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

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended August 31, 2015

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
Commission File Number: 0-19417

PROGRESS SOFTWARE CORPORATION
(Exact name of registrant as specified in its charter)

DELAWARE 04-2746201

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
14 Oak Park

Bedford, Massachusetts 01730
(Address of principal executive offices)(Zip code)
Telephone Number: (781) 280-4000

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 y 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 y 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 the definitions “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer v Accelerated filer
Non-accelerated filer N 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 y

As of September 29, 2015, there were 50,215,798 shares of the registrant’s common stock, $.01 par value per share,
outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited)

Condensed Consolidated Balance Sheets

(In thousands, except share data)

Assets

Current assets:

Cash and cash equivalents

Short-term investments

Total cash, cash equivalents and short-term investments

Accounts receivable (less allowances of $2,019 and $2,592, respectively)
Other current assets

Deferred tax assets

Total current assets

Property and equipment, net

Intangible assets, net

Goodwill

Deferred tax assets

Other assets

Total assets

Liabilities and shareholders’ equity

Current liabilities:

Current portion of long-term debt

Accounts payable

Accrued compensation and related taxes

Income taxes payable

Other accrued liabilities

Short-term deferred revenue

Total current liabilities

Long-term debt

Long-term deferred revenue

Deferred tax liabilities

Other noncurrent liabilities

Commitments and contingencies

Shareholders’ equity:

Preferred stock, $0.01 par value; authorized, 1,000,000 shares; issued, none
Common stock, $0.01 par value, and additional paid-in capital; authorized,
200,000,000 shares; issued and outstanding, 50,204,804 shares in 2015 and
50,676,769 shares in 2014

Retained earnings

Accumulated other comprehensive loss

Total shareholders’ equity

Total liabilities and shareholders’ equity

See notes to unaudited condensed consolidated financial statements.

3

August 31,
2015

$189,113
29,191
218,304
60,335
19,937
31,791
330,367
56,825
121,323
370,465
3,002
4,652
$886,634

$7,500
9,363
26,250
8,270
21,723
124,285
197,391
136,875
6,711
9,643
6,272

223,299

328,632
(22,189
529,742
$886,634

November 30,
2014

$263,082
20,186
283,268
68,311
24,028
10,066
385,673
59,351
20,578
232,836
2,259
2,364
$703,061

$—
11,749
20,815
2,246
25,936
92,557
153,303
3,683
305
2,525

209,778

347,193
(13,726
543,245
$703,061
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Condensed Consolidated Statements of Operations

(In thousands, except per share data)

Revenue:

Software licenses

Maintenance and services

Total revenue

Costs of revenue:

Cost of software licenses

Cost of maintenance and services
Amortization of acquired intangibles
Total costs of revenue

Gross profit

Operating expenses:

Sales and marketing

Product development

General and administrative
Amortization of acquired intangibles
Restructuring expenses
Acquisition-related expenses

Total operating expenses

Income (loss) from operations
Other (expense) income:

Interest expense

Interest income and other, net
Foreign currency (loss) gain, net
Total other expense, net

Income (loss) before income taxes
Provision (benefit) for income taxes
Net (loss) income

Earnings per share:

Basic

Diluted

Weighted average shares outstanding:

Basic
Diluted

Three Months Ended
August 31, August 31,
2015 2014
$31,840 $26,393
62,797 52,881
94,637 79,274
1,441 1,805
9,612 5,222
4,079 834
15,132 7,861
79,505 71,413
30,004 22,477
20,422 14,975
14,076 12,162
3,186 116
2,561 1,680
662 572
70,911 51,982
8,594 19,431
(987 (122
450 (1,800
(628 (535
(1,165 (2,457
7,429 16,974
11,555 5,879
$(4,126 $11,095
$(0.08 $0.22
$(0.08 $0.22
50,120 50,383
50,120 50,931

See notes to unaudited condensed consolidated financial statements.

