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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT of
1934
For the fiscal year ended December 31, 2013

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

Commission File No. 1-11859

PEGASYSTEMS INC.

(Exact name of Registrant as specified in its chaet)

Massachusetts
(State or other jurisdiction of incorporation or or ganization)
(IRS Employer Identification No. 04-2787865)
One Rogers Stree
Cambridge, MA 021421209
(Address of principal executive offices (zip code)

(617) 374-9600

(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) d¢fie Act:

Title of Each Class Name of Each Exchange on Which Registere
Common Stock, $0.01 par value per shar NASDAQ Global Select Market
Securities registered pursuant to Section 12(g) diie Act:
None

Indicate by check mark if the Registrant is a vikelbwn seasoned issuer, as defined in Rule 405e0Béturities Act of 1933.  Yes
O No

Indicate by check mark if the Registrant is notuiegg to file reports pursuant to Section 13 orti®acl5(d) of the Exchange
Act. Yes O No

Indicate by check mark whether the Registrant gF)filed all reports required to be filed by Sectik3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mo(ah$or such shorter period that the Registrart veguired to file such reports) and
(2) has been subject to such filing requirementsHe past 90 days. Yekl No [

Indicate by check mark whether the registrant luasmtted electronically and posted on its corpovdtb site, if any, every Interacti
Data File required to be submitted and posted puntsto Rule 405 of RegulationBeuring the preceding 12 months (or for such grgrérioc
that the registrant was required to submit and poash files). Yes[Xl No [

Indicate by check mark if disclosure of delinquiiers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained, to the best of the Registrant’s knowdedly definitive proxy or information statementsanporated by reference in Part Il of this
Form 10-K or any amendment to this Form 10-KU

Indicate by check mark whether the Registrantl&sge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer”, “accelerated filer”, and “smalleporting company” in Rule 12b-2 of the
Exchange Act. (Check one):

Large accelerated fileilx] Accelerated filer
O Nonr-accelerated filer I Smaller reporting company
(Do not check if a smaller reporting compa

Indicate by check mark whether the Registrantskeall company (as defined in Rule 12b-2 of the Brgje Act). Yes[l No

The aggregate market value of the Registrant’s comstock held by non-affiliates of the Registraasdd on the closing price (as
reported by NASDAQ) of such common stock on thebasiness day of the Registrant’s most recentigpdeted second fiscal quarter (June
30, 2013) was approximately $576 million.

There were 38,135,303 shares of the Registrantisraan stock, $0.01 par value per share, outstarafirigebruary 5, 2014.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registré’s definitive proxy statement related to its 2014wl meeting of stockholders be filed subsequently a



incorporated by reference into Part Il of thisgdp



Table of Contents

Iltem

@ >

AWONRRER

O©oO~N~NO O

9A
9B

10
11
12
13
14

15

TABLE OF CONTENTS

PART |
Business
Risk Factors
Unresolved Staff Commen
Properties
Legal Proceeding
Mine Safety Disclosure

PART Il
Market for Registrar s Common Equity, Related Stockholder Matters asddsPurchases of Equity Securi
Selected Financial Da
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Quantitative and Qualitative Disclosure about MafResk
Financial Statements and Supplementary |
Changes in and Disagreements with Accountants @ouaing and Financial Disclosu
Controls and Procedur
Other Informatior

PART Il
Directors, Executive Officers, and Corporate Goaege
Executive Compensatic
Security Ownership of Certain Beneficial Owners dahagement and Related Stockholder Mai
Certain Relationships and Related TransactionsDarettor Independenc
Principal Accounting Fees and Servi

PART IV
Exhibits, Financial Statement Schedt
Signatures

75
76
76
78
78

78
79



Table of Contents

PART |

Forward-looking statements

This Annual Report on Form 10-K contains or incaogtes forward-looking statements within the meamihgection 27A of the
Securities Act of 1933 and section 21E of the SgearExchange Act of 1934. These forward-lookitefesments are based on current
expectations, estimates, forecasts and projectibast the industry and markets in which we opesmattmanagement’s beliefs and
assumptions. Other written or oral statementsdbastitute forward-looking statements may be madesbor on our behalf. Words such as
“expect,” “anticipate,” “intend,” “plan,” “believé,“could,” “estimate,” “may,” “target,” “project,’or variations of such words and similar
expressions are intended to identify such forwanking statements. These statements are not gaasaot future performance and involve
certain risks, uncertainties and assumptions tleatlifficult to predict. We have identified certaisk factors included in Item 1A of this Anni
Report on Form 10-K that we believe could causeagtuwal results to differ materially from the fomdtdooking statements we make. We do
not intend to update publicly any forward-lookirtgtements, whether as a result of new informafigoye events or otherwise.

ITEM 1. Business

Pegasystems Inc. was incorporated in Massachuiséi®83. Our stock is traded on the NASDAQ GlobeleSt Market under the
symbol PEGA. Our Website address is www.pega.comavg not including the information contained on\Website as part of, or
incorporating it by reference into, this Annual Repn Form 10-K. Unless the context otherwise nexg references in this Annual Report on
Form 10-K to “the Company,” “Pega,” “we,” “us” oplur” refer to Pegasystems Inc. and its subsidiaries

Our business: Better Business Softwaré'

We believe that business success requires thatiaegmns become digital enterprises in order teeséoday’s empowered customers,
and that software either accelerates or impededrdresformation. Pega powers the digital enteegprigh Better Business Software™ that
replaces archaic programming or multiple softwaekages with a comprehensive model built on vimwgthphors that businesspeople can
understand and drive. The resulting digital enisgpengages customers, simplifies processes, amslthie power to change into a competitive
advantage.

We develop, market, and license software solutibashelp clients improve their business resultgiing them the power to engage
customers, simplify their operations, and adagt@nge. Pegasystems’ software allows clients tiol lamid change enterprise software
applications much more rapidly than they can wistditional programming, while engaging the collaiiwe efforts of both businesspeople anc
technologists.

Pegasystems unified platform intersects with séveaditional software markets, including: CustorRalationship Management
(“CRM"), Business Process Management (“BPM”), Besist Rules Management Systems (“BRMS”) Dynamic Gésmagement (“DCM”),
Decision Management, including predictive and aigdapnalytics, and the Vertical Specific Softwaté3S”) market of vertical industry
solutions and packaged applications. Pegasysteifiscland highly scalable platform provides supedapability and agility to its clients.

Pegasystems also provides consulting servicesnapigientation support, training, and technical supgervices to help clients
maximize the business value from our software. @éei$ our sales efforts primarily on target accoumtsch are large companies or divisions
within companies, and typically leaders in thetustries. Our strategy is to sell a client a sesfdikenses, each focused on a specific purpost
or area of operations. As we have found meanirigfatest from smaller companies, we are workinmtest in expanding our sales force to
extend coverage beyond our traditional Fortunef600s.
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Our partners

We maintain alliances with global systems integimd technology consulting firms that providesidting services to our clients.
Strategic partnerships with technology consulting$ and systems integrators are important to alessefforts because they influence buying
decisions, help us to identify sales opportunities] complement our software with their domain etigpe and services capabilities. These
partners may deliver strategic business planniogsualting, project management, and implementationices to our clients. Currently, our
partners include well respected, major firms suchecenture Ltd., Capgemini SA, Cognizant Techngl8glutions Inc., Infosys Technologi
Limited, Mahindra Satyam, Tata Consultancy Servidested, PricewaterhouseCoopers LLP, Virtusa Coagion, and Wipro Ltd.

Our products
Pega Build for Change® Platform

The Pega Build for Change platform (PegaRULES R®a€&ommandet i¥ a unified platform that enables clients to baitderprise
applications in a fraction of the time it would ¢alising traditional programming technologies. Basfand IT personnel collaborate, using a
visual “language” that models the requirements@aglgn of the application in a readily understaiheatanner. This agile approach facilitates
continuous improvement methodologies, such as BPMean Six Sigma, to effectively manage individpedjects or drive a complete
enterprise transformation. All aspects of the aygpion are defined in the model: business strategyping, business processes, data models,
case definitions, rules, decisions, reporting,riates, intelligent work management capabilitiassibess activity monitoring, and the user
experience across both web and mobile devices.

Once defined this way, the finished application asdocumentation are generated and immediatealgyréor use. Our approach
bypasses the error-prone and time-consuming pradesanually translating requirements into codee $hftware application is automatically
created directly from the model, closing the cogtip between vision and execution. The Pega Bail€hange® platform is standards-based
and can leverage a client’s existing technologgréate new business applications that cross teghpalilos and bridge front and back-office.

Business Process Solutior

Pegasystems also offers purpose or industry-spesmfutions built on its platform. These solutigmevide a best-practice starting
point for key industry processes, yet maintaireaifiility not delivered by traditional “commerciaff the shelf’ products. This allows
organizations to quickly implement new processefine customer experiences, bring new offeringmdoket, and provide customized or
specialized processing to meet the needs of diffenestomers, departments, geographies or regylegquirements.

Pega Customer Engagement Solutio

Pega Customer Engagement Solutions offer a prairésma, customer-centric CRM solution to maximibe tifetime value of
customers and reduce the costs of serving custoM&rprovide marketing, sales, and service solsttoroptimize sales processes and
customer service interactions. Our case manageamehibusiness process solutions facilitate thellfulfint of customer requests, while our
“Next-Best-Action” analytics predict and adapt tsstomer behavior to improve both business outcandshe customer experience.

Decision management is incorporated into thesdisokito guide actions and optimize process outsopased on business objectives
Solutions, including cross-sell/up-sell, retentisarvice recommendations, and collections helpniessies deploy automated decision making
quickly. The predictive and adaptive analytics impayated into these solutions support the creatimhimprovement of decision models to
improve outcomes.
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Pega Application Mobility Platforrr

Our acquisition of Antenna Software, Inc. (“Antefinexpanded our Pega Application Mobility Platforwhich enables clients to
build, manage, and deploy mobile applications. @abile application development platform permiteots to manage the complex elemen
the mobile application lifecycle including securitgtegration, testing, and management of mobifdieations and devices. It also helps
businesses significantly reduce their developmiarg,tdeployment cost, and the complexity associaiéd run-the-business mobile
applications.

Pega Clouc®

Pega Clou® is Pegasystems’ service offering thatvalclients to create and deploy our software iappbns using an Internet-based
infrastructure. This offering enables our cliemtsapidly build, test, and deploy their applicadn a secure cloud environment, while
minimizing their infrastructure and hardware costs.

Our services and support

We offer services and support through our Pegautting group, our global client support group, an training services group. We
also utilize third party contractors to assistugpiioviding these services.

Pega Consulting

Our Pega consulting group provides guidance andeimgntation services to our clients and partnersam to best apply our
technology and develop strong implementation eigert

Global Client support

Our global client support group is responsibledigpport of our software deployed at client sitegprt services include automated
problem tracking, prioritization and escalationg®dures, periodic preventive maintenance, docurtientapdates, and new software releases

Training Services

The success of our sales strategy for multipleWelbn sales to target clients depends on our phditrain a large number of partners
and clients to implement our technology. We offairting for our staff, clients, and partners. Thagnis offered at our regional training
facilities in Cambridge, Massachusetts, BedfordyNtampshire, Reading, England, Hyderabad, Indidn8y, Australia, at third party
facilities in numerous other locations, and atrdlisites. We also offer training online through GADEMY, which offers an alternative wi
to learn our software quickly, easily, and coseefifzely. We expect that the online training willlh expand the number of trained experts at &
faster pace. Our courses are designed to meepdhuefis requirements of process architects, systerhitects, and system administrators.

Our markets

Our target clients are primarily large, industrgdéng organizations faced with managing changéseio complex business processes
in order to increase business agility, drive grqwriiprove productivity, retain customers, and hehgure compliance. Our clients have
typically been large companies in the financial/s®s, healthcare, insurance, government, commtioitsaand media, manufacturing and higt
tech, and life sciences markets. We are expandingl@nt base to a broader range of companiesmiittose markets as well as to additional
industries, such as energy, travel and entertaihmen

Financial Services

Financial services organizations rely on softwarartprove the quality, accuracy, and efficiencyco$tomer interactions and
transactions processing. Pegasystems’ customdcegmocess, marketing, and exceptions managemeaagts allow clients to be responsive
to changing business requirements.
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Healthcare

Healthcare organizations seek products that integneir front and back office initiatives and hdijive customer service, efficiency,
and productivity. Our claims products allow headttecclients to address financial, administrative eoverage requirements of healthcare
consumerism and reform.

Insurance

Insurance companies, whether competing globallyationally for customers and channels, need softw@automate the key activit
of distribution management, quoting, underwritiolgims, and policy servicing as well as productt tmprove customer service and the
overall customer experience. Pega’s solutionsrfeuriance carriers increase business value by deliveustomer-focused experiences that
drive higher sales, lower expense ratios, and ingrsk mitigation.

Communications and Media

Communications and media organizations need toeaddrigh levels of customer churn, growing presguiecrease revenue and an
ability to respond quickly to changing market cdiwfis. Our solutions enable organizations to restiap way they interact with customers,
streamline operations and bring new services aodyats to market.

Government

Government agencies need to modernize legacy systathprocesses to meet the growing demands fooua@ constituent service,
lower costs and greater levels of transparencyafegems offers a proven, economical and highcéffe solution that delivers advanced
capabilities to streamline application developreerd delivery via an agile, multi-channel environinen

Life Sciences

Life sciences organizations are looking for solusido increase efficiencies and transparency athesgroduct development lifecycle
by automating and streamlining business processesspeople, applications, business rules andpeige systems. Our solutions for life
sciences focus on product development, safetyiakdimranagement, CRM, and regulatory transpareniiyeding advanced capabilities to
streamline development and bring to market industging solutions quickly.

Manufacturing and High Technology

Manufacturers world-wide are transforming theirihasses to better engage customers and suppbenglbas directly manage the
performance of their products—from the earliesigiesto beyond the manufacturing stage and throuigthe product life-cycle. Our
manufacturing solutions address supplier risk, rganaarranties, recalls, repairs, and returns, dsasextend ERP system capabilities.

Other Industries

We offer solutions to a broad range of other typlesompanies and industries. For example, we sglB&M technology to clients in
energy, transportation, retail, travel, and otlevises.
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Competition

We compete in the BPM, Case Management, CRM, BssiReles, Decision Management, and mobile appticatevelopment

platform software markets. These markets are ietgrcompetitive, rapidly changing, and highly fragmied, as current competitors expand
their product offerings and new companies ententheket. Competitors vary in size and in the scame breadth of the products and services
offered. We encounter competition from:

BPM vendors, including Service-Oriented Architeet(fiISOA”) middleware vendors such as IBM, Oraclegwation, Software
AG, and Tibco Software Inc., and other BPM vendarsh as Appian Corporation and the Cordys divisio@pen Text

Case Management vendors such as the Documentusiodivif EMC Corporation, the FileNet division ofNBs Information
Management Group, and the BPM/Case Managementativi$ Open Text

CRM application vendors such as Salesforce.comSi#leel division of Oracle, and the Microsoft DynesnCRM division of
Microsoft;

Decision Management vendors including Business $fhggine vendors such as the ILOG and SPSS digisibiBM, and the
Blaze division of FICO, and vendors of solutionattleverage predictive analytics in managing custoralationships including the
Unica Division of IBM;

Companies that provide application specific sofevar the financial services, healthcare, insuraraother specific markets such
as Guidewire Software, Inc., the Detica NetReveagidibn of BAE, SmartStream Technologies Ltd., Sang; SAP, and The
TriZetto Group, Inc.

Mobile application development platform vendorgluding IBM and SAP, as well as open source mdiitdinologies, including
the jQuery Mobile platform from the jQuery Foundat

Professional service organizations that developoousoftware in conjunction with rendering conswdtservices; an

Clients’ current information technology departmemthich may seek to modify their existing systemsl@velop their own
proprietary system:

We have been most successful competing for cliwhtsse businesses are characterized by a high defyceange, complexity, and

regulation. We believe that the principal compegitiactors within our market include:

Product adaptability, scalability, functionalityydaperformance

Proven success in delivering ¢-savings and efficiency improvemen
Eastof-use for developers, business units, anc-users;

Timely development and introduction of new produwisl product enhancemer
Establishment of a significant base of referenentd;

Ability to integrate with other products and teclorgies;

Customer service and suppc

Product price

Vendor reputation; an

Relationships with systems integratc
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We believe we are competitively differentiated as wnified Build for Chang& technology allows bettent business and IT staff,
using a single, intuitive user interface, to bultterprise applications in a fraction of the timeauld take with the types of disjointed
architectures and tools offered by our competitdrs.believe we compete favorably due to our expeiiti our target industries and our long-
standing client relationships. We believe we compess favorably on the basis of some of thesefaetith respect to our larger competitors,
many of which have greater sales, marketing arahfiral resources, more extensive geographical pcesand greater name recognition than
we do. In addition, we may be at a disadvantagk keispect to our ability to provide expertise algspur target industries. See “Risk Factors—
The market for our offerings is intensely and iraiagly competitive, rapidly changing and highlggmented” in Item 1A of this Annual
Report on Form 10-K.

Sales and marketing

We market our software and services primarily tgfoa direct sales force. Strategic partnershipls eonsultants and systems
integrators are important to our sales efforts bsedhey influence buying decisions, help us tatifiesales opportunities, and complement
software and services with their domain expertise grofessional services capabilities.

To support our sales efforts, we conduct a broadeaf marketing programs, including client anduistdy targeted solution
campaigns, trade shows, including our PegaWORLD esaference, solution seminars and Webinars, tingasalyst and press relations, W
and digital marketing, community development, slotiadia, and other direct and indirect marketirfgre$. Our consulting staff, business
partners, and other third parties also conduct g separate marketing campaigns that genellateleads.

Sales by geography

In 2013, 2012, and 2011, sales to clients basesidmubf the United States of America (“U.S.”) reg@eted approximately 45%, 46%,
and 48%, respectively, of our total revenue. Weently operate in one reportable segment — busipex®ss solutions. We derive
substantially all of our operating revenue from shée and support of one group of similar prodacis services. The majority of our assets are
located within the U.S. See Note 18 “Geographiornmiation and Major Clients” included in the noteghe accompanying audited
consolidated financial statements for further de@ge “Risk Factors—We face risks from operatiand clients based outside of the U.S.” in
Item 1A of this Annual Report on Form 10-K.

Research and development

Our development organization is responsible fodpob architecture, core technology developmentjycbtesting, and quality
assurance. Our product development priority isottioue expanding the capabilities of our integrééchnology. We intend to maintain and
extend the support of our existing solution framegwspand we may choose to invest in additional &awrks which incorporate the latest
business innovations. We also intend to maintathextend the support of popular hardware platfowpsrating systems, databases, and
connectivity options to facilitate easy and rapipldyment in diverse information technology infrastures. Our goal with all of our products
is to enhance product capabilities, ease of imphation, long-term flexibility, and the ability forovide improved client service.

During 2013, 2012, and 2011, research and developexpenses were approximately $79.7 million, $76illion, and $65.3 million,
respectively. We expect that we will continue toncoit significant resources to our product researmth development in the future to maintain
our leadership position.

Employees

As of January 31, 2014, we had 2,627 employeesdwitk, of which 1,219 were based in North Amerts48 were based in Europe,
and 860 were based in Asia Pacific.
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Backlog of license, maintenance, and services

As of December 31, 2013, we had software licenséntanance, and services agreements with cliepsotad to result in
approximately $506.1 million of future revenuewdfich we expect approximately $279.7 million torbeognized in 2014. As of
December 31, 2012, we had backlog of software §eemaintenance, and services agreements withbéapproximately $438 million.
Under some of these agreements, we must fulfitbaeiconditions prior to recognizing revenue, ameré can be no assurance when, if evel
will be able to satisfy all such conditions in eagstance. Business conditions could change aedefitre, backlog may not be a reliable
indicator of future financial performance.

Available Information

We make available free of charge through our Wehsitw.pega.com/about-us/investors/sec filings onndal Reports on Form 10-
K, Quarterly Reports on Form 10-Q and Current Respon Form 8-K, and amendments to these reporsg@sas reasonably practicable after
we electronically file such material with, or fushisuch material to, the Securities and Exchangen@ssion (“SEC”). The SEC maintains a
Website that contains reports, proxy, and infororaitatements and other information regarding issihnat file electronically with the SEC at
www.sec.gov. We make available on our Website itsdded by our executive officers and Directorskorms 3, 4, and 5 regarding their
ownership of our securities. Our Code of Condunt, any amendments to our Code of Conduct, is alaitedle on our Website.

7
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ITEM 1A. Risk Factors

The following important factors could cause oumatbusiness and financial results to differ matrifrom those contained in
forward-looking statements made in this Annual Repo Form 10-K or elsewhere by management frone tisntime.

Factors relating to our financial results

The timing of our license revenue is difficult toredict accurately, which may cause our quarterlyeypting results to vary
considerably A change in the number or size of high value lieemsangements, or a change in the mix betweerepaidicenses, term
licenses, and Pega Clofid subscriptions can caugsewnues to fluctuate materially from quarteqt@rter. Our decision to enter into term
licenses and Pega Clo@id subscriptions that retjugreevenue to be recognized over the license neagnadversely affect our profitability in
any period due to sales commissions being paidetirne of signing and the corresponding revenimgh@cognized over time. We budget for
our selling and marketing, product development, atheér expenses based on anticipated future revéfrthe timing or amount of revenue fe
to meet our expectations in any given quarter fimancial performance is likely to be adverselyeatéd because only small portions of
expenses vary with revenue. As a result, periodetdod comparisons of our operating results arenroessarily meaningful and should not be
relied upon to predict future performance.

