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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark one)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended July 31, 2016

OR

" TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission file number: 001-35394

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

Delaware 36-4468504

(State or other jurisdiction of (I.R.S. Employer

Incorporation or organization) Identification No.)

1001 E. Hillsdale Blvd., Suite 800 Foster City, California, 94404
(Address of principal executive offices, including zip code)
(650) 357-9100

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

(Title of class) (Name of exchange on which registered)
Common Stock, $0.0001 par value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act. Yes x No ~

Indicate by check mark whether the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act. Yes © No x

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§232.405 of this
chapter) is not contained herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy
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or information statements incorporated by reference in Part III of this Form 10-K or in any amendment to this Form
10-K. x

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

Large accelerated filerx Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company)  Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes © No x

The aggregate market value of common stock held by non-affiliates of the registrant, computed by reference to the
closing price at which the common stock was sold on January 31, 2016, the last business day of the registrant’s most
recently completed second fiscal quarter, as reported on the New York Stock Exchange, was approximately $2.1
billion. Shares of common stock held by each executive officer, director and holder of 5% or more of the outstanding
common stock have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate
status does not reflect a determination that such persons are affiliates of the registrant for any other purpose.

On August 31, 2016, the registrant had 73,068,434 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
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Portions of the registrant’s definitive Proxy Statement relating to its 2016 Annual Meeting of Stockholders are
incorporated by reference into Part III of this Annual Report on Form 10-K where indicated. Such Proxy Statement
will be filed with the U.S. Securities and Exchange Commission within 120 days after the end of the fiscal year to
which this report relates.




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

Table of Contents

Guidewire Software, Inc.
Table of Contents

Part [

Item 1. Business

Item 1A.Risk Factors

Item 1B. Unresolved Staff Comments
Item 2. Properties

Item 3. Legal Proceedings
Item 4. Mine Safety Disclosures

Part I1

Market for Registrant’s Common Equity. Related Stockholder Matters and Issuer Purchases of Equity
Securities

Item 6. Selected Financial Data

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Item 7A.Quantitative and Qualitative Disclosures About Market Risk
Item 8. Financial Statements and Supplementary Data

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures
Item 9A.Controls and Procedures

Item 9B. Other Information

Item 5.

Part I11

Item 10. Directors. Executive Officers and Corporate Governance

Item 11. Executive Compensation

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Item 13. Certain Relationships and Related Transactions. and Director Independence

Item 14. Principal Accounting Fees and Services

Part IV
Item 15. Exhibits. Financial Statement Schedules

|t\) |t\) |t\) |l\) N =
UV OV} OV 3N}

kRl R IR
o) Ol U3 ol SN SN (@) W YN

==Y =g =y =
N I I\ I I

|\l
[~




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

Table of Contents

FORWARD-LOOKING STATEMENTS

The Business section, Management’s Discussion and Analysis of Financial Condition and Results of Operations, and
other parts of this Annual Report on Form 10-K and certain information incorporated herein by reference contain
forward-looking statements within the meaning of the Securities Act of 1933 and the Securities Exchange Act of
1934, which are subject to risks and uncertainties. The forward-looking statements include statements concerning,
among other things, our business strategy (including anticipated trends and developments in, and management plans
for, our business and the markets in which we operate), financial results, results of operations, revenues, gross
margins, operating expenses, products, projected costs and capital expenditures, research and development programs,
sales and marketing initiatives and competition. In some cases, you can identify these statements by forward-looking
words, such as “will,” “may,” “might,” “should,” “could,” “estimate,” “expect,” “suggest,” “believe,” “anticipate,” “intend,” |
“continue,” the negative or plural of these words and other comparable terminology. Actual events or results may differ
materially from those expressed or implied by these statements due to various factors, including but not limited to the
matters discussed below, in the section titled “Item 1A. Risk Factors,” and elsewhere in this Annual Report on Form
10-K. Examples of forward-looking statements include statements regarding:

erowth prospects of the property & casualty (“P&C”) insurance industry and our company;

trends in our future sales, including seasonality;

opportunities for growth by technology leadership;

our market strategy in relation to our competitors;

competitive attributes of our software application solutions;

opportunities to further expand our position outside of the United States;

our research and development investment and efforts;

benefits to be achieved from our acquisitions;

our gross margins and factors that affect gross margins;

our provision for tax liabilities and other critical accounting estimates;

our exposure to market risks, including geographical and political events that may negatively impact our customers;
and

our ability to satisfy future liquidity requirements.

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

We do not undertake any obligation to update any forward-looking statements in this report or in any of our other
communications, except as required by law. All such forward-looking statements should be read as of the time the
statements were made and with the recognition that these forward-looking statements may not be complete or accurate
at a later date.
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Unless the context requires otherwise, we are referring to Guidewire Software, Inc. when we use the terms “Guidewire,”
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the “Company,” “we,” “our” or “us.”
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Item 1. Business

Overview

Guidewire Software, Inc. is a provider of software products for property and casualty (“P&C”) insurers. Our software
serves as a technology platform for P&C insurance carriers. Guidewire InsurancePlatform™ consists of three key
elements: core transaction processing, data management and analytics, and digital engagement, which work together
to strengthen our customers’ ability to adapt and succeed. Guidewire InsuranceSuite™ provides core transactional
systems of record supporting the entire insurance lifecycle. Our data and analytics products enable insurers to manage
data more effectively and gain insights into their business. Our digital engagement products support digital sales,
service and claims experiences for policyholders, agents, and field employees. Our solutions are delivered through a
web-based interface and can be deployed either on-premise, which a majority of customers choose, or in cloud
environments. To support the global operations of our customers, our software has been localized for use in a variety
of international regulatory, language and currency environments.

Strong customer relationships are a key component of our business, which supports the long-term nature of our
contracts and importance of customer references for new sales. Our customers range from some of the largest global
insurance carriers or their subsidiaries such as AXA and Zurich to national carriers such as Basler Versicherung
(Switzerland), Direct Line Group (U.K.), Farmers Insurance (U.S.), IAG (Australia), MS&AD (Japan), Nationwide
(U.S.), PZU (Poland), and San Cristobal Seguros S.A. (Argentina) and carriers that serve specific states and/or regions
such as Automobile Club of Southern California, Canadian Automobile Association Insurance Company (Ontario),
and Kentucky Farm Bureau. As of July 31, 2016, we had 260 customers using one or more of our products in 31
countries. This includes 23 new customers gained through our acquisition of EagleEye Analytics, Inc. during fiscal
year 2016, but excludes new customers gained through our acquisition of FirstBest Systems, Inc. which closed on
August 31, 2016 after the end of fiscal year 2016.

We began our principal business operations in 2001 and sold the initial versions of ClaimCenter in 2003, PolicyCenter
in 2004 and BillingCenter in 2006. We conducted our initial public offering of our common stock on January 25, 2012
and follow-on public offerings of our common stock on April 19, 2012 and October 22, 2013. We primarily generate
software license revenues through annual license fees that recur during the multi-year term of a customer’s contract.
We primarily derive our services revenues from implementation and training services performed for our customers. A
significant majority of services are billed on a time and materials basis.

Industry Background

The P&C insurance industry is large, fragmented, highly regulated and complex. This industry is highly competitive,
with carriers competing primarily on the following factors: product differentiation, pricing options, customer service,
marketing and advertising, affiliate programs and channel strategies.

New technologies are placing demands on many insurers that require them to adapt how they engage with, sell to and
manage relationships with customers. Insurers adopting modern infrastructures can more rapidly introduce innovative
products that are intended to protect consumers in new ways from existing and emerging risks. We anticipate that
insurers will respond to these new technologies and market demands by adopting software that will allow them to:
edevelop new distribution channels;

edefine products that are more targeted;

eleverage data more effectively to improve underwriting and claims decisions;

*improve customer service across different channels; and

eJlower their operating costs.