4

R N

Nine Months Ended
August 31, August 31,
2015 2014
$85,794 $76,645
179,042 157,994
264,836 234,639
4,526 4,951
31,174 16,276
12,805 1,893
48,505 23,120
216,331 211,519
92,607 71,425
65,533 45,568
42,065 35,236
9,559 428
8,715 2,001
3,180 3,148
221,659 157,806
(5,328 ) 53,713
(2,808 ) (430
1,153 (383
397 (1,768
(1,258 ) (2,581
(6,586 ) 51,132
(7,256 ) 16,138
$670 $34,994
$0.01 $0.69
$0.01 $0.68
50,377 50,975
51,117 51,590

P P
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Condensed Consolidated Statements of Comprehensive (Loss) Income

Three Months Ended Nine Months Ended

(In thousands) August 31, August 31, August31, August 31,

2015 2014 2015 2014
Net (loss) income $(4,126 ) $11,095 $670 $34,994
Other comprehensive (loss) income, net of tax:
Foreign currency translation adjustments (257 ) (1,044 ) (8,411 ) 93
Unrealized (losses) gains on investments, net of tax of $0 for the
third quarter and first nine months of 2015, and $408 and $567 for (17 ) 709 (52 ) 816
the third quarter and first nine months of 2014, respectively
Reclassification adjustment for losses included in net income, net 1617 o 1617
of tax of $937 for the third quarter and first nine months of 2014 ’ ’
Total other comprehensive (loss) income, net of tax (274 ) 1,282 (8,463 ) 2,526
Comprehensive (loss) income $(4,400 ) $12,377 $(7,793 ) $37,520

See notes to unaudited condensed consolidated financial statements.
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Condensed Consolidated Statements of Cash Flows

(In thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of property and equipment
Amortization of intangibles and other
Stock-based compensation

Asset impairment

Loss on sales of auction rate securities

Deferred income taxes

Excess tax benefit from stock plans

Allowances for accounts receivable

Changes in operating assets and liabilities:
Accounts receivable

Other assets

Accounts payable and accrued liabilities

Income taxes payable

Deferred revenue

Net cash flows from operating activities

Cash flows used in investing activities:
Purchases of investments

Sales and maturities of investments
Redemptions and sales of auction rate securities
Purchases of property and equipment
Capitalized software development costs
Payments for acquisitions, net of cash acquired
Proceeds from divestitures, net

Decrease in other noncurrent assets

Net cash flows (used in) from investing activities
Cash flows from (used in) financing activities:
Proceeds from stock-based compensation plans

Purchases of stock related to withholding taxes from the issuance of restricted stock

units

Repurchases of common stock

Excess tax benefit from stock plans

Payment of contingent consideration

Proceeds from the issuance of debt

Payment of long-term debt

Payment of issuance costs for long-term debt

Net cash flows from (used in) financing activities
Effect of exchange rate changes on cash

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Nine Months Ended
August 31, August 31,
2015 2014
$670 $34,994
7,209 7,384
24,420 3,648
18,812 18,194
3,999 —

— 2,554
(23,067 (390
(1,107 (434
356 455
11,160 8,325
(508 10,535
(3,378 (17,049
7,367 2,123
31,255 (1,870
77,188 68,469
(20,068 (1,900
10,436 14,935
— 26,196
(6,079 (7,183
(1,661 (3,008
(246,275 (12,493
4,500 3,300
— 144
(259,147 19,991
10,459 10,714
(2,850 (3,141
(32,868 (52,604
1,107 434
(209 (210
150,000 —
(5,625 —
(1,787 —
118,227 (44,807
(10,237 91
(73,969 43,562
263,082 198,818
$189,113 $242,380
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Condensed Consolidated Statements of Cash Flows, continued

Nine Months Ended
August 31, August 31,
2015 2014
Supplemental disclosure:
Cash paid for income taxes, net of refunds of $1,887 in 2015 and $296 in 2014 $7,329 $6,300
Cash paid for interest $2,150 $—

Non-cash financing activities:

Total fair value of restricted stock awards, restricted stock units and deferred stock units
on date vested

See notes to unaudited condensed consolidated financial statements.

