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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2013

OR

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

Commission File No. 0-24607

Actuate Corporation

(Exact name of Registrant as specified in its charter)
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Delaware 94-3193197
(State of incorporation) (LLR.S. Employer
Identification No.)

951 Mariners Island Boulevard,
San Mateo, California 94404
(650) 645-3000
(including area code, of Registrant s principal executive offices)

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. Yes x 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). Yes x 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. (Check one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer "~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock as of the latest practicable
date.

Title of Class Outstanding as of October 31, 2013
Common Stock, par value $.001 per share 47,637,426
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Item 1. Financial Statements

Part I. Financial Information

ACTUATE CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands except share and per share data)

ASSETS

Current assets:

Cash and cash equivalents
Short-term investments

Accounts receivable, net of allowances of $548 and $394 at September 30,

2013 and December 31, 2012, respectively
Other current assets

Total current assets

Property and equipment, net
Goodwill

Purchased intangibles, net
Non-current deferred tax assets, net
Other assets

LIABILITIES AND STOCKHOLDERS
Current liabilities:

Accounts payable

Current portion of restructuring liabilities
Accrued compensation

Other accrued liabilities

Deferred revenue

Total current liabilities
Long-term liabilities:
Notes payable

Other liabilities

Long-term deferred revenue

Table of Contents

(unaudited)

EQUITY

September 30,
2013

$ 40,202
31,746

30,403
10,340

112,691
6,559
51,865
9,222
11,910
763

$ 193,010

$ 1,775
157

6,355

4,228

41,468

53,983
874

3,186
2,526

December 31,
2012

$ 37,483
28,967

33,053
9,098

108,601
7,805
51,821
11,163
12,214
911

$ 192,515

$ 1,976
509

6,504

5,626

43,438

58,053
843

3,157
2,978
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Long-term income taxes payable 2,157 2,127
Total long-term liabilities 8,743 9,105

Stockholders equity:

Preferred stock, $0.001 par value, issuable in series; 5,000,000 shares
authorized; none issued or outstanding

Common stock, $0.001 par value, 100,000,000 shares authorized; issued
91,336,812 and 89,179,966 shares, respectively; outstanding 47,943,440 and

48,220,978 shares, respectively 48 48
Additional paid-in capital 253,630 237,731
Treasury stock, at cost; 43,393,372 and 40,958,988 shares, respectively (189,030) (172,880)
Accumulated other comprehensive income 1,832 2,198
Retained earnings 63,804 58,260
Total stockholders equity 130,284 125,357

$ 193,010 $ 192,515

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ACTUATE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Revenues:
License fees
Services

Total revenues

Costs and expenses:

Cost of license fees

Cost of services

Sales and marketing

Research and development

General and administrative

Amortization of other purchased intangibles
Restructuring charges

Total costs and expenses

Income from operations

Interest income and other income/(expense), net

Interest expense

Income before income taxes
Provision for income taxes

Net income

Basic net income per share

Shares used in basic per share calculation
Diluted net income per share

Shares used in diluted per share calculation

(unaudited)

Three Months Ended
September 30,
2013 2012
$ 14338 $ 13,304

17,953 18,875
32,291 32,179
539 482
4,196 5,187
13,862 12,067
6,422 6,060
5,156 5,360
301 289

246 21
30,722 29,466
1,569 2,713
(159) 174
(37 (55)
1,373 2,832
138 2,725

$ 1235 % 107
$ 003 $ 0.00
48,175 49,207
$ 002 $ 0.00
51,428 52,794

Nine Months Ended
September 30,
2013 2012
$ 45973 $ 42,389

56,138 60,854
102,111 103,243
1,663 1,439
13,610 15,267
41,952 35,811
19,364 17,668
17,204 16,918
865 867