The key functional areas in P&C insurance are underwriting and policy administration, claims management and
billing. Underwriting and policy administration involves collecting information from potential policyholders,
determining appropriate coverages and terms, pricing the policy, issuing the policy and updating and maintaining the
policy over its lifetime. Claims management includes loss report intake, investigation and evaluation of incidents,
claims negotiation, payment processing and litigation management. Billing includes account creation, policyholder
invoicing, payment collection, commission calculation and disbursement.
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Guidewire’s Products

Core Transaction Processing
Guidewire InsuranceSuite
Guidewire InsuranceSuite is comprised of our individual core system applications: PolicyCenter, ClaimCenter and
BillingCenter. We have built our suite on a unified technology platform, providing enhanced workflow and
functionality between applications.
Guidewire PolicyCenter
Guidewire PolicyCenter is our flexible underwriting and policy administration application that serves as a
comprehensive system-of-record supporting the entire policy lifecycle, including product definition, underwriting,
quoting, binding, issuances, endorsements, audits, cancellations and renewals.
Guidewire ClaimCenter
Guidewire ClaimCenter is our claims management application for claim intake, assessment, settlement and processing
of claim-related financial transactions. ClaimCenter enables claims lifecycle management improvements including
dynamic, intuitive loss report intake, advanced adjudication processes and integrated operational reporting.
ClaimCenter provides P&C insurance carriers with modern productivity tools built within a sophisticated business
rules-based claims application.
Guidewire BillingCenter
Guidewire BillingCenter is our billing and receivables management application. It automates the billing lifecycle,
enables the design of a wide variety of billing and payment plans, manages agent commissions and integrates with
external payment systems.
Guidewire Underwriting Management.
Guidewire Underwriting Management, gained through the acquisition of FirstBest Systems which closed on August
31, 2016, is a cloud-based, integrated business application designed for commercial and specialty line insurers to drive
premium growth and profit from better underwriting. This feature-rich workstation delivers straight-through
processing, exception-based underwriting, real-time collaboration, and knowledge management in one integrated
solution. Guidewire Underwriting Management provides value alongside Guidewire PolicyCenter as well as any
policy administration system (PAS), including non-Guidewire policy administration systems.
InsuranceSuite Add-on Modules
We also offer the following add-on modules for InsuranceSuite:
Guidewire Rating Management. Guidewire Rating Management enables P&C insurance carriers to manage the pricing
of their insurance products.
Guidewire Reinsurance Management. Guidewire Reinsurance Management enables P&C insurance carriers to use
rules-based logic to execute their reinsurance strategy through their underwriting and claims processes.
Guidewire Client Data Management. Guidewire Client Data Management helps P&C insurance carriers capitalize on
customer information more coherently, overcoming traditional siloed practices that impair efficiency and customer
service.
Guidewire Product Content Management. Guidewire Product Content Management provides software tools and
standards-based, line-of-business templates to enable insurers to introduce and modify products more rapidly by
reducing product configuration and maintenance efforts which must connect to and incorporate regulatory or
industry-standard data and content, such as ISO content.
Guidewire London Market Messaging. Guidewire London Market Messaging is a specialized add-on for Guidewire
ClaimCenter that provides out of the box functionality to address requirements of international insurers operating in
the London Market.

Data Management and Analytics
Guidewire DataHub
Guidewire DataHub is an operational data store that unifies, standardizes and stores data from the patchwork of an
insurer’s systems as well as from external sources. DataHub enables carriers to accelerate legacy system replacement.
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Guidewire InfoCenter

Guidewire InfoCenter is a business intelligence warehouse for P&C insurers which provides information in
easy-to-use formats for business intelligence, analysis and enhanced decision making. With InfoCenter, customers
gain flexible operational insights as well as the ability to optimize their business.

Guidewire Live

Guidewire Live is a cloud-based suite of analytical applications that aggregate data from internal and third-party
sources and analyze and visualize the data in ways that provide insurers with valuable insights into their business.
These insights can be acted upon through the processes managed by InsuranceSuite. To date, Guidewire Live
applications have been made available only to Guidewire ClaimCenter or PolicyCenter customers.

Guidewire Predictive Analytics

Guidewire Predictive Analytics is a cloud-based tool which allows insurers to make data-driven decisions throughout
the insurance lifecycle. By building predictive models from multiple data sets, analyzing model output, and deploying
predictive models, insurers can realize significant reductions in loss ratio and expenses.

Digital Engagement
Guidewire Digital Portals
Our Digital Portals deliver real-time, self-service capabilities for people operating outside the corporate intranet. We
have developed a number of different digital portal products that are targeted at different constituencies, such as
customers, agents and brokers. These portals expose the data and business processes within Guidewire InsuranceSuite.

Technology

We developed our suite of applications on a unified technology platform, which combines standards-based elements
and proprietary components. We designed our suite of applications to help P&C insurance carriers grow their
business, improve customer and agent engagement, and lower operating costs. Our customers’ IT departments manage
and administer our applications through their development, test and production environments. We continue to invest
in research and development to enhance existing products and introduce new ones. These investments focus on
continued architectural refinements of our core applications designed to meet evolving customer needs relating to
scalability, features and functions, and cloud delivery.

Services

We provide implementation and integration services to help our customers realize benefits from our software
products. Our implementation teams assist customers in building implementation plans, integrating our software with
their existing systems and defining business rules and specific requirements unique to each customer and installation.
We also partner with leading system integration consulting firms, certified on our software, to achieve scalable,
cost-effective implementations for our customers. As of July 31, 2016, we had 573 employees in our professional
services organization, compared to 500 as of July 31, 2015.

Customers

We market and sell our products to a wide variety of global P&C insurance carriers ranging from some of the largest
global insurers to national carriers to regional carriers. We believe strong customer relationships are a key driver of
our success given the long-term nature of our contracts and importance of customer references for new sales. We
focus on developing and maintaining our customer relationships through customer service and account management.
As of July 31, 2016, we had 260 customers using one or more of our products in 31 countries. This includes 23 new
customers gained through our acquisition of EagleEye Analytics, Inc. during fiscal year 2016, but excludes new
customers gained through our acquisition of FirstBest Systems, Inc. which closed on August 31, 2016 after the end of
fiscal year 2016.

Strategic Relationships

We have extensive relationships with system integration, consulting and industry partners. Our network of partners
has expanded as interest in and adoption of our products has grown. We encourage our partners to co-market, pursue
joint sales initiatives and drive broader adoption of our technology, helping us grow our business more efficiently and
enabling us to focus our engineering resources on continued innovation and further enhancement of our solutions.
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Sales and Marketing

Consistent with our industry focus and the mission-critical needs our products address, our sales and marketing efforts
are tailored to communicate effectively to senior executives within the P&C industry. Our sales, marketing and
executive teams work together to cultivate long-term relationships with our current and prospective customers in each
of the geographies in which we are active.

As of July 31, 2016, we employed 267 employees in a sales and marketing capacity, including 48 direct sales
representatives organized by geographic region across the Americas, EMEA and APAC. This team serves as both our
exclusive sales channel and our account management function. We augment our sales professionals with a presales
team possessing insurance domain and technical expertise, who engage customers in sessions to understand their
specific business needs and then represent our products through demonstrations tailored to address those needs.

Our marketing team supports sales with competitive analysis and sales tools, while investing to strengthen our brand
name and reputation. We participate at industry conferences, are published frequently in the industry press and have
active relationships with all of the major industry analysts. We also host Connections, our annual user conference
where customers both participate in and deliver presentations on a wide range of Guidewire and insurance technology
topics. We invite potential customers and partners to our user conference, as we believe customer references are a key
component of driving new sales. Our strong relationships with leading system integrators enhance our direct sales
through co-marketing efforts and providing additional market validation of our products’ distinctiveness and quality.
Research and Development

Our research and development efforts reflect the extensive I'T needs of P&C insurance carriers. These systems are
required to perform millions of complex transactions that must balance on a daily basis. This accuracy must be
maintained not only during normal business operations, but also during extraordinary events such as catastrophes,
which may result in extremely high transaction volume in a short period of time. Our research and development
efforts focus on enhancing our products to meet the increasingly complex requirements of P&C insurance carriers and
broadening our suite of applications with new product initiatives to form an end-to-end software platform for P&C
insurance carriers.