$9,963 $10,525
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Notes to Condensed Consolidated Financial Statements
Note 1: Basis of Presentation

Company Overview - We are a global software company that simplifies the development, deployment and
management of business applications on-premise or in the cloud, on any platform or device, to any data source, with
enhanced performance, minimal IT complexity and low total cost of ownership. Our comprehensive portfolio of
products provides leading solutions for rapid development, broad data integration and efficient data analysis. Our
solutions are used across a variety of industries.

Our products are generally sold as perpetual licenses, but certain products and business activities also use term
licensing models and our cloud-based offerings use a subscription based model. More than half of our worldwide
license revenue is realized through relationships with indirect channel partners, principally application partners and
original equipment manufacturers (OEMs). Application partners are independent software vendors (ISVs) that
develop and market applications using our technology and resell our products in conjunction with sales of their own
products that incorporate our technology. OEMs are companies that embed our products into their own software
products or devices.

We operate in North America and Latin America (the Americas); Europe, the Middle East and Africa (EMEA); and
the Asia Pacific region, through local subsidiaries as well as independent distributors.

Basis of Presentation and Significant Accounting Policies - We prepared the accompanying unaudited condensed
consolidated financial statements pursuant to the rules and regulations of the Securities and Exchange Commission
(SEC) regarding interim financial reporting. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America (GAAP) for complete financial
statements and these unaudited financial statements should be read in conjunction with the audited financial
statements included in our Annual Report on Form 10-K for the fiscal year ended November 30, 2014.

We made no significant changes in the application of our significant accounting policies that were disclosed in our
Annual Report on Form 10-K for the fiscal year ended November 30, 2014. We have prepared the accompanying
unaudited condensed consolidated financial statements on the same basis as the audited financial statements included
in our Annual Report on Form 10-K, and these financial statements include all adjustments, consisting only of normal
recurring adjustments, necessary for a fair presentation of the results of the interim periods presented. The operating
results for the interim periods presented are not necessarily indicative of the results expected for the full fiscal year.

Recent Accounting Pronouncements - In May 2014, the Financial Accounting Standards Board (FASB) issued
Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers (Topic 606) (ASU 2014-09).
ASU 2014-09 outlines a single comprehensive model for entities to use in accounting for revenue arising from
contracts with customers and supersedes most current revenue recognition guidance, including industry-specific
guidance. This new guidance is effective for annual reporting periods (including interim reporting periods within
those periods) beginning after December 15, 2016. Early adoption is not permitted. Entities have the option of using
either a full retrospective or a modified approach to adopt the guidance. In July 2015, the FASB voted to defer the
effective date of this ASU by one year for reporting periods beginning after December 15, 2017, with early adoption
permitted as of the original effective date. As a result, the new effective date for the Company will be December 1,
2018. This update could impact the timing and amounts of revenue recognized. Management is currently assessing the
impact the adoption of this ASU will have on the Company’s consolidated financial statements.

In April 2015, the FASB issued Accounting Standards Update No. 2015-03, Interest - Imputation of Interest (Subtopic
835-30) Simplifying the Presentation of Debt Issuance Costs (ASU 2015-03). ASU 2015-03 requires debt issuance

10
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costs to be presented in the balance sheet as a direct deduction from the carrying value of the associated debt liability,
consistent with the presentation of a debt discount. The guidance in ASU 2015-03 is required for annual reporting
periods beginning after December 15, 2015, including interim periods within the reporting period. Early adoption is
permitted for financial statements that have not been previously issued. The Company is considering early adoption of
the new standard and expects the impact on the Company's consolidated balance sheets to be a reclassification of
approximately $1.4 million from other assets to long-term debt as of December 1, 2015.

