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NUANCE COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:

Professional services and hosting
Product and licensing
Maintenance and support

Total revenues

Cost of revenues:

Professional services and hosting
Product and licensing
Maintenance and support
Amortization of intangible assets
Total cost of revenues

Gross profit

Operating expenses:

Research and development

Sales and marketing

General and administrative
Amortization of intangible assets
Acquisition-related costs, net

Restructuring and other charges, net

Impairment of goodwill

Total operating expenses
(Loss) income from operations
Other (expense) income:
Interest income

Interest expense

Other expense, net

Loss before income taxes

Provision (benefit) for income taxes

Net loss

Net loss per share:
Basic

Diluted

Weighted average common shares outstanding:

Basic
Diluted

Three Months Ended  Six Months Ended

March 31,

2018

(Unaudited)

2017

March 31,

2018

2017

(In thousands, except per share amounts)

$274,574
161,284
78,366
514,224

181,051
18,966
14,191
14,780
228,988
285,236

74,185
94,187
74,288
22,670
2,360
8,948
137,907
414,545

$258,690 $533,601

159,258
81,625
499,573

164,170
18,790
13,240
17,218
213,418
286,155

66,232
93,674
41,518
27,912
5,379

19,911

254,626

(129,309 ) 31,529

2,236
(33,866
(570

1,280

) (37,853
) (19,623

(161,509 ) (24,667

2,544

9,141

$(164,053) $(33,808 ) $(110,825) $(57,736)

$(0.56
$(0.56

294,103
294,103

) $(0.12
) $(0.12

291,021
291,021

$512,107

323,094 311,010
159,174 164,114
1,015,869 987,231
353,579 329,062
38,035 37,168
28,432 26,838
30,136 32,760
450,182 425,828
565,687 561,403
147,551 132,554
196,147 195,190
127,180 81,308
45,734 55,771
7,921 14,405
23,749 26,614
137,907 —
686,189 505,842
(120,502 ) 55,561
4,428 2,303

) (69,936 ) (75,874 )

) (792 ) (20,232 )

) (186,802 ) (38,242 )
(75,977 ) 19,494

) $(0.38 ) $(0.20 )

) $(0.38 ) $(0.20 )
292,720 289,976
292,720 289,976
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NUANCE COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

Net loss

Other comprehensive income (loss):

Foreign currency translation adjustment
Pension adjustments

Unrealized (loss) gain on marketable securities
Total other comprehensive income (loss), net
Comprehensive loss

Three Months Ended Six Months Ended

March 31, March 31,
2018 2017 2018 2017
(Unaudited)

(In thousands)
$(164,053) $(33,808) $(110,825) $(57,736)

4,096 17,947 5,611 (12,619 )
— 118 116 236

(71 ) 27 (348 ) (4 )
4,025 18,092 5,379 (12,387 )

$(160,028) $(15,716) $(105,446) $(70,123)
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NUANCE COMMUNICATIONS, INC.

CONSOLIDATED BALANCE SHEETS
March 31,  September 30,
2018 2017
(Unaudited)
(In thousands, except per
share amounts)

ASSETS

Current assets:

Cash and cash equivalents $468,642  $592,299
Marketable securities 153,008 251,981
Accounts receivable, less allowances for doubtful accounts of $12,458 and $14,333 411,648 395,392
Prepaid expenses and other current assets 107,929 88,269
Total current assets 1,141,227 1,327,941
Marketable securities 27,087 29,844
Land, building and equipment, net 172,521 176,548
Goodwill 3,472,849 3,590,608
Intangible assets, net 596,060 664,474
Other assets 147,016 142,508
Total assets $5,556,760 $5,931,923

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Current portion of long-term debt $— $376,121
Contingent and deferred acquisition payments (including $1.5 million due to a related 20.926 23.860
party as of March 31, 2018, as more fully described in Note 16) ’ ’

Accounts payable 92,767 94,604
Accrued expenses and other current liabilities 214,680 245,901
Deferred revenue 413,126 366,042
Total current liabilities 741,499 1,111,528
Long-term debt 2,311,484 2,241,283
Deferred revenue, net of current portion 469,575 423,929
Deferred tax liabilities 42,344 131,320
Other liabilities 98,176 92,481
Total liabilities 3,663,078 4,000,541

Commitments and contingencies (Note 15)

Stockholders’ equity:
Common stock, $0.001 par value per share; 560,000 shares authorized; 298,330 and

293,938 shares issued and 294,580 and 290,187 shares outstanding, respectively 298 294
Additional paid-in capital 2,697,869 2,629,245
Treasury stock, at cost (3,751 shares) (16,788 ) (16,788 )
Accumulated other comprehensive loss (95,963 ) (101,342 )
Accumulated deficit (691,734 ) (580,027 )
Total stockholders’ equity 1,893,682 1,931,382
Total liabilities and stockholders’ equity $5,556,760 $5,931,923
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NUANCE COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization
Stock-based compensation

Non-cash interest expense

Deferred tax (benefit) provision

Loss on extinguishment of debt
Impairment of goodwill

Impairment of fixed asset

Other

Changes in operating assets and liabilities, excluding effects of acquisitions:
Accounts receivable

Prepaid expenses and other assets
Accounts payable

Accrued expenses and other liabilities
Deferred revenue

Net cash provided by operating activities
Cash flows from investing activities:
Capital expenditures

Payments for business and asset acquisitions, net of cash acquired (including cash payments of

$3.5 million to a related party for fiscal 2018, see Note 16)
Purchases of marketable securities and other investments

Proceeds from sales and maturities of marketable securities and other investments

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Repayment and redemption of debt

Proceeds from issuance of long-term debt, net of issuance costs
Payments for repurchase of common stock

Acquisition payments with extended payment terms

Proceeds from issuance of common stock from employee stock plans
Payments for taxes related to net share settlement of equity awards
Other financing activities

Net cash (used in) provided by financing activities

Effects of exchange rate changes on cash and cash equivalents

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Six Months Ended

March 31,
2018

2017

(Unaudited)
(In thousands)

$(110,825) $(57,736)

107,055
71,735
25,195
(90,331
137,907
1,780
579

(12,415
(22,059
(3,773
5,230
85,287
195,365

(25,326
(12,768

(92,994
195,273
64,185

(331,172

(16,927
9,360
(44,006
(647
(383,392
185
(123,657
592,299
$468,642

116,644
79,478
26,771

) 5,643
18,565
10,944
2,342

) (1,431 )

) (12,295 )

) (1,000 )
(10,579 )
72,988
250,334

) (18,787 )
) (72,990 )

) (153,851)
69,658
(175,970 )

) (634,055 )
838,959
(99,077 )

) —

8,598

) (43,353 )

) (206 )

) 70,866
(1,210 )

) 144,020
481,620
$625,640
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NUANCE COMMUNICATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Presentation

The condensed consolidated financial statements include the accounts of Nuance Communications, Inc. (“Nuance”, “we”,
"our", or “the Company”) and our wholly-owned subsidiaries. We prepared the unaudited interim condensed
consolidated financial statements in accordance with accounting principles generally accepted in the United States of
America (the “U.S.” or the "United States") and pursuant to the rules and regulations of the Securities and Exchange
Commission (the “SEC”). The condensed consolidated financial statements reflect all normal and recurring adjustments
that, in our opinion, are necessary to present fairly our financial position, results of operations and cash flows for the
periods presented. The preparation of financial statements in conformity with U.S. Generally Accepted Accounting
Principles (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts and
classifications of assets and liabilities, disclosure of contingent assets and liabilities, and the reported amounts of
revenues and expenses during the reporting period.

Although we believe the disclosures included herein are adequate to ensure that the condensed consolidated financial
statements are fairly presented, certain information and footnote disclosures to the financial statements have been
condensed or omitted in accordance with the rules and regulations of the SEC. Accordingly, the condensed
consolidated financial statements and the footnotes included herein should be read in conjunction with the audited
financial statements and the footnotes included in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2017. The results of operations for the interim periods presented are not necessarily indicative of the
results for the entire fiscal year or any future period.

2. Summary of Significant Accounting Policies

Recently Adopted Accounting Standards

In October 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2016-16, "Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other Than Inventory” ("ASU 2016-16"),
which requires income tax consequences of inter-company transfers of assets other than inventory to be recognized
when the transfer occurs. ASU 2016-16 is effective for fiscal years beginning after December 15, 2017, with early
adoption permitted. We early adopted the guidance during the first quarter of fiscal year 2018. As a result, deferred tax
liabilities of $0.9 million arising from inter-company transfers in prior years were recognized and recorded against the
beginning balance of accumulated deficit in the first quarter of fiscal year 2018. The adoption of the guidance did not
have a material impact on our consolidated financial statements for any period presented.

Recently Issued Accounting Standards

In January 2018, the FASB issued ASU 2018-02, "Income Statement — Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income ("AOCI"), which is effective
for fiscal years beginning after December 15, 2018 and interim periods therein, with early adoption permitted. The
guidance gives entities the option to reclassify to retained earnings the tax effects resulting from the Tax Cuts and Jobs
Act ("TCJA") related to items in AOCI. The new guidance may be applied retrospectively to each period in which the
effect of the Act is recognized in the period of adoption. We do not expect the implementation to have a material
impact on our consolidated financial statements.

In August 2016, the FASB issued ASU 2016-15, "Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments" ("ASU 2016-15"), which is effective for fiscal years beginning after December 15,
2017 and the interim periods therein, with early adoption permitted. The guidance requires cash flows with multiple
characteristics to be classified using a three-step process, including (i) determining whether explicit guidance is
applicable, (ii) separating each identifiable source or use of cash flows, and (iii) determining the predominant source
or use of cash flows when the source or use of cash flows cannot be separately identifiable. The guidance will be
applied retrospectively to each period presented. We do not expect the implementation to have a material impact on
our consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, "Leases" ("ASU 2016-02"). ASU 2016-02 requires lessees to
recognize on the balance sheet a right-of-use asset, representing its right to use the underlying asset for the lease term,

12
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and a lease liability for all leases with terms greater than 12 months. The guidance also requires qualitative and
quantitative disclosures designed to assess the amount, timing, and uncertainty of cash flows arising from leases. The
standard requires the use of a modified retrospective transition approach, which includes a number of optional
practical expedients that entities may elect to apply. ASU 2016-02 is effective for us in the first quarter of fiscal year
2020, and early application is permitted. We are currently evaluating the impact of our pending adoption of ASU
2016-02 on our consolidated financial statements, and we currently expect that most of our operating lease
commitments will be subject to the new standard and recognized as operating lease liabilities and right-of-use assets
upon our adoption of ASU 2016-02, which will increase our total assets and total liabilities that we report relative to
such amounts prior to adoption.

5
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NUANCE COMMUNICATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In January 2016, the FASB issued ASU No. 2016-01, "Recognition and Measurement of Financial Assets and
Financial Liabilities" ("ASU 2016-01"). ASU 2016-01 amends the guidance on the classification and measurement of
financial instruments. Although ASU 2016-01 retains many current requirements, it significantly revises accounting
related to the classification and measurement of investments in equity securities and the presentation of certain fair
value changes for financial liabilities measured at fair value. ASU 2016-01 also amends certain disclosure
requirements associated with the fair value of financial instruments and is effective for us in the first quarter of fiscal
year 2019. Based on the composition of our investment portfolio, we do not believe the adoption of ASU 2016-01 will
have a material impact on our consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers: Topic 606" ("ASU
2014-09"), to supersede nearly all existing revenue recognition guidance under U.S. GAAP. The core principle of
ASU 2014-09 is to recognize revenues when promised goods or services are transferred to customers in an amount
that reflects the consideration that is expected to be received for those goods or services. ASU 2014-09 defines a
five-step process to achieve this core principle and, in doing so, it is possible more judgment and estimates may be
required within the revenue recognition process than required under existing U.S. GAAP including identifying
performance obligations in the contract, estimating the amount of variable consideration to include in the transaction
price and allocating the transaction price to each separate performance obligation. ASU 2014-09 permits two methods
of adoption: (i) retrospective to each prior reporting period presented; or (ii) retrospective with the cumulative effect
of initially applying the guidance recognized at the date of initial application. In August 2015, the FASB issued ASU
No. 2015-14, Revenue from Contracts with Customers: Deferral of the Effective Date, which deferred the effective
date of the new revenue standard for periods beginning after December 15, 2016 to December 15, 2017, with early
adoption permitted but not earlier than the original effective date. Accordingly, the updated standard is effective for
us in the first quarter of fiscal 2019 and we do not plan to early adopt. In the first quarter of fiscal 2017, we
commenced a project to assess the potential impact of the new standard on our consolidated financial statements and
related disclosures. This project also includes the assessment and enhancement of our internal processes and systems
to address the new standard. While we are continuing to assess all potential impacts of the new standard, we currently
believe the most significant impact relates to our accounting for arrangements that include term-based software
licenses bundled with maintenance and support. Under current GAAP, the revenue attributable to these software
licenses is recognized ratably over the term of the arrangement because vendor-specific objective evidence ("VSOE")
does not exist for the undelivered maintenance and support element as it is not sold separately. The requirement to
have VSOE for undelivered elements to enable the separation of revenue for the delivered software licenses is
eliminated under the new standard. Accordingly, under the new standard we will be required to recognize as revenue a
portion of the arrangement fee upon delivery of the software license. While we currently expect revenue related to our
professional services and cloud offerings to remain substantially unchanged, we are still in the process of evaluating
the impact of the new standard on these arrangements. We plan to adopt this guidance beginning on October 1, 2018
and apply the cumulative catch-up transition method, with a cumulative adjustment to retained earnings as opposed to
retrospectively adjusting prior periods.

3. Business Acquisitions

We continue to expand our solutions and integrate our technologies in new offerings through acquisitions. A summary
of our acquisition activities is as follows:

Fiscal Year 2018

For the six months ended March 31, 2018, we completed an acquisition in our Healthcare segment for a total cash
consideration of $8.7 million and contingent payments with a fair value of $0.5 million. As a result, we recognized
goodwill of $6.8 million, and other intangible assets of $2.0 million, with a weighted average life of 2.0 years. The
acquisition did not have a material impact on our condensed consolidated financial statements for the period.

In April 2018, we completed an acquisition in our Automotive segment for a total cash consideration of approximately
$82 million, net of cash acquired. We are currently in the process of determining the total consideration transferred
and the fair values of assets acquired and liabilities assumed, but do not expect this acquisition to have a material

14
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impact on our condensed consolidated financial statements.

Fiscal Year 2017

For the six months ended March 31, 2017, we completed several acquisitions in our Enterprise, Healthcare and
Mobile segments for a total cash consideration of $34.4 million, 0.8 million shares of common stock valued at $13.4
million and contingent payments with a fair value of $2.0 million. As a result, we recognized goodwill of $27.0
million, and other intangible assets of $22.5 million, with a weighted average life of 6.2 years. Such acquisitions were
not significant individually or in the aggregate.

6
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NUANCE COMMUNICATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Acquisition-Related Costs, net
Acquisition-related costs include costs related to business acquisitions. These costs consist of (i) transition and
integration costs, including retention payments, transitional employee costs and earn-out payments, and other costs
related to integration activities; (ii) professional service fees, including financial advisory, legal, accounting, and other
outside services incurred in connection with acquisition activities, and disputes and regulatory matters related to
acquired entities; and (iii) fair value adjustments to acquisition-related contingencies.
A summary of acquisition-related costs, net is as follows (dollars in thousands):

Three Months Six Months Ended

Ended March 31, March 31,

2018 2017 2018 2017
Transition and integration costs $3,367 $3,612 $7,429 $7,322

Professional service fees 940 2974 1,451 7,991
Acquisition-related adjustments (1,947 ) (1,207 ) (959 ) (908 )
Total $2,360 $5,379 $7,921 $14,405

4. Goodwill and Intangible Assets
The changes in the carrying amount of goodwill by reportable segment for the six months ended March 31, 2018 are
as follows (dollars in thousands):

Goodwill

Healthcare Enterprise Imaging Mobile Automotive Other Total
12331‘;““ as of September 30, ¢} 418334 $673472 $257.792 $1.241,010 $— $— $3,590,608
Acquisitions 6,775 — — — — — 6,775
Purchase accounting adjustments (336 ) — — 2,697 — — 2,361
Effect of foreign currency 1,725 3,536 407 5,344 — — 11,012
translation
Reorganization (Note 17) — 11,991 — (1,249,051 ) 1,080,453 156,607 —

Impairment charge @ — — — — — (137,907 (137,907 )
Balance as of March 31,2018  $1,426,498 $688,999 $258,199 $— $1,080,453 $18,700 $3,472,849
@ Represents accumulated impairment charge as of March 31, 2018.
Other Intangible Assets

The changes in the carrying amount of intangible assets for the six months ended March 31, 2018 are as follows
(dollars in thousands):

Intangible
Assets
Balance at
September 30, 2017 $ 664,474
Acquisitions 2,620

Acquisition from a
related party (Note 5,000

16)

Amortization (75,870 )
Effect of forelgn‘ (164 )
currency translation

Balance at March $ 596,060

31,2018
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Interim Impairment Analysis

As more fully described in Note 17, effective the second quarter of fiscal year 2018, our Automotive business, which
was previously included within our Mobile segment, became a standalone operating segment. In addition, we moved
our Dragon TV business from our Mobile operating segment into our Enterprise operating segment.

As a result of the reorganization, the original Mobile reporting unit was separated into three discrete lines of business
comprised of Automotive, Dragon TV, and Devices. We assigned $1,080.5 million, $12.0 million, and $36.0 million
of goodwill to Automotive, Dragon TV and Devices, respectively, based on their relative fair values as of March 31,

2018, and assessed the assigned goodwill

7
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NUANCE COMMUNICATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

for impairment by comparing each component’s fair value to its carrying amount. The fair values of Automotive and
Dragon TV significantly exceeded their carrying amounts. However, the carrying value of Devices exceeded its fair
value by $35.1 million. The standalone multi-year operating plan reflects the ongoing consolidation of our handset
manufacturer customer base and continued erosion of our penetration of the remaining market. As a result, we
recorded a $35.1 million goodwill impairment for the second quarter of fiscal 2018. After the impairment charge, the
goodwill assigned to Devices as of March 31, 2018 was immaterial. The reorganization did not result in any
impairment charge of other intangible assets for the second quarter of fiscal 2018.

Also during the second quarter of fiscal 2018, our Subscriber Revenue Services ("SRS") reporting unit, originally
included within our Mobile operating segment, recorded significantly lower revenue and profitability due to recent
market disruptions in certain markets that we serve. Our SRS business provides value-added services to mobile
operators in emerging markets, primarily in India and Brazil. These markets have experienced recent and dramatic
disruption as a result of accelerated change in competition and business models for our mobile operator customers.
Specifically, the rapid shift away from a model where voice, data and text are offered separately toward unlimited
bundled services at considerably lower costs has significantly reduced mobile operators’ demand for our services. This
reduced demand materially impacts our future expectations for SRS revenues. As a result, executive management
performed an updated strategic assessment and reduced the long-term growth rates and profitability contemplated in
SRS's multi-year operating plan. We concluded that these financial results coupled with the rapid market shifts being
experienced in the industry were factors that represented impairment indicators, triggering a review of goodwill and
indefinite-lived intangible assets for impairment during the second quarter of fiscal 2018. Based on the result of the
impairment assessment, the carrying value of SRS exceeded its fair value by $94.3 million. In addition, we recorded
an $8.5 million deferred tax benefit related to SRS’s goodwill, which is amortized over time for tax purposes, and
therefore increased the impairment charge by the same amount. As a result, we recorded a goodwill impairment
charge of $102.8 million related to SRS for the second quarter of fiscal 2018. After the impairment charge, goodwill
assigned to SRS was $17.8 million as of March 31, 2018. The assessment did not result in any impairment charge of
other intangible assets for the second quarter of fiscal 2018.

For the purpose of the goodwill impairment analysis, the carrying value of each reporting unit is determined based on
the allocation of assets and liabilities to the reporting unit based on the reporting unit’s revenue and operating expenses
as a percentage of our consolidated revenue and operating expenses. Certain corporate assets and liabilities that are not
directly attributable to the reporting unit’s operations and would not be transferred to a hypothetical purchaser of the
reporting unit are excluded from the reporting unit’s carrying amount.

