an entity be offset and presented as a single amount is not affected by the amendments in this ASU.

15
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ASU 2015-17 is effective for financial statements issued for annual periods beginning after December 15, 2016, and
interim periods within those annual periods with earlier application permitted as of the beginning of an interim or
annual reporting period. The amendments in this Update may be applied either prospectively to all deferred tax
liabilities and assets or retrospectively to all periods presented. We have not yet selected a transition method and
continue to evaluate the impact that this guidance will have on our consolidated financial statements.
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Cloud Computing Arrangements that Include a Software Element

In April 2015, the FASB issued ASU 2015-05, Intangibles-Goodwill and Other-Internal-Use Software (Subtopic
350-40): Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement (ASU 2015-05). ASU 2015-05
provides guidance to customers about whether a cloud computing arrangement includes software. If a cloud
computing arrangement includes a software license, the customer should account for the software license element of
the arrangement consistent with the acquisition of other software licenses. If a cloud computing arrangement does not
include a software license, the customer should account for the arrangement as a service contract. The new guidance
does not change the accounting for service contracts. ASU 2015-05 is effective for the Company in the first quarter of
fiscal 2017 with early adoption permitted using either of two methods: (i) prospective to all arrangements entered into
or materially modified after the effective date and represent a change in accounting principle; or (ii) retrospectively.
The Company has evaluated the impact of the adoption of ASU 2015-05 and concluded that the adoption will not have
a material impact on its consolidated financial statements.

Revenue from Contracts with Customers

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606), which
provides guidance for revenue recognition. This ASU affects any entity that either enters into contracts with customers
to transfer goods or services or enters into contracts for the transfer of non-financial assets. This ASU will supersede
the revenue recognition requirements in Topic 605, Revenue Recognition, and most industry-specific guidance. This
ASU also supersedes some cost guidance included in Subtopic 605-35, Revenue Recognition-Construction-Type and
Production-Type Contracts. In July 2015, the FASB deferred the effective date to annual reporting periods and interim
periods within fiscal years beginning after December 15, 2017. Early adoption is permitted only as of annual reporting
periods beginning after December 15, 2016, including interim reporting periods within that reporting period. The
standard will be effective for the Company beginning August 1, 2018 and permits the use of either the retrospective or
cumulative effect transition method. We have not yet selected a transition method and continue to evaluate the impact
that this guidance will have on our consolidated financial statements.

2.Fair Value of Financial Instruments

Available-for-sale investments within cash equivalents and investments consist of the following:

October 31, 2015

Amortized Cost  Unrealized Gains Unrealized Estimated Fair
Losses Value
(in thousands)
U.S. agency securities $104,668 $16 $(8 ) $104,676
Commercial paper 120,295 11 (1 ) 120,305
Corporate bonds 265,127 91 (281 ) 264,937
U.S. government bonds 43,081 3 (28 ) 43,056
Foreign government bonds 8,630 5 — 8,635
Money market funds 100,704 — — 100,704
Total $642,505 $126 $(318 ) $642,313
July 31, 2015
Amortized Cost  Unrealized Gains Unrealized Estimated Fair
Losses Value
(in thousands)
U.S. agency securities $82,946 $21 $¢4 ) $82,963
Commercial paper 142,822 13 4 ) 142,831
Corporate bonds 281,942 47 (216 ) 281,773
U.S. government bonds 32,529 13 @ ) 32,540
Foreign government bonds 8,003 7 2 ) 8,668
Certificate of deposit 2,700 — — 2,700
Money market funds 88,319 — — 88,319
Total $639,921 $101 $(228 ) $639,794

17
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The following table shows the gross unrealized losses and fair value of the Company’s investments with unrealized
losses, aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position:

October 31, 2015

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized
Losses Losses Losses
(in thousands)
Commercial paper $56,926 $(1 ) $— $— $56,926  $(1 )
U.S. agency securities 35,508 (8 ) — — 35,508 (8 )
Corporate bonds 142,383 (280 ) 5,875 (1 ) 148,258 (281 )
U.S. government bonds 25,057 (28 ) — — 25,057 (28 )
Foreign government bonds 2,900 * — — 2,900 *
Total $262,774  $(317 ) $5,875 $(1 ) $268,649 $(318 )

* Amount less than one thousand dollars.

As of October 31, 2015, the Company had 96 investments in a gross unrealized loss position. The unrealized losses on
its available-for-sale securities were primarily a result of changes in interest rates subsequent to the initial purchase of
these securities. The Company does not intend to sell, nor believe it will need to sell, these securities before
recovering the associated unrealized losses. The Company does not consider any portion of the unrealized losses at
October 31, 2015 to be an other-than-temporary impairment, nor are any unrealized losses considered to be credit
losses. The Company has recorded the securities at fair value in its condensed consolidated balance sheets, with
unrealized gains and losses reported as a component of accumulated other comprehensive loss. The amounts of
realized gains and losses reclassified into earnings are based on the specific identification of the securities sold. The
realized gains and losses from sales of securities in the periods presented were not significant.

The following table summarizes the contractual maturities of the Company’s available-for-sale securities as of
October 31, 2015:

Less Than 12 12 to 36 Months Total

Months

(in thousands)
U.S. agency securities $78,848 $25,828 $104,676
Commercial paper 120,305 — 120,305
Corporate bonds 178,710 86,227 264,937
U.S. government bonds 27,993 15,063 43,056
Foreign government bonds 8,635 — 8,035
Money market funds 100,704 — 100,704

Total $515,195 $127,118 $642,313

Fair value is defined as the exchange price that would be received for an asset or an exit price paid to transfer a
liability in the principal or most advantageous market for the asset or liability in an orderly transaction between

market participants on the measurement date. Valuation techniques used to measure fair value must maximize the use
of observable inputs and minimize the use of unobservable inputs. The current accounting guidance for fair value
measurements defines a three-level valuation hierarchy for disclosures as follows:

Level 1—Unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2—Inputs other than quoted prices included within Level 1 that are observable, unadjusted quoted prices in
markets that are not active, or other inputs that are observable or can be corroborated by observable market data; and
Level 3—Unobservable inputs that are supported by little or no market activity, which require the Company to develop
its own assumptions.
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The categorization of a financial instrument within the valuation hierarchy is based upon the lowest level of input that
is significant to the fair value measurement. The carrying value of the Company’s accounts receivable, accounts
payable and accrued liabilities approximates their fair value due to the short-term nature of these instruments.

