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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Customer relationships are amortized based upon patterns in which their economic benefits are expected to be

utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships . .. ..... ... .. $130,300 9.0
Core and completed technology . ........... ... ... .. ... . ... 24,300 5.0
NON-COMPELE . . o o v vttt ettt et et et e e e e e e e e e e e e e 2,500 3.0
Tradenames . . .. .... i e 600 5.0

Acquisition of Viecore

On November 26, 2007, the Company acquired all of the outstanding capital stock of Viecore, a consulting and
systems integration firm, for total purchase consideration of approximately $109.2 million, including 4.4 million
shares of the Company’s common stock valued at $21.01 per share, cash to shareholders of $8.9 million, transaction
costs of $6.8 million and the assumption of $0.4 million of debt. In connection with the Company’s acquisition of
Viecore, the merger agreement required 0.6 million shares of the Company’s common stock, valued at $12.3 million
as of the date of acquisition, to be placed into escrow for 15 months from the date of acquisition, to satisfy any
claims the Company may have. The Company cannot make a determination, beyond a reasonable doubt, that the
escrow will become payable to the former shareholders of Viecore, and accordingly has not included the escrow as a
component of the purchase price. Upon satisfaction of the contingency, the escrowed amount will be recorded as
additional purchase price and allocated to goodwill. The acquisition was a non-taxable event for the Company.

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. The Company is currently finalizing the valuation of the assets
acquired and liabilities assumed; therefore the fair values set forth below are subject to adjustment as additional
information is obtained. A summary of the preliminary purchase price allocation for the acquisition of Viecore is as
follows (in thousands):

Total purchase consideration:

Common Stock iSSUEd. . . . . . .ot $ 93,132
Cash . .. e 8,874
Transaction COSES . . . v v vt it e e e e e e e e e e e 6,809
Debt assumed. . . .. ... 384
Total purchase consSideration. . . ... ... ... ...ttt $109,199
Allocation of the purchase consideration:
Cash . oo, $ 5491
Accounts T€CEIVADIE . . . . . o o 13,848
Acquired unbilled accounts receivable . ......... ... .. ... 18,772
Other aSSEtS . . o vttt 1,530
Property and equipment . . . ... ... 1,327
Identifiable intangible assets. . . ... ... 22,770
GoodWill . . .o 69,133
Total assets acquired . . . .. ... ... 132,871
Accounts payable and accrued EXpenses . . . . ... (7,414)
Deferred revenue . . . .. ... o e (16,258)
Total liabilities assumed . ... ....... ... e (23,672)
Net assets aCqUIred . . . .ot vttt e e $109,199



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

The Company records deferred revenue under the provisions of EITF 01-03, “Accounting in a Business
Combination for Deferred Revenue of Acquiree.” Under EITF 01-03, deferred revenue represents the fair value of
the legal performance commitments assumed by the Company, to its customers.

Customer relationships are amortized based upon patterns in which their economic benefits are expected to be
utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted
Average
Amount Life
(In years)
Customer relationships . . ... ... .. $22,390 8.0
Tradename. . . . ... .. 380 1.0

Total . ... $22,770

Acquisition of Vocada

On November 2, 2007, the Company acquired all of the outstanding capital stock of Vocada, a provider of
software and services for managing critical medical test results for total purchase consideration of approximately
$21.9 million including 0.9 million shares of the Company’s common stock valued at $20.47 per share, cash to
shareholders of $3.2 million and transaction costs of $1.0 million. In connection with the Company’s acquisition of
Vocada, the merger agreement required 0.1 million shares of the Company’s common stock, valued at $1.2 million
as of the date of acquisition, to be placed into escrow for 15 months from the date of acquisition, to satisfy any
claims the Company may have. Upon satisfaction of the contingency, the escrowed amount may be recorded as
additional purchase price and allocated to goodwill. The Company also agreed to make contingent earnout
payments of up to $21.0 million upon the achievement of certain financial targets measured over defined periods
through December 31, 2010, in accordance with the merger agreement. Payments, if any, may be made in the form
of cash or shares of the Company’s common stock, at the sole discretion of the Company. The Company cannot
make a determination, beyond a reasonable doubt, that the escrow or the earnout will become payable to the former
shareholders of Vocada, and accordingly has not recorded these as incremental purchase price as of September 30,
2008. The acquisition was a non-taxable event.
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. The Company is currently finalizing the valuation of the assets
acquired and liabilities assumed; therefore the fair values set forth below are subject to adjustment as additional
information is obtained. A summary of the preliminary purchase price allocation for the acquisition of Vocada is as
follows (in thousands):

Total purchase consideration:

Common StOCK ISSUE. . . . o v v e e e e e e e e $17,738
Cash . o e 3,186
Transaction COSES . . . . . vttt et e e e e e 1,022
Total purchase consideration . ............. ... ittt $21,946

Allocation of the purchase consideration:

Accounts receivable and acquired unbilled accounts receivable . .................... $ 2,964
Other @SSELS. . . . v 429
Identifiable intangible assets. . . .. ... ... 5,930
Goodwill . . . . 14,822
Total assets acquired. . . . ... ... ... 24,145
Accounts payable and other liabilities. . . .. ...... ... . . (305)
Deferred revenue . . . . ... ... e (1,894)
Total liabilities assumed . . . . ... ... . e (2,199)
Net assets aCqUIred . . . . .« oottt et e e $21,946

Customer relationships are amortized based upon patterns in which their economic benefits are expected to be
utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships. . . ... ..o oo $3,800 10.0
Core and completed technology .. ....... ... ... ... ... ... .. ... .. ..... 2,000 5.0
Trademark . . . ... ... ... . 90 5.0
NON-COMPELE . . . o ottt et e e e e e e e e e e e 40 3.0

Total . ... $5,930

Acquisition of Commissure

On September 28, 2007, the Company acquired all of the outstanding capital stock of Commissure, a medical
imaging software company that provides speech-enabled radiology workflow optimization and data analysis
solutions for total purchase consideration of approximately $25.6 million including $2.3 million in transaction costs
and 1.2 million shares of the Company’s common stock valued at $19.49 per share. In connection with the
Company’s acquisition of Commissure, the purchase and sale agreement required 0.2 million shares of the
Company’s common stock, valued at $3.4 million, to be placed into escrow for 15 months from the date of
acquisition, in connection with certain standard representations and warranties. The Company cannot make a
determination, beyond a reasonable doubt, that the escrow will become payable to the former shareholders of
Commissure, and accordingly has not included the escrow as a component of the purchase price. Upon satisfaction
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

of the contingency, the escrowed amount will be recorded as additional purchase price and allocated to goodwill. In
addition, the merger agreement includes a contingent earnout payment of up to $8.0 million upon the achievement
of certain financial targets for fiscal years 2008, 2009 and 2010. $2.0 million of this earnout relates to performance
measures for fiscal 2008, the Company is currently evaluating the calculations for these fiscal 2008 financial
targets, and has not recorded any earnout obligation as of September 30, 2008. Payments, if any, may be made in the
form of cash or shares of the Company’s common stock, solely at the Company’s discretion. The acquisition was a
non-taxable event.

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
Commissure is as follows (in thousands):

Total purchase consideration:

Common StOCK ISSUE. . . . o v v e e e e e e e e e $23,293
Transaction COSES . . . . v ot i it et e et e e e e e 2,260
Total purchase consideration. . . ... ... ... ...t ittitunennnnnnennnnnnnn... $25,553

Allocation of the purchase consideration:

CUITENE ASSELS « « v v v e e e e e e e e e e e e e e e $ 3,493
Identifiable intangible assets. . . . ... ... 5,650
GoodWill . . . ., 19,629
Total assets acquired. . . . ... ... 28,772
Total liabilities assumed . . . ... ... . .. e (3,219)
Net assets acquired . . . ... ..ottt $25,553

Current assets acquired primarily relate to cash, accounts receivable, prepaid expenses, and acquired unbilled
accounts receivable. Liabilities assumed primarily relate to accounts payable, accrued expenses, and deferred
revenue.

Customer relationships are amortized based upon patterns in which the economic benefits are expected to be
utilized. Other finite-lived identifiable assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships. . . ... ..ot $3,000 7.0
Core and completed technology .. ......... ... ... ... ... ... ... ... .... 2,010 4.8
NON-COMPELE . . . e e 590 4.0
Trademark . . . ... 50 2.0

TOtal .« . oo, $5,650

Acquisition of VoiceSignal

On August 24, 2007, the Company acquired all of the outstanding capital stock of VoiceSignal, a software
company that provides speech technology for cell phones and other mobile devices. The purchase consideration
consisted of total cash payment of $204.5 million, 5.8 million shares of the Company’s common stock valued at
$15.57 per share and transaction costs of $24.0 million. The total cash consideration includes $30.0 million released
from escrow which was recorded as incremental purchase price in August 2008 (as of September 30, 2007, the
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

$30.0 million cash was held by the escrow agent and included in other assets in the accompanying consolidated
balance sheet). The acquisition was a taxable event.

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
VoiceSignal is as follows (in thousands):

Total purchase consideration:

Cash .. $204,490
Common StocK iSsued. . . . .. ... e 90,851
Transaction COSES . . . v v vt i e et e e e e e e e e 23,962
Total purchase consideration. . ... ... ..ttt $319,303
Allocation of the purchase consideration:
Cash . .o e $ 10,874
Accounts receivable, including acquired unbilled accounts receivable. ... ............ 15,493
Other ASSEtS . o o v vt et e e e 1,646
Identifiable intangible assets. . . . ... ... 71,700
GoodWill . . .. 230,362
Total assets acquired. . . ... ..ttt 330,075
Accounts payable and accrued eXpenses . . . .. ... ... (5,873)
Other Habilities . . ... ..o i (4,899)
Total liabilities assumed . . ... ... ...ttt (10,772)
Net assets acquired . . . . .. ..ottt it e $319,303

Other liabilities include deferred tax liabilities and deferred revenue.

Customer relationships are amortized based upon patterns in which their economic benefits are expected to be
utilized. Other finite-lived identifiable assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships . . .. ... ... . $60,700 7.0
Core and completed technology . ........ ... ... ... ... . . . . .. 11,000 6.0

Acquisition of Tegic

On August 24, 2007, the Company acquired all of the outstanding capital stock of Tegic, a developer of
embedded software for mobile devices. The purchase consideration consisted of cash payment of $265.0 million
and transaction costs of $3.3 million. The acquisition was a taxable event.
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
The results of operations of the acquired business have been included in the consolidated financial statements

of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
Tegic is as follows (in thousands):

Total purchase consideration:

Cash ... $265,000
Transaction COSES . . . v v v vt it e e e e e e e e e e e e 3,304
Total purchase consideration. . ... ... ...ttt $268,304
Allocation of the purchase consideration:
Accounts receivable, including acquired unbilled accounts receivable. .. ............. $ 58,421
Other aSSelS . . . o oottt ettt e e e 548
Identifiable intangible assets. . . .. ... ... 52,490
GoodWIll . . . . o 165,222
Total assets acquired. . . . ... ... 276,681
Accounts payable and accrued eXpenses . . . ... ... 3,971
Other liabilities . . . .. . .. ... e (4,406)
Total liabilities assumed . . ... ... .. ... ... (8,377)
Net assets aCqUIred . . . . . oot v et e e e e $268,304

Other liabilities include deferred tax liabilities and deferred revenue.

Customer relationships are amortized based upon patterns in which their economic benefits are expected to be
utilized. Other finite-lived identifiable assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships . . .. ... ... . $34,490 54
Core and completed technology . ........ ... ... ... ... .. ... 16,400 9.6
Trademark . . .. ..o 1,600 10.0

Total ..o $52,490

Acquisition of BeVocal

On April 24, 2007, the Company acquired all of the outstanding capital stock of BeVocal, a provider of on-
demand self-service customer care solutions that address the unique business requirements of the mobile
communications market and its customers. The total purchase price was $178.6 million, which consists of
7.0 million shares of common stock valued at $104.4 million, a cash payment of $34.2 million including transaction
costs and contingent consideration related to earnout provisions in the merger agreement of $40.0 million payable
to shareholders and option holders (see below for further discussion). The acquisition was a non-taxable event. In
connection with this acquisition 1.2 million shares of the Company’s common stock, valued at $18.3 million, as of
the date of acquisition, were placed into escrow in connection with certain standard representations and warranties.
The escrow was scheduled to be released on July 24, 2008. The Company filed a claim against the escrow related to
the breach of certain representations and warranties made in the merger agreement. The Company expects the
escrow shares to remain in escrow until the settlement of contingent liabilities is finalized. At that time, the escrow
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

shares distributable to the former BeVocal shareholders, if any, would be released to the shareholders and accounted
for as an increase to purchase price.

Under the terms of the merger agreement, the Company agreed to make contingent earnout payments of up to
$65.1 million upon the achievement of certain financial targets through December 31, 2007. A portion of the total
amount of the earnout payments is further conditioned on continued employment provisions. Subsequent to
September 30, 2008, based on the final measurement of the financial targets, and on the currently measurable
forfeiture provisions relating to continued employment requirements, the Company and the BeVocal shareholder
representative have agreed to total earnout payments of $49.1 million. Of this total amount, $46.1 million is payable
in cash and $3.0 million is payable in either shares of stock or as a cash payment, at the Company’s option.
$40.0 million of the total earnout payment has been recorded as an increase to purchase price and the remaining
$9.1 million is being recorded to compensation expense from the date of acquisition to April 2011 (the period of
service required under the merger agreement), with $1.5 million remaining unamortized as of September 30, 2008.
The unamortized amount continues to be subject to continued employment. If the employment conditions are not
met, the amount will not be paid, and will be reversed from the deferred compensation asset and from the liability
recorded. The Company has included this final earnout amount in current liabilities as of September 30, 2008; a
preliminary estimate of the earnout liability of $44.2 million was included in long-term liabilities as of Septem-
ber 30, 2007.

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
BeVocal is as follows (in thousands):

Total purchase consideration:

Common StOCK ISSUEA. . . . o v vt et e e e e e e e e $104,405
Cash . .. e, 30,000
Contingent earnout consideration . ... ........ ...ttt 40,025
Transaction COSES . . . v . v vt it e e e e e e e e e e 4,161
Total purchase consSideration. . . ... ... ... ...ttt $178,591

Allocation of the purchase consideration:

Cash . . . $ 9,266
Accounts receivable and acquired unbilled accounts receivable .. .................. 11,018
Other aSSELS . . o v vt et e e e e e 3,415
Identifiable intangible assets. . ... ... ... 41,200
GoodWill . . .o 141,204
Total assets acquired. . . . ...ttt 206,103
Accounts payable and accrued EXpenses . . . . ... (24,215)
Deferred reVEnUE . . . . . .. ot (3,297)
Total liabilities assumed . . . . . ... ot (27,512)
Net assets acquired . . . ... .ottt $178,591
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Customer relationships are amortized based upon patterns in which their economic benefits are expected to be

utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationShips . . . .. oot vt et $34,700 7.0
Core and completed technology .. ........... ... ... ... ... ... ....... 6,400 4.6
NON-COMPELE . . o o vttt et et e e e e e e e 100 2.0

Total ... $41,200

Acquisition of Focus

On March 26, 2007, the Company acquired all of the outstanding capital stock of Focus which provides
medical transcription services with operations in the United States and India. The purchase price consisted of
$58.7 million in cash, including transaction costs, and the assumption of certain obligations. The acquisition was a
taxable event. The purchase and sale agreement required $5.8 million in cash to be placed into escrow for 12 months
from the date of acquisition, in connection with certain standard representations and warranties. The $5.8 million
was included in other assets in the accompanying consolidated balance sheet at September 30, 2007. The Company
determined in March 2008, that it was beyond a reasonable doubt that the entire $5.8 million held in escrow would
be paid to either satisfy liabilities indemnified under the agreement or paid directly to the former shareholders of
Focus. Accordingly, the escrow was reclassified to goodwill in March 2008.

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
Focus is as follows (in thousands):

Total purchase consideration:
Cash . . $54,477

Debt assumed . ... ... e 2,060
Transaction COSES . . . . v ot ittt et e e e e e 2,132
Total purchase consideration . ............. ... . ittt $58,669
Allocation of the purchase consideration:
Accounts Te€CEIVADIE . . . . . . o $ 3,940
Other aSSELS . . o vt vt e e e e e 2,607
Identifiable intangible assets. . . . ... ... . 23,700
GoodWill . . . o e 31,804
Total assets acquired. . . . . ..o vttt e 62,051
Accounts payable and accrued eXpenses . . . ... ... (2,181)
Other Habilities . . . . . ..ot e e (1,201)
Total liabilities assumed . . . ... ... ... .. (3,382)
Net assets acquired. . . ... oot vttt e $58,669




NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Customer relationships are amortized based upon patterns in which their economic benefits are expected to be

utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships . . .. ... ... $19,800 9.5
Core and completed technology .. ......... ... ... ... . ... ... .. ...... 2,900 7.3
NON-COMPELE . . o o vttt et et et e e e e et e 1,000 6.2

TOtal . . oo e $23,700

Acquisition of MVC

On December 29, 2006, the Company acquired all of the outstanding capital stock of MVC, a provider of
speech-enabled mobile search and messaging services, for $20.7 million. The initial purchase price consisted of
$4.5 million in cash including transaction costs, and 0.8 million shares of the Company’s common stock valued at
$8.3 million.