11
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Note 2: Cash, Cash Equivalents and Investments

A summary of our cash, cash equivalents and available-for-sale investments at August 31, 2015 is as follows (in
thousands):

Amortized Unrealized Unrealized Fair Value
Cost Basis Gains Losses
Cash $163,248 $— $— $163,248
Money market funds 25,865 — — 25,865
State and municipal bond obligations 29,157 52 (18 ) 29,191
Total $218,270 $52 $(18 ) $218,304

A summary of our cash, cash equivalents and available-for-sale investments at November 30, 2014 is as follows (in
thousands):

Amortized Unrealized Unrealized

Cost Basis Gains Losses Fair Value
Cash $195,189 $— $— $195,189
Money market funds 67,893 — — 67,893
State and municipal bond obligations 20,100 86 — 20,186
Total $283,182 $86 $— $283,268
Such amounts are classified on our condensed consolidated balance sheets as follows (in thousands):
August 31, 2015 November 30, 2014
Cash and Short-Term Cash and Short-Term
Equivalents Investments Equivalents Investments
Cash $163,248 $— $195,189 $—
Money market funds 25,865 — 67,893 —
State and municipal bond obligations — 29,191 — 20,186
Total $189,113 $29,191 $263,082 $20,186
The fair value of debt securities by contractual maturity is as follows (in thousands):
August 31, November 30,
2015 2014
Due in one year or less $13,093 $11,140
Due after one year () 16,098 9,046
Total $29,191 $20,186

Includes state and municipal bond obligations, which are securities representing investments available for current
operations and are classified as current in the consolidated balance sheets.

ey

We did not hold any investments with continuous unrealized losses as of August 31, 2015 or November 30, 2014.

12
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Note 3: Derivative Instruments

We generally use forward contracts that are not designated as hedging instruments to hedge economically the impact
of the variability in exchange rates on accounts receivable denominated in certain foreign currencies. We generally do

not hedge the net assets of our international subsidiaries. All forward contracts are recorded at fair value in other

current assets, other accrued liabilities, or other noncurrent liabilities on the condensed consolidated balance sheets at
the end of each reporting period and expire from 90 days to two years. In the three and nine months ended August 31,

2015, realized and unrealized gains of $0.6 million and realized and unrealized losses of $1.9 million, respectively,
from our forward contracts were recognized in foreign currency gain (loss), net in the condensed consolidated

statements of operations. In the three and nine months ended August 31, 2014, realized and unrealized losses of $0.4
million and $1.5 million, respectively, from our forward contracts were recognized in foreign currency gain (loss), net
in the condensed consolidated statements of operations. The losses were substantially offset by realized and unrealized

gains on the offsetting positions.

The table below details outstanding foreign currency forward contracts where the notional amount is determined using

contract exchange rates (in thousands):

August 31, 2015 November 30, 2014
Notional Value Fair Value Notional Value Fair Value
Forward contracts to sell U.S. dollars $88,030 $(3,389 ) $21,738 $(13
Forward contracts to purchase U.S. dollars 7,966 (63 ) 15,534 (89
Total $95,996 $(3,452 ) $37,272 $(102

Note 4: Fair Value Measurements
Recurring Fair Value Measurements

The following table details the fair value measurements within the fair value hierarchy of our financial assets and
liabilities at August 31, 2015 (in thousands):

Fair Value Measurements Using

Total Fair Level 1 Level 2 Level 3
Value
Assets
Money market funds $25,865 $25,865 $— $—
State and municipal bond obligations 29,191 — 29,191 —
Liabilities
Foreign exchange derivatives $(3,452 ) $— $(3,452 ) $—

The following table details the fair value measurements within the fair value hierarchy of our financial assets and
liabilities at November 30, 2014 (in thousands):