The Company bases the fair value of its Level 1 financial instruments, which are in active markets, using quoted
market prices for identical instruments.

The Company obtains the fair value of its Level 2 financial instruments, which are not in active markets, from a
third-party professional pricing service using quoted market prices for identical or comparable instruments, rather than
direct observations of quoted prices in active markets. The Company’s professional pricing service gathers observable

inputs for all of its fixed income securities from a variety of industry data providers (e.g. large custodial institutions)
and other third-party sources. Once the observable inputs are gathered, all data points are considered and an average

price is determined.

The Company validates the quoted market prices provided by its primary pricing service by comparing their
assessment of the fair values of its Level 2 investment portfolio balance against the fair values of its Level 2
investment portfolio balance provided by its investment managers. The Company’s investment managers use similar

techniques to its professional pricing service to derive pricing as described above.

The Company did not have any Level 3 financial assets or liabilities as of October 31, 2015 or July 31, 2015.

The following tables summarize the Company’s financial assets measured at fair value on a recurring basis, by level

within the fair value hierarchy as of October 31, 2015 and July 31, 2015:

October 31, 2015

Level 1 Level 2 Level 3 Total
(in thousands)
Assets
Cash and cash equivalents:
Commercial paper $— $70,691 $— $70,691
Money market funds 100,704 — — 100,704
Short-term investments:
U.S. agency securities — 78,848 — 78,848
Commercial paper — 49,614 — 49,614
Corporate bonds — 178,710 — 178,710
U.S. government bonds — 27,993 — 27,993
Foreign government bonds — 8,035 — 8,635
Long-term investments:
U.S. agency securities — 25,828 — 25,828
U.S. government bonds — 15,063 — 15,063
Corporate bonds — 86,227 — 86,227
Total assets $100,704 $541,609 $— $642,313

12

21



Table of Contents

Assets

Cash and cash equivalents:
Commercial paper
Money market funds

Short-term investments:
U.S. agency securities
Commercial paper

U. S. government bonds

Foreign government bonds
Corporate bonds

Certificate of deposit

Long-term investments:
U.S. agency securities
Corporate bonds
U.S. government bonds

Total assets

3.Balance Sheet Components
Property and Equipment, Net

Edgar Filing: Guidewire Software, Inc. - Form 10-Q

July 31, 2015
Level 1
(in thousands)

$—
88,319

$88,319

Property and equipment consist of the following:

Computer hardware
Software

Furniture and fixtures
Leasehold improvements

Total property and equipment

Less accumulated depreciation

Property and equipment, net
As of October 31, 2015 and July 31, 2015, no property and equipment was pledged as collateral against borrowings.
Depreciation expense was $1.4 million and $1.4 million for the three months ended October 31, 2015 and 2014,

respectively.
Intangible Assets

Intangible assets consist of the following:

Acquired technology:
Cost

Accumulated amortization
Intangible assets, net

13

Level 2 Level 3

$86,085

68,212 —
56,746 —
19,983 —
8,668 —
202,964 —
2,700 —

14,751 —
78,809 —
12,557 —
$551,475

October 31, 2015
(in thousands)
$17,477

4,873

3,126

8,089

33,565

(20,147

$13,418

October 31, 2015
(in thousands)
$7,200

(3,561

$3,639

)

)

Total

$86,085
88,319

68,212
56,746
19,983
8,668
202,964
2,700

14,751
78,809
12,557
$639,794

July 31, 2015

$15,099

4,867

3,065

8,040

31,071

(18,911 )
$12,160

July 31, 2015

$7,200
(3,201 )
$3,999
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Amortization expense was $0.4 million and $0.4 million for the three months ended October 31, 2015 and 2014,
respectively. Estimated aggregate amortization expense for each of the next three fiscal years is as follows:
Future Amortization
(in thousands)
Fiscal year ending July 31,

2016 (remainder of fiscal year) 1,080
2017 1,440
2018 1,119
Total $3,639

Accrued Employee Compensation
Accrued employee compensation consists of the following:

October 31, 2015 July 31, 2015
(in thousands)
Accrued bonuses $4.641 $19,819
Accrued commission 674 5,008
Accrued vacation 8,374 7,980
Accrued salaries, payroll taxes and benefits 3,629 4,428
Total $17,318 $37,235

Accumulated Other Comprehensive Loss
Changes in accumulated other comprehensive loss by component during the three months ended October 31, 2015
were as follows:
Unrealized gain
Foreign Currency (loss) on

Items available-for-sale Total
securities

(in thousands)
Balance as of July 31, 2015 $(6,247 ) $(96 ) $(6,343
Other comprehensive gain (loss) before reclassification (287 ) (46 ) (333
Amounts reclassified from accumulated other

i . — (20 ) (20

comprehensive loss to earnings
Tax effect — 4 ) 4
Balance as of October 31, 2015 $(6,534 ) $(166 ) $(6,700

14
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4.Net Loss Per Share
The following table sets forth the computation of the Company’s basic and diluted net loss per share for the three
months ended October 31, 2015 and 2014:

Three Months Ended October 31,

2015 2014
(in thousands, except share and per share
amounts)
Numerator:
Net loss $(1,630 ) $(2,997 )
Net loss per share:
Basic $(0.02 ) $(0.04 )
Diluted $(0.02 ) $(0.04 )
Denominator:
Weighted average shares used in computing net loss per share:
Basic 71,242,897 69,316,700
Diluted 71,242,897 69,316,700

The following weighted shares outstanding of potential common stock were excluded from the computation of diluted
loss per share for the periods presented because including them would have been antidilutive:
Three Months Ended October 31,

2015 2014
Stock options to purchase common stock 1,573,487 2,386,474
Restricted stock units 3,360,099 3,763,160

5.Commitments and Contingencies

There has been no material change in the Company’s contractual obligations and commitments other than in the
ordinary course of business since the Company’s fiscal year ended July 31, 2015. See the Annual Report on Form 10-K
for the fiscal year ended July 31, 2015 for additional information regarding the Company’s contractual obligations.

Leases

The Company leases certain facilities and equipment under operating leases. On December 5, 2011, the Company
entered into a seven-year lease for a facility to serve as its corporate headquarters, located in Foster City, California,
for approximately 97,674 square feet of space which commenced on August 1, 2012. In connection with this lease, the
Company opened an unsecured letter of credit with Silicon Valley Bank for $1.2 million. On July 1, 2015, the
unsecured letter of credit was reduced to $0.4 million in accordance with the lease agreement.