Additionally, under the agreement, the Company agreed to make additional earnout payments of up to
1,700,839 shares of the Company’s common stock in contingent purchase price upon achievement of established
targets. 566,946 of these shares were apportioned to calendar 2007 targets, and 1,133,893 shares to calendar 2008
targets. As of March 31, 2008, the Company determined that 377,964 shares of the calendar 2007 earnout were
earned and these shares were issued to the former shareholders of MVC. The total value of these shares was
$8.0 million and was recorded as additional purchase price and allocated to goodwill in fiscal 2008. Following this
determination, the earnout requirements of the MVC merger agreement was amended, such that the former
shareholders of MVC may earn the remaining 188,962 shares of the calendar 2007 earnout, if certain conditions are
met at December 31, 2008. Based on the Company’s review of this amendment, it was determined to be beyond a
reasonable doubt that these 188,962 shares would be earned, and the Company has valued those shares at
$3.0 million; of which $1.0 million has been recorded to goodwill as incremental purchase price, and the remaining
$2.0 million is being amortized as compensation expense from May 2008 to December 2008. In November 2008, a
second amendment to the merger agreement was signed pursuant to which the earnout period for the calendar 2008
earnout was extended such that the same aggregate amount of shares may now be earned based on the achievement
of calendar 2008 and 2009 targets. The stock payments, if any, that are made based on the provisions of this second
amendment will be recorded to goodwill, as incremental purchase price. The acquisition was a non-taxable event.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The results of operations of the acquired business have been included in the consolidated financial statements
of the Company since the date of acquisition. A summary of the purchase price allocation for the acquisition of
MVC, including the impact of certain components of the earnout, as amended, is as follows (in thousands):

Total purchase consideration:

Common StOCK ISSUC. . .+« o v v e e e e e e e e e $ 8,300
Contingent earnout consideration . ... ......... ...ttt 7,983
Cash . . 4,104
Transaction COSES . . . . v vttt et et e e e e e e 362
Total purchase consideration . ... ... ... ... ...ttt $20,749

Allocation of the purchase consideration:
(13T S 1Y £~ $ 79
Identifiable intangible assets. . . .. ... . 2,700
GoodWIll . . . .o 18,136
Total assets acquired. . . . . ... ... 20,915
Total liabilities assumed. . . . ... ... it e (166)
Net assets acqUired . . . . ..o $20,749

Customer relationships are amortized based upon patterns in which their economic benefits are expected to be
utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line basis. The following are the
identifiable intangible assets acquired and their respective weighted average lives (dollars in thousands):

Weighted

Average
Amount Life

(In years)
Customer relationships. . .. ... ... . $1,300 5.0
Completed technology . . ... . 1,100 4.0
NON-COMPELE . & & oo e e 300 3.0

TOtal .« . oo, $2,700

Acquisition of Dictaphone

On March 31, 2006, the Company acquired all of the outstanding capital stock of Dictaphone, a leading
healthcare information technology company, for approximately $365.0 million in cash, including approximately
$5.7 million in transaction costs. The Company acquired Dictaphone to expand its product portfolio, market reach
and revenue streams in the healthcare markets. The acquisition was a taxable event. The results of operations of the
acquired business have been included in the consolidated financial statements of the Company since the date of
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NUANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
acquisition. A summary of the purchase price allocation for the acquisition of Dictaphone is as follows (in
thousands):

Total purchase consideration:

Cash. . ., $ 359,240
Transaction COSES. . . . . v vttt e e e e e e e e e e e e 5,716
Total purchase consideration . . . .. ....... .ttt $ 364,956
Allocation of the purchase consideration:
Cash. . . $ 7,742
Accounts receivables, NEL . . . . o ot o it 33,386
Acquired unbilled accounts receivable . . ... ... ... 42,496
INVENLOTIES . . . . oot e 3,429
Other CUITENt aSSELS . . . . vt ittt e et e e e e e e e e et e e e e e e e e e e 4,420
Property and equipment . ... ... ... ... 13,863
Other ASSEtS .« o v vt et e e e e e 4,587
Identifiable intangible assets . . ... ... ... .. 155,760
GoodWill . . .. e 241,576
Total assets acquired . . . ... ...t 507,259
Accounts payable and accrued EXPENSES . . . ...ttt e (35,740)
Accrued business combination COStS . . . .. ..t i ittt e (2,489)
Deferred reVenUE . . . . .. ot e (39,631)
Unearned revenue and customer depositS. . .. ......... .ot (43,320)
Deferred income tax liabilities. . . ... ... .. . e (12,394)
Pension, postretirement and other liabilities . . . ........ ... .. ... ... ... ... .. (8,729)
Total liabilities assumed. . . ... .. ... ... (142,303)
Net assets acquired . . .. ... .ottt $ 364,956

The Company records deferred revenue under the provisions of EITF 01-03, “Accounting in a Business
Combination for Deferred Revenue of Acquiree” (“EITF 01-03”). Under EITF 01-03, deferred revenue represents
the fair value of the legal performance commitments assumed by the Company, to its customers.

As of September 30, 2008, approximately $14.3 million of the $241.6 million of goodwill will be deductible
for income tax purposes. Customer relationships are amortized based upon patterns in which their economic
benefits are expected to be utilized. Other finite-lived identifiable intangible assets are amortized on a straight-line
basis. The following are the identifiable intangible assets acquired and their respective weighted average lives
(dollars in thousands):

Weighted

Average
Amount Life
(In years)
Customer relationships . . . ... ... ... $105,800 10.0
Existing technology ... ....... .. 21,500 6.6
Trade name, subject to amoOrtization . .. ..............c.cooeeeeeee.... 660 4.5
Subtotal . . ... e 127,960
Trade name, indefinite life . . .. .. ... ... 27,800 n/a
TOtal . oo $155,760



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

4. Pro Forma Results (Unaudited)

The following table reflects unaudited pro forma results of operations of the Company assuming that the
Focus, BeVocal, VoiceSignal, Tegic, Commissure, Viecore, eScription and PSRS acquisitions had occurred on
October 1, 2006 (in thousands, except per share amounts):

2008 2007
REVENUE . . . . oo e, $945,809  $842,708
Nt 10SS o v oo e et $(53,285) $(55,837)
Netlosspershare . .. ...ttt $ (024 $ (0.27)

The Company has not furnished pro forma financial information relating to the MVC, Vocada and Multi-
Vision acquisitions because such information is not material to the Company’s financial results. The unaudited pro
forma results of operations are not necessarily indicative of the actual results that would have occurred had the
transactions actually taken place at the beginning of the periods indicated.

On October 1, 2008, the Company completed its acquisition of SNAPin Software, Inc. The SNAPin
acquisition will further enable the Company’s capabilities to deliver innovative, highly scalable mobile customer
care solutions that transform the way mobile operators and enterprises interact with consumers in real-time on
mobile devices. The announced estimated aggregate consideration for this acquisition is approximately 10.6 million
shares of Nuance’s common stock including 1.1 million shares of common stock to be placed in escrow for
12 months to satisfy any claims Nuance have. The aggregate consideration will additionally include Nuance’s
assumption of all of SNAPin’s outstanding employee stock options and restricted stock awards.

5. Goodwill and Intangible Assets

The Company has evaluated the provisions of SFAS 142 and determined that it operates in one reporting unit.
The changes in the carrying amount of goodwill for fiscal years 2008 and 2007, are as follows (in thousands):

Balance as of September 30, 2006 . . . . ... ... $ 699,333
Goodwill acquired . . . . ... 549,475
Purchase accounting adjustments . . ............ ... ... .. (6,566)
Effect of foreign currency translation . . ........ ... ... ... .. ... ... . ... 7,400

Balance as of September 30, 2007 . . . ... ... 1,249,642
Goodwill acquired . . . ... ... 355,648
Escrow amounts released . . . ... ... . 30,000
Purchase price increases due to earnout achievements. ... .................... 12,501
Purchase accounting adjustments . . ... ...... ... ... 3,327
Effect of foreign currency translation . . ......... ... ... ... ... 4,655

Balance as of September 30, 2008 . . . . ... ... $1,655,773

Purchase accounting adjustments recorded in fiscal 2007 were primarily related to the utilization of acquired
deferred tax assets in connection with certain of the Company’s prior acquisitions.

Purchase accounting adjustments recorded in fiscal 2008 consisted primarily of the following increases:
$15.4 million relating to the estimated fair value of contingent liabilities assumed in connection with the acquisition
of BeVocal, $7.6 million due to a revised estimate of the fair value of the intangible assets for customer relationships
relating to the acquisition of Tegic, $10.4 million relating to an adjustment of assumed deferred tax liabilities and
$5.8 million related to the escrow associated with the Company’s acquisition of Focus (see Note 3). In addition, the
Company increased goodwill by $2.8 million to correct an error in the acquired balance sheet of Dictaphone for
contractual liabilities to a certain customer, incurred prior to the acquisition date of March 31, 2006.
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These increases to goodwill were partially offset by decreases which included $23.8 million of additional acquired

unbilled accounts receivable identified in connection with the acquisition of Tegic, and by $16.6 million related to
the utilization of acquired deferred tax assets in connection with certain of the Company’s prior acquisitions.

Intangible assets consist of the following (in thousands):

September 30, 2008

Weighted Average
Gross Carrying Accumulated Net Carrying Remaining

Amount Amortization Amount Life (Years)

Customer relationships .......... $503,800 $ (93,285) $410,515 7.5
Technology and patents . . ........ 192,341 (55,344) 136,997 7.6
Tradenames and trademarks, subject

to amortization .............. 9,546 (3,584) 5,962 6.2
Non-competition agreements . . . . . . 5,169 (1,420) 3,749 3.0

Subtotal. . .................. 710,856 (153,633) 557,223
Tradename, indefinite life . ....... 27,800 — 27,800 n/a

Total . ..................... $738,656 $(153,633) $585,023

September 30, 2007

Weighted Average

Gross Carrying Accumulated Net Carrying Remaining
Amount Amortization Amount Life (Years)
Customer relationships .......... $309,188 $ (44,009) $265,179 7.0
Technology and patents . . . ....... 134,133 (43,357) 90,776 59
Tradenames and trademarks, subject
to amortization . ............. 8,602 (3,245) 5,357 6.5
Non-competition agreements . . . . . . 2,614 (536) 2,078 5.1
Subtotal. .. ................. 454,537 (91,147) 363,390
Tradename, indefinite life . ....... 27,800 — 27,800 n/a
Total . ..................... $482,337 $(91,147) $391,190

Amortization expense for the acquired technology and patents are included in the cost of revenue from
amortization of intangible assets in the accompanying statements of operations and amounted to $24.4 million,
$13.1 million and $12.9 million in fiscal 2008, 2007 and 2006, respectively. Amortization expense for customer
relationships, tradenames and trademarks, and non-competition agreements are included in operating expenses was
$58.2 million, $24.6 million and $17.2 million in fiscal 2008, 2007 and 2006, respectively. Estimated amortization
expense for each of the five succeeding years as of September 30, 2008, is as follows (in thousands):

Other

Cost of Operating

Year Ending September 30, Revenue Expenses Total

2000 . . $ 26,280 $ 72,956 $ 99,245
2010 . . 24,299 70,819 95,118
2000 . 22,908 62,995 85,903
2002 19,144 54,499 73,643
2003 14,234 45,642 59,876
Thereafter ... ... ... .. 30,123 113,315 143,438
TOtAl .« . et $136,997  $420,226  $557,223
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6. Contingent and Deferred Acquisition Payments
Deferred Payments

In connection with the Company’s acquisition of PSRS in September 2008, a deferred cash payment of
€44.3 million ($64.0 million based on the exchange rate as of September 30, 2008) is to be paid in cash on
September 21, 2009. Subsequent to September 30, 2008, the Company entered into a cash flow hedge with respect
to the €44.3 million payment. The September 2009 payment is subject to acceleration under certain conditions
including change in control of the Company (as defined), or the acceleration of the Company’s payment obligations
under its March 2006 credit agreement, as amended. Additionally, the purchase price is subject to adjustment
(increase or decrease), based on the working capital provision as defined in the share purchase agreement the
measurement is expected to be completed in the first quarter of fiscal 2009.

Earnout Payments

In connection with the Company’s acquisition of Phonetic Systems Ltd. (“Phonetic”) in February 2005, a
deferred payment of $17.5 million was due and paid to the former shareholders of Phonetic on February 1, 2007.
The Company also agreed to make contingent earnout payments of $35.0 million upon achievement of certain
established financial and performance targets through December 31, 2007, in accordance with the merger
agreement. The Company has notified the former shareholders of Phonetic that the financial and performance
targets for the scheduled payments for all periods through December 31, 2007 were not achieved. Accordingly, the
Company has not recorded any obligations relative to these measures as of September 30, 2008. The former
shareholders of Phonetic have objected to this determination and have filed for arbitration.

In connection with the Company’s acquisition of MVC, the Company agreed to make additional earnout
payments of up to 1,700,839 shares of the Company’s common stock in contingent purchase price upon
achievement of established targets. 566,946 of these shares were apportioned to calendar 2007 targets, and
1,133,893 shares to calendar 2008 targets. As of March 31, 2008, the Company determined that 377,964 shares of
the calendar 2007 earnout were earned and these shares were issued to the former shareholders of MVC. The total
value of these shares was $8.0 million and was recorded as additional purchase price and allocated to goodwill in
fiscal 2008. Following this determination, the earnout requirements of the MVC merger agreement were amended,
such that the former shareholders of MVC may earn the remaining 188,962 shares of the calendar 2007 earnout, if
certain conditions are met at December 31, 2008. Based on the Company’s review of this amendment, it was
determined to be beyond a reasonable doubt that these 188,962 shares would be earned, and the Company has
valued those shares at $3.0 million; of which $1.0 million has been recorded to goodwill as incremental purchase
price, and the remaining $2.0 million is being amortized as compensation expense from May 2008 to December
2008. In November 2008, a second amendment to the merger agreement was signed pursuant to which the earnout
period for the calendar 2008 earnout was extended such that the same aggregate amount of shares may now be
earned based on the achievement of calendar 2008 and 2009 targets. The stock payments, if any, that are made based
on the provisions of this second amendment will be recorded to goodwill, as incremental purchase price.

In connection with the Company’s acquisition of BeVocal, the Company agreed to make contingent earnout
payments of up to $65.1 million upon the achievement of certain financial targets through December 31, 2007. A
portion of the total amount of the earnout payments is further conditioned on continued employment provisions.
Subsequent to September 30, 2008, based on the final measurement of the financial targets, and on the currently
measurable forfeiture provisions relating to continued employment requirements, the Company and the BeVocal
shareholder representative have agreed to total earnout payments of $49.1 million. The majority of these payments
are due upon the final measurement of the financial targets. The Company has included this amount in current
liabilities as of September 30, 2008; a preliminary estimate of the amount, $44.2 million, was included in long-term
liabilities as of September 30, 2007. Of this total amount, $46.1 million is payable in cash and $3.0 million is
payable in either shares of stock or as a cash payment, at the Company’s option.
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In connection with the Company’s acquisition of Commissure on September 28, 2007, the Company agreed to
make contingent earnout payments of up to $8.0 million upon the achievement of certain financial targets for the
fiscal years ended September 30, 2008, 2009 and 2010, in accordance with the merger agreement. The Company
has not recorded any obligation relative to these measures as of September 30, 2008. Payments, if any, may be made
in the form of cash or shares of the Company’s common stock, at the sole discretion of the Company.

In connection with the Company’s acquisition of Vocada on November 2, 2007, the Company agreed to make
contingent earnout payments of up to $21.0 million upon the achievement of certain financial targets measured over
defined periods through December 31, 2010, in accordance with the merger agreement. The Company has not
recorded any obligation relative to these measures as of September 30, 2008. Payments, if any, may be made in the
form of cash or shares of the Company’s common stock, at the sole discretion of the Company.

In connection with the Company’s acquisition of Multi-Vision on July 31, 2008, the Company agreed to make
contingent earnout payments of up to $15.0 million upon the achievement of certain financial targets for the period
from August 1, 2008 to July 31, 2009, in accordance with the share purchase agreement. In addition to the financial
targets, two-thirds of the earnout is further conditioned on continued employment of certain Multi-Vision employees;
accordingly, up to $10.0 million of any earnout payments that become payable will be recorded as compensation
expense, and up to $5.0 million will be recorded as additional purchase price and allocated to goodwill. The Company
has not recorded any obligation relative to these measures as of September 30, 2008. Payments, if any, may be made in
the form of cash or shares of the Company’s common stock, at the sole discretion of the Company.

In connection with the Company’s acquisition of SNAPin, on October 1, 2008, the Company agreed to make
contingent earnout payments of up to $45.0 million in cash, and an additional $2.5 million in cash or stock, at the
Company’s sole discretion, upon the achievement of certain financial targets for the period from October 1, 2008 to
December 31, 2009, in accordance with the merger agreement.