Fair Value Measurements Using

Total Fair Level 1 Level 2 Level 3
Value
Assets
Money market funds $67,893 $67,893 $— $—
State and municipal bond obligations 20,186 — 20,186 —
Foreign exchange derivatives (102 ) — (102 ) —

13
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Liabilities
Contingent consideration $(1,717 ) $— $— $(1,717

When developing fair value estimates, we maximize the use of observable inputs and minimize the use of
unobservable inputs. When available, we use quoted market prices to measure fair value. The valuation technique
used to measure fair value for our

10

)
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Level 1 and Level 2 assets is a market approach, using prices and other relevant information generated by market
transactions involving identical or comparable assets. If market prices are not available, the fair value measurement is
based on models that use primarily market based parameters including yield curves, volatilities, credit ratings and
currency rates. In certain cases where market rate assumptions are not available, we are required to make judgments
about assumptions market participants would use to estimate the fair value of a financial instrument.

We have also classified contingent consideration related to the Rollbase, Inc. (Rollbase) and Modulus LLC (Modulus)
acquisitions, which occurred in the second quarter of fiscal years 2013 and 2014, respectively, within Level 3 of the
fair value hierarchy because the fair values are derived using significant unobservable inputs, which include discount
rates and probability-weighted cash flows. We determined the fair value of our contingent consideration obligations
based on a probability-weighted income approach derived from probability assessments of the attainment of certain
milestones. We establish discount rates to be utilized in our valuation models based on the cost to borrow that would
be required by a market participant for similar instruments. In determining the probability of attaining certain
milestones, we utilize data regarding similar milestone events from our own experience. On a quarterly basis, we
reassess the probability factors associated with the milestones for our contingent consideration obligations. Significant
judgment is employed in determining the appropriateness of these key assumptions as of the acquisition date and for
each subsequent period.

The key assumption as of August 31, 2015 related to the contingent consideration for the acquisition of Modulus used
in the model is a probability of 0% that the year two milestone associated with the contingent consideration will be
achieved. As such, we reduced the balance of the liability to $0 during the third quarter of fiscal year 2015. The year
one milestone was not achieved as of May 31, 2015, which was the end of the first milestone period, and as a result,
the liability was also reduced to $0 as of May 31, 2015.

In regard to the contingent consideration related to the acquisition of Rollbase, the contingency was relieved as of
May 31, 2015 as the milestones associated with the contingent consideration were achieved as of this date. As such,
the amount of the payment related to the contingent consideration was known as of May 31, 2015 and was based on
actual results. We transferred the contingent earn out liability to a Level 2 fair value measurement as the value as of
May 31, 2015 was based on observable inputs. The payment was made in June 2015 in the amount of $0.2 million; as
such, there is no longer a liability related to the Rollbase contingent consideration as of August 31, 2015.

The following table reflects the activity for our liabilities measured at fair value using Level 3 inputs for each period
presented (in thousands):

Three Months Ended Nine Months Ended
August 31, August 31, August 31, August 31,

2015 2014 2015 2014
Balance, beginning of period $295 $1,649 $1,717 $388
Incurrence of contingent purchase price liability — — — 1,450
Payments of contingent consideration — — (209 ) (210 )
Changes in fair value of contingent consideration obligation (295 ) 2 (1,508 ) 23
Balance, end of period $— $1,651 $— $1,651

We recorded credits of approximately $0.3 million and $1.5 million during the three and nine months ended August
31, 2015, respectively, due to the change in fair value of the contingent consideration obligation, which is included in
acquisition-related expenses in our condensed consolidated statement of operations.

Nonrecurring Fair Value Measurements

15
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During the second quarter of fiscal year 2015, certain assets have been measured at fair value on a nonrecurring basis
using significant unobservable inputs (Level 3). Based on the fair value measurement, we recorded a $3.9 million
asset impairment charge as of May 31, 2015 related to our cloud-based mobile application development technology as
a result of our decision to replace our existing cloud-based mobile application development technology with
technology acquired in connection with the acquisition of Telerik AD (Note 11).