As of July 31, 2016, our research and development department had 464 employees. We incurred $112.5 million, $93.4
million and $76.2 million in research and development expenses for fiscal years 2016, 2015 and 2014, respectively.
Competition

The market to provide core system software to the P&C insurance industry is highly competitive and fragmented. This
market is subject to changing technology, shifting customer needs and introductions of new products and services.
Our competitors vary in size and in the breadth and scope of the products and services offered. Our current
competitors include, but are not limited to:

Internall . . - . .

develo e}il Many large insurance companies have sufficient IT resources to maintain and augment their own

s ftwafe proprietary internal systems, or consider developing new custom systems;

IT services Firms such as Accenture, Computer Sciences Corporation and Tata Consultancy Services Limited
firms offer software and systems or develop custom, proprietary solutions for the P&C insurance industry;

Vendors such as linsurer (formerly Innovation Group), Duck Creek, eBaoTech Corporation, Exigen,

P&C insurance Fadata AD, FINEOS, Insurity, Inc., ISCS, Inc., Majesco, One, Inc., OneShield, Inc., Sapiens

software . . . . .
International Corporation, StoneRiver, Inc., and TIA Technology A/S provide software solutions that
vendors g . . .
are specifically designed to meet the needs of P&C insurance carriers; and
Horizontal .
Vendors such as Pegasystems Inc. and SAP AG offer software that can be customized to address the
software . .
needs of P&C insurance carriers.
vendors

Competitive factors in our industry depend on the size, geographic market and line of business of potential customers.
The principal competitive factors include product functionality, performance, customer references, total cost of
ownership, solution completeness, implementation track record, and in-depth knowledge of the P&C insurance
industry. We typically compete favorably on the basis of these factors in most geographies.
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Intellectual Property

The software industry is characterized by the existence of a large number of patents and frequent claims and related
litigation regarding patent and other intellectual property rights. Our success and ability to compete depend in part
upon our ability to protect our proprietary technology, to establish and adequately protect our intellectual property
rights, and to protect against third-party claims and litigation related to intellectual property. To accomplish these
objectives, we rely on a combination of patent, trademark, copyright and trade secret laws in the United States and
other jurisdictions, as well as license agreements and other contractual protections. We own or have pending, a
significant number of patents and patent applications, which generally apply to our software. Our owned patents have
expiration dates starting in 2025. We also rely on several registered and unregistered trademarks, and applications for
registrations, to protect our brand, both in the United States and internationally.

Employees

As of July 31, 2016, we had 1,536 employees, including 267 in sales and marketing, 573 in professional services, 69
in technical support and licensing operations, 464 in research and development and 163 in general and administrative
capacity. As of July 31, 2016, we had 965 employees in the United States and 571 employees internationally. Our
employees in the United States are not represented by a labor union, however, for certain foreign subsidiaries, workers’
councils represent our employees. We have not experienced any work stoppages and we consider our relations with
our employees to be good.

Information about Segment and Geographic Revenue

Information about segment and geographic revenue is set forth in Note 10 of the Notes to Consolidated Financial
Statements under Item 8 of this Annual Report on Form 10-K.

Seasonality

We have historically experienced seasonal variations in our revenues as a result of increased customer orders in our
second and fourth fiscal quarters. We generally see increased orders in our second fiscal quarter, which is the quarter
ended January 31, due to customer buying patterns. We also see increased orders in our fourth fiscal quarter, which is
the quarter ended July 31, due to efforts by our sales team to achieve annual incentives. This seasonal pattern,
however, may be absent in any given year. For example, in fiscal year 2016, we had higher licensing orders in the
third fiscal quarter than in the second fiscal quarter. Our maintenance revenues are not impacted by these seasonal
trends.

Our services revenues are also subject to seasonal fluctuations, though to a lesser degree than our license revenues.
Our services revenues are impacted by the number of billable days in a given fiscal quarter. The quarter ended January
31 usually has fewer billable days due to the impact of the Thanksgiving, Christmas and New Year’s holidays. The
quarter ended July 31 usually also has fewer billable days due to the impact of vacation times taken by our
professional staff. Because we pay our services professionals the same amounts throughout the year, our gross
margins on our services revenues are lower in these quarters.

WHERE YOU CAN FIND MORE INFORMATION

The following filings are available through our investor relations website after we file them with the Securities and
Exchange Commission (“SEC”): Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and our Proxy Statement for our annual meeting of stockholders. These filings are also available for
download free of charge on our investor relations website. Our website is located at www.guidewire.com, and our
investor relations website is located at http://ir.guidewire.com/. We also provide a link to the section of the SEC’s
website at www.sec.gov that has all of our public filings, including periodic reports, proxy statements and other
information. Further, a copy of this Annual Report on Form 10-K is located at the SEC’s Public Reference Room at
100 F Street, NE, Washington, D.C. 20549. Information on the operation of the Public Reference Room can be
obtained by calling the SEC at 1-800-SEC-0330.
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We webcast our earnings calls and certain events we participate in or host with members of the investment community
on our investor relations website. Additionally, we provide notifications of news or announcements regarding our
financial performance, including SEC filings, investor events, press and earnings releases as part of our investor
relations website. Investors and others can receive notifications of new information posted on our investor relations
website in real time by signing up for email alerts and RSS feeds. Further corporate governance information, including
our governance guidelines and code of business conduct and ethics, is also available on our investor relations website
under the heading “Corporate Governance.” The contents of our websites are not intended to be incorporated by
reference into this Annual Report on Form 10-K or in any other report or document we file with the SEC, and any
references to our websites are intended to be inactive textual references only.

6
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Item 1A. Risk Factors
A description of the risks and uncertainties associated with our business is set forth below. You should carefully
consider such risks and uncertainties, together with the other information contained in this report, and in our other
public filings. If any of such risks and uncertainties actually occurs, our business, financial condition or results of
operations could differ materially from the plans, projections and other forward-looking statements included in the
section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere
in this report and in our other public filings. In addition, if any of the following risks and uncertainties, or if any other
risks and uncertainties, actually occurs, our business, financial condition or results of operations could be harmed
substantially, which could cause the market price of our stock to decline, perhaps significantly.
We may experience significant quarterly and annual fluctuations in our results of operations due to a number of
factors.
Our quarterly and annual results of operations may fluctuate significantly due to a variety of factors, many of which
are outside of our control. This variability may lead to volatility in our stock price as research analysts and investors
respond to quarterly fluctuations. In addition, comparing our results of operations on a period-to-period basis,
particularly on a sequential quarterly basis, may not be meaningful. You should not rely on our past results as an
indication of our future performance.
Factors that may affect our results of operations include:
the timing of new orders and revenue recognition for new and prior year orders;
seasonal buying patterns of our customers;
our ability to increase sales to and renew agreements with our existing customers, particularly larger customers with
substantial negotiating leverage, at comparable prices;
our ability to renew existing contracts for multiple year terms versus annual automatic renewals;
our ability to attract new customers in both domestic and international markets;
structure of our licensing contracts, including fluctuations in perpetual licenses from period to period;
our ability to enter into contracts on favorable terms, including terms related to price, payment timing and product
delivery;
wvolatility in the sales of our products and timing of the execution of new and renewal agreements within such periods;
tntroduction of new, or the increase of existing, licensing models that feature ratable revenue recognition;
the impact of a recession or any other adverse global economic conditions on our business, including uncertainties
that may cause a delay in entering into or a failure to enter into significant customer agreements;
the lengthy and variable nature of our product implementation cycles;

reductions in our customers’ budgets for information technology purchases and delays in their purchasing

cycles;
erosion in services margins or significant increase or decrease in services revenues both in absolute terms and as a
percentage of total revenues;
our ability to realize expected benefits from our acquisitions;
timing of commissions expense related to large transactions;
bonus expense based on the bonus attainment rate;
the timing and cost of hiring personnel and of large expenses such as third-party professional services;
stock-based compensation expenses, which vary along with changes to our stock price;
fluctuations in foreign currency exchange rates;
uananticipated trade sanctions and other restrictions that may impede our ability to sell internationally;
eeneral domestic and international economic conditions, in the insurance industry in particular; and
future accounting pronouncements or changes in accounting rules or our accounting policies.
In addition, our revenue may fluctuate if our customers make an early payment of their annual license fees in advance
of the invoice due date. This may cause an unexpected increase in revenues in one quarter which can reduce revenue
growth rates in future periods.

16



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

The foregoing factors are difficult to forecast, and these, as well as other factors, could materially adversely affect our
quarterly and annual results of operations. We believe our ability to adjust spending quickly enough to compensate for
a
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revenues shortfall is very limited and our inability to do so could magnify the adverse impact of such revenues
shortfall on our results of operations. If we fail to achieve our quarterly forecasts, if our forecasts fall below the
expectations of research analysts or investors, or if our actual results fail to meet the expectations of research analysts
or investors, our stock price may decline.