Escrow and Holdback Arrangements

In connection with certain of the Company’s acquisitions it has placed either cash or shares of its common
stock in escrow to satisfy any claims the Company may have. If no claims are made, the escrowed amounts will be
released to the former shareholders of the acquired companies. Generally, the Company cannot make a deter-
mination, beyond a reasonable doubt, whether the escrow will become payable to the former shareholders of these
companies until the escrow period has expired. Accordingly these amounts have been treated as contingent
purchase price until it is determined that the escrow will be payable, at which time the escrowed amounts may be
recorded as additional purchase price and allocated to goodwill.

The following table summarizes the terms of the escrow arrangements that have not been released as of
September 30, 2008 (dollars in thousands):

Initially Scheduled

Escrow Share Payment —

Release Date Cash Payment Number of Shares
Focus(@) . ....... ., March 26, 2008 $5,800 —
BeVocal(b) . ......... ... July 24, 2008 n/a 1,225,490
COMMISSUTE . . o\t ottt e e e e e e e e e December 28, 2008 n/a 174,601
Vocada . ... .. o February 2, 2009 n/a 56,205
VIECOTE. .« o vttt February 26, 2009 n/a 584,924
eSCription. . . ... May 20, 2009 n/a 1,123,888

Total. . ... .. $5,800 3,165,108

Discussion of amounts held in escrow following their initially scheduled release date:

(a) In March 2008, the Company filed a claim against the escrow in the Focus acquisition, related to breach of
certain representations and warranties made in the share purchase agreement for the transaction (see Note 3).
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(b) The share escrow relating to the BeVocal acquisition was scheduled to be released on July 24, 2008. The
Company filed a claim against the escrow related to the breach of certain representations and warranties made
in the merger agreement for the transaction. The Company expects the entire 1,225,490 shares that are held in
escrow, and valued at $16.25 million under the merger agreement, to remain in escrow until the settlement of
contingent liabilities is finalized. At that time, the escrow shares distributable to the former BeVocal
shareholders, if any, would be released to the shareholders and accounted for as an increase to purchase price.

In connection with the escrow relating to the Viecore acquisition, the Company guaranteed a minimum market
value of $20.43 per share when the escrow shares are released. If the market value is less than $20.43 per share on
the date of release, the Company is required to pay the difference, if any, and limited to $1.8 million, in cash. Based
on the closing market value per share of $12.19 on September 30, 2008, the Company would be required to pay to
the former shareholders of Viecore $1.8 million, which would be recorded as a reduction of additional paid in
capital.

In connection with the escrow relating to the eScription acquisition, the Company guaranteed a minimum
market value of $17.7954 per share when the escrow shares are released. If the market value is less than $17.7954
per share on the date of release, the Company is required to pay the difference, if any, and limited to $5.0 million, in
cash. Based on the closing market value per share of $12.19 on September 30, 2008, the Company would be
required to pay to the former shareholders of eScription $5.0 million, which would be recorded as a reduction of
additional paid in capital.

In connection with the Company’s acquisition of Multi-Vision, the Company may be required to issue an
additional $1.0 million pursuant to holdback provisions, this is payable in stock, or cash, solely at the Company’s
discretion. The holdback period is scheduled for October 31, 2009. If paid in stock, the number of shares payable is
based on a rate, as defined in the share purchase agreement, which approximates the then-current fair value.

7. Accounts Receivable

Accounts receivable, excluding acquired unbilled accounts receivable, consisted of the following (in
thousands):

September 30, September 30,
2008 2007

Gross accounts receivable. . .. ..... .. ... . $224,180 $196,720
Less — allowance for doubtful accounts . .. .................... (6,925) (6,155)
Less — allowance for distribution and reseller accounts receivable. . . . (7,350) (8,596)
Less — allowance forsalesreturns . . . ........................ (6,363) (7,323)

$203,542 $174,646

The September 30, 2007 “allowance for distribution and reseller accounts receivable” and “allowance for sales
returns” have been reclassified to conform to the current period’s presentation.
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8. Inventories, net

Inventories, net of allowances, consisted of the following (in thousands):

September 30, September 30,
2008 2007

Components and parts . ... ... ...ttt $4.,429 $4,605
Inventory at CUSTOMEIS . . . . .ttt 1,585 2,726
Finished products. . . ... ... ... 1,138 682

§7152 38013

Inventory at customers reflects equipment related to in-process installations of solutions with customers.
These contracts have not been recorded as revenue as of the balance sheet date, and therefore the related equipment
is recorded in inventory until installation is complete.

9. Land, Building and Equipment, Net

Land, building and equipment, net at September 30, 2008 and 2007 were as follows (in thousands):
September 30, September 30,
2007

Useful Life 2008

(In years)
Land .. ... — $ 2,400 $ 2,400
Building . .. ... .. 30 5,117 5,117
Machinery & equipment . ... ........ ... ..., 3-5 4,435 2,532
Computers, software and equipment . ............... 3-5 60,679 47,457
Leasehold improvements. . . ...................... 2-10 13,491 7,738
Furniture and fixtures . . ......... ... .. .. ... ... ... 5 9,071 7,416
Subtotal .. ..... ... ... 95,193 72,660
Less: Accumulated depreciation . .................. (48,708) (35,042)
Land, building and equipment, net. . ................ $ 46,485 $ 37,618

Depreciation expense, associated with building and equipment, for fiscal 2008, 2007 and 2006 was $16.4 mil-
lion, $12.1 million and $8.4 million, respectively.
10. Accrued Expenses

Accrued expenses consisted of the following (in thousands):

September 30, September 30,

2008 2007

Accrued compensation and benefits .......................... $ 45,316 $35,875
Income taxes payable . .. ........ .. .. ... . . 16,047 6,853
Accrued acquisition costs and liabilities . ...................... 8,574 4,153
Accrued professional fees. . .......... ... ... . L. 5,009 5,591
Accrued sales and marketing incentives . ...................... 4,705 4,067
Accrued other . ... .. ... 22,448 26,706

$102,099 $83,245
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11. Credit Facilities and Debt

At September 30, 2008 and 2007, the Company had the following borrowing obligations (in thousands):
September 30, September 30,
2007

2008
2.75% Convertible Debentures, net . . . ........................ $243,699 $242.,634
Expanded 2006 Credit Facility . ............................. 656,963 663,663
Obligations under capital leases .. ........................... 489 841
Other. . o 39 213
Total long-term debt. . .. ...... ... ... ... ... .. . . 901,190 907,351
Less: current portion . ... ...ttt 7,006 7,430
Non-current portion of long-term debt. . . ...................... $894,184 $899,921

2.75% Convertible Debentures

On August 13, 2007, the Company issued $250 million of 2.75% convertible senior debentures due in 2027
(“the 2027 Debentures”) in a private placement to Citigroup Global Markets Inc. and Goldman, Sachs & Co. (the
“Initial Purchasers”). Total proceeds, net of debt discount of $7.5 million and deferred debt issuance costs of
$1.1 million, were $241.4 million. The 2027 Debentures bear an interest rate of 2.75% per annum, payable
semi-annually in arrears beginning on February 15, 2008, and mature on August 15, 2027 subject to the right of the
holders of the 2027 Debentures to require the Company to redeem the 2027 Debentures on August 15, 2014, 2017
and 2022. The related debt discount and debt issuance costs are being amortized to interest expense using the
effective interest rate method through August 2014. As of September 30, 2008 and 2007, the ending unamortized
discount was $6.3 million and $7.4 million, respectively, and the ending unamortized deferred debt issuance costs
were $0.8 million and $1.1 million, respectively. The 2027 Debentures are general senior unsecured obligations,
ranking equally in right of payment to all of the Company’s existing and future unsecured, unsubordinated
indebtedness and senior in right of payment to any indebtedness that is contractually subordinated to the 2027
Debentures. The 2027 Debentures are effectively subordinated to the Company’s secured indebtedness to the extent
of the value of the collateral securing such indebtedness and are structurally subordinated to indebtedness and other
liabilities of the Company’s subsidiaries. If converted, the principal amount of the 2027 Debentures is payable in
cash and any amounts payable in excess of the $250 million principal amount, will (based on an initial conversion
rate, which represents an initial conversion price of $19.47 per share, subject to adjustment as defined) be paid in
cash or shares of the Company’s common stock, at the Company’s election, only in the following circumstances and
to the following extent: (i) on any date during any fiscal quarter beginning after September 30, 2007 (and only
during such fiscal quarter) if the closing sale price of the Company’s common stock was more than 120% of the then
current conversion price for at least 20 trading days in the period of the 30 consecutive trading days ending on the
last trading day of the previous fiscal quarter; (ii) during the five consecutive business-day period following any five
consecutive trading-day period in which the trading price for $1,000 principal amount of the Debentures for each
day during such five trading-day period was less than 98% of the closing sale price of the Company’s common stock
multiplied by the then current conversion rate; (iii) upon the occurrence of specified corporate transactions, as
described in the indenture for the 2027 Debentures; and (iv) at the option of the holder at any time on or after
February 15, 2027. Additionally, the Company may redeem the 2027 Debentures, in whole or in part, on or after
August 20, 2014 at par plus accrued and unpaid interest; each holder shall have the right, at such holder’s option, to
require the Company to repurchase all or any portion of the 2027 Debentures held by such holder on August 15,
2014, August 15, 2017 and August 15, 2022. Upon conversion, the Company will pay cash and shares of its
common stock (or, at its election, cash in lieu of some or all of such common stock), if any. If the Company
undergoes a fundamental change (as described in the indenture for the 2027 Debentures) prior to maturity, holders
will have the option to require the Company to repurchase all or any portion of their debentures for cash at a price
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equal to 100% of the principal amount of the debentures to be purchased plus any accrued and unpaid interest,
including any additional interest to, but excluding, the repurchase date. As of September 30, 2008, no conversion
triggers were met. If the conversion triggers were met, the Company could be required to repay all or some of the
principal amount in cash prior to the maturity date.

Expanded 2006 Credit Facility

The Company has entered into a credit facility which consists of a $75 million revolving credit line including
letters of credit, a $355 million term loan entered into on March 31, 2006, a $90 million term loan entered into on
April 5, 2007 and a $225 million term loan entered into on August 24, 2007 (the “Expanded 2006 Credit Facility”).
The term loans are due March 2013 and the revolving credit line is due March 2012. As of September 30, 2008,
$657.0 million remained outstanding under the term loans, there were $16.6 million of letters of credit issued under
the revolving credit line and there were no other outstanding borrowings under the revolving credit line.

The Expanded 2006 Credit Facility contains covenants, including, among other things, covenants that restrict
the ability of the Company and its subsidiaries to incur certain additional indebtedness, create or permit liens on
assets, enter into sale-leaseback transactions, make loans or investments, sell assets, make certain acquisitions, pay
dividends, or repurchase stock. The agreement also contains events of default, including failure to make payments
of principal or interest, failure to observe covenants, breaches of representations and warranties, defaults under
certain other material indebtedness, failure to satisfy material judgments, a change of control and certain insolvency
events. As of September 30, 2008, the Company was in compliance with the covenants under the Expanded 2006
Credit Facility.

Borrowings under the Expanded 2006 Credit Facility bear interest at a rate equal to the applicable margin plus,
at the Company’s option, either (a) the base rate (which is the higher of the corporate base rate of UBS AG,
Stamford Branch, or the federal funds rate plus 0.50% per annum) or (b) LIBOR (equal to (i) the British Bankers’
Association Interest Settlement Rates for deposits in U.S. dollars divided by (ii) one minus the statutory reserves
applicable to such borrowing). The applicable margin for term loan borrowings under the Expanded 2006 Credit
Facility ranges from 0.75% to 1.50% per annum with respect to base rate borrowings and from 1.75% to 2.50% per
annum with respect to LIBOR-based borrowings, depending on the Company’s leverage ratio. The applicable
margin for revolving loan borrowings under the Expanded 2006 Credit Facility ranges from 0.50% to 1.25% per
annum with respect to base rate borrowings and from 1.50% to 2.25% per annum with respect to LIBOR-based
borrowings, depending upon the Company’s leverage ratio. As of September 30, 2008, the Company’s applicable
margin for the term loan was 1.25% for base rate borrowings and 2.25% for LIBOR-based borrowings. The
Company is required to pay a commitment fee for unutilized commitments under the revolving credit facility at a
rate ranging from 0.375% to 0.50% per annum, based upon the Company’s leverage ratio. As of September 30,
2008, the commitment fee rate was 0.50% and the effective interest rate was 4.72%.

The Company capitalized debt issuance costs related to the Expanded 2006 Credit Facility and is amortizing
the costs to interest expense using the effective interest rate method through March 2012 for costs associated with
the revolving credit facility and through March 2013 for costs associated with the term loan. As of September 30,
2008 and 2007, the ending unamortized deferred financing fees were $10.0 million and $12.3 million, respectively,
and are included in other assets in the Company’s accompanying balance sheet.

The Expanded 2006 Credit Facility is subject to repayment in four equal quarterly installments of 1% per
annum ($6.7 million per year, not including interest, which is also payable quarterly), and an annual excess cash
flow sweep, as defined in the Expanded 2006 Credit Facility, which is payable beginning in the first quarter of each
fiscal year, beginning in fiscal 2008, based on the excess cash flow generated in the previous fiscal year. No
payment under the excess cash flow sweep provision was due in the first quarter of either fiscal 2008 or fiscal 2009
as there was no excess cash flow generated in either of the respective prior fiscal years. The Company will continue
to evaluate the extent to which a payment is due in the first quarter of future fiscal years excess cash flow generation.
At the current time, the Company is unable to predict the amount of the outstanding principal, if any, that it may be
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required to repay in future fiscal years pursuant to the excess cash flow sweep provisions. Any term loan borrowings
not paid through the baseline repayment, the excess cash flow sweep, or any other mandatory or optional payments
that the Company may make, will be repaid upon maturity. If only the baseline repayments are made, the annual
aggregate principal amount of the term loans repaid would be as follows (in thousands):

Year Ending September 30, Amount
2000 . e $ 6,700
2000 o 6,700
200 L 6,700
200 6,700
2003 L 630,163
TOtAl o o, $656,963

The Company’s obligations under the Expanded 2006 Credit Facility are unconditionally guaranteed by,
subject to certain exceptions, each of its existing and future direct and indirect wholly-owned domestic subsidiaries.
The Expanded 2006 Credit Facility and the guarantees thereof are secured by first priority liens and security
interests in the following: 100% of the capital stock of substantially all of the Company’s domestic subsidiaries and
65% of the outstanding voting equity interests and 100% of the non-voting equity interests of first-tier foreign
subsidiaries, all material tangible and intangible assets of the Company and the guarantors, and any present and
future intercompany debt. The Expanded 2006 Credit Facility also contains provisions for mandatory prepayments
of outstanding term loans upon receipt of the following, and subject to certain exceptions: 100% of net cash
proceeds from asset sales, 100% of net cash proceeds from issuance or incurrence of debt, and 100% of
extraordinary receipts. The Company may voluntarily prepay borrowings under the Expanded 2006 Credit Facility
without premium or penalty other than breakage costs, as defined with respect to LIBOR-based loans.

12. Financial Instruments and Hedging Activities

On March 31, 2006, the Company entered into a three-year interest rate swap with a notional value of
$100 million (the “Interest Rate Swap”). The Interest Rate Swap was entered into as a partial hedge of the Expanded
2006 Credit Facility to effectively change the characteristics of the interest rate without actually changing the debt
instrument. For floating rate debt, interest rate changes generally do not affect the fair market value, but do impact
future earnings and cash flows, assuming other factors are held constant. At its inception, the Company formally
documented the hedging relationship and has determined that the hedge is perfectly effective and designated it as a
cash flow hedge of a portion of the 2006 Credit Facility as defined by SFAS 133. The Interest Rate Swap will hedge
the variability of the cash flows caused by changes in U.S. dollar LIBOR interest rates. The swap is marked to
market at each reporting date. The fair value of the Interest Rate Swap at September 30, 2008 and 2007 was
$0.9 million which was included in other current liabilities at September 30, 2008 and other long-term liabilities at
September 30, 2007. Changes in the fair value of the cash flow hedge derivative are reported in stockholders’ equity
as a component of accumulated other comprehensive income (loss). Subsequent to September 30, 2008, the
Company entered into two additional two-year interest rate swaps with a total notional value of $200 million.

13. Accrued Business Combination Costs

The Company has, in connection with certain of its business combinations, incurred restructuring costs.
Restructuring costs are typically comprised of severance costs, costs of consolidating duplicate facilities and
contract termination costs. Restructuring expenses are based upon plans that have been committed to by man-
agement, but are generally subject to refinement during the purchase price allocation period (generally within one
year of the acquisition date). In addition to plans resulting from the business combination, the Company has
historically acquired companies who have previously established restructuring charges relating to lease exit costs.
Regardless of the origin of the lease exit costs, the Company is required to make assumptions relating to sublease

89



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

terms, sublease rates and discount rates. The Company bases its estimates and assumptions on the best information
available at the time of the obligation having arisen. These estimates are reviewed and revised as facts and
circumstances dictate, with any changes being recorded to goodwill or restructuring and other charges (credits), net.
Changes in these estimates could have a material effect on the amount accrued on the balance sheet. Discussed in
detail below are two individually significant facilities which were abandoned by the acquired company prior to
Nuance’s acquisition of the companies, and for which the obligations to the lessors, Nuance has assumed.