The fair value of a reporting unit is generally determined using a combination of the income approach and the market
approach, where the income approach is weighted 50% and the market approach 50%. The fair values of Devices and
Dragon TV, however, were determined solely based upon the income approach due to the lack of comparable public
companies or comparable acquisitions. For the income approach, fair value is determined based on the present value
of estimated future after-tax cash flows, discounted at an appropriate risk-adjusted rate. We use our internal forecasts
to estimate future after-tax cash flows and estimate the long-term growth rates based on our most recent views of the
long-term outlook for each reporting unit. Actual results may differ from those assumed in our forecasts. We derive
our discount rates using a capital asset pricing model and analyzing published rates for industries relevant to our
reporting units to estimate the weighted average cost of capital. We use discount rates that are commensurate with the
risks and uncertainty inherent in the respective businesses and in our internally developed forecasts. For the market
approach, we use a valuation technique in which values are derived based on valuation multiples of comparable
publicly traded companies. We assess each valuation methodology based upon the relevance and availability of the
data at the time we perform the valuation and weight the methodologies appropriately.

18



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

Determining the fair value of a reporting unit involves the use of significant estimates and assumptions, all of which
we believe are reasonable but nevertheless inherently uncertain. These estimates and assumptions include revenue
growth rates and operating margins used to estimate future cash flows, risk-adjusted discount rates, future economic
and market conditions, and the use of market comparables. Additionally, if we continue to experience
lower-than-expected growth in a reporting unit or fail to sustain our profitability due to changing market dynamics,
competition or technological obsolescence, it could adversely impact the long-term assumptions used in our goodwill
impairment analysis. Such changes in assumptions and estimates may result in additional impairment of our goodwill
and/or other long-lived assets, which could materially impact our future results of operations and financial conditions.
Finally, as we continue to identify and assess other initiatives to better align our segment reporting structure with our
long-term strategies, any additional changes in our organizational and segment reporting structure may result in
additional impairment charges of goodwill and other intangible assets.
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

5. Financial Instruments and Hedging Activities

Derivatives Not Designated as Hedges

Forward Currency Contracts

We utilize foreign currency forward contracts to mitigate the risks associated with changes in foreign currency
exchange rates. Generally, we enter into such contracts for less than 90 days and have no cash requirements until
maturity. At March 31, 2018 and September 30, 2017, we had outstanding contracts with a total notional value of
$78.0 million and $69.0 million, respectively.

We did not designate any forward contracts as hedging instruments for the six months ended March 31, 2018 or 2017.
Therefore, changes in fair value of foreign currency forward contracts were recognized within other expense, net in
our condensed consolidated statements of operations. The cash flows related to the settlement of forward contracts not
designated as hedging instruments are included in cash flows from investing activities within our condensed
consolidated statement of cash flows.

A summary of the derivative instruments as of March 31, 2018 and September 30, 2017 is as follows (dollars in
thousands):

Fair Value
Derivatives Not Designated as Hedges Balance Sheet Classification March September 30,
2018 2017
Foreign currency forward contracts Prepaid expenses and other current assets $325 $ 220
Foreign currency forward contracts Accrued expenses and other current liabilities (374 ) (373 )

A summary of loss related to the derivative instruments for the six months ended March 31, 2018 and 2017 is as
follows (dollars in thousands):

Three Months .
Income Statement Classification Ended March Six Months Ended
31 March 31,
Derivatives Not Designated as Hedges Income (loss) recognized 2018 2017 2018 2017
Foreign currency forward contracts Other expense, net $(785) $3,555 $(1,182) $(8,060)

6. Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset, or paid to transfer a liability, in an orderly
transaction between market participants at the measurement date. Valuation techniques must maximize the use of
observable inputs and minimize the use of unobservable inputs. When determining the fair value measurements for
assets and liabilities required to be recorded at fair value, we consider the principal or most advantageous market in
which we would transact and consider assumptions that market participants would use when pricing the asset or
liability, such as inherent risk, transfer restrictions, and risk of nonperformance.

The determination of the applicable level within the hierarchy of a particular financial asset or liability depends on the
lowest level of inputs that are significant to the fair value measurement as of the measurement date as follows:

L evel 1: Quoted prices for identical assets or liabilities in active markets.

L evel 2: Observable inputs other than those described as Level 1.

Level 3: Unobservable inputs that are supportable by little or no market activities and are based on significant
assumptions and estimates.

9
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Assets and liabilities measured at fair value on a recurring basis at March 31, 2018 and September 30, 2017 consisted
of the following (dollars in thousands):

March 31, 2018

Level 1 Level?2 Level 3  Total

Assets:
Money market funds® $342,877 $— $— $342,877
Time deposits® — 97,421 — 97,421
Commercial paper, $42,987 at cost® — 43,084 — 43,084
Corporate notes and bonds, $79,574 at cost® — 79,116 — 79,116
Foreign currency exchange contracts® — 325 — 325
Total assets at fair value $342.877 $219,946 $— $562,823
Liabilities:
Foreign currency exchange contracts® $— $374 ) $— $374 )
Contingent acquisition payments©) — — (11,752 ) (11,752 )
Total liabilities at fair value $— $374 ) $(11,752) $(12,126)
September 30, 2017
Level 1 Level2 Level 3 Total
Assets:
Money market funds® $381,899 $— $— $381,899
Time deposits® — 85,570 — 85,570
Commercial paper, $41,805 at cost® — 41,968 — 41,968
Corporate notes and bonds, $74,150 at cost® — 74,067 — 74,067
Foreign currency exchange contracts® — 220 — 220
Total assets at fair value $381,899 $201,825 $— $583,724
Liabilities:
Foreign currency exchange contracts® $— $373 ) $— $373 )
Contingent acquisition payments©) — — (8,648 ) (8,648 )
Total liabilities at fair value $— $(373 ) $(8,648) $(9,021 )

(ay Money market funds and time deposits with original maturity of 90 days or less are included within cash and cash
equivalents in the consolidated balance sheets and are valued at quoted market prices in active markets.
Time deposits, commercial paper, corporate notes and bonds, and foreign currency exchange contracts are recorded
at fair market values, which are determined based on the most recent observable inputs for similar instruments in

(v active markets or quoted prices for identical or similar instruments in markets that are not active or are directly or
indirectly observable. Time deposits are generally for terms of one year or less. Commercial paper and corporate
notes and bonds generally mature within three years and had a weighted average maturity of 0.68 years as of
March 31, 2018 and 0.72 years as of September 30, 2017.

(¢ The fair values of our contingent consideration arrangements were determined using either the option pricing
model with Monte Carlo simulation or the probability-weighted discounted cash flow method.

As of September 30, 2017, $80.2 million of debt securities included within marketable securities were designated as
held-to-maturity investments, which had a weighted average maturity of 0.27 years and an estimated fair value of
$80.4 million based on Level 2 measurements. No debt securities were designated as held-to-maturity investments as
of March 31, 2018.

The estimated fair value of our long-term debt approximated $2,558.6 million (face value $2,587.0 million) and
$2,930.9 million (face value $2,918.1 million) as of March 31, 2018 and September 30, 2017, respectively, based on
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Level 2 measurements. The fair value of each borrowing was estimated using the averages of the bid and ask trading
quotes at each respective reporting date. There was no balance outstanding under our revolving credit agreement as of
March 31, 2018 or September 30, 2017.
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Additionally, contingent acquisition payments are recorded at fair values upon the acquisition, and remeasured in
subsequent reporting periods with the changes in fair values recorded within acquisition-related costs, net. Such
payments are contingent upon the achievement of specified performance targets and are valued using the option
pricing model with Monte Carlo simulation or the probability-weighted discounted cash flow model.
The following table provides a summary of changes in the aggregate fair value of the contingent acquisition payments
for all periods presented (dollars in thousands):

Three Months Six Months Ended

Ended March 31, March 31,

2018 2017 2018 2017

Balance at beginning of period $10,431 $8,961 $8,648 $8,240
Earn-out liabilities established at time of acquisition — 1,600 500 3,253
Payments and foreign currency translation (79 ) (2,759 ) (96 ) (4,257)
Adjustments to fair value included in acquisition-related costs, net 1,400 (1,425 ) 2,700 (859 )
Balance at end of period $11,752 $6,377 $11,752 $6,377

Contingent acquisition payments are to be made in periods through fiscal year 2019. As of March 31, 2018, the
maximum amount payable based on the agreements was $19.6 million if the specified performance targets are
achieved.
7. Accrued Expenses and Other Current Liabilities
Accrued expenses and other current liabilities consisted of the following (dollars in thousands):
March 31, September 30,
2018 2017
Compensation $119,683 $ 159,951
Cost of revenue related liabilities 26,036 20,124
Consulting and professional fees 24,741 12,649
Accrued interest payable 22,318 26,285
Facility-related liabilities 5,006 7,158
Sales and marketing incentives 4,508 3,655
Sales and other taxes payable 1,537 3,125
Other 10,851 12,954
Total $214,680 $ 245,901
8. Deferred Revenue
Deferred maintenance revenue consists of prepaid fees received for post-contract customer support for our products,
including telephone support and the right to receive unspecified upgrades/updates on a when-and-if-available basis.
Unearned revenue includes fees for up-front setup of the service environment; fees charged for on-demand service;
certain software arrangements for which we do not have fair value of post-contract customer support, resulting in
ratable revenue recognition for the entire arrangement on a straight-line basis; and fees in excess of estimated earnings
on percentage-of-completion service contracts.
Deferred revenue consisted of the following (dollars in thousands):
March 31, September 30,
2018 2017
Current liabilities:
Deferred maintenance revenue  $170,849 $ 162,958
Unearned revenue 242277 203,084
Total current deferred revenue  $413,126 $ 366,042
Long-term liabilities:
Deferred maintenance revenue  $62,744  $ 60,298
Unearned revenue 406,831 363,631
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Total long-term deferred revenue $469,575 $ 423,929
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9. Restructuring and Other Charges, net
Restructuring and other charges, net include restructuring expenses together with other charges that are unusual in
nature, are the result of unplanned events, or arise outside of the ordinary course of our business.
The following table sets forth accrual activity relating to restructuring reserves for the six months ended March 31,
2018 (dollars in thousands):
Personnel Facilities Total

Balance at September 30, 2017 $ 1,546  $9,159 $10,705
Restructuring charges, net 8,670 3,012 11,682
Non-cash adjustment — (754 ) (754 )
Cash payments (8,862 ) (2,897 ) (11,759)
Balance at March 31, 2018 $1,354 $8,520 $9,874
While restructuring and other charges, net are excluded from our calculation of segment profit, the table below
presents the restructuring and other charges, net associated with each segment (dollars in thousands):

Three Months Ended March 31,

2018 2017
Personnélacilities Total . Other Total Personnélacilities Total . Other Total
Restructuring Charges Restructuring Charges

Healthcare $788 $— $ 788 $— $788 $577 $593 $ 1,170 $— $1,170
Enterprise 265 7 272 — 272 388 257 645 — 645
Automotive 849 — 849 — 849 1,247 — 1,247 — 1,247
Imaging 83 (16 ) 67 — 67 225 36 261 — 261
Other 1,095 558 1,653 — 1,653 1,806 51 1,857 10,773 12,630
Corporate 707 798 1,505 3,814 5,319 332 1,318 1,650 2,308 3,958
Total $3,787 $1,347 $ 5,134 $3,814 $8,948 $4,575 $2,255 $ 6,830 $13,081 $19,911

Six Months Ended March 31,

2018 2017

Personnélacilities Total . Other Total Personnélacilities Total . Other Total

Restructuring Charges Restructuring Charges

Healthcare $3,301 $25 $ 3,326 $— $3,326 $2,561 $ 870 $ 3,431 $— $3,431
Enterprise 527 2,367 2,894 — 2,894 812 864 1,676 — 1,676
Automotive 1,000 — 1,000 — 1,000 1,415 — 1,415 — 1,415
Imaging 1,306 (7 ) 1,299 — 1,299 586 387 973 — 973
Other 1,344 569 1,913 — 1,913 1,850 51 1,901 10,773 12,674
Corporate 1,192 58 1,250 12,067 13,317 1,000 1,982 2,982 3,463 6,445
Total $8,670 $3,012 $ 11,682 $12,067 $23,749 $8,224 $4,154 $ 12,378 $14,236 $26,614
Fiscal Year 2018

For the six months ended March 31, 2018, we recorded restructuring charges of $11.7 million, which included $8.7
million related to the termination of approximately 400 employees and $3.0 million related to certain excess facilities.
Of these amounts, $5.1 million was recorded for the three months ended March 31, 2018, including $3.8 million
related to employee termination and $1.3 million related to certain excess facilities. These actions were part of our
strategic initiatives focused on investment rationalization, process optimization and cost reduction. We expect the
remaining outstanding severance of $1.4 million to be substantially paid during fiscal year 2018, and the remaining
balance of $8.5 million related to excess facilities to be paid through fiscal year 2025, in accordance with the terms of
the applicable leases.

Additionally, for the six months ended March 31, 2018, we recorded $4.6 million related to the transition agreement
of our former CEO and $7.5 million related to our remediation and restoration efforts after the malware incident that
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occurred in the third quarter of fiscal year 2017 (the "2017 Malware Incident"). Of these amounts, $2.3 million related
to the CEO transition and $1.5 million related to the 2017 Malware Incident were recorded for the three months ended
March 31, 2018. The cash payments associated with the CEO transition agreement are expected to be made through
fiscal year 2020.
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Fiscal Year 2017

For the six months ended March 31, 2017, we recorded restructuring charges of $12.4 million, which included $8.2

million related to the termination of approximately 220 employees and $4.2 million related to certain excess facilities.

Of these amounts, $6.8 million was recorded for the three months ended March 31, 2017, including $4.6 million

related to employee termination and $2.3 million related to certain excess facilities. These actions were part of our

strategic initiatives focused on process optimization and cost reduction.

Additionally, for the six months ended March 31, 2017, we recorded $3.5 million related to the transition agreement

of our former CEO and $10.8 million of non-cash impairment charge related to an internally developed software. Of

these amounts, $2.3 million related to the CEO transition and $10.8 million of non-cash impairment charge were

recorded for the three months ended March 31, 2017.

10. Debt

At March 31, 2018 and September 30, 2017, we had the following borrowing obligations (dollars in thousands):
March 31,  September 30,
2018 2017

5.625% Senior Notes due 2026, net of deferred issuance costs of $5.4 million and $5.7

million, respectively. Effective interest rate 5.625%. $494.607  $494,298

5.375% Senior Notes due 2020, net of unamortized premium of $0.8 million and $1.0

million, respectively, and deferred issuance costs of $1.9 million and $2.3 million, 448,868 448,630

respectively. Effective interest rate 5.375%.

6.000% Senior Notes due 2024, net of deferred issuance costs of $1.9 million and $2.1

million, respectively. Effective interest rate 6.000%.

1.00% Convertible Debentures due 2035, net of unamortized discount of $129.1 million

and $140.9 million, respectively, and deferred issuance costs of $6.3 million and $6.9 541,164 528,690

million, respectively. Effective interest rate 5.622%.

2.75% Convertible Debentures due 2031, net of unamortized discount of $1.5 million and

deferred issuance costs of $0.1 million as of September 30, 2017. Effective interest rate 46,568 376,121

7.432%.

1.25% Convertible Debentures due 2025, net of unamortized discount of $87.6 million

and $92.7 million, respectively, and deferred issuance costs of $4.0 million and $4.3 258,387 253,054

million, respectively. Effective interest rate 5.578%.

1.50% Convertible Debentures due 2035, net of unamortized discount of $37.7 million

and $42.5 million, respectively, and deferred issuance costs of $1.3 million and $1.5 224,833 219,875

million, respectively. Effective interest rate 5.394%.

298,065 297,910

Deferred issuance costs related to our Revolving Credit Facility (1,008 ) (1,174 )

Total debt 2,311,484 2,617,404
Less: current portion — 376,121

Total long-term debt $2,311,484 $2,241,283
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The following table summarizes the maturities of our borrowing obligations as of March 31, 2018 (dollars in
thousands):
Convertible  Senior

Fiscal Year Debentures’!) Nofes Total

2018 $— $— $—

2019 — — —

2020 — 450,000 450,000
2021 — — —

2022 310,463 — 310,463
Thereafter 1,026,488 800,000 1,826,488
Total before unamortized discount 1,336,951 1,250,000 2,586,951
Less: unamortized discount and issuance costs (265,999 ) (9,468 ) (275,467 )
Total long-term debt $1,070,952 $1,240,532 $2,311,484

Pursuant to the terms of each convertible instrument, holders have the right to redeem the debt on specific dates
() prior to maturity. The repayment schedule above assumes that payment is due on the next redemption date after

March 31, 2018.
5.625% Senior Notes due 2026
In December 2016, we issued $500.0 million aggregate principal amount of 5.625% Senior Notes due on
December 15, 2026 (the "2026 Senior Notes") in a private placement. The proceeds from the 2026 Senior Notes were
approximately $495.0 million, net of issuance costs, and we used the proceeds to repurchase a portion of our 2020
Senior Notes. The 2026 Senior Notes bear interest at 5.625% per year, payable in cash semi-annually in arrears,
beginning on June 15, 2017.
The 2026 Senior Notes are unsecured senior obligations and are guaranteed on an unsecured senior basis by certain of
our domestic subsidiaries ("Subsidiary Guarantors"). The 2026 Senior Notes and the guarantees rank equally in right
of payment with all of our and the Subsidiary Guarantors’ existing and future unsecured senior debt and rank senior in
right of payment to all of our and the Subsidiary Guarantors’ future unsecured subordinated debt. The 2026 Senior
Notes and guarantees effectively rank junior to all our secured debt and that of the Subsidiary Guarantors to the extent
of the value of the collateral securing such debt and to all liabilities, including trade payables, of our subsidiaries that
have not guaranteed the 2026 Senior Notes.
At any time before December 15, 2021, we may redeem all or a portion of the 2026 Senior Notes at a redemption
price equal to 100% of the aggregate principal amount of the 2026 Senior Notes to be redeemed, plus a “make-whole”
premium and accrued and unpaid interest to, but excluding, the redemption date. At any time on or after December 15,
2021, we may redeem all or a portion of the 2026 Senior Notes at certain redemption prices expressed as percentages
of the principal amount, plus accrued and unpaid interest to, but excluding, the redemption date.
5.375% Senior Notes due 2020
In August 2012, we issued $700.0 million aggregate principal amount of 5.375% Senior Notes due on August 15,
2020 in a private placement. In October 2012, we issued an additional $350.0 million aggregate principal amount of
our 5.375% Senior Notes (collectively the “2020 Senior Notes™). The 2020 Senior Notes bear interest at 5.375% per
year, payable in cash semi-annually in arrears. The 2020 Senior Notes are our unsecured senior obligations and are
guaranteed on an unsecured senior basis by certain of our domestic subsidiaries, ("the Subsidiary Guarantors"). The
2020 Senior Notes and guarantees rank equally in right of payment with all of our and the Subsidiary Guarantors'
existing and future unsecured senior debt and rank senior in right of payment to all of our and the Subsidiary
Guarantors' future unsecured subordinated debt. The 2020 Senior Notes and guarantees effectively rank junior to all
secured debt of our and the Subsidiary Guarantors to the extent of the value of the collateral securing such debt and to
all liabilities, including trade payables, of our subsidiaries that have not guaranteed the 2020 Senior Notes.
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In January 2017, we repurchased $600.0 million in aggregate principal amount of our 2020 Senior Notes using cash
and cash equivalents and the net proceeds from our 2026 Senior Notes issued in December 2016. In January 2017, we
recorded an extinguishment loss of $18.6 million. In accordance with the authoritative guidance for debt instruments,
a loss on extinguishment is equal to the difference between the reacquisition price and the net carrying amount of the
extinguished debt, including any unamortized debt discount or issuance costs. Following this activity, $450.0 million
in aggregate principal amount of our 2020 Senior Notes remains outstanding.