Lease expense for all worldwide facilities and equipment, which is being recognized on a straight-line basis over
terms of the various leases, was $1.4 million and $1.6 million for the three months ended October 31, 2015 and 2014,
respectively.

Letters of Credit

The Company had two outstanding letters of credit required to secure contractual commitments and prepayments as of
October 31, 2015 and July 31, 2015, respectively. In addition to the unsecured letter of credit for the building lease,
the Company had an unsecured letter of credit agreement related to a customer arrangement for Polish Zloty 10.0
million (approximately $2.6 million as of October 31, 2015) to secure contractual commitments and prepayments. No
amounts were outstanding under the Company’s unsecured letters of credit as of October 31, 2015 or July 31, 2015.
Legal Proceedings

From time to time, the Company is involved in various legal proceedings and receives claims, arising from the normal
course of business activities. The Company accrues for estimated losses in the accompanying condensed consolidated
financial
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statements for matters with respect to which the Company believes the likelihood of an adverse outcome is probable
and the amount of the loss is reasonably estimable.

Indemnification

The Company sells software licenses and services to its customers under contracts (‘“Software License”). Each Software
License contains the terms of the contractual arrangement with the customer and generally includes certain provisions
for defending the customer against any claims that the Company’s software infringes upon a patent, copyright,
trademark, or other proprietary right of a third party. Software Licenses also indemnify the customer against losses,
expenses, and liabilities from damages that may be assessed against the customer in the event the Company’s software
is found to infringe upon such third party rights.

The Company has not had to reimburse any of its customers for losses related to indemnification provisions and no
material claims against the Company were outstanding as of October 31, 2015 or July 31, 2015. For several reasons,
including the lack of prior indemnification claims and the lack of a monetary liability limit for certain infringement
cases under various Software Licenses, the Company cannot estimate the amount of potential future payments, if any,
related to indemnification provisions.

The Company has also agreed to indemnify its directors and executive officers for costs associated with any fees,
expenses, judgments, fines and settlement amounts incurred by any of these persons in any action or proceeding to
which any of these persons is, or is threatened to be, made a party by reason of the person’s service as a director or
officer, including any action by the Company, arising out of that person’s services as the Company’s director or officer
or that person’s services provided to any other company or enterprise at the Company’s request. The Company
maintains director and officer insurance coverage that may enable the Company to recover a portion of any future
amounts paid.

6.Stockholders’ Equity and Stock-Based Compensation

Stock-Based Compensation Expense

Stock-based compensation expense related to all employee and non-employee stock-based awards is as follows:

Three Months Ended October 31,

2015 2014
Stock-based compensation expenses: (in thousands)
Cost of license revenues $89 $49
Cost of maintenance revenues 339 277
Cost of services revenues 4,363 3,513
Research and development 3,672 2,143
Sales and marketing 3,430 2,987
General and administrative 3,254 3,019
Total stock-based compensation expenses $15,147 $11,988

As of October 31, 2015, total unamortized compensation cost, adjusted for estimated forfeitures, was as follows:
As of October 31, 2015
Weighted Average
Unrecognized Expense ~ Expected
Recognition Period

(in thousands) (in years)
Stock options $4.444 2.1
Restricted stock units 136,218 2.7
$140,662
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RSUs

RSU activity under the Company’s equity incentive plans is as follows:

RSUs Outstanding
Number of RSUs Weighted Avgrag © Aggregate Intrinsic
. Grant Date Fair
Outstanding Value (D
Value

Balance as of July 31, 2015 2,882,674 $42.65 $170,222
Granted 1,160,754 $54.00
Released (356,094 ) $34.29 $18,439
Canceled (117,521 ) $44.13
Balance as of October 31, 2015 3,569,813 $47.13 $207,870
Expected to vest as of October 31, 2015 3,282,240 $46.83 $191,125

Aggregate intrinsic value at each period end represents the total market value of RSUs at the Company’s closing
(1)stock price of $58.23 and $59.05 on October 31, 2015 and July 31, 2015, respectively. Aggregate intrinsic value
for released RSUs represents the total market value of released RSUs at date of release.

Stock Options
Stock option activity under the Company’s equity incentive plans is as follows:
Stock Options Outstanding

Weighted
Number of Weighted Average A
Stock Options Average Remaining ggre.gate
. : . Intrinsic Value (D
Outstanding  Exercise Price  Contractual
Life
(in years) (in thousands)
Balance as of July 31, 2015 1,822,062 $14.29 4.9 $81,548
Granted 10,000 $54.00
Exercised (146,744 ) $9.96 $6,433
Canceled (16,376 ) $42.33
Balance as of October 31, 2015 1,668,942 $14.64 4.8 $72,753
;/gls;ed and expected to vest as of October 31, 1.656.065 $14.38 47 $72.616
Exercisable as of October 31, 2015 1,402,411 $9.09 4.1 $68,921

Aggregate intrinsic value at each period end represents the difference between the Company's closing stock prices
0 of $58.23 and $59.05 on October 31, 2015 and July 31, 2015, respectively, and the exercise price of outstanding
options. Aggregate intrinsic value for exercised options represents the difference between the Company’s stock
price at date of exercise and the exercise price.
Valuation of Awards
The assumptions used to estimate the grant date fair value of options and weighted average grant date fair value of
options are as follows:

17
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Three Months Ended October 31,

2015 2014
Expected life (in years) 4.9 6.0
Risk-free interest rate 1.49% 1.92%
Expected volatility 38.8% 45.1%
Expected dividend yield —% —%
Weighted average fair value of options at grant date $19.18 $20.53

Beginning fiscal year 2016, the Company began estimating the expected term using a historical data method, instead
of the simplified method, because it now has sufficient data to estimate the stock option exercise period based on its
historical stock option activity and employee termination data. In addition, the Company began estimating the
volatility using its own common stock data, instead of volatility of several comparable public listed peers, as the
Company now has sufficient trading history of its stock.
Common Stock Reserved for Issuance
As of October 31, 2015 and July 31, 2015, the Company was authorized to issue 500,000,000 shares of common stock
with a par value of $0.0001 per share, and 71,491,693 and 71,005,738 shares of common stock were issued and
outstanding, respectively. As of October 31, 2015 and July 31, 2015, the Company had reserved shares of common
stock for future issuance as follows:

October 31, 2015  July 31, 2015

Exercise of stock options to purchase common stock 1,668,942 1,822,062

Vesting of restricted stock units 3,569,813 2,882,674

Shares available under stock plans 13,343,932 14,363,906
Total common stock reserved for issuance 18,582,687 19,068,642

7.Income Taxes

The Company recognized income tax benefits of $6.4 million and $0.6 million for the three months ended October 31,
2015 and 2014, respectively. The change was primarily due to a larger loss before taxes for the three months ended
October 31, 2015, as compared to the same period a year ago. The effective tax rate of 79.8% for the three months
ended October 31, 2015 differs from the statutory U.S. federal income tax rate of 35% mainly due to permanent
differences for foreign stock-based compensation, U.S. domestic production activity deduction, and the tax rate
differences between the United States and foreign countries.