Seasonal sales patterns and other variations related to our revenue recognition may cause significant fluctuations in
our results of operations and cash flows and may prevent us from achieving our quarterly or annual forecasts, which
may cause our stock price to decline.

We sign a significantly higher percentage of software license orders in the second and fourth quarters of each fiscal
year. We generally see increased orders in our second fiscal quarter, which is the quarter ended January 31, due to
customer buying patterns. We also see increased orders in our fourth fiscal quarter due to efforts by our sales team to
achieve annual incentives. As a result, a significantly higher percentage of our annual license revenues have
historically been recognized during those quarters. Since a substantial majority of our license revenues recur annually
under our multi-year contracts, we expect to continue to experience this seasonality effect in subsequent years.
Notwithstanding the fact that we generally see increased licensing orders in our second and fourth fiscal quarters, we
expect to see additional quarterly revenue fluctuations that may, in some cases, mask the impact of these expected
seasonal variations. Our quarterly growth in license revenues also may not match up to new orders we receive in a
given quarter. This mismatch is primarily due to the following reasons:

for the initial year of a multi-year term license, we generally recognize revenues when payment is due and payment
may not be due until a subsequent fiscal quarter;

we may enter into license agreements with future product delivery requirements or specified terms for product
upgrades or functionality, which may require us to delay revenue recognition for the initial period;

our term licenses may include payment terms that are modest at the outset and increase over time; and

we may enter into license agreements with other contractual terms that may affect the timing of revenue recognition.
These seasonal patterns, however, may be absent in any given year. For example, in fiscal year 2016, we had higher
licensing orders in the third fiscal quarter than in the second fiscal quarter.

Our revenues may fluctuate versus comparable prior periods or prior quarters within the same fiscal year based on
when new orders are executed in the quarter and the payment terms of each order. Additionally, our revenues may
fluctuate if our customers make an early payment of their annual license fees in advance of the invoice due date. Our
ability to renew existing contracts for multiple year terms versus annual automatic renewals may also impact revenue
recognition.

We generally charge annual software license fees for our multi-year term licenses and price our licenses based on the
amount of direct written premiums (“DWP”) that will be managed by our solutions. However, in certain circumstances,
our customers desire the ability to purchase our products on a perpetual license basis, resulting in an acceleration of
revenue recognition. Milestone payments in a perpetual license order also cause seasonal variations. Our perpetual
license revenues are not consistent from period to period. In addition, a few of our multi-year term licenses provide
the customer with the option to purchase a perpetual license at the end of the initial contract term, which we refer to as
a perpetual buyout right. The mix of our contract terms for our licenses and the exercise of perpetual buyout rights at
the end of the initial contract term by our customers may lead to variability in our results of operations. Increases in
perpetual license sales and exercises of perpetual buyout rights by our customers may affect our ability to show
consistent growth in license revenues in subsequent periods. Reductions in perpetual licenses in future periods could
cause adverse period-to-period comparisons of our financial results.

In addition, because we price our products based on the amount of DWP that will be managed by our solutions,
license revenues from each customer may fluctuate up or down based upon insurance policies sold by the customer in
the preceding year. If we enter into a new territory, our revenue recognition pattern may change, depending on the
contractual terms and local laws and regulations. Seasonal and other variations related to our revenue recognition may
cause significant fluctuations in our results of operations and cash flows, may make it challenging for an investor to
predict our performance on a quarterly basis and may prevent us from achieving our quarterly or annual forecasts or
meeting or exceeding the expectations of research analysts or investors, which may cause our stock price to decline.
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We have relied and expect to continue to rely on orders from a relatively small number of customers in the P&C

insurance industry for a substantial portion of our revenues, and the loss of any of these customers would significantly
harm our business, results of operations and financial condition.
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Our revenues are dependent on orders from customers in the P&C insurance industry, which may be adversely
affected by economic, environmental and world political conditions. A relatively small number of customers have
historically accounted for a significant portion of our revenues. While the composition of our individual top customers
will vary from year to year, in fiscal years 2016, 2015 and 2014, our ten largest customers accounted for 27%, 31%
and 35% of our revenues, respectively. While we expect this reliance to decrease over time, we expect that we will
continue to depend upon a relatively small number of customers for a significant portion of our revenues for the
foreseeable future. As a result, if we fail to successfully sell our products and services to one or more anticipated
customers in any particular period or fail to identify additional potential customers or an anticipated customer
purchases fewer of our products or services, defers or cancels orders, fails to renew its license agreements or
terminates its relationship with us, our business, results of operations and financial condition would be harmed. Some
of our orders are realized at the end of the quarter or are subject to delayed payment terms. As a result of this
concentration and timing, if we are unable to complete one or more substantial sales or achieve any required
performance or acceptance criteria in any given quarter, our quarterly results of operations may fluctuate significantly.
Increases in services revenues as a percentage of total revenues or lower services margins could adversely affect our
overall gross margins and profitability.

Our services revenues were 34%, 40% and 45% of total revenues for each of fiscal years 2016, 2015 and 2014,
respectively. Our services revenues produce lower gross margins than our license revenues. The gross margin of our
services revenues was 8%, 12% and 13% for fiscal years 2016, 2015 and 2014, respectively, while the gross margin
for license revenues was 97% for each of the three fiscal years presented. An increase in the percentage of total
revenues represented by services revenues or lower services margins could reduce our overall gross margins and
adversely affect our results of operations. These trends can be the result of several factors, some of which are outside
of our control, including the rates we charge for our services and the utilization of our personnel, unexpected difficulty
in projects which may require additional efforts without commensurate compensation and the extent to which system
integrators provide services directly to customers. Any erosion in our services margins or any significant increase in
services revenues as a percentage of total revenues at current services margins would adversely affect our gross and
operating margins. For example, services margin may erode for a period of time if we hire and train additional
services personnel to support the sale of new products, enter into new markets, or introduce innovative software
delivery models.

Services margins may also decline if we are required to defer services revenues in connection with an engagement.
This may happen if there is a specific product deliverable associated with a broader services engagement. In these
situations, we would defer only the direct costs associated with the engagement. Deferring all revenue but only direct
costs will reduce margins. In fiscal year 2017, for example, we expect to defer a significant amount of revenue and
direct costs associated with one project, which would reduce margins during fiscal year 2017. The recognition of such
deferred revenues in subsequent periods, conversely, may increase services revenues as a percentage of total revenues
in future periods.

Assertions by third parties of infringement or other violation by us of their intellectual property rights could result in
significant costs and substantially harm our business and results of operations.

The software industry is characterized by the existence of a large number of patents and frequent claims and related
litigation regarding patents and other intellectual property rights. In particular, leading companies in the software
industry own large numbers of patents, copyrights, trademarks and trade secrets, which they may use to assert claims
against us. From time to time, third parties holding such intellectual property rights, including leading companies,
competitors, patent holding companies and/or non-practicing entities, may assert patent, copyright, trademark or other
intellectual property claims against us, our customers and partners, and those from whom we license technology and
intellectual property.

Although we believe that our products and services do not infringe upon the intellectual property rights of third
parties, we cannot assure that third parties will not assert infringement or misappropriation claims against us with
respect to current or future products or services, or that any such assertions will not require us to enter into royalty
arrangements or result in costly litigation, or result in us being unable to use certain intellectual property. We cannot
assure that we are not infringing or otherwise violating any third-party intellectual property rights. Infringement
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assertions from third parties may involve patent holding companies or other patent owners who have no relevant
product revenues, and therefore our own issued and pending patents may provide little or no deterrence to these patent
owners in bringing intellectual property rights claims against us.

If we are forced to defend against any infringement or misappropriation claims, whether they are with or without
merit, are settled out of court, or are determined in our favor, we may be required to expend significant time and
financial resources on the defense of such claims. Furthermore, an adverse outcome of a dispute may require us to pay
damages, potentially including treble damages and attorneys’ fees, if we are found to have willfully infringed a party’s
intellectual property; cease making, licensing or using our products or services that are alleged to infringe or
misappropriate the intellectual property of others; expend additional development resources to redesign our products
or services; enter into potentially unfavorable royalty or license agreements in order to obtain the right to use
necessary technologies or works; and to indemnify our partners,
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customers, and other third parties. Any of these events could seriously harm our business, results of operations and
financial condition.