At any time on or after August 15, 2018, we may redeem any or all or a portion of the 2020 Senior Notes at a
redemption price equal to 100% of the aggregate principal amount, plus any accrued and unpaid interest to, but
excluding, the redemption date.

6.0% Senior Notes due 2024

In June 2016, we issued $300.0 million aggregate principal amount of 6.0% Senior Notes due on July 1, 2024 (the
"2024 Senior Notes") in a private placement. The proceeds from the 2024 Senior Notes were approximately $297.5
million, net of issuance costs. The 2024 Senior Notes bear interest at 6.0% per year, payable in cash semi-annually in
arrears. The 2024 Senior Notes are unsecured senior obligations and are guaranteed on an unsecured senior basis by
our Subsidiary Guarantors. The 2024 Senior Notes and the guarantees rank equally in right of payment with all of our
and the Subsidiary Guarantors’ existing and future unsecured senior debt, and rank senior in right of payment to all of
our and the Subsidiary Guarantors’ future unsecured subordinated debt. The 2024 Senior Notes and guarantees
effectively rank junior to all our secured debt and that of the Subsidiary Guarantors to the extent of the value of the
collateral securing such debt and to all liabilities, including trade payables, of our subsidiaries that have not
guaranteed the 2024 Senior Notes.

At any time before July 1, 2019, we may redeem all or a portion of the 2024 Senior Notes at a redemption price equal
to100% of the aggregate principal amount of the 2024 Senior Notes to be redeemed, plus a “make-whole” premium and
accrued and unpaid interest to, but excluding, the redemption date. At any time on or after July 1, 2019, we may
redeem all or a portion of the 2024 Senior Notes at certain redemption prices expressed as percentages of the principal
amount, plus accrued and unpaid interest to, but excluding, the redemption date.

1.0% Convertible Debentures due 2035

In December 2015, we issued $676.5 million in aggregate principal amount of 1.0% Senior Convertible Debentures
due in 2035 (the “1.0% 2035 Debentures™) in a private placement. We used a portion of the proceeds to repurchase
$38.3 million in aggregate principal on our 2.75% Senior Convertible Debentures due in 2031 and to repay the
aggregate principal balance of $472.5 million on the term loan. Upon the repurchase and repayment of debts in
December 2015, we recorded an extinguishment loss of $4.9 million in other expense, net, in the accompanying
consolidated statements of operations. The 1.0% 2035 Debentures bear interest at 1.0% per year, payable in cash
semi-annually in arrears. The 1.0% 2035 Debentures mature on December 15, 2035, subject to the right of the holders
to require us to redeem the 1.0% 2035 Debentures on December 15, 2022, 2027, or 2032. The 1.0% 2035 Debentures
are general senior unsecured obligations and rank equally in right of payment with all of our existing and future
unsecured, unsubordinated indebtedness and senior in right of payment to any indebtedness that is contractually
subordinated to the 1.0% 2035 Debentures. The 1.0% 2035 Debentures will be effectively subordinated to
indebtedness and other liabilities of our subsidiaries. The initial conversion price is approximately $27.22 per share.
At issuance, we allocated $495.4 million to long-term debt, and $181.1 million has been recorded as additional paid-in
capital, which is being amortized to interest expense using the effective interest rate method through December 2022.
As of March 31, 2018, none of the conversion criteria were met for the 1.0% 2035 Debentures. If the conversion
criteria were met, we could be required to repay all or some of the aggregate principal amount in cash prior to the
maturity date.

2.75% Convertible Debentures due 2031

In October 2011, we issued $690.0 million in aggregate principal amount of 2.75% Senior Convertible Debentures
due in 2031 (the “2031 Debentures”) in a private placement. The 2031 Debentures bear interest at 2.75% per year,
payable in cash semi-annually in arrears. The 2031 Debentures mature on November 1, 2031, subject to the right of
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the holders to require us to redeem the 2031 Debentures on November 1, 2017, 2021, and 2026. The 2031 Debentures
are general senior unsecured obligations and rank equally in right of payment with all of our existing and future
unsecured, unsubordinated indebtedness and senior in right of payment to any indebtedness that is contractually
subordinated to the 2031 Debentures. The 2031 Debentures will be effectively subordinated to indebtedness and other
liabilities of our subsidiaries. The initial conversion price is approximately $32.30 per share. At issuance, we allocated
$533.6 million to long-term debt, and $156.4 million has been recorded as additional paid-in capital, which is being
amortized to interest expense using the effective interest rate method through November 2017.

In June 2015, we entered into separate privately negotiated agreements with certain holders of our 2031 Debentures to
exchange, in a private placement, $256.2 million in aggregate principal amount of our 2031 Debentures for
approximately $263.9 million in
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aggregate principal amount of our 1.5% 2035 Debentures. In December 2015, we entered into separate privately
negotiated agreements with certain holders of our 2031 Debentures to repurchase $38.3 million in aggregate principal
with proceeds received from the issuance of our 1.0% 2035 Debentures. In March 2017, we entered into separate
privately negotiated agreements with certain holders of our 2031 Debentures to repurchase $17.8 million in aggregate
principal with proceeds received from the issuance of our 1.25% Senior Convertible Debentures issued in March
2017. Following these activities, $377.7 million in aggregate principal amount of our 2031 Debentures remained
outstanding as of September 30, 2017, which was included within the total current liabilities.

In November 2017, holders of approximately $331.2 million in aggregate principal amount of the outstanding 2031
Debentures exercised their right to require us to repurchase such debentures. Following the repurchase, $46.6 million
in aggregate principal amount of the 2031 Debentures remains outstanding. On or after November 6, 2017, we have
the right to call for redemption of some or all of the remaining outstanding 2031 Debentures.

1.25% Convertible Debentures due 2025

In March 2017, we issued $350.0 million in aggregate principal amount of 1.25% Senior Convertible Debentures due
in 2025 (the “1.25% 2025 Debentures”) in a private placement. The proceeds were approximately $343.6 million, net of
issuance costs. We used a portion of the proceeds to repurchase 5.8 million shares of our common stock for $99.1
million and $17.8 million in aggregate principal on our 2031 Debentures. We used the remaining net proceeds,
together with cash on hand to redeem and retire $331.2 million of our outstanding 2031 Debentures in November
2017. The 1.25% 2025 Debentures bear interest at 1.25% per year, payable in cash semi-annually in arrears, beginning
on October 1, 2017. The 1.25% 2025 Debentures mature on April 1, 2025. The 1.25% 2025 Debentures are general
senior unsecured obligations and rank equally in right of payment with all of our existing and future unsecured,
unsubordinated indebtedness and senior in right of payment to any indebtedness that is contractually subordinated to
the 1.25% 2025 Debentures. The 1.25% 2025 Debentures will be effectively subordinated to indebtedness and other
liabilities of our subsidiaries.

We account separately for the liability and equity components of the 1.25% 2025 Debentures in accordance with
authoritative guidance for convertible debt instruments that may be settled in cash upon conversion. The guidance
requires the carrying amount of the liability component to be estimated by measuring the fair value of a similar
liability that does not have an associated conversion feature and record the remainder in stockholders’ equity. At
issuance, we allocated $252.1 million to long-term debt, and $97.9 million has been recorded as additional paid-in
capital, which is being amortized to interest expense using the effective interest rate method through April 1, 2025.

If converted, the principal amount of the 1.25% 2025 Debentures is payable in cash and any amounts payable in
excess of the principal amount will (based on an initial conversion rate, which represents an initial conversion price of
approximately $22.22 per share, subject to adjustment under certain circumstances) be paid in cash or shares of our
common stock, at our election, only in the following circumstances and to the following extent: (i) prior to October 1,
2024, on any date during any fiscal quarter beginning after June 30, 2017 (and only during such fiscal quarter) if the
closing sale price of our common stock was more than 130% of the then current conversion price for at least 20
trading days in the period of the 30 consecutive trading days ending on the last trading day of the previous fiscal
quarter; (ii) at any time on or after October 1, 2024, (iii) during the five consecutive business-day period immediately
following any five consecutive trading-day period in which the trading price for $1,000 principal amount of the 1.25%
2025 Debentures for each day during such five trading-day period was less than 98% of the closing sale price of our
common stock multiplied by the then current conversion rate; or (iv) upon the occurrence of specified corporate
transactions, as described in the indenture for the 1.25% 2025 Debentures. We may not redeem the 1.25% 2025
Debentures prior to the maturity date. If we undergo a fundamental change or non-stock change of control (as
described in the indenture for the 1.25% 2025 Debentures) prior to maturity, holders will have the option to require us
to repurchase all or any portion of their debentures for cash at a price equal to 100% of the principal amount of the
1.25% 2025 Debentures to be purchased plus any accrued and unpaid interest, including any additional interest to, but
excluding, the repurchase date. As of March 31, 2018, none of the conversion criteria were met for the 1.25% 2025
Debentures. If the conversion criteria were met, we could be required to repay all or some of the aggregate principal

32



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

amount in cash prior to the maturity date.

1.50% Convertible Debentures due 2035

In June 2015, we issued $263.9 million in aggregate principal amount of 1.50% Senior Convertible Debentures due in
2035 (the “1.5% 2035 Debentures”) in exchange for $256.2 million in aggregate principal amount of our 2031
Debentures. The 1.5% 2035 Debentures were issued at 97.09% of the principal amount, which resulted in a discount
of $7.7 million. The 1.5% 2035 Debentures bear interest at 1.50% per year, payable in cash semi-annually in arrears.
The 1.5% 2035 Debentures mature on November 1, 2035, subject to the right of the holders to require us to redeem
the 1.5% 2035 Debentures on November 1, 2021, 2026, or 2031. The 1.5% 2035 Debentures are general senior
unsecured obligations and rank equally in right of payment with all of our existing and
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future unsecured, unsubordinated indebtedness and senior in right of payment to any indebtedness that is contractually
subordinated to the 1.5% 2035 Debentures. The 1.5% 2035 Debentures will be effectively subordinated to
indebtedness and other liabilities of our subsidiaries. The initial conversion price is approximately $23.26 per share.
At issuance, we allocated $208.6 million to long-term debt, and $55.3 million has been recorded as additional paid-in
capital, which is being amortized to interest expense using the effective interest rate method through November 2021.
As of March 31, 2018, none of the conversion criteria were met for the 1.5% 2035 Debentures. If the conversion
criteria were met, we could be required to repay all or some of the aggregate principal amount in cash prior to the
maturity date.

Revolving Credit Facility

Our revolving credit agreement (the “Revolving Credit Facility”), which expires on April 15, 2021, provides for
aggregate borrowing commitments of $242.5 million, including the revolving facility loans, the swingline loans and
issuance of letters of credit. As of March 31, 2018, after taking into account the outstanding letters of credit of $4.1
million, we had $238.4 million available for borrowing under the Revolving Credit Facility. The borrowing
outstanding under the Revolving Credit Facility bears interest at either (i) LIBOR plus an applicable margin of 1.50%
or 1.75%, or (ii) the alternative base rate plus an applicable margin of 0.50% or 0.75%. The Revolving Credit Facility
is secured by substantially all our assets. The Revolving Credit Facility contains customary affirmative and negative
covenants and conditions to borrowing, as well as customary events of default. As of March 31, 2018, we are in
compliance with all the debt covenants.

11. Stockholders' Equity

Share Repurchases

On April 29, 2013, our Board of Directors approved a share repurchase program for up to $500.0 million. On April
29, 2015, our Board of Directors approved an additional $500.0 million under our share repurchase program. Under
the terms of the share repurchase program, we have the ability to repurchase shares through a variety of methods,
which may include open market purchases, privately negotiated transactions, block trades, accelerated stock
repurchase transactions, or any combination of such methods. The share repurchase program does not require us to
acquire any specific number of shares and may be modified, suspended, extended or terminated by us at any time
without prior notice. The timing and the amount of any purchases will be determined by management based on an
evaluation of market conditions, capital allocation alternatives, and other factors.

There were no share repurchases for the six months ended March 31, 2018. For the six months ended March 31, 2017,
we repurchased 5.8 million shares of our common stock for $99.1 million under the program. Since the
commencement of the program, we have repurchased an aggregate of 46.5 million shares for $806.6 million. The
amount paid in excess of par value is recognized in additional paid in capital. Shares were retired upon repurchase. As
of March 31, 2018, approximately $193.4 million remained available for future repurchases under the program.
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12. Net Loss Per Share
The following table sets forth the computation for basic and diluted net loss per share (dollars in thousands, except per
share amounts):

Three Months Ended  Six Months Ended

March 31, March 31,

2018 2017 2018 2017
Numerator:
Net loss $(164,053) $(33,808) $(110,825) $(57,736)
Denominator:
Weighted average common shares outstanding — Basic 294,103 291,021 292,720 289,976

Dilutive effect of employee stock compensation plans (@) — — — —
Weighted average common shares outstanding — Diluted 294,103 291,021 292,720 289,976
Net loss per share:

Basic $(0.56 ) $(0.12 ) $(0.38 ) $(0.20 )
Diluted $(0.56 ) $(0.12 ) $(0.38 ) $(0.20 )
Anti-dilutive equity instruments excluded from the calculation 2,679 3,875 4,178 5,126
Contingently issuable awards excluded from the calculation ® 2,836 4,334 2,387 3,478

@ For all periods presented, there is no dilutive effect of equity instruments as the impact of these items is
anti-dilutive due to the net loss incurred.
() Contingently issuable awards were excluded from the determination of dilutive net income per share as the
conditions were not met at the end of the reporting period.
13. Stock-Based Compensation
As of March 31, 2018, we had 13.5 million shares available for future grants under the amended and restated 2000
stock plan. We recognize stock-based compensation expenses over the requisite service periods. Our share-based
awards are classified within equity. The amounts included in the condensed consolidated statements of operations
related to stock-based compensation are as follows (dollars in thousands):

Three Months Six Months

Ended March 31, Ended March 31,

2018 2017 2018 2017
Cost of professional services and hosting $6,322 $8,080 $13,729 $16,490

Cost of product and licensing 112 102 378 194
Cost of maintenance and support 885 1,010 2,089 1,987
Research and development 8,396 8,398 18,092 16,888
Sales and marketing 8,366 11,018 19,042 22,987
General and administrative 9,668 11,740 18,405 20,932
Total $33,749 $40,348 $71,735 $79,478
Stock Options
The table below summarizes activities related to stock options for the six months ended March 31, 2018:
Weighted VAveelil:tgd A (
Number of Average verage ggregate
; Remaining Intrinsic
Shares Exercise
. Contractual Value®
Price
Term
Outstanding at September 30, 2017 23,807 $ 15.39
Exercised (1,859 ) $3.41
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Outstanding at March 31, 2018 21,948 $1640 2.6years $0.1 million
Exercisable at March 31, 2018 21,939 $1641 2.6years $0.1 million
Exercisable at March 31, 2017 1,042,671 $16.36 0.7 years $1.0 million

(@ The aggregate intrinsic value in this table represents any excess of the closing market price of our common stock as
of March 31, 2018 ($15.75) over the exercise price of the underlying options.
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The aggregate intrinsic value of stock options exercised during the six months ended March 31, 2018 and 2017 was
$0.02 million and $0.8 million, respectively.

Restricted Units
Restricted units are not included in issued and outstanding common stock until the shares are vested and released. The
purchase price for vested restricted units is $0.001 per share. The table below summarizes activities relating to
restricted units for the six months ended March 31, 2018:

Number of Number of

Shares Shares

Underlying Underlying

Restricted  Restricted

Units — Units —
Contingent Time-Based
Awards Awards
Outstanding at September 30, 2017 5,043,931 6,477,164
Granted 1,784,982 6,005,863
Earned/released (1,687,862) (4,176,917 )
Forfeited (1,236,037) (457,533 )
Outstanding at March 31, 2018 3,905,014 7,848,577
Weighted average remaining recognition period of outstanding restricted units 1.1 years 1.8 years
Unrecognized stock-based compensation expense of outstanding restricted units $4.8'.3 $8.6'.O
million million
. . . . $61.5 $123.7
Aggregate intrinsic value of outstanding restricted units® million million

(@ The aggregate intrinsic value in this table represents any excess of the closing market price of our common stock as
of March 31, 2018 ($15.75) over the purchase price of the underlying restricted units.

A summary of the weighted-average grant-date fair value of restricted units granted, and the aggregate intrinsic value
of restricted units vested during the periods noted is as follows:

Six Months

Ended March

31,

2018 2017
Weighted-average grant-date fair value per share $15.67 $16.05
Total intrinsic value of shares vested (in millions) $94.0 $99.5
14. Income Taxes
The components of loss before income taxes are as follows (dollars in thousands):

Three Months Ended  Six Months Ended

March 31, March 31,

2018 2017 2018 2017
Domestic $(79,921 ) $(41,803) $(119,952) $(89,386)
Foreign (81,588 ) 17,136 (66,850 ) 51,144

Loss before income taxes $(161,509) $(24,667) $(186,802) $(38,242)

The components of provision (benefit) for income taxes are as follows (dollars in thousands):
Three Months Ended Six Months Ended
March 31, March 31,
2018 2017 2018 2017
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Domestic $5,197  $4,822  $(75,669) $8,981
Foreign (2,653 ) 4,319 (308 ) 10,513
Provision (benefit) for income taxes $2,544  $9,141 $(75,977) $19,494
Effective tax rate (1.6 Y% (37.1 Y% 40.7 % (510 )%

On December 22, 2017, the Tax Cuts and Jobs Act ("TCJA") was signed into law. The TCJA significantly revises the
U.S. corporate income tax by, among other things, lowering corporate income tax rates, implementing a hybrid
territorial tax system, and imposing a mandatory one-time repatriation tax on foreign cash and earnings.

As a result of the TCJA, we remeasured certain deferred tax assets and liabilities at the lower rates and recorded
approximately $87.0 million of tax benefits for the six months ended March 31, 2018, which also reflected an expense
of $10.0 million for the
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three months ended March 31, 2018 as we revised our estimates of the timing and amounts of the temporary
differences. Additionally, we recorded a $2.0 million provision for the deemed repatriation of foreign cash and
earnings for the six months ended March 31, 2018, which also reflected a benefit of $12.0 million for the three months
ended March 31, 2018 as we revised our estimates of foreign earnings and profits related to the mandatory repatriation
tax.

The provisional amounts above were based upon the estimates of (i) temporary differences at the end of the upcoming
tax year, (ii) the timing the temporary differences are expected to reverse, (iii) foreign earnings and profits, and (iv)
foreign income taxes. The assessment is incomplete as of March 31, 2018. As our assessment is ongoing, these
amounts may materially change as we revise our assumptions and estimates based on new information available to us,
changes in our interpretations, additional guidance to be issued, and actions we may take as a result of the TCJA. We
are still evaluating the full impact of other provisions of the TCJA, which may materially increase or decrease our
income tax provision. The assessment is expected to be completed no later than the first quarter of fiscal year 2019.

In addition, as more fully described in Note 4, in connection with the impairment charge of SRS's goodwill, we
recognized a tax benefit of $8.5 million related to the portion of deductible goodwill in Brazil for the three and six
months ended March 31, 2018.

15. Commitments and Contingencies

Litigation and Other Claims

Similar to many companies in the software industry, we are involved in a variety of claims, demands, suits,
investigations and proceedings that arise from time to time relating to matters incidental to the ordinary course of our
business, including at times actions with respect to contracts, intellectual property, employment, benefits and
securities matters. At each balance sheet date we evaluate contingent liabilities associated with these matters in
accordance with ASC 450 “Contingencies.” If the potential loss from any claim or legal proceeding is considered
probable and the amount can be reasonably estimated, we accrue a liability for the estimated loss. Significant
judgments are required for the determination of probability and the range of the outcomes, and estimates are based
only on the best information available at the time. Due to the inherent uncertainties involved in claims and legal
proceedings and in estimating losses that may arise, actual outcomes may differ from our estimates. Contingencies
deemed not probable or for which losses were not estimable in one period may become probable, or losses may
become estimable in later periods, which may have a material impact on our results of operations and financial
position. As of March 31, 2018, accrued losses were not material to our condensed consolidated financial statements,
and we do not expect any pending matter to have a material impact on our condensed consolidated financial
statements.