The Company provides U.S. income taxes on the earnings of foreign subsidiaries, unless the subsidiaries’ earnings are
considered indefinitely reinvested outside the United States. As of October 31, 2015, U.S. income taxes were not
provided for on the cumulative total of $25.8 million undistributed earnings from certain foreign subsidiaries. As of
October 31, 2015, the unrecognized deferred tax liability for these earnings was approximately $8.7 million.

During the three months ended October 31, 2015, the change in unrecognized tax benefits from the beginning of the
period was $0.2 million. Accordingly, as of October 31, 2015, the Company had unrecognized tax benefits of $2.8
million that, if recognized, would affect the Company’s effective tax rate.

8.Segment Information

The Company operates in one segment. The Company’s chief operating decision maker (the “CODM”), its Chief
Executive Officer, manages the Company’s operations on a consolidated basis for purposes of allocating resources.
When evaluating the Company’s financial performance, the CODM reviews separate revenues information for the
Company’s license, maintenance and professional services offerings, while all other financial information is reviewed
on a consolidated basis. All of the Company’s principal operations and decision-making functions are located in the
United States.
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The following table sets forth revenues by country and region based on the billing address of the customer:
Three Months Ended October 31,

2015 2014

(in thousands)
United States $43,107 $38,948
Canada 9,058 8,387
Other Americas 2,449 1,858
Total Americas 54,614 49,193
United Kingdom 9,687 12,198
Other EMEA 6,875 11,789
Total EMEA 16,562 23,987
Total APAC 11,104 6,554
Total revenues $82,280 $79,734

No country, other than those presented above, accounted for more than 10% of revenues during the three months
ended October 31, 2015 and 2014.

The following table sets forth the Company’s long-lived assets, including intangibles and goodwill, net by geographic

region:
October 31, 2015 July 31, 2015
(in thousands)

Americas $23.810 $22.,746

EMEA 2,051 2,183

APAC 401 435

Total $26,262 $25,364
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our condensed consolidated financial
statements and the notes thereto included elsewhere in this document and the Risk Factors included in Item 1A of Part
IT of this Quarterly Report on Form 10-Q. All information presented herein is based on our fiscal calendar. Unless
otherwise stated, references in this report to particular years or quarters refer to our fiscal years ended in July and the
associated quarters of those fiscal years. We do not undertake, and specifically disclaim, any obligation to update any
forward-looking statements to reflect the occurrence of events or circumstances after the date of such statements
except as required by law.

Overview

We are a leading provider of a software platform for Property & Casualty (“P&C”) insurers that replaces their legacy
core systems and transforms their business. Our platform consists of three key elements: core transaction processing,
data management and analytics, and digital engagement, which work together to strengthen our customers’ ability to
engage and empower their customers, agents, and employees. Our InsuranceSuite™ products provide transactional
systems of record, which support the entire insurance lifecycle. Our data management and analytics products enable
insurers to manage data more effectively and gain insights that can lead to better business decisions. Our digital
engagement products support digital sales, service and claims experiences for policyholders, agents, and other key
stakeholders.

We sell our products to a wide variety of global P&C insurance carriers ranging from some of the largest global
insurance carriers or their subsidiaries to national carriers and to regional carriers. We continue to expand our global
reach with sales and marketing growth in Europe, Asia and Latin America. Our customer engagement is led by our
direct sales model and supported by our system integrator (“SI"’) partners. Customers can buy our software applications,
PolicyCenter™, ClaimCenter™ and BillingCenter™, either separately or in combination as a suite. We refer to the
combination of all three applications as InsuranceSuite. We continue to invest in sales and marketing as well as in our
SI partnerships and we work to align with each insurer’s strategic goals in order to address any sales cycle risk. Strong
customer relationships are a key driver of our success given the long-term nature of our contracts and the importance
of customer references for new sales. We continue to focus on deepening our customer relationships through
continued successful product implementations, robust product support, strategic engagement on new products and
technologies, and ongoing account management.

Our sales cycles for new and existing customers remain protracted as customers are deliberate and the decision
making and product evaluation process is long. Sales to new customers also involve extensive customer due diligence
and reference checks. We must also earn credibility as we expand our sales operations and enter new markets which
require investment not only in sales and services capabilities, but in development to optimize our products for such
new markets.

Our data management and analytics and digital engagement products are sold to customers of InsuranceSuite or one of
its component applications, which naturally limits the quantity of potential customers. Some sales of new products are
generated at the same time as an insurance carrier becomes a new customer of InsuranceSuite or one of its
applications, or are sold later as cross-sell opportunities.

We primarily enter into term based licenses ranging from 2 to 7 years. These contracts are renewable on an annual or
multi-year basis. We generally price our licenses based on the amount of direct written premiums (“DWP”) that will be
managed by our solutions. We typically invoice our customers annually in advance or, in certain cases, quarterly for
both recurring term license and maintenance fees. Our sales and marketing efforts are affected by seasonal variations
in which our customer orders are higher in the second and fourth quarters of our fiscal year. We primarily derive our
services revenues from implementation, integration and training services. Our implementation teams assist customers
in building implementation plans, integrating our software with their existing systems, and defining business rules and
requirements unique to each customer.

To extend our technology leadership in the global market, we continue to invest in research and development to
enhance and improve our current products and introduce new products to market. Continued investment in product
innovation is critical as we seek to: assist our customers in their IT goals; maintain our competitive advantage; grow
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our revenues and expand internationally; and meet evolving customer demands.