837 54
95,495 88,024
6,616 15,219
158 763
(157) (255)
6,617 15,727
1,050 6,182

$ 5567 § 9,545
$ 012 $ 0.19
48,046 49,156

$ o011 $ 0.8
50,851 52,794

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ACTUATE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands, unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
Net income $ 1,235 $ 107 $ 5567 $ 9,545
Other comprehensive income, before tax:
Foreign currency translation $ 1243 $ 257 $ (342) §$ 16l
Net unrealized gain/(loss) on securities $ 55 % 60 $ (24 $ 74
Total comprehensive income $ 2533 § 424 $ 5201 $ 9,780

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ACTUATE CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, unaudited)

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Share-based compensation expense

Excess tax benefit from exercise of stock options
Amortization of other purchased intangibles
Amortization of debt issuance cost

Bad debt expense

Write-off of unamortized debt issuance costs
Depreciation

Change in valuation allowance on deferred tax assets
Impairments and write-offs

Gain on liquidation of subsidiary
Accretion/amortization on short-term debt securities

Changes in operating assets and liabilities, net of acquired assets and assumed liabilities:

Accounts receivable

Other current assets

Accounts payable

Accrued compensation

Other accrued liabilities

Deferred tax assets, net of liabilities
Income taxes receivable/payable, net
Other deferred liabilities
Restructuring liabilities

Deferred revenue

Net cash provided by operating activities
Investing activities

Purchases of property and equipment

Proceeds from sale and maturity of investments
Purchases of short-term investments

Proceeds from security deposits and other

Net cash used in investing activities

Financing activities

Table of Contents

Nine Months Ended
September 30,
2013 2012
$§ 5567 $§ 9,545
5,792 5,454
(1,118) (2,440)
1,908 1,687
44 51
(119) (13)
188
1,609 1,587
(28) 1,767
155 89
(416)
(208) 189
2,769 6,717
610 (2,635)
(212) (241)
(149) (637)
(1,398) (521)
418 170
(650) (872)
(47) 3,138
(275) (69)
(2,422) (6,384)
12,018 16,582
(508) (5,038)
31,877 22,694
(34,471) (29,286)
10 (55)
(3,092) (11,685)
10
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Credit facility related payments

Excess tax benefit from exercise of stock options

Proceeds from issuance of common stock

Stock repurchases

Tax related to net share settlements of restricted stock awards and units

Net cash used in financing activities
Effect of exchange rates on cash and cash equivalents

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

Supplemental cash flow disclosures:

Cash paid for interest

Cash paid for income taxes

Non-cash Investing activities:

Leasehold incentives subsidized by the landlord

(93)
1,118
8,879

(16,153)

(50)

(6,299)
92

2,719
37,483

$ 40,202
$ 76
$ 1,068

$

(34)
2,440
9,223

(15,993)

(4,364)
161

694
38,759

$ 39,453
$ 212
$ 3,448

$ 2613

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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ACTUATE CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Summary of Significant Accounting Policies
The Company

Actuate Software Corporation was incorporated in November 1993 in the State of California and reincorporated in the
State of Delaware in July 1998 as Actuate Corporation ( We , Actuate orthe Company ). Actuate provides software to
more than 3 million developers who use BIRT, the open source Eclipse-based interactive development environment
(IDE) founded and co-led by Actuate. Organizations use Actuate products to create customer-facing, Big Data
analytics and customer communications management (CCM) applications that provide end users with content they can
easily access, understand and analyze. Developers use BIRT and BIRT iHub, Actuate s commercial deployment
platform for BIRT-based applications, to develop and deploy scalable solutions that save time and improve brand
experience by delivering personalized analytics and insights to over 200 million of their customers, partners and
employees. BIRT iHub further ensures organizations can gain effective insights from Big Data and take advantage of
mobile touch devices. Actuate s BIRT Analytics delivers self-service predictive analytics to enhance customer
engagement using Big Data. Actuate for CCM empowers ECM architects to easily transform, process, personalize and
archive high volume content. Actuate customers develop solutions that maximize revenue, cut costs, communicate
more effectively with customers, streamline operations and create competitive advantage. Actuate s goal is to ensure
that end users can seamlessly incorporate information and business analysis into their day-to-day activities and
decision-making, enabling organizations to explore new avenues for improving the bottom line.