11

16



Edgar Filing: PROGRESS SOFTWARE CORP /MA - Form 10-Q

Table of Contents
The following table presents nonrecurring fair value measurements as of May 31, 2015 (in thousands):

Total Fair Value Total Losses
Long-lived assets $60 $3,947

The fair value measurement was determined using an income-based valuation methodology, which incorporates
unobservable inputs, including discounted expected cash flows over the remaining estimated useful life of the
technology, thereby classifying the fair value as a Level 3 measurement within the fair value hierarchy. The expected
cash flows include subscription fees to be collected from existing customers using the platform, offset by hosting fees
and compensation related costs to be incurred over the remaining estimated useful lives.

We did not have any nonrecurring fair value measurements as of August 31, 2015 and November 30, 2014.

Note 5: Intangible Assets and Goodwill

Intangible Assets

Intangible assets are comprised of the following significant classes (in thousands):

August 31, 2015 November 30, 2014
SZ(;:S. Accumulated Net Book gross. Accumulated Net Book
ymng Amortization Value arrymg Amortization Value

Amount Amount
Purchased technology $118,133 $(51,924 ) $66,209 $53,789 $(39,575 ) $14,214
Oct‘flsetromer'related and 617 (22917 ) 44,700 20,554 (15195 ) 5359
I;ff:smarks andtrade 5 35 (4,916 ) 10,414 4,130 (3,125 ) 1,005
Total $201,080 $(79,757 ) $121,323 $78.473 $(57,895 ) $20,578

As a result of the acquisition of Telerik in December 2014 (Note 6), we recorded $64.8 million of purchased
technology, $47.1 million of customer-related and other, and $11.2 million of trademarks and trade names as
intangible assets during the nine months ended August 31, 2015. These intangibles have a weighted average useful life
of 5 years.

In the three and nine months ended August 31, 2015, amortization expense related to intangible assets was $7.3
million and $22.4 million, respectively. In the three and nine months ended August 31, 2014, amortization expense

related to intangible assets was $1.0 million and $2.3 million, respectively.

Future amortization expense for intangible assets as of August 31, 2015, is as follows (in thousands):

Remainder of 2015 $7,214
2016 28,499
2017 28,499
2018 27,686
2019 26,561
Thereafter 2,864
Total $121,323

17
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Goodwill

Changes in the carrying amount of goodwill in the nine months ended August 31, 2015, are as follows (in thousands):

Balance, November 30, 2014 $232.836
Additions 137,921
Translation adjustments (292 )
Balance, August 31, 2015 $370,465

The addition to goodwill during the first nine months of fiscal year 2015 is related to the acquisition of Telerik AD in
December 2014 (Note 6).

As of August 31, 2015, the amount of goodwill allocated to each of our three reporting units is as follows (in
thousands):

OpenEdge $212,011
Data Connectivity and Integration 19,040
Application Development and Deployment 139,414
Balance, August 31, 2015 $370,465

During the fourth quarter of fiscal year 2014, we completed our annual testing for impairment of goodwill and, based
on those tests, concluded that no impairment of goodwill existed as of October 31, 2014. As of August 31, 2015, no
triggering events have occurred that would indicate a potential impairment of goodwill exists.

Note 6: Business Combinations
Telerik Acquisition

On December 2, 2014, we, through a wholly owned subsidiary, completed the acquisition of all of the outstanding
securities of Telerik AD (Telerik), a leading provider of application development tools based in Sofia, Bulgaria, for
total consideration of $262.5 million. Approximately $10.5 million of the total consideration was paid to Telerik’s
founders and certain other key employees in restricted stock units, subject to a vesting schedule and continued
employment. Under the Securities Purchase Agreement, 10% of the total consideration was deposited into an escrow
account to secure certain indemnification and other obligations of the sellers to Progress.