The number of our license arrangements has beenreasing, and we may not be able to sustain thisvgtto unless we and our
partners can provide sufficient high quality congirlg services, training, and maintenance resourdesenable our clients to realiz
significant business value from our softwarOur clients typically request consulting serviced &aining to assist them in implementing our
products. Our clients also purchase maintenan@oproducts in almost all cases. As a resultparease in the number of license
arrangements is likely to increase demand for dtinguservices, training, and maintenance relatigur products. Given that the number of
our license arrangements has been increasing, lveegd to provide our clients with more consultsegvices, training, and maintenance to
enable our clients to realize significant businessie from our software. We have been increasieghbling our partners and clients through
training to create an expanded universe of petyaieare skilled in the implementation of our praguélowever, if we and our partners are
unable to provide sufficient high quality consulfiservices, training, or maintenance resourcesita@l@nts, our clients may not realize
sufficient business value from our products toifugollow-on sales, which could impact our futuieancial performance. In addition, the
growth required to meet the increased demand focomsulting services could strain our ability &lider our services engagements at desirec
levels of profitability, thereby impacting our oedlrprofitability and financial results.

We frequently enter into a series of licenses that focused on a specific purpose or area of openas. If we are not successful in
obtaining follow-on business from these clients, rdinancial performance could be adversely affectale frequently enter into a series of
licenses with our new clients that are focused epexific purpose or area of operations. Onceemthas realized the value of our software
work with the client to identify opportunities fésllow-on sales. However, we may not be successfdemonstrating this value to some
clients, for reasons relating to the performancewfproducts, the quality of the services and suppe provide for our products, or external
reasons. For these clients, we may not obtainvietio sales or the follow-on sales may be delayed,aur license revenue could be limited.
This could lower the total value of all transaciand adversely affect our financial performance.

Our consulting services revenue is dependent tagmificant extent on closing new license transaati® with clients.We derive a
substantial portion of our consulting services resefrom implementation of new software licensethwiur clients, both from implementatic
that are led by our consulting services staff anchfimplementations where we provide consultinguopartners and clients to support their
implementations. Accordingly, it is imperative tlved close more license transactions with our ciénive are to maintain or grow our services
revenue.



Table of Contents

If we are unable to maintain vendor specific objaet evidence (“VSOE”") of fair value of our consuitg services arrangements, we
may be required to delay the recognition of a portiof our revenue to future period$Ve have established VSOE of fair value of our
consulting services in North America, Australiadd&urope, based on the price charged when thegeesare sold separately. The weakenec
economy and significant competition within our isthy have created pricing pressure on consultingees provided by technology
companies. If we elect to discount our consultieryiges pricing or otherwise introduce variabilityour consulting services arrangements to
attract or retain clients, this could lead to asuificient number of consistently priced consultsggvices arrangements for us to maintain
VSOE. If we do not have VSOE of fair value of oonsulting services, we may be required to recogalizeevenue for these consulting
services arrangements, including any related leemsintenance, and other services revenue ifahsuiting services are bundled in an
arrangement, ratably over the longer of the so#waaintenance period or the service period.

Our financial results may be adversely affectednié are required to change certain estimates, judgiseand positions relative to
our income taxesln the ordinary course of conducting a global besfenterprise, there are many transactions acdl&i#bns undertaken
whose ultimate tax outcome cannot be certain. Safrtieese uncertainties arise as a consequencesitiogps we have taken regarding valua
of deferred tax assets, transfer pricing for tratisas with our subsidiaries, and potential chajksto nexus and tax credit estimates. We
estimate our exposure to unfavorable outcomesegttatthese uncertainties and estimate the pratyabfilsuch outcomes. Future realization of
our deferred tax assets ultimately depends onxiséeace of sufficient taxable income within theagable carryback or carryforward periods.
We record a valuation allowance to reduce our defetax assets to an amount we believe is morly likan not to be realized. If our taxable
income is not consistent with our expectationsherttiming of income is not within the applicablergéorward period, we may be required to
establish a valuation allowance on all or a portbthese deferred tax assets. Changes in ourti@iualowance impact income tax expense ir
the period of adjustment. Although we believe atimeates are reasonable, no assurance can bethatehe final tax outcome of these mat
or our current estimates regarding these mattdtsatibe different from what is reflected in oustorical income tax provisions, returns, and
accruals. Such differences, or changes in estimalatng to potential differences, could have darial impact, unfavorable or favorable, on
our income tax provisions, require us to changeadkerded value of deferred tax assets, and adyefect our financial results.

We are investing heavily in sales and marketing asupport in anticipation of a continued increase litense arrangements, and \
may experience decreased profitability or lossesdf are unsuccessful in increasing the value of disense arrangements in the futuréVe
have been increasing our investment in sales amkletirag to meet increasing demand for our softvgréiring additional sales and marketing
personnel. We anticipate that we will need to pdevaur clients with more maintenance support &saltrof this increase in demand, and have
been hiring additional personnel in this area. €hagestments have resulted in increased fixedsabsat do not vary with the level of revenue.
If the increased demand for our products does owtirtue, we could experience decreased profitghlitosses as a result of these increased
fixed costs.

Factors relating to our products and markets

We will need to acquire or develop new productgleg existing ones, and adapt to technology charifechnical developments,
client requirements, programming languages, andsing standards change frequently in our marketsa Aesult, success in current markets
and new markets will depend upon our ability toarde current products, to acquire or develop amddaoce new products that meet client
needs, keep pace with technology changes, resparwhipetitive products, and achieve market acceptaProduct development requires
substantial investments for research, refinementt testing. There can be no assurance that wéawk sufficient resources to make necessat
product development investments. We may experidiifieulties that will delay or prevent the succkdslevelopment, introduction, or
implementation of new or enhanced products. Inghid introduce or implement new or enhanced priglirca timely manner would advers:
affect future financial performance.
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The market for our offerings is intensely and inaasingly competitive, rapidly changing, and highlyagigmented We compete in the
BPM, Case Management, CRM, Decision Managementpastile application development platform softwararkets. The markets for our
software and related implementation, consultingl, maining services are intensely competitive, dgpchanging and highly fragmented. We
currently encounter significant competition fronteimal information systems departments of potewtiaxisting clients that develop custom
software. We also compete with companies that tahgeBPM, Case Management, Decision Managemedtirenbile application developme
platform markets as well as professional servigaoizations that develop custom software in cortjanavith rendering consulting services.
Competition for market share and pressure to regrices and make sales concessions are likelyctease. Many of our competitors, such as
IBM, Oracle and SAP, are large and have far graasurces and may be able to respond more quacidyefficiently to new or emerging
technologies, programming languages or standartis@ranges in client requirements or preferenCempetitors may also be able to devote
greater managerial and financial resources to dpy@romote, and distribute products and providkted consulting and training services.
There can be no assurance that we will be ablergpete successfully against current or future caitaps or that the competitive pressures
faced by us will not materially adversely affect business, operating results, and financial camdit

The continued weakness in the U.S and internatiomalonomies may negatively impact our sales to, #ralcollection of receivable
from, our financial services and insurance cliengd possibly our clients in other industrieOur sales to, and our collection of receivables
from, our clients may be impacted by adverse chaimgglobal economic conditions, especially in th&., Europe and Asia Pacific. In the ¢
few years, these regions have experienced ingiabilfinancial markets, tightening credit, and weeerall economic conditions, which has
impacted the financial services and insurance iniggsin particular. These trends could impactahgity and willingness of our financial
services and insurance clients, and possibly éentsl in other industries, to make investmentgahihology, which may delay or reduce the
amount of purchases of our software and servidassé factors could also impact the ability andimgthess of these clients to pay their trade
obligations and honor their contractual commitmemider their noncancellable term licenses. Thasatslmay also become subject to
increasingly restrictive regulatory requirementbjah could limit or delay their ability to proceedth new technology purchases. Our finan
services and insurance clients as a group reprasgghificant amount of our revenues and receastAccordingly, their potential financial
instability could negatively impact our businegserating results, and financial condition.

We have historically sold to the financial servigeéssurance and healthcare markets, and rapid chasgor consolidation in these
markets could affect the level of demand for ourggiucts.We have historically derived a significant portiminour revenue from clients in the
financial services, insurance, and healthcare nigrked sales to these markets are important folutwre growth. Competitive pressures,
industry consolidation, decreasing operating margiegulatory changes, and privacy concerns atfectinancial condition of our clients and
their willingness to buy. In addition, clients’ minasing patterns in these industries for largeneldyy projects are somewhat discretionary.
The financial services and insurance markets adengoing intense domestic and international codatibn and financial turmoil, and
consolidation has been occurring in the healthoaket. Consolidation may interrupt normal buyimipaviors and increase the volatility of
our operating results. In recent years, severaliotlients have been merged or consolidated, andxpect this to continue in the near future.
Future mergers or consolidations may cause a deiclirevenues and adversely affect our future firmperformance. All of these factors
affect the level of demand for our products fromemds in these industries, and could adverselycaffar business, operating results and
financial condition.
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We rely on certain third-party relationship&Ve have a number of relationships with third partleat are significant to sales,
marketing and support activities, and product dewelent efforts. We rely on software and hardwarelees, large system integrators, and
technology consulting firms to provide marketingl aales opportunities for the direct sales forattarstrengthen our products through the
of industry-standard tools and utilities. We alsodrelationships with third parties that distribbour products. There can be no assurance the
these companies, most of which have significantbater financial and marketing resources, will d@telop or market products that compete
with ours in the future or will not otherwise endlinit their relationships with us.

We face risks from operations and clients basedside of the U.SSales to clients located outside of the U.S. repiesl
approximately 45% of our total revenue in 2013, ragjmately 46% of our total revenue in 2012, andragimately 48% of our total revenue
in 2011. We, in part through our wholly owned sdimiies, market products and render consultingteaiding services to clients based outside
of the U.S. including clients based in Canada, geydsia and Australia. We have established offied¢orth America, Europe, Asia,
including India, and Australia. We believe that\gtio will necessitate expanded international operesj requiring a diversion of managerial
attention and increased costs. We anticipate haddjtional personnel to accommodate internatignalvth, and we may also enter into
agreements with local distributors, representatigesesellers. If we are unable to do one or nobrthese things in a timely manner, our
growth, if any, in our foreign operations may bstrieted, and our business, operating resultsfiaadcial condition could be materially and
adversely affected.

In addition, there can be no assurance that webwilible to maintain or increase international miademand for our products.
Additional risks inherent in our international busss activities generally include laws and busipeastices favoring local competitors,
compliance with multiple, conflicting and changiggvernmental laws and regulations, including emipiegt, tax, privacy and data protection
laws and regulations, increased tariffs and ottaslet barriers, the costs of localizing productddoal markets, including translation into
foreign languages and associated expenses andyingplith local business customs, longer accoustgivable patterns and difficulties in
collecting foreign accounts receivable, difficuti@ enforcing contractual and intellectual propeights and pressure on the creditworthiness
of sovereign nations, particularly in Europe. Lidjty issues or political actions by sovereign nagicould result in decreased values of any
cash balances held in our European entities. Gherent risks include complying with regional dptavacy laws, treatment of revenue from
international sources and changes to tax coddsding being subject to foreign tax laws and bdialjle for paying withholding income or
other taxes in foreign jurisdictions, potentiallyvarse tax consequences (including restrictionsepatriating earnings and the threat détible
taxation”),increased accounting and internal control expersabsthe burden of complying with a wide varietyfareign laws, heightened ris
of political and economic instability, foreign cancy fluctuations and controls, different pricingygonments, difficulties in staffing and
managing foreign operations, natural disasters, @foivar, terrorism, pandemics or security breached regional economic and political
conditions.

There can be no assurance that one or more of thetees will not have a material adverse effecbanforeign operations, and,
consequentially, our business, operating resuits fimancial condition.
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We are exposed to fluctuations in currency exchamgées that could negatively impact our financia¢sults and cash flows.
Because a significant portion of our business idoected outside the U.S., we face exposure to advapovements in foreign currency
exchange rates. These exposures may change oeeaditnusiness practices evolve, and they coulddavaterial adverse impact on our
financial results and cash flows. Our internaticsaes are usually denominated in foreign currendibe operating expenses of our foreign
operations are primarily denominated in foreigrrencies, which partially offset our foreign currgrexposure on our international sales. Our
U.S. operating company invoices most of our forailients in foreign currencies, so it holds castl aocounts receivable denominated in thes
foreign currencies, which are subject to foreigrmency transaction gains or losses. Beginning énsiicond quarter of 2011, we have entered
into foreign currency forward contracts to manageexposure to changes in foreign currency exchaaigs affecting foreign currency
denominated accounts receivable and cash heldiby.Qu operating company. The use of these foreigrency forward contracts partially
mitigates the exposure to the foreign currencysaation gains and losses. If we were to ceasedacesour use of foreign currency forward
contracts or similar hedging arrangements, a deerigethe value of foreign currencies, particuldhky British pound and the Euro relative to
the U.S. dollar, could adversely impact our finahogsults and cash flows.

Factors relating to our internal operations and poential liabilities

We depend on certain key personnel, and must be ablattract and retain qualified personnel in tHeture. The business is
dependent on a number of key, highly skilled techlhimanagerial, consulting, sales, and marketarggnnel, including our Chief Executive
Officer. The loss of key personnel could adverséfgct financial performance. We do not have agyificant key-man life insurance on any
officers or employees and do not plan to obtain &wyr success will depend in large part on thatghid hire and retain qualified personnel.
The number of potential employees who have thenskte knowledge of computer hardware and operatystems needed to develop, sell,
maintain our products is limited, and competitiontheir services is intense, and there can besgarance that we will be able to attract and
retain such personnel. If we are unable to do sobasiness, operating results, and financial d@mmtould be materially adversely affected.

We may experience significant errors or securitg\its in our product and services, and could facevaigy, product liability and
warranty claims as a resulDespite testing prior to their release, softwa@dpcts frequently contain errors or security flaaspecially when
first introduced or when new versions are releaBeahrs in our software products could affect thiitg of our products to work with other
hardware or software products, or could delay taneetbpment or release of new products or new vessid products. The detection and
correction of any security flaws can be time conisignand costly. Errors or security flaws in ourta@fre could result in the inadvertent
disclosure of confidential information or persodata relating to our clients, employees, or thadips. Software product errors and security
flaws in our products or services could exposeysivacy, product liability and warranty claimswasll as harm our reputation, which could
impact our future sales of products and services.li©ense agreements typically contain provisimended to limit the nature and extent of
our risk of product liability and warranty claimBhere is a risk that a court might interpret thiesens in a limited way or could hold part or all
of these terms to be unenforceable. Also, theaerisk that these contract terms might not bindiypother than the direct client. Furthermore,
some of our licenses with our clients are govelmedon-U.S. law, and there is a risk that fore@mw might give us less or different protection.
Although we have not experienced any material pcotiability claims to date, a product liability iswr action claiming a breach of warranty,
whether or not meritorious, could result in subttdmrosts and a diversion of management’s attardind our resources.

12



Table of Contents

We face risks related to intellectual property atas or appropriation of our intellectual propertyghts.We rely primarily on a
combination of copyright, trademark and trade dedeavs, as well as confidentiality agreementsrtdget our proprietary rights. We have
obtained patents worldwide relating to the architexof our systems. We cannot assure that suemisatill not be invalidated or
circumvented or that rights granted thereundeherctaims contained therein will provide us withrgetitive advantages. Moreover, despite
our efforts to protect our proprietary rights, utrewized parties may attempt to copy aspects opoatlucts or to obtain the use of information
that we regard as proprietary. In addition, thedafvsome foreign countries do not protect our petary rights to as great an extent as do the
laws of the U.S. There can be no assurance thaheans of protecting our proprietary rights willdequate or that our competitors will not
independently develop similar technology.

There can be no assurance that third parties wfiltlaim infringement by us with respect to currentuture products. Although we
attempt to limit the amount and type of our corttratliability for infringement of the proprietarights of third parties, these limitations often
contain certain exclusions, and we cannot be adshed these limitations will be applicable andagnéable in all cases. Even if these
limitations are found to be applicable and enfobteaour liability to our clients for these typefsataims could be material in amount given the
size of certain of our transactions. We expect soéttvare product developers will increasingly bbject to infringement claims as the number
of products and competitors in our industry segngeotvs and the functionality of products in diffeténdustry segments overlaps. Any such
claims, with or without merit, could be time-congag) result in costly litigation, cause productmhent delays, or require us to enter into
royalty or licensing agreements. Such royalty cenising agreements, if required, may not be aveila terms acceptable to us or at all, wl
could have a material adverse effect upon our lessiroperating results, and financial condition.

We are subject to increasingly complex and burdemsoU.S. and foreign laws and regulations, and amidire to comply with thes
laws and regulations could subject us to, amongatlthings, penalties and legal expenses that cdudam our reputation or have a materi:
adverse effect on our business, financial conditiand results of operations.We are subject to extensive federal, state areigio laws and
regulations including but not limited to the U.®r&gn Corrupt Practices Act, the U.K. Bribery Agdéta privacy, protection and security laws,
and similar laws and regulations. The Foreign QurRractices Act, the U.K. Bribery Act and simifareign anti-bribery laws generally
prohibit companies and their intermediaries fronkimg improper payments to non-U.S. persons fomptimpose of obtaining or retaining
business. Similar laws and regulations exist inyr@her countries throughout the world in which deeor intend to do business. We have
developed and implemented a compliance prograndbasevhat we believe are current best practiceswblcannot guarantee that we, our
employees, our consultants or our contractors iavélbbe in compliance with all federal, state dodeign regulations, particularly as we
expand our operations outside of the U.S. If weworrepresentatives fail to comply with any of #hésws or regulations, a range of fines,
penalties and/or other sanctions could be imposaaspwhich could have a material adverse effeawrbusiness, financial condition and
results of operations. Even if we are not deterghioehave violated these laws, government invesitigs into these issues typically require the
expenditure of significant resources and generag@tive publicity, which could also have an adveféect on our business, financial condit
and results of operations. In addition, regulatbdata privacy, protection and security laws r@asing worldwide, including various
restrictions on cross-border access or transfdats including personal data of our employeesntdiand customers of our clients. Complianc
with such regulations may increase our costs a@iktis a risk of enforcement of such laws resultingamage to our brand as well as financia
penalties.
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If our security measures are breached and/or unaattzed access is obtained to confidential informaatifrom our cloud computing
service offering or other offerings, we may be espd to significant legal and financial liabilitie<Our cloud computing service offering
allows clients to create and deploy PRPC-basedcgtioins using an internet-based infrastructureés ©ffering involves the hosting of clients’
applications which may contain confidential infotioa, including personal and financial data regagdieir end customers on the servers of :
third-party technology provider. We also rely oirdiparty systems including encryption, virtualizefrastructure and support. Because we di
not control the transmissions between our clients@ur third-party infrastructure providers, thegessing of data on the servers of the third-
party technology providers, or the internal corstnmlaintained by the third-party technology provédmat could prevent unauthorized access
and provide appropriate data encryption, we caanstire the complete integrity or security of swahgmissions, data or processing. Our
security measures may be breached as a resultaptirty action, including intentional miscondilgt computer hackers, system error, humar
error or otherwise. Because the techniques useltson unauthorized access or to sabotage systeangie frequently and generally are not
recognized until launched against a target, we bgaynable to anticipate these techniques or toemeht adequate preventative measures.
While we have invested in the protection of ouladatd our client’s data to reduce these risksetban be no assurance that our efforts will
prevent breaches in our systems. Security breaxthdd expose us and our clients to a risk of lasmisuse of this information. Any security
breach could result in a loss of confidence insbeurity of our service, damage our reputatiomugisour business, lead to legal liability and
negatively impact our future sales. We carry dagath insurance coverage to potentially mitigagefitiancial impact of such potential legal
liability. In addition, privacy and security conoerin some parts of the world may inhibit demandoiar cloud offering or lead to requirements
to provide our products or services in configunasithat may increase the cost of serving such rtsarke

The acquisition of other businesses and technolagmeay present new risksVe have recently undertaken an acquisition and we
continue to evaluate and consider other poterttiategyic transactions, including acquisitions o$ibesses, technologies, services, products al
other assets. These acquisitions, if undertakey,imvalve significant new risks and uncertaintigg|luding distraction of management
attention away from our current business operatimssifficient new revenue to offset expenses, éqahte return on capital, integration
challenges, new regulatory requirements, new thady intellectual property infringement claimsateld to the acquired technology and/or
services, and issues not discovered in our dugetiitie process. No assurance can be given thaasqguaisitions will be successful and will not
adversely affect our profitability or operations.

ITEM 1B. Unresolved Staff Comments

None.

ITEM 2. Properties

Our principal administrative, sales, marketing,sup, and research and development operation®eateld at One Rogers Street,
Cambridge, Massachusetts in an approximately 16360are foot leased facility. Our lease expire20a3, subject to our option to extend for
two additional fiveyear periods. We also lease space for our othixresfin North America, Europe and the Asia Pacifider leases that exg
at various dates through 2021. We periodically eat& the adequacy of existing facilities and adddl facilities in new cities, and we believe
that additional or alternative space will be aval#aas needed in the future on commercially reasertarms.

ITEM 3. Legal Proceedings

None.