Actuate s principal executive offices are located at the BayCenter Campus at 951 Mariners Island Boulevard, in San
Mateo, California. Actuate s telephone number is 650-645-3000. Actuate maintains Web sites

at www.actuate.com, www.birt-exchange.org, www.birt-exchange.com. www.birtperformanceanalytics.com,
wWww.xenos.com, www.birtondemand.com and www.quiterian.com. The information posted on our Web sites is not
incorporated into this Form 10-Q.

Basis of Presentation

The Company has prepared the accompanying unaudited Condensed Consolidated Financial Statements pursuant to
the rules and regulations of the Securities and Exchange Commission (SEC). Pursuant to these rules and regulations,
the Company has condensed or omitted certain information and footnote disclosures it normally includes in its annual
Consolidated Financial Statements prepared in accordance with U.S. generally accepted accounting principles (U.S.
GAAP). In management s opinion, the Company has made all adjustments necessary to fairly present its financial
position, results of operations and cash flows. The Company s interim period operating results do not necessarily
indicate the results that may be expected for any other interim period or for the full fiscal year. These financial
statements and accompanying notes should be read in conjunction with the Consolidated Financial Statements and
notes thereto in Actuate s Annual Report on Form 10-K for the fiscal year ended December 31, 2012 filed with the
SEC on March 8, 2013.

To prepare financial statements in conformity with U.S. GAAP, management must make estimates and assumptions

that affect the amounts reported in the unaudited Condensed Consolidated Financial Statements and accompanying
notes. Actual results could differ from these estimates and may result in material effects on the Company s operating
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results and financial position.

The Condensed Consolidated Financial Statements include the accounts of Actuate and its wholly-owned subsidiaries.
Actuate has offices throughout North America, Europe and Asia including offices in the United States, Canada,
Switzerland, United Kingdom, Germany, France, Spain, Singapore, Australia, Japan and China. All intercompany
balances and transactions have been eliminated.

Revenue Recognition

Actuate generates revenues from the sales of software licenses and related services. The Company receives software
license revenues from licensing its products directly to end-users and indirectly through resellers, system integrators
and original equipment manufacturers (OEMs). The Company receives service revenues from maintenance contracts,
consulting services and training that Actuate performs for customers.

For sales to end-user customers, Actuate recognizes license revenues when a license agreement has been signed by
both parties or a definitive agreement has been received from the customer, the product has been physically shipped or
electronically made available, there are no unusual uncertainties surrounding the product acceptance, the fees are fixed
or

Table of Contents 13
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determinable, collectability is probable and vendor-specific objective evidence (VSOE) of fair value exists to allocate
the fee to the undelivered elements of the arrangement. Vendor-specific objective evidence of fair value of sales to
end users is based on the price charged when an element is sold separately.

Actuate has not established vendor-specific objective evidence of fair value for its licenses. Therefore, the Company
recognizes revenues from software arrangements with multiple elements involving software licenses under the
residual method, which means the fair value of the undelivered elements is deferred while the remaining value of the
arrangement is allocated to the delivered elements. If we are unable to determine the fair value of the undelivered
elements, it is not possible to allocate revenues separately to the undelivered elements in the arrangement and
consequently, the entire amount of the arrangement fee is recognized ratably over the performance period of that
undelivered element, assuming all other revenue recognition criteria are satisfied. If the license agreement contains
payment terms that would indicate that the fee is not fixed or determinable, revenues are recognized as the payments
become due and payable, assuming that all other revenue recognition criteria are met.