In connection with the acquisitions of SpeechWorks International, Inc. in August 2003 and Former Nuance in
September 2005, the Company assumed two individually significant lease obligations that were abandoned prior to
the acquisition dates. These obligations expire in 2016 and 2012, respectively, and the fair value of the obligations,
net of estimated sublease income, was recognized as liabilities assumed by the Company in the allocation of the
final purchase price. During fiscal 2008 the Company updated its restructuring assumptions for these two facilities
and recorded a net restructuring expense of $0.2 million. The net payments have been discounted in calculating the
fair value of these obligations, and the discount is being accreted through the term of the lease. Cash payments net of
sublease receipts are presented as cash used in financing activities on the consolidated statements of cash flows.

Additionally, the Company has implemented restructuring plans to eliminate duplicate facilities, personnel or
assets in connection with the business combinations. In accordance with EITF 95-3, “Recognition of Liabilities in
Connection with a Purchase Business Combination,” costs such as these are recognized as liabilities assumed by the
Company, and accordingly are included in the allocation of the purchase price, generally resulting in an increase to
the recorded amount of the goodwill.

The activity for the years ended September 30, 2008 and 2007, relating to all facilities and personnel recorded
in accrued business combination costs, is as follows (in thousands):

Facilities Personnel Total
Balance at September 30, 2006 . . . ... .. .. $ 59,221 $ 844  $ 60,065
Charged to goodwill ... ... ... . 542 1,484 2,026
Charged to Interest EXPenSe. . . . . ..o 1,889 — 1,889
Cash payments, net of sublease receipts. . .. ...........c.oouuee.... (12,412) (1,549) (13,961)
Balance at September 30, 2007 . . ... ... 49,240 779 50,019
Charged to goodwill . . ... ... ... ... . . . 1,586 (68) 1,518
Charged to restructuring and other charges, net .. ................... 198 — 198
Charged to Interest EXPeNSe. . . . . ..t 1,718 — 1,718
Cash payments, net of sublease receipts. . . .............c.ovuee.... (11,564) (711) (12,275)
Balance at September 30,2008 . .. ...... .. ... $ 41,178 $ —  $41,178
September 30, September 30,
2008 2007
Reported as:
CUITENE . . .t e e e e e e $ 9,166 $14,547
Long-term . ... ... ... 32,012 35,472
Total . ... e $41,178 $50,019
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14. Restructuring and Other Charges, net
Fiscal 2008

In fiscal 2008, the Company recorded restructuring and other charges of $7.2 million, of which $7.0 million
was recorded to new restructuring activities in fiscal 2008, and $0.2 million relates to pre-existing facilities that are
included in accrued business combination costs which are discussed in Note 13. With respect to the $7.0 million of
fiscal 2008 restructuring activities, $4.2 million related to the elimination of approximately 155 personnel across
multiple functions within the Company, $1.4 million related to a non-recurring, adverse ruling arising from a
vendor’s claims of underpayment of historical royalties for technology discontinued in 2005 and $1.4 million
related to the consolidation or elimination of excess facilities.

Fiscal 2006

In fiscal 2006, the Company recorded a recovery of $1.2 million from restructuring and other charges. The
recovery consisted of $1.3 million reduction to existing restructuring reserves as a result of a favorable sublease
agreement signed during the second quarter of fiscal 2006. The amount was offset by net adjustments of
$0.1 million associated with prior years’ restructuring programs.

The following table sets forth the fiscal 2008, 2007 and 2006 accrual activity relating to restructuring and other
charges (in thousands):

Personnel Facilities Other Total
Balance at September 30,2005 . .. ......... ... .. $1786 $4019 $ — $5,805
Restructuring and other charges (credits), net................. (52) (1,181) — (1,233)
Cash payments . ... ......... .ttt (1,360) (2,308) — (3,668)
Balance at September 30, 2006 . ... ........ .. ... .. ... .. 374 530 — 904
Restructuring and other charges (credits), net................. (38) (16) — 54)
Cashpayments . . ......... it (28) (514) — (542)
Balance at September 30, 2007 . ........ ... .. . ... 308 — — 308
Restructuring and other charges (credits), net................. 4,231 1,397 1,393 7,021
Non-cash adjustment. . ........... . ... ... .. — (10) — (10)
Cashpayments . .. ........ it 4,173) (628) — (4,801)
Balance at September 30,2008 .. ........... ... ... $ 366 $ 759 $1,393 $2518

15. Supplemental Cash Flow Information
Cash paid for Interest and Income Taxes:

During fiscal 2008, 2007 and 2006, the Company made cash payments for interest totaling $50.0 million,
$31.4 million and $13.8 million, respectively.

During fiscal 2008, 2007 and 2006, total net cash paid for income taxes were $5.6 million, $3.5 million and
$3.4 million, respectively.
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Non Cash Investing and Financing Activities:

During fiscal 2008, 2007 and 2006, the Company issued shares of its common stock in connection with the
consummation of several of its acquisitions, including shares held in escrow (dollars in thousands):

Shares of Common Stock

Date of Acquisition Issued Value of Shares
Multi-Vision(a) . ............coiii.... July 31, 2008 535,331 $ 8,300
eScription(b) . . ... . May 20, 2008 1,294,844 $ 3,100
Viecore(b) . . .......... . ... .. .. .. ... .. November 26, 2007 5,017,126 $ 93,100
Vocada(b) . ........ ... .. November 2, 2007 922,561 $ 17,700
Commissure(b) . ...................... September 28, 2007 1,369,731 $ 26,700
VoiceSignal . ......................... August 24, 2007 5,836,506 $ 90,900
BeVocal(b) .................. .. April 24, 2007 8,204,436 $122,700

MVC(C). . oo December 29, 2006 784,266 $ 8,300

(a) Excludes shares that were withheld by the Company under the terms of the Multi-Vision merger agreement, and
which may become issuable at the expiration of the holdback period, as defined in the merger agreement.

(b) The value assumes that the escrow shares would be valued at the same price as the shares initially accounted for.
This value may increase or decrease at the actual time of accounting recognition.

(c) Excludes an additional 377,964 shares of the Company’s common stock that was issued in fiscal 2008 upon the
measurement of certain earnout targets established for calendar 2007. These shares were valued at $7.0 million,
based on the market value at the time of their issuance.

In January 2006, the Company issued 4,587,334 shares of its common stock valued at $27.5 million upon
conversion of a $27.5 million convertible debenture originally issued on January 30, 2003 in connection with the
Company’s acquisition of certain assets from Royal Philips Electronics Speech Processing Technology and Voice
Control business unit.

16. Stockholders’ Equity

The Company is authorized to issue up to 40,000,000 shares of preferred stock, par value $0.001 per share. The
Company has designated 100,000 shares as Series A Preferred Stock and 15,000,000 shares as Series B Preferred
Stock. In connection with the acquisition of ScanSoft from Xerox Corporation (“Xerox”), the Company issued
3,562,238 shares of Series B Preferred Stock to Xerox. On March 19, 2004, the Company announced that Warburg
Pincus, a global private equity firm, had agreed to purchase all outstanding shares of the Company’s stock held by
Xerox Corporation for approximately $80 million, including the 3,562,238 shares of Series B Preferred Stock. The
Series B Preferred Stock is convertible into shares of common stock on a one-for-one basis. The Series B Preferred
Stock has a liquidation preference of $1.30 per share plus all declared but unpaid dividends. The holders of Series B
Preferred Stock are entitled to non-cumulative dividends at the rate of $0.05 per annum per share, payable when,
and if declared by the Board of Directors. To date, no dividends have been declared by the Board of Directors.
Holders of Series B Preferred Stock have no voting rights, except those rights provided under Delaware law. The
undesignated shares of preferred stock will have rights, preferences, privileges and restrictions, including voting
rights, dividend rights, conversion rights, redemption privileges and liquidation preferences, as shall be determined
by the Board of Directors upon issuance of the preferred stock. The Company has reserved 3,562,238 shares of its
common stock for issuance upon conversion of the Series B Preferred Stock. Other than the 3,562,238 shares of
Series B Preferred Stock that are issued and outstanding, there are no other shares of preferred stock issued or
outstanding as of September 30, 2008 or September 30, 2007.
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Common Stock

Underwritten Public Offerings in Fiscal 2008

On June 4, 2008, the Company completed an underwritten public offering in which it sold 5,575,000 shares of
its common stock. Gross proceeds to the Company were $100.1 million, and the net proceeds after underwriting
commissions and other offering expenses were $99.8 million.

On December 21, 2007, the Company completed an underwritten public offering in which it sold
7,823,000 shares of its common stock. Gross proceeds from this sale were $136.9 million, and the net proceeds
after underwriting commissions and other offering expenses were $130.3 million.

Warburg Pincus Private Offerings in Fiscal 2008 and Fiscal 2005

On May 20, 2008, in connection with the Company’s acquisition of eScription, the Company sold
5,760,369 shares of its common stock for a purchase price of $100.0 million, and warrants to purchase
3,700,000 shares of its common stock for a purchase price of $0.5 million, pursuant to the terms of a purchase
agreement dated April 7, 2008 by and among the Company and Warburg Pincus Private Equity VIII, L.P. and
certain of its affiliated entities (collectively “Warburg Pincus”) (the “Purchase Agreement”). The warrants have an
exercise price of $20.00 per share and a term of four years. Warburg Pincus also agreed not to sell any shares of
Nuance common stock for a period of six months from the closing of the transaction contemplated by the Purchase
Agreement.

On May 5, 2005, the Company entered into a Securities Purchase Agreement (the “Securities Purchase
Agreement”) by and among the Company and Warburg Pincus pursuant to which Warburg Pincus agreed to
purchase, and the Company agreed to sell, 3,537,736 shares of its common stock and warrants to purchase
863,236 shares of its common stock for an aggregate purchase price of $15.1 million. The warrants have an exercise
price of $5.00 per share and a term of four years. On May 9, 2005, the sale of the shares and the warrants pursuant to
the Securities Purchase Agreement was completed. The Company also entered into a Stock Purchase Agreement
(the “Stock Purchase Agreement”) by and among the Company and Warburg Pincus pursuant to which Warburg
Pincus agreed to purchase and the Company agreed to sell 14,150,943 shares of the Company’s common stock and
warrants to purchase 3,177,570 shares of the Company’s common stock for an aggregate purchase price of
$60.0 million. The warrants have an exercise price of $5.00 per share and a term of four years. The warrants provide
the holder with the option to exercise the warrants on a net, or cashless, basis. On September 15, 2005, the sale of the
shares and the warrants pursuant to the Securities Purchase Agreement was completed. The net proceeds from these
two fiscal 2005 financings were $73.9 million.

In connection with these fiscal 2005 and fiscal 2008 financings, the Company granted Warburg Pincus
registration rights giving Warburg Pincus the right to request that the Company use commercially reasonable efforts
to register some or all of the shares of common stock issued to Warburg Pincus under each of the Securities
Purchase Agreement, Stock Purchase Agreement and Purchase Agreement, including shares of common stock
underlying the warrants. The Company has evaluated these warrants under EITF 00-19, “Accounting for Derivative
Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock” and has determined that the
warrants should be classified within the stockholders’ equity section of the accompanying consolidated balance
sheets.

Common Stock Warrants

On May 20, 2008, the Company issued warrants for the purchase of 3,700,000 shares of its common stock to
Warburg Pincus, as described above. In fiscal 2005, the Company also issued to Warburg Pincus warrants for the
purchase of 863,236 and 3,177,570 shares of common stock, as described above.
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In March 1999, the Company issued Xerox a ten-year warrant with an exercise price of $0.61 per share. This
warrant is exercisable for the purchase of 525,732 shares of the Company’s common stock. On March 19, 2004, the
Company announced that Warburg Pincus had agreed to purchase all outstanding shares of the Company’s stock
held by Xerox Corporation, including this warrant, for approximately $80 million. In connection with this
transaction, Warburg Pincus acquired new warrants to purchase 2.5 million additional shares of the Company’s
common stock for total consideration of $0.6 million. The warrants have a six-year life and an exercise price of
$4.94 per share. The warrants provide the holder with the option to exercise the warrants on a net, or cashless, basis.

On November 15, 2004, in connection with the acquisition of Phonetic, the Company issued unvested warrants
to purchase 750,000 shares of its common stock at an exercise price of $4.46 per share that were to vest, if at all,
upon the achievement of certain performance targets. Based on the Company’s assessment of the results relative to
the financial and performance measures, these warrants to purchase shares of Nuance common stock have not
vested and will not vest. The former shareholders of Phonetic have objected to this determination and have filed for
arbitration.

In connection with the acquisition of SpeechWorks in 2003, the Company issued a warrant to its investment
banker, expiring on August 11, 2011, for the purchase of 150,000 shares of the Company’s common stock at an
exercise price of $3.98 per share. The warrant provides the holder with the option to exercise the warrants on a net,
or cashless, basis. The warrant became exercisable on August 11, 2005, and was valued at its issuance at
$0.2 million based upon the Black-Scholes option pricing model. In October 2006, the warrant was exercised to
purchase 125,620 shares of the Company’s common stock. The holder of the warrant elected a cashless exercise
resulting in a net issuance of 75,623 shares of the Company’s common stock. As of September 30, 2008, a warrant
to purchase 24,380 shares of the Company’s common stock remains outstanding.

Based on its review of EITF 00-19, the Company has determined that each of the above-noted warrants should
be classified within the stockholders’ equity section of the accompanying consolidated balance sheets.

17. Share-Based Payment

The Company accounts for share-based payments to employees and directors, including grants of employee
stock options, purchases under employee stock purchase plans, awards in the form of restricted shares (“Restricted
Stock™) and awards in the form of units of stock purchase rights (“Restricted Units”) in accordance with SFAS 123
(revised 2004), “Share-Based Payment,” (“SFAS 123R”). The Restricted Stock and Restricted Units are collec-
tively referred to as “Restricted Awards.” SFAS 123R requires the recognition of the fair value of share-based
payments as a charge against earnings. The Company recognizes share-based payment expense over the requisite
service period. Based on the provisions of SFAS 123R the Company’s share-based payment awards are accounted
for as equity instruments. The amounts included in the consolidated statements of operations relating to share-based
payments are as follows (dollars in thousands):

2008 2007 2006
Cost of product and licensing . ........................... $ 18 $ 18 § 88
Cost of professional services, subscription and hosting . ... ...... 7,991 3,816 1,873
Cost of maintenance and support . . . . ...ttt 1,278 966 525
Research and development. . . ........ ... ... ... ... ....... 14,325 7,160 4,578
Selling and marketing . .. ........ ... ... ... .. . ... .. .. 24,394 20,293 7,332
General and administrative . .. .......... .. ... 20,625 15,882 7,471
Cumulative effect of accounting change . . ................... — — 672

$68,631  $48,135  $22,539
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Stock Options

The Company has several share-based compensation plans under which employees, officers and directors may
be granted stock options to purchase the Company’s common stock generally at fair market value. The Company’s
plans do not allow for options to be granted at below fair market value nor can they be re-priced at anytime. Options
granted under plans adopted by the Company become exercisable over various periods, typically two to four years
and have a maximum term of seven years. The Company has also assumed options and option plans in connection
with certain of its acquisitions. These stock options are governed by the plans and agreements that they were
originally issued under, but are now exercisable for shares of the Company’s common stock. The table below
summarizes activity relating to stock options for the years ended September 30, 2008, 2007 and 2006:

Outstanding at September 30, 2005. . ... ...
Granted . ......... ...
Exercised . ........................
Forfeited .........................
Expired .......... ... ...

Outstanding at September 30, 2006. . ... ...
Assumed from BeVocal and VoiceSignal . .
Granted ............... ... .......
Exercised . ........................
Forfeited .........................
Expired ..................... .. ...

Outstanding at September 30, 2007. . ... ...
Assumed from eScription . ............
Granted . ................i..
Exercised .. .......................
Forfeited .........................
Expired ......... .. ... ...

Outstanding at September 30, 2008. . ... ...
Exercisable at September 30, 2008 . . . ... ..
Exercisable at September 30, 2007 . . ......
Exercisable at September 30, 2006 . . ... ...