We partner with leading SIs to assist in the implementation of our products in a manner that increases efficiency and
scale while reducing customer implementation costs. Our extensive relationships with SIs and industry partners have
strengthened and expanded in line with the interest in and adoption of our products. We encourage our partners to
co-market, pursue joint sales initiatives and drive broader adoption of our technology, helping us grow our business
more efficiently and focus our engineering resources on continued innovation. Our track record of success with
customers and their implementations are
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central to our strategy. We continue to focus and invest time and resources in increasing the number of qualified
consultants employed by our SI partners, develop relationships with new SIs in existing and new markets, and ensure
that all partners are ready to assist with implementing our products.

We face a number of risks in the execution of our strategy including risks related to expanding to new markets,
managing lengthy sales cycles, competing effectively in the global market, relying on sales to a relatively small
number of large customers, developing new products successfully, and increasing the overall adoption of our
products. In response to these and other risks we might face, we continue to invest in many areas of our business. Our
investments in sales and marketing align with our goal of winning new customers in both existing and new markets,
and enable us to maintain a persistent, consultative relationship with our existing customers. Our investments in
product development are designed to meet the evolving needs of our customers.

Seasonality

We have historically experienced seasonal variations in our revenues as a result of increased customer orders in our
second and fourth fiscal quarters. We generally see increased orders in our second fiscal quarter, which is the quarter
ended January 31, due to customer buying patterns. We also see increased orders in our fourth fiscal quarter due to
efforts by our sales team to achieve annual incentives.

Our services revenues are also subject to seasonal fluctuations, though to a lesser degree than our license revenues.
Our services revenues and gross margins are impacted by the number of billable days in a given fiscal quarter while
we pay our services professionals the same amounts throughout the year.

Key Business Metrics

We use certain key metrics to evaluate and manage our business, including rolling four-quarter recurring revenues
from term licenses and total maintenance. In addition, we present select GAAP and non-GAAP financial metrics that
we use internally to manage the business and that we believe are useful for investors. These metrics include Adjusted
EBITDA and operating cash flow.

Four-Quarter Recurring Revenues

We measure four-quarter recurring revenues by adding the total term license revenues and total maintenance revenues
recognized in the preceding four quarters ended in the stated period and excluding perpetual license revenues,
revenues from perpetual buyout rights and services revenues. This metric allows us to better understand the trends in
our recurring revenues because it typically reduces the variations in any particular quarter caused by seasonality, the
effects of the annual invoicing of our term licenses and certain effects of contractual provisions that may accelerate or
delay revenue recognition in some cases. Our four-quarter recurring revenues for each of the nine periods presented
were:

Four quarters ended

October  July 31, April 30, January October July 31, April 30, January  October

31,2015 2015 2015 31,2015 31,2014 2014 2014 31,2014 31,2013

(in thousands)
E;E’Vr:rllicsense $173,232 $169,366 $160,114 $157,542 $150,309 $139,902 $125.485 $115,144 $110,640
Maintenance
revenues
Total
four-quarter
recurring
revenues

51,516 50,024 48,785 47,041 44,768 41,888 39,836 38,510 37,830

$224,748 $219,390 $208,899 $204,583 $195,077 $181,790 $165,321 $153,654 $148,470

Adjusted EBITDA

We believe Adjusted EBITDA, a non-GAAP financial measure, is useful in evaluating our operating performance
compared to that of other companies in our industry, as this metric generally eliminates the effects of certain items
that may vary for different companies for reasons unrelated to overall operating performance. We believe that:

33



Edgar Filing: Guidewire Software, Inc. - Form 10-Q

Adjusted EBITDA provides investors and other users of our financial information consistency and comparability with
our past financial performance, facilitates period-to-period comparisons of operations and facilitates comparisons with
other companies, many of which use similar non-GAAP financial measures to supplement their GAAP results; and
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it is useful to exclude non-cash charges, such as depreciation and amortization and stock-based compensation because
the amount of such expenses in any specific period may not directly correlate to the underlying performance of our
business operations and these expenses can vary significantly between periods.
We use Adjusted EBITDA in conjunction with traditional GAAP measures as part of our overall assessment of our
performance, including the preparation of our annual operating budget and quarterly forecasts, to evaluate the
effectiveness of our business strategies and to communicate with our board of directors concerning our financial
performance.
Adjusted EBITDA should not be considered as a substitute for other measures of financial performance reported in
accordance with GAAP. There are limitations to using non-GAAP financial measures, including that other companies
may calculate these measures differently than we do. We compensate for the inherent limitations associated with using
Adjusted EBITDA through disclosure of these limitations, presentation of our financial statements in accordance with
GAAP and reconciliation of Adjusted EBITDA to the most directly comparable GAAP measure, net income (loss).
The following table provides a reconciliation of net loss to Adjusted EBITDA:

Three Months Ended October 31,

2015 2014

(in thousands)
Reconciliation of Adjusted EBITDA:

Net loss $(1,630 ) $(2,997 )
Non-GAAP adjustments:

Benefit from income taxes (6,420 ) (612 )
Interest income (696 ) (512 )
Other expense (income), net 217 ) 483
Depreciation and amortization 1,791 1,773
Stock-based compensation 15,147 11,988

Adjusted EBITDA $7,975 $10,123
Operating Cash Flows

We monitor our cash flows from operating activities, or operating cash flows, as a key measure of our overall business
performance, which enables us to analyze our financial performance without the effects of certain non-cash items such
as depreciation and amortization and stock-based compensation expenses. Additionally, operating cash flows takes
into account the impact of changes in deferred revenues, which reflects the receipt of cash payment for products
before they are recognized as revenues. Our operating cash flows are significantly impacted by timing of invoicing
and collections of accounts receivable, annual bonus payment, as well as payments of payroll and other taxes. As a
result, our operating cash flows fluctuate significantly on a quarterly basis. Cash used by operations was $10.9 million
and $5.5 million for the three months ended October 31, 2015 and 2014, respectively. For a further discussion of our
operating cash flows, see “Liquidity and Capital Resources—Cash Flows from Operating Activities.”