We may expand through acquisitions or partnerships with other companies, which may divert our management’s
attention and result in unexpected operating and technology integration difficulties, increased costs and dilution to our
stockholders.

Our business strategy includes the potential acquisitions of the shares or assets of companies with complementary
software, technologies or businesses or alliances with such companies. For example, in March 2016, we acquired
EagleEye Analytics Inc., a provider of cloud-based predictive analytics products designed for property and casualty
insurers, and in August 2016, we acquired FirstBest Systems, Inc., a provider of an underwriting management system
for property and casualty insurers. Acquisitions and alliances may result in unforeseen operating difficulties and
expenditures and may not result in the benefits anticipated by such corporate activity. In particular, we may fail to:
assimilate or integrate the businesses, technologies, services, products, personnel or operations of the acquired
companies; retain key personnel necessary to favorably execute the combined companies business plan; retain existing
customers or sell acquired products to new customers. Acquisitions and alliances may also disrupt our ongoing
business, divert our resources and require significant management attention that would otherwise be available for
ongoing development of our current business. We also may be required to use a substantial amount of our cash or
issue debt or equity securities to complete an acquisition or realize the potential of an alliance, which could deplete
our cash reserves and/or dilute our existing stockholders. Following an acquisition or the establishment of an alliance
offering new products, we may be required to defer the recognition of revenues that we receive from the sale of
products that we acquired or that result from the alliance, or from the sale of a bundle of products that includes such
new products, if we have not established vendor-specific objective evidence (“VSOE”) for the undelivered elements in
the arrangement. In addition, our ability to maintain favorable pricing of new products may be challenging if we
bundle such products with sales of existing products. A delay in the recognition of revenues from sales of acquired or
alliance products, or reduced pricing due to bundled sales, may cause fluctuations in our quarterly financial results,
may adversely affect our operating margins and may reduce the benefits of such acquisitions or alliances.
Additionally, competition within the software industry for acquisitions of businesses, technologies and assets has
been, and may in the future continue to be, intense. As such, even if we are able to identify an acquisition that we
would like to consummate, the target may be acquired by another strategic buyer or financial buyer such as a private
equity firm, or we may otherwise not be able to complete the acquisition on commercially reasonable terms, if at all.
Moreover, in addition to our failure to realize the anticipated benefits of any acquisition, including our revenues or
return on investment assumptions, we may be exposed to unknown liabilities or impairment charges as a result of
acquisitions we do complete.

We face intense competition in our market, which could negatively impact our business, results of operations and
financial condition and cause our market share to decline.

The market for our core insurance system software is intensely competitive. We compete with legacy systems, many
of which have been in operation for decades. Maintaining these legacy systems may be so time consuming and costly
for our customers that they do not have adequate resources to devote to the purchase and implementation of our
products. Our implementation cycle is lengthy, variable and requires the investment of significant time and expense
by our customers. We also compete against technology consulting firms that offer software and systems or develop
custom, proprietary products for the P&C insurance industry. These consulting firms generally have greater name
recognition, larger sales and marketing budgets and greater resources than we do and may have pre-existing
relationships with our potential customers, including relationships with, and access to, key decision makers within
these organizations. Since sales of software products may be a small part of their business and they may be more
focused on related services revenues, they may offer their software products at significantly reduced prices or under
terms that we cannot match. The competitors we face in any sale may change depending, among other things, on the
line of business purchasing the software, the application being sold, the geography in which we’re operating and the
size of the insurance carrier to which we are selling. For example, we are more likely to face competition from small
independent firms when addressing the needs of small insurers. These competitors compete on the basis of price, the
time and cost required for software implementation, custom developments, or unique product features or functions.
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Outside of the United States, we are more likely to compete against vendors that may differentiate themselves based
on local advantages in language, market knowledge and pre-built content applicable to that jurisdiction. We also
complete with vendors of horizontal software products that may be customized to address needs of the P&C insurance
industry.

We expect the intensity of competition to remain high in the future as new or existing companies obtain new capital,
consolidate with other vendors, improve product or sales capabilities, or create and expand partnerships with systems
integrators. Such intense competition could result in increased pricing pressure, increased sales and marketing
expenses, and greater investments in research and development, each of which could negatively impact our
profitability. In addition, failure to increase, or the loss of, market share, would harm our business, results of
operations, financial condition or future prospects. Our larger competitors may be able to devote greater resources to
the development, promotion and sale of their products than
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we can devote to ours, which could allow them to respond more quickly than we can to new technologies and changes
in customer needs leading to wider market acceptance. We may not be able to compete effectively and competitive
pressures may prevent us from acquiring and maintaining the customer base necessary for us to increase our revenues
and profitability.

Our current and potential competitors may also establish cooperative relationships among themselves or with third
parties that may further enhance their resources. Current or potential competitors may be acquired by other vendors or
third parties with greater available resources. As a result of such acquisitions, our current or potential competitors
might be more able than we to adapt more quickly to new technologies and customer needs, devote greater resources
to the promotion or sale of their products and services, initiate or withstand substantial price competition, or take
advantage of other opportunities to more readily or develop and expand their product and service offerings more
quickly. Additionally, they may hold larger portfolios of patents and other intellectual property rights as a result of
such acquisitions. If we are unable to compete effectively for a share of our market, our business, results of operations
and financial condition could be materially and adversely affected.

If our products or cloud-based services experience data security breaches, and there is unauthorized access to our
customers’ data, we may lose current or future customers and our reputation and business may be harmed.

If our security measures are breached or unauthorized access to customer data is otherwise obtained, our products may
be perceived as not being secure, customers may reduce the use of or stop using our products, and we may incur
significant liabilities. Our software and cloud services involve the storage and transmission of data, and security
breaches could result in the loss of this information, litigation, indemnity obligations and other liability. While we
have taken steps to protect the confidential information that we have access to, including confidential information we
may obtain through our customer support services or customer usage of our cloud-based services, our security
measures could be breached. Because techniques used to obtain unauthorized access or sabotage systems change
frequently and generally are not identified until they are launched against a target, we may be unable to anticipate
these techniques or to implement adequate preventative measures. Any or all of these issues could negatively impact
our ability to attract new customers and increase engagement by existing customers, cause existing customers to elect
to not renew their term licenses, or subject us to third-party lawsuits, regulatory fines or other action or liability,
thereby adversely affecting our financial results. We use third-party technology and systems for a variety of reasons,
including, without limitation, encryption and authentication technology, employee email, content delivery to
customers, back-office support and other functions. Although we have developed systems and processes that are
designed to protect customer information and prevent data loss and other security breaches, including systems and
processes designed to reduce the impact of a security breach at a third-party vendor, such measures cannot provide
absolute security.

Privacy concerns could result in regulatory changes and impose additional costs and liabilities on us, limit our use of
information, and adversely affect our business.

Our current and predominant business model does not significantly collect and transfer personal information from our
customers to us, however, a limited number of our product solutions may collect, process, store, and use
transaction-level data aggregated across insurers using our common data model. We anticipate that over time we may
expand our business model to include greater collection and transfer of personal information from our customers to us
and we recognize that personal privacy has become a significant issue in the United States, Europe, and many other
jurisdictions where we operate. Many federal, state, and foreign legislatures and government agencies have imposed
or are considering imposing restrictions and requirements about the collection, use, and disclosure of personal
information.

In the European Community, Directive 95/46/EC (the “Directive”) has required European Union member states to
implement data protection laws to meet the strict privacy requirements of the Directive. Among other requirements,
the Directive regulates transfers of personally identifiable data that is subject to the Directive (‘“Personal Data”) to third
countries, such as the United States, that have not been found to provide adequate protection to such Personal Data.
We have in the past relied upon adherence to the U.S. Department of Commerce’s Safe Harbor Privacy Principles and
compliance with the U.S.-EU and U.S.-Swiss Safe Harbor Frameworks as agreed to and set forth by the U.S.
Department of Commerce, and the European Union and Switzerland, which established a means for legitimating the
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transfer of Personal Data collected by US companies doing business in the European Economic Area (or “EEA”), to the
United States. As a result of the October 6, 2015 European Union Court of Justice, or ECJ, opinion in Case C-362/14
(Schrems v. Data Protection Commissioner) regarding the adequacy of the U.S.-EU Safe Harbor Framework, the U.S.