ITEM 4. Mine Safety Disclosures
Not applicable.
14
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PART Il
ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie

Market Information

Our common stock is quoted on the NASDAQ Globak8eMarket (“NASDAQ”) under the symbol “PEGAThe following table se!
forth the range of high and low sales prices ofemmmon stock on NASDAQ for each quarter in theeyesmded December 31:

Common Stock Price

2013 2012
High Low High Low

First Quarter $30.3¢ $22.71 $39.0¢ $25.81
Second Quarte $33.5¢ $24.4¢ $39.97 $29.7¢
Third Quartel $40.5¢ $32.51 $33.3¢ $22.51
Fourth Quarte $51.5: $36.7¢ $29.1¢ $19.0(
Holders

As of February 5, 2014, we had approximately 28ldtolders of record and approximately 33,000 bei@fowners of our common
stock.
Dividends

In July 2006, we began paying a quarterly castddivil of $0.03 per share of common stock. Quartardh dividends are expected to
continue at $0.03 per share, subject to changémination at any time by our Board of Directors.

Issuer Purchases of Equity Securities

The following table sets forth information regamgliour repurchases of our common stock during thetficquarter of 2013.

Total Number of

Shares Approximate Dollar
Purchased as Pai Value of Shares That
May Yet Be Purchased
of Publicly Under Publicly
Total Number Average Price Announced Share Announced Share

Repurchased Programs (1
of Shares Paid per Repurchase

Period Purchased Share Program (1) (in thousands)
10/1/2013- 10/31/201z 35,54( $ 38.1( 35,54( $ 4,207
11/1/2013- 11/30/201z 17,59: $ 44.6: 17,59: $ 3,42
12/1/2013-12/31/201z 23,63t $ 48.81 23,63 $ 14,43:
Total 76,76¢ $ 42.8¢
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(1) Since 2004, our Board of Directors has appratedk repurchase programs that have authorizegthachase, in the aggregate, of up tc
$104.5 million of our common stock. On December2l, 3, we announced that our Board of Directoreredetd the expiration date of
the current stock repurchase program (the “CufPeogram”) to December 31, 2014 and authorized thagany to repurchase up to $15
million of our stock between December 11, 2013 Bedember 31, 2014. Under the Current Program, psehmay be made from time
to time on the open market or in privately negetiaransactions. Shares may be repurchased irasuchints as market conditions
warrant, subject to regulatory and other considtmmat We have established a pmeanged stock repurchase plan, intended to comiih
the requirements of Rule 10b5-1 under the Secsiiidchange Act of 1934, as amended, and Rule 1@j-tt# Exchange Act (the
“10b5-1 Plan”). All share repurchases under ther€hirProgram during closed trading window periodlslve made pursuant to the 10b5-
1 Plan.

For the restricted stock units granted to employéesnumber of shares otherwise issuable on thngedate is reduced by a number of
shares having a value equal to the minimum statut@ome withholding tax that we are required pagash to the applicable taxing
authorities on behalf of our employees. We do woister these transactions to be common stockckpses.
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Stock Performance Graph and Cumulative Total Stockblder Return

The following performance graph represents a cormspaof the cumulative total stockholder returrs(aming the reinvestment of
dividends) for a $100 investment on December 30820 our common stock, the Total Return Indextfer NASDAQ Composite ASDAQ
Composite”), a broad market index, and the Stan&apPdors (“S&P”) North Software-Software Index™ &8 NSSI”), a published industry
index. We paid dividends of $.09 per share durid$32 $0.15 per share during 2012 and $0.12 peeshaing 2011, 2010, and 2009,
respectively. The graph lines merely connect measant dates and do not reflect fluctuations betvieese dates.
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Pegasystems In $100.0( $276.3. $298.7! $240.6: $186.3! $405.5.
NASDAQ Composite $100.0( $145.3 $171.7( $170.3: $200.5° $281.1.
S&P NSSI $100.0( $147.9( $185.1( $172.4: $202.4¢ $265.4:
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ITEM 6. Selected Financial Date

The selected financial data presented below has degved from our audited consolidated financiatements. This data should be
read in conjunction with “Management’s Discussion &nalysis of Financial Condition and Results @e@ations”, the consolidated financial
statements and accompanying notes.

Year Ended December 31
2013 2012 2011 2010 2009
(in thousands, except per share amount:

Consolidated Statements of Operations Date

Total revenue $ 508,95: $ 461,71 $ 416,67! $ 336,59¢ $ 264,01:
Income (loss) from operatiol 58,09" 31,42¢ 10,49 (2,580 41,81¢
Income (loss) before provision (benefit) for incotares 56,39: 30,94 10,81 (6,197 47,41¢
Net income (loss 38,04 21,86¢ 10,10¢ (5,89)) 32,21:
Earnings (loss) per shal

Basic $ 1.0C $ 0.5¢ $ 0.27 $ (0.1¢) $ 0.8¢

Diluted $ 0.9¢ $ 0.5¢€ $ 0.2¢€ $ (0.16) $ 0.8¢

Cash dividends declared per common sl $ 0.12 $ 0.12 $ 0.12 $ 0.12 $ 0.12
Year Ended December 31
2013 2012 2011 2010 2009
(in thousands)

Consolidated Balance Sheet Date
Total cash, cash equivalents, and marketable sies $ 156,69: $ 122,98! $ 111,43. $ 87,25 $ 202,65:
Working capital 159,77. 123,88! 89,71¢ 73,60¢ 188,55:
Intangible assets, net of accumulated amortiz: 56,57 58,23: 69,36¢ 80,68 33€
Goodwill 37,46 20,45 20,45 20,45: 2,391
Total asset 533,66: 439,49. 381,71: 337,47" 279,58!
Total stockholder equity 271,78t 236,47¢ 208,75t 195,67( 205,21¢

The following items impact the comparability of aonsolidated financial data:
. Our acquisition of Antenna in October 2013 andaequisition of Chordiant in April 201!

. Foreign currency transaction (losses) gains of6§(hillion, $0.8 million, $(0.9) million, $(5.6) rion and $2.1 million, during the
years ended December 31, 2013, 2012, 2011, 20d® @09, respectively. See Item 7“Quantitative and Qualitative Disclosure
about Market Ris” for further discussion of our foreign currency eaue risk
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ITEM 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

Business overview

We develop, market, license, and support softwaligiens that help clients improve their businessuits by giving them the power to
engage customers, simplify their operations, armgath change. Our unified software platform ensioler clients to build, deploy, and change
enterprise applications easily and quickly, by disecapturing business objectives, automating mogning, and automating work. We also
provide consulting services, maintenance, anditrgirelated to our software.

We focus our sales efforts primarily on target aces, which are large companies or divisions witttmpanies and typically leaders
in their industry. Our strategy is to sell a senéficenses that are focused on a specific purposgea of operations.

Our license revenue is primarily derived from sakeur PRPC software and related business sokitiBRPC is a comprehensive
platform for building and managing BPM applicatidhat unifies business rules and business proce@sesolutions, built on the capabilities
of PRPC, are purpose or industry-specific collexiof best practice functionality, which allow onggations to quickly implement new
customer-facing practices and processes, bringaff@sings to market, and provide customized or Elized processing. Our products are
simpler, easier to use and often result in shamptementation periods than competitive enterpsisféware products. PRPC and related
business solutions can be used by a broad rangenfs across markets including financial servitesurance, healthcare, communications
and media, life sciences, manufacturing and highrtelogy, and government markets.

Our business solution products include CRM softwaat@ich enables unified predictive decisioning andlytics and optimizes the
overall customer experience. Our decision managepreducts and capabilities are designed to mapeagesses so that actions optimize the
process outcomes based on business objectivesolittewe to invest in the development of new proslaetd intend to remain a leader in
BPM, CRM, and decision management.

We also offer Pega Cloyd , a service offering #ilatvs our clients to immediately build, test, ateploy their applications in a
secure cloud environment, while minimizing theifréistructure and hardware costs. Revenue from egaloud® offering is included in
consulting services revenue.

Our acquisition of Antenna expands Pega’s ApplacaMobility Platform, which provides clients withraobile application
development platform to build, manage, and deplopite applications as part of a seamless omnicHaxperience. Enterprises can manage
the complex elements of the mobile applicatiorclfde including security, integration, testing, andnagement of mobile applications and
devices. Pega’s mobile application developmenttsois help businesses to significantly reduce tteirelopment time, deployment costs, anc
the complexity associated with run-the-businessilea@pplications. The operations of Antenna aréuided in our operating results from the
date of acquisition. Total revenue attributablétmenna included in our consolidated statementspefations in 2013 was $3.9 million. Due to
the rapid integration of the products, sales foarel operations of Antenna, other than the maimemand hosting revenue attributable to the
recognition of the fair value of acquired deferredintenance and hosting revenue, it may not bébledfsr us to identify revenue from new
arrangements attributable to Antenna.

We offer training for our staff, clients, and pamts at our regional training facilities, at thirdrty facilities, and at client sites. In 2012,
we began offering training online through PegaACADE which provides an alternative way to learn eaftware in a virtual environment
quickly and easily. We believe that this onlinartiag will continue to expand the number of trairegberts at a faster pace.
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RESULTS OF OPERATIONS
2013 Compared to 2012

(Dollars in thousands Year Ended December 31 Increase
2013 2012

Total revenue $ 508,95 $ 461,71 $ 47,24 10%
Gross profit 351,54t 304,33( 47,21¢ 16%
Acquisitior-related cost 1,30¢ — 1,30¢ n/m
Restructuring cost 1,731 — 1,731 n/m
Other operating expens 290,41 272,90: 17,51( 6%
Total operating expens 293,45:; 272,90: 20,547 8%
Income from operation 58,09" 31,42¢ 26,67 85%
Income before provision for income tay 56,39 30,94¢ 25,44¢ 82%

n/m — not meaningful

Revenue
(Dollars in thousands Year Ended December 31 Increase
2013 2012
Software license revenu
Perpetual license $ 122,64« 64% $ 102,43t 63% $ 20,20t
Term license! 62,71: 33% 46,63¢ 28% 16,07:
Subscriptior 6,521 3% 14,83C 9% (8,309)
Total software license reven $ 19187 10(% $ 163,90 10(% $ 27,97 1%

The aggregate value of new license arrangementaigectin 2013 was higher than in 2012. The aggeegaitie of new license
arrangements executed in the fourth quarter of 208down slightly as compared to the fourth quat®012.The aggregate value of new
license arrangements executed fluctuates quartprader. During 2013 and 2012, approximately 80fb 24%, respectively, of the value of
new license arrangements were executed with egistiants.

The mix between perpetual and term license arrapgtsrexecuted in a particular period varies basetlient needs. A change in the
mix between perpetual and term license arrangenesetsuted may cause our revenues to vary matefially period to period. A higher
proportion of term license arrangements executaaddv@sult in more license revenue being recognirest longer periods as payments
become due or earlier if prepaid. However, somauofperpetual license arrangements include extepdgohent terms or additional rights of
use, which also result in the recognition of reveouer longer periods.

The increase in perpetual license revenue was ghntue to higher value perpetual arrangements@besl during 2013 and the fou
quarter of 2012 than during 2012 and the fourthrtgnaf 2011.

The increase in term license revenue was primdltilyto revenue recognized on term license arranggsnegecuted in 2012 and 20
The aggregate value of payments due under nondablecterm licenses increased to $233.6 millionfadecember 31, 2013 compared to
$211.5 million as of December 31, 2012. See thie tabfuture cash receipts from these term licemmsepage 31.
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Subscription revenue primarily consists of thelsbgaecognition of license, maintenance and bungédices revenue on perpetual
license arrangements that include a right to uriipdduture products. Subscription revenue dogsmdude revenue from our Pega Clcud
offerings, which is included in consulting servicesenue. The timing of scheduled payments undentchrrangements may limit the amount
of revenue recognized in a reporting period. Couently, our subscription revenue may vary quadeyuarter. The decrease in subscription
revenue in 2013 was primarily due to revenue reizeghin the second quarter of 2012 for a large ptrthat became due.

(Dollars in thousands Year Ended December 31 Increase
2013 2012

Maintenance revenut
Maintenance $ 157,30 $ 133,52 $ 23,78 18%

The increase in maintenance revenue was primauiytd the growth in the aggregate value of thealtest base of our software and
continued strong renewal rates. Maintenance revprin&rily attributable to recognition of the failue of the acquired Antenna deferred
maintenance revenue was $0.8 million in 2013.

(Dollars in thousands Year Ended December 31 (Decrease)
2013 2012

Services revenu

Consulting service $ 154,501 97% $ 157,79. 96% $ (3,299 (2%
Training 5,26¢ _ 3% 6,48¢ 4% (1,216 (19%
Total Service: $ 159,76 _10C% $ 164,27 _10C% $ (4,508 (3)%

Consulting services revenue includes revenue franPega Clou@® service offerings. Consulting ses/ievenue decreased, partially
offset by a $4.4 million revenue increase from Baga Cloud service offerings, of which $1.1 million was attrtbble to the acquired Anter
business. The decrease was primarily the resuftavé clients becoming enabled and our partnersrigadore implementation projects. If this
trend continues, our consulting services revenug coatinue to decrease in future periods. The dserén our training revenue was primarily
due to the increased adoption of our PegaACADEMT¥ssvice online training by our partners, whidisha significantly lower average price
per student as compared to our traditional insbruletd training.

(Dollars in thousands Year Ended December 31 Increase (Decrease

2013 2012
Gross Profit
Software licens: $ 185,59 $ 157,56 $ 28,02 18%
Maintenance 142,03 118,74( 23,29: 20%
Services 23,91¢ 28,02: (4,109 (15)%
Total gross profi $ 351,54 $ 304,33l $ 47,21¢ 16%
Total gross profit % 69% 66%
Software license gross profit 97% 96%
Maintenance gross profit ' 90% 8%
Services gross profit ¢ 15% 17%

The increase in total gross profit was due to iases in license and maintenance revenue.
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The decrease in services gross profit percent wasply due to lower consulting revenues, costaiimed on several projects for
which the corresponding revenue will be recognipefiture periods as revenue recognition critedd hot been met, and increased employee
incentive expenses.

Year Ended December 31,

(Dollars in thousands Increase
2013 2012
Amortization of intangibles:
Cost of revenu $ 6,44: $ 6,18¢ $ 254 4%
Selling and marketin 5,17¢ 4,92¢ 24¢ 5%
General and administratiy 39€ 20 37¢ 1,88(%
$ 12010 $ 11,13 $ 8¢ 8%

The increase in amortization expense was due tartfmtization associated with $10.4 million of imébles acquired from Antenna.

Operating expenses

Year Ended December 31

(Dollars in thousands Increase
2013 2012

Selling and marketinc

Selling and marketin $ 181,09 $ 167,26 $ 13,83 8%
As a percent of total reveni 36% 36%
Selling and marketing headcol 59¢ 52C 78 15%

Selling and marketing expenses include compensdiemefits, and other headcount-related expensesiated with our selling and
marketing personnel as well as advertising, proomsti trade shows, seminars, and other progranimdsehd marketing expenses also include
the amortization of customer related intangibles.

The increase in selling and marketing expensegwagrily due to a $9.9 million increase in compaien and benefit expenses
associated with higher headcount, a $1.7 millimmease in marketing programs, a $1.2 million inseeia commission expense, and a $1.3
million increase in partner commission expense.

Year Ended December 31,

(Dollars in thousands Increase
2013 2012
Research and developme
Research and developme $ 79,72 $ 76,72 $ 3,00( 4%
As a percent of total reveni 16% 17%
Research and development headct 913 727 18¢€ 26%

Research and development expenses include comjmendanefits, contracted services, and other rmaderelated expenses
associated with research and development. Theadsena headcount reflects growth in our India regetacility as we have been replacing
contractors with employees. The increase in offstih@adcount lowered our average compensation expengmployee.
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The increase in research and development experaseprimarily due to a $7.4 million increase in cemgation and benefit expenses
associated with higher headcount, partially offset $2.3 million decrease in engineering contraekpenses and a decrease in rent and
equipment-related expenses.

Year Ended December 31,
(Dollars in thousands Increase
2013 2012

General and administrativ

General and administrati $ 29,59 $ 28,91 $ 67¢ 2%
As a percent of total reveni 6% 6%
General and administrative headco 271 251 20 8%

General and administrative expenses include conapiens benefits, and other headcount-related exqzeassociated with the finance,
legal, corporate governance, and other adminiggdteadcount. It also includes accounting, legad, @ther professional consulting, and
administrative fees.

The general and administrative headcount includgdayees in human resources, information technotouj/corporate services
departments whose costs are allocated to the frestr dunctional departments.

The increase in general and administrative expanasgrimarily due to increase in compensationlaertefits associated with higher
headcount.
Acquisition-related costs

Acquisition-related costs are expensed as inclanedinclude direct and incremental costs associatdan impending or completed
acquisition. During 2013, the $1.3 million of acsjtibn-related costs were primarily professionasf@ssociated with our acquisition of
Antenna.

Restructuring cost:

In 2013, restructuring costs include future leamgnpents and demising costs, net of estimated ssdbieaome, for the elimination of
space within one facility related to the integrataf Antenna. See Note 12 “Accrued Restructuringt€an the notes to the accompanying
consolidated financial statements for further detai

Stocl-based compensation

We recognize stock-based compensation expenseatesbwith equity awards in our consolidated staets of operations based on
the fair value of these awards at the date of grant

(Dollars in thousands Year Ended December 31 Increase

2013 2012
Stoclk-based compensatio
Cost of service $ 4,08 $ 3,65 $ 43 12%
Operating expenst 8,78¢ 7,851 933 12%
Total stocl-based compensation before 12,86¢ 11,50¢ $ 1,368 12%
Income tax benefi (3,919 (3,699
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The increase in stock-based compensation expersenmaarily due to a full year of expense on the@maber 2012 annual employee
equity grants. See Note 15 “Stock-Based Compensatidhe notes to the accompanying audited codatdd financial statements for further
information on our stock-based awards.

Non-operating income and (expenses), net

(Dollars in thousands Year Ended December 31 Change
2013 2012
Foreign currency transaction (loss) gain $ (1,599 $ 78C $ (2,379 (3049)%
Interest income, ne 52 41 10! 25%
Other (expense) income, r (635 (1,680 1,04t (62)%
$ (1,709 $ (481 $ (1,229 252%

We use foreign currency forward contracts (“forwacthtracts”) to manage our exposure to changesréign currency denominated
accounts receivable, intercompany payables, ardpé@wmarily held by our U.S. operating company. iée not designated these forward
contracts as hedging instruments and as a reseiitegord the fair value of the outstanding consratthe end of the reporting period in our
consolidated balance sheet, with any fluctuatiorthé value of these contracts recognized in cRpense (income), net. The fluctuations in
the value of these forward contracts recordedhemexpense) income, net, partially offset ininebme, the gains and losses from the
remeasurement or settlement of the foreign currelecypminated accounts receivable, intercompanyljeyaand cash held by the U.S.
operating company recorded in foreign currencysaation loss.

We have been primarily exposed to the fluctuatiothe British pound and Euro relative to the U.@lat. More recently, we have
experienced increased levels of exposure to thérélies) dollar and Indian rupee. See Note 4 “Ddigalnstruments” in the notes to the
accompanying consolidated financial statementsligussion on our use of forward contracts.

The total change in the fair value of our foreigmrency forward contracts recorded in other (expgimcome, net, during 2013 and
2012 was a loss of $0.7 million and $1.7 millioespectively.

Provision for income taxe:

The provision for income taxes represents curradtfature amounts owed for federal, state, anddareaxes. During 2013 and 2012,
we recorded an $18.4 million provision and a $9illion provision, respectively, which resulted in affective tax rate of 32.5% and 29.3%,
respectively

Our effective income tax rate for 2013 was belows gtatutory federal income tax rate due to a $2lliombenefit related to the curre
period domestic production activities deductio1e2 million benefit related to income generatebirign jurisdictions that is subject to ta
a rate lower than the U.S. statutory tax rate,afid.6 million benefit related to the 2012 and 26f&eral research and experimentation
(“R&E”) credit. These benefits were partially offd®y $1.4 million of permanent differences relatechondeductible meals and entertainment
expenses, foreign stock compensation, and transactists.

Our effective income tax rate for 2012 was belows gtatutory federal income tax rate due to a $1llBombenefit related to the
domestic production activities deduction and a $dillon benefit related to income generated irefgn jurisdictions that is subject to tax at a
rate lower than the U.S. statutory rate. Thesefiisrveere partially offset by $1 million of permamedifferences related to nondeductible m:
and entertainment expenses and nondeductible fostigk compensation.
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The American Taxpayer Relief Act of 2012 (the “Actlas signed into law by President Obama on Jaria2@13. Among other
things, the Act retroactively extended the R&E d@r#ttough the end of 2013. Under ASC 7#@;ome Taxesthe effects of new legislation are
recognized upon enactment, which means that bethetinoactive tax effects for the 2012 R&E credid ¢he tax effects for the 2013 R&E are
recognized in the 2013 financial statements. lhad recognized the effects of the 2012 R&E credihe 2012 financial statements, the
effective tax rate in 2012 would have been lowdrgdpproximately 2.6%.

As of December 31, 2013, we had approximately $40l®n of total unrecognized tax benefits, of whi$25.2 million would
decrease our effective tax rate if recognized. fEineaining $15.7 million of unrecognized tax bersefélate to acquired net operating losses
(“NOLs") and R&E credits that are subject to lintitans on their use. We expect that the changdsemutrecognized benefits within the next
twelve months will be approximately $0.1 millionl, af which would reduce our effective tax rateeéflized.

2012 Compared to 2011

(Dollars in thousands Year Ended December 31 Increase

2012 2011
Total revenue $ 461,71 $ 416,67 $ 45,03 11%
Gross profit 304,33( 251,87 52,45 21%
Total operating expens: 272,90 241,38 31,52: 13%
Income from operation 31,42¢ 10,49« 20,93: 19%
Income before provision for income tay 30,94¢ 10,81: 20,13: 18€%

The aggregate value of new license arrangementaigectin 2012 was slightly higher than in 2011. Bggregate value of new licer
arrangements executed fluctuates quarter to quérteing 2012 and 2011, approximately 74% and 5&%pectively, of new license
arrangements were executed with existing clients.bélieve the continued demand for our softwareyects and related services is due to the
strong value proposition, short implementation gegreand variety of licensing models we offer ouermts.