13,026,514

Weighted
Weighted Average
Average Remaining Aggregate

Number of Exercise Contractual Intrinsic

Shares Price Term Value(1)
27,114,849 $ 4.10
3,417,064 $ 8.59
(7,582,650) $ 3.79
(1,138,454) $ 4.53
(1,156,726) $ 6.54
20,654,083 $ 4.80

795,994 $ 4.14
3,183,450 $14.14
(5,742,274)  $ 4.32

(555,724)  $ 7.57

(94,807) $ 3.23
18,240,722 $ 6.48
2,846,118 $ 4.35

636,440 $15.45
(5,861,906) $ 3.19

(813,972) $11.18

(50,888) $ 6.89
14,996,514 $ 7.47 4.6 years $83.3 million
10,473,073 $ 548 3.9 years $72.4 million
11,017,997

(1) The aggregate intrinsic value on this table was calculated based on the positive difference, if any, between the
closing market value of the Company’s common stock on September 30, 2008 ($12.19) and the exercise price

of the underlying options.
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As of September 30, 2008, the total unamortized fair value of stock options was $35.9 million with a weighted

average remaining recognition period of 2.1 years. A summary of weighted-average grant-date (including assumed
options) fair value and intrinsic value of stock options exercised is as follows:

2008 2007 2006
Weighted-average grant-date fair value per share ... .............. $1478 $7.69 $ 452
Total intrinsic value of stock options exercised (in millions). ........ $89.56  $62.85 $36.67

The Company uses the Black-Scholes option pricing model to calculate the grant-date fair value of an award.
The fair value of the stock options granted and unvested options assumed from acquisitions during fiscal 2008 and
2007 were calculated using the following weighted-average assumptions:

2008 2007 2006

Dividend yield. . .. ... ... .. 0.0% 0.0% 0.0%
Expected volatility. . . ... . 53.9% 49.7% 60.9%
Average risk-free interest rate. . . . ... .. ... e 33% 4.6% 4.8%
Expected term (in Years) . . ... ...ttt 5.5 3.9 43

The dividend yield of zero is based on the fact that the Company has never paid cash dividends and has no
present intention to pay cash dividends. Expected volatility is based on the historical volatility of the Company’s
common stock over the period commensurate with the expected life of the options and the historical implied
volatility from traded options with a term of 180 days or greater. The risk-free interest rate is derived from the
average U.S. Treasury STRIPS rate during the period, which approximates the rate in effect at the time of grant,
commensurate with the expected life of the instrument. The Company estimates the expected term based on the
historical exercise behavior.

Restricted Awards

The Company is authorized to issue equity incentive awards in the form of Restricted Awards, including
Restricted Units and Restricted Stock, which are individually discussed below. Unvested Restricted Awards may
not be sold, transferred or assigned. The fair value of the Restricted Awards is measured based upon the market
price of the underlying common stock as of the date of grant, reduced by the purchase price of $0.001 per share of
the awards. The Restricted Awards generally are subject to vesting over a period of two to four years, and may have
opportunities for acceleration for achievement of defined goals. The Company also issued certain Restricted
Awards with vesting solely dependent on the achievement of specified performance targets. The fair value of the
Restricted Awards is amortized to expense over its applicable requisite service period using the straight-line
method. In the event that the employees’ employment with the Company terminates, or in the case of awards with
only performance goals, if those goals are not met, any unvested shares are forfeited and revert to the Company.
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Restricted Units are not included in issued and outstanding common stock until the shares are vested and
released. The table below summarizes activity relating to Restricted Units:

Number of Shares

Number of Shares Underlying
Underlying Restricted Units —
Restricted Units — Time-Based
Contingent Awards Awards
Outstanding at September 30, 2005 .................... — 849,451
Granted . . .. ... 22,055 2,451,168
Earned/released . .......... ... . ... . ... ... ... .. ... (1,000) (470,462)
Forfeited . ....... ... .. . — (101,158)
Outstanding at September 30, 2006 . ................... 21,055 2,728,999
Granted . . .. ... 813,000 4,662,923
Earned/released .. ......... ... ... .. . . ... .. .. (1,000) (942,569)
Forfeited . ....... .. ... . . (103,638) (369,970)
Outstanding at September 30, 2007 . ................... 729,417 6,079,383
Assumed from eScription . . . ....................... 367,253 438,791
Granted . . .. ... 1,543,365 3,812,617
Earned/released .. ......... ... ... ... .. ... ... (199,208) (2,866,528)
Forfeited ........ ... ... . . . . . ... (26,303) (606,739)
Outstanding at September 30, 2008 . ................... 2,414,524 6,857,524
Weighted average remaining contractual term of
outstanding Restricted Units . ................... 1.5 years 1.5 years

Aggregate intrinsic value of outstanding Restricted

Units(1) ..ot $29.4 million $83.6 million

Restricted Units vested and expected to vest . ......... 2,007,567 5,907,382
Weighted average remaining contractual term of
Restricted Units vested and expected to vest ........ 1.4 years 1.4 years

Aggregate intrinsic value of Restricted Units vested and

expected tovest(l) .. ... . $24.5 million $72.0 million

(1) The aggregate intrinsic value on this table was calculated based on the positive difference between the closing
market value of the Company’s common stock on September 30, 2008 ($12.19) and the exercise price of the
underlying Restricted Units.

The purchase price for vested Restricted Units is $0.001 per share. As of September 30, 2008, unearned share-
based payment expense related to all unvested Restricted Units is $111.3 million, which will, based on expectations
of future performance vesting criteria, where applicable, be recognized over a weighted-average period of 1.4 years.
A summary of weighted-average grant-date fair value, including those assumed in respective periods, and intrinsic
value of all Restricted Units vested is as follows:

2008 2007 2006
Weighted-average grant-date fair value per share . ... .............. $18.01 $14.73  $9.15
Total intrinsic value of shares vested (in millions) . ................ $55.50 $13.40 $3.97
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Restricted Stock is included in the issued and outstanding common stock in these financial statements at date
of grant. The table below summarizes activity relating to Restricted Stock:

Number of
Shares Weighted
Underlying Average Grant
Restricted Date Fair
Stock Value
Outstanding at September 30, 2005 . . ....... ... .. ... 1,125,703 $ 4.60
Granted. . . . . ..o 745,145 $ 7.63
Vested. . . oottt (311,671) $ 522
Forfeited . . . ... (11,836) $ 3.89
Outstanding at September 30,2006 . ... ..... ... ... 1,547,341 $ 593
Granted. . . .. .. e, 17,421 $ 875
Vested. . .ttt (368,860) $ 5.29
Forfeited . . . . ... . — $ —
Outstanding at September 30, 2007 . .. ... ... .. 1,195,902 $ 6.17
Granted. . . . . ..o 250,000 $15.89
VESted. . . oot (820,832) $ 5.53
Forfeited . . .. ... .. — $ —
Outstanding at September 30, 2008 . .. ... ... ... ... ... .. .. ... 625,070 $10.90

The purchase price for vested Restricted Stock is $0.001 per share. As of September 30, 2008, unearned share-
based payments expense related to unvested Restricted Stock is $1.4 million, which will, based on expectations of
future performance vesting criteria, when applicable, be recognized over a weighted-average period of 0.9 years. A
summary of weighted-average grant-date fair value and intrinsic value of Restricted Stock vested are as follows:

2008 2007 2006
Weighted-average grant-date fair value per share .. ................. $15.89 $8.75 $7.63
Total intrinsic value of shares vested (in millions) . . ................ $16.85 $5.60 $2.24

In order to satisfy its employees’ withholding tax liability as a result of the vesting of Restricted Stock, the
Company has historically repurchased shares upon the employees’ vesting. Similarly, in order to satisfy its
employees’ withholding tax liability as a result of the release of its employees’ Restricted Units, the Company has
historically cancelled a portion of the common stock upon the release. In fiscal 2008, the Company paid cash of
$17.0 million relating to 0.9 million shares of common stock that were repurchased or cancelled. Based on the
Company’s estimate of the Restricted Awards that will vest, or be released, in fiscal 2009, and further assuming that
one-third of these Restricted Awards would be repurchased or cancelled to satisfy the employee’s withholding tax
liability (such amount approximating the tax rate of the Company’s employees), the Company would have an
obligation to pay cash relating to approximately 1.1 million shares during fiscal 2009.

1995 Employee Stock Purchase Plan

The Company’s 1995 Employee Stock Purchase Plan (“the Plan”), as amended and restated on April 21, 2008,
authorizes the issuance of a maximum of 6,000,000 shares of common stock in semi-annual offerings to employees
at a price equal to the lower of 85% of the closing price on the applicable offering commencement date or 85% of
the closing price on the applicable offering termination date. Compensation expense for the employee stock
purchase plan is recognized in accordance with SFAS 123R. At September 30, 2008, 2,718,932 shares were
reserved for future issuance. During fiscal 2008, 2007, and 2006, the Company issued 651,121, 640,777 and
419,561 shares of common stock under this plan, respectively. The weighted average fair value of all purchase
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rights granted in fiscal 2008, 2007 and 2006, were $5.09, $4.51 and $2.62. Compensation expense related to the
employee stock purchase plan was $3.4 million, $2.2 million and $1.1 million for the fiscal years ended 2008, 2007
and 2006, respectively.

The fair value of the purchase rights granted under this plan was estimated on the date of grant using the Black-
Scholes option-pricing model that uses the following weighted-average assumptions which were derived in a
manner similar to those discussed above relative to stock options:

2008 2007 2006

Dividend yield. . . ... ... 0.0% 0.0% 0.0%
Expected volatility. . . .. ... 53.1% 44.7% 55.1%
Average risk-free interest rate. . ... ... .. ... 21% 4.7% 5.0%
Expected term (In YEars) . . ... ..o ottt ittt 0.5 0.5 0.5

18. Commitments and Contingencies
Operating Leases

The Company has various operating leases for office space around the world. In connection with many of its
acquisitions, the Company assumed facility lease obligations. Among these assumed obligations are lease
payments related to certain office locations that were vacated by certain of the acquired companies prior to the
acquisition date (Note 13). Additionally, certain of the Company’s lease obligations have been included in various
restructuring charges (Note 14). The following table outlines the Company’s gross future minimum payments under
all non-cancelable operating leases as of September 30, 2008 (in thousands):

Operating Leases Under Other Contractual

Year Ending September 30, Leases Restructuring Obligations Assumed Total

2009. . .. $15,643 $3,089 $13,735 $ 32,467
2010, . o 14,432 1,676 14,186 30,294
2011, 13,314 972 14,733 29,019
2012, . 12,579 619 13,172 26,370
2013, 11,653 369 3,102 15,124
Thereafter. . . .................... 30,843 — 7916 38,759
Total ......... ... ... .. ... ... $98,464 $6,725 $66,844 $172,033

At September 30, 2008, the Company has subleased certain office space that is included in the above table to
third parties. Total sublease income under contractual terms is $24.5 million and ranges from approximately
$2.0 million to $4.9 million on an annual basis through February 2016.

Total rent expense charged to operations was approximately $15.2 million, $9.3 million and $7.2 million for
the years ended September 30, 2008, 2007 and 2006, respectively.

Litigation and Other Claims

Like many companies in the software industry, the Company has, from time to time been notified of claims
that it may be infringing, or contributing to the infringement of, the intellectual property rights of others. These
claims have been referred to counsel, and they are in various stages of evaluation and negotiation. If it appears
necessary or desirable, the Company may seek licenses for these intellectual property rights. There is no assurance
that licenses will be offered by all claimants, that the terms of any offered licenses will be acceptable to the
Company or that in all cases the dispute will be resolved without litigation, which may be time consuming and
expensive, and may result in injunctive relief or the payment of damages by the Company.
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In August 2001, the first of a number of complaints was filed in the United States District Court for the
Southern District of New York, on behalf of a purported class of persons who purchased Former Nuance stock
between April 12, 2000 and December 6, 2000. Those complaints have been consolidated into one action. The
complaint generally alleges that various investment bank underwriters engaged in improper and undisclosed
activities related to the allocation of shares in Former Nuance’s initial public offering of securities. The complaint
makes claims for violation of several provisions of the federal securities laws against those underwriters, and also
against Former Nuance and some of Former Nuance’s directors and officers. Similar lawsuits, concerning more
than 250 other companies’ initial public offerings, were filed in 2001. In February 2003, the Court denied a motion
to dismiss with respect to the claims against Former Nuance. In the third quarter of 2003, a proposed settlement in
principle was reached among the plaintiffs, issuer defendants (including Former Nuance) and the issuers’ insurance
carriers. The settlement called for the dismissal and release of claims against the issuer defendants, including
Former Nuance, in exchange for a contingent payment to be paid, if necessary, by the issuer defendants’ insurance
carriers and an assignment of certain claims. The settlement was not expected to have any material impact upon the
Company, as payments, if any, were expected to be made by insurance carriers, rather than by the Company. On
December 5, 2006, the Court of Appeals for the Second Circuit reversed the Court’s order certifying a class in
several “test cases” that had been selected by the underwriter defendants and the plaintiffs in the coordinated
proceeding. The plaintiffs petitioned the Second Circuit for rehearing of the Second Circuit’s decision, however, on
April 6, 2007, the Second Circuit denied the petition for rehearing. At a status conference on April 23, 2007, the
district court suggested that the issuers’ settlement could not be approved in its present form, given the Second
Circuit’s ruling. On June 25, 2007, the district court issued an order terminating the settlement agreement. The
plaintiffs in the case have since filed amended master allegations and amended complaints and have moved for class
certification, while the defendants have moved to dismiss the complaints and have filed oppositions to the motion
for class certification. The Company intends to defend the litigation vigorously and believes it has meritorious
defenses to the claims against Former Nuance.

The Company believes that the final outcome of the current litigation matter described above will not have a
significant adverse effect on its financial position and results of operations. However, even if the Company’s
defense is successful, the litigation could require significant management time and will be costly. Should the
Company not prevail in the litigation matter, its operating results, financial position and cash flows could be
adversely impacted.

Guarantees and Other

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

The Company has entered into agreements to indemnify its directors and officers to the fullest extent
authorized or permitted under applicable law. These agreements, among other things, provide for the indemni-
fication of its directors and officers for expenses, judgments, fines, penalties and settlement amounts incurred by
any such person in his or her capacity as a director or officer of the Company, whether or not such person is acting or
serving in any such capacity at the time any liability or expense is incurred for which indemnification can be
provided under the agreements. In connection with the terms of certain of its acquisitions that have been
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consummated, the Company is required to indemnify the former members of the boards of directors of those
companies, on similar terms as described above, for a period of six years from the acquisition date. In certain cases
the Company has been required to, under the terms of the sale and purchase agreements, purchase director and
officer insurance policies related to these obligations, which fully cover the six year periods. In connection with the
acquisition of SpeechWorks, the Company indemnified the former members of the SpeechWorks board of directors
for a period of six years from the acquisition date, and purchased a director and officer policy that covered a period
of three years from the acquisition date. To the extent that the Company does not purchase a director and officer
insurance policy for the full period of any contractual indemnification, it would be required to pay for costs
incurred, if any, as described above.

At September 30, 2008, the Company has $3.0 million of non-cancelable purchase commitments for inventory
to fulfill customers’ orders currently scheduled in its backlog.

19. Pension and Other Post-Retirement Benefits
Defined Contribution Plan

The Company has established a retirement savings plan under Section 401(k) of the Internal Revenue Code
(the “401(k) Plan”). The 401(k) Plan covers substantially all U.S. employees of the Company who meet minimum
age and service requirements, and allows participants to defer a portion of their annual compensation on a pre-tax
basis. Effective July 1, 2003, Company match of employee’s contributions was established, dollar for dollar up to
2% of salary. Employees who were hired prior to April 1, 2004 are 100% vested into the plan as soon as they start to
contribute to the plan. Employees hired April 1, 2004 and thereafter, vest one-third of the contribution annually over
a three-year period. The Company’s contributions to the 401(k) Plan totaled $2.9 million, $1.8 million and
$1.1 million for fiscal 2008, 2007 and 2006, respectively.

Adoption of SFAS 158

On September 30, 2007, the Company adopted SFAS 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans.” SFAS 158 amended SFAS 87, “Employers’ Accounting for Pensions,”
SFAS 106, “Employers’ Accounting for Post Retirement Benefits,” and SFAS 132(R), “Employers’ Disclosures
About Pension and Other Postretirement Benefits.” SFAS 158 requires companies to recognize the funded status of
their postretirement benefit plans in the statement of financial position, measure the fair value of plan assets and
benefit obligations as of the date of the fiscal year-end statement of financial position and provide additional
disclosures.

In accordance with the provisions set forth in SFAS 158, the Company recognized the funded status, which is
the difference between the fair value of plan assets and the projected benefit obligations, of the Company’s
postretirement benefit plans in the consolidated balance sheet, with a corresponding adjustment to accumulated
other comprehensive loss, net of tax. The adjustment to accumulated other comprehensive loss at adoption
represents the net unrecognized actuarial losses and unrecognized prior service costs, both of which were
previously netted against the plans’ funded status in the Company’s consolidated balance sheet pursuant to the
provisions of SFAS 87, “Employers’ Accounting for Pensions.” These amounts will be subsequently recognized as
net periodic pension expense.
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The effects of adopting the provisions of SFAS 158 on the Company’s consolidated balance sheet at
September 30, 2007 are presented in the following table (in thousands):

Before Application After Application of
of SFAS 158 Adjustment SFAS 158
Other assets . . ..., $72,169 $ 552 $72,721
Accrued expenses . . .. ... 83,158 87 83,245
Other liabilities. . . ...................... 66,746 (3,585) 63,161
Accumulated other comprehensive income. . . . . 10,929 4,050 14,979

Defined Benefit Pension Plans and Other Post-Retirement Benefit Plan

In connection with the acquisition of Dictaphone, the Company assumed the assets and obligations related to
its defined benefit pension plans, which provide certain retirement and death benefits for former Dictaphone
employees located in the United Kingdom and Canada. These two pension plans are closed to new participants. The
Company also assumed a post-retirement health care and life insurance benefit plan, which is closed to new
participants and provides certain post-retirement health care and life insurance benefits, as well as a fixed subsidy
for qualified former employees in the United States and Canada.