- EU Safe Harbor Framework was no longer deemed to be a valid method of compliance with requirements set forth

in the Directive (and member states’ implementations thereof) regarding the transfer of Personal Data outside of the
EEA.

However, on July 12, 2016, the EU Commission formally adopted a new mechanism for the transfer of personal data
from the European Union ( the “EU”) to the United States, branded the “EU-US Privacy Shield” (“Privacy Shield”). We are
currently preparing for the process of certifying with the U.S. Department of Commerce (“DOC”) to comply with the
framework’s terms. While the EU Commission and the U.S. have formally adopted the Privacy Shield, we will
continue to face uncertainty to the limited extent we may transfer any Personal Data and as to whether our efforts to
comply with our obligations under European
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privacy laws will be sufficient. If we are investigated by a European data protection authority, we could face fines and
other penalties. Any such investigation or charges by European data protection authorities could have a negative effect
on our existing business and on our ability to attract and retain new customers.

In light of any continued concerns in view of the ECJ opinion in the Schrems case, we continue to undertake efforts in
the event of any necessary transfers of Personal Data from the EEA based on current regulatory obligations, available
guidance of data protection authorities, and evolving best practices. Despite this, we may be unsuccessful in
conforming to means of transferring such data from the EEA, including due to resistance to the adoption of Privacy
Shield by EU member countries, which may vary the current data protection landscape for the transfer of Personal
Data.

We may also experience hesitancy, reluctance, or refusal by European or multi-national customers to continue to use
some of our services due to the potential risk exposure to such customers as a result of the ECJ ruling in the Schrems
case and the current data protection obligations imposed on them by certain data protection authorities. Such
customers may also view any alternative approaches to the transfer of any Personal Data as being too costly, too
burdensome, too legally uncertain or otherwise objectionable, and therefore may decide not to do business with us if
the transfer of Personal Data is a necessary requirement.

Though our current and predominant business model does not significantly collect and transfer personal information
from our customers to us, given the current data protection landscape in view of the ECJ opinion in the Schrems case,
we may be at risk of potential inquiries and/or enforcement actions taken by certain EU data protection authorities
until such point in time that we may be able to ensure that any transfers of Personal Data to us from the EEA are
conducted in compliance with all applicable regulatory obligations, the guidance of data protection authorities, and
evolving best practices. We may find it necessary to establish systems to maintain Personal Data originating from the
EU in the EEA, which may involve substantial expense and may cause us to need to divert resources from other
aspects of our business, all of which may adversely affect our business.

The Directive may also be replaced in time with the pending European General Data Protection Regulation, which
may impose additional obligations and risk upon our business as we may expand our business model to include
greater collection and transfer of personal information from our EEA customers to Guidewire. The pending European
General Data Protection Regulation may increase substantially the penalties to which we could be subject in the event
of any non-compliance. We may incur substantial expense in complying with the new obligations to be imposed by
the European General Data Protection Regulation and we may be required to make significant changes to our
expanding business operations, all of which may adversely affect our revenues and our business overall.

Changes to laws or regulations affecting privacy could impose additional costs and liabilities on us and could limit our
use of such information to add value for customers. If we were required to change our business activities or revise or
eliminate services, or to implement burdensome compliance measures, our business and results of operations could be
harmed. In addition, we may be subject to fines, penalties, and potential litigation if we fail to comply with applicable
privacy and/or data security laws, regulations, standards and other requirements. The costs of compliance with and
other burdens imposed by privacy-related laws, regulations and standards may limit the use and adoption of our
product solutions and reduce overall demand.

Furthermore, concerns regarding data privacy and/or security may cause our customers’ customers to resist providing
the data and information necessary to allow our customers to use our product solutions effectively. Even the
perception that the privacy and/or security of personal information is not satisfactorily protected or does not meet
applicable legal, regulatory and other requirements could inhibit sales of our products or services, and could limit
adoption of our solutions.

If we are required to, and fail to successfully manage any changes to our business model, including the transition of
our products to cloud offerings, our results of operations could be harmed.

To address the trends of the industry, we will likely offer customers the use of our software products through a
cloud-based offering in addition to our on-premises offering. Any such transition requires a considerable investment
of technical, financial, legal and sales resources. Such transition will divert our resources and may increase our costs
in a given period and such investments may not improve our long term growth and results of operations. The revenue
that we would recognize under widely adopted cloud-based licensing models is more likely to be ratable. That
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transition may reduce license revenue in those periods in which the portion of our revenues attributable to ratable
recognition grows. In addition, market acceptance of our cloud-based offerings may be affected by a variety of factors,
including but not limited to: security, reliability, performance, customer preference and public concerns regarding
privacy and the enactment of restrictive laws or regulations. We are in the early stages of rearchitecting our exiting
products and developing new products in an effort to offer customers greater choices on how they would prefer to
consume software. We will also be required to develop the associated subscription agreements in connection with this
effort. Whether our product development efforts or business model transition will prove successful and will
accomplish our business and financial objectives is subject to numerous uncertainties and risks, including but not
limited to: customer demand, impact on our customers, our ability to further develop and scale infrastructure, our
ability to include
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functionality and usability in such offerings that address customer requirements, tax and accounting implications,
pricing and our costs. In addition, the metrics we use to gauge the status of our business model transition may evolve
over the course of the transition as significant trends emerge. It may be difficult, therefore, to accurately determine the
impact of such transition on our business on a contemporaneous basis or communicate clearly the appropriate metrics
to our investors. If we are unable to successfully establish these new cloud offerings and navigate our business model
transition in light of the foregoing risks and uncertainties, our results of operations could be harmed.

Our customers may defer or forego purchases of our products or services in the event of weakened global economic
conditions and industry consolidation.

General worldwide economic conditions continue to remain unstable. Prolonged economic uncertainties or downturns
could harm our business operations or financial results. For example, in June 2016, the decision by referendum to
withdraw the United Kingdom (U.K.) from the European Union (“Brexit”) caused significant volatility in global stock
markets and fluctuations in currency exchange rates. The results of this referendum, or other global events, may
continue to create global economic uncertainty not only in the U.K., but in other regions in which we have significant
operations. These conditions make it difficult for our customers and us to forecast and plan future business activities
accurately, and they could cause our customers to reevaluate their decision to purchase our products, which could
delay and lengthen our sales cycles or result in cancellations of planned purchases. Furthermore, during challenging
economic times our customers may face issues in gaining timely access to sufficient credit, which could result in an
impairment of their ability to make timely payments to us. If that were to occur, we may be required to record an
allowance for doubtful accounts, which would adversely affect our financial results. A substantial downturn in the
P&C insurance industry may cause firms to react to worsening conditions by reducing their capital expenditures in
general or by specifically reducing their spending on information technology. P&C insurance companies may delay or
cancel information technology projects or seek to lower their costs by renegotiating vendor contracts. Negative or
worsening conditions in the general economy both in the United States and abroad, including conditions resulting
from financial and credit market fluctuations, could cause a decrease in corporate spending on enterprise software in
general, and in the insurance industry specifically, and negatively affect the rate of growth of our business.

The increased pace of consolidation in the P&C insurance industry may result in reduced overall spending on our
products. Acquisitions of customers can delay or cancel sales cycles and because we cannot predict the timing or
duration of such acquisitions, our results of operations could be materially impacted by the change in the industry.
Factors outside of our control including but not limited to natural catastrophes and terrorism may adversely impact the
P&C insurance industry, preventing us from expanding or maintaining our existing customer base and increasing our
revenues.

Our customers are P&C insurance carriers which have experienced, and will likely experience in the future, losses
from catastrophes or terrorism that may adversely impact their businesses. Catastrophes can be caused by various
events, including, amongst others, hurricanes, tsunamis, floods, windstorms, earthquakes, hail, tornadoes, explosions,
severe weather and fires. Global warming trends are contributing to an increase in erratic weather patterns globally
and intensifying the impact of certain types of catastrophes. Moreover, acts of terrorism or war could cause
disruptions in our or our customers’ businesses or the economy as a whole. The risks associated with natural
catastrophes and terrorism are inherently unpredictable, and it is difficult to predict the timing of such events or
estimate the amount of loss they will generate. Future events may adversely impact our current or potential customers,
which may prevent us from maintaining or expanding our customer base and increasing our revenues as such events
may cause customers to postpone purchases of new products and professional service engagements or discontinue
projects.