The increase in gross profit was primarily duehi® increase in license revenue and to a lessantgki increase in maintenance
revenue.

The increase in operating expenses was primariytduahe increase in selling and marketing expeasdgo a lesser extent the
increase in research and development expensesjassiowith higher headcount.

The increase in income from operations and incoeferb provision for income taxes was primarily do¢he higher increases in
license and maintenance gross profit comparedetinttrease in operating expenses.

Revenue
(Dollars in thousands Year Ended December 31 Increase

2012 2011
License revenut
Perpetual license $ 102,43t 63% $ 94,12¢ 68% $ 8,30¢ 9%
Term license: 46,63¢ 28% 34,45 25% 12,18t 35%
Subscriptior 1483( % 10,22t ™% 4,60¢ 45%
Total license revent $ 163,90 10(% $ 138,80 10C% $ 25,09 18%
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In both 2011 and 2012, more than 50% of the aggeegdue of new license arrangements for the figeal was executed in our fou
quarter. A large proportion of the value of thegamgements was term licenses that contributed litdeyto the increase in our term license
revenue in 2012, but will be recognized as revéndeture periods. As a result, the aggregate vafuature payments due under
noncancellable term licenses increased signifigantboth 2011 and 2012 from $90.9 million as otcBeber 31, 2010 to $161.4 million as of
December 31, 2011 and to $211.5 million as of Ddxsr31, 2012. The increase in term license revémmu2012 is a result of the increase in
the aggregate value of future payments due undesamzellable term licenses arrangements from pgars.

The increases in the aggregate value of term leeansingements executed in a certain period isewdssarily indicative of the
volume level in future periods.

The mix between perpetual and term license arrapgtsrexecuted in a particular period varies basedient needs. A change in the
mix between perpetual and term license arrangenexetsuted over time may cause our revenues tormatgrially from period to period. The
increase in perpetual license revenue was primduéy/to the increase in the aggregate value ofgpampetual license arrangements executed
during the fourth quarter of 2012.

Subscription revenue primarily consists of the lsitaecognition of license, maintenance and bunsgédices revenue on perpetual
license arrangements that include a right to uriBpdduture products. Subscription revenue dogasmdude revenue from our Pega Cldud
offerings. The timing of scheduled payments undientarrangements may limit the amount of revetia¢ can be recognized in a reporting
period. Consequently, our subscription revenue waaly quarter to quarter. The increase in subsoriptevenue was primarily due to the full
year of revenue recognized in 2012 on some arraegenfior which we began recognizing revenue irfolieth quarter of 2011

(Dollars in thousands Year Ended December 31 Increase
2012 2011

Maintenance revenur
Maintenance $ 13352 $ 117,11 $ 16,41 14%

The increase in maintenance revenue was primauiytd the growth in the aggregate value of thealtest base of our software and
continued strong renewal rates.

(Dollars in thousands Year Ended December 31 Increase (Decrease
2012 2011

Services revenu

Consulting service $ 157,79 96% $ 153,91 %% $ 3,87¢ 3%

Training 6,48t 4% 6,83¢ 4% (359 (O

Total Service: $ 16427 100% $ 160,75 10(% $ 3,51 2%
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Revenue from our Pega Clofid offerings is inclugedansulting services revenue and was the primaverdfor the increase in
services revenue in 2012. In addition, our consglservices revenue increased due to higher réalizaates in 2012 compared to 2011. As
more of our clients are becoming enabled and oungis are leading the majority of implementatiooj@cts, our consulting services revenue
may be lower in future periods.

(Dollars in thousands Year Ended December 31 Increase

2012 2011
Gross Profit
Software licens: $157,56° $132,11- $ 25,45 19%
Maintenance 118,74 104,03: 14,70; 14%
Services 28,02! 15,73( 12,29: 78%
Total gross profi $304,33( $251,87 $ 52,45: 21%
Total gross profit percel 66% 60%
Software license gross profit perci 96% 95%
Maintenance gross profit perce 8%% 89%
Services gross profit perce 17% 10%

As a result of the increased number of client aautiner led implementations, we have slowed thediaf consulting services
personnel, reducing non-billable on-boarding timd acreasing utilization rates of our staff, réisg in higher gross profit percentages. If we
increase our hiring pace in future periods, we @a@gin incur on-boarding and enablement costs thgtnesult in lower services gross profit
percentages.

(Dollars in thousands Year Ended December 31 Increase (Decrease
2012 2011

Amortization of intangibles:

Cost of software licens $ 6,18¢ $ 6,28 $ (95) (2%
Selling and marketin 4,92¢ 4,92¢ — —%
General and administrati 2C 102 (83) (81)%

$ 11,13 $ 11,31 $ (178 (2%

The decrease in amortization expense was due tantloetization in full of our trade name intangiblgset in 2011 and our technology
designs intangible asset in the first quarter df20

Operating expenses

(Dollars in thousands) Year Ended December 31 Increase
2012 2011
Selling and marketinc
Selling and marketin $ 167,26 $ 147,45 $ 19,801 13%
As a percent of total reveni 36% 35%
Selling and marketing headcot 52C 464 56 12%
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We continue to create additional sales capacitinbyeasing sales headcount to target new accougtsisting industries, as well as to
expand coverage in new industries and geographiesincrease in selling and marketing expenseswagrily due to a $19.3 million
increase in compensation and benefit expensesiatbwith higher headcount, partially offset b$lal million decrease in commission
expense.

Year Ended December 31,

(Dollars in thousands Increase
2012 2011
Research and developme
Research and developme $ 76,72 $ 65,30 $ 11,41 17%
As a percent of total reveni 17% 16%
Research and development headct 727 523 204 39%

The increase in headcount reflects growth in odiamesearch facility as we have been replacingraotors with employees. The
increase in offshore headcount lowered our avetaggensation expense per employee.

The increase in research and development experageprimarily due to a $9.9 million increase in cemgation and benefit expenses
associated with higher headcount and a $3.3 milliorease in rent and facilities related expenses@ated with the build-out of our U.S. and
India facilities, partially offset by a $2.3 milliodecrease in engineering contractor expenses.

Year Ended December 31,

(Dollars in thousands Increase
2012 2011
General and administrative
General and administrati $ 28,91 $ 28,19 $ 717 3%
As a percent of total reveni 6% 7%
General and administrative headco 251 21¢ 35 16%

We completed the move to our new office headquaitethe third quarter of 2012 and ceased useeofdimer office space in the
fourth quarter of 2012, resulting in approximat$0;2 million in lease exit costs. We recorded agjpnately $5.7 million and $1.9 million of
rent expense under the new lease arrangement difityand 2011, respectively.

Stoclk-based compensation

We recognize stock-based compensation expenseassbwith equity awards in our consolidated statets of operations based on
the fair value of these awards at the date of grant

(Dollars in thousands Year Ended December 31, Increase

2012 2011
Stoclk-based compensatio
Cost of service $ 3,65! $ 2,73 $ 91! 34%
Operating expenst 7,851 6,291 1,56( 25%
Total stocl-based compensation before 11,50¢ 9,02¢ $ 2,47¢ 27%
Income tax benefi (3,699 (2,859

The increase in stock-based compensation expersenmaarily due to the higher value of the annwaiqdic equity grant, the annual
executive grant and new hire grants. See Note idckSBased Compensation” in the notes to the acemyipg audited consolidated financial
statements for further information on our stockdahawards.
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Non-operating income and (expenses), net

(Dollars in thousands Year Ended December 31, Change
2012 2011
Foreign currency transaction gain (loss) $ 78C $ (93%) $ 1,71¢ n/m
Interest income, ne 41! 39¢ 2 5%
Other income, ne (1,680 85€ (2,53¢) n/m
$ (481) $  31¢ $ (800) n/m

n/m — not meaningful

We hold foreign currency denominated accounts vabée, intercompany payables, and cash in our &p&rating company where the
functional currency is the U.S. dollar. As a restliese receivables, intercompany payables, ardarassubject to foreign currency transactior
gains and losses when there are changes in exchatiegebetween the U.S. dollar and the foreignensies. The fluctuations in foreign
currency transaction gains and losses were priynduié to the changes in the value of the Britishrgband Euro relative to the U.S. dollar
during 2012 and 2011.

Beginning in the second quarter of 2011, we enteredforeign currency forward contracts to manageexposure to changes in
foreign currency exchange rates affecting the fpreurrency denominated accounts receivable, iotepany payables, and cash held by our
U.S. operating company. We have not designatea ttoesign currency forward contracts as hedgintrumsents and as a result, we record the
fair value of the outstanding contracts at the efnithe reporting period in our consolidated balasiveet, with any fluctuations in the value of
these contracts recognized in other (expense) iacast. The fluctuations in the value of theseifpreurrency forward contracts recorded in
other (expense) income, net, partially offset inineome the gains and losses from the remeasutesnsettlement of the foreign currency
denominated accounts receivable, intercompany pagadénd cash held by the U.S. operating compasorded in foreign currency transacti
gain (loss).

The total change in the fair value of our foreigmrency forward contracts recorded in other (expgimcome, net, during 2012 and
2011 was a loss of $1.7 million and a gain of $6ifion, respectively.

Provision (benefit) for income taxe

The provision for income taxes represents curredtfature amounts owed for federal, state, anddartaxes. During 2012 and 2011,
we recorded a $9.1 million provision and a $0.7iatilprovision, respectively, which resulted ineffective tax rate of 29.3% and 6.5%,
respectively

Our effective income tax rate for 2012 was below $tatutory federal income tax rate due to a $1illlombenefit related to the curre
period domestic production activities and a $1.Rioni benefit related to lower foreign income tates. These benefits were partially offset by
$1 million of permanent differences related to rexhattible meals and foreign stock compensation.

Our effective income tax rate for 2011 was below gtatutory federal income tax rate due to a $2llsomreduction in liabilities
established for unrecognized tax benefits and esponding reduction in income tax expense relgteshcertain tax positions of prior years
for which the statute of limitations expired, a%hillion benefit related to the current period destic production activities and a $0.6 million
benefit related to tax credits from our continuegeistment in research and development activitibes@& benefits were partially offset by a $0.:
million increase in our valuation allowances ands$@illion of permanent differences related to nechactible meals.

As of December 31, 2012, the Company had approgim&®26.3 million of total unrecognized tax bergfibf which $16 million
would decrease the Compasygffective tax rate if recognized. However, apprately $9.2 million of these unrecognized tax bageelate tc
acquired NOLs and research tax credits, which alpgest to limitations on use.
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LIQUIDITY AND CAPITAL RESOURCES

(in thousands Year Ended December 31
2013 2012 2011
Cash provided by (used ir
Operating activitie! $ 80,70 $ 4357 $ 39,81
Investing activities (63,99 (29,239 (45,389
Financing activitie: (14,567 (8,097 (6,312
Effect of exchange rate on ce 567 922 1,111
Net increase (decrease) in cash and cash equis $ 2,70¢ $ 17,17 $ (10,779
As of December 31
2013 2012 2011
Total cash, cash equivalents, and marketable sies $ 156,69: $ 122,98 $ 11143

We believe that our current cash, cash equivalent$ cash flow from operations will be sufficieatftind our operations and our sh
repurchase program for at least the next 12 moiitiere can be no assurance that changes in oug ptasther events affecting our operations
will not result in materially accelerated or unegiga cash requirements.

We evaluate acquisition opportunities from timeitee, which if pursued, could require use of ourds. On October 9, 2013, we
acquired Antenna for $27.7 million in cash, incesof cash acquired and a preliminary working @itjustment. During 2013, we incurred
$1.3 million, primarily in professional fees to @t this acquisition and expect to incur an addélestimated $0.4 million in such fees.

As of December 31, 2013, approximately $43.3 milldd our cash and cash equivalents is held in a@idn subsidiaries. If it became
necessary to repatriate these funds, we may béeddo pay U.S. tax, net of any applicable foretigix credits, upon repatriation. We consider
the earnings of our foreign subsidiaries to be paently reinvested and, as a result, U.S. taxesioh earnings are not provided. It is
impractical to estimate the amount of U.S. tax weld have to pay upon repatriation due to the cexipl of the foreign tax credit calculations
and because we consider our earnings permaneitested.

Cash provided by operating activities

The primary drivers of cash provided by operatintivities during 2013 were net income of $38.0 ioilland a $26.4 million increase
in deferred revenue primarily resulting from th#etience in timing of billings and revenue recogmitfor annual maintenance.

The primary drivers of cash provided by operatintivities during 2012 were $21.9 million of net amoe and a $24.8 million increase
in deferred revenue primarily resulting from th&eatience in timing of billings and revenue recogmtfor annual maintenance.

Cash used in operating activities during 2011 wamgrily due to our net income of $10.1 million aad $18.5 million increase in
accounts receivable.
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Future Cash Receipts from License Arrangements

Total contractual future cash receipts due fromextisting license agreements was approximately E@llion as of December 31, 2013
compared to $255 million as of December 31, 20 fliture cash receipts due as of December 31, &&l8ummarized as follows:

Other contractual

Contractual license payments nc
payments for term
licenses not recorded on recorded on the
As of December 31(in thousands the balance sheet (1) balance sheet (2) Total
2014 $ 69,28’ $ 22,94; $ 92,23¢
2015 62,97¢ 4,65z 67,63(
2016 50,03 3,12¢ 53,16¢
2017 28,45¢ — 28,45¢
2018 and thereafts 22,82¢ — 22,82¢
Total $ 233,59( $ 30,72. $264,31°

(1) These amounts will be recognized as revenue ifutiiee over the term of the agreement as paymesasrbe due or earlier if prepa

(2) These amounts will be recognized as reventigtime periods and relate to perpetual and subtgmmificenses with extended payment
terms and/or additional rights of u:

Cash used in investing activities

During 2013, cash used in investing activities wamarily for purchases of marketable debt seasifor $60.6 million, partially
offset by the proceeds received from the maturdies called marketable debt securities of $27.8anilWe paid $25.6 million to acquire
Antenna, net of cash acquired and a preliminankimgrcapital adjustment. We also invested $5.6iamlprimarily in leasehold improvements
and computer equipment for the build-out of our.lusd India offices.

During 2012, we invested $23.6 million primarilyl@asehold improvements, furniture and fixtures egdipment for the build-out of
our U.S. and India offices.

During 2011, cash used in investing activities pamsarily for purchases of marketable debt seasifor $57.2 million, partially
offset by the proceeds received from the salesynitias and called marketable debt securities df B2nillion. We also invested $9.8 million
property and equipment, primarily leasehold improeats, computer equipment and furniture and fixddioe our U.S. and UK offices.

Cash used in financing activities

Net cash used in financing activities during 2QA@&1 2, and 2011, was primarily for repurchases ofcommon stock and the payment
of our quarterly dividend. Since 2004, our Boardakctors has approved annual stock repurchaggames that have authorized the
repurchase up to $104.5 million of our common stdakof December 31, 2013, approximately $83.7iamlhas been repurchased,
approximately $14.4 million remains available fepurchase and approximately $6.4 million expiradcRases under these programs have
been made on the open market.
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Common stock repurchases

The following table is a summary of our repurchastvity under all of our stock repurchase programs

Year ended December 31

(Dollars in thousands 2013 2012 2011

Shares Amount Shares Amount Shares Amount
Prior year authorizations at January 1, $ 14,79 $ 13,96 $ 13,23
Authorizations 12,16¢ 6,03¢ 5,59(
Repurchases pa 386,62¢ (22,370 181,80: (5,130 137,42¢ (4,81%)
Repurchases unsettl 3,141 (159 3,39¢ (76) 1,68¢ (49
Authorized dollars remaining as of December $ 14,43 $ 14,79 $ 13,96

In addition to the share repurchases made undeepurchase programs, we net settled the majdrityioemployee stock options
exercised and RSUs vested. During 2013 and 201@roand RSU holders net settled stock options\astied RSUs representing the right to
purchase a total of 861,000 shares and 548,00@shraspectively, of which only 432,000 sharesZi®j000 shares, respectively, were issue
to the option and RSU holders and the balancee$lhiares were surrendered to us to pay for theisggrrice with respect to stock options
the applicable taxes for both options and RSUsiHgu2013 and 2012, instead of receiving cash fleenetquity holders, we withheld shares
with a value of $7.4 million and $4.4 million, resgively, for withholding taxes, and $9.0 millionca$2.7 million, respectively, for the
exercise price.

Dividends

We declared quarterly dividends totaling $0.12gi&re for each of the years ended December 31, 2012, and 2011. Our Board of
Directors authorized us to accelerate the paymiethecfourth quarter 2012 dividend otherwise pagablJanuary 2013 to December 2012.
Therefore, we paid $5.7 million in dividends in 20For the years ended December 31, 2013 and 2@ faid cash dividends of $3.4 million,
and $4.5 million, respectively. It is our currentantion to pay a quarterly cash dividend of $qoeBshare, however, the Board of Directors
may terminate or modify this dividend program ag Eime without notice.

Contractual obligations

As of December 31, 2013, we had purchase obligafioncustomer support and marketing programs agchpnts under operating
leases. Our lease arrangement for our new offieddngarters expires in 2023, subject to our opticextend for two additional five-year
periods. We also lease space for our other offioeier noncancellable operating leases that expirareus dates through 2021.
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As of December 31, 2013, our known contractualgztions, including future minimum rental paymemguired under operating
leases with noncancellable terms in excess of eaewere as follows:

Payment due by period

Contractual obligations: 2015 & 2017 & 2019 &

(in thousands) Total 2014 2016 2018 Thereafter Other

Purchase obligations (1) $ 1,112 $ 1,112 $ — 3 — 3 —  $ —

Liability for uncertain tax positions (: 19,15¢ — — — — 19,15«

Operating lease obligations ( 95,42¢ 11,947 22,62¢ 19,427 41,43( —
Total $ 11569 $ 1306 $ 2262 $ 1942 $ 4143 $ 19,15

(1) Represents the fixed or minimum amounts due undexhase obligations for customer support and miadkgirograms

(2) As of December 31, 2013, our recorded liabfiityuncertain tax positions was approximately 818illion. We are unable to reasonably
estimate the timing of the cash outflow due to utaeties in the timing of the effective settlemefitax positions

(3) Includes deferred rent of approximately $0.1iani included in accrued expenses and approximael.1 million in other long-term
liabilities in the accompanying audited consoliddb@lance sheet as of December 31, 2

CRITICAL ACCOUNTING POLICIES, SIGNIFICANT JUDGMENTS AND ESTIMATES

Management’s discussion and analysis of the firsaindition and results of operations is basecupo consolidated financial
statements, which have been prepared in accordeititaccounting principles generally accepted m thS. and the rules and regulations of
the SEC for annual financial reporting. The prepaneof these financial statements requires usakerestimates and judgments that affect th
reported amounts of assets, liabilities, revennésexpenses, and related disclosure of contingesgtts and liabilities. We base our estimates
and judgments on historical experience, knowledgaiopent conditions and beliefs of what could adeuthe future given available
information. We consider the following accountirgipies to be both those most important to thenagel of our financial condition and those
that require the most subjective judgment. If alatesults differ significantly from management'siemtes and projections, there could be a
material effect on our financial statements.

Revenue recognitiol

Our revenue is derived primarily from software tises, maintenance fees related to our softwaneskéss and consulting services. Oul
license arrangements, whether involving a perpditeise or a term license, generally contain rpldtelements, including consulting servic
training, and software maintenance services.

Software revenue recognition requires judgmentutting whether a software arrangement includesipialelements, and if so,
whether vendor-specific objective evidence (“VSO&f fair value exists for those elements. The anofiarrangement consideration
allocated to undelivered elements is based on 8@©E/ of fair value for those elements and recognazethose elements are delivered. Any
remaining portion of the total arrangement fedlscated to the software license, the first delateelement. Revenue is recognized for each
element when all of the revenue recognition ciété@ave been met.

Changes in the mix of the elements in a softwar@ngement, the ability to identify VSOE for thosergents, the fair value of the
respective elements, and changes to a producirsatst life cycle could materially impact the ambahearned and unearned revenue.
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Before we can recognize revenue, the following tmasic criteria must be met:

* Persuasive evidence of an arrangemewfs evidence of the existence of an arrangementjsgea contract or purchase order signed b
the client for software and maintenance and arsené of work for consulting services. In the evitnt client is a reseller we ensure a
binding agreement exists between the reseller addiser of the software.

* Delivery of product—Software is delivered electronically or shipped glisk media. Services, including maintenancecansidered
delivered as the work is performed or, in the afs@aintenance, over the contractual service period

* Fee is fixed or determinable-We assess whether a fee is fixed or determindlifeeautset of the arrangement. In addition, veess
whether contract modifications to an existing temmangement constitute a concession. Our agreememtst include a right of return.

» Collection of fee is probable-We assess the probability of collecting from eel@ént at the outset of the arrangement based on a
number of factors, including the client’'s paymeistdry, its current creditworthiness, economic dtods in the client’s industry and
geographic location, and general economic condititfrin our judgment collection of a fee is nobbable, revenue is recognized as casl
is collected, provided all other conditions for @aue recognition have been met.

Software license revenue

Perpetual software license fees are recognizeevanue when the software is delivered, any acceptaquired by contract that is 1
perfunctory is obtained, no significant obligatiarscontingencies exist related to the softwareenthan maintenance, and all other revenue
recognition criteria are met.