Actuate enters into reseller and distributor arrangements that typically give such distributors and resellers the right to
distribute its products to end-users headquartered in specified territories. Actuate recognizes license revenues from
arrangements with U.S. resellers and distributors when there is persuasive evidence of an arrangement with the
reseller or distributor, the product has been shipped, the fees are fixed or determinable, collectability is probable and
vendor-specific objective evidence of fair value exists to allocate the fee to the undelivered elements of the
arrangement. Actuate recognizes license revenues from arrangements with international resellers and distributors upon
receipt of evidence of sell-through and when all other revenue recognition criteria have been met. If it is not practical
to obtain evidence of sell-through, the Company defers revenues until the end-user has been identified and cash has
been received. In some instances there is a timing difference between when a reseller completes its sale to the end-user
and the period in which Actuate receives the documentation required for revenue recognition. Because Actuate delays
revenue recognition until the reporting period in which the required documentation is obtained, it may recognize
revenue in a period subsequent to the period in which the reseller completes the sale to its end-user.

Actuate also enters into OEM arrangements that provide for license fees based on the bundling or embedding of its
products with the OEM s products. These arrangements generally provide for fixed, irrevocable royalty payments.
Actuate recognizes license fee revenues from U.S. and international OEM arrangements when a license agreement has
been executed by both parties, the product has been shipped, there are no unusual uncertainties surrounding the
product acceptance, the fees are fixed or determinable, collectability is probable and vendor-specific objective
evidence of fair value exists to allocate the fee to the undelivered elements of the arrangement.

Actuate also has two software-as-a-service (SaaS) offerings called OnPerformance and BIRT iHub On Demand.
Actuate recognizes revenue on these licenses ratably over the term of the underlying arrangement.

The Company establishes vendor specific objective evidence of fair value for maintenance and support using a
bell-shaped curve approach for certain types of license transactions, and uses a stated maintenance renewal approach

for other categories of license transactions. When applying the bell-shaped curve approach the Company analyzes all

maintenance renewal transactions over the past twelve months for that category of license and plots those data points

on a bell-shaped curve to ensure that a high percentage of the data points are within an acceptable margin of the

established VSOE rate. This analysis is performed quarterly.

When applying the state renewal rate approach, the Company ensures that the individual license transaction includes a
clear and substantive renewal rate explicitly stated in the documentation for the transaction. Furthermore, the

Company ensures that it has a practice of consistently renewing those transactions at the contractual rate. This is done

by reviewing maintenance renewals on these contracts and making sure that a very high percentage are renewed at the
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renewal rates stipulated in the contract.

The Company assesses the collectability of fees from end-users based on payment history and current credit profile.
When a customer is not deemed credit-worthy, revenues are deferred and recognized upon cash receipt.

Actuate recognizes maintenance revenues, which consist of fees for ongoing support and unspecified product updates,
ratably over the term of the contract, typically one year. Consulting revenues are primarily related to standard
implementation and configuration. Training revenues are generated from classes offered at the Company s offices and
customer locations. Revenues from consulting and training services are typically recognized as the services are
performed. When a contract includes both license and service elements, the license fee is typically recognized on
delivery of the software, assuming all other revenue recognition criteria are met, provided services do not include
significant customization or modification of the product and are not otherwise essential to the functionality of the
software.
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Share-Based Compensation

The Company has various types of share-based compensation plans. These plans are administered by the

compensation committee of the Board of Directors, which selects persons to receive awards and determines the

number of shares subject to each award and the terms, conditions, performance measures and other provisions of the
award. Readers should refer to Note 9 of the Company s Consolidated Financial Statements in the Annual Report on
Form 10-K for the fiscal year ended December 31, 2012, for additional information related to these share-based
compensation plans. Share-based compensation expense and the related income tax benefit reflected in the Condensed
Consolidated Statements of Income in connection with stock options, restricted stock units and the Employee Stock
Purchase Plan ( ESPP ) for three and nine months ended September 30, 2013 and 2012 were as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2013 2012 2013 2012
Stock options $ 737 $ 1,490 $2,922 $ 3994
Restricted stock units 453 341 1,287 865
Performance stock units ( MSUs ) 276 229 776 353
ESPP 235 150 807 392
Total share-based compensation $1,701 $ 2,210 $5,792 $ 5,604
Income tax benefit $ 524 $ 711 $1,738 $ 1,805

Included in the total share-based compensation for the three and nine months ending September 30, 2012 are
approximately $16,000 of credits to stock based compensation and approximately $150,000 of stock based
compensation classified as liability based awards related to February 2011 options granted to a senior executive who
had passed away in December 2010. These options were either fully exercised or had expired as of December 31,
2012. Accordingly, the Company incurred no similar compensation expense in the first nine months of 2013 and has
no liabilities at September 30, 2013 related to these liability-based awards.