The following table shows the changes in fiscal 2008 and 2007 in the projected benefit obligation, plan assets
and funded status of the defined benefit pension plans and the other post-retirement benefit plan (in thousands):

Other Post-
Pension Benefits Retirement Benefits
2008 2007 2008 2007

Change in Benefit Obligations:

Benefit obligation at beginning of period . ............ $23,741  $24,157 $ 709 $1,374
SEIViCe COSt . . v vttt et ettt — 77 — 105
Interest coSt ... ... ... ... 1,275 1,231 41 77
Plan participants’ contributions . ................... — 22 — —
Curtailments . .. ........ ... ..., — (128) — —
Actuarial loss (gain) .......... ... ... .. 1,245 2,573) 45 (695)
Expenses paid . ........ ... i @) 2) — —
Currency exchange rate changes . .................. (2,545) 2,222 — —
Benefits paid. ... ........ ... . (1,304) (1,265) (121) (152)
Benefit obligation at end of period. ................. 22,408 23,741 674 709
Change in Plan Assets:

Fair value of plan assets, beginning of period.......... 23,366 18,713 — —
Actual return on plan assets. . .. ....... ... (3,021) 2,208 — —
Employer contribution. . . ................ .. ...... 1,371 1,643 121 152
Plan participants’ contribution . . . .................. — 22 — —
Expenses paid . ........ ... @) 2) — —
Currency exchange rate changes . .................. (2,011) 2,047 — —
Benefits paid. .. ........ .. .. (1,304) (1,265)  (121) (152)
Fair value of plan assets, end of period .............. 18,397 23,366 — —
Funded status at end of period . . ................... $(4,011) $ (375 $674) $ (709)
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The amounts recognized in the Company’s consolidated balance sheets consisted of the following (in
thousands):

Other Post-
Retirement
Pension Benefits Benefits
2008 2007 2008 2007
Other @SSets . . . oo v et e e e $ 1,958 $3221 $ — $ —
Current liabilities .. ........... ... . ... ... ....... — — (85) 87)
Other liabilities. . . . ... ... o e (15,969) (3,596) (589) (622)
Net liability recognized. ... ... .. $4,011) $ (375 $(674) $(709)

The amounts recognized in accumulated other comprehensive loss as of September 30, 2008 consisted of the
following (in thousands):

Other Post-Retirement
Pension Benefits Benefits

Prior SEIViCe COSt . . v v oot e e e $ — $ —
Actuarial gain (10SS) . . ... (2,134) 603

Total amount recognized in accumulated other comprehensive
J0SS . et $(2,134) $603

The following represents the amounts included in accumulated other comprehensive loss on the consolidated
balance sheet as of September 30, 2008, that the Company expects to recognize in earnings during fiscal 2009 (in
thousands):

Other Post-
Retirement
Pension Benefits Benefits
Prior SEIVICE COSE . . o v v vttt e e e e e e e e e e e e $ — $—
Actuarial gain (JoSS) . . . .o oot (198) 37

The projected benefit obligations for the two defined benefit pension plans was $22.4 million at September 30,
2008.

Included in the table below are the amounts relating to the Company’s UK pension plan and other post
retirement benefits plan which have accumulated benefit obligations and projected benefit obligations in excess of
plan assets (in thousands):

Other Post-
Retirement
Pension Benefits Benefits
2008 2007 2008 2007
Aggregate projected benefit obligations . ............... $19,426  $20,430 N/A N/A
Aggregate accumulated benefit obligations . . ............ 19,426 20,430 $674 $709

Aggregate fair value of plan assets. . .................. 13,456 16,834 — —
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The components of net periodic benefit cost of the benefit plans were as follows (in thousands):

Other Post-
Retirement
Pension Benefits Benefits

2008 2007 2008 2007
SEIVICE COSE . v v vttt e et e e e $ — $ 77 $— 8105
Interest COSt . . .. .. i 1,275 1,231 41 77
Expected return on plan assets. . .. ...t (1,596) (1,268) — —
Amortization of unrecognized gain (Ioss). . ............... (103) 13 41) —
Net periodic pension COSt .. ... oo vt $ 4249 $ 53 $— $182

Plan Assumptions:

Weighted-average assumptions used in developing the benefit obligations and net periodic benefit cost for the
plans were as follows:

Other Post-
Pension Retirement
Benefits Benefits
2008 M 2008 2007
Discount rate .. ... ... ... ... 62% 5.6% 6.3% 6.3%
Average compensation iNCrease . . ... ........uuuuunnnnnnnn.. N/A(1) 4.0% N/A(1) N/AQ1)
Expected rate of return on plan assets .. ..................... 7.0% 6.5% N/A(2) N/A2)

(1) Rate of compensation increase is not applicable as there are no active members in the plan.

(2) Expected return on plan assets is not applicable to the Company’s other benefit plan as the plan is unfunded.

Because the benefit provided to retirees under the other postretirement benefit plan consists of a fixed subsidy,
no health care cost trend is assumed in the measurement of the post-retirement benefit obligations and net periodic
benefit costs.

The Company considered several factors when developing the expected return on plan assets, including
reviewing analysis of returns relevant to the country where each plan is in effect, historical rates of return from
investments, local actuarial projections and market outlook from investment managers. The expected rate of return
disclosed above is the weighted average of each country’s expected return on plan assets.

Assets Allocation and Investment Strategy:

The percentages of the fair value of plan assets actually allocated and targeted for allocation, by asset category,
at September 30, 2008 and September 30, 2007, were as follows:

Actual Target
Asset Category 2008 2007 2008 2007
Equity securities. . .. ... ... 58.5% 632% 573% 572%
Debt Securities . . . . ..o 41.5% 36.8% 42.7% 42.8%
Total . ... e 100.0% 100.0% 100.0% 100.0%

The Company’s investment goal for pension plan assets is designed to provide as much assurance as is
possible, in the Company’s opinion, that the pension assets are available to pay benefits as they come due and
minimize market risk. The expected long-term rate of return for the plan assets is 7.0% for the UK pension plan and
for the Canadian pension plan.

104



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

Employer Contributions:

The Company expects to contribute $1.6 million to its pension plans in fiscal 2009. Included in this
contribution is a minimum funding requirement associated with its UK pension which requires annual minimum
payment of £859,900 (approximately $1.6 million based on the exchange rate at September 30, 2008) for each of
the next 3 years until fiscal 2011. Its other post-retirement benefits plan is a non-funded plan, and cash contributions
are made each year to cover claims costs incurred in that year. Total cash paid during fiscal 2008, for the post-
retirement health care and life insurance benefit plan was not material, and the Company does not expect that the
amount in fiscal 2009 will be material.

Estimated Future Benefit Payments:

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid
(in thousands):

Other Post-

retirement
Year Ending September 30, Pension Benefits Benefits
2000 . . L $ 1,249 $ 88
2000, . o 1,278 79
200 ] . e 1,308 65
200 1,339 60
2003 1,371 68
Thereafter. .. ........ ... ... .. ... ... 7,489 227
TOtl. . o\ et $14,034 $587

20. Income Taxes

For financial reporting purposes, income (loss) before income taxes includes the following components (in
thousands):

2008 2007 2006
Domestic income (10SS). . . ... ... ... . $(23,542) $(1,888) $(16,318)
Foreign income (10ss) . . ... ... 8,028 10,375 9,247
Income (loss) before income taxes. ..................... $(15,514) $ 8,487 $ (7,071)

The components of the income tax provision (benefit) are as follows (in thousands):

Year Ended Year Ended Year Ended
September 30, September 30, September 30,
2008 2007 2006
Current:
Federal .. ...... .. ... .. . . . . . . . . . . ... $ 1,048 $ 1,849 $ 334
Foreign........ ... ... ... ... 2,233 2,705 1,579
State. . ... e 10,782 3,880 4,420
14,063 8,434 6,333
Deferred:
Federal . ... ... ... ... . . . . . . . . .. . . ... 20,177 11,421 7,638
Foreign. ........ ... .. .. ... 1,110 1,611 1,002
State. . ... (20,796) 1,036 171
491 14,068 8,811
Provision for income taxes . ... ... ....ouueuueon.. $ 14,554 $22,502 $15,144
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During 2008 the tax law in Massachusetts was changed, effectively reducing the tax rate in which certain of the
Company’s deferred tax liabilities would be taxed at when they are reported in the tax provision in the future. As a
result of this change, the company recorded a reduction in its deferred tax liabilities, as a benefit in its provision, of
$20.4 million.

The Company may elect to treat its acquisition of eScription as an asset purchase under provisions contained in
the Internal Revenue Code. If this election were to be made, additional cash payments approximating $21.5 million
would be recorded as additional purchase consideration and allocated to goodwill. Until such time as an election is
made, the transaction is required to be treated as a stock purchase. In connection with the Massachusetts tax law
change, the deferred tax liabilities established relating to eScription intangibles were adjusted. This represents an
$8.0 million tax benefit being recorded in fiscal 2008. In the event the Company elects to treat the eScription
business combination as an asset purchase, the Company will be required to reverse the tax benefit during the
quarter in which the asset election is made. The asset purchase election is required to be made no later than
February 15, 2009.

In connection with the Massachusetts tax law change regulations will be issued which may affect deferred tax
assets recorded for state net operating losses. As these regulations have not been finalized no provision has been
made for these regulations in 2008. The estimated tax provision to be recorded by the Company when the
regulations are issued could be up to approximately $2.0 million. The regulations are expected to be issued during
the first calendar quarter of 2009.

Deferred tax assets (liabilities) consist of the following (in thousands):

September 30, September 30,
2008 2007

Deferred tax assets:

Net operating loss carryforwards. . . ........................ $ 194,547 $ 270,060

Federal and state credit carryforwards . ... ................... 12,600 27,320

Capitalized start-up and development costs . .................. 23,302 26,845

Accrued expenses and other reserves. . .. .................... 75,079 62,340

Deferred revenue .. .......... .. . .. ... 13,576 21,476

Deferred compensation . . . . ........ .. ... i 15,914 13,168

Depreciation. . . ... ... e 2,988 3,044

Other . . .o 9,985 16,051
Total deferred tax asSetS . . .. ... .ot u it 347,991 440,304

Valuation allowance for deferred tax assets .. ................. (182,961) (326,699)
Net deferred tax assetS . . . .. oot i it e 165,030 113,605
Deferred tax liabilities:

Acquired intangibles. . .. ... ... (210,072) (139,199)
Net deferred tax liabilities . .............. ... ............... $ (45,042) $ (25,594)
Reported as:

Current deferred tax asSets . . . ..o vt ottt $ 1,703 $ 444

Long-term deferred tax liabilities . ......................... (46,745) (26,038)
Net deferred tax liabilities . ............. ... . ... . . ... .... $ (45,042) $ (25,594)

Effective October 1, 2007, the Company adopted the provisions of Financial Accounting Standards Board
(“FASB”) Interpretation (“FIN”) 48, “Accounting for Uncertainty in Income Taxes — an Interpretation of FASB

106



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

Statement No. 109.” FIN 48 clarifies the accounting for uncertainty in income taxes recognized in a company’s
financial statements in accordance with SFAS 109, “Accounting for Income Taxes.” FIN 48 prescribes the
recognition and measurement of a tax position taken or expected to be taken in a tax return. It also provides
guidance on the derecognition of prior tax positions, classification, interest and penalties, accounting in interim
periods, disclosure and transition. As a result of the implementation of FIN 48, the Company recognized an
adjustment of $0.9 million in the liability for unrecognized tax benefits. In addition, the Company reduced its
deferred tax assets and valuation allowance each by $52.0 million primarily with respect to net operating loss and
research credit carryforwards that are in excess of applicable limitations related to ownership changes.

The liability for unrecognized tax benefits related to various federal, state, and foreign income tax matters was
$2.5 million at October 1, 2007. At September 30, 2008, the liability for income taxes associated with uncertain tax
positions was $2.7 million. The increase of $0.2 million during fiscal 2008 is solely attributable to interest charges
recorded in the year. Included in this amount is approximately $0.8 million of unrecognized tax benefits, which if
recognized, would impact the effective tax rate. The difference between the total amount of unrecognized tax
benefits and the amount that would impact the effective tax rate consists of items that would be offset through
goodwill. The Company does not expect a significant change in the amount of unrecognized tax benefits within the
next 12 months.

Upon adoption of FIN 48, the Company’s policy to include interest and penalties related to gross unrecognized
tax benefits as part of the provision for income taxes did not change. As of September 30, 2008, the Company had
cumulatively accrued $0.4 million of interest and penalties related to uncertain tax positions. Interest and penalties
included in the provision for income taxes were not material in all periods presented.

The Company is subject to U.S. federal income tax and various state, local and international income taxes in
numerous jurisdictions. The federal, state and foreign tax returns are generally subject to tax examinations for the
tax years ended in 2004 through 2007. In addition, amounts reported on federal tax returns filed for earlier tax
periods from which operating losses and tax credits are carried to future periods may be adjusted upon the
utilization of such carryovers, but only to the extent such carryovers are applied. The Company has carryforwards
from most federal tax years occurring between 1994 and 2007.

At September 30, 2008 and 2007, the Company had United States federal net operating loss carryforwards of
$546.4 million and $705.2 million, respectively, of which $194.9 million and $100.9 million, respectively, relate to
tax deductions from share-based payments. At September 30, 2008 and 2007, the Company had state net operating
loss carryforwards of $133.5 million and $92.0 million, respectively. At September 30, 2008, the Company had
federal and state research and development carryforwards of $8.2 million and $6.8 million, respectively. At
September 30, 2007, the Company had federal and state research and development credit carryforwards of
$16.6 million and $9.6 million, respectively. The net operating loss and credit carryforwards will expire at various
dates beginning in 2009 and extending through 2027, if not utilized.

Utilization of the net operating losses and credits are subject to an annual limitation due to the ownership
change limitations provided by the Internal Revenue Code of 1986 and similar state tax provisions. The annual
limitation will result in the expiration of certain net operating losses and credits before utilization.

Significant management judgment is required in determining our provision for income taxes and in deter-
mining whether deferred tax assets will be realized in full or in part. When it is more likely than not that all or some
portion of specific deferred tax assets such as net operating losses or foreign tax credit carryforwards will not be
realized, a valuation allowance must be established for the amount of the deferred tax assets that are determined not
likely to be realizable. Realization is based upon a number of factors, including our ability to generate sufficient
future taxable income. The valuation allowance was determined in accordance with the provisions of SFAS 109,
“Accounting for Income Taxes,” which requires an assessment of both positive and negative evidence when
determining whether it is more likely than not that deferred tax assets are recoverable. Such assessment is required
on a jurisdiction-by-jurisdiction basis. The Company does not expect to reduce its valuation allowance significantly
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until sufficient positive evidence exists, including sustained profitability, that its deferred tax assets are more likely
than not to be realized. The Company will maintain a full valuation allowance on its net U.S. deferred tax assets
until sufficient positive evidence exists to support reversal of the valuation allowance.

As of September 30, 2008, the Company’s valuation allowance for U.S. net deferred tax assets totaled
$156.0 million, which consists of the beginning of the year allowance of $300.0 million plus 2008 charges
(benefits) of $23.5 million to income from operations and $0.3 million to other comprehensive income, less
reductions to goodwill of approximately $115.0 million, and less $52.0 million relating to tax attribute carryfor-
wards that are expected to expire unused. A portion of the deferred tax liabilities are created by goodwill, and are
not allowed as an offset to deferred tax assets for purposes of determining the amount of valuation allowance
required. Following the adoption of SFAS 142, deferred tax liabilities resulting from the different treatment of
goodwill for book and tax purposes cannot offset deferred tax assets in determining the valuation allowance. As a
result, the Company is required to increase its valuation allowance.

The valuation allowance reduces the carrying value of the deferred tax assets generated by foreign tax credits,
reserves and accruals and net operating loss (“NOL”) carryforwards, which would require sufficient future ordinary
income in order to realize the tax benefits. If the Company generates taxable income through profitable operations
in future years it may be required to recognize these deferred tax assets through the reduction of the valuation
allowance which would result in a material benefit to its results of operations in the period in which the benefit is
determined, excluding the recognition of the portion of the valuation allowance which relates to net deferred tax
assets acquired in a business combination and share-based payments. The valuation allowance associated with tax
assets arising in connection with share-based payments of $7.9 million as of September 30, 2008 and 2007, and will
be accounted for as additional paid in capital. The valuation allowance associated with tax assets arising from
business combinations of $124.5 million and $180.7 million as of September 30, 2008 and 2007, respectively, when
released, will reduce goodwill, intangible assets, and to the extent remaining, the provision for income taxes, until
the Company adopts SFAS 141R in its fiscal year 2010; after which time the reductions in the allowance, if any, will
be recorded as a benefit in the statement of operations.