Term software license fees are payable on a mgrghbrterly, or annual basis under license agretsrikat typically have a three to
five-year term and may be renewed for additionahteat the client’s option.

As a result of our focus on frequent sales to atgdted clients, our strategy to sell initial tditensing agreements to those clients
with the goal to generate follow-on sales, and essalt of extended payment terms and other facsoich as the risk of concessions, we
recognize term license revenue over the term o&titeement as payments become due or earlieméijgheprovided all other criteria for
revenue recognition have been met.

Subscription revenue primarily consists of licemaajntenance and bundled services revenue recaboizeur license arrangements
that include a right to unspecified future produetkich is recognized ratably over the term ofshbscription period.

Maintenance revenue

First-year maintenance typically is sold with tkeéated software license and renewed on an anns& theereafter. Maintenance
revenue is deferred and recognized ratably ovetettme of the support period, which is generally gaar and subject to annual renewals.
Perpetual license maintenance obligations are basséparately stated renewal rates in the arramgetimat are substantive and therefore
represent VSOE of fair value. Term license arrarg@minclude separately stated maintenance feewande separate sales to determine
VSOE of fair value.

Services revenue

Our services revenue is comprised of fees for dinguservices, including software implementatitnajning, reimbursable expenses
and sales of our Pega Clo@id offering (“Pega Cloud Cbnsulting services may be provided on a “stalaie” basis or bundled with a
license and software maintenance services.
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Revenue from training services and consulting ses/under time and materials contracts is recodrageservices are performed. We
have VSOE of fair value for our training servicesl@onsulting services under time and material$éraots in North America, Australia, and
Europe.

Consulting services may occasionally be providea éired-price basis. We do not have VSOE of faiue for fixed-price services or
time and materials services in certain geographegibns. When these services are part of a maléf@ment arrangement, and the services a
not essential to the functionality of the softwaared when services, including maintenance, areitheundelivered element, we recognize the
revenue from the total arrangement ratably ovetdhger of the software maintenance period or #reise period. Revenue from fixed-price
services that are not bundled with a software Been generally recognized ratably during the serpieriod, which is typically less than four
months.

Revenue from stand-alone sales of Pega Ctoud d@gnéxed ratably over the term of the service. Wingolementation services are
sold together with our Pega Clo@id offering and ¢éreesrvices have stand-alone value to the cliengageunt for these services separately
from our Pega Cloul offering as described earStaind-alone value is established through the iaility to buy these services from many
trained partner system integrators and from traigasold independently from the sale of Pega €fouSince these multiple-element
arrangements are not software license sales, wg aggelling price hierarchy. Under the sellingcerhierarchy, third-party evidence of selling
price (“TPE”") will be considered if VSOE does nadst, and estimated selling price (“ESP”) will bged if neither VSOE nor TPE is available.
Generally, we are not able to determine TPE asalas strategy is customized to the needs of @ntsland our products or services are
dissimilar to comparable products or services @rttarketplace. In determining ESP, we apply sigaift judgment as we weigh a variety of
factors, based on the facts and circumstancesairttangement. We typically arrive at an ESP feerice that is not sold separately by
considering company-specific factors such as ggdgea, competitive landscape, and pricing practises! to establish bundled pricing and
discounting.

Warranties and Indemnification

We warrant to our clients that our software prodweil conform to documented specifications foimaited period. We have not
experienced significant claims related to softwaagranties beyond the scope of maintenance supplhith we are already obligated to
provide, and consequently we have not establiskeelves for warranty obligations.

Our agreements with clients generally require usdemnify the client against claims that our seifitevinfringes third party patent,
copyright, trademark or other proprietary rightsclsindemnification obligations are generally lieditin a variety of industrgtandard respec
including our right to replace an infringing produés of December 31, 2013, we had not experieargdosses related to these
indemnification obligations and no claims were tansgling.

Deferred revenue

Deferred software license revenue typically resfutisn client billings for which all of the criterio recognize revenue have not been
met. Deferred maintenance revenue represents seftisanse updates and product support contraatsatie typically billed in advance and are
recognized ratably over the support periods. Detkeservices revenue represents advanced billimgofesulting, hosting, and training services
that are recognized as the services are performed.
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Goodwill and Intangible Assets Impairment

Our goodwill and intangibles assets result fromlmusiness acquisitions. Goodwill and intangiblestswiith indefinite useful lives are
not amortized, but are tested for impairment agtleanually or as circumstances indicate theirezahay no longer be recoverable. We do not
carry any intangible assets with indefinite usdiftds other than goodwill. We perform our annuabdwill impairment during the fourth
quarter of the fiscal year. With the acquisitionAsitenna, we have determined our business has paating segments, which are our two
reporting units. To assess if goodwill is impaire, first perform a qualitative assessment to deitez whether further impairment testing is
necessary. If, as a result of the qualitative assent, we consider it more-likely-than-not that fhie value of a reporting unit is less than its
carrying amount, we perform a quantitative impainttest in a two-step process. For the first stepscreen for impairment, and if any
possible impairment exists, we undertake a sectaplaf measuring such impairment by performingalisdted cash flow analyses. These
analyses are based on cash flow assumptions thabasistent with the plans and estimates being tagsmanage our business. In the first stey
we review the carrying amount of our reporting wainpared to the “fair value” of the reporting urin excess carrying value to fair value
would indicate that goodwill may be impaired. If @etermined that goodwill may be impaired, therweaild compare the “implied fair value”
to the carrying value of the goodwill. We periodigae-evaluate our business and have determined thatwetivo operating segments, wh
are our two reporting units. If our assumptionsngein the future, we may be required to recordaimmpent charges to reduce the carrying
value of our goodwill. Changes in the valuatiorgobdwill could materially impact our operating riswand financial position.

We evaluate our intangible assets for impairmergnvelver events or changes in circumstances indicat¢he carrying amount of
such assets may not be recoverable. In evaluatiteppal impairment of these assets, we specifiahsider whether any indicators of
impairment are present, including, but not limited

. whether there has been a significant adverse chartge business climate that affects the valugnofsset
. whether there has been a significant change iextent or manner in which an asset is used;
. whether there is an expectation that the assebwifiold or disposed of before the end of its pally estimated useful life

If indicators of impairment are present, we comgheeestimated undiscounted cash flows that theifspasset is expected to genel
to its carrying value. These estimates involveificamt subjectivity. If such assets are considdmede impaired, the impairment to be
recognized is measured by the amount by whichdhgiog amount of the asset exceeds its fair value.

As of December 31, 2013, we had $37.5 million adgwill and $56.6 million of acquired intangible ats If our estimates or the
related assumptions change in the future, we magdpgired to record impairment charges to redueec#irying value of these assets. Change
in the valuation of londived assets could materially impact our operatiggplts and financial position. To date, there Haa@n no impairmer
of goodwill or intangibles assets.

Accounting for Income Taxe:

We use the asset and liability method of accourftingncome taxes. Under this method, deferredatesets and liabilities are
determined based on temporary differences betweefirtancial statement and tax basis of asset$iaitities using enacted tax rates in effect
for the year in which the differences are expettetverse.
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We regularly assess the need for a valuation ahee/@against our deferred tax assets. Future réalizaf our deferred tax assets
ultimately depends on the existence of sufficiamable income within the available carryback oryfarward periods. Sources of taxable
income include taxable income in prior carrybackrge future reversals of existing taxable tempodiffigrences, tax planning strategies, and
future taxable income. We record a valuation allogeato reduce our deferred tax assets to an ammmubtlieve is more likely than not to be
realized. Changes in our valuation allowance impasime tax expense in the period of adjustment.deferred tax valuation allowances
require significant judgment and uncertainties|uding assumptions about future taxable incomedhabased on historical and projected
information.

As of December 31, 2013, we had approximately $8 &illion of acquired Chordiant federal NOLs tha¢ aubject to annual use
limitations under section 382 of the Internal Rex&@ode. Based on those limitations we anticipsitegu$101.7 million of the remaining
NOLs by 2029. In addition, we had $0.9 million efferred tax assets related to state NOLs as ofrDeee31, 2013

We acquired approximately $52 million and $58. liomil of federal and foreign NOLs, respectivelytlie Antenna transaction. We
have preliminarily determined that we may utiliZE8$ million of the acquired Antenna federal NOllar the applicable section 382
limitation, and these losses are scheduled to expi2032. A valuation allowance is recorded ondéterred tax assets in excess of the federe
NOLsthat are deemed recoverable under the prelimin@itation. With regard to the acquired foreign NQbgull valuation allowance has
been recorded as of December 31, 2013 due to aimdgrtegarding the availability of these NOLs féset future income generated by the
related foreign businesses due to limitations uhmieal country change in control provisions.

We assess our income tax positions and recordetagflts based upon management’s evaluation ofattts,fcircumstances, and
information available at the reporting date. Farséntax positions where it is more-likely-than-tiatt a tax benefit will be sustained, we recorc
the largest amount of tax benefit with a greatant&0 percent likelihood of being realized upoimate settlement with a taxing authority
having full knowledge of all relevant informatidfor those income tax positions where it is not mikedy-than-not that a tax benefit will be
sustained, no tax benefit is recognized in thenfinal statements. We classify liabilities for urie@r tax positions as non-current liabilities
unless the uncertainty is expected to be resohitinwone year. We classify interest and penaltiesincertain tax positions as income tax
expense.

As a global company, we use significant judgmerdaiculate and provide for income taxes in eacthefax jurisdictions in which we
operate. In the ordinary course of our businegsethre transactions and calculations undertakesevhltimate tax outcome cannot be certain
Some of these uncertainties arise as a conseqoétremsfer pricing for transactions with our sulisiies and nexus and tax credit estimate
addition, the calculation of acquired tax attrittuéed the associated limitations are complex. WWimate our exposure to unfavorable outco
related to these uncertainties and estimate theapitity of such outcomes.

Although we believe our estimates are reasonablassurance can be given that the final tax outasith@ot be different from what
is reflected in our historical income tax provissoneturns, and accruals. Such differences, orggsaim estimates relating to potential
differences, could have a material impact on oooine tax provision and operating results in théoplein which such a determination is made.

See Note 16 “Income Taxes” in the notes to the mpamying audited consolidated financial statemfartfurther information.

ITEM 7A.  Quantitative and Qualitative Disclosure about Marke Risk

Market risk represents the risk of loss that mdgaifus due to adverse changes in financial manie¢s and rates. Our market risk
exposure is primarily related to fluctuations imgign exchange rates and interest rates.
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Foreign currency exposure

We derived approximately 45%, 46%, and 48%, oftotal revenue from sales to clients based outsidieeoU.S. in 2013, 2012 and
2011, respectively. Our international sales arallisdenominated in foreign currencies. Howeveg, dperating expenses of our foreign
operations are also primarily denominated in fareigrrencies, which partially offset our foreigmmncy exposure. A decrease in the value o
foreign currencies, particularly the British pouamtd the Euro relative to the U.S. dollar, couldeadely impact our revenues and operating
results.

Since the second quarter of 2011, we have usedfdreontracts to manage our exposure to chandessiign currency exchange
rates affecting foreign currency denominated actoreteivable, intercompany payables, and cashapityrheld by our U.S. operating
company.

Our U.S. operating company invoices most of oueifgm clients in foreign currencies, so it holdsicasd receivables denominated in
these foreign currencies. Our U.S. operating coiyigdnnctional currency is the U.S. dollar. Themefowhen there are changes in the foreign
currency exchange rates versus the U.S. dollarea@gnize a foreign currency transaction gainasg) in our consolidated statements of
operations. In addition, we have intercompany antothat are eliminated in consolidation, but #rgiose us to foreign currency exchange
fluctuation, which are recorded as foreign curremapsaction gains or (losses) in our consolidatattments of operations.

We have been primarily exposed to changes in theevaf the Euro and British pound relative to th&ldollar. More recently, we
have experienced increased levels of exposureetatistralian dollar and Indian rupee. We have msighated the forward contracts as
hedging instruments and as a result, we record filieivalue at the end of each reporting periodun consolidated balance sheet as other
current assets for unrealized gains and accrueensgs for unrealized losses, with any fluctuatioribe value of these contracts recognized ir
other income, net, in our consolidated statemeintgperations. Generally, we enter into contracthwérms of 90 days or less.

The fluctuations in the value of these forward cacis partially offset the gains and losses froemrdmeasurement or settlement of the
foreign currency denominated accounts receivabtefGompany payables, and cash held by the U.Satipg company recorded in foreign
currency transaction (loss) gain, thus partiallyigating the volatility.

We entered into forward contracts with notionalues as follows:

Year Ended December 31

Foreign currency (in thousands 2013 2012 2011

Euro € 102,30( € 49,70 £ 28,50(
British pound £ 85,400 £ 52,000 £ 19,50(
Australian dollai A$  26,30( A$ — A$ —
Indian rupee Rs 690,000 Re —  Rs —

The total change in the fair value of our forwaashitacts recorded in other (expense) income, re,ag follows:

Change in Fair Value in USD

Year Ended

December 31,
(in thousands 2013 2012 2011
(Loss) gain included in other (expense) income, net $(747) $(1,739) $764
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The impact on net income of the gains and lossegded on the foreign currency forward contractsictvis included in other
(expense) income, net, in the accompanying coretelitistatements of operations, and the foreigreoayrtransaction gains and losses
recorded on the remeasurement and settlement édrsign currency denominated assets, which isighedl in foreign currency transaction ¢
(loss) in the accompanying consolidated statenmfiperations, was a net loss of approximately $&1Bon, $1 million and $0.2 million for
the years ended December 31, 2013, 2012 and 2€ddectively.

Interest rate exposure

As of December 31, 2013, we had $76.5 million ofketable debt securities, which consisted primaflgorporate and municipal
bonds, with a weighted-average remaining matufity2omonths. Due to the overall short-term remajnimaturities of our marketable debt
securities, our interest rate exposure is not 8aggmit. As of December 31, 2013, a 200 basis patrease in market interest rates would have
reduced the fair value of our fixed rate marketatdbt securities by approximately $1.6 million.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Pggfasns Inc.
Cambridge, Massachusetts

We have audited the accompanying consolidated balsineets of Pegasystems Inc. and subsidiariesQtimepany”) as of
December 31, 2013 and 2012, and the related cdasetl statements of operations, comprehensive ie¢hoss), stockholders’ equity, and
cash flows for each of the three years in the pegioded December 31, 2013. We also have auditeddhgany’s internal control over
financial reporting as of December 31, 2013, basedriteria established internal Control—Integrated Framewo(&992) issued by the
Committee of Sponsoring Organizations of the Tremd®@ommission. The Company’s management is redplerfsir these financial
statements, for maintaining effective internal cohtver financial reporting, and for its assesstdrihe effectiveness of internal control over
financial reporting, included in the accompanyingidgement’s Report on Internal Control over FirariReporting. Our responsibility is to
express an opinion on these financial statement@aropinion on the Company’s internal control dugancial reporting based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighaf8laUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement and whether effective internal cordvelr financial reporting was maintained in all ev&l respects. Our audits of the financial
statements included examining, on a test basideaee supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estimatade by management, and evaluating the ovemalhdial statement presentation. Our a
of internal control over financial reporting inckri obtaining an understanding of internal contu@rdinancial reporting, assessing the risk
a material weakness exists, and testing and evaduthie design and operating effectiveness of ivalecontrol based on the assessed risk. Our
audits also included performing such other proceslas we considered necessary in the circumstaMeebelieve that our audits provide a
reasonable basis for our opinions.

A company’s internal control over financial repogdiis a process designed by, or under the supenvidi a company’s principal
executive and principal financial officers, or pErs performing similar functions, and effected byoapanys board of directors, manageme
and other personnel to provide reasonable assuragaeding the reliability of financial reportingdithe preparation of financial statements
external purposes in accordance with generally@edeaccounting principles. A company’s internaitcol over financial reporting includes
those policies and procedures that (1) pertainéartaintenance of records that, in reasonablel dataurately and fairly reflect the transacti
and dispositions of the assets of the companypr@)ide reasonable assurance that transactions@eded as necessary to permit preparatio
of financial statements in accordance with gengradtepted accounting principles, and that receiptsexpenditures of the company are bein
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) peoxédsonable assurance regarding
prevention or timely detection of unauthorized asitjon, use, or disposition of a company’s asHes could have a material effect on the
financial statements.

Because of the inherent limitations of internaltconover financial reporting, including the poséti of collusion or improper
management override of controls, material misstatémdue to error or fraud may not be preventetbtacted on a timely basis. Also,
projections of any evaluation of the effectivenekthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesdlitions, or that the degree of compliance Withpolicies or procedures may
deteriorate.

In our opinion, the consolidated financial statetaaaferred to above present fairly, in all matenéspects, the financial position of
Pegasystems Inc. and subsidiaries as of Decemb@033 and 2012, and the results of their operatéond their cash flows for each of the
three years in the period ended December 31, 20®nformity with accounting principles generadlgcepted in the United States of Amer
Also, in our opinion, the Company maintained, imnadterial respects, effective internal control ofieancial reporting as of December 31,
2013, based on the criteria establishethtarnal Control—Integrated Framewo(k992) issued by the Committee of Sponsoring Omgdinns
of the Treadway Commission.

/s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
February 25, 2014
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PEGASYSTEMS INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

ASSETS
Current asset:
Cash and cash equivalel
Marketable securitie
Total cash, cash equivalents, and marketable $ies
Trade accounts receivable, net of allowance of@1#&hd $96:
Deferred income taxe
Income taxes receivab
Other current asse
Total current asse
Property and equipment, r
Long-term deferred income tax
Long-term other asse
Intangible assets, n
Goodwill
Total asset

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl
Accrued expense
Accrued compensation and related expe
Deferred revenu
Total current liabilities
Income taxes payab
Long-term deferred revent
Other lon¢-term liabilities
Total liabilities

Commitments and contingencies (Note
Stockholder equity:
Preferred stock, $0.01 par value, 1,000 share®dnéd; no shares issued and outstan
Common stock, $0.01 par value, 100,000 shares apdiolp 38,162 shares and 37,945 shares issue
outstanding
Additional paic-in capital
Retained earning
Accumulated other comprehensive incol
Net unrealized gain on availa-for-sale marketable securiti
Foreign currency translation adjustme

Total stockholder equity
Total liabilities and stockholde’ equity

See notes to consolidated financial statements.
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As of December 31

2013 2012
80,23: $ 77,52
76,46 45,46(

156,69: 122,98t

165,59 134,06t
11,10¢ 10,20:

4,70¢ 6,261
9,117 5,49¢

347,21 279,01(
28,95 30,82
60,92 49,29:

2,52¢ 1,68
56,57 58,23
37,46 20,45

533,66 $ 439,49

3,748 $ 3,33
28,41 15,53¢
44,39¢ 40,71¢

110,88: 95,54¢

187,44t 155,12!
21,39: 13,55
34,19¢ 18,71¢
18,84 15,61¢

261,87- 203,01

382 37¢
139,94 138,57
127,82 94,34

77 88

3,55¢ 3,081

271,78 236,47

533,66. $ 439,49
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CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Revenue
Software licens:
Maintenance
Services
Total revenus
Cost of revenue
Software licens:
Maintenance
Services
Total cost of revenu
Gross profit
Selling and marketin
Research and developmt
General and administrati
Acquisitior-related cost
Restructuring cosl
Total operating expens
Income from operation
Foreign currency transaction (loss) g
Interest income, ne
Other (expense) income, r
Income before provision for income tay
Provision for income taxe

Net income
Earnings per shar
Basic
Diluted

Weightec-average number of common shares outstar
Basic
Diluted

See notes to consolidated financial statements.