In May 2012, market-performance based restricted stock units ( MSUs ) were granted to the Chief Executive Officer
and Chief Financial Officer of the Company. Each MSU represents the right to one share of Actuate s common stock.
The actual number of MSUs which will be eligible to vest will be based on the performance of Actuate s stock price
relative to the performance of the S&P Small Cap 600 Index over a two-year vesting period, up to 200% of the MSUs
initially granted. After the initial performance period, 50% of the earned award vests immediately and the remaining
50% is subject to an additional one year service vesting period. We value the MSUs using the Monte Carlo simulation
model and amortize the compensation expense over the three year performance and service period.

In April 2013, additional MSUs were granted to the Chief Executive Officer and Chief Financial Officer of the
Company. The actual number of MSUs which will be eligible to vest will be based on the performance of Actuate s
stock price relative to the performance of the Russell 2000 Index over a two and three year vesting period, up to 200%
of the MSUs initially granted. The award is divided into two tranches. The first tranche has a two year performance
period and the second a three year performance period. We value the MSUs using the Monte Carlo simulation model
and amortize the compensation expense over the two and three year performance periods.
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The fair value of each option award is estimated on the date of grant using the Black-Scholes-Merton option pricing
model. We estimated the expected term of options granted by analyzing actual historical experience of exercises and
cancellations under our plan. We also looked at the average length of time in which our current outstanding options

are expected to be exercised or cancelled based on past experience and the vesting and contractual term. We estimated
the volatility of our common stock by using historical volatility over the calculated expected term. We based the
risk-free interest rate that we use in the option valuation model on the published Treasury rate. We do not anticipate
paying any cash dividends in the foreseeable future and therefore used an expected dividend yield of zero in the option
valuation model. The assumptions used to estimate the fair value of stock options granted and stock purchase rights
granted under our Employee Stock Purchase Plan (the Purchase Plan ) for the nine months ended September 30, 2013
and 2012 are as follows:

Options ESPP
Nine Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2013 2012 2013 2012
Volatility 50.03 53.58% 53.67 54.17% 28.63 41.52% 42.12 44.17%
Expected term (years) 5.61 5.67 5.60 5.63 1.25 1.25
Risk free interest rate 0.77 1.40% 0.63 1.01% 0.08 035% 0.13 0.17%
Expected dividend yield 0% 0% 0% 0%
Forfeiture rate 2 3% 2 4% N/A N/A
9
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Beginning January 2010, restricted stock units ( RSUs ) were granted to senior management as part of the Company s
annual incentive compensation program under the Amended and Restated 1998 Equity Incentive Plan. RSUs are

valued based on the closing price of the Company s common stock on the grant date. In general, restricted stock units
vest annually over four years and are subject to the employees continuing service to the Company. For each restricted
stock unit granted under the 1998 Plan, a share reserve ratio is applied for the purpose of determining the remaining
number of shares reserved for future grants under the plan. The share reserve ratio is 1:1 for each restricted stock unit
granted, and an equivalent of 1 share will be deducted from the share reserve for each restricted stock unit issued.
Likewise, each forfeited restricted stock unit increases the number of shares available for issuance by the applicable
rate at the time of forfeiture. As of September 30, 2013, a total of 1,446,250 RSUs were issued and granted to the
Company s senior management, employees and non-employee Board of Directors.

Net Income Per Share

The Company computes basic net income per share using the weighted-average number of common shares
outstanding during the period, less weighted average shares subject to repurchase. The Company computes diluted net
income per share using the weighted-average number of common shares and dilutive share-based awards during the

period determined by using the treasury stock method.

The table below reconciles the weighted-average common shares used to calculate basic net income per share with the
weighted-average common shares used to calculate diluted net income per share (in thousands).