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with generally accepted accounting
principles in the United States of America (“U.S. GAAP”). Accounting policies, methods and estimates are an integral
part of the preparation of condensed consolidated financial statements in accordance with U.S. GAAP and, in part, are
based upon management’s current judgments. Those judgments are normally based on knowledge and experience with
regard to past and current events and assumptions about future events. Certain accounting policies, methods and
estimates are particularly sensitive because of their significance to the condensed consolidated financial statements
and because of the possibility that future events affecting them may differ markedly from management’s current
judgments. While there are a number of accounting policies, methods and estimates affecting our condensed
consolidated financial statements, areas that are particularly significant include:

Revenue recognition policies;

Stock-based compensation; and

dncome taxes.
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There were no significant changes in our critical accounting policies and estimates during the three months ended
October 31, 2015. Please refer to Management’s Discussion and Analysis of Financial Condition and Results of
Operations contained in our Annual Report on Form 10-K filed on September 17, 2015 for a more complete
discussion of our critical accounting policies and estimates.
Results of Operations
The following tables set forth our results of operations for the periods presented. The data has been derived from the
unaudited Condensed Consolidated Financial Statements contained in this Quarterly Report on Form 10-Q which, in
the opinion of our management, reflect all adjustments, consisting only of normal recurring adjustments, necessary to
present fairly the financial position and results of operations for the interim periods presented. The operating results
for any period should not be considered indicative of results for any future period. This information should be read in
conjunction with the Consolidated Financial Statements and Notes thereto included in our Annual Report on Form
10-K filed with the SEC on September 17, 2015.

Three Months Ended October 31,

2015 2014

(in thousands)

Revenues:

License $32,340 $28.,820
Maintenance 14,013 12,520

Services 35,927 38,394

Total revenues 82,280 79,734

Cost of revenues:

License 1,164 1,082
Maintenance 2,475 2,242

Services 31,531 32,447

Total cost of revenues 35,170 35,771

Gross profit:

License 31,176 27,738
Maintenance 11,538 10,278

Services 4,396 5,947

Total gross profit 47,110 43,963
Operating expenses:

Research and development 25,672 20,310

Sales and marketing 19,291 17,529

General and administrative 11,110 9,762

Total operating expenses 56,073 47,601

Loss from operations (8,963 ) (3,638 )
Interest income 696 512

Other income (expense), net 217 (483 )
Loss before income taxes (8,050 ) (3,609 )
Benefit from income taxes (6,420 ) (612 )
Net loss $(1,630 ) $(2,997 )
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Three Months Ended October 31,
2015 2014
(percentage of total revenues)

Revenues:

License 39 % 36 %
Maintenance 17 % 16 %
Services 44 % 48 %
Total revenues 100 % 100 %
Cost of revenues:

License 1 % 1 %
Maintenance 3 % 3 %
Services 39 % 41 %
Total cost of revenues 43 % 45 %
Gross profit:

License 38 % 35 %
Maintenance 14 % 13 %
Services 5 % 1 %
Total gross profit 57 % 55 %
Operating expenses:

Research and development 31 % 26 %
Sales and marketing 23 % 22 %
General and administrative 14 % 12 %
Total operating expenses 68 % 60 %
Loss from operations (11 )% (5 )%
Interest income 1 % 1 %
Other income (expense), net — % (1 )%
Loss before income taxes (10 )% (5 )%
Benefit from income taxes (8 )% (1 )%
Net loss 2 )% (4 )%
Revenues

We derive our revenues from licensing our software applications, providing maintenance support and professional
services. Our license revenues are primarily generated through annual license fees that recur during the term of our
multi-year contracts. These multi-year contracts have licensing terms ranging from 2 to 7 years and are renewable on
an annual or multi-year basis. In certain cases, when required by a customer, we license our software on a perpetual
basis. In addition, certain of our multi-year term licenses provide the customer with the option to purchase a perpetual
license at the end of the initial contract term, which we refer to as a perpetual buyout right. We generally price our
licenses based on the amount of direct written premiums, or DWP, that will be managed by our solutions. We
typically invoice our customers annually in advance or quarterly for both term license and maintenance fees, and we
invoice our perpetual license customers either in full at contract signing or on an installment basis and invoice related
maintenance fees annually in advance. Our license revenues have generally been recognized when payment is due
from our customers.

Our maintenance revenues are generally recognized over the committed maintenance term. Our maintenance fees are
typically priced as a fixed percentage of the associated license fees.

A substantial majority of our services engagements generate revenues on a time and materials basis and revenues are
typically recognized upon delivery of our services. We derive our services revenues primarily from implementation
services performed for our customers, reimbursable travel expenses and training fees.
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Refer to Note 1 of Notes to Condensed Consolidated Financial Statements for a description of our accounting policy
related to revenue recognition.
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Three Months Ended October 31,

2015 2014
% of total % of total Change

Amount revenues Amount revenues $) (%)

(in thousands, except percentages)
Revenues:
License $32,340 39 % $28,820 36 % $3,520 12 %
Maintenance 14,013 17 % 12,520 16 % 1,493 12 %
Services 35,927 44 % 38,394 48 % (2,467 ) (6 )%
Total revenues $82,280 100 % $79,734 100 % $2,546 3 %

License Revenues

The $3.5 million increase in license revenues during the three months ended October 31, 2015 was primarily driven
by increased adoption of InsuranceSuite and sales of newer products to both new and existing customers. Our license
revenues are comprised of term license revenue and perpetual license revenue. Term license remains our predominant
licensing model with perpetual comprising less than 1% in each period presented.

Three Months Ended October 31,

2015 2014

% of license % of license  Change

Amount revenues Amount revenues $) (%)

(in thousands, except percentages)
License revenues:

Term $32,652 101 % $28,787 100 % $3,865 13 %
Perpetual (312 ) (1 )% 33 — % (345 ) *
Total license revenues  $32,340 100 % $28,820 100 % $3,520 12 %

* Not meaningful

Term license revenues increased $3.9 million during the three months ended October 31, 2015. The three months
ended October 31, 2014 included $1.4 million in revenue recognized from a customer contract which was previously
deferred due to certain contractual terms. Excluding the impact of this contract, term license revenues increased by
$5.3 million as compared to the same period a year ago. The $5.3 million increase was the result of $6.0 million of
revenues recognized related to current quarter orders from new and existing customers, offset by a net decrease of
$0.7 million in revenues due to timing of invoicing and corresponding due dates, early payments made by our
customers, which resulted in recognizable revenues in the three months ended October 31, 2014 but not in the current
period.

There were no perpetual license sales during the three months ended October 31, 2015. The $0.3 million adjustment
recorded in the current period relates to an on-going exchange rate application dispute with an existing contract. We
expect perpetual license revenues to continue to account for a small percentage of our total license revenues.
However, there may be volatility across quarters for perpetual license revenues, both in absolute terms and as a
percentage of total license revenues due to the timing of sales of new perpetual licenses, the timing of annual billings,
and the exercise of perpetual buyout rights in term licenses.