PEGASYSTEMS INC.
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Year ended December 31

2013 2012 2011
$191,87¢  $163,90  $138,80
157,30¢ 133,52" 117,11
159,76 164,27 160,75¢
508,95 461,71 416,67
6,281 6,33¢ 6,69:
15,27: 14,78: 13,07
135,85: 136,25« 145,02t
157,40 157,38( 164,79
351,54¢ 304,33 251,87
181,09 167,26 147 45
79,72¢ 76,72¢ 65,30¢
29,59: 28,91t 28,19¢
1,30¢ — 482
1,731 — (62)
293,45 272,90 241,38:
58,09' 31,42¢ 10,49
(1,599 78C (93F)
524 41¢ 39¢
(63F) (1,680) 85¢€
56,39: 30,94: 10,81
18,35( 9,071 705
$ 38,04.  $2186( $ 10,108
$ 1.0 $ 056 $ 0.27
$ 09¢ $ 056 $ 0.2
37,97: 37,85: 37,49¢
38,981 38,85¢ 39,40:
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PEGASYSTEMS INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
(in thousands)

Year ended December 31

2013 2012 2011
Net income $ 38,04 $ 21,86¢ $ 10,10¢
Other comprehensive incorr
Unrealized (loss) gain on securities, net of (12) 31 93
Foreign currency translation adjustme 46¢ 1,49t 29€
Total other comprehensive incot 45¢ 1,52¢ 38¢
Comprehensive incon $ 38,50 $ 23,39 $ 10,49

See notes to consolidated financial statements.
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PEGASYSTEMS INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except per share amounts)

Accumulated

Other
Additional Comprehensive Total
Paid-In Retained Stockholders’
Common Stock Capital Earnings Income Equity
Number
of Shares Amount

Balance at January 1, 2011 37,25( % 372 $ 122,600 $ 71,43 $ 1,26( $ 195,67(
Repurchase of common stc (139 (€N} (4,869 — — (4,864
Issuance of common stock for share-based

compensation plar 57& 6 (4,297) — — (4,287)
Issuance of stock under Employee Stock Purchase

Plan 18 — 647 — — 647
Issuance of stock awar 8 — 35C — — 35C
Stocl-based compensation expel — — 8,67¢ — — 8,67¢
Tax benefit from exercise or vesting of equity

awards, net of deferred tax asset deficiencie:

$83 — — 6,57t — — 6,57~
Cash dividends declared ($0.12 per sh — — — (4,510 — (4,510
Other comprehensive incor 38¢ 38¢
Net income — — — 10,10¢ — 10,10¢
Balance at December 31, 20 37,71: % 377 $ 129,70. $ 77,02¢ $ 1,64¢ $ 208,75t
Repurchase of common stc (18%) (2 (5,209 — — (5,206
Issuance of common stock for share-based

compensation plar 382 4 (3,869) — — (3,86%)
Exercise of Common Stock Warral 2 — — — — —
Issuance of stock under Employee Stock Purch

Plan 22 — 602 — — 602
Issuance of stock awar 12 — — — — —
Stocl-based compensation expel — — 11,50¢ — — 11,50¢
Tax benefit from exercise or vesting of equity

awards, net of deferred tax asset deficiencies of

$284 — — 5,83¢ — — 5,83¢
Cash dividends declared ($0.12 per sh — — — (4,54%) — (4,54%)
Other comprehensive incor 1,52¢ 1,52¢
Net income — — — 21,86¢ — 21,86¢
Balance at December 31, 20 37,94t $ 37¢ $ 138,57¢ $ 94,34¢ $ 3,17t $ 236,47¢
Repurchase of common sta (390 4) (12,529 — — (12,52%)
Issuance of common stock for share-based

compensation plar 574 7 (5,68¢) — — (5,679
Issuance of stock under Employee Stock Purch

Plan 19 — 54t — — 54&
Issuance of stock awar 14 — — — — —
Stocl-based compensation expel — — 12,86¢ — — 12,86¢
Tax benefit from exercise or vesting of equity

awards, net of deferred tax asset deficiencies of

$435 — — 6,16« — — 6,16¢
Cash dividends declared ($0.12 per sh — — — (4,56¢€) — (4,56¢)
Other comprehensive incor 45¢ 45¢
Net income — — — 38,04 — 38,04
Balance at December 31, 20 38,16 $ 38. $ 139,94 $ 12782 $ 363 $ 271,78

See notes to consolidated financial statements.
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PEGASYSTEMS INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Operating activities
Net income
Adjustment to reconcile net income to cash providgaperating activities
Excess tax benefits from exercise or vesting oftggwards
Deferred income taxe
Depreciation and amortizatic
Amortization of investment
Stocl-based compensation expel
Foreign currency transaction loss (ge
Other nor-cash
Change in operating assets and liabilit
Trade accounts receivat
Income taxes receivable and other current a
Accounts payable and accrued expet
Deferred revenu
Other lon¢-term assets and liabilitie
Cash provided by operating activiti
Investing activities
Purchases of marketable securi
Proceeds from maturities and called marketablerges.
Sale of marketable securiti
Payment for 2013 acquisition, net of cash acqt
Investment in property and equipmt
Cash used in investing activiti
Financing activities
Issuance of common stock for st-based compensation pla
Excess tax benefits from exercise or vesting oftgagwards
Dividend payments to sharehold
Common stock repurchases for tax withholdings &irsettlement of equity awar
Common stock repurchases under share repurchageprs
Cash used in financing activiti
Effect of exchange rate on cash and cash equis

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

Cash and cash equivalents, end of

Supplemental disclosure
Income taxes pai

Non-cash investing and financing activi
Dividends payabl

See notes to consolidated financial statements.
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Year ended December 31

2013 2012 2011
$ 38,04 $ 21,86¢ $ 10,10¢
(6,435) (6,031) (6,65¢)
(7,009) (6,162) (15,26¢)
20,03 18,56¢ 17,46:
1,77¢ 1,41¢ 84¢
12,86¢ 11,50¢ 9,02¢
1,59: (780) 93t
1,67C 3,357 1,74¢
(28,316 (33,669 (18,45()
7,07¢ 6,57( 10,51¢
5,79¢ (7,656) 9,03¢
26,36 24,78 14,59t
7,24¢ 9,801 5,90¢
80,70: 43,57 39,81¢
(60,64¢) (20,209 (57,249
27,81« 24,57¢ 20,64¢
— — 1,04¢
(25,56%) — —
(5,59) (23,610 (9,83%)
(63,99 (19,23%) (45,389
2,21( 1,12¢ 2,62
6,43t 6,031 6,65¢
(3,421) (5,680) (4,495)
(7,34%) (4,391) (6,267)
(12,446 (5,179 (4,835)
(14,56 (8,091) (6,317)
567 922 1,117
2,70¢ 17,17: (10,779
77,52 60,35: 71,12;
$ 80,23 $ 77,52 $ 60,35:
$ 11,10 $ 5,10¢ $ 2,56¢
$ 1,14t J— $ 1,13



Table of Contents

PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

(a) Business

The Company develops, markets, licenses, and siggaftware to automate complex, changing busipessesses. The Company
provides implementation, consulting, training, teichl support and hosting services to facilitate tlse of its software.

(b) Management estimates and reporting

The preparation of financial statements in confymiith accounting principles generally acceptethi@a United States of America
(“U.S.”) requires management to make estimategwaaginents that affect the reported amounts of ass@t liabilities and disclosure of
contingent assets and liabilities at the date effitancial statements and the reported amountsvehues and expenses during the periods
presented. Actual results could differ from thostneates. Accounts with reported amounts basedgmifisant estimates and judgments
include revenue, allowance for sales credit memefgrred income taxes, income taxes payable, &irevof assets acquired and liabilities
assumed, intangible assets, goodwill, accrued esgmxeferred revenue, and stock-based compensation

(c) Principles of consolidation

The consolidated financial statements include Restans Inc. and its wholly owned subsidiaries.idiércompany accounts and
transactions have been eliminated in consolidation.
2.  SIGNIFICANT ACCOUNTING POLICIES

(a) Revenue recognition

The Company'’s revenue is derived primarily fromtwafe licenses, maintenance fees related to thep@ows software licenses, and
consulting services. The Company’s license arramgesnwhether involving a perpetual license ormtiécense, generally contain multiple
elements, including consulting services, traingmy] software maintenance services.

Software revenue recognition requires judgmentutting whether a software arrangement includesipialelements, and if so,
whether vendor-specific objective evidence (“VSO&f fair value exists for those elements. The anofiarrangement consideration
allocated to undelivered elements is based on 8@ of fair value for those elements and recognézethose elements are delivered. Any
remaining portion of the total arrangement fedlzcated to the software license, the first delegeelement.

Before the Company can recognize revenue, thewalilp four basic criteria must be met:

. Persuasive evidence of an arrangem—As evidence of the existence of an arrangemeatCttmpany uses a contract or purchase
order signed by the client for software and maiate®, and a statement of work for consulting sesvitn the event the client is a
reseller the Company ensures a binding agreemesis detween the reseller and end user of the aodt

. Delivery of produc—The Company delivers its software electronicallglips it via disk media. Services, including ntairance,
are considered delivered as the work is performethdhe case of maintenance, over the contraseaice period
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PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

. Fee is fixed or determinab—The Company assesses whether a fee is fixed ermdietable at the outset of the arrangement. In
addition, the Company assesses whether contradficadidns to an existing term arrangement consgituconcession. The
Compan’s agreements do not include a right of ret

. Collection of fee is probable-The Company assesses the probability of colledtimp each client at the outset of the arrangemen
based on a number of factors, including the cliepiyment history, its current creditworthinesgneemic conditions in the client’s
industry and geographic location, and general exdnoonditions. If in the Company’s judgment cotlen of a fee is not probable,
revenue is recognized as cash is collected, prdvatleother conditions for revenue recognition haeen met

Software license revenues

Perpetual software license fees are recognizeevanue when the software is delivered, any acceptaquired by contract that is 1
perfunctory is obtained, no significant obligatiamrscontingencies exist related to the softwareepthan maintenance, and all other revenue
recognition criteria are met.

Term software license fees are payable on a marglyrterly, or annual basis under license agretsbat typically have a three to
five-year term and may be renewed for additionahteat the client’s option.

As a result of the Company’s focus on frequentsstdéts targeted clients, the Company’s stratedp isell initial term licensing
agreements to those clients with the goal to geadéodlow-on sales, and as a result of extendednaany terms and other factors, such as the
risk of concessions, the Company recognizes tarem$ie revenue over the term of the agreement asgudy become due or earlier if prepaid,
provided all other criteria for revenue recognititave been met.

Subscription revenue primarily consists of licemsajntenance, and bundled services revenue recjniz the Company’s license
arrangements that include a right to unspecifiedré&products, which is recognized ratably overtémm of the subscription period.

Maintenance revenues

First-year maintenance typically is sold with tleéated software license and renewed on an anngi theereafter. Maintenance
revenue is deferred and recognized ratably ovetettme of the support period, which is generally gaar and subject to annual renewals.
Perpetual license maintenance obligations are basséparately stated renewal rates in the arramgetimat are substantive and therefore
represent VSOE of fair value. Term license arrarg@minclude separately stated maintenance feethar@ompany uses separate sales to
determine VSOE of fair value.

Services revenues

The Companys services revenue is comprised of fees for trgintonsulting services including software implenagion, reimbursabl
expenses, and sales of its Pega Clud as-a-platifiening (“Pega Clou@ ). Consulting services nimyprovided on a “stand-alone” basis
or bundled with a license and software maintenaececes.

Revenue from “stand-alone” training services ankadting services under time and materials corgrisctecognized as services are
performed. The Company has VSOE of fair value t®training services and consulting services utider and materials contracts in North
America, Australia, and Europe.
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PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Consulting services may be provided on a fixedephiasis. The Company does not have VSOE of fairevir fixed-price services or
time and materials services in certain geographegibns. When these services are part of a meléj@ment arrangement, and the services a
not essential to the functionality of the softwame¢d when services including maintenance, aretheundelivered element, the Company
recognizes the revenue from the total arrangenaably over the longer of the software maintengeréod or the service period. Revenue
from fixed-price services that are not bundled with a softliaense is generally recognized ratably duringsgbevice period, which is typical
less than four months.

Revenue from stand-alone sales of Pega Cloud d@gnéxed ratably over the term of the service. Wingolementation services are
sold together with the Company’s Pega Cléud ofteend these services have stand-alone value wigm, the Company accounts for these
services separately from its Pega Cléud offerindesxribed earlier. Stand-alone value is estaldigi@ugh the client’s ability to buy these
services from many trained partner system integsand from transactions sold independently froenstile of Pega Cloud . Since these
multiple-element arrangements are not software$iessales, the Company applies a selling pricatgiey. Under the selling price hierarchy,
third-party evidence of selling price (“TPE") wile considered if VSOE does not exist, and estimsd#ithg price (“ESP”) will be used if
neither VSOE nor TPE is available. Generally, tlienPany is not able to determine TPE as its satategly is customized to the needs of its
clients and the Company'’s products and servicediasémilar to comparable products or servicehierharketplace. In determining ESP, the
Company applies significant judgment as it weighsudety of factors, based on the facts and cir¢antes of the arrangement. The Company
typically arrives at an ESP for a service thatdssold separately by considering company-spefafitors such as geographies, competitive
landscape, and pricing practices used to establiskled pricing and discounting.

Warranties and Indemnification

The Company warrants to its clients that its sofeagroducts will conform to documented specificasidor a limited period. The
Company has not experienced significant claimdedlto software warranties beyond the scope of tmaamce support, which it is already
obligated to provide, and consequently it has stdatdished reserves for warranty obligations.

The Company’s agreements with clients generallyireqt to indemnify the client against claims ttia@ Company’s software
infringes third party patent, copyright, trademarlother proprietary rights. Such indemnificatidsligations are generally limited in a variety
of industry-standard respects, including the Corgjsaright to replace an infringing product. As oé€mber 31, 2013, the Company had not
experienced any losses related to these indemtndiicabligations and no claims were outstanding.

Deferred revenue

Deferred software license revenue typically resutimn contractual billings for which all of the tefia to recognize revenue have not
been met. Deferred maintenance revenue represdii@ee license updates and product support castihat are typically billed in advance
and are recognized ratably over the support periddferred services revenue represents advandewbifor consulting hosting, and training
services that are recognized as the services di@ped.

(b) Fair value of financial instruments

The principal financial instruments held by the @amy consist of cash equivalents, marketable gesjraccounts receivable, and
accounts payable. The carrying value of theseunstnts approximates their fair value due to thearsmaturities. See Note 3 “Marketable
Securities” and Note 5 “Fair Value Measurements'ftmther discussion of financial instruments theg carried at fair value on a recurring
basis.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

(c) Derivative instruments

The Company uses foreign currency forward contrctsanage its exposures to changes in foreigeayrexchange rates associs
with its foreign currency denominated accountsiked®e, intercompany payables, and cash. The foreigrency forward contracts utilized by
the Company are not designated as hedging instrtisraed as a result, the Company records the fhievaf these contracts at the end of each
reporting period in its consolidated balance shsaither current assets for unrealized gains acrdied expenses for unrealized losses, with
any fluctuations in the value of these contract®gaized in other (expense) income net, in its olthsted statement of operations. The
fluctuations in the value of these foreign currefayvard contracts partially offset the gains amskks from the remeasurement or settleme
the foreign currency denominated accounts recegdyatiercompany payables, and cash held by thedp&ating company, thus partly
mitigating the volatility. Generally, the Compamyters into foreign currency forward contracts wéhms of 90 days or less.

(d) Property and equipment

Property and equipment are recorded at cost. Diggii@at and amortization are computed using thegitdine method over the
estimated useful lives of the assets, which aretlgears for equipment and five years for furniand fixtures. Leasehold improvements are
amortized over the lesser of the term of the leatke useful life of the asset. Repairs and maariee costs are expensed as incurred.

The Company capitalizes and amortizes certain tdio@sts associated with computer software developgdirchased for internal use.
The Company amortizes capitalized software cogtergdly over three to five years commencing ondate the software is placed into service
During 2013, 2012, and 2011, the Company did npttakze any costs for computer software develdjpednternal use.

(e) Goodwill

Goodwill represents the residual purchase pricé jpaa business combination after all identifiededs and liabilities have been
recorded. Goodwill is not amortized. The Compamfgrened its qualitative assessment in the fourtartgrs of 2013, 2012, and 2011, and
concluded it was not more likely than not that fhie value of its reporting units was less tharirtiearrying value.

(f) Intangible Assets

All of the Company’s intangible assets are amodtiasing the straight-line method over their estedaiseful life. The Company
evaluates its intangible assets for impairment whenevents or changes in circumstances indicatehb carrying amount of such assets may
not be recoverable. Impairment is assessed by aamgphe undiscounted cash flows expected to bemgded by the intangible asset to its
carrying value. If impairment exists, the Companjculates the impairment by comparing the carryialgie of the intangible asset to its fair
value as determined by discounted expected caafs.flbhe Company did not record any impairment ih32@012, or 2011.

(g) Research and development and software costs

Research and development costs are expensed athdDapitalization of computer software develofiedesale begins upon the
establishment of technological feasibility, genlgrdemonstrated by a working model or an operatemsion of the computer software product.
Such costs have not been material to date as tlegjical feasibility is established within a shanéframe from the software’s general
availability and, as a result, no costs were cépéd in 2013, 2012, or 2011.
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(h) Stock-Based Compensation

The Company recognizes stock-based compensati@nsgmssociated with equity awards based on thedfaie of these awards at
the grant date. Stock-based compensation is repegjmver the requisite service period, which isegelty the vesting period of the equity
award, and is adjusted each period for anticipfagditures. The Company recognizes stock-basedpensation using the ratable method,
which treats each vesting tranche as if it werendividual grant. See Note 15 “Stock-based Comptmsafor discussion of the Company’s
key assumptions included in determining the falugaf its equity awards at grant date.

(i) Acquisition-related costs

Acquisition-related costs are expensed as inclanedinclude direct and incremental costs associatiddan impending or completed
acquisition. During 2013, the $1.3 million of acsjtion-related costs were primarily profession@sf@ssociated with the Company’s
acquisition of Antenna Software, Inc. (“AntennaDuring 2011, the $0.5 million of acquisition-reldteosts were primarily legal fees
associated with litigation assumed in the Compaagtguisition of Chordiant Software, Inc. (“Chordign

() Restructuring costs

Restructuring costs are recorded when a plan tiuctaring is in place and management has committeckecution of the plan. To
extent that a restructuring plan provides empldy&eefits for services rendered in future period®hd a minimum period, the costs are
recognized over the requisite service period. [h32@estructuring costs include future lease paymand demising costs, net of estimated
sublease income, for the elimination of space witime facility related to the integration of Antan®ee Note 12 “Accrued Restructuring
Costs” for further detail.

(k) Foreign currency translation

The translation of assets and liabilities for thaarty of the Company’s foreign subsidiaries isdaat period-end exchange rates,
while revenue and expense accounts are translated average exchange rates during the perioddddions occurred. The resulting
translation adjustments are reflected in accumdlateer comprehensive income. The Company’s Indisigiary uses the U.S. dollar as its
functional currency, therefore, its monetary asaattliabilities are remeasured at current ratesitamon-monetary assets are recorded at
historical exchange rates. Realized and unreabzetiange gains or losses from transactions andasamement adjustments are reflected in
foreign currency transaction gain (loss), in theamepanying consolidated statements of operations.

(I) Accounting for Income Taxes

The Company uses the asset and liability methatodunting for income taxes. Under this methodemefl tax assets and liabilities
are determined based on temporary differences leetthe financial statement and tax basis of assetdiabilities using enacted tax rates in
effect for the year in which the differences arpeoted to reverse. Future realization of the Comgatieferred tax assets ultimately depenc
the existence of sufficient taxable income withie twvailable carryback or carryforward periods.rSesi of taxable income include taxable
income in prior carryback years, future reversélexisting taxable temporary differences, tax plagrstrategies, and future taxable income.
The Company records a valuation allowance to reda@eferred tax assets to an amount it believesare-likely-than-not to be realized.
Changes in the valuation allowance impacts incarekpense in the period of adjustment. The Comnipateferred tax valuation allowance
requires significant judgment and uncertaintiesluding assumptions about future taxable incomearabased on historical and projected
information. The Company recognizes excess taxflisweghen they are realized, through a reductiom@ome taxes payable using the with
and without stock option method.
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The Company assesses its income tax positionsemodds tax benefits based upon management’s eialiadtthe facts,
circumstances, and information available at themépg date. For those tax positions where it igsedikely-than-not that a tax benefit will be
sustained, the Company records the largest amduax denefit with a greater than 50 percent liketid of being realized upon ultimate
settlement with a taxing authority having full knedge of all relevant information. For those incatawe positions where it is not more-likely-
than-not that a tax benefit will be sustained, arolienefit is recognized in the financial stateraefihe Company classifies liabilities for
uncertain tax positions as non-current liabilitieéess the uncertainty is expected to be resolifdnwone year. The Company classifies
interest and penalties on uncertain tax positienis@ome tax expense.

As a global company, the Company uses signifiazagment to calculate and provide for income taresaich of the tax jurisdictions
in which it operates. In the ordinary course of @@mmpany’s business, there are transactions aodlatibns undertaken whose ultimate tax
outcome cannot be certain. Some of these unceesiatise as a consequence of transfer pricingdosactions with the Company’s
subsidiaries and nexus and tax credit estimatesddiition, the calculation of acquired tax attrdmiand the associated limitations are complex
See Note 16 “Income Taxes” for further information.

3. MARKETABLE SECURITIES

(in thousands) December 31, 201
Unrealized
Amortized Unrealized
Cost Gains Losses Fair Value

Marketable securitie:

Municipal bonds $ 41,54¢ 75 (200 $ 41,60
Corporate bond 31,86¢ 52 4) 31,91¢
Certificates of depos 2,94¢ 1 (4) 2,94¢
Marketable securitie $ 76,36 12¢ (28 $ 76,46
(in thousands) December 31, 201
Unrealized
Amortized Unrealized
Cost Gains Losses Fair Value
Marketable securitiet
Municipal bonds $ 30,48¢ 48 (100 $ 30,52
Corporate bond 14,85: 83 (2) 14,93«
Marketable securitie $ 45,34 13 (12 $  45.46(

The Company considers debt securities with maggritf three months or less when purchased, todkeezguivalents. Interest is
recorded when earned. All of the Company’s investsiare classified as available-for-sale and amgechat fair value with unrealized gains
and losses recorded as a component of accumuldtedapmprehensive income, net of related incomesta

As of December 31, 2013, remaining maturities ofketable debt securities ranged from January 20 Eebruary 2016, with a
weighted-average remaining maturity of approximaigél months.
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4. DERIVATIVE INSTRUMENTS

The Company uses foreign currency forward contrctsanage its exposure to changes in foreign soyrexchange rates associated
with its foreign currency denominated accountsiked®e, cash and intercompany payables. The U.&abpg company invoices most of its
foreign clients in foreign currencies, which restuit cash and receivables held at the end of fhartiag period denominated in these foreign
currencies. Since the U.S. operating company’stional currency is the U.S. dollar, the Companyeizes a foreign currency transaction
gain or (loss) on the foreign currency denominaigsh, intercompany payables and accounts receitialidleby the U.S. operating company in
its consolidated statements of operations wheretaer changes in the foreign currency exchangs vatsus the U.S. dollar. The Company
been primarily exposed to the fluctuation in thé&iBn pound and Euro relative to the U.S. dollanr®recently, the Company has experiencec
increased levels of exposure to the Australianai@hd Indian rupee, for which it began to use fsdvcontracts in the third quarter of 2013.