Guarantees and Other

We include indemnification provisions in the contracts we enter with customers and business partners. Generally,
these provisions require us to defend claims arising out of our products’ infringement of third-party intellectual
property rights, breach of contractual obligations and/or unlawful or otherwise culpable conduct. The indemnity
obligations generally cover damages, costs and attorneys’ fees arising out of such claims. In most, but not all cases, our
total liability under such provisions is limited to either the value of the contract or a specified, agreed upon amount. In
some cases, our total liability under such provisions is unlimited. In many, but not all cases, the term of the indemnity
provision is perpetual. While the maximum potential amount of future payments we could be required to make under
all the indemnification provisions is unlimited, we believe the estimated fair value of these provisions is minimal due
to the low frequency with which these provisions have been triggered.

We indemnify our directors and officers to the fullest extent permitted by Delaware law, which provides among other
things, indemnification to directors and officers for expenses, judgments, fines, penalties and settlement amounts
incurred by such persons in their capacity as a director or officer of the company, regardless of whether the individual
is serving in any such capacity at the time the liability or expense is incurred. Additionally, in connection with certain
acquisitions, we agreed to indemnify the former officers and members of the boards of directors of those companies,
on similar terms as described above, for a period of six years from the acquisition date. In certain cases, we purchase
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director and officer insurance policies related to these obligations, which fully cover the six-year period. To the extent
that we do not purchase a director and officer insurance policy for the full period of any contractual indemnification,
and such directors and officers do not have coverage under separate insurance policies, we would be required to pay
for costs incurred, if any, as described above.

16. Related Party Transaction

In January 2018, we entered into a software and license agreement (the "License Agreement") with Magnet Systems,
Inc. ("Magnet"). A member of the Magnet board of directors also served on our board of directors at the time of the
transaction. Pursuant to the License Agreement, Magnet granted Nuance a perpetual software license to certain
technology for a one-time payment of

20

40



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

NUANCE COMMUNICATIONS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

$5.0 million in cash, with $3.5 million paid immediately upon the effective date of the License Agreement and $1.5
million payable upon the earlier of (i) the 120-day period following the effective date of the License Agreement or (ii)
signature of a statement of work for the engineering services described below.

Additionally, we entered into a service agreement (the "Service Agreement") with Magnet, pursuant to which, Magnet
will provide engineering services to assist in integrating the licensed technology into certain of our Enterprise
solutions. The fees under the Service Agreement total $2.0 million, payable in six equal monthly installments upon the
signature of the statement of work, which is to be finalized within 90 days following the effective date of the License
Agreement.

As of March 31, 2018, $1.5 million related to the software license was included within Contingent and Deferred
acquisition payments.

17. Segment and Geographic Information

During the first quarter of fiscal year 2018, we commenced a reorganization of our segment reporting structure to
allow our Chief Operating Decision Maker ("CODM") greater focus on implementing strategic initiatives and
identifying future investment opportunities. During the second quarter of fiscal year 2018, we established our
Automotive business as a separate operating segment. Additionally, we moved our Dragon TV business from our
Mobile operating segment into our Enterprise operating segment to consolidate our telecommunications market
resources. Finally, our SRS business and our Devices business, originally included within our Mobile operating
segment, are now presented within our Other segment. As a result, segment information for the three and six months
ended March 31, 2018 and 2017 has been recast to reflect the new segment reporting structure.

Our CODM regularly reviews segment revenues and segment profits for performance evaluation and resources
allocation. Segment revenues include certain acquisition-related adjustments for revenues that would otherwise have
been recognized without the acquisition. Segment profits reflect controllable costs directly related to each segment
and the allocation of certain corporate expenses such as, corporate sales and marketing expenses and research and
development project costs that benefit multiple segments. Certain items such as stock-based compensation,
amortization of intangible assets, acquisition-related costs, net, restructuring and other charges, net, other expenses,
net and certain unallocated corporate expenses are excluded from segment profits, which allow for more meaningful
comparisons to the financial results of the historical operations for performance evaluation and resources allocation by
our CODM.

The Healthcare segment is primarily engaged in providing clinical speech and clinical language understanding
solutions that improve the clinical documentation process, from capturing the complete patient record to improving
clinical documentation and quality measures for reimbursement.

The Enterprise segment is primarily engaged in using speech, natural language understanding, and artificial
intelligence to provide automated customer solutions and services for voice, mobile, web and messaging channels.
The Automotive segment is primarily engaged in providing automotive manufacturers and their suppliers branded and
personalized virtual assistants and connected car services built on our voice recognition and natural language
understanding technologies.

The Imaging segment is primarily engaged in software solutions and expertise that help professionals and
organizations to gain optimal control of their document and information processes through scanning and print
management.

The Other segment includes our SRS business and our Devices business. Our SRS business provides value-added
services to mobile operators in emerging markets, primarily in India and Brazil. Our Devices business provides
speech recognition solutions and predictive text technologies to handset devices.
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We do not track our assets by segment. Consequently, it is not practical to show assets or depreciation by segment.

The following table presents segment results along with a reconciliation of segment profit to loss before income taxes

(dollars in thousands):

Segment revenues:
Healthcare

Enterprise

Automotive

Imaging

Other

Total segment revenues

Less: acquisition-related revenues adjustments

Total revenues
Segment profit:
Healthcare
Enterprise
Automotive
Imaging

Other

Total segment profit

Corporate expenses and other, net

Acquisition-related revenues
Stock-based compensation
Amortization of intangible assets

Acquisition-related costs,

Restructuring and other charges, net

Impairment of goodwill
Other expenses, net
Loss before income taxes

major geographic areas in which our customers are located, were as follows (dollars in thousands):

net

Three Months

Ended
March 31,
2018

2017

Three Months Ended
March 31,

2018 2017
$261,239 $238,466
112,668 122,126
68,950 61,725
48,933 53,048
26,524 35,732
518,314 511,097
(4,090 ) (11,524
514,224 499,573
87,350 83,328
25,722 40,349
28,875 29,312
12,257 18,470
6,084 12,548
160,288 184,007
(65,093 ) (30,186
(4,090 ) (11,524
(33,749 ) (40,348
(37,450 ) (45,130
(2,360 ) (5,379
(8,948 ) (19,911
(137,907 ) —
(32,200 ) (56,196

Six Months Ended
March 31,
2018 2017

$506,775 $477,673
233,266 237,504
130,448 120,600
104,563 105,137
52,087 66,201
1,027,139 1,007,115
) (11,270 ) (19,884
1,015,869 987,231

164,769 161,896
63,451 70,267
52,082 56,942
27,900 36,086
9,505 20,430
317,707 345,621
) (109,757 ) (61,148
) (11,270 ) (19,884
) (71,735 ) (79,478
) (75,870 ) (88,531
) (7,921 ) (14,405
) (23,749 ) (26,614
(137,907 ) —
) (66,300 ) (93,803

)

— O N N N

)

$(161,509) $(24,667 ) $(186,802) $(38,242)
No country outside of the United States provided greater than 10% of our total revenues. Revenues, classified by the

Six Months Ended

March 31,
2018

2017

United States $367,613 $352,937 $731,899 $702,107
146,636 283,970
Total revenues $514,224 $499,573 $1,015,869 $987,231

International 146,611

18. Supplemental Cash Flow Information

Cash paid for Interest and Income Taxes:
Three Months
Ended March 31, Ended March 31,

2018

2017

285,124

Six Months

2018

2017
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(Dollars in thousands)
Interest paid $21,427 $34,814 $48,708 $45,883
Income taxes paid $4,233 $4,432 $8,833 $8,636
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Non-Cash Investing and Financing Activities:

From time to time, we issue shares of our common stock in connection with our business and asset acquisitions,
including shares issued as payment for acquisitions, shares initially held in escrow, and shares issued as payment for
contingent consideration, as more fully described in Note 3.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following Management’s Discussion and Analysis is intended to help the reader understand the results of
operations and financial condition of our business. Management’s Discussion and Analysis is provided as a supplement
to, and should be read in conjunction with, our consolidated financial statements and the accompanying notes to the
condensed consolidated financial statements.

CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q including the sections entitled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and “Quantitative and Qualitative Disclosures About Market Risk” under
Items 2 and 3, respectively, of Part I of this report, and the sections entitled “Legal Proceedings” and “Risk Factors,” under
Items 1 and 1A, respectively, of Part II of this report, contains forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995 that involve risks, uncertainties and assumptions that, if they never
materialize or if they prove incorrect, could cause our consolidated results to differ materially from those expressed or
implied by such forward-looking statements. These forward-looking statements include predictions regarding:

our future bookings, revenues, cost of revenues, research and development expenses, selling, general and
administrative expenses, amortization of intangible assets and gross margin;

our strategy relating to our segments;

our programs to reduce costs and optimize processes;

market trends;

technological advancements;

the potential of future product releases;

our product development plans and the timing, amount and impact of investments in research and development;

future acquisitions, and anticipated benefits from acquisitions;

tnternational operations and localized versions of our products; and

the conduct, timing and outcome of legal proceedings and litigation matters.

You can identify these and other forward-looking statements by the use of words such as “may,” “will,” “should,” “expects,”
“plans,” “anticipates,” “believes,” “estimates,” “predicts,” “intends,” “potential,” “continue” or the negative of such terms, or o
comparable terminology. Forward-looking statements also include the assumptions underlying or relating to any of the
foregoing statements. Our actual results could differ materially from those anticipated in these forward-looking
statements for many reasons, including the risks described in Item 1A — “Risk Factors” and elsewhere in this Quarterly
Report on Form 10-Q.

You should not place undue reliance on these forward-looking statements, which speak only as of the date of this
Quarterly Report on Form 10-Q. Although we believe that the expectations reflected in the forward-looking

statements are reasonable, we cannot guarantee future results, levels of activity, performance or achievements. We
undertake no obligation to publicly release any revisions to the forward-looking statements or reflect events or
circumstances after the date of this document.

OVERVIEW

Business Overview

We are a pioneer and leader in conversational and cognitive artificial intelligence (Al) innovations that bring
intelligence to everyday work and life. Our solutions and technologies can understand, analyze and respond to human
language to increase productivity and amplify human intelligence. Our solutions are used by businesses in the
healthcare, automotive, financial services, telecommunication and travel industries, among others. We are seeing
several trends in our markets, including (i) the growing adoption of cloud-based, connected services and highly
interactive mobile applications, (ii) deeper integration of virtual assistant capabilities and services, and (iii) the
continued expansion of our core technology portfolio including speech recognition, natural language understanding,
semantic processing, domain-specific reasoning, dialog management capabilities, artificial intelligence, and biometric
speaker authentication. We report our business in five segments, Healthcare, Enterprise, Automotive, Imaging and
Other.

9 ¢ 99 ¢ 9 ¢
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Healthcare. Customers in our healthcare segment are broadly implementing electronic medical record systems and are
working to improve clinical documentation, to improve quality of care, to minimize physician burnout and to integrate
quality measures and to aid reimbursement. These trends are driving a shift towards more integrated solutions that

combine both Dragon Medical and transcription services. Recently, higher demand for more integrated solutions have
offset declines in legacy, hosted

24

46



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

Table of Contents

transcription services. Additionally, we have been able to capitalize on healthcare providers’ shift towards hosted, or
cloud-based solutions, and away from perpetual licenses, by adding new innovations to our Dragon Medical cloud
solutions including new clinical language understanding and Artificial Intelligence ("AI") capabilities designed to
increase productivity and improve clinical documentation at the point of care and within existing electronic medical
work flow.

Enterprise. Consumer demand for 24/7, multi-channel access to customer service from the businesses they interact
with is driving demand for our Al-powered omni-channel engagement solutions. We continue to enhance our
technology capabilities with intelligent self-service and artificial intelligence for customer service, and to extend the
market for our on-demand omni-channel enterprise solutions into international markets, expand our sales and
solutions for biometrics, and expand our core products and services portfolio.

Automotive. We established the Automotive segment as a stand-alone segment this quarter reflecting growing
demand for our Automotive solutions and our desire to optimize our opportunity in this expanding market. Previously,
our Automotive business was reported as part of our Mobile segment. Demand for our embedded and cloud-based
automotive solutions is being driven by the growth in personalized, automotive virtual assistants and connected
services for cars and by auto manufacturers' desire to create a branded and personalized experience, capable of
integrating and intelligently managing customers’ personal smart phone and home device preferences and
technologies.

Imaging. The imaging market is evolving to include more networked solutions to multi-function printing ("MFP")
devices, as well as more mobile access to those networked solutions, and away from packaged software. We are
investing to merge the scan and print technology platforms to improve mobile access to our solutions and
technologies, expand our distribution channels and embedded relationships, and expand our language coverage for
optical character recognition ("OCR") in order to drive a more comprehensive and compelling offering to our
partners.

Other. The Other segment includes our Subscriber Revenue Services ("SRS") business and our Devices business. Our
SRS business provides value-added services to mobile operators in emerging markets, primarily in India and Brazil.
Our Devices business provides speech recognition solutions and predictive text technologies to handset devices.

As more fully described in Note 4 to the accompanying condensed consolidated financial statements, for the three and
six months ended March 31, 2018, we recognized a goodwill impairment charge of $102.8 million related to SRS as a
result of lowering our long-term projections of the business during the second quarter of fiscal year 2018 due to the
recent market disruptions in India and Brazil. These markets have experienced recent and dramatic disruption as a
result of accelerated change in competition and business models for our SRS mobile operator customers. Specifically,
the rapid shift away from a model where voice, data and text are offered separately toward unlimited bundled services
at considerably lower costs has significantly reduced mobile operators’ demand for our services. This reduced demand
materially impacts our future expectations for SRS revenues. As a result, executive management performed an
updated strategic assessment and reduced the long-term growth rates and profitability contemplated in SRS's
multi-year operating plan. We concluded that these financial results coupled with the accelerated market shifts being
experienced in the industry were factors that represented impairment indicators, triggering a review of goodwill and
indefinite-lived intangible assets for impairment during the second quarter of fiscal 2018.

Additionally, we recognized a $35.1 million goodwill impairment related to our Devices business, which has been
declining due to the ongoing consolidation of our handset manufacturer customer base and continued erosion of our
penetration of the remaining market. While the business has been performing in line with our expectations, the
reorganization, as more fully described in Note 17 to the accompanying condensed consolidated financial statements,
triggered an assessment for the goodwill assigned to the business.

Key Metrics

A summary of key financial metrics for the six months ended March 31, 2018, as compared to the six months ended
March 31, 2017, is as follows:

Total revenues increased by $28.6 million to $1,015.9 million;

Net loss increased by $53.1 million to $110.8 million;

Gross margins decreased by 1.2 percentage points to 55.7%;
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Operating margins decreased by 17.5 percentage points to (11.9)%; and
€Cash provided by operating activities decreased by $55.0 million to $195.4 million.

25

48



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

Table of Contents

As of March 31, 2018, as compared to March 31, 2017:

Total deferred revenue increased by 10.0% from $802.4 million to $882.7 million, primarily driven by the continued
growth of our Automotive connected services and Healthcare bundled offerings.

A summary of key operating metrics for the three months ended March 31, 2018, as compared to the three months
ended March 31, 2017, is as follows:

Net new bookings decreased by 8% from one year ago to $376.6 million, primarily due to declines in our Automotive
and Imaging segments.

Bookings represent the estimated gross revenue value of transactions at the time of contract execution, except for
maintenance and support offerings. For fixed price contracts, the bookings value represents the gross total contract
value. For contracts where revenue is based on transaction volume, the bookings value represents the contract price
multiplied by the estimated future transaction volume during the contract term, whether or not such transaction
volumes are guaranteed under a minimum commitment clause. Actual results could be different than our initial
estimate. The maintenance and support bookings value represents the amounts the customer is invoiced in the period.
Because of the inherent estimates required to determine bookings and the fact that the actual resultant revenue may
differ from our initial bookings estimates, we consider bookings one indicator of potential future revenue and not as
an arithmetic measure of backlog.

Net new bookings represents the estimated revenue value at the time of contract execution from new contractual
arrangements or the estimated revenue value incremental to the portion of value that will be renewed under
pre-existing arrangements.

Recurring revenue represented 71% and 74% of total revenue for three months ended March 31, 2018 and March 31,
2017, respectively. Recurring revenue represents the sum of recurring hosting, product and licensing, and
maintenance and support revenues as well as the portion of professional services revenue delivered under ongoing
contracts. Recurring product and licensing revenue comprises term-based and ratable licenses as well as revenues
from royalty arrangements.

Annualized line run-rate in our on-demand healthcare solutions decreased by 33% from a year ago to approximately
3.2 billion lines per year. The decrease was primarily due to the continued erosion in our transcription services and the
1mpact of the 2017 Malware Incident, as defined below. The annualized line run-rate is determined using billed
equivalent line counts in a given quarter, multiplied by four.

Estimated three-year value of total on-demand contracts as of March 31, 2018 decreased by 9% from a year ago to
approximately $2.3 billion. The decrease was primarily due to the continued erosion in our transcription services, and
the impact of the 2017 Malware Incident, offset in part by growth in our Dragon Medical cloud and Automotive
solutions. We determine this value as of the end of the period reported, by using our estimate of three years of
anticipated future revenue streams under signed on-demand contracts then in place, whether or not they are
guaranteed through a minimum commitment clause. Our estimate is based on assumptions used in evaluating the
contracts and determining sales compensation, adjusted for changes in estimated launch dates, actual volumes
achieved, and other factors deemed relevant. For contracts with an expiration date beyond three years, we include
only the value expected within three years. For other contracts, we assume renewal consistent with historic renewal
rates unless there is a known cancellation. Contracts are generally priced by volume of usage and typically have no or
low minimum commitments. Actual revenue could vary from our estimates due to factors such as cancellations,
non-renewals or volume fluctuations.

Cybersecurity & Data Privacy Matters

On June 27, 2017, Nuance was a victim of the global NotPetya malware incident (the “2017 Malware Incident”). The
NotPetya malware affected certain Nuance systems, including systems used by our healthcare customers, primarily for
transcription services, as well as systems used by our imaging division to receive and process orders. For fiscal year
2017, we estimate that we lost approximately $68.0 million in revenues, primarily in our Healthcare segment, due to
the service disruption and the reserves we established for customer refund credits related to 2017 Malware Incident.
Additionally, we incurred incremental costs of approximately $24.0 million for fiscal year 2017 as a result of our
remediation and restoration efforts, as well as incremental amortization expenses. Although the direct effects of the
2017 Malware Incident were remediated during fiscal year 2017, as explained below, the 2017 Malware Incident had
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a continued effect on our results of operations in the first half of fiscal year 2018 including contributing to: a
year-over-year decline in the annualized line run-rate in our on-demand healthcare solutions and in the estimated
three-year value of on-demand contracts; a year-over-year decline in hosted revenue and an increase in restructuring
and other charges. In addition, we expect to expend additional resources during the remainder of fiscal year 2018 and
beyond to continue to enhance and upgrade information security.
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In addition, in December 2017, an unauthorized third party illegally accessed certain reports hosted on a Nuance
transcription platform. This incident was limited in scope to records of approximately 45,000 individuals and was
isolated to a single transcription platform that was promptly shutdown. Customers using that platform were notified of
the incident and were migrated to our eScription transcription platforms. We also notified law enforcement authorities
and have cooperated in their investigation into the matter. The law enforcement investigation resulted in the
identification of the third party, and the accessed reports have been recovered. This incident did not have a material
effect on our financial results for the six months ended March 31, 2018 and is not expected to have a material effect
on our financial results for future periods. Future cybersecurity or data privacy incidents could have a material adverse
effect on our results of operations. See “Risk Factors - Cybersecurity and data privacy incidents or breaches may
damage client relations and inhibit our growth.”