Our sales and implementation cycles are lengthy and variable, depend upon factors outside our control, and could
cause us to expend significant time and resources prior to generating revenues.

The typical sales cycle for our products and services is lengthy and unpredictable, requires pre-purchase evaluation by
a significant number of employees in our customers’ organizations, and often involves a significant operational
decision by our customers. Our sales efforts involve educating our customers about the use and benefits of our
products, including the technical capabilities of our products and the potential cost savings achievable by
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organizations deploying our products. Customers typically undertake a significant evaluation process, which
frequently involves not only our products, but also those of our competitors and can result in a lengthy sales cycle. We
spend substantial time, effort and money in our sales efforts without any assurance that our efforts will produce any
sales. Even if we succeed at completing a sale, we may be unable to predict the size of an initial license until very late
in the sales cycle. In addition, we sometimes commit to include specific functions in our base product offering at the
request of a customer or group of customers and are unable to recognize license revenues until the
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specific functions have been added to our products. Providing this additional functionality may be time consuming
and may involve factors that are outside of our control.

The implementation and testing of our products by our customers typically lasts 6 to 24 months or longer and
unexpected implementation delays and difficulties can occur. Implementing our products typically involves
integration with our customers’ systems, as well as adding their data to our platform. This can be complex, time
consuming and expensive for our customers and can result in delays in the implementation and deployment of our
products. Failing to meet the expectations of our customers for the implementation of our products could result in a
loss of customers and negative publicity regarding us and our products and services. Such failure could result from our
product capabilities or service engagements by us, our system integrator partners or our customers’ IT employees, the
latter two of which are beyond our direct control. The consequences could include, and have included: monetary
credits for current or future service engagements, reduced fees for additional product sales, and a customer’s refusal to
pay their contractually-obligated license, maintenance or service fees. In addition, time-consuming implementations
may also increase the amount of services personnel we must allocate to each customer, thereby increasing our costs
and adversely affecting our business, results of operations and financial condition.

The lengthy and variable sales and implementation cycles may have a negative impact on the timing of our revenues,
causing our revenues and results of operations to vary significantly from period to period.

If we are unable to continue the successful development of our global direct sales force and the expansion of our
relationships with our strategic partners, sales of our products and services will suffer and our growth could be slower
than we project.

We believe that our future growth will depend on the continued development of our global direct sales force and their
ability to obtain new customers, particularly large P&C insurance carriers, and to manage our existing customer base.
Our ability to achieve significant growth in revenues in the future will depend, in large part, on our success in
recruiting, training and retaining a sufficient number of global direct sales personnel. New hires require significant
training and may, in some cases, take more than a year before becoming productive, if at all. If we are unable to hire
and develop sufficient numbers of productive global direct sales personnel, sales of our products and services will
suffer and our growth will be impeded.

We believe our future growth also will depend on the expansion of successful relationships with system integrators.
Our system integrators as channel partners help us reach additional customers. Our growth in revenues, particularly in
international markets, will be influenced by the development and maintenance of this indirect sales channel which, in
some cases, may require the establishment of effective relationships with regional systems integrators. Although we
have established relationships with some of the leading system integrators, our products and services may compete
directly against products and services that such leading system integrators support or market. We are unable to control
the quantity or quality of resources that our system integrator partners commit to implementing our products, or the
quality or timeliness of such implementation. If our partners do not commit sufficient or qualified resources to these
activities, our customers will be less satisfied, be less supportive with references, or may require the investment of our
resources at discounted rates. These, and other failures by our partners to successfully implement our products, will
have an adverse effect on our business and our results of operations could fail to grow in line with our projections.
Our large customers have substantial negotiating leverage, which may require that we agree to terms and conditions
that result in increased cost of sales, decreased revenues and lower average selling prices and gross margins, all of
which could harm our results of operations.

Some of our customers include the largest P&C insurance carriers. These customers have significant bargaining power
when negotiating new licenses or renewals of existing licenses, and have the ability to buy similar products from other
vendors or develop such systems internally. These customers have and may continue to seek advantageous pricing and
other commercial terms and may require us to develop additional features in the products we sell to them. We have
and may continue to be required to reduce the average selling price, or increase the average cost, of our products in
response to these pressures. If we are unable to avoid reducing our average selling prices or increasing our average
costs, our results of operations could be harmed.

Because we derive a significant majority of our revenues and cash flows from InsuranceSuite or its component
applications - ClaimCenter, PolicyCenter and BillingCenter products and related services - failure of any of these
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products or services to satisfy customer demands or to maintain market acceptance would harm our business, results
of operations, financial condition and growth prospects.

We derive a significant majority of our revenues and cash flows from software licenses, support and services related
to our InsuranceSuite product or its individual component applications: ClaimCenter, PolicyCenter and BillingCenter.

We expect to continue to derive a substantial portion of our revenues from these sources. As such, continued market
acceptance of these
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products is critical to our growth and success. Demand for our products is affected by a number of factors, some of
which are beyond our control, including the successful implementation of our products, the timing of development
and release of new products by us and our competitors, technological advances which reduce the appeal of our
products, and the growth or contraction in the worldwide market for technological solutions for the P&C insurance
industry. If we are unable to continue to meet customer demands, to achieve and maintain a technological advantage
over competitors, or to maintain market acceptance of our products, our business, results of operations, financial
condition and growth prospects may be adversely affected.

Our business depends on customers renewing and expanding their license and maintenance contracts for our products.
A decline in our customer renewals and expansions could harm our future results of operations.

Our customers have no obligation to renew their term licenses after their license period expires, and these licenses
may not be renewed on the same or more favorable terms. Moreover, under certain circumstances, our customers have
the right to cancel their license agreements before they expire. We have limited historical data with respect to rates of
customer license renewals, upgrades and expansions so we may not accurately predict future trends in customer
renewals. In addition, our term and perpetual license customers have no obligation to renew their maintenance
arrangements after the expiration of the initial contractual period. Our customers’ renewal rates may fluctuate or
decline because of several factors, including their satisfaction or dissatisfaction with our products and services, the
prices of our products and services, the prices of products and services offered by our competitors or reductions in our
customers’ spending levels due to the macroeconomic environment or other factors, or the sale of their operations to a
buyer that is not a current customer. For example, in fiscal 2016, two customers, each with DWP of less than $150
million, informed us of their intention to not renew their license upon their expiration. In the first case, the reason not
to renew was due to the licensee being acquired. In the second case, the non-renewal was as a result of our decision to
discontinue support for the licensee’s legacy product, which we had acquired through the Millbrook acquisition in
fiscal 2013.

In addition, in some cases, our customers have a right to exercise a perpetual buyout of their term licenses at the end
of the initial contract term. If our customers do not renew their term licenses for our solutions or renew on less
favorable terms, our revenues may decline or grow more slowly than expected and our profitability may be harmed.
If we are unable to develop, introduce and market new and enhanced versions of our products, we may be put at a
competitive disadvantage.

Our success depends on our continued ability to develop, introduce and market new and enhanced versions of our
products to meet evolving customer requirements. Because our products are complex and require rigorous testing,
development cycles can be lengthy, taking us multiple years to develop and introduce new products or provide
updates to our existing products. Additionally, market conditions may dictate that we change the technology platform
underlying our existing products or that new products be developed on different technology platforms, potentially
adding material time and expense to our development cycles. The nature of these development cycles may cause us to
experience delays between the time we incur expenses associated with research and development and the time we
generate revenues, if any, from such expenses.

If we fail to develop new products or enhancements to our existing products, our business could be adversely affected,
especially if our competitors are able to introduce products with enhanced functionality. It is critical to our success for
us to anticipate changes in technology, industry standards and customer requirements and to successfully introduce
new, enhanced and competitive products to meet our customers’ and prospective customers’ needs on a timely basis.
We have invested and intend to increase investments in research and development to meet these challenges. Revenues
may not be sufficient to support the future product development that is required for us to remain competitive. If we
fail to develop products in a timely manner that are competitive in technology and price or develop products that fail
to meet customer demands, our market share will decline and our business and results of operations could be harmed.
Real or perceived errors or failures in our products or implementation services may affect our reputation, cause us to
lose customers and reduce sales which may harm our business and results of operations and subject us to liability for
breach of warranty claims.