Three Months Ended Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
Weighted-average common shares outstanding 48,175 49,207 48,046 49,156
Weighted-average dilutive common equivalent shares
under the treasury stock method 3,253 3,587 2,805 3,638
Weighted-average common shares used in computing
diluted net income per share 51,428 52,794 50,851 52,794

Under the treasury stock method, stock options with exercise prices exceeding the average share price of the
Company s common stock during the applicable period are excluded from the diluted earnings per share computation.
The weighted-average number of shares excluded from the calculation of diluted net income was 652,677 and
1,880,436 in the three and nine months ended September 30, 2013, respectively. The weighted-average number of
restricted stock unit shares excluded from the calculation of diluted net income was 103,175 and 119,091 in the three
and nine months ended September 30, 2013, respectively. The weighted-average number of shares excluded from the
calculation of diluted net income was 2,222,368 and 2,151,624 in the three and nine months ended September 30,
2012, respectively. The weighted-average number of restricted stock unit shares excluded from the calculation of
diluted net income was 216,200 and 113,349 in the three and nine months ended September 30, 2012, respectively.

The weighted average exercise price of excluded stock options was $6.16 and $6.01 for the three and nine months
ended September 30, 2013, respectively. The weighted average exercise price of excluded stock options was $6.41
and $6.34 for the three and nine months ended September 30, 2012, respectively.

Income Taxes
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We provide for the effect of income taxes in our Condensed Consolidated Financial Statements using the asset and
liability method which requires the recognition of deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the financial statements. Under this method deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, net operating loss carryovers, and tax
credit carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in the period that includes the enactment date.
We also apply a two-step approach to determining the financial statement recognition and measurement of uncertain
tax positions.

10
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Income tax expense or benefit is recognized for the amount of taxes payable or refundable for the current year, and for
deferred tax assets and liabilities for the tax consequences of events that have been recognized in an entity s financial
statements or tax returns. We must make significant assumptions, judgments and estimates to determine our current
provision (benefit) for income taxes, our deferred tax assets and liabilities, and any valuation allowance to be recorded
against our deferred tax assets. Our judgments, assumptions and estimates relating to the current provision (benefit)
for income taxes include the geographic mix and amount of income (loss), our interpretation of current tax laws, and
possible outcomes of current and future audits conducted by foreign and domestic tax authorities. Our judgments also
include anticipating the tax positions we will record in the financial statements before actually preparing and filing the
tax returns. Our estimates and assumptions may differ from the actual results as reflected in our income tax returns
and we record the required adjustments when they are identified or resolved. Changes in our business, tax laws or our
interpretation of tax laws, and developments in current and future tax audits, could significantly impact the amounts
provided for income taxes in our results of operations, financial position, or cash flows.

Deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to tax benefit
carry-forwards and to differences between the financial statement amounts of assets and liabilities and their respective
tax basis. We regularly review our deferred tax assets for recoverability and establish a valuation allowance if it is
more likely than not that some portion or all of the deferred tax assets will not be realized. To make this assessment,
we take into account predictions of the amount and category of taxable income from various sources and all available
positive and negative evidence about these possible sources of taxable income. The weight given to the potential
effect of negative and positive evidence is commensurate with the extent to which the strength of the evidence can be
objectively verified. Based on the analysis of positive and negative factors noted above, we have no valuation
allowance against U.S. federal deferred tax assets. During the year ended December 31, 2012, management
determined that it was more likely than not that the Company s California research and development (R&D) credits
would not be realized based on the size of the R&D credit carry-forward and the R&D credits being generated
exceeding the R&D credits being utilized. As such, a full valuation allowance was recorded against the Company s
deferred tax asset for California R&D credit carry-forwards. We maintain a full valuation allowance against deferred
tax assets in foreign jurisdictions with a history of losses and a partial valuation allowance in foreign jurisdictions
where operating results beyond a certain time frame are less reliable. If, in the future, we determine that these deferred
tax assets are more likely than not to be realized, a relea