Through this acquisition, we now provide comprehensive cloud and on-premise platform offerings that enable
developers to rapidly create applications, driven by data for any web, desktop or mobile platform. We funded the
acquisition through a combination of existing cash resources and a $150 million term loan (Note 7).

The total consideration, less the fair value of the granted restricted stock units discussed above, which are considered
compensation arrangements, has been allocated to Telerik’s tangible assets, identifiable intangible assets and assumed
liabilities based on their estimated fair values. The preliminary fair value estimates of the net assets acquired are based
upon preliminary calculations and valuations, and those estimates and assumptions are subject to change as we obtain
additional information for those estimates during the measurement period (up to one year from the acquisition date).
The excess of the total consideration, less the fair value of the restricted stock units, over the tangible assets,
identifiable intangible assets and assumed liabilities was recorded as goodwill.

19
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The preliminary allocation of the purchase price is as follows (in thousands):

Weighted
Total Average Life
Net working capital $6,612
Property, plant and equipment 3,108
Identifiable intangible assets 123,100 5 years
Deferred taxes (10,401 )
Deferred revenue (7,915 )
Other non-current liabilities 472 )
Goodwill 137,921
Net assets acquired $251,953

The preliminary fair value of the intangible assets has been estimated using the income approach in which the
after-tax cash flows are discounted to present value. The cash flows are based on estimates prepared by management,
and the discount rates applied were benchmarked with reference to the implied rate of return from the transaction
model as well as the weighted average cost of capital. Based on the preliminary valuation, the acquired intangible
assets are comprised of purchased technology of approximately $64.8 million, customer-related and other of
approximately $47.1 million, and trademarks and trade names of approximately $11.2 million.

Deferred taxes include deferred tax liabilities resulting from the tax effects of fair value adjustments related to
identifiable intangible assets and deferred revenue, partially offset by the fair value of deferred tax assets acquired
from Telerik. Tangible assets acquired and assumed liabilities were recorded at fair value. The valuation of the
assumed deferred revenue was based on our contractual commitment to provide post-contract customer support to
Telerik customers and future contractual performance obligations under existing hosting arrangements. The fair value
of this assumed liability was based on the estimated cost plus a reasonable margin to fulfill these service obligations.
A significant portion of the deferred revenue is expected to be recognized in the 12 months following the acquisition.

We recorded the excess of the purchase price over the identified tangible and intangible assets as goodwill. We
believe that the investment value of the future enhancement of our product and solution offerings created as a result of
this acquisition has principally contributed to a purchase price that resulted in the recognition of $137.9 million of
goodwill, which is not deductible for tax purposes.

As discussed above, approximately $10.5 million of the total consideration was paid to Telerik’s founders and certain
other key employees in restricted stock units, subject to a vesting schedule and continued employment. We concluded
that the restricted stock units are compensation arrangements and we have been recognizing stock-based compensation
expense in accordance with the vesting schedule over the service period of the awards, which is 2 years. We recorded
$0.7 million and $2.1 million of stock-based compensation expense related to these restricted stock units for the three
and nine months ended August 31, 2015, respectively. This amount is recorded as operating expenses in our
condensed consolidated statement of operations.

Acquisition-related transaction costs (e.g., legal, due diligence, valuation, and other professional fees) and certain
acquisition restructuring and related charges are not included as a component of consideration transferred, but are
required to be expensed as incurred. During the three and nine months ended August 31, 2015, we incurred
approximately $0.8 million and $2.7 million of acquisition-related costs, respectively, which are included in
acquisition-related expenses in our condensed consolidated statement of operations.