A reconciliation of the Company’s effective tax rate to the statutory federal rate is as follows:

2008 2007 2006
Federal statutory tax rate . ...............c..uuueeeeeenn... 35.0% 35.0% 35.0%
Share-based payments. . . ............ it (30.1) 35.1 (32.1)
Foreign taxes . . ... ..o e (13.8) 9.7 (8.2)
Foreign benefit — refundable credits. ... .................... 249 — —
State tax, net of federal benefit............................ (48.2) 58.0 (40.9)
State tax law enactment, net of federal benefit. . .. ............. 131.6 — —
Nondeductible expenditures . ...............c.c.iieeeeen... 9.3) 6.0 (6.4)
Other. ..o 3.1 3.1 4.1
Change in valuation allowance . ........................... (192.2) 103.9 (159.5)
Executive compensation . .. ...t (1.1) 20.7 —
Federal credits, net. . ............ ... ... . 0 i 6.3 (6.4) 2.0

(93.8)% 265.1%  (214.2)%

The cumulative amount of undistributed earnings of the Company’s foreign subsidiaries amounted to,
$23.1 million at September 30, 2008. The Company has not provided any additional federal or state income
taxes or foreign withholding taxes on the undistributed earnings, as such earnings have been indefinitely reinvested
in the business. An estimate of the tax consequences from the repatriation of these earnings is not practicable at this
time resulting from the complexities of the utilization of foreign tax credits and other tax assets.
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21. Segment and Geographic Information and Significant Customers

The Company follows the provisions of SFAS 31, “Disclosures About Segments of an Enterprise and Related
Information,” which establishes standards for reporting information about operating segments. SFAS 131 also
established standards for disclosures about products, services and geographic areas. Operating segments are
defined as components of an enterprise for which separate financial information is available and evaluated regularly
by the chief operating decision maker in deciding how to allocate resources and in assessing performance. The
Company’s chief operating decision maker is the Chief Executive Officer of the Company.

The Company has several groups that oversee the core markets where the Company conducts its business.
Specifically in 2008, these groups were referred to as Enterprise, Mobile, Healthcare and Dictation, and Imaging. Each
of these groups has a president who has direct responsibility and oversight relating to go-to-market strategies and plans,
product management and product marketing activities. These groups do not directly manage centralized or shared
resources or the allocation decisions regarding the activities related to these functions, which include sales and sales
operations, certain research and development initiatives, business development and all general and administrative
activities. The Chief Executive Officer directly oversees each of the presidents, as well as each of the functions that
provide the shared and centralized activities noted above. To manage the business, allocate resources and assess
performance, the primary information used by the chief operating decision maker are revenue data by market,
consolidated gross margins and consolidated operating margins. Based on its review, the Company has determined that it
operates in one segment.

The following table presents revenue information for these core markets (in thousands):

Fiscal Fiscal Fiscal

2008 2007 2006
EnterpriSe . .. ..ot $283,274  $192,919 $142,848
Mobile . ... . 155,511 53,843 36,552
Healthcare and Dictation . .. .......... .. ... ... .. ..... 349,744 281,290 136,707
Imaging. . . ... 79,933 73,944 72,403
Total Revenue . .. ........o . $868,462  $601,996  $388,510

Revenue, classified by the major geographic areas in which the Company’s customers are located, were as
follows (in thousands):

2008 2007 2006
United States . . . ... .ot $669,239  $471,636  $288,300
International . ........ ... .. .. . ... 199,223 130,360 100,210
Total . ... $868,462  $601,996  $388,510

No country outside of the United States composed greater than 10% of total revenue.

The following table summarizes the Company’s long-lived assets, including intangible assets and goodwill, by
geographic location (in thousands):

September 30, September 30,

2008 2007
United States . . . ...ttt $2,066,106 $1,602,370
International. . . . . . .. .. . 264,810 148,801
Total . ..o $2,330,916 $1,751,171




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

22. Related Parties

A member of the Company’s Board of Directors is also a partner at Wilson Sonsini Goodrich & Rosati,
Professional Corporation, a law firm that provides services to the Company. These services may from time-to-time
include contingent fee arrangements. For the years ended September 30, 2008, 2007 and 2006, the Company paid
$13.1 million, $8.6 million and $2.9 million, respectively, to Wilson Sonsini Goodrich & Rosati for professional
services provided to the Company. As of September 30, 2008 and 2007, the Company had $2.6 million and
$5.1 million, respectively, included in accounts payable and accrued expenses to Wilson Sonsini Goodrich & Rosati.

Two members of the Company’s Board of Directors are employees of Warburg Pincus. On May 20, 2008, the
Company consummated a stock purchase agreement with Warburg Pincus. Including the May 2008 stock purchase
agreement, Warburg Pincus beneficially owns 21% of the Company’s common stock. See Note 16 for further
information.

23. Quarterly Data (Unaudited)
The following information has been derived from unaudited consolidated financial statements that, in the

opinion of management, include all recurring adjustments necessary for a fair statement of such information (in
thousands, except per share amounts):

First Second Third Fourth
Quarter Quarter Quarter Quarter Year

2008
Total revenue. . . ................ $195,024  $203,302 $216,744  $253,392  $868,462
Gross margin. . ................. $126,183  $119,506  $137,859  $169,271  $552,819
Net income (Ioss) . .............. $(15,425) $(26,791) $ (9,866) $ 22,014  $(30,068)
Net income (loss) per share:

Basic.................... ... $ (.08 $ (0.13) $ (©O05 $ 010 $ (0.14

Diluted ..................... $ (©O08) $ (0.13) $ (©05 $ 009 $ (0.14)
Weighted average common shares

outstanding:

Basic....................... 194,528 206,348 213,683 224,568 209,801

Diluted ..................... 194,528 206,348 213,683 246,525 209,801

First Second Third Fourth
Quarter Quarter Quarter Quarter Year

2007
Total revenue. . ................. $133,421  $132,062 $156,639  $179,874  $601,996
Gross margin. . ................. $ 92,792 $ 87,904 $104,512  $118,847  $404,055
Netloss........... .. $ (1,235) $ (1,731) $ (7,635) $ (3,414) $(14,015)
Net loss per share:

Basicand diluted . . . ........... $ (©01) $ (©O01) $ (©04) $ (0.02) $ (0.08
Weighted average common shares

outstanding:

Basic and diluted . . ... ......... 169,505 171,747 180,356 185,145 176,424
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has
evaluated the effectiveness of our disclosure controls and procedures. Our disclosure controls and procedures are
designed (i) to ensure that information required to be disclosed by us in the reports that we file or submit under the
Exchange Act is recorded, processed and summarized and reported within the time periods specified in the SEC’s
rules and forms and (ii) to ensure that information required to be disclosed in the reports the Company files or
submits under the Exchange Act is accumulated and communicated to our management, including our chief
executive officer and chief financial officer, to allow timely decisions regarding required disclosure. Based on that
evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of September 30, 2008, our
disclosure controls and procedures were effective.

Management Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial report-
ing, as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended. Our
internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external reporting purposes in accordance with
generally accepted accounting principles. Our internal control over financial reporting includes those policies and
procedures that:

* pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of our assets;

* provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that our receipts and expen-
ditures are being made only in accordance with authorizations of our management and directors; and,

* provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions and that the degree of compliance with the
policies or procedures may deteriorate.

Management has assessed the effectiveness of our internal control over financial reporting as of September 30,
2008, utilizing the criteria set forth in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). The internal controls over financial reporting for
the following entities, which we acquired during the fiscal year ended September 30, 2008, were excluded from
management’s assessment constituted approximately 1.6% of our consolidated assets as of September 30, 2008,
and approximately 8.1% of our consolidated revenue for the fiscal year ended September 30, 2008.

Company Acquisition Date
Vocada, InC. . ... ... e November 2, 2007
Viecore, INC. . . ..o November 26, 2007
eScription, Inc. .. ... ... May 20, 2008
Multi-Vision Communications Inc. .. ............ ... ... ... . ...... July 31, 2008
Philips Speech Recognition Services GmBH. . ........................ September 26, 2008



Based on the results of this assessment, management (including our Chief Executive Officer and our Chief
Financial Officer) has concluded that, as of September 30, 2008, our internal control over financial reporting was
effective.

The attestation report concerning the effectiveness of our internal control over financial reporting as of
September 30, 2008 issued by BDO Seidman, LLP, an independent registered public accounting firm, appears in
Item 8 of this Annual Report on Form 10-K.

Changes in Internal Controls Over Financial Reporting

There have been no changes in our internal controls over financial reporting during the fourth quarter of fiscal
2008 that have materially affected, or are reasonably likely to materially affect, our internal controls over financial
reporting.

Item 9B. Other Information

On November 28, 2008, the Compensation Committee (the “Committee”) of the Board of Directors approved
the following actions: (i) an increase in the annual performance bonus amount for Ms. McCann from 50% of her
base salary to 60% of her base salary, (ii) amendments to two restricted stock awards previously issued to Mr. Hunt
to provide for accelerated vesting of restricted stock units in the event Mr. Hunt’s employment is terminated by the
Company without cause, and (iii) the payment of cash bonuses to executive officers in accordance with the terms of
the Company’s previously disclosed fiscal 2008 employee bonus plan in the following amounts: Steve Chambers
($250,000), Jeanne McCann ($100,000), Paul Ricci ($345,000), John Shagoury ($100,000) and Tom Beaudoin
($31,500).

The Company’s board of directors has set the close of business on December 2, 2008 as the record date for
shareholders entitled to receive notice of, and to vote at, the annual shareholders meeting scheduled for January 30,
2009. Nuance will send a definitive proxy statement to stockholders of record, which will contain important
information about the meeting and the matters to be considered. Stockholders are urged to read the proxy statement
when it becomes available. The meeting site and time will be communicated to shareholders in the proxy materials
distributed for the annual meeting. The deadline for submitting a proposal pursuant to Rule 14a-8 under the
Securities Exchange Act of 1934, as amended, to be considered for inclusion in the Company’s proxy statement for
the annual meeting and for submitting a “timely” proposal for purposes of Rule 14a-4(c) under the Exchange Act is
December 12, 2008. In order for a proposal to be considered timely, it must be received by the Company on or prior
to such date at its principal executive offices at 1 Wayside Road, Burlington, MA 01803. Proposals should be
directed to the attention of the Secretary.

PART III

Certain information required by Part III is omitted from this Annual Report on Form 10-K since we intend to
file our definitive Proxy Statement for our next Annual Meeting of Stockholders, pursuant to Regulation 14 A of the
Securities Exchange Act of 1934, as amended (the “Proxy Statement”), within 120 days of the end of the end of the
fiscal year covered by this report, and certain information to be included in the Proxy Statement is incorporated
herein by reference.

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item concerning our directors is incorporated by reference to the information
set forth in the section titled “Election of Directors” in our Proxy Statement. Information required by this item
concerning our executive officers is incorporated by reference to the information set forth in the section entitled
“Executive Compensation, Management and Other Information” in our Proxy Statement. Information regarding
Section 16 reporting compliance is incorporated by reference to the information set forth in the section entitled
“Section 16(a) Beneficial Ownership Reporting Compliance” in our Proxy Statement.
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Our Board of Directors adopted a Code of Business Conduct and Ethics for all of our directors, officers and
employees on February 24, 2004. Our Code of Business Conduct and Ethics can be found at our website:
www.nuance.com. We will provide to any person without charge, upon request, a copy of our Code of Business
Conduct and Ethics. Such a request should be made in writing and addressed to Investor Relations, Nuance
Communications, Inc., 1 Wayside Road, Burlington, MA 01803.

To date, there have been no waivers under our Code of Business Conduct and Ethics. We will post any waivers,
if and when granted, of our Code of Business Conduct and Ethics on our website at www.nuance.com.

Item 11. Executive Compensation
The information required by this item regarding executive compensation is incorporated by reference to the

information set forth in the sections titled “Executive Compensation, Management and Other Information” in our
Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholders
Matters

The information required by this item regarding security ownership of certain beneficial owners and
management is incorporated by reference to the information set forth in the sections titled “Security Ownership
of Certain Beneficial Owners and Management” and “Equity Compensation Plans” in our Proxy Statement.
Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item regarding certain relationships and related transactions is incorporated
by reference to the information set forth in the section titled “Certain Relationships and Related Transactions” and
“Director Independence” in our Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by this section is incorporated by reference from the information in the section
entitled “Ratification of Appointment of Independent Auditors” in our Proxy Statement.

PART 1V

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as a part of this Report:

(1) Financial Statements — See Index to Financial Statements in Item 8 of this Report.

(2) Financial Statement Schedules — All schedules have been omitted as the requested information is
inapplicable or the information is presented in the financial statements or related notes included as part of this
Report.

(3) Exhibits — See Item 15(b) of this Report below.

(b) Exhibits.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly

authorized.

NUANCE COMMUNICATIONS, INC.

By: /s/ PauL A. Riccr

Paul A. Ricci
Chief Executive Officer and Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this Annual Report on Form 10-K has
been signed by the following persons in the capacities and on the dates indicated.

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

Date: December 1, 2008

/s/  Paul A. Ricci

Paul A. Ricci, Chief Executive Officer and
Chairman of the Board
(Principal Executive Officer)

/s/  Thomas L. Beaudoin

Thomas L. Beaudoin, Executive Vice President and
Chief Financial Officer
(Principal Financial Officer)

/s/  Daniel D. Tempesta

Daniel D. Tempesta, Chief Accounting Officer and
Corporate Controller
(Principal Accounting Officer)

/s/  Robert J. Frankenberg
Robert J. Frankenberg, Director

/s/ Jeffrey A. Harris
Jeffrey A. Harris, Director

/s/  William H. Janeway

William H. Janeway, Director

/s/ Katharine A. Martin
Katharine A. Martin, Director

/s/  Mark Myers
Mark Myers, Director

/s/  Philip Quigley
Philip Quigley, Director

/s/  Robert G. Teresi
Robert G. Teresi, Director




Exhibit
Number

EXHIBIT INDEX

Incorporated by Reference

Exhibit Description Form File No.

Exhibit

Filing
Date

Filed
Herewith

2.1

2.2

23

24

25

2.6

2.7

2.8

Purchase Agreement, dated October 7, S-1/A 33-100647

2002, between Koninklijke Philips
Electronics N.V. and the Registrant.

Amendment No. 1 to Purchase S-1/A 33-100647

Agreement, dated as of December 20,
2002, between Koninklijke Philips
Electronics N.V. and the Registrant.

Amendment No. 2 to Purchase S-1/A 33-100647

Agreement, dated as of January 29, 2003,
between Koninklijke Philips Electronics
N.V. and the Registrant.

Agreement and Plan of Reorganization, S-4 33-106184

dated April 23, 2003, by and among the
Registrant, Spiderman Acquisition
Corporation and SpeechWorks
International, Inc.

Agreement and Plan of Merger, dated as  8-K 0-27038
of May 4, 2004, as amended on May 28,
2004, by and among ScanSoft, Inc.,
Tennis Acquisition Corporation,
Telelogue, Inc., Pequot Venture Partners
II, L.P., PVP II Telelogue Prom Note 2
Grantor Trust, Palisade Private
Partnership II, L.P., and NJTC Venture
Fund SBIC LP, Martin Hale as
stockholder representative and U.S. Bank
National Association as escrow agent.

Agreement and Plan of Merger, dated as  8-K 0-27038
of November 14, 2004, by and among

ScanSoft, Write Acquisition Corporation,

ART Advanced Recognition

Technologies, Inc., and with respect

Article I, Article VII and Article IX only,

Bessemer Venture Partners VI, LP, as

stockholder representative.

Agreement and Plan of Merger, dated as  8-K 0-27038
of November 15, 2004, by and among

Phonetic Systems, LTD., Phonetics

Acquisition LTD., ScanSoft, and Magnum

Communications Fund L.P., as

stockholder representative.

Amended and Restated Agreement and 8-K 0-27038
Plan of Merger, made and entered into as

of February 1, 2005, and effective as of

November 15, 2004, by and among

ScanSoft, Phonetics Acquisition Ltd.,

Phonetic Systems Ltd. and Magnum

Communications Fund L.P., as

Shareholder Representative.

24

25

2.6

Annex A

2.1

2.1

2.2

2.1

12/6/2002

2/7/2003

2/7/2003

6/17/2003

6/30/2004

11/18/2004

11/18/2004

2/7/2005
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Number

Incorporated by Reference

Exhibit Description Form

File No.

Exhibit

Filing Filed
Date Herewith

2.9

2.10

2.11

2.12

2.13

2.14

2.15

2.16

Agreement and Plan of Merger by and 8-K
among ScanSoft, Nova Acquisition

Corporation, Nova Acquisition LLC, and
Nuance Communications, Inc., dated

May 9, 2005.

Agreement and Plan of Merger by and 8-K
among Nuance Communications, Inc.,

Phoenix Merger Sub, Inc. and Dictaphone
Corporation dated as of February 7, 2006.