The foreign currency forward contracts utilizedtbg Company are not designated as hedging instrtsraed as a result, the Comp
records the fair value of these contracts at tlleofreach reporting period in its consolidated bedasheet as other current assets for unrealiz¢
gains and accrued expenses for unrealized losssamy fluctuations in the value of these consaetcognized in other (expense) income, ne
in its consolidated statement of operations. Howebe fluctuations in the value of these foreigimrency forward contracts partially offset the
gains and losses from the remeasurement or settteshéhe foreign currency denominated accountsivable, intercompany payables, and
cash held by the U.S. operating company, thusypanitigating the volatility. Generally, the Compaegters into foreign currency forward
contracts with terms not greater than 90 days.

As of December 31, 2013, 2012, and 2011, the Cognghnot have any forward contracts outstanding.

The Company entered into forward contracts withamatl values as follows:

Year Ended December 31

Foreign currency (in thousands) 2013 2012 2011

Euro € 102,30( € 49,70 € 28,50(
British pound £ 85,40 £ 52,000 £ 19,50(
Australian dollau A$ 26,30( A$ — A$ —
Indian rupee Rs 690,000 Rs — Rs —

The total change in the fair value of the Compaifgia/ard contracts recorded in other (expense)rmemet, was as follows:

Change in Fair Value in USD
Year Ended December 31
(in thousands) 2013 2012 2011

(Loss) gain included in other (expense) income, net $ (747) $ (1,739 $ 764
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5.  FAIR VALUE MEASUREMENTS

Fair value is an exit price, representing the arhthet would be received from the sale of an assptid to transfer a liability in an
orderly transaction between market participantethas assumptions that market participants wouddmpricing an asset or liability. As a
basis for classifying the fair value measuremeatiyree-tier fair value hierarchy, which classifiles fair value measurements based on the
inputs used in measuring fair value, was estaldigtsefollows: (Level 1) observable inputs suchasted prices in active markets for identical
assets or liabilities; (Level 2) significant ottedrservable inputs that are observable either dyrectiindirectly; and (Level 3) significant
unobservable inputs in which there is little ormarket data, which requires the Company to devigdopvn assumptions. This hierarchy
requires the Company to use observable market @bt available, and to minimize the use of unolsade inputs when determining fair
value. On a recurring basis, the Company recosdnirketable securities at fair value.

The Company’s investments classified within Levelf the fair value hierarchy are valued using qdaterket prices. The Compasy’
investments classified within Level 2 of the faslwe hierarchy are valued based on matrix pricovgpiled by third party pricing vendors,
using observable market inputs such as interess rgield curves, and credit risk.

The fair value hierarchy of the Company’s cash eajents and marketable securities at fair valwesifollows:

Fair Value Measurements at Reportin

Date Usin¢
Quoted Prices Significant
in Active Other
Markets for Observable
Identical Assets Inputs
(in thousands) December 31,201 (Level 1) (Level 2)
Money market funds $ 2,23 $ 2,23 $ —
Marketable securitiet
Municipal bonds $ 41,60( $ 10,56¢ $ 31,03
Corporate bond 31,91¢ 31,91¢ —
Certificates of depos 2,94¢ — 2,94¢
Total marketable securitit $ 76,46 $ 42,48t $ 33,97¢

Fair Value Measurements at Reporting

Date Using
Quoted Prices Significant
in Active Other
Markets for Observable
December 31 Identical Assets Inputs
(in thousands) 2012 (Level 1) (Level 2)
Money market funds $ 2,87 $ 2,87 $ —
Marketable securitiet
Municipal bonds $ 30,52¢ $ 11,96¢ $ 18,56
Corporate bond 14,93 14,93 —
Total marketable securitit $ 45,46( $ 26,90( $ 18,56(

Assets Measured at Fair Value on a Nonrecurringi

Assets recorded at fair value on a nonrecurringsbasch as property and equipment, and intangisgets are recognized at fair value
when they are impaired. During 2013, 2012, and 26 Company did not recognize any impairmentgassets measured at fair value on «
nonrecurring basis.
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6. TRADE ACCOUNTS RECEIVABLE, NET OF ALLOWANCE

Unbilled trade accounts receivable relate to sessgarned under time and material arrangementatenance and license
arrangements that had not been invoiced.

December 31

(in thousands) 2013 2012
Trade accounts receivable $ 128,97: $ 112,10t
Unbilled accounts receivab 38,61¢ 22,92:
Total accounts receivab 167,59: 135,02¢
Allowance for sales credit mem (1,999 (969)
$ 165,59 $ 134,06

The Company records an allowance for estimatestefipial sales credit memos when the related reventecorded and reviews this
allowance periodically. The following reflects thetivity of the allowance for sales credit memos:

Year Ended December 31

(in thousands) 2013 2012 2011
Balance at beginning of year $ 96% $ 89t $ 1,025
Provision for credit memc 5,37¢ 1,77% 2,871
Credit memos issue (4,340 (1,70%) (3,009
$ 1,99 $ 96 $ 89

7. PROPERTY AND EQUIPMENT

December 31

(in thousands) 2013 2012
Leasehold improvements $ 24,24 $ 23,06¢
Computer equipmet 13,00¢ 11,71¢
Furniture and fixture 5,15( 5,16(
Computer software purchas 3,75( 3,04¢
Computer software developed for internal 721 721
Fixed assets in progre 44¢ 161
47,31¢ 43,87(
Less: accumulated depreciation and amortize (18,359 (13,049)
Property and equipment, r $ 28,95 $ 30,82

Depreciation and amortization expense was apprdrign&8.2 million, $7.5 million, and $6.1 milliofor the years ended
December 31, 2013, 2012, and 2011, respectively.
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8. ACQUISITION

On October 9, 2013, the Company acquired Antenfegding provider of mobile application developmplatforms. The Company
acquired all of the outstanding capital stock ofékma in a cash merger for $27.7 million, subjec tvorking capital adjustment calculated at
the time of closing that is preliminary. The tgtalrchase price of $27.7 million included $4.2 roitlj which was deposited in escrow to secure
the selling stockholders’ indemnification obligatsto the Company under the merger agreement ilidtenpaid to the former shareholders of
Antenna over certain periods through April 201%lasy amounts presented and approved for paymaimsaghe escrow. During 2013, the
Company incurred direct and incremental expensescated with the transaction of $1.3 million amgects to incur an additional estimated
$0.4 million of such expenses that are primarilgfessional fees.

The Company believes the acquisition will offerdtdlective clients faster time-to-market and iraed flexibility in end-to-end
mobile application development, powerful device agament and cloud-based mobile Backend-as-a-Service

The operations of Antenna are included in the Camiseoperating results from the date of acquisitibhe amount of revenue and
earnings of Antenna included in the Company’s cbdated statement of operations were approximak8l9 million and a loss of
approximately $2.6 million, respectively. Due te ttapid integration of the products, sales foroe, @perations of Antenna, other than the
maintenance and hosting revenue attributable toett@gnition of the fair value of acquired deferredintenance and hosting revenue, it may
not be feasible for the Company to identify revefroen new arrangements attributable to Antenna.

The Company is in the process of investigatingféioes and circumstances existing as of the actpnsitate in order to finalize the
allocation of the purchase price to the fair vadfiassets acquired and liabilities assumed antlesiahe related tax basis. As a result of the
preliminary purchase price allocation, the Compaagpgnized $17 million of goodwill, which is priniigrdue to the expected synergies of the
combined entities and the workforce in place. Thedyvill created by the transaction is nondeductibteax purposes. The Company recordec
$36.7 million of deferred tax assets, a $24.2 oiillvaluation allowance related to the Company’dimpirary determination it will not be able
to utilize the acquired Antenna federal and foré\bLs due to various limitations and restrictioasd a $6.9 million deferred tax liability
associated with the acquired intangibles, for adeétrred tax asset of $5.6 million. A summarytef preliminary purchase price allocation for
the acquisition of Antenna is as follows:

(in thousands

Total purchase consideratic

Cash $ 27,69¢
Allocation of the purchase consideratis

Cash $ 782
Accounts receivable, net of allowar 4,13¢
Other asset 3,94
Property and equipme 65E
Deferred tax assets, r 5,58¢
Identifiable intangible asse 10,35t
Goodwill 17,01:
Accounts payabl (1,470
Accrued liabilities (8,93))
Deferred revenu (4,379
Net assets acquire $ 27,69

56



Table of Contents

PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The valuation of the assumed deferred revenue asescbon the Company’s contractual commitment twigeopost-contract customer
support to Antenna clients and future contractealggmance obligations under existing hosting agesments. The fair value of this assumed
liability was based on the estimated cost plusaagrable margin to fulfill these service obligaiomhe majority of the deferred revenue is
expected to be recognized in the 12 months follgwire acquisition.

The valuation of the acquired intangible assetstisrently subjective and relies on significant lis@rvable inputs. The Company u
an income approach to value the acquired custoetatied, technology and trade name intangible asBeésnon-compete assets were valued
using the with-and-without method, a form of theame approach which considers the cash flow difféats under multiple scenarios with or
without key executives. The valuation for eachh&se intangible assets was based on estimateatwagof expected cash flows to be
generated by the assets, discounted to the presleet at discount rates commensurate with perceig&dThe valuation assumptions take into
consideration the Company’s estimates of contextwal, technology attrition and revenue growthjgmtions.

The estimated fair values for specifically idemtifie intangible assets acquired, by major assss$ céae as follows:

Weighted-average

amortization
period

(in thousands) (in years)
Customer related intangible assets $  4,27¢ 4
Technology 3,65¢ 3
Non-compete 1,34 1
Trade nami 1,07¢ 3

$ 10,35 3.2

Pro forma Information

The following pro forma financial information prege the combined results of operations of the Campgad Antenna as if the
acquisition had occurred on January 1, 2012 aftengyeffect to certain pro forma adjustments. Pine forma adjustments reflected herein
include only those adjustments that are directiybattable to the Antenna acquisition, factuallppartable, and expected to have a continuing
impact on the Company. These pro forma adjustrmiraligde a net increase in amortization expensdirarete historical amortization of
Antenna intangible assets and to record amortizatigense for the $10.4 million of acquired idealife intangibles, a decrease in interest
income as a result of the cash paid for the adiprisia decrease in interest expense as a resihe sepayment of all Antenna outstanding deb
in connection with the acquisition, and the elintioia of approximately $1.3 million of acquisitioetated costs, including transaction costs
incurred by the Company and Antenna. The pro fdinancial information does not reflect any adjustsefor anticipated synergies resulting
from the acquisition and is not necessarily indieabf the operating results that would have atyuatcurred had the transaction been
consummated on January 1, 2012.

Pro Forma
Year Ended December 31,
(in thousands, except per share amount: 2013 2012
Revenue $532,97¢  $499,83¢
Net income $ 3581« $ 9,02¢
Net income per basic she $ 094 §$ 0.24
Net income per diluted sha $ 09z $ 0.2t
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9. GOODWILL AND OTHER INTANGIBLE ASSETS

As discussed in Note 18 “Geographic Information Eajor Clients”, the Company operates in one regilet segment, business
process solutions, and has two reporting units.

The following table presents the changes in theyoay amount of goodwill:

Year Ended December 31

(in thousands) 2013 2012 2011

Balance as of January 1, $ 20,45 $ 20,45 $ 20,45
Goodwill acquired during the ye 17,01: — —
Balance as of December : $ 37,46 $ 20,45 $ 20,45

Intangible assets are recorded at cost and ardizetbusing the straight-line method over theiimeated useful lives.

Range ol Accumulated
Useful Net book
(in thousands) Lives Cost Amortization value
December 31, 201
Customer related intangibles 4-
9 year: $ 48,63¢ $ (18,31) $30,31"
Technology 39
year: 47,102 (22,879) 24,22¢
Other intangibles 15
year: 4,65¢ (2,630 2,02¢
Total $100,39: $ (43,820 $56,57+
December 31, 201
Customer related intangibl 9 year $ 44,35t $ (13,14 $31,21:
Technology 4-9
year: 43,44¢ (16,437 27,01t
Other intangibles 1-5
year: 2,23¢ (2,239 4
Total $ 90,03¢ $ (31,80) $58,23:

Amortization expense of acquired intangibles wéleceed in the Company’s consolidated statementsgpefations as follows:

Year Ended December 31

(in thousands) 2013 2012 2011
Amortization expense
Cost of revenu $ 6,44: $ 6,18¢ $ 6,28¢
Selling and marketin 5,17¢ 4,92¢ 4,92¢
General and administrati 39¢€ 20 10z
Total amortization expen: $12,01¢ $11,13" $11,31¢
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As of December 31, 2013, future estimated amoitinatxpense is as follows:

(in thousands
2014

2015
2016
2017
2018 and thereaftt

10. ACCRUED EXPENSES

(in thousands)

Partner commissions

Other taxe:

Employee reimbursable expen:
Dividends payabl

Professional services contractor fi
Self-insurance health and dental clai
Professional fee

Shor-term deferred rer

Income taxes payab
Acquisitior-related and merger consideration ct
Restructuring

Other

11. DEFERRED REVENUE

(in thousands)

Software license
Maintenance

Services

Current deferred reveni
Software licensi
Maintenance and servic

Long-term deferred revent

Future estimated
amortization

expense
13,17(

11,33¢

10,97:

9,517

11,58

$ 56,57

December 31

2013 2012
$ 4,10¢ $ 1,72%
6,49: 2,711
1,53¢ 87¢
1,14¢ —
1,997 60z
1,26¢ 1,707
2,37¢ 1,11¢
74C 1,111
1,77( 1,167
1,45¢ —
371 441
5,157 4,07¢
$ 2841 $ 1553

December 31
2013 2012

$ 28,82¢ $ 24,30:
72,71¢ 62,14«
9,341 9,09¢
110,88: 95,54¢
32,727 15,40
1,46¢ 3,31
34,19¢ 18,71¢
$ 145,07 $ 114,26
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12. ACCRUED RESTRUCTURING COSTS

During the fourth quarter of 2013, in connectiothithe Company’s evaluation of its combined faiefitwith Antenna, the Company
approved a plan to eliminate space within oneifgicirhe Company ceased use of this space duriadptlrth quarter of 2013 and recognized
$1.7 million of restructuring expenses, representiiure lease payments and demising costs, rettihated sublease income for this space.

The lease expires in 2021.

A summary of the restructuring activity is as fol

2013 personne

2010 personne 2010 facilities and facilit_ies
(in thousands restructuring restructuring restrug(l:t!unng Total
Balance as of December 31, 2010 $ 2,752 $ 2,11 $ — $ 4,86¢
Restructuring cosl — (62 — (62
Cash payment (2,509) (1,259 — (3,769
Balance as of December 31, 2( 24 80( — 1,04:
Cash payment (249 (359 — (602)
Balance as of December 31, 2( — 441 — 441
Restructuring cosl — — 1,731 1,73
Cash payment — (447) — (447
Other (2) — — (140 (140
Balance as of December 31, 2( $ — $ — $ 1,591 $ 1,591

(1) Includes $34 thousand of severance and relaadfit costs for the reduction of six personneakidundant roles that will be paid by the
end of the second quarter of 20

(2) Reflects the asset initially recorded for tequired below market operating lease terms at aitopri, which was subsequently
restructured and included in restructuring costsvat

December 31

(in thousands) 2013 2012
Reported as

Accrued expense $ 37: $ 44
Other lon¢-term liabilities 1,22( —

$ 1,591 $ 441

13. COMMITMENTS AND CONTINGENCIES
Commitments
The Company leases space for its offices underarmadlable operating leases that expire at vadabss through 2023.
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As of December 31, 2013, the Company’s future mimmnrental payments required under operating leaghsoncancellable terms
in excess of one year were as follows:

(in thousands) Operating
For the calendar yea Leases
2014 $ 11,94°
2015 11,63«
2016 10,99:
2017 9,87t
2018 9,552
2019 & Thereafte 41,43(
$ 95,42

Rent expense under operating leases is recognizadstraight-line basis to account for scheduled ircreases and landlord tenant
allowances. In connection with the Company'’s Idaséts office headquarters, the Company has al¢addenant allowance totaling
approximately $8.4 million, all of which was usettlaeimbursed to the Company as of December 312 2ad will be amortized as a
reduction to rent expense on a straight-line bagés the term of the lease. Total rent expensernupkerating leases was approximately $11.7
million, $14.1 million and $11.4 million for the ges ended December 31, 2013, 2012 and 2011, resgect

Contingencies

The Company is a party in various contractual dispuitigation and potential claims arising in treinary course of business. The
Company does not believe that the resolution afehmatters will have a material adverse effect®financial position or results of operatic

14. STOCKHOLDERS’ EQUITY

(a) Preferred stock

The Company has authorized 1,000,000 shares adrpeefstock, which may be issued from time to timene or more series. The
Board of Directors has the authority to issue theras of preferred stock in one or more seriesstablish the number of shares to be includec
in each series, and to fix the designation, powmeferences and rights of the shares of eachssamni@ the qualifications, limitations or
restrictions thereof, without any further vote atian by the stockholders. The issuance of prefiesteck could decrease the amount of ear!
and assets available for distribution to holdersasimon stock, and may have the effect of delaydedgrring or defeating a change in control
of the Company. The Company had not issued aneslumpreferred stock through December 31, 2013.

(b) Common stock

The Company has 100,000,000 authorized shareswhon stock, $0.01 par value per share, of which@B000 shares were issued
and outstanding at December 31, 2013.

Since 2004, the Company’s Board of Directors hags@ped stock repurchase programs that have audtbtie Company to
repurchase in the aggregate up to $104.5 milliokssafommon stock. Purchases under these prograwesdeen made on the open market.
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The following table is a summary of the Compangpurchase activity under all of the Company’s repase programs for the years
ended December 31:

Year Ended December 31

(Dollars in thousands) 2013 2012 2011

Shares Amount Shares Amount Shares Amount
Prior year authorizations at January 1, $ 14,79t $ 13,96 $ 13,23;
Authorizations 12,16« 6,03¢ 5,59(
Repurchases pa 386,62¢ (212,370 181,80« (5,130 137,42¢ (4,81%)
Repurchases unsettl 3,141 (159 3,39¢ (76) 1,68¢ (49
Authorized dollars remaining as of December $ 14,43 $ 14,79 $ 13,96

(c) Dividends

On May 30, 2006, the Company’s Board of Directgrgraved an ongoing quarterly cash dividend of $@&83share, beginning with
the second quarter ended June 30, 2006. For the grded December 31, 2013 and 2011, the Compatyrele dividends of $0.12 per share
and paid cash dividends of $3.4 million, and $4illian, respectively. The Company declared $0.12gb®re for the year ended December 31
2012, but the Board of Directors authorized thesbration of the fourth quarter dividend otherwissyable in January 2013 to December 2
Therefore, the Company paid $5.7 million in dividenn 2012. It is the Company’s current intentiorpay a quarterly cash dividend of $0.03
per share, however, the Board of Directors may iteata or modify this dividend program at any timghout notice.

(d) Warrants summary

In January 2012, a former stockholder of 1mind @oapon (“1mind”) exercised a warrant to purchagks2 shares of the Company’s
common stock, which was originally issued as pathe consideration for the Company’s acquisitibimind in 2002. In accordance with the
net exercise provisions of this warrant, the Congpaithheld 78 shares of its common stock to cokieraxercise price of the warrant, which
shares were valued at $2,094 based on the avdrsyegeprice of its common stock over the ten censige trading days ending on the third
trading day prior to the exercise date, and isJ886 shares of its common stock. The issuandeesktshares was made in reliance on an
exemption from registration under Regulation D urttie Securities Act of 1933. As of December 31,2and December 31, 2012, there wer:
no warrants outstanding.

15. STOCK-BASED COMPENSATION

The majority of the Company’s stock-based compémsarrangements vest over either a four or fivar ywesting schedule and the
Company’s stock options have a ten-year term. Tdra@any recognizes stock-based compensation usingithble method, which treats each
vesting tranche as if it were an individual grant.

The Company periodically grants stock options asdricted stock units (“RSUs”) for a fixed numbésbares to employees and non-
employee Directors. The exercise price for stodioog is greater than or equal to the fair marledti® of the shares at the grant date. RSUs
deliver to the recipient a right to receive a sfiedinumber of shares of the Company’s common stipadn vesting. Unlike stock options, there
is no cost to the employee at share issuance. dhg@ny values its RSUs at the fair value of its wam stock on the grant date, which is the
closing price of its common stock on the grant diates the present value of expected dividenddheasmployee is not entitled to dividends
during the requisite service period. Upon vestihthe RSUs, the Company withholds shares of comstock in an amount sufficient to cover
the minimum statutory tax withholding obligationsdaissues shares of its common stock for the rangaammount.
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Employees may elect to receive 50% of their tairgegntive compensation under the Company’s Corpdratentive Compensation
Plan (the “CICP”) in the form of RSUs instead o$lealf elected by an employee, the equity amouatjisal in value on the date of grant to
50% of his or her target incentive opportunity,dzhen the employee’s base salary. The number ofsRf8ahted is determined by dividing
50% of the employee’s target incentive opportubigythe fair value of a RSU on the grant date.éttdd, the award vests 100% on the CICP
payout date of the following year for all partiaiia. Vesting is conditioned upon the performanaed@mns of the CICP and on continued
employment; if threshold funding does not occue, élguity grant will be cancelled. The Company cd&rs vesting to be probable on the gran
date and recognizes the associated shased compensation expense over the requisitecegreiiod beginning on the grant date and endil
the vest date.