Maintenance Revenues
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The $1.5 million increase in maintenance revenues during the three months ended October 31, 2015 reflect our
growing customer base and increased term license revenue. Since maintenance revenues are recognized on a ratable
basis, the amounts recognized reflect the delayed impact of negative currency rate movements for maintenance
billings which occurred in fiscal year 2015.

We expect that our maintenance revenues will continue to grow as term license revenues grow. In the current fiscal
year we anticipate that maintenance revenues, since recognized on a ratable basis, will grow more slowly than term

license revenues
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due primarily to the delayed impact of negative currency rate movements that affected our maintenance billings in
fiscal year 2015.

Services Revenues

Services revenues during the three months ended October 31, 2015 decreased $2.5 million as compared to the same
quarter a year ago. The three months ended October 31, 2014 included $1.9 million in revenue recognized from a
customer contract which was previously deferred due to certain contractual terms. Excluding the impact of this
contract, service revenues decreased by $0.6 million as compared to the same period a year ago. The $0.6 million
decrease in services revenues during the three months ended October 31, 2015 was due to the combination of our
continued engagement with our system integrator partners, completion of projects, and delays in the inception of new
projects. These effects were partially offset by increased utilization of our resources on new and existing projects.

We expect our services revenues to decrease as a percentage of total revenues in the current fiscal year as we continue
to expand our network of third-party system integrators with whom our customers can contract for services related to

our products, although these trends may not be evident in any given quarter as the mix of revenues may fluctuate.

Deferred Revenues

As of
October 31,2015  July 31, 2015 Change
Amount Amount $) (%)

(in thousands, except percentages)
Deferred revenues:

Deferred license revenues $15,022 $13,558 $1,464 11 %
Deferred maintenance revenues 26,671 32,365 (5,694 ) (18 )%
Deferred services revenues 7,938 6,643 1,295 19 %
Total deferred revenues $49,631 $52,566 $(2,935 ) (6 )%

The $1.5 million increase in deferred license revenues compared to the prior fiscal year end was primarily driven by
$0.8 million of license billings related to contracts executed during the three months ended October 31, 2015 and
deferred due to certain contractual obligations not being met in the period, and a net increase of $0.7 million related to
billings from existing customer contracts that are being deferred due to invoice timing and certain license invoices
being recognized ratably.

The $5.7 million decrease in deferred maintenance revenues compared to the prior fiscal year end was primarily
driven by revenues recognized from existing contracts in excess of new billings during the three months ended
October 31, 2015. This decrease reflects the seasonal nature of the billing of maintenance revenues.

The $1.3 million increase in deferred services revenues compared to the prior fiscal year end was primarily driven by
services billings deferred due to certain contractual terms.

Our deferred revenues consist only of amounts that have been invoiced, but not yet recognized as revenues. As a
result, deferred revenues and change in deferred revenues are incomplete measures of the strength of our business and
are not necessarily indicative of our future performance.

Cost of Revenues and Gross Profit

Our cost of revenues and gross profit are variable and depend on the type of revenues earned in each period. Our cost
of license revenues is primarily comprised of royalty fees paid to third parties and fulfillment services personnel costs.
Our cost of maintenance revenues is comprised of compensation and benefit expenses for our technical support team,
including stock-based compensation, and allocated overhead. Our cost of services revenues is primarily comprised of
compensation and benefit expenses for our professional service employees and contractors, including stock-based
awards, travel-related costs and allocated overhead.

We allocate overhead such as IT support, facility, and other administrative costs to all functional departments based
on headcount. As such, general overhead expenses are reflected in cost of revenue and each functional operating
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Three Months Ended October 31,
2015 2014 Change
Amount Amount &) (%)
(in thousands, except percentages)
Cost of revenues:

License $1,164 $1,082 $82 8 %
Maintenance 2,475 2,242 233 10 %
Services 31,531 32,447 916 ) (3 )%
Total cost of revenues $35,170 $35,771 $(601 ) (2 )%
Includes stock-based awards of:

Cost of license revenues $89 $49 $40

Cost of maintenance revenues 339 277 62

Cost of services revenues 4,363 3,513 850

Total $4,791 $3,839 $952

The $0.6 million decrease in cost of revenues during the three months ended October 31, 2015 was primarily driven
by a decrease of $3.0 million in third-party consultant costs and billable expenses, partially offset by an increase of
$1.3 million in compensation and benefit expenses, including stock-based awards, an increase of $0.6 million in
allocated overhead, an increase of $0.5 million in recruiting, training and other general office expenses. The decrease
in consultant costs and billable expenses was due to completion of a few large implementation projects and our
continued partnership with system integrator partners to assist in the implementation of our products, resulting in
lower utilization of third-party consultants. The increase in compensation and benefit expenses was primarily due to
the issuance of equity awards to new and existing employees. The increases in allocated overhead costs and recruiting,
training and general office expenses were due to an increase in professional service and technical support headcount.
Our professional service and technical support headcount was 556 at October 31, 2015 compared with 515 at
October 31, 2014.

Three Months Ended October 31,

2015 2014 Change

Amount Margin % Amount Margin % % (%)

(in thousands, except percentages)
Gross profit:

License $31,176 96 % $27,738 96 % $3,438 12 %
Maintenance 11,538 82 % 10,278 82 % 1,260 12 %
Services 4,396 12 % 5,947 15 % (1,551 ) (26 )%
Total gross profit $47.110 57 % $43,963 55 % $3,147 7 %

Gross profit increased $3.1 million during the three months ended October 31, 2015 primarily due to an increase in the
mix of license and maintenance sales which yield a higher gross margin than our professional services. Professional
services gross margin is lower in comparison to the same period a year ago with the continued engagement with our
system integrator partners resulting in decreases in services revenue.

We expect our quarterly gross margin to vary in percentage terms as we experience changes in the mix between higher
gross margin license revenues and lower gross margin service revenues.