RESULTS OF OPERATIONS

Total Revenues

The following tables show total revenues by product type and by geographic location, based on the location of our
customers, in dollars and percentage change (dollars in millions):

Three Months Six Months

Ended Dollar Percent Ended Dollar Percent

March 31, Change Change March 31, Change Change

2018 2017 2018 2017
Professional services and hosting $274.6 $258.7 $159 6.1 % $533.6 $512.1 $21.5 42 %
Product and licensing 161.3 1593 2.0 1.3 % 323.1 311.0 12.1 39 %
Maintenance and support 784 816 (3.2 ) (4.0)% 159.2 164.1 49 ) (3.0)%
Total Revenues $514.2 $499.6 $14.6 2.9 % $1,0159 $987.2 $28.7 29 %
United States $367.6 $352.9 $14.7 42 % $731.9 $702.1 $29.8 42 %
International 146.6 1466 — — % 284.0 285.1 (1.1 ) (0.4)%
Total Revenues $514.2 $499.6 $14.6 2.9 % $1,0159 $987.2 $28.7 29 %

The geographic split for the three months ended March 31, 2018 was 71% of total revenues in the United States and
29% internationally, as compared to 71% of total revenues in the United States and 29% internationally for the three
months ended March 31, 2017.

The geographic split for the six months ended March 31, 2018 was 72% of total revenues in the United States and
28% internationally, as compared to 71% of total revenues in the United States and 29% internationally for the six
months ended March 31, 2017.

Professional Services and Hosting Revenue

Professional services revenue primarily consists of consulting, implementation and training services for customers.
Hosting revenue primarily relates to delivering on-demand hosted services, such as medical transcription, automated
customer care applications, mobile operator services, mobile infotainment and search and transcription, over a
specified term. The following table shows professional services and hosting revenue, in dollars and as a percentage of
total revenues (dollars in millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Professional services revenue ~ $80.2 $56.5 $23.6 41.8 % $154.1 $116.7 $374 320 %
Hosting revenue 194.4 202.2 (7.8 ) (3.8)% 379.5 395.4 (15.9 ) 4.0)%
$274.6 $2587 $159 6.1 % $533.6 $512.1 $21.5 42 %
As a percentage of total revenue 53.4 % 51.8 % 525 % 519 %

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Hosting revenue decreased by $7.8 million, or 3.8%, primarily due to a $8.3 million decrease in our Other segment
and a $4.5 million decrease in Healthcare segment, partially offset by a $4.0 million increase in our Automotive
segment. Hosting revenue in Other segment decreased due to lower revenue from both our SRS and Devices
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businesses. Healthcare hosting revenue decreased primarily due to the continued erosion in transcription services, and
the negative impact of the 2017 Malware Incident, offset in part by the continued market penetration and growth of
our Dragon cloud-based solutions. Automotive hosting revenue increased due to continued growth in our connected
services.

Professional services revenue increased by $23.6 million, or 41.8% primarily due to higher revenue from electronic
healthcare record ("EHR") implementation and optimization services in our Healthcare segment.
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As a percentage of total revenue, professional services and hosting revenue increased from 51.8% to 53.4%, primarily
due to higher professional services revenue discussed above.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Hosting revenue decreased by $15.9 million, or 4.0%, primarily due to a $13.6 million decrease in our Other segment
and a $11.6 million decrease in our Healthcare segment, partially offset by a $7.6 million increase in our Automotive
segment. Hosting revenue in Other segment decreased due to lower revenue from both our SRS and Devices
businesses. Healthcare hosting revenue decreased primarily due to the continued erosion in transcription services, and
the negative impact of the 2017 Malware Incident, offset in part by the continued market penetration and growth of
our Dragon cloud-based solutions. Automotive hosting revenue increased primarily due to continued growth in our
connected services.

Professional services revenue increased by $37.4 million, or 32.0% primarily due to higher revenue from EHR
implementation and optimization services in our Healthcare segment.

As a percentage of total revenue, professional services and hosting revenue increased from 51.9% to 52.5%, primarily
due to higher professional services revenue in our Healthcare segment discussed above.

Product and Licensing Revenue

Product and licensing revenue primarily consists of sales and licenses of our technology. The following table shows
product and licensing revenue, in dollars and as a percentage of total revenues (dollars in millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Product and licensing revenue  $161.3  $159.3 $2.0 1.3 % $323.1 $311.0 $12.1 39 %
As a percentage of total revenue 314 % 319 % 318 % 315 %

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Product and licensing revenue increased by $2.0 million, or 1.3%, primarily due to a $4.8 million increase in
Automotive and a $6.3 million increase in Healthcare, mostly offset by a $5.0 million decrease in Enterprise and a
$4.5 million decrease in Imaging. Automotive product and licensing revenue increased primarily due to royalties from
existing customers. Healthcare product and licensing revenue increased primarily as a result of higher revenue from
diagnostics solutions due to recent acquisitions, and the increase in Dragon Medical solutions. Enterprise product and
licensing revenue decreased primarily due to lower contact center license revenue. Imaging product and licensing
revenue decreased primarily due to lower revenue from our scanning and print management solutions. As a percentage
of total revenue, product and licensing revenue decreased from 31.9% to 31.4% as customers continued to transition
from Dragon perpetual licenses to Dragon cloud-based solutions in Healthcare.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Product and licensing revenue increased by $12.1 million, or 3.9%, primarily due to a $5.4 million increase in
Automotive and a $10.5 million increase in Healthcare, offset in part by a $3.9 million decrease in Enterprise.
Automotive product and licensing revenue increased primarily due to royalties from existing customers. Healthcare
product and licensing revenue increased primarily as a result of higher revenue from diagnostics solutions due to
recent acquisitions, and the increase in Dragon Medical solutions. Enterprise product and licensing revenue decreased
primarily due to lower contact center license revenue. As a percentage of total revenue, product and licensing revenue
increased from 31.5% to 31.8%, primarily due to higher revenue in our healthcare segment related to recent
acquisitions, offset in part by customers' continued transition from Dragon perpetual licenses to Dragon cloud-based
solutions.

Maintenance and Support Revenue

Maintenance and support revenue primarily consists of technical support and maintenance services. The following
table shows maintenance and support revenue, in dollars and as a percentage of total revenues (dollars in millions):

Three Months )
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
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2018 2017 2018 2017
Maintenance and support revenue $78.4  $81.6 $(3.2) (4.0)% $159.2 $164.1
As a percentage of total revenue 15.2 % 16.3 % 157 % 16,6 %
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Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Maintenance and support revenue decreased by $3.2 million, or 4.0%. As a percentage of total revenue, maintenance
and support revenue decreased from 16.3% to 15.2%. The decreases were primarily due to the continuing customer
transition from product licenses to cloud-based solutions in Healthcare.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Maintenance and support revenue decreased by $4.9 million, or 3.0%. As a percentage of total revenue, maintenance
and support revenue decreased from 16.6% to 15.7%. The decreases were primarily due to the continuing customer
transition from product licenses to cloud-based solutions in Healthcare.

COSTS AND EXPENSES

Cost of Professional Services and Hosting Revenue

Cost of professional services and hosting revenue primarily consists of compensation for services personnel, outside
consultants and overhead, as well as the hardware, infrastructure and communications fees that support our hosting
solutions. The following table shows the cost of professional services and hosting revenue, in dollars and as a
percentage of professional services and hosting revenue (dollars in millions):

Three Months )

Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017

Cost of professional services and hosting
revenue

Asa per(.:entage of professional services 659 % 635 % 663 % 643 %
and hosting revenue

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

The increase in cost of professional services and hosting revenue was primarily due to the growth in our Dragon
Medical cloud-based solutions and EHR implementation and optimization services, offset in part by the decline in
transcription services revenue. Gross margin decreased by 2.4 percentage points primarily due to margin compression
in our medical transcription services and the increase in EHR implementation and optimization services which carried
lower margins, offset in part by a favorable shift in revenue mix towards higher margin Dragon Medical cloud-based
offerings. Also contributing to the decrease was lower gross margin in our Enterprise segment due to lower revenues
and the relatively fixed hosting costs, and the margin compression in Other segment due to the margin erosions in our
Devices and SRS businesses.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

The increase in cost of professional services and hosting revenue was primarily due to the growth in our Dragon
Medical cloud-based solutions and EHR implementation and optimization services, offset in part by the decline in
transcription services revenue. Gross margin decreased by 2.0 percentage points primarily due to margin compression
in our medical transcription services and the increase in EHR implementation and optimization services which carried
lower margins, offset in part by a favorable shift in revenue mix towards higher margin Dragon Medical cloud-based
offerings. Also contributing to the decrease was lower gross margin in our Enterprise segment due to lower revenues
and the relatively fixed hosting costs, and the margin compression in Other segment due to the margin erosions in our
Devices and SRS businesses.

Cost of Product and Licensing Revenue

Cost of product and licensing revenue primarily consists of material and fulfillment costs, manufacturing and
operations costs and third-party royalty expenses. The following table shows the cost of product and licensing
revenue, in dollars and as a percentage of product and licensing revenue (dollars in millions):

$181.1  $1642 $169 103 % $353.6 $329.1 $245 75 %

Three Months Six Months
Ended Dollar Percent Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017

Cost of product and licensing revenue $19.0 $188 $02 09 % $380 $372 $08 23 %
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As a percentage of product and licensing
revenue

11.8 % 11.8 % 11.8 % 12.0 %
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Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Cost of product and licensing revenue increased by $0.2 million, or 0.9%. Gross margin was essentially flat
year-over-year.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Cost of product and licensing revenue increased by $0.8 million, or 2.3%. Gross margin increased by 0.2 percentage
points, or essentially flat year-over-year.

Cost of Maintenance and Support Revenue

Cost of maintenance and support revenue primarily consists of compensation for product support personnel and
overhead. The following table shows the cost of maintenance and support revenue, in dollars and as a percentage of
maintenance and support revenue (dollars in millions):

Three Months Six Months
Ended Dollar Percent Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Cost of maintenance and support revenue $142 $132 $1.0 72 % $284 $268 $1.6 59 %
As a percentage of maintenance and support 181 % 162 % 179 % 164 %

revenue
Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017
Cost of maintenance and support revenue increased by $1.0 million, or 7.2%. Gross margins decreased by 1.9
percentage points primarily driven by lower margin on Dragon Medical maintenance and support services in
healthcare.
Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017
Cost of maintenance and support revenue increased by $1.6 million, or 5.9%. Gross margins decreased by 1.5
percentage points primarily due to lower margin on Dragon Medical maintenance and support services.
Research and Development Expense
Research and development ("R&D") expense primarily consists of salaries, benefits, and overhead relating to
engineering staff as well as third party engineering costs. The following table shows research and development
expense, in dollars and as a percentage of total revenues (dollars in millions):

Three Months

Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Research and development expense $74.2  $66.2 $ 8.0 12.0% $147.6 $132.6 $150 113 %
As a percentage of total revenue 144 % 133 % 145 % 134 %

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Research and development expense increased by $8.0 million, or 12.0%, primarily due to higher compensation
expenses as a result of higher R&D headcount as we continue to enhance our R&D capability and invest in new
technologies to support our long-term growth.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Research and development expense increased by $15.0 million, or 11.3%, primarily due to higher compensation
expenses as a result of higher R&D headcount as we continue to enhance our R&D capability and invest in new
technologies to support our long-term growth.
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Sales and Marketing Expense

Sales and marketing expense includes salaries and benefits, commissions, advertising, direct mail, public relations,
tradeshow costs and other costs of marketing programs, travel expenses associated with our sales organization and
overhead. The following table shows sales and marketing expense, in dollars and as a percentage of total revenues
(dollars in millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Sales and marketing expense $942 $93.7 $05 05 % $196.1 $1952 $1.0 05 %
As a percentage of total revenue 18.3 % 18.8 % 193 % 198 %

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

Sales and marketing expense increased by $0.5 million, or 0.5%, primarily driven by increases in marketing and
communication expenses, offset in part by lower compensation expenses.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Sales and marketing expense increased by $1.0 million, or 0.5%, primarily due to the increase in professional service
expenses and marketing and communication expenses.

General and Administrative Expense

General and administrative expense primarily consists of personnel costs for administration, finance, human
resources, general management, fees for external professional advisers including accountants and attorneys, and
provisions for doubtful accounts. The following table shows general and administrative expense, in dollars and as a
percentage of total revenues (dollars in millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
General and administrative expense $74.3 $41.5 $32.8 789 % $127.2 $81.3 $459 564 %
As a percentage of total revenue 144 % 83 % 125 % 82 %

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017

General and administrative expense increased by $32.8 million, or 78.9%, primarily due to professional service costs
related to evaluating strategic alternatives for certain businesses and establishing the Automotive business as a
separate operating segment.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

General and administrative expense increased by $45.9 million, or 56.4%, primarily due to professional services costs
related to evaluating strategic alternatives for certain businesses and establishing the Automotive business as a
separate operating segment.

Amortization of Intangible Assets

Amortization of acquired patents and technologies are included within cost of revenue and the amortization of
acquired customer and contractual relationships, non-compete agreements, acquired trade names and trademarks, and
other intangibles are included within operating expenses. Customer relationships are amortized based upon the pattern
in which the economic benefits of the customer relationships are expected to be realized. Other identifiable intangible
assets are amortized on a straight-line basis over their estimated useful lives. Amortization expense was recorded as
follows (dollars in millions):

Three Months Six Months
Ended Dollar Percent Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Cost of revenue $14.8 $17.2 $24) (142)% $30.1 $328 $(2.6 ) (8.0 %
Operating expenses 22.7 27.9 (5.2 ) (18.8)% 45.7 55.8 (10.0 ) (18.0)%
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Total amortization expense $37.5 $45.1 $(7.7) (17.0)% $75.9 $88.5 $(12.7) (14.3)%

As a percentage of total revenue 7.3 % 9.0 % 75 %90 %

The decreases in total amortization of intangible assets for the three and six months ended March 31, 2018, as
compared to the prior year periods, were primarily due to certain intangible assets having been fully amortized during
fiscal year 2017.
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Acquisition-Related Costs, Net

Acquisition-related costs include costs related to business acquisitions. These costs consist of (i) transition and
integration costs, including retention payments, transitional employee costs, earn-out payments, and other costs related
to integration activities; (ii) professional service fees, including financial advisory, legal, accounting, and other outside
services incurred in connection with acquisition activities, and disputes and regulatory matters related to acquired
entities; and (iii) fair value adjustments to acquisition-related contingencies. A summary of the acquisition-related
costs is as follows (dollars in millions):

Three Months Six Months
Ended Dollar Percent Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Transition and integration costs  $3.4 $3.6 $(0.2) (6.8 )% $74 $7.3 $0.1 15 %
Professional service fees 09 3.0 2.0 ) (684)% 1.5 8.0 (6.5 ) (81.8)%

Acquisition-related adjustments (1.9 ) (1.2) (0.7 ) 613 % (1.0) (09 ) (0.1 )56 %
Total acquisition-related costs, net $2.4 $54 $(3.0) (56.1)% $7.9 $144 $(6.5) (45.0)%
As a percentage of total revenue 0.5 % 1.1 % 08 %15 %
The decreases in acquisition-related costs, net for the three and six months ended March 31, 2018, as compared to the
prior year periods, were primarily due to the decrease in professional service fees driven by reduced acquisition
activities during fiscal year 2018.
Restructuring and Other Charges, Net
While restructuring and other charges, net are excluded from segment profits, the table below presents the
restructuring and other charges, net associated with each segment (dollars in thousands):

Three Months Ended March 31,

2018 2017
Personnélacilities Total . Other Total Personnélacilities Total . Other Total
Restructuring Charges Restructuring Charges

Healthcare $788 $— $ 788 $— $788 $577 $593 $ 1,170 $— $1,170
Enterprise 265 7 272 — 272 388 257 645 — 645
Automotive 849 — 849 — 849 1,247 — 1,247 — 1,247
Imaging 83 (16 ) 67 — 67 225 36 261 — 261
Other 1,095 558 1,653 — 1,653 1,806 51 1,857 10,773 12,630
Corporate 707 798 1,505 3,814 5,319 332 1,318 1,650 2,308 3,958
Total $3,787 $1,347 $ 5,134 $3,814 $8,948 $4,575 $2255 $ 6,830 $13,081 $19,911

Six Months Ended March 31,

2018 2017

Personnélacilities Total . Other Total Personnélacilities Total . Other Total

Restructuring Charges Restructuring Charges

Healthcare $3,301 $25 $ 3,326 $— $3,326 $2,561 $ 870 $ 3,431 $— $3,431
Enterprise 527 2,367 2,894 — 2,894 812 864 1,676 — 1,676
Automotive 1,000 — 1,000 — 1,000 1,415 — 1,415 — 1,415
Imaging 1,306 (7 ) 1,299 — 1,299 586 387 973 — 973
Other 1,344 569 1,913 — 1,913 1,850 51 1,901 10,773 12,674
Corporate 1,192 58 1,250 12,067 13,317 1,000 1,982 2,982 3,463 6,445
Total $8,670 $3,012 $ 11,682 $12,067 $23,749 $8,224 $4,154 $ 12,378 $14,236 $26,614
Fiscal Year 2018

For the six months ended March 31, 2018, we recorded restructuring charges of $11.7 million, which included $8.7
million related to the termination of approximately 400 employees and $3.0 million related to certain excess facilities.
Of these amounts, $5.1 million was recorded for the three months ended March 31, 2018, including $3.8 million
related to employee termination and $1.3 million related to certain excess facilities. These actions were part of our
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strategic initiatives focused on investment rationalization, process optimization and cost reduction. We expect the
remaining outstanding severance of $1.4 million to be substantially paid during fiscal year 2018, and the remaining
balance of $8.5 million related to excess facilities to be paid through fiscal year 2025, in accordance with the terms of
the applicable leases.

Additionally, for the six months ended March 31, 2018, we recorded $4.6 million related to the transition agreement
of our former
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CEO, $7.5 million related to our remediation and restoration efforts after the 2017 Malware Incident that occurred in
the third quarter of fiscal year 2017. Of these amounts, $2.3 million related to the CEO transition and $1.5 million
related to the 2017 Malware Incident was recorded for the three months ended March 31, 2018. The cash payments
associated with the CEO transition agreement are expected to be made through fiscal year 2020.

Fiscal Year 2017

For the six months ended March 31, 2017, we recorded restructuring charges of $12.4 million, which included $8.2
million related to the termination of approximately 220 employees and $4.2 million related to certain excess facilities.
Of these amounts, $6.8 million was recorded for the three months ended March 31, 2017, including $4.6 million
related to employee termination and $2.3 million related to certain excess facilities. These actions were part of our
strategic initiatives focused on process optimization and cost reduction.

Additionally, for the six months ended March 31, 2017, we recorded $3.5 million related to the transition agreement
of our former CEO and $10.8 million non-cash impairment charge related to an internally developed software. Of
these amounts, $2.3 million related to the CEO transition and $10.8 million non-cash impairment charge were
recorded for the three months ended March 31, 2017.

Impairment of Goodwill

Fiscal Year 2018

As more fully described in Note 4 of the accompanying condensed consolidated financial statements, for the three and
six months ended March 31, 2018, we recorded a goodwill impairment charge of $137.9 million related to Other
segment, with $35.1 million related to Devices and $102.8 million related to SRS.

Other Expense, Net
A summary of other expenses, net is as follows (dollars in millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Interest income $2.2 $1.3 $10 747 % $4.4 $2.3 $21 923 %
Interest expense 339 ) (379 ) 40 (10.5)% (699 ) (759 ) 59 (7.8 )%
Other expense, net 0.6 ) (19.6 ) 19.1 96.9)% (0.8 ) (202 ) 194 (96.1)%
Total other expense, net $(32.2) $(56.2) $24.0 (42.7)% $(66.3) $(93.8) $27.5 (29.3)%
As a percentage of total revenue 6.3 % 11.2 % 65 %95 %

The decreases for the three and six months ended March 31, 2018, as compared to the prior year periods, were
primarily due to debt extinguishment losses of $18.6 million for the partial repayment of our 2020 Senior Notes in
fiscal year 2017.