In connection with the acquisition of Telerik, we agreed to provide retention bonuses to certain Telerik employees as
an incentive for those employees to remain with Telerik for at least one year following the acquisition. We concluded
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that the retention bonuses for these individuals, which total approximately $2.5 million, are compensation
arrangements and we have been accruing the maximum payouts ratably over the one-year service period. We have
incurred $0.6 million and $1.8 million of expense related to the retention bonuses for the three and nine months ended
August 31, 2015, respectively, which are included in the acquisition-related expenses in our condensed consolidated
statement of operations discussed above.

The operations of Telerik are included in our operating results as part of the Application Development and
Deployment business unit from the date of acquisition. The amount of revenue of Telerik included in our unaudited
condensed consolidated statement of operations during the three and nine months ended August 31, 2015 was
approximately $12.5 million and $26.2
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million, respectively. The amount of pretax losses of Telerik included in our unaudited condensed consolidated
statement of operations during the three and nine months ended August 31, 2015 were approximately $4.0 million and
$22.7 million, respectively. The revenue of Telerik is primarily being recognized ratably over the maintenance period,
which is generally one year, as vendor specific objective evidence (or VSOE) of fair value cannot be established for
such maintenance. The pretax loss does not include the amortization expense of approximately $18.5 million related
to the acquired intangible assets discussed above as the intangible assets and related amortization were recorded by the
acquiring entity.

Pro Forma Information

The following pro forma financial information presents the combined results of operations of Progress and Telerik as
if the acquisition had occurred on December 1, 2013 after giving effect to certain pro forma adjustments. The pro
forma adjustments reflected herein include only those adjustments that are directly attributable to the Telerik
acquisition and factually supportable. These pro forma adjustments include (i) a decrease in revenue from Telerik due
to the beginning balance of deferred revenue being adjusted to reflect the fair value of the acquired balance, (ii) a net
increase in amortization expense to eliminate historical amortization of Telerik intangible assets and to record
amortization expense for the $123.1 million of acquired identifiable intangible assets, (iii) stock-based compensation
expense relating to the consideration paid to Telerik’s founders and certain other key employees in restricted stock
units, as discussed above, (iv) a net increase in interest expense to eliminate historical interest expense of Telerik as a
result of the repayment of all Telerik outstanding debt in connection with the acquisition and to record interest
expense for the period presented as a result of the new credit facility entered into by Progress in connection with the
acquisition, (v) acquisition-related costs, including transaction costs incurred by Progress related to the accrual of
retention bonuses discussed above, and (vi) the income tax effect of the adjustments made at either the statutory tax
rate of Bulgaria (10%) or the statutory tax rate of the U.S. (approximately 37%) depending on which jurisdiction the
adjustment impacts.

The pro forma financial information does not reflect any adjustments for anticipated synergies resulting from the
acquisition and is not necessarily indicative of the operating results that would have actually occurred had the
transaction been consummated on December 1, 2013.

Pro Forma Pro Forma
(In thousands, except per share data) Three Months Ended Nine Months Ended
August 31, 2014 August 31, 2014
Revenue $90,409 $256,338
Net loss $(1,251 ) $(17,283 )
Net loss per basic and diluted share $(0.02 ) $(0.34 )

BravePoint Acquisition

On October 1, 2014, we acquired 100% of the capital stock of BravePoint, Inc. (BravePoint) from Chesapeake
Utilities Corporation in exchange for $12.0 million in cash. BravePoint is based in Norcross, Georgia and is a provider
of OpenEdge consulting, training and application development services designed to increase customers' profitability
and competitiveness through the use of technology. This acquisition significantly extends our services capabilities and
enhances our ability to quickly enable our partners and customers to take greater advantage of new technologies. The
acquisition was accounted for as a business combination, and accordingly, the results of operations of BravePoint are
included in our operating results as part of the OpenEdge business unit from the date of acquisition. We paid the
purchase price in cash from available funds.
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The allocation of the purchase price is as follows (in thousands):

Weighted

Total Average Life
Net working capital $2,902
Property and equipment 735
Other assets 16
Deferred revenue (680 )
Customer-related and other 4,110 7 Years
Trad