Operating Expenses

Our operating expenses consist of research and development, sales and marketing and general and administrative
expenses. The largest components of our operating expenses are compensation and benefit expenses for our
employees, including stock-based awards, and, to a lesser extent, professional services costs, rent and facility costs.
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Three Months Ended October 31,
2015 2014
% of total % of total Change
Amount revenues Amount revenues $) (%)
(in thousands, except percentages)
Operating expenses:

Research and development $25,672 31 % $20,310 26 % $5,362 26 %
Sales and marketing 19,291 23 % 17,529 22 % 1,762 10 %
General and administrative 11,110 14 % 9,762 12 % 1,348 14 %
Total operating expenses $56,073 68 % $47,601 60 % $8,472 18 %
Includes stock-based compensation

of:

Research and development $3,672 $2,143 $1,529

Sales and marketing 3,430 2,987 443

General and administrative 3,254 3,019 235

Total $10,356 $8,149 $2,207

The $8.5 million increase in operating expenses during the three months ended October 31, 2015 was driven by an
increase of $6.9 million in compensation and benefit expenses, including stock-based awards, an increase of $0.9
million in professional services, an increase of $1.0 million in IT support, facility, and other administrative costs, and
an increase of $0.3 million in travel and marketing expenses. These increases in operating expenses were offset by
$0.6 million in overhead costs allocated to cost of revenues.

Research and Development

Our research and development expenses consist primarily of costs incurred for compensation and benefit expenses for
our technical staff, including stock-based awards and allocated overhead, as well as professional services costs.

The $5.4 million increase in research and development expenses during the three months ended October 31, 2015 was
primarily due to an increase of $4.1 million in compensation and benefit expenses, including stock-based awards, an
increase of $0.7 million in allocated overhead, and an increase of $0.6 million in employee recruiting, training and
travel expenses. The increase in compensation and benefit expenses was primarily due to an increase in headcount and
the issuance of equity awards to new and existing employees. Increases in allocated overhead, recruiting, training and
travel expenses were due to an increase in headcount. Our research and development headcount was 397 at

October 31, 2015 compared with 337 at October 31, 2014.

We expect our research and development expenses to continue to increase in absolute dollars and as a percentage of
total revenues, as we continue to dedicate substantial internal resources to develop, improve and expand the
functionality of our solutions.

Sales and Marketing

Our sales and marketing expenses consist primarily of costs incurred for compensation and benefit expenses for our
sales and marketing employees, including stock-based awards, and allocated overhead, as well as commission
payments to our sales employees, sales travel expenses and professional services for marketing costs.

The $1.8 million increase in sales and marketing expenses during the three months ended October 31, 2015 was
primarily due to an increase of $1.2 million in compensation and benefit expenses, including stock-based awards and
commissions, an increase of $0.3 million in allocated overhead, and an increase of $0.3 million in recruiting and
training expenses. The increase in compensation and benefit expenses was primarily due to an increase in headcount
and the issuance of equity awards to new and existing employees. Increases in recruiting, training and travel expenses
and allocated overhead were due to an increase in headcount. Our sales and marketing headcount was 242 at

October 31, 2015 compared with 222 at October 31, 2014.
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We expect our sales and marketing expenses to continue to increase in absolute dollars as we continue to increase our
sales and marketing activities to support business growth.

General and Administrative

Our general and administrative expenses consist primarily of compensation and benefit expenses, including
stock-based awards, as well as professional services and facility costs related to our executive, finance, human
resources, information technology, corporate development and legal functions.
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The $1.3 million increase in general and administrative expenses during the three months ended October 31, 2015 was
primarily due to increases in compensation and benefit expenses including stock-based awards, professional services
costs, IT support, facility, and other administrative costs, net of allocations to other functional departments. The
increase in general and administrative expenses was due to more initiatives and projects to support business growth
and headcount increase. Our general and administrative headcount was 151 at October 31, 2015 compared with 123 at
October 31, 2014.

We expect our general and administrative expense to continue to increase in absolute dollars due to increases in
personnel costs and infrastructure costs to support the growth of our business.

Other Income (Expense)

Three Months Ended October 31,

2015 2014 Change
Amount Amount % (%)
(in thousands, except percentages)
Interest income $696 $512 $184 36 %
Other income (expense), net $217 $(483 ) $700 (145 )%

Interest Income
Interest income represents interest earned on our cash, cash equivalents and investments.

Interest income increased by $0.2 million during the three months ended October 31, 2015, primarily due to higher
yields on our investments.

Other Income (Expense), Net

Other income (expense), net consists primarily of fluctuations in foreign exchange rates on receivables and payables
denominated in currencies other than the U.S. dollar.

We had net other income of $0.2 million for the three months ended October 31, 2015 and a net other expense of $0.5
million for the three months ended October 31, 2014, primarily from currency exchange gains and losses on
transactions denominated in British Pound, Euro, Australia and Canadian Dollar, and Japanese Yen. The change was
due to higher volatility in U.S. dollar exchange rates with these foreign currencies during the three months ended
October 31, 2014 than the three months ended October 31, 2015.

Provision for (Benefit from) Income Taxes

We are subject to taxes in the United States as well as other tax jurisdictions or countries in which we conduct
business. Earnings from our non-U.S. activities are subject to local country income tax and may be subject to current

U.S. income tax.

Three Months Ended October 31,

2015 2014 Change
Amount Amount &) (%)
(in thousands, except percentages)

Benefit from income taxes $(6,420 ) $(612 ) $(5,808 ) *

* Not meaningful

We recognized income tax benefits of $6.4 million and $0.6 million for the three months ended October 31, 2015 and
2014, respectively. The change was primarily due to a larger loss before income taxes for the three months ended
October 31, 2015, as compared to the same period a year ago. The effective tax rate of 79.8% for the three months
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ended October 31, 2015 differs from the statutory U.S. federal income tax rate of 35% mainly due to permanent
differences for foreign stock-based compensation, U.S. domestic production activity deduction, and the tax rate
differences between the United States and foreign countries.

Liquidity and Capital Resources
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As of October 31, 2015 and July 31, 2015, we had $663.6 million and $677.8 million of cash, cash equivalents and
investments, respectively, and working capital of $542.4 million and $557.2 million, respectively.

Cash flows used in operating activities were $10.9 million and $5.5 million during the three months ended October 31,
2015 and 2014, respectively. We had capital expenditures of $3.0 million and $1.2 million for the three months ended
October 31, 2015 and 2014, respectively. Our capital expenditures consisted of purchases of property and equipment,
primarily consisting of computer hardware, software and leasehold improvements.

As of October 31, 2015, approximately $14.7 million of our cash and cash equivalents were domiciled in foreign tax
jurisdictions. While we have no plans to repatriate these funds to the United States in the short term, if we choose to
do so, we would be required to accrue and pay additional taxes on any portion of the repatriation where no United
States income tax had been previously provided.

Our cash flows from operations are significantly impacted by timing of invoicing and collections of accounts
receivable, annual bonus payment, as well as payments of payroll and other ta