Provision for Income Taxes

The following table shows the provision (benefit) for income taxes and the effective income tax rate (dollars in
millions):

Three Months .
Ended Dollar Percent Six Months Ended Dollar Percent
March 31, Change Change March 31, Change Change
2018 2017 2018 2017
Provision (benefit) for income taxes $2.5  $9.1 $6.6) (72.2)% $(76.0) $19.5  $(95.5) (489.7)%
Effective income tax rate (1.6 Y% (37.)% 40.7 % (51.0 )%

As more fully described in Note 14 to the accompanying condensed consolidated financial statements, as a result of
the Tax Cuts and Jobs Act ("TCJA"), we remeasured certain deferred tax assets and liabilities at the lower rates and
recorded approximately $87.0 million of tax benefits for the six months ended March 31, 2018, which also reflected
an expense of $10.0 million for the three months ended March 31, 2018 as we revised our estimates of the timing and
amounts of the temporary differences. Additionally, we recorded a $2.0 million provision for the deemed repatriation
of foreign cash and earnings for the six months ended March 31, 2018, which also reflected a benefit of $12.0 million
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mandatory repatriation tax.
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In addition, as more fully described in Note 4 to the condensed consolidated financial statements, in connection with
the impairment charge of SRS's goodwill, we recognized a tax benefit of $8.5 million related to the portion of
deductible goodwill in Brazil for the three and six months ended March 31, 2018.

SEGMENT ANALYSIS

During the first quarter of fiscal year 2018, we commenced a reorganization of our segment reporting structure to
allow our Chief Operating Decision Maker ("CODM") greater focus on implementing strategic initiatives and
identifying future investment opportunities. During the second quarter of fiscal year 2018, we established our
Automotive business as a separate operating segment. Additionally, we moved our Dragon TV business from our
Mobile operating segment into our Enterprise operating segment to consolidate our telecommunications market
resources. Finally, our SRS business and our Devices business, originally included within our Mobile operating
segment, are now presented within our Other segment. As a result, segment information for the three and six months
ended March 31, 2018 and 2017 has been recast to reflect the new segment reporting structure.
The following table presents certain financial information about our operating segments (dollars in millions):

Segment Revenues®:
Healthcare

Enterprise

Automotive

Imaging

Other

Total segment revenues
Less: acquisition related revenues
adjustments

Total revenues
Segment Profit:
Healthcare

Enterprise

Automotive

Imaging

Other

Total segment profit
Segment Profit Margin:
Healthcare

Enterprise

Automotive

Imaging

Other

Total segment profit margin

Three Months

Ended Change Percent
March 31, Change
2018 2017

$261.2 $2385 $22.7 95 %
112.7 122.1 94 ) A7 )%
69.0 61.7 7.3 11.7 %
48.9 53.0 4.1 ) (A8 Y%
26.5 35.7 9.2 ) (25.8)%
$518.3 $511.1 $7.2 14 %
41 ) (115 ) 74 (64.5)%
$5142 $4996 $146 29 %
$87.4 $83.3 $4.1 48 %
25.7 40.3 (14.6 ) (36.3)%
28.9 29.3 04 ) (A5 )%
12.3 18.5 (6.2 ) (33.6)%
6.1 12.5 6.4 ) (51.5)%
$160.3 $184.0 $(23.7) (12.9)%
334 % 349 % (1.5 )

22.8 % 33.0 % (10.2 )

419 % 475 % (5.6 )

250 % 34.8 % (9.8 )

229 % 35.1 % (122 )

309 % 36.0 % (5.1 )

Six Months Ended
March 31,

2018 2017
$506.8 $477.7
233.3 237.5
130.4 120.6
104.6 105.1
52.1 66.2
$1,027.1  $1,007.1
(11.3 ) (19.9
$1,0159 $987.2
$164.8 $161.9
63.5 70.3
52.1 56.9
27.9 36.1
9.5 20.4
$317.7 $345.6
32.5 % 33.9
27.2 % 29.6
399 % 47.2
26.7 % 34.3
18.2 % 30.9
30.9 % 34.3

Percent
Change Change
$29.1 6.1 %
42 )18
9.8 82 %
0.5 )05
(14.1 ) 21.3)%
$200 20 %

) 8.6 (43.3)%
$28.7 29 %
$2.9 1.8 %
6.8 ) 9.7 %
48 ) @B5 )
82 ) 22.71)%

(109 ) (53.5)%
$(27.9) 8.1 Y%

% (14 )
% (24 )
% (13 )
% (16 )
% (12.6 )
% (34 )

Segment revenues differ from reported revenues due to certain revenue adjustments related to acquisitions that
(ay Would otherwise have been recognized but for the purchase accounting treatment of the business combinations.

These revenues are included to allow for more complete comparisons to the financial results of historical

operations and in evaluating management performance.

Segment Revenues

Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017
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Healthcare segment revenue increased by $22.7 million, or 9.5%, primarily due to higher revenue from Dragon
Medical cloud-based solutions and EHR implementation and optimization services, offset by in part by lower revenue
from our transcription services revenue due to the continued erosion, and the negative impact of the 2017 Malware
Incident.

Enterprise segment revenue decreased by $9.4 million, or 7.7%, primarily due to lower contact center license and
services revenue, and lower volume through our legacy inbound and outbound on-demand solutions.
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Automotive segment revenue increased by $7.3 million, or 11.7%, primarily due to higher revenues from royalties
and hosting solutions driven by continued growth in our connected services.
Imaging segment revenues decreased by $4.1 million, or 7.8%, primarily due to lower revenue from our scanning and
print management solutions.
Other segment revenue decreased by $9.2 million, or 25.8%, primarily due to declines in both SRS and Devices. The
decline in SRS was primarily due to the recent market disruptions in India and Brazil. These markets have
experienced recent and dramatic disruptions as a result of accelerated change in competition and business models for
our SRS mobile operator customers, which has reduced demand for our services. The decline in our Devices business
was primarily due to the ongoing consolidation of our handset manufacturer customer base, as well as continued
erosion of our penetration of the remaining market.
Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017
Healthcare segment revenue increased by $29.1 million, or 6.1%, primarily due to higher revenue from Dragon
Medical cloud-based solutions and EHR implementation and optimization services, offset by in part by lower revenue
from our transcription services revenue due to the continued erosion, and the negative impact of the 2017 Malware
Incident.
Enterprise segment revenue decreased by $4.2 million, or 1.8%, primarily due to lower contact center license and
services revenue, and lower volume through our legacy inbound and outbound on-demand solutions.
Automotive segment revenue increased by $9.8 million, or 8.2%, primarily due to higher revenues from royalties and
hosting solutions driven by continued growth in our connected services.
Imaging segment revenues decreased by $0.5 million, or 0.5%, primarily due to lower revenue from our scanning and
print management solutions.
Other segment revenue decreased by 14.1 million, or 21.3%, primarily due to declines in both of SRS and Devices.
The decline in SRS was primarily due to the recent market disruptions in India and Brazil. These markets have
experienced recent and dramatic disruptions as a result of accelerated change in competition and business models for
our SRS mobile operator customers, which has reduced demand for our services. The decline in our Devices business
was primarily due to the ongoing consolidation of our handset manufacturer customer base, as well as continued
erosion of our penetration of the remaining market.
Segment Profit
Three Months Ended March 31, 2018 compared to Three Months Ended March 31, 2017
Healthcare segment profit increased by $4.1 million, or 4.8%, primarily due to higher segment revenue offset in part
by lower gross margin. The lower gross margin was primarily due to margin compression in our medical transcription
services and the increase in EHR implementation and optimization services which carried lower margins, offset in
part by a favorable shift in revenue mix towards higher margin Dragon Medical cloud-based offerings. As a result,
segment profit margin decreased by 1.5 percentage points to 33.4%.

Enterprise segment profit decreased by $14.6 million, or 36.3%, primarily due to lower segment revenue and
. lower gross margin. The lower gross margin was primarily a result of lower revenue and relatively fixed

overhead costs. As a result, segment profit margin decreased by 10.2 percentage points to 22.8%.
Automotive segment profit decreased by $0.4 million, or 1.5%, primarily due to lower gross margin and higher R&D
expenses, offset in part by higher revenue. The lower gross margin was primarily driven by our investment in
automotive technologies and increased professional services headcount for future business needs. The higher R&D
expenses was primarily driven by our increased investment in new technologies to support future growth. As a result,
segment profit margin decreased by 5.6 percentage points to 41.9%.
Imaging segment profit decreased by 6.2 million, or 33.6%, primarily due to lower segment revenue and gross margin
and higher operating expenses. Gross margin declined as a result of an unfavorable shift in revenue mix from higher
margin licensing revenue to lower margin product revenue. Operating expenses increased primarily due to higher
sales and marketing and R&D expenses to support new products and solutions. As a result, segment profit margin
decreased by 9.8 percentage points to 25.0%.
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Other segment profit decreased by 6.4 million, or 51.5%. Profit margin decreased by 12.2 percentage points to 22.9%.
The declines were primarily due to lower revenues and relatively fixed costs and expenses structure.

Six Months Ended March 31, 2018 compared to Six Months Ended March 31, 2017

Healthcare segment profit increased by $2.9 million, or 1.8%, primarily due to higher segment revenue offset in part
by lower gross margin. The lower gross margin was primarily due to margin compression in our medical transcription
services and the increase in EHR implementation and optimization services which carried lower margins, offset in
part by a favorable shift in revenue mix towards higher margin Dragon Medical cloud-based offerings. As a result,
segment profit margin decreased by 1.4 percentage points to 32.5%.

Enterprise segment profit decreased by $6.8 million, or 9.7%, primarily due to lower segment revenue and lower
eross margin. The lower gross margin was primarily a result of lower revenue and relatively fixed overhead costs. As
a result, segment profit margin decreased by 2.4 percentage points to 27.2%.

Automotive segment profit decreased by $4.8 million, or 8.5%, primarily due to lower gross margin and higher R&D
expenses, offset in part by higher revenue. The lower gross margin was primarily driven by our investment in
automotive technologies and increased professional services headcount for future business needs. The higher R&D
expenses was primarily driven by our increased investment in new technologies to support future growth. As a result,
segment profit margin decreased by 7.3 percentage points to 39.9%.

Imaging segment profit decreased by $8.2 million, or 22.7%, primarily due to lower segment revenue and gross
margin and higher operating expenses. Gross margin declined as a result of an unfavorable shift in revenue mix from
higher margin licensing revenue to lower margin product revenue. Operating expenses increased primarily due to
higher sales and marketing and R&D expenses to support new products and solutions. As a result, segment profit
margin decreased by 7.6 percentage points to 26.7%.

Other segment profit decreased by 10.9 million, or 53.5%. Profit margin decreased by 12.6% percentage points to
18.2%. The declines were primarily due to lower revenues and relatively fixed costs and expenses structure.
LIQUIDITY AND CAPITAL RESOURCES

Liquidity

We had cash and cash equivalents and marketable securities of $648.7 million as of March 31, 2018, a decrease of
$225.4 million from $874.1 million as of September 30, 2017. Our working capital, defined as total current assets less
total current liabilities, was $399.7 million as of March 31, 2018, compared to $216.4 million as of September 30,
2017. Additionally, we had $238.4 million available for borrowing under our revolving credit facility as of March 31,
2018. We believe that our existing sources of liquidity are sufficient to support our operating needs, capital
requirements and any debt service requirements for the next twelve months.

Cash and cash equivalents and marketable securities held by our international operations totaled $131.0 million as of
March 31, 2018 and $148.6 million as of September 30, 2017. As more fully described in Note 14 to the
accompanying condensed consolidated financial statements, as a result of the enactment of the Tax Cuts and Jobs Act
("TCJA"), we recorded a provisional amount of one-time repatriation tax of approximately $2 million on foreign cash
and earnings as of March 31, 2018. The actual impact of the TCJA may differ materially from our estimate due to
changes in our interpretations and assumptions, additional guidance to be issued, and actions we may take as a result
of the TCJA. We have not changed our indefinite reinvestment assertion related to foreign cash and earnings.

In April 2018, we completed an acquisition in our Automotive segment for a total cash consideration of approximately
$82 million, net of cash acquired. We are currently in the process of determining the total consideration transferred
and the fair values of assets acquired and liabilities assumed, but do not expect this acquisition to have a material
impact on our condensed consolidated financial statements.
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Cash Provided by Operating Activities

Cash provided by operating activities for the six months ended March 31, 2018, was $195.4 million, a decrease of
$55.0 million from cash provided by operating activities of $250.3 million for the six months ended March 31, 2017.
The decrease was primarily due to:

A decrease of $59.6 million due to lower net income, excluding non-cash adjustments;

A decrease of $7.7 million due to unfavorable changes in working capital, primarily due to the timing of billing and
cash payments, offset in part by,

An increase of $12.3 million from changes in deferred revenue. Deferred revenue had a positive effect of $85.3
million on operating cash flows for the six months ended March 31, 2018, as compared to $73.0 million for the six
months ended March 31, 2017, primarily driven by continued growth of our Automotive connected services and
Healthcare bundled offerings.

Cash Provided by (Used in) Investing Activities

Cash provided by investing activities for the six months ended March 31, 2018, was $64.2 million, an increase of
$240.2 million from cash used in investing activities of $176.0 million for the six months ended March 31, 2017. The
increase was primarily due to:

A net increase of $186.5 million from the sale and purchase of marketable securities and other investments; and

A decrease of $60.2 million for business and asset acquisitions.

Cash (Used in) Provided by Financing Activities

Cash used in financing activities for the six months ended March 31, 2018, was $383.4 million, an increase of $454.3
million from cash provided by financing activities of $70.9 million for the six months ended March 31, 2017. The net
increase was primarily due to:

A decrease in cash inflows of $839.0 million from new debt issuance. During the six months ended March 31, 2017,
the cash inflows from debt activities includes $494.6 million net proceeds from the issuance of 5.625% Senior Notes
due 2026; and $344.3 million net proceeds from the issuance of our 1.25% 2025 Convertible Debentures;

An increase in cash outflows of $16.9 million related to acquisition payments with extended payment terms, offset in
part by,

A decrease in cash outflows of $302.9 million from the redemption and repayment of debt. During the six months
ended March 31, 2018 holders of approximately $331.2 million in aggregate principal amount of the 2.75% 2031
Debentures exercised their right to require us to repurchase such debentures. During the six months ended March 31,
2017, we made repayments of $616.7 million for the redemption of our 2020 Senior Notes and $17.9 million for the
redemption of our 2031 Convertible Debentures; and

A decrease in cash outflows of $99.1 million related to share repurchases. During the six months ended March 31,
2017 we repurchased 5.8 million shares of our common stock for $99.1 million under our share repurchase program.

Debt

For a detailed description of the terms and restrictions of the debt and revolving credit facility, see Note 10 to the
accompanying condensed consolidated financial statements.

Share Repurchase Program

On April 29, 2013, our Board of Directors approved a share repurchase program for up to $500.0 million. On April
29, 2015, our Board of Directors approved an additional $500.0 million under our share repurchase program. Under
the terms of the share repurchase program, we have the ability to repurchase shares through a variety of methods,
which may include open market purchases, privately negotiated transactions, block trades, accelerated stock
repurchase transactions, or any combination of such methods. The share repurchase program does not require us to
acquire any specific number of shares and may be modified, suspended, extended or terminated by us at any time
without prior notice. The timing and the amount of any purchases will be determined by management based on an
evaluation of market conditions, capital allocation alternatives, and other factors.

There were no share repurchases for the six months ended March 31, 2018. For the six months ended March 31, 2017,
we repurchased 5.8 million shares of our common stock for $99.1 million under the program. Since the
commencement of the program, we have repurchased an aggregate of 46.5 million shares for $806.6 million. The
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in additional paid in capital. Shares were retired upon repurchase. As of March 31, 2018, approximately $193.4
million remained available for future repurchases under the program.
Off-Balance Sheet Arrangements, Contractual Obligations
Contractual Obligations
The following table outlines our contractual payment obligations (dollars in millions):
Contractual Payments Due in Fiscal Year

2019 2021
Contractual Obligations Total 2018 and and Thereafter
2020 2022
Convertible debentures() $1,337.0 $— $—  $310.5 $1,026.5
Senior notes 1,250.0 — 450.0 — 800.0
Interest payable on long-term debt® 5183 434 173.4 1224 179.1
Letters of credit® 4.1 34 07 — —
Lease obligations and other liabilities:
Operating leases 159.4 175 402 274 743
Operating leases under restructuring®  62.7 51 179 152 245
Purchase commitments®) 32.2 76 138 108 —

Total contractual cash obligations $3,363.7 $77.0 $696.0 $486.3 $2,104.4

Pursuant to the terms of each convertible instrument, holders have the right to redeem the debt on specific dates
() prior to maturity. The repayment schedule above assumes that payment is due on the next redemption date after
March 31, 2018.
(2) Interest per annum is due and payable semi-annually and is determined based on the outstanding principal as of
March 31, 2018, the stated interest rate of each debt instrument and the assumed redemption dates discussed above.
() Letters of Credit are in place primarily to secure future operating lease payments.
Obligations include contractual lease commitments related to facilities that were part of restructuring plans. As of
) March 31, 2018, we have subleased certain of the facilities with total sublease income of $53.3 million through
fiscal year 2025.
Purchase commitments include non-cancelable purchase commitments for property and equipment, inventory, and
() services in the normal course of business. These amounts also include arrangements that require a minimum
purchase commitment by us.

Total unrecognized tax benefits as of March 31, 2018 were $31.9 million. We do not expect any significant change in
the amount of unrecognized tax benefits within the next twelve months.

Contingent Liabilities and Commitments

Certain acquisition payments to selling shareholders were contingent upon the achievement of pre-determined
performance target over a period of time after the acquisition. Such contingent payments were recorded at estimated
fair values upon the acquisition and re-measured in subsequent reporting periods. As of March 31, 2018, the
maximum amount of payments to be made based on the agreements was $19.6 million if the specific performance
objectives are achieved. In addition, certain deferred compensation payments to selling shareholders contingent upon
their continued employment after the acquisition was recorded as compensation expense over the requisite service
period. As of March 31, 2018, total deferred compensation to be paid out upon the conclusion of requisite service
periods was $26.9 million.

Off-Balance Sheet Arrangements

As of March 31, 2018, there were no off-balance sheet arrangements that may have a material impact on the
condensed consolidated financial statements.

CRITICAL ACCOUNTING POLICIES

Our critical accounting policies are included in the “Critical Accounting Policies” section of “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” included in the Form 10-K for the fiscal year ended

71



Edgar Filing: Nuance Communications, Inc. - Form 10-Q

September 30, 2017. There has been no material change to our critical accounting policies since September 30, 2017.
See Note 4 to the accompanying condensed consolidated financial statements for the critical estimates related to our
interim goodwill impairment analysis.
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RECENTLY ADOPTED AND ISSUED ACCOUNTING STANDARDS

See Note 2 to the accompanying condensed consolidated financial statements for a discussion of the recently adopted
and issued accounting standards.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to market risk from changes in foreign currency exchange rates, interest rates and equity prices which
could affect operating results, financial position and cash flows. We manage our exposure to these market risks
through our regular operating and financing activities and, when appropriate, through the use of derivative financial
instruments.

Exchange Rate Sensitivity

We are exposed to changes in foreign currency exchange rates. Any foreign currency transaction, defined as a
transaction denominated in a currency other than the local functional currency, will be reported in the functional
currency at the applicable exchange rate in effect at the time of the transaction. A change in the value of the functional
currency compared to the foreign currency of the transaction will have either a positive or negative impact on our
financial position and results of operations.

Assets and liabilities of our foreign entities are translated into U.S. dollars at exchange rates in effect at the balance
sheet date and income and expense items are translated at average rates for the applicable period. Therefore, the
change in the value of the U.S. dollar compared to foreign currencies may impact our financial position and results of
operations. Historically, our primary exposure has related to transactions denominated in the euro, British pound,
Brazilian real, Canadian dollar, Japanese yen, Indian rupee and Hungarian forint.

Periodically, we enter into forward exchange contracts to hedge against foreign exchange rate fluctuations. As of
March 31, 2018, we had not designated any contracts as fair value or cash flow hedges. The contracts are not
designated as cash flow hedges and generally are for periods less than 90 days. As of March 31, 2018, the notional
contract amount of outstanding foreign currency exchange contracts was $78.0 million.

Interest Rate Sensitivity

We are exposed to interest rate risk as a result of our cash and cash equivalents and marketable securities.