Because we offer complex products, undetected errors or failures may exist or occur, especially when products are
first introduced or when new versions are released. Our products are often installed and used in large-scale computing
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environments with different operating systems, system management software and equipment and networking
configurations, which may cause errors or failures in our products or may expose undetected errors, failures or bugs in
our products. Despite testing by us, we may not identify all errors, failures or bugs in new products or releases until

after commencement of commercial sales or installation. In the past, we have discovered software errors, failures and
bugs in some of our product offerings after their introduction.
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We provide our customers with upfront estimates regarding the duration, resources and costs associated with the
implementation of our products. Failure to meet these upfront estimates and the expectations of our customers could
result from our product capabilities or service engagements by us, our system integrator partners or our customers’ IT
employees, the latter two of which are beyond our direct control. The consequences could include, and have included:
monetary credits for current or future service engagements, reduced fees for additional product sales, and a customer’s
refusal to pay their contractually-obligated license, maintenance or service fees. In addition, time-consuming
implementations may also increase the amount of services personnel we must allocate to each customer, thereby
increasing our costs and adversely affecting our business, results of operations and financial condition.

The license and support of our software creates the risk of significant liability claims against us. Our license
agreements with our customers contain provisions designed to limit our exposure to potential liability claims. It is
possible, however, that the limitation of liability provisions contained in such license agreements may not be enforced
as a result of international, federal, state and local laws or ordinances or unfavorable judicial decisions. Breach of
warranty or damage liability, or injunctive relief resulting from such claims, could harm our results of operations and
financial condition.

Failure to protect our intellectual property could substantially harm our business and results of operations.

Our success depends in part on our ability to enforce and defend our intellectual property rights. We rely upon a
combination of trademark, trade secret, copyright, patent and unfair competition laws, as well as license agreements
and other contractual provisions, to do so.

We have filed, and may in the future file, patent applications related to certain of our innovations. We do not know
whether those patent applications will result in the issuance of a patent or whether the examination process will
require us to narrow our claims. In addition, we may not receive competitive advantages from the rights granted under
our patents and other intellectual property. Our existing patents and any patents granted to us or that we otherwise
acquire in the future, may be contested, circumvented or invalidated, and we may not be able to prevent third parties
from infringing these patents. Therefore, the extent of the protection afforded by these patents cannot be predicted
with certainty. In addition, given the costs, effort, risks and downside of obtaining patent protection, including the
requirement to ultimately disclose the invention to the public, we may choose not to seek patent protection for certain
innovations; however, such patent protection could later prove to be important to our business.

We also rely on several registered and unregistered trademarks to protect our brand. Nevertheless, competitors may
adopt service names similar to ours, or purchase our trademarks and confusingly similar terms as keywords in Internet
search engine advertising programs, thereby impeding our ability to build brand identity and possibly leading to
confusion in the marketplace. In addition, there could be potential trade name or trademark infringement claims
brought by owners of other registered trademarks or trademarks that incorporate variations of our trademarks. Any
claims or customer confusion related to our trademarks could damage our reputation and brand and substantially harm
our business and results of operations.

We attempt to protect our intellectual property, technology, and confidential information by generally requiring our
employees and consultants to enter into confidentiality and assignment of inventions agreements and third parties to
enter into nondisclosure agreements, all of which offer only limited protection. These agreements may not effectively
prevent unauthorized use or disclosure of our confidential information, intellectual property or technology and may
not provide an adequate remedy in the event of unauthorized use or disclosure of our confidential information,
intellectual property or technology. Despite our efforts to protect our confidential information, intellectual property,
and technology, unauthorized third parties may gain access to our confidential proprietary information, develop and
market products or services similar to ours, or use trademarks similar to ours, any of which could materially harm our
business and results of operations. In addition, others may independently discover our trade secrets and confidential
information, and in such cases, we could not assert any trade secret rights against such parties. Existing U.S. federal,
state and international intellectual property laws offer only limited protection. The laws of some foreign countries do
not protect our intellectual property rights to as great an extent as the laws of the United States, and many foreign
countries do not enforce these laws as diligently as governmental agencies and private parties in the United States.
Moreover, policing our intellectual property rights is difficult, costly and may not always be effective.
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From time to time, legal action by us may be necessary to enforce our patents and other intellectual property rights, to
protect our trade secrets, to determine the validity and scope of the intellectual property rights of others or to defend
against claims of infringement or invalidity. Such litigation could result in substantial costs and diversion of resources
and could negatively affect our business, reputation, results of operations and financial condition. If we are unable to
protect our technology and to adequately maintain and protect our intellectual property rights, we may find ourselves
at a competitive disadvantage to others who need not incur the additional expense, time and effort required to create
the innovative products that have enabled us to be successful to date.
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We may be obligated to disclose our proprietary source code to our customers, which may limit our ability to protect
our intellectual property and could reduce the renewals of our support and maintenance services.

Our software license agreements typically contain provisions permitting the customer to become a party to, or a
beneficiary of, a source code escrow agreement under which we place the proprietary source code for our products in
escrow with a third party. Under these escrow agreements, the source code to the applicable product may be released
to the customer, typically for its use to maintain, modify and enhance the product, upon the occurrence of specified
events, such as our filing for bankruptcy, discontinuance of our maintenance services and breaching our
representations, warranties or covenants of our agreements with our customers. Additionally, in some cases,
customers have the right to request access to our source code upon demand. Some of our customers have obtained the
source code for certain of our products by exercising this right, and others may do so in the future.

Disclosing the content of our source code may limit the intellectual property protection we can obtain or maintain for
that source code or the products containing that source code and may facilitate intellectual property infringement
claims against us. It also could permit a customer to which a product’s source code is disclosed to support and maintain
that software product without being required to purchase our support or maintenance services. Each of these could
harm our business, results of operations and financial condition.

We and our customers rely on technology and intellectual property of third parties, the loss of which could limit the
functionality of our products and disrupt our business.

We use technology and intellectual property licensed from unaffiliated third parties in certain of our products, and we
may license additional third-party technology and intellectual property in the future. Any errors or defects in this
third-party technology and intellectual property could result in errors that could harm our brand and business. In
addition, licensed technology and intellectual property may not continue to be available on commercially reasonable
terms, or at all. The loss of the right to license and distribute this third-party technology could limit the functionality
of our products and might require us to redesign our products.

Some of our services and technologies may use “open source” software, which may restrict how we use or distribute our
services or require that we release the source code of certain products subject to those licenses.

Some of our services and technologies may incorporate software licensed under so-called “open source” licenses. In
addition to risks related to license requirements, usage of open source software can lead to greater risks than use of
third-party commercial software, as open source licensors generally do not provide warranties or controls on origin of
the software. Additionally, some open source licenses require that source code subject to the license be made available
to the public and that any modifications or derivative works to open source software continue to be licensed under
open source licenses. These open source licenses typically mandate that proprietary software, when combined in
specific ways with open source software, become subject to the open source license. If we combine our proprietary
software in such ways with open source software, we could be required to release the source code of our proprietary
software.

We take steps to ensure that our proprietary software is not combined with, and does not incorporate, open source
software in ways that would require our proprietary software to be subject to many of the restrictions in an open
source license. However, few courts have interpreted open source licenses, and the manner in which these licenses
may be interpreted and enforced is therefore subject to some uncertainty. Additionally, we rely on multiple software
programmers to design our proprietary technologies, and although we take steps to prevent our programmers from
including objectionable open source software in the technologies and software code that they design, write and
modify, we do not exercise complete control over the development efforts of our programmers and we cannot be
certain that our programmers have not incorporated such open source software into our proprietary products and
technologies or that they will not do so in the future. In the event that portions of our proprietary technology are
determined to be subject to an open source license, we could be required to publicly release the affected portions of
our source code, re-engineer all or a portion of our technologies, or otherwise be limited in the licensing of our
technologies, each of which could reduce or eliminate the value of our services and technologies and materially and
adversely affect our business, results of operations and prospects.

Incorrect or improper use of our products or our failure to properly train customers on how to utilize our products
could result in customer dissatisfaction and negatively affect our business, results of operations, financial condition
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and growth prospects.

Our products are complex and are deployed in a wide variety of network environments. The proper use of our
products requires training of the customer. If our products are not used correctly or as intended, inadequate
performance may result. Our products may