Stock Purchase Agreement, dated as of 8-K
June 21, 2007, by and among AOL LLC,

Tegic Communications, Inc. and Nuance
Communications, Inc.

Agreement and Plan of Merger by and 8-K
among Nuance, Vicksburg Acquisition
Corporation, Voice Signal Technologies,

Inc., U.S. Bank National Association, as
Escrow Agent, and Stata Venture

Partners, LLC, as Stockholder

Representative, dated as of May 14, 2007.

Agreement and Plan of Merger by and 8-K
among Nuance Communications, Inc.,
Beryllium Acquisition Corporation,

Beryllium Acquisition LLC and BeVocal,

Inc. dated as of February 21, 2007.

Share Purchase Agreement dated 8-K
March 13, 2007 by and among Nuance
Communications, Inc., Bethany Advisors

Inc., Focus Softek India (Private) Limited

and U.S. Bank National Association, as

Escrow Agent.

Agreement and Plan of Merger by and 8-K
among Nuance Communications, Inc.,

Csonka Acquisition Corporation, Csonka
Acquisition LLC, Commissure Inc., U.S.

Bank National Association, as escrow

agent, and Michael J. Mardini, as the
shareholder representative dated as of
September 28, 2007.

Agreement and Plan of Merger by and 8-K
among Nuance Communications, Inc.,

Vineyard Acquisition Corporation,

Vineyard Acquisition LLC, Vocada, Inc.,

U.S. Bank National Association, as

Escrow Agent, and John Purtell, as

Stockholder Representative, dated as of

October 16, 2007.

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

1.1

2.1

2.1

2.1

2.1

2.1

2.1

2.1

5/10/2005

2/9/2006

6/27/2007

5/18/2007

2/27/2007

3/28/2007

10/4/2007

10/22/2007
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2.17

2.18

2.19

2.20

2.21

222

2.23

Agreement and Plan of Merger by and
among Nuance Communications, Inc.,
Vanhalen Acquisition Corporation,
Vanhalen Acquisition LLC, Viecore, Inc.,
U.S. Bank National Association, as
Escrow Agent, and Thoma Cressey Bravo,
Inc., as Stockholder Representative, dated
as of October 21, 2007.

Agreement and Plan of Merger by and
among Nuance Communications, Inc.,
Csonka Acquisition Corporation, Csonka
Acquisition LLC, Commissure, Inc., U.S.
Bank National Association, as Escrow
Agent, Stockholder Representative dated
as of September 28, 2007.

Agreement and Plan of Merger by and
among Nuance Communications, Inc.,
Vineyard Acquisition Corporation,
Vineyard Acquisition LLC, Vocada, Inc.
and U.S. Bank National Association, as
Escrow Agent, Stockholder Representative,
dated as of October 16, 2007.

Agreement and Plan of Merger by and
among Nuance Communications, Inc., Van
Halen Acquisition Corporation, Van Halen
Acquisition LLC, Viecore, Inc., U.S. Bank
National Association, as Escrow Agent,
Shareholder Representative, dated as of
October 21, 2007.

Agreement and Plan of Merger by and
among Nuance Communications, Inc.,
Easton Acquisition Corporation,
Escription, Inc., U.S. Bank National
Association, as Escrow Agent and Paul
Egerman as Stockholder Representative,
dated as of April 17, 2008.

Purchase Agreement dated as of April 7,
2008 by and among Nuance
Communications, Inc. and the Purchasers
identified on Exhibit A (Warburg Pincus
Private Equity VIII, L.P., Warburg Pincus
Netherlands Private Equity VIII, C.V.L.,
WP-WP VIII Investors, L.P.)

Share Purchase Agreement (Relating to
shares in Philips Speech Recognition
Systems GmbH) between Koninklijke
Philips Electronics N.V. and Nuance
Communications, Inc. dated as of
September 26, 2008.

8-K

8-K

8-K

8-K

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

2.1

2.1

2.1

2.1

2.1

22

2.1

10/25/2007

10/4/07

10/22/07

10/27/07

4/11/08

4/11/08

10/3/08
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2.24

2.25

2.26

2.27

3.1

3.2

3.3

34

3.5

4.1
4.2
43

Agreement and Plan of Merger by and
among Nuance Communications, Inc.,
SpeakEasy Acquisition Corporation,
SpeakEasy Acquisition LLC, SNAPin
Software, Inc., Thomas S. Huseby as
Stockholder Representative and U.S. Bank
National Association, as Escrow Agent,
effective as of September 24, 2008.

Amendment effective as of September 24,
2008, by and among Nuance
Communications, Inc., SpeakEasy
Acquisition Corporation, SpeakEasy
Acquisition LLC, SNAPin Software, Inc.,
Thomas S. Huseby as Stockholder
Representative and U.S. Bank National
Association, as Escrow Agent.

Amendment No. 1, dated as of
November 20, 2007, by and among
Nuance Communications, Inc., Vanhalen
Acquisition Corporation, VanHalen
Acquisition LLC, Viecore, Inc., and
Thoma Cressey Bravo, Inc. as
Shareholder Representative.

Amendment No. 2, dated as of
November 29, 2007, by and among
Nuance Communications, Inc. and Thoma
Cressey Bravo, Inc. as the representative
of the Company’s shareholders.

Amended and Restated Certificate of
Incorporation of the Registrant.
Certificate of Amendment of the
Amended and Restated Certificate of
Incorporation of the Registrant.
Certificate of Ownership and Merger.

Amended and Restated Bylaws of the
Registrant.

Certificate of Amendment of the
Amended and Restated Certificate of
Incorporation of the Registrant, as
amended.

Specimen Common Stock Certificate.
Common Stock Purchase Warrant.

Securities Purchase Agreement, dated
March 19, 2004, by and among Xerox
Imaging Systems, Inc., Warburg Pincus
Private Equity VIII, L.P., Warburg Pincus
Netherlands Private Equity VIII I C.V.,
Warburg Pincus Netherlands Private
Equity VIII II C.V., Warburg Pincus
Germany Private Equity VIII K.G., and
the Registrant.

8-K

8-K

10-Q

10-Q

10-Q
10-Q

8-K
8-K

S-3

8-A

10-Q

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

333-142182

0-27038
333-70603
0-27038

2.1

2.2

23

24

32

3.1

3.1
3.1

33

4.1

Annex A

4.1

10/3/08

10/3/08

2/11/08

2/11/08

5/11/2001

8/9/2004

10/19/2005

11/13/2007

4/18/2007

12/6/1995
1/14/1999
5/10/2004
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Exhibit

Filing
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Filed
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4.4

4.5

4.6

4.7

4.8

4.9

4.10

Stockholders Agreement, dated March 19,
2004, by and between the Registrant and
Warburg Pincus Private Equity VIII, L.P.,
Warburg Pincus Netherlands Private
Equity VIII I C.V., Warburg Pincus
Netherlands Private Equity VIII IT C.V.,,
and Warburg Pincus Germany Private
Equity VIII K.G.

Common Stock Purchase Warrants, dated
March 15, 2004, issued to Warburg
Pincus Private Equity VIII, L.P., Warburg
Pincus Netherlands Private Equity VIII I
C.V., Warburg Pincus Netherlands Private
Equity VIII IT C.V., and Warburg Pincus
Germany Private Equity VIII K.G.

Stock Purchase Agreement, dated as of
May 5, 2005, by and between the
Registrant and Warburg Pincus Private
Equity VIII, L.P., Warburg Pincus
Netherlands Private Equity VIII I C.V.,
Warburg Pincus Netherlands Private
Equity VIII IT C.V., and Warburg Pincus
Germany Private Equity VIII K.G.

Amended and Restated Stockholders
Agreement, dated May 5, 2005, by and
between the Registrant and Warburg
Pincus Private Equity VIII, L.P., Warburg
Pincus Netherlands Private Equity VIII I
C.V., Warburg Pincus Netherlands Private
Equity VIII IT C.V., and Warburg Pincus
Germany Private Equity VIII K.G.

Common Stock Purchase Warrants, dated
May 9, 2005, issued to Warburg Pincus
Private Equity VIII, L.P., Warburg Pincus
Netherlands Private Equity VIII I C. V.,
and Warburg Pincus Germany Private
Equity VIII K.G.

Securities Purchase Agreement, dated as
of May 5, 2005, by and between the
Registrant and Warburg Pincus Private
Equity VIII, L.P.,, Warburg Pincus
Netherlands Private Equity VIII C.V. L.
and Warburg Pincus Germany Private
Equity VIII K.G.

Indenture, dated as of August 13, 2007,
between Nuance Communications, Inc.
and U.S. Bank National Association, as
Trustee (including form of

2.75% Convertible Subordinated
Debentures due 2027).

10-Q

10-Q

S-4/A

S-4/A

S-4

10-Q

8-K

0-27038

0-27038

333-125496 Annex F

333-125496 Annex G

333-125496

0-27038

0-27038

4.2

43

4.11

4.2

4.1

5/10/2004

5/10/2004

8/1/2005

8/1/2005

6/3/2005

8/9/2005

8/17/2007
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Number Exhibit Description Form File No. Exhibit Date Herewith

10.1 Form of Indemnification Agreement. S-8 333-108767 10.1 9/12/2003

10.2 Stand Alone Stock Option Agreement S-8 333-49656 4.3 11/9/2000
Number 1, dated as of August 21, 2000,
by and between the Registrant and Paul
A. Ricci.*

104 Caere Corporation 1992 Non-Employee S-8 333-33464 10.4 3/29/2000
Directors’ Stock Option Plan.*

10.5 1993 Incentive Stock Option Plan, as S-1 333-100647 10.17 10/21/2002
amended.*

10.6 1995 Employee Stock Purchase Plan, as 14A 0-27038 Annex D 4/13/2004
amended and restated on April 27, 2000.*

10.7 Amended and Restated 1995 Directors’ 14A 0-27038 10.2 3/17/2005
Stock Option Plan, as amended.*

10.8 1997 Employee Stock Option Plan, as S-1 333-100647 10.19 10/21/2002
amended.*

10.9 1998 Stock Option Plan.* S-8 333-74343 99.1 3/12/1999

10.10  Amended and Restated 2000 Stock 14A 0-27038 10.1 3/17/2005
Option Plan.*

10.11 2000 NonStatutory Stock Option Plan, as  S-8 333-108767 4.1 9/12/2003
amended.*

10.12  ScanSoft 2003 Stock Plan.* S-8 333-108767 4.3 9/12/2003

10.13  Nuance Communications, Inc. 2001 S-8 333-128396 4.1 9/16/2005
Nonstatutory Stock Option Plan.*

10.14  Nuance Communications, Inc. 2000 Stock S-8 333-128396 4.2 9/16/2005
Plan.*

10.15 Nuance Communications, Inc. 1998 Stock S-8 333-128396 4.3 9/16/2005
Plan.*

10.16  Nuance Communications, Inc. 1994 S-8 333-128396 4.4 9/16/2005
Flexible Stock Incentive Plan.*

10.17  Form of Restricted Stock Purchase 10-K/A  0-27038 10.17 12/15/2006
Agreement.*

10.18  Form of Restricted Stock Unit Purchase 10-K/A  0-27038 10.18 12/15/2006
Agreement.*

10.19  Form of Stock Option Agreement.* 10-K/A  0-27038 10.19 12/15/2006

10.20 2005 Severance Benefit Plan for 10-Q 0-27038 10.1 5/10/2005
Executive Officers.*

10.21  Officer Short-term Disability Plan.* 10-Q 0-27038 10.2 5/10/2005

10.22  Technology Transfer and License S-1/A 333-100647 10.30  2/7/2003
Agreement, dated as of January 30, 2003,
between Koninklijke Philips Electronics
N.V. and the Registrant.

10.24  Letter, dated February 17, 2003, from the 10-Q 0-27038 10.1 5/15/2003
Registrant to Jeanne McCann regarding
certain employment matters.*

10.25  Employment Agreement, effective 8-K 0-27038 10.1 11/8/2006
August 11, 2006, by and between the
Registrant and Paul A. Ricci.*

10.26  Employment Agreement, dated March 9,  10-Q 0-27038 10.1 8/9/2004

2004, by and between the Registrant and
John Shagoury.*
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10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

Letter, dated May 23, 2004, from the
Registrant to Steven Chambers regarding
certain employment matters.*

Letter, dated September 27, 2004, from
the Registrant to James R. Arnold, Jr.
regarding certain employment matters.*

Letter dated September 25, 2006, from
the Registrant to Don Hunt regarding
certain employment matters.

Registration Rights Agreement, dated as
of August 13, 2007, among Nuance
Communications, Inc. and Citigroup
Global Markets Inc. and Goldman
Sachs & Co.

Purchase Agreement, dated as of
August 7, 2007, by and among Nuance
Communications, Inc., Citigroup Global
Markets Inc. and Goldman, Sachs & Co.

Amended and Restated Credit Agreement
dated as of April 5, 2007, among Nuance
Communications, Inc., the Lenders party
thereto from time to time, UBS AG,
Stamford Branch, as administrative agent,
Citicorp North America, Inc., as
syndication agent, Credit Suisse
Securities (USA) LLC, as documentation
agent, Citigroup Global Markets Inc. and
UBS Securities LLC, as joint lead
arrangers, Credit Suisse Securities (USA)
LLC and Banc Of America Securities
LLC, as co-arrangers, and Citigroup
Global Markets INC., UBS Securities
LLC and Credit Suisse Securities (USA)
LLC, as joint bookrunners.

Amendment Agreement, dated as of
April 5, 2007, among Nuance, UBS AG,
Stamford Branch, as administrative agent,
Citicorp North America, INC., as
syndication agent, Credit Suisse
Securities (USA) LLC, as documentation
agent, the Lenders, Citigroup Global
Markets Inc. and UBS Securities LLC, as
joint lead arrangers and joint
bookrunners, Credit Suisse Securities
(USA) LLC, as joint bookrunner and
co-arranger, and Banc Of America
Securities LLC, as co-arranger.

Increase Joinder, dated as of August 24,
2007, by and among Nuance
Communications, Inc. and the other
parties identified therein, to the Amended
and Restated Senior Secured Credit
Facility dated as of April 5, 2007.

10-Q

10-K/A

10-K/A

8-K

8-K

8-K

8-K

8-K

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

0-27038

10.2

10.39

10.29

10.1

10.1

10.1

10.2

10.1

8/9/2004

1/6/2005

12/15/2006

8/17/2007

8/9/2007

4/11/2007

4/11/2007

8/30/2007
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10.35  Stock Option Agreement, dated as of 10-Q 0-27038 10.1 2/9/2007

October 10, 2006, by and between the
Registrant and Don Hunt.*
10.36  Restricted Stock Purchase Agreement 10-Q 0-27038 10.1 2/9/2007
(Performance Based Vesting), dated as of
October 10, 2006, by and between the
Registrant and Don Hunt.*
10.37  Restricted Stock Purchase Agreement 10-Q 0-27038 10.1 2/9/2007
(Time Based Vesting), dated as of
October 10, 2006, by and between the
Registrant and Don Hunt.*
10.38  Amended and Restated 2000 Stock Plan.  8-K 0-27038 10.1 3/15/2007
10.39  Letter, dated June 3, 2008, from the X
Registrant to Thomas L. Beaudoin
regarding certain employment matters.

14.1 Registrant’s Code of Business Conduct 10-K 0-27038 14.1 3/15/2004
and Ethics.
21.1 Subsidiaries of the Registrant. X
23.1 Consent of BDO Seidman, LLP. X
24.1 Power of Attorney. (See Signature Page). X
31.1 Certification of Chief Executive Officer X
Pursuant to Rule 13a-14(a) or 15d-14(a).
31.2 Certification of Chief Financial Officer X

Pursuant to Rule 13a-14(a) or 15d-14(a).

32.1 Certification Pursuant to 18 U.S.C. X
Section 1350.

* Denotes management compensatory plan or arrangement



PERFORMANCE GRAPH

The following graph compares the Company’s cumulative total return on its Common Stock for a 69-month
period ended September 30, 2008 with the cumulative total return of the Russell 2000, and the S&) Information
Technology indices assuming $100 was invested in the Company’s Common Stock and each of the indices on
December 31, 2003 and September 30, 2004, 2005, 2006, 2007 and 2008. The stock price performance on the
following graph is not necessarily indicative of future stock price performance.

COMPARISON OF 69 MONTH CUMULATIVE TOTAL RETURN?*
Among Nuance Communications, Inc., The Russell 2000 Index
And The S&P Information Technology Index
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* $100 invested on 12/31/02 in stock & index-including reinvestment of dividends. Fiscal year ending
September 30.

12/02 12/03 9/04 9/05 9/06 9/07 9/08
Nuance Communications, Inc. 100.00 | 102.31 78.46 | 102.50 | 157.12 | 371.35 | 234.42
Russell 2000 100.00 | 147.25 | 152.72 | 180.14 | 198.01 | 222.44 | 190.23
S&P Information Technology 100.00 | 147.23 | 132.99 | 150.87 | 155.79 | 192.13 | 147.21