At March 31, 2018, we held approximately $648.7 million of cash and cash equivalents and marketable securities
primarily consisting of cash, money-market funds, bank deposits and a separately managed investment portfolio.
Assuming a one percentage point change in interest rates, our interest income on our investments classified as cash
and cash equivalents and marketable securities would change by approximately $6.4 million per annum, based on the
balances as of March 31, 2018.

At March 31, 2018, we had no outstanding debt subject to variable interest rates.

Convertible Debentures

The fair values of our convertible debentures are dependent on the price and volatility of our common stock as well as
movements in interest rates. The fair market values of these debentures will generally increase as the market price of
our common stock increases and will decrease as the market price of our common stock decreases. The fair market
values of these debentures will generally increase as interest rates fall and decrease as interest rates rise. The market
value and interest rate changes affect the fair market values of these debentures, but do not impact our financial
position, results of operations or cash flows due to the fixed nature of the debt obligations. However, increases in the
value of our common stock above the stated trigger price for each issuance for a specified period of time may provide
the holders of these debentures the right to convert each bond using a conversion ratio and payment method as defined
in the debenture agreement.
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The following table summarizes the fair value and conversion value of our convertible debentures, and the estimated
increase in fair value and conversion value with a hypothetical 10% increase in the stock price of $15.75 as of
March 31, 2018 (dollars in millions):

March 31, 2018

. . Increase Increase to
Fair  Conversion . .
value  value to fair conversion
value  value

2.75% 2031 Debentures $45.7 $ 22.7 $01 §$ 23
1.5% 2035 Debentures $269.1 $ 178.7 $10.7 $ 17.9
1.0% 2035 Debentures $643.4 $ 3914  $213 $ 39.1
1.25% 2025 Debentures $346.7 $ 248.1 $182 § 2438
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Our management is responsible for establishing and maintaining a system of disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act”)) designed to
ensure that information we are required to disclose in the reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by an issuer in the reports that it files or submits under the
Exchange Act is accumulated and communicated to the issuer’s management, including its principal executive officer
or officers and principal financial officer or officers, or persons performing similar functions, as appropriate to allow
timely decisions regarding required disclosure.
We have evaluated the effectiveness of the design and operation of our disclosure controls and procedures under the
supervision of, and with the participation of, management, including our Chief Executive Officer and Chief Financial
Officer, as of the end of the period covered by this report. Based on that evaluation, our Chief Executive Officer and
Chief Financial Officer have concluded that our disclosure controls and procedures are effective to meet the
requirements of Rules 13a-15(f) and 15d-15(f) under the Exchange Act.
Changes in Internal Control Over Financial Reporting
There were no material changes to our internal controls over financial reporting as defined in the Exchange Act Rules
13a-15(f) and 15d-15(f) identified in connection with the evaluation that occurred during the fiscal quarter covered by
this Quarterly Report on Form 10-Q that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
Part II. Other Information
Item 1.Legal Proceedings
This information is included in Note 15, Commitments and Contingencies, in the accompanying notes to unaudited
consolidated financial statements and is incorporated herein by reference from Item 1 of Part L.
Item 1A.Risk Factors
You should carefully consider the risks described below when evaluating our company and when deciding whether to
invest in our company. The risks and uncertainties described below are not the only ones we face. Additional risks and
uncertainties not presently known to us or that we do not currently believe are important to an investor may also harm
our business operations. If any of the events, contingencies, circumstances or conditions described below actually
occurs, our business, financial condition or our results of operations could be seriously harmed. If that happens, the
trading price of our common stock could decline, and you may lose part or all of the value of any of our shares held by
you.

Risks Related to Our Business

The markets in which we operate are highly competitive and rapidly changing and we may be unable to compete
successfully.
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There are a number of companies that develop or may develop products that compete in our targeted markets. The
markets for our products and services are characterized by intense competition, evolving industry and regulatory
standards, emerging business and distribution models, disruptive software and hardware technology developments,
short product and service life cycles, price
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sensitivity on the part of customers, and frequent new product introductions, including alternatives for certain of our
products that offer limited functionality at significantly lower costs or free of charge. Within voice recognition and
natural language understanding, we compete primarily with Amazon, Google, as well as other smaller providers. In
our Healthcare business we compete primarily with M*Modal, Optum, 3M and other smaller providers. In our
Automotive business we compete, or may in the future compete, with Amazon, Google, iFlyTek and Microsoft as well
as with other, smaller vendors particularly in China. In our Imaging business we compete primarily with ABBYY and
Adobe. Also, some of our partners such as Avaya, Canon, Cisco, and Genesys develop and market products that might
be considered substitutes for our solutions. In addition, a number of smaller companies in voice recognition, natural
language understanding, text input and imaging produce technologies or products that are in some markets
competitive with our solutions. Current and potential competitors have established, or may establish, cooperative
relationships among themselves or with third parties to increase the ability of their technologies to address the needs
of our prospective customers. Furthermore, there has been a trend toward industry consolidation in our markets for
several years. We expect this trend to continue as companies attempt to strengthen or hold their market positions in an
evolving industry and as companies are acquired or are unable to continue operations.

The competition in these markets could adversely affect our operating results by reducing the volume of the products
we license or the prices we can charge. Some of our current or potential competitors, such as 3M, Adobe, Amazon,
Google and Microsoft, have significantly greater financial, technical and marketing resources than we do. These
competitors may be able to respond more rapidly than we can to new or emerging technologies or changes in customer
requirements. They may also devote greater resources to the development, promotion and sale of their products than
we do, and in certain cases may be able to include or combine their competitive products or technologies with other of
their products or technologies in a manner whereby the competitive functionality is available at lower cost or free of
charge within the larger offering. To the extent they do so, market acceptance and penetration of our products, and
therefore our revenue and bookings, may be adversely affected. Our success will depend substantially upon our ability
to enhance our products and technologies and to develop and introduce, on a timely and cost-effective basis, new
products and features that meet changing customer requirements and incorporate technological enhancements. If we
are unable to develop new products and enhance functionalities or technologies to adapt to these changes, or if we are
unable to realize synergies among our acquired products and technologies, our business will suffer.

Our operating results may fluctuate significantly from period to period, and this may cause our stock price to decline.
Our revenue, bookings and operating results have fluctuated materially in the past and are expected to continue to
fluctuate in the future. Given these fluctuations, we believe that quarter to quarter comparisons of revenue, bookings
and operating results are not necessarily meaningful nor an accurate indicator of our future performance. These
fluctuations may cause our results of operations to not meet the expectations of securities analysts or investors. If this
occurs, the price of our stock would likely decline. Factors that contribute to fluctuations in operating results include:
volume, timing and fulfillment of customer orders and receipt of royalty reports;

slowing sales by our channel partners to their customers;

customers delaying their purchasing decisions in anticipation of new versions of our products;

contractual counterparties are unable to, or do not, meet their contractual commitments to us;

tntroduction of new products by us or our competitors;

eybersecurity or data breaches perpetrated by hackers or other third parties;

seasonality in purchasing patterns of our customers;

reduction in the prices of our products in response to competition, market conditions or contractual obligations;
returns and allowance charges in excess of accrued amounts;

timing of significant marketing and sales promotions;

tmpairment of goodwill or intangible assets;

the pace of the transition to an on-demand and transactional revenue model;

delayed realization of synergies resulting from our acquisitions;

accounts receivable that are not collectible and write-offs of excess or obsolete inventory;

tncreased expenditures incurred pursuing new product or market opportunities;

higher than anticipated costs related to fixed-price contracts with our customers; and
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eeneral economic trends as they affect the customer bases into which we sell.

Due to the foregoing factors, among others, our revenue, bookings and operating results are difficult to forecast. Our
expense levels are based in significant part on our expectations of future revenue, and we may not be able to reduce
our expenses quickly to respond to near-term shortfalls in projected revenue. Therefore, our failure to meet revenue
expectations would seriously harm our operating results, financial condition and cash flows.
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A significant portion of our revenue and bookings are derived, and a significant portion of our research and
development activities are based, outside the United States. Our results could be harmed by economic, political,
regulatory, foreign currency fluctuations and other risks associated with these international regions.

Because we operate worldwide, our business is subject to risks associated with doing business internationally. We
anticipate that revenue and bookings from international operations could increase in the future. Most of our
international revenue and bookings are generated by sales in Europe and Asia. In addition, some of our products are
developed outside the United States and we have a large number of employees in India that provide development and
transcription services. We also have a large number of employees in Canada, Germany and the United Kingdom that
provide professional services. A significant portion of the development of our voice recognition and natural language
understanding solutions is conducted in Canada and Germany, and a significant portion of our imaging research and
development is conducted in Hungary and Canada. We also have significant research and development resources in
Austria, Belgium, China, Italy, and the United Kingdom. In addition, we are exposed to changes in foreign currencies
including the euro, British pound, Brazilian real, Canadian dollar, Japanese yen, Indian rupee and Hungarian forint.
Changes in the value of foreign currencies relative to the value of the U.S. dollar could adversely affect future revenue
and operating results. Accordingly, our future results could be harmed by a variety of factors associated with
international sales and operations, including:

the impact on local and global economies of the United Kingdom leaving the European Union;

changes in foreign currency exchange rates or the lack of ability to hedge certain foreign currencies;

changes in a specific country's or region's economic conditions;

compliance with laws and regulations in many countries and any subsequent changes in such laws and regulations;
geopolitical turmoil, including terrorism and war;

trade protection measures, including tariffs and import/export controls, imposed by the United States and/or by other
countries such as China;

changing and import or export licensing requirements, particularly for our voice biometrics products;

changing data privacy regulations and customer requirements to locate data centers in certain jurisdictions;

adverse political and economic conditions, particularly those negatively affecting the trade relationship between the
U.S. and China;

restrictions on cross-border investment, including enhanced oversight by the Committee on Foreign Investment in the
United States (CFIUS) and substantial restrictions on investment from China;

changes in applicable tax laws;

difficulties in staffing and managing operations in multiple locations in many countries;

{onger payment cycles of foreign customers and timing of collections in foreign jurisdictions; and

{ess effective protection of intellectual property than in the United States.

We recently hired a new Chief Executive Officer. If we encounter difficulties in the transition, our business could be
negatively impacted.

Mark D. Benjamin became our Chief Executive Officer and a member of our Board of Directors late April 2018. Our
future success will partly depend upon Mr. Benjamin’s ability, along with the ability of other senior management and
other key employees, to effectively implement our business strategies. In addition, Mr. Benjamin may pursue changes
in our strategy or business focus. Mr. Benjamin may require transition time to fully understand all aspects of our
business as would be typical with any executive transition. If we have failures in any aspects of this transition, or new
strategies implemented by our management team are not successful, our business could be harmed.

If we are unable to attract and retain key personnel, our business could be harmed.

If any of our key employees were to leave, we could face substantial difficulty in hiring qualified successors and could
experience a loss in productivity while any successor obtains the necessary training and experience. For example, we
have recently undergone a chief executive officer transition with the retirement of Mr. Ricci as our Chief Executive
Officer in March 2018 and the appointment of Mr. Benjamin as our new Chief Executive Officer in April 2018. In
addition, two other members of our senior management team have recently left the company. Although we have
arrangements with some of our executive officers designed to promote retention, our employment relationships are
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generally at-will and we have had key employees leave in the past. We cannot assure you that one or more key
employees will not leave in the future. We intend to continue to hire additional highly qualified personnel, including
research and development and operational personnel, but may not be able to attract, assimilate or retain qualified
personnel in the future. Any failure to attract, integrate, motivate and retain these employees could harm our business.
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In response to our changing needs and input from our investors, we recently added a number of new directors to our
Board of Directors and expect to add additional directors over the balance of fiscal year 2018. If the transition to these
new directors is not effective, our business could be harmed.

In addition to his appointment as Chief Executive Officer, Mr. Benjamin was appointed to our Board of Directors.
With this addition, three of the eight members of our Board of Directors have joined since December 2017. We expect
to add additional members to our Board of Directors in the coming months and to reconstitute the membership of
Board Committees as new directors are added to take advantage of the experience the new members bring to our
Board of Directors. There can be no assurances that the new Board of Directors or its committees will function
effectively and that there will not be any adverse effects on the business as a result of the significant changes on our
Board of Directors.

We experienced a significant malware incident in the third quarter of fiscal year 2017, which had and continues to
have a significant impact on our future results of operations and financial condition.

On June 27, 2017, Nuance was a victim of the global NotPetya malware incident (the “2017 Malware Incident”). The
NotPetya malware affected certain Nuance systems, including systems used by our healthcare customers, primarily for
transcription services, as well as systems used by our imaging division to receive and process orders. Our revenue and
our operating results for fiscal year 2017 were negatively impacted by the 2017 Malware Incident. For fiscal year
2017, we estimate that we lost approximately $68.0 million in revenues, primarily in our Healthcare segment, due to
the service disruption and the reserves we established for customer refund credits. Additionally, we incurred
incremental costs of approximately $24.0 million for fiscal year 2017 as a result of our remediation and restoration
efforts, as well as incremental amortization expenses. Although the direct effects of the 2017 Malware Incident were
remediated during fiscal year 2017, the 2017 Malware Incident had a continued effect on our results of operations in
the first and second quarters of fiscal year 2018, and our outlook for the remainder of fiscal year 2018 reflects both the
residual effects of the incident and the additional resources we will need to invest on an ongoing basis to continuously
enhance information security.

Cybersecurity and data privacy incidents or breaches may damage client relations and inhibit our growth.

The confidentiality and security of our information, and that of third parties, is critical to our business. Our services
involve the transmission, use, and storage of customers’ and their customer’s confidential information. We were the
victim of a cybercrime in the past, and future cybersecurity or data privacy incidents could have a material adverse
effect on our results of operations and financial condition. While we maintain a broad array of information security
and privacy measures, policies and practices, our networks may be breached through a variety of means, resulting in
someone obtaining unauthorized access to our information, to information of our customers or their customers, or to
our intellectual property; disabling or degrading service; or sabotaging systems or information. In addition, hardware,
software, or applications we develop or procure from third parties may contain defects in design or manufacture or
other problems that could unexpectedly compromise information security. Unauthorized parties may also attempt to
gain access to our systems or facilities, or those of third parties with whom we do business, through fraud or other
forms of deceiving our employees, contractors, and vendors. Because the techniques used to obtain unauthorized
access, or to sabotage systems, change frequently and generally are not recognized until launched against a target, we
may be unable to anticipate these techniques or to implement adequate preventative measures. We will continue to
incur significant costs to continuously enhance our information security measures to defend against the threat of
cybercrime. Any cybersecurity or data privacy incident or breach may result in:

{oss of revenue resulting from the operational disruption;

loss of revenue or increased bad debt expense due to the inability to invoice properly or to customer dissatisfaction
resulting in collection issues;

{oss of revenue due to loss of customers;

material remediation costs to restore systems;

material investments in new or enhanced systems in order to enhance our information security posture;

cost of incentives offered to customers to restore confidence and maintain business relationships;

reputational damage resulting in the failure to retain or attract customers;

costs associated with potential litigation or governmental investigations;
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costs associated with any required notices of a data breach;
costs associated with the potential loss of critical business data; and
other consequences of which we are not currently aware but will discover through the remediation process.
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Our business is subject to a variety of domestic and international laws, rules, policies and other obligations regarding
data protection.

We are subject to a complex array of federal, state and international laws relating to the collection, use, retention,
disclosure, security and transfer of personally identifiable information and personal health information, with additional
laws applicable in some jurisdictions where the information is collected from children. In many cases, these laws
apply not only to transfers between unrelated third-parties but also to transfers between us and our subsidiaries. Many
jurisdictions have passed laws in this area, and other jurisdictions are considering imposing additional restrictions. The
European Commission adopted the European General Data Protection Regulation (the “GDPR”), which will be in effect
as of May 25, 2018. China adopted a new cybersecurity law as of June 2017, and there is an increase in regulation of
biometric data globally, which may include voiceprints. Complying with the GDPR and other emerging and changing
requirements may cause us to incur substantial costs and may require us to change our business practices.
Noncompliance could result in penalties or significant legal liability, and could affect our ability to retain and attract
customers.

Any failure by us, our customers, suppliers or other parties with whom we do business to comply with our privacy
policy or with federal, state or international privacy-related or data protection laws and regulations could result in
proceedings against us by governmental entities or others. Any alleged or actual failure to comply with applicable
privacy laws and regulations may:

cause our customers to lose confidence in our solutions;

harm our reputation;

expose us to litigation, regulatory investigations and to resulting liabilities including reimbursement of customer costs,
damages penalties or fines imposed by regulatory agencies; and

require us to incur significant expenses for remediation.

Interruptions or delays in services could impair the delivery of our services and harm our business

Because our services are complex and incorporate a variety of hardware and proprietary and third-party software, our
services may have errors or defects that could result in unanticipated downtime for our customers and harm to our
reputation and our business. We have from time to time, found defects in our services, and new errors in our services
may be detected in the future. As we acquire companies, we may encounter difficulty in incorporating the acquired
services or technologies into our services. Any damage to, or failure of, the systems that serve our customers in whole
or in part, could result in interruptions in our service. Interruptions in our service may reduce our revenue, cause us to
issue credits or pay service-level agreement penalties, cause customers to terminate their on-demand services, and
adversely affect our renewal rates and our ability to attract new customers.

Interruptions or delays in service from data center hosting facilities could impair the delivery of our services and harm
our business.

We currently serve our customers from data center hosting facilities we directly manage and from third-party public
cloud facilities. Any damage to, or failure of, the systems that serve our customers in whole or in part, could result in
interruptions in our service. Interruptions in our service may reduce our revenue, cause us to issue credits or pay
service level agreement penalties, cause customers to terminate their on-demand services and adversely affect our
renewal rates and our ability to attract new customers.

As part of our business strategy, we acquire other businesses and technologies, and our ability to realize the
anticipated benefits of our acquisitions will depend on successfully integrating the acquired businesses.

As part of our business strategy, we have in the past acquired, and expect to continue to acquire, other businesses and
technologies. Our prior acquisitions required, and our recently completed acquisitions continue to require, substantial
integration and management efforts, and we expect future acquisitions to require similar efforts. Successfully realizing
the benefits of acquisitions involves a number of risks, including:

difficulty in transitioning and integrating the operations and personnel of the acquired businesses;

potential disruption of our ongoing business and distraction of management;

difficulty in incorporating acquired products and technologies into our products and technologies;

potential difficulties in completing projects associated with in-process research and development;
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unanticipated expenses and delays in completing acquired development projects and technology integration and

upgrades;

challenges associated with managing additional, geographically remote businesses;
tmpairment of relationships with partners and customers;

assumption of unknown material liabilities of acquired companies;
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accurate projection of revenue and bookings plans of the acquired entity in the due diligence process;

customers delaying purchases of our products pending resolution of product integration between our existing and our
newly acquired products;

entering markets or types of businesses in which we have limited experience; and

potential loss of key employees of the acquired business.

As a result of these and other risks, if we are unable to successfully integrate acquired businesses, we may not realize
the anticipated benefits from our acquisitions. Any failure to achieve these benefits or failure to successfully integrate
acquired businesses and technologies could seriously harm our business.

Charges to earnings as a result of our acquisitions may adversely affect our operating results in the foreseeable future,
which could have a material and adverse effect on the market value of our common stock.

Under accounting principles generally accepted in the United States, we record the market value of our common stock
and other forms of consideration issued in connection with an acquisition as the cost of acquiring the company or
business. We allocate that cost to the individual assets acquired and liabilities assumed, including various identifiable
intangible assets such as acquired technology, acquired trade names and acquired customer relationships, based on
their respective fair values. Our estimates of fair value are based upon assumptions believed to be reasonable but
which are inherently uncertain. After we complete an acquisition, the following factors could result in material
charges and may adversely affect our operating results and cash flows:

costs incurred to combine the operations of businesses we acquire, such as transitional employee expenses and
employee retention, redeployment or relocation expenses;

tmpairment of goodwill or intangible assets;

amortization of intangible assets acquired;

a reduction in the useful lives of intangible assets acquired;

identification of or changes to assumed contingent liabilities, both income tax and non-income tax related, after our
final determination of the amounts for these contingencies or the conclusion of the measurement period (generally up
to one year from the acquisition date), whichever comes first;

charges to our operating results to eliminate certain duplicative pre-merger activities, to restructure our operations or
to reduce our cost structure;

charges to our operating results arising from expenses incurred to effect the acquisition; and

charges to our operating results due to the expensing of stock awards assumed in acquisitions.

Intangible assets are generally amortized over three to ten years. Goodwill is not subject to amortization but is subject
to an impairment analysis, at least annually, which may result in an impairment charge if the carrying value exceeds
its implied fair value. As of March 31, 2018, we had identified intangible assets of approximately $596.1 million, net
of accumulated amortization, and goodwill of approximately $3.5 billion, net of accumulated impairment charges. In
addition, purchase accounting limits our ability to recognize certain revenue that otherwise would have been
recognized by the acquired company as an independent business. As a result, the combined company may delay
revenue recognition or recognize less revenue than we and the acquired company would have recognized as
independent companies.

We have grown, and may continue to grow, through acquisitions, which could dilute our existing stockholders and/or
increase our debt levels.

In connection with past acquisitions, we have in the past issued a substantial number of shares of our common stock as
transaction consideration, including contingent consideration, and also incurred significant debt to finance the cash
consideration used for our acquisitions. We may continue to issue equity securities for future acquisitions, which
would dilute existing stockholders, perhaps significantly, depending on the terms of such acquisitions. We may also
incur additional debt in connection with future acquisitions, which, if available at all, may place additional restrictions
on our ability to operate our business.

Our strategy to increase cloud services, term licensing and transaction-based recurring revenue may adversely affect
our near-term revenue growth and results of operations.
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Our ongoing shift from a perpetual software license model to cloud services, term licensing and transaction-based
recurring revenue models will create a recurring revenue stream that is more predictable. The transition, however,
creates risks related to the timing of revenue recognition. We also incur certain expenses associated with the
infrastructures and selling efforts of our hosting offerings in advance of our ability to recognize the revenues
associated with these offerings, which may adversely affect our near-term reported revenues, results of operations and
cash flows. A decline in renewals of recurring revenue offerings in any period may
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not be immediately reflected in our results for that period but may result in a decline in our revenue and results of
operations in future quarters.

We have a history of operating losses, and may incur losses in the future, which may require us to raise additional
capital on unfavorable terms.

We reported net losses of $151.0 million, $12.5 million and $115.0 million in fiscal years 2017, 2016 and 2015,
respectively, and a net loss of $164.1 million for the second fiscal quarter of fiscal year 2018. We had a total
accumulated deficit of $691.7 million as of March 31, 2018. If we are unable to return to profitability, the market
price for our stock may decline, perhaps substantially. We cannot assure you that our revenue or bookings will grow
or that we will return to profitability in the future. If we do not achieve profitability, we may be required to raise
additional capital to maintain or grow our operations. Additional capital, if available at all, may be highly dilutive to
existing investors or contain other unfavorable terms, such as a high interest rate and restrictive covenants.

If our efforts to execute our formal transformation program are not successful, our business could be harmed.

We have been executing a formal transformation program to focus our product investments on our growth
opportunities, increase our operating efficiencies, reduce costs, and further enhance shareholder value through share
buybacks. There can be no assurance that we will be successful in executing this transformation program or be able to
fully realize the anticipated benefits of this program, within the expected time frames, or at all. Additionally, if we are
not successful in strategically aligning our product portfolio, we may not be able to achieve the anticipated benefits of
this program. A failure to successfully reduce and re-align our costs could have an adverse effect on our revenue and
on our expenses and profitability. As a result, our financial results may not meet our or the expectations of securities
analysts or investors in the future and our business could be harmed.

Tax matters may cause significant variability in our financial results.

Our businesses are subject to income taxation in the United States, as well as in many tax jurisdictions throughout the
world. Tax rates in these jurisdictions may be subject to significant change. If our effective tax rate increases, our
operating results and cash flow could be adversely affected. Our effective income tax rate can vary significantly
between periods due to a number of complex factors including:

projected levels of taxable income;

pre-tax income being lower than anticipated in countries with lower statutory rates or higher than anticipated in
countries with higher statutory rates;

tncreases or decreases to valuation allowances recorded against deferred tax assets;

tax audits conducted and settled by various tax authorities;

adjustments to income taxes upon finalization of income tax returns;

the ability to claim foreign tax credits;

the repatriation of non-U.S. earnings for which we have not previously provided for income taxes; and

changes in tax laws and their interpretations in countries in which we are subject to taxation.

During 2014, Ireland enacted changes to the taxation of certain Irish incorporated companies effective as of January
2021. On October 5, 2015, the Organization for Economic Cooperation and Development released the Final Reports
for its Action Plan on Base Erosion and Profit Shifting. The implementation of one or more of these reports in
jurisdictions in which we operate, together with the 2014 enactment by Ireland, could result in an increase to our
effective tax rate. In addition, in December 2017, the United States enacted the Tax Cut and Jobs Act of 2017. We
expect this to have a material impact on our GAAP tax financial results. We have determined that our GAAP tax
provision for the first quarter of fiscal 2018 was benefited by approximately $80 million driven by a revaluation of
certain deferred tax assets and liabilities using the updated federal tax rates, offset in part by a one-time repatriation
tax on non-US cash and earnings. Future changes in U.S. and non-U.S. tax laws and regulations could have a material
effect on our results of operations in the periods in which such laws and regulations become effective as well as in
future periods.

The failure to successfully maintain the adequacy of our system of internal control over financial reporting could have
a material adverse impact on our ability to report our financial results in an accurate and timely manner.
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Under the Sarbanes-Oxley Act of 2002, we were required to develop and are required to maintain an effective system
of disclosure controls and internal control over financial reporting to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements. In addition, our management is required to
assess and certify the adequacy of our controls on a quarterly basis, and our independent auditors must attest and
report on the effectiveness of our internal control over financial reporting on an annual basis. Any failure in the
effectiveness of our system of internal control over financial reporting
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could have a material adverse impact on our ability to report our financial statements in an accurate and timely
manner. Inaccurate and/or untimely financial statements could subject us to regulatory actions, civil or criminal
penalties, shareholder litigation, or loss of customer confidence, which could result in an adverse reaction in the
financial marketplace and ultimately could negatively impact our stock price due to a loss of investor confidence in
the reliability of our financial statements.

Impairment of our intangible assets could result in significant charges that would adversely impact our future
operating results.

We have significant intangible assets, including goodwill and other intangible assets, which are susceptible to
valuation adjustments as a result of changes in various factors or conditions. The most significant intangible assets are
customer relationships, patents and core technology, completed technology and trademarks. Customer relationships
are amortized on an accelerated basis based upon the pattern in which the economic benefits of customer relationships
are being utilized. Other identifiable intangible assets are amortized on a straight-line basis over their estimated useful
lives. We assess the potential impairment of intangible assets on an annual basis, as well as whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. Factors that could trigger an
impairment of such assets include the following:

significant underperformance relative to historical or projected future operating results;

significant changes in the manner of or use of the acquired assets or the strategy for our overall business;

significant negative industry or economic trends;

significant decline in our stock price for a sustained period;

changes in our organization or management reporting structure that could result in additional reporting units, which
may require alternative methods of estimating fair values or greater disaggregation or aggregation in our analysis by
reporting unit; and

our market capitalization declining to below net book value.

For example, during the second quarter of fiscal year 2018, we reorganized our Mobile business into three discrete
lines of business. In connection with this reorganization, and with the review of goodwill and indefinite-lived
intangible assets for impairment during the second quarter of fiscal year 2018 that was triggered by recent financial
results and rapidly changing business conditions for our Subscriber Revenue Services (“SRS”), we recorded a total of
$137.9 million of goodwill impairment charge related to our Devices business and SRS for the second quarter of fiscal
2018. For more information, please see Note 4 of the accompanying condensed consolidated financial statements.
Future adverse changes in these or other unforeseeable factors could result in an impairment charge that would impact
our results of operations and financial position in the reporting period identified.

Our sales to government clients subject us to risks, including early termination, audits, investigations, sanctions and
penalties.

We derive a portion of our revenues and bookings from contracts with the United States government, as well as
various state and local governments, and their respective agencies. Government contracts are generally subject to
oversight, including audits and investigations which could identify violations of these agreements. Government
contract violations could result in a range of consequences including, but not limited to, contract price adjustments,
civil and criminal penalties, contract termination, forfeiture of profit and/or suspension of payment, and suspension or
debarment from future government contracts. We could also suffer serious harm to our reputation if we were found to
have violated the terms of our government contracts.

Risks Related to Our Intellectual Property and Technology

Third parties have claimed and may claim in the future that we are infringing their intellectual property, and we could
be exposed to significant litigation or licensing expenses or be prevented from selling our products if such claims are
successful.

From time to time, we are subject to claims and law actions alleging that we or our customers may be infringing or
contributing to the infringement of the intellectual property rights of others. We may be unaware of intellectual
property rights of others that may cover some of our technologies and products. If it appears necessary or desirable,
we may seek licenses for these intellectual property rights. However, we may not be able to obtain licenses from some
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or all claimants, the terms of any offered licenses may not be acceptable to us, and we may not be able to resolve
disputes without litigation. Any litigation regarding intellectual property could be costly and time-consuming and
could divert the attention of our management and key personnel from our business operations. Intellectual property
disputes could subject us to significant liabilities, require us to enter into royalty and licensing arrangements on
unfavorable terms, prevent us from manufacturing or licensing certain of our products, cause severe disruptions to our
operations or the markets in which we compete, or require us to satisfy indemnification commitments with our
customers including contractual provisions under various arrangements. Any of these could seriously harm our
business.
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Unauthorized use of our proprietary technology and intellectual property could adversely affect our business and
results of operations.

Our success and competitive position depend in large part on our ability to obtain and maintain intellectual property
rights protecting our products and services. We rely on a combination of patents, copyrights, trademarks, service
marks, trade secrets, confidentiality provisions and licensing arrangements to establish and protect our intellectual
property and proprietary rights. Unauthorized parties may attempt to copy or discover aspects of our products or to
obtain, license, sell or otherwise use information that we regard as proprietary. Policing unauthorized use of our
products is difficult and we may not be able to protect our technology from unauthorized use. Additionally, our
competitors may independently develop technologies that are substantially the same or superior to our technologies
and that do not infringe our rights. In these cases, we would be unable to prevent our competitors from selling or
licensing these similar or superior technologies. In addition, the laws of some foreign countries do not protect our
proprietary rights to the same extent as the laws of the United States. Although the source code for our proprietary
software is protected both as a trade secret and as a copyrighted work, litigation may be necessary to enforce our
intellectual property rights, to protect our trade secrets, to determine the validity and scope of the proprietary rights of
others, or to defend against claims of infringement or invalidity. Litigation, regardless of the outcome, can be very
expensive and can divert management efforts.

Our software products may have bugs, which could result in delayed or lost revenue and bookings, expensive
correction, liability to our customers and claims against us.

Complex software products such as ours may contain errors, defects or bugs. Defects in the solutions or products that
we develop and sell to our customers could require expensive corrections and result in delayed or lost revenue and
bookings, adverse customer reaction and negative publicity about us or our products and services. Customers who are
not satisfied with any of our products may also bring claims against us for damages, which, even if unsuccessful,
would likely be time-consuming to defend, and could result in costly litigation and payment of damages. Such claims
could harm our reputation, financial results and competitive position.

Risks Related to our Corporate Structure, Organization and Common Stock

Our debt agreements contain covenant restrictions that may limit our ability to operate our business.

Our debt agreements contain, and any of our other future debt agreements or arrangements may contain, covenant
restrictions that limit our ability to operate our business, including restrictions on our ability to:

tncur additional debt or issue guarantees;

create liens;

make certain investments;

enter into transactions with our affiliates;

sell certain assets;

repurchase capital stock or make other restricted payments;

declare or pay dividends or make other distributions to stockholders; and

merge or consolidate with any entity.

Our ability to comply with these limitations is dependent on our future performance, which will be subject to many
factors, some of which are beyond our control, including prevailing economic conditions. As a result of these
limitations, our ability to respond to changes in business and economic conditions and to obtain additional financing,
if needed, may be significantly restricted, and we may be prevented from engaging in transactions that might
otherwise be beneficial to us. In addition, our failure to comply with our debt covenants could result in a default under
our debt agreements, which could permit the holders to accelerate our obligation to repay the debt. If any of our debt
is accelerated, we may not have sufficient funds available to repay the accelerated debt.

Our significant debt could adversely affect our financial health and prevent us from fulfilling our obligations under
our credit facility and our convertible debentures.

We have a significant amount of debt. As of March 31, 2018, we had $2,587.0 million outstanding principal amount

of debt, including $450.0 million of senior notes due in 2020, $300.0 million of senior notes due in 2024, and $500.0
million of senior notes due in 2026, $46.6 million of 2.75% 2031 Convertible Debentures redeemable in November
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2021, $263.9 million of 1.5% 2035 Convertible Debentures redeemable in November 2021, $676.5 million of 1.0%
2035 Convertible Debentures redeemable in December 2022, and $350.0 million of 1.25% 2025 Convertible
Debentures redeemable in April 2025. Investors may require us to redeem these debentures earlier than the dates
indicated if the closing sale price of our common stock is more than 130% of
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the then current conversion price of the respective debentures for certain specified periods. If a holder elects to
convert, we will be required to pay the principal amount in cash and any amounts payable in excess of the principal
amount in cash or shares of our common stock, at our election. We also had a $242.5 million Revolving Credit
Facility under which $4.1 million was committed to backing outstanding letters of credit issued and $238.4 million
was available for borrowing at March 31, 2018. Our debt level could have important consequences, for example it
could:

require us to use a large portion of our cash flow to pay principal and interest on debt, including the convertible
debentures and the credit facility, which will reduce the availability of our cash flow to fund working capital, capital
expenditures, acquisitions, research and development, exploiting business opportunities, and other business activities;
place us at a competitive disadvantage compared to our competitors that have less debt; and

limit, along with the financial and other restrictive covenants related to our debt, our ability to borrow additional
funds, dispose of assets or pay cash dividends.

Our ability to meet our payment and other obligations under our debt instruments depends on our ability to generate
significant cash flow in the future. This, to some extent, is subject to general economic, financial, competitive,
legislative and regulatory factors as well as other factors that are beyond our control. We cannot assure you that our
business will generate cash flow from operations, or that additional capital will be available to us, in an amount
sufficient to enable us to meet our payment obligations under the convertible debentures and our other debt and to
fund other liquidity needs. If we are not able to generate sufficient cash flow to service our debt obligations, we may
need to refinance or restructure our debt, including the convertible debentures, sell assets, reduce or delay capital
investments, or seek to raise additional capital. If we are unable to implement one or more of these alternatives, we
may not be able to meet our payment obligations under the convertible debentures and our other debt.

The market price of our common stock has been and may continue to be subject to wide fluctuations, and this may
make it difficult for you to resell the common stock when you want or at prices you find attractive.

Our stock price historically has been, and may continue to be, volatile. Various factors contribute to the volatility of
our stock price, including, for example, quarterly variations in our financial results, new product introductions by us or
our competitors and general economic and market conditions. Sales of a substantial number of shares of our common
stock by our largest stockholders, or the perception that such sales could occur, could also contribute to the volatility
or our stock price. While we cannot predict the individual effect that any of these factors may have on the market price
of our common stock, these factors, either individually or in the aggregate, could result in significant volatility in our
stock price. Moreover, companies that have experienced volatility in the market price of their stock often are subject
to securities class action litigation. Any such litigation could result in substantial costs and divert management's
attention and resources.

Current uncertainty in the global financial markets and the global economy may negatively affect the value of our
investment portfolio.

Our investment portfolios, which include investments in money market funds, bank deposits and separately managed
investment portfolios, are generally subject to credit, liquidity, counterparty, market and interest rate risks that may be
exacerbated by a global financial crisis or by uncertainty surrounding the United Kingdom's exit from the European
Union. If the banking system or the fixed income, credit or equity markets deteriorate or remain volatile, our
investment portfolio may be impacted and the values and liquidity of our investments could be adversely affected.
Future issuances of our common stock could adversely affect the trading price of our common stock and our ability to
raise funds in new stock offerings.

Future issuances of substantial amounts of our common stock, whether in the public market or through private
placements, including issuances in connection with acquisition activities, or the perception that such issuances could
occur, could adversely affect prevailing trading prices of our common stock and could impair our ability to raise
capital through future offerings of equity or equity-related securities. In connection with past acquisitions, we issued a
substantial number of shares of our common stock as transaction consideration or contingent consideration. We may
continue to issue equity securities for future acquisitions, which would dilute existing stockholders, perhaps
significantly depending on the terms of such acquisitions. No prediction can be made as to the effect, if any, that
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future sales of shares of common stock, or the availability of shares of common stock for future sale, will have on the
trading price of our common stock.

Our business could be negatively affected by the actions of activist stockholders.

In recent periods, certain stockholders have publicly and privately expressed concerns with the Company’s
performance and with certain governance matters. For example, certain stockholders have expressed concerns about
the timing and process related to
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our former chief executive officer retiring and the appointment of a new chief executive officer, certain provisions of
our executive compensation plans and features of our corporate governance provisions in our governing documents
and policies. In addition, we have enacted certain changes to our bylaws in the past year in response to demands from
stockholders that may weaken our ability to prevent an unsolicited takeover. Responding to actions by activist
stockholders can be costly and time-consuming, disrupting our operations and diverting the attention of management
and our employees. Furthermore, any perceived uncertainties as to our future direction could result in the loss of
potential business opportunities, and may make it more difficult to attract and retain qualified personnel and business
partners.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

Not applicable.
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Item 6. Exhibits
The exhibits listed on the Exhibit Index are filed or incorporated by reference (as stated therein) as part of this
Quarterly Report on Form 10-Q.

EXHIBIT INDEX

Incorporated by Reference
Exhibit o o . ., .. Filing Filed
Number Exhibit Description Form File No. Exhibit Date Herewith

31 Amended and Restated Certificate of Incorporation of the 10-Q 0-27038 32 5/11/2001

Registrant.
Certificate of Amendment of the Amended and Restated

3.2 Certificate of Incorporation of the Registrant. 10-Q 0-27038 3.1 8/972004
3.3 Certificate of Ownership and Merger. 8-K 0-27038 3.1 10/19/2005
3.4 Amended and Restated Bylaws of the Registrant. 8-K 0-27038 3.1 11/13/2017
35 Certificate of Amendment of the Amended and Restated S3  333.142182 33 4/18/2007

Certificate of Incorporation of the Registrant. as amended.
10.1 Amended & Restated 2000 Stock Plan (Amended &
) Restated February 28, 2018)
Employment Agreement between the Registrant and Mark i i
10.2 D. Beniamin Dated March 19. 2018 8-K 0-27038 10.1 3/22/2018
103 Separation & Release Agreement between the Registrant %

and Paul Ricci dated April 19. 2018

311 Certification of Chief Executive Officer Pursuant to Rule %
) 13a-14(a) or 15d-14(a).

Certification of Chief Financial Officer Pursuant to Rule

8-K 0-27038 10.1  3/6/2018

31.2 13a-14(a) or 15d-14(a). X
32.1 Certification Pursuant to 18 U.S.C. Section 1350. X

The following materials from Nuance Communications,
Inc.’s Quarterly Report on Form 10-Q for the quarter
ended 3/31/2018, formatted in XBRL (Extensible
Business Reporting Language): (i) the Consolidated
101.0  Statements of Operations, (ii) the Consolidated X
Statements of Comprehensive Loss, (iii) the Consolidated
Balance Sheets, (iv) the Consolidated Statements of Cash
Flows, and (v) Notes to Unaudited Condensed
Consolidated Financial Statements.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Quarterly
Report on Form 10-Q to be signed on its behalf by the undersigned, thereunto duly authorized, in the Town of
Burlington, Commonwealth of Massachusetts, on May 10, 2018.

Nuance Communications, Inc.
By: /s/ Daniel D. Tempesta

Daniel D. Tempesta
Executive Vice President and Chief Financial Officer
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