The Company grants options that allow for the setéint of vested stock options on a net share fasissettled stock options”),
instead of settlement with a cash payment (“cattfedestock options”). With net settled stock optpthe employee does not surrender any
cash or shares upon exercise. Rather, the Compidinlyohds the number of shares to cover the opti@rase price and the minimum statutory
tax withholding obligations from the shares thatldootherwise be issued upon exercise. The settieoferested stock options on a net share
basis results in fewer shares issued by the Company

Share-Based Compensation Plans:
(a) 1994 Long-term Incentive Plan

In 1994, the Company adopted a 1994 Long-Term lieRlan (as amended in 2003, the “1994 Planfyrtvide employees,
Directors and consultants with opportunities tochpaise stock through incentive stock options andquatified stock options. In addition to
options, participants under the 1994 Plan werdldéido receive stock appreciation rights, restcstock and long-term performance awards.
As of December 31, 2013, options to purchase areggte of approximately 5,000 shares of commorksiere outstanding under the 1994
Plan. The Company does not intend to issue anytiaddi options or make any other awards under #81 Plan in the future.

(b) 1996 Non-Employee Director Stock Option Plan

In 1996, the Company adopted a 1996 Non-EmployeecRir Stock Option Plan (the “Director Plan”), whiprovided for the grant to
non-employee Directors of the Company of optiongurchase shares of its common stock. All shartsaaed for issue under this plan have
been awarded. Since 2006, in lieu of granting fuligted options, the Company has granted sharesafmmon stock to its non-employee
directors under the 2004 Long-Term Incentive Péancescribed below. As of December 31, 2013, optiopurchase an aggregate of
approximately 30,000 shares of common stock wetstanding under the Director Plan.
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(c) Amended and Restated 2004 Long-Term IncentivanP

In 2004, the Company adopted a 2004 Long-Term lingeRlan (the “2004 Plan”) to provide employeem#mployee Directors and
consultants with opportunities to purchase stoctiutgh incentive stock options and non-qualifieadtktoptions. In addition to options, eligible
participants under the 2004 Plan may be grantezk gtorchase rights and other stock-based awardsilyr2011, the Company’s stockholders
approved the Pegasystems Inc. Amended and Re&@@dd _ong-Term Incentive Plan (the “Restated 20i@4', which authorized the
issuance of an additional 5,000,000 shares unéepltm and extended the term of the plan to 20@2teS2006, the Company has granted to
each non-employee director of the Company sharesrafmon stock on an annual basis in considerafitimedr board service. For each of
2013, 2012, and 2011 the number of shares graatedch non-employee director was equal to $70M0kled by the fair market value of the
Company’s common stock on the grant date. As oeber 31, 2013, approximately 3,427,000 shares suject to outstanding options and
stock-based awards under the Restated 2004 Plan.

(d) 2006 Employee Stock Purchase Plan

In 2006, the Company adopted a 2006 Employee Raokhase Plan (the “2006 ESPP”) pursuant to wiierCiompany’s employees
are entitled to purchase up to an aggregate 0080Ghares of common stock at a price equal teaat B5% of the fair market value of the
Company’s common stock on either the commencensptal completion date for offerings under the planichever is less, or such higher
price as the Company’s Board of Directors may distairom time to time. Until the Company’s Boarfiirectors determines otherwise, the
Board has set the purchase price at 95% of therfaiket value on the completion date of the offgperiod. As a result, the 2006 ESPP is nol
compensatory and is tax qualified. Therefore, aBaxfember 31, 2013, no compensation expense retagkdres issued under the plan had
been recognized. In October 2012, the Company’sdBofDirectors amended the term of the 2006 ESRAR that it will continue until there
are no shares remaining to be issued under theoplantil the plan is terminated by the Board ofdators, whichever occurs first. As of
December 31, 2013, approximately 138,000 sharebbad issued thereunder.

Shares reserve

As of December 31, 2013, there were approximatglg@L000 shares remaining for issuance for futqretg grants under the
Companys stock plans, consisting of approximately 3,72@ 8i8ares under the Restated 2004 Plan and apptekn3862,000 shares under 1
2006 ESPP. There were no shares available forf@quity grants under the 1994 Plan or the Direetan.

Equity grants, assumptions and activity

During 2013, the Company issued approximately S¥Bghares to its employees under the Company’edissed compensation
plans and approximately 14,000 shares to the ngriesme members of its Board of Directors.
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The following table presents the stock-based comsgtgm expense included in the Company’s cons@dlatatements of operations:

Year ended December 31

(in thousands) 2013 2012 2011
Stoclk-based compensation expen
Cost of service $ 4,08t $ 3,65¢ $ 2,73
Operating expenst 8,78 7,85 6,29
Total stocl-based compensation before 12,86¢ 11,50¢ 9,02¢
Income tax benefi (3,919 (3,699 (2,859

Stock Options

The Company estimates the fair value of stock ogtissing a Black-Scholes option valuation modely Keuts used to estimate the
fair value of stock options include the exercisiegpf the award, the expected term of the optioa expected volatility of the Company’s
common stock over the option’s expected term, idlefree interest rate over the option’s expectrtht and the Company’s expected annual
dividend yield. The amount of stock-based compémsaecognized during a period is based on theevafithe awards that are ultimately
expected to vest. Forfeitures are estimated airtteeof grant and revised, if necessary, in subsetperiods if actual forfeitures differ from
those estimates. Ultimately, the Company recogrttzesictual expense over the vesting period onlyhfe shares that vest. The weighted-
average grant-date fair value for stock optionsigein 2013, 2012, and 2011, was $13.43, $9.4%and1, respectively.

The weighted-average assumptions used in the BBabtloles option valuation model are as follows:

Year ended December 31

2013 2012 2011
Expected volatility (1) 49% 54% 45%
Expected term in years ( 4.t 4.3 5.1
Risk-free interest rate (¢ 1.02% 0.65% 1.1&%
Expected annual dividend yield ( 0.42% 0.52% 0.5¢%

(1) The expected volatility for each grant is detered based on the average of historical dailyepeitanges of the Compasy¢ommon stoc
over a period of time which approximates the exgeciption term

(2) The expected option term for each grant isrd@teed based on the historical exercise behaviengfloyees and post-vesting
employment termination behavic

(3) The risk-free interest rate is based on th&ysé zeroeoupon U.S. Treasury securities for a period thabmmensurate with the expec
option term at the time of grar

(4) The expected annual dividend yield is basetherweightedaverage of the dividend yield assumptions useditions granted during t
applicable period. The expected annual dividerzhised on the expected dividend of $0.12 per sharegjear ($0.03 per share, per
quarter times 4 quarters) divided by the averageksprice.

The Company elected to adopt the alternative tiiansinethod (“short cut method”) in calculating ithieistorical pool of windfall tax
benefits in regards to its share-based compensation
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The following table summarizes the combined stqufiom activity under the Company’s stock optionnddor the year ended
December 31, 2013:

Weighted-
average Aggregate
Weighted-average remaining intrinsic value
Shares contractual
(in thousands exercise price term (in years (in thousands’
Options outstanding as of January 1, 2013 3,89i $ 19.3
Grantec 104 34.4(
Exercisec (78%) 13.5¢
Forfeited/Cancelle: (218) 24.2(
Options outstanding as of December 31, 2 2,99 $ 20.9i
Vested and expected to vest as December 31, 2,52¢ $ 20.2¢ 6.5 $ 73,04¢
Exercisable as of December 31, 2( 1,33 $ 16.3: 45 $ 43,77

The aggregate intrinsic value of stock options eised (i.e., the difference between the markeepaicexercise and the price paid by
the employee at exercise) in 2013, 2012, and 204s1$20.6 million, $8.5 million and $19.4 milliomspectively. The aggregate intrinsic value
of stock options outstanding and exercisable d@&egkember 31, 2013 is based on the difference bettiweclosing price of the Company’s
stock of $49.18 on December 31, 2013 and the eseepice of the applicable stock options.

As of December 31, 2013, the Company had unrecedritock-based compensation expense related tothested portion of stock
options of approximately $7.0 million that is expEetto be recognized as expense over a weighteadge@eriod of approximately 2.3 years.

RSUs

The weighted-average grant-date fair value for R§tdated in 2013, 2012, and 2011 was $32.11, $32r85$30.87, respectively.
The following table summarizes the combined RSWigtfor periodic grants and the CICP under thesfged 2004 Plan for the year ended
December 31, 2013:

Weighted-
Average Aggregate
Shares Grant-Date Intrinsic Value
(in thousands) Fair Value (in thousands)
Nonvested as of January 1, 2( 567 $ 31.1¢
Grantec 17¢ 32.11
Vested (21¢) 30.27
Forfeited (66) 30.81
Nonvested as of December 31, 2( 464 $ 32.04 $ 22,81+«
Expected to vest as of December 31, 2 33 $ 31.9 $ 16,47

The RSUs associated with periodic grants vest fiveryears with 20% vesting after one year andrémeaining 80% vesting in equal
quarterly installments over the remaining four gedpproximately 59,000 RSUs granted in conneactigh the 2013 CICP are expected to
vest 100% in March 2014.
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The fair value of RSUs vested in 2013, 2012, artl2@as $7.3 million, $7.1 million, and $6.4 milliorespectively. The aggregate
intrinsic value of RSUs outstanding and expectedets as of December 31, 2013 is based on theng@sice of the Company’s stock of
$49.18 on December 31, 2013.

As of December 31, 2013, the Company had approgim&®.8 million of unrecognized stock-based congagion expense related to
all unvested RSUs that is expected to be recogrEigexkpense over a weighted-average period of sippately 2 years.

16. INCOME TAXES
Effective tax rate

The components of income before provision for inedaxes are as follows for the years ended Dece8@iber

(in thousands) 2013 2012 2011

Domestic $ 47,05 $ 20,49 $ 1,862

Foreign 9,33 10,44 8,95
Total income before provisic $ 56,39 $ 30,94¢ $ 10,81

The components of the provision for income taxesaarfollows for the years ended December 31:

(in thousands) 2013 2012 2011
Current:
Federa $ 20,277 $12,12¢ $ 11,69¢
State 2,05¢ 971 1,77¢
Foreign 3,02 2,14; 2,501
Total current provisiol 25,35¢ 15,24: 15,97
Deferred:
Federa (6,069 (4,75¢ (13,979
State (634) (870 (2,209
Foreign (30%) (539 913
Total deferred benef (7,009 (6,169 (15,269
Total provision $ 18,35( $ 9,07 $ 70t
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The effective income tax rate differed from thdstiary federal income tax rate due to the following

2013 2012 2011
Statutory federal income tax rate 35.(% 35.(% 35.(%
Valuation allowanct — (3.0 3.C
Transaction cosl 0.4 — —
State income taxes, net of federal benefit anatadits 1.4 (0.9 (4.€)
Permanent difference 1.C 1.7 5.4
Domestic production activitie (3.9 (3.9 (3.6
Federal research and experimentation cre (2.9 0.C (5.3
Tax effects of foreign activitie (1.9 (2.7) 1.7
Tax-exempt incom (0.2) (0.2) (0.3
Provision to return adjustmer 0.€ 0.€ 2.5
Non-deductible compensatic 1.2 1.t 3.C
Provision for uncertain tax positiol 1kt 2.¢ (19.79)
Other (0.2 (1.9 (0.6)
Effective income tax rat 32.% 29.% 6.1%

Deferred income taxe

Deferred income taxes reflect the tax attributabtan effects of temporary differences betweenctreying amounts of assets and
liabilities for financial reporting purposes ane thmounts used for income tax purposes. Significamiponents of net deferred tax assets and
liabilities are as follows:

(in thousands) 2013 2012
Deferred tax asset
Net operating loss carryforwar $ 91,92: $ 61,24¢
Accruals and reserve 19,94¢ 16,52:
Software revenu 7,86: 6,52¢
Depreciatior 4,75 4,88:
Tax credit carryforward 5,35¢ 4,91«
Other (22) (32)
Total deferred tax asse 129,82t 94,06:
Less valuation allowance (36,489 (12,129
Total deferred tax asse $ 93,34: $ 81,93t
Deferred tax liabilities
Intangibles $  (21,31) (22,447)
Total deferred tax liabilitie (21,31) (22,447
Net deferred income tax ass $ 72,03: $ 59,49:
Reported as
Current deferred tax ass $ 11,10¢ $ 10,20:
Long-term deferred income tax ass 60,92t 49,29:

Total deferred income tax

©

72,03 $ 59,49
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The Company regularly assesses the need for atiadwdlowance against its deferred tax assetmdking that assessment, the
Company considers both positive and negative ecilealated to the likelihood of realization of tiheferred tax assets to determine, based or
the weight of available evidence, whether it is elikely-than-not that some or all of the defertaxl assets will not be realized. This
determination requires significant judgment, indghgdassumptions about future taxable income ttebased on historical and projected
information. The $24.4 million net increase in tluation allowance during 2013 primarily relateghe valuation allowance recorded agains
the acquired Antenna federal and foreign net operddsses (“NOLs") that the Company has prelimigatetermined it will not be able to
utilize due to various limitations and restrictiofifie $0.9 million net decrease in the valuatidovence during 2012 primarily relates to the
release of a $1.1 million valuation allowance poengly recorded against NOLs as a result of theratipn of their applicable statute, partially
offset by a $0.2 million valuation allowance reasudagainst certain state tax credits generatedglthie year.

The Company acquired approximately $52 million &68.1 million of federal and foreign NOLSs, respeely, in the Antenna
acquisition. The Company has preliminarily deterithat it may utilize $18.4 million of the acqurAntenna federal NOLs under the
applicable section 382 limitation, and these lossesscheduled to expire through 2032. A valuagitowance is recorded on the deferred tax
assets in excess of the federal NOLs that are diesceverable under the preliminary limitation. kiegard to the acquired foreign NOLs, a
full valuation allowance has been recorded as afed®er 31, 2013 due to uncertainty regarding tladahility of these NOLs to offset future
income generated by the related foreign businehseso limitations under local country change inteol provisions.

As of December 31, 2013, the Company had approgin&t27.5 million of acquired Chordiant federal NSQwhich are subject to
annual use limitations under section 382. Basethose limitations, the Company anticipates usingl$a million of the remaining NOLs by
2029. In addition, the Company has $0.9 milliomeferred tax assets related to state NOLs as oéibeer 31, 2013.

As of December 31, 2013, the Company had availsbl@ million of state tax research and experimémaf'R&E”) credits and $0.5
million of investment tax credits expiring in theays 2014 through 2028.

The Company’s India subsidiary is a developmentezan an area designated as a Special Economie Z&&EZ") and is entitled to a
tax holiday in India. The tax holiday reduces agm@hates income tax in that country and is scheditdeexpire in 2022. For the years ended
December 31, 2013, 2012, and 2011, the effecteirttome tax holiday was to reduce the overallnmedax provision by approximately $0.5
million, $0.5 million, and $0.3 million, respectiye

In 2013, the Company reduced its income tax payayp5.5 million for the tax benefit realized frahe exercise, sale or vesting of
equity awards.

Undistributed earnings of the Company’s foreignssdiaries amounted to approximately $41.4 millisrodDecember 31, 2013. The
Company has not provided any additional federatate income taxes or foreign withholding taxestenundistributed earnings as such
earnings have been indefinitely reinvested in thsr®ess. It is impractical to estimate the amotfitdothe Company could have to pay upon
repatriation due to the complexity of foreign tardit calculations and because the Company corssitteearnings permanently reinvested.
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Uncertain tax benefits and other considerations

A reconciliation of the beginning and ending baksof the total amounts of gross unrecognized ¢aefits is as follows:

(in thousands) 2013 2012 2011
Balance as of January 1, $ 26,31° $ 25,31 ¢ 20,26¢
Additions based on tax positions related to theeniryeal 4,32( 3,85¢ 7,231
Additions for tax positions of prior yea 35C 96¢ 3
Additions for acquired uncertain tax bene 10,26¢ — —
Reductions for tax positions of prior yei (32€) (3,819) (2,18¢)
Balance as of December : $ 40,92 $ 26,31 § 2531

As of December 31, 2013, the Company had approgim&40.9 million of total unrecognized tax bergfibf which $25.2 million
would decrease the Company’s effective tax ratedbgnized. However, approximately $15.7 milliorttedse unrecognized tax benefits relate
to acquired NOLs and research tax credits, whiehsabject to limitations on use. The Company e)p#zt the changes in the unrecognized
benefits within the next twelve months will be apgmately $0.1 million, all of which relate to tlepiration of applicable statute of limitatic
and would reduce the Company'’s effective tax riatedlized.

For the years ended December 31, 2013, 2012, atid #te reductions for tax positions of prior yeaese related to the lapse in the
applicable statute of limitations for the Compantgs years 2009 and earlier.

The Company recognizes interest accrued and pesa#iated to unrecognized tax benefits in thenmetax provision. For the years
ended December 31, 2013 and 2012, the Companymzeuahjinterest expense of approximately $0.3 nmilbmd $0.1 million, respectively. For
the year ended December 31, 2011, the Companynmizeata reduction of interest expense of approxetga0.4 million. For the years ended
December 31, 2013, 2012, and 2011, the Compangaticecognize any significant penalties. As of Deber 31, 2013 and 2012, the
Company had accrued approximately $1.1 million $&d million, respectively, for interest and peiealt

The Company files income tax returns in the U.$l iarforeign jurisdictions. The Company’s 2008 &@d 0 federal income tax
returns are under examination. The Company is @diperot subject to U.S. federal, state, or localforeign income tax examinations by tax
authorities for the years before 2008. With feweptons, the statute of limitations remains opealimther jurisdictions for the tax years 2008
to the present.
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17. EARNINGS PER SHARE

Basic earnings per share is computed using thehtezigaverage number of common shares outstandiiggdine period. Diluted
earnings per share is computed using the weightethge number of common shares outstanding dunmgériod, plus the dilutive effect of
outstanding options, warrants, and RSUs, usingréesury stock method and the average market pfitee Company’s common stock during
the applicable period. Certain shares related noesof the Company’s outstanding stock options, arasrand RSUs were excluded from the
computation of diluted earnings per share becawsewere antidilutive in the periods presented,douild be dilutive in the future.

Year Ended December 31

(in thousands, except per share amount: 2013 2012 2011
Basic
Net income $ 38,04 $ 21,86¢ $ 10,10¢
Weightec-average common shares outstanc 37,97 37,85 37,49
Earnings per share, ba: $ 1.0C $ 0.5¢ $ 0.217
Diluted
Net income $ 38,04 $ 21,86¢ $ 10,10¢
Weighte-average common shares outstant 37,97: 37,85: 37,49t
Weightec-average effect of dilutive securitie
Stock options and warrar 813 777 1,612
RSUs 201 22¢ 29€
Effect of assumed exercise of stock options, wasrand RSU: 1,01¢ 1,00¢ 1,90¢
Weightec-average common shares outstanding, assuming di 38,98 38,85¢ 39,40
Earnings per share, dilut: $ 0.9¢ $ 0.5€ $ 0.2¢€
Outstanding options, warrants and RSUs excludéehpact would be

antidilutive 113 62 32

18. GEOGRAPHIC INFORMATION AND MAJOR CLIENTS

Operating segments are defined as componentseaitarprise about which separate financial infororats available that is evaluated
regularly by the chief operating decision maker@@M”) in deciding how to allocate resources an@ssessing performance.

The Company develops and licenses its softwardigniiand provides consulting services, maintenaaee training related to its
software. The Company derives substantially aitsofevenue from the sale and support of one godigimilar products and services —
software that provides business process solutiotisel enterprise applications market. To assedsrpeance, the Company’s CODM reviews
financial information for two operating segmentsieoh the Company has determined can be aggregaterepresent one reportable segment
business process solutions.
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The Companys international revenue is from sales to clientebdautside of the U.S. The Company derived itsaijyg revenue froi
the following geographic areas:

Year ended December 31

(Dollars in thousands) 2013 2012 2011

uU.S. $ 278,94 55% $ 250,02 54% $ 216,36 52%

Other America: 18,94 4% 27,74, 6% 16,77¢ 4%

United Kingdom 83,13« 16% 87,13¢ 19% 94,33¢ 23%

Other EMEA (1) 82,74 16% 70,58 15% 72,00¢ 17%

Asia Pacific 45,19( 9% 26,22 6% 17,18¢ 4%
$ 508,95 100%  $ 461,71 100% $ 416,67 10%

(1) Includes Europe other than the UK, the Middle East Africa, “Other EMEZ£").

Long-lived assets related to the Company’s U.S.iardnational operations were as follows:

December 31

(Dollars in thousands) 2013 2012

u.S. $ 21,28 74% $ 22,69 7%

India 4,64¢ 16% 5,461 18%

International, othe 3,03( 10% 2,67 9%
$ 28,95: 10% $ 30,82 _100%

There were no clients accounting for 10% or morthefCompany’s total revenue in 2013, 2012, and.20here was one client that
accounted for 10% or more of the Company'’s tradeivables, net, as of December 31, 2013 and oeetas of December 31, 2012, as listed
below. The Company’s financial services, healtheare insurance clients as a group represent disggmi amount of the Company’s revenues
and receivables. However, the Company determiriscctmcentration did not have a material impacit®allowance for sales credit memos a
of December 31, 2013.

December 31

(Dollars in thousands) 2013 2012
Trade receivables, net of allowanc $165,59: $134,06¢
Client A 16%

Client B 10%

Marketable securities are another financial inseotrihat potentially subject the Company to a cotreéion of credit risk. See Note 3
“Marketable Securities” and Note 5 “Fair Value Megaments” for further discussion.

19. EMPLOYEE BENEFIT PLANS

The Company sponsors a 401(k) defined contribugtinement plan for qualifying employees pursuanivhich the Company makes
discretionary matching contributions. Company dbntions under the plan totaled approximately $8ilion in 2013, $2.8 million in 2012,
and $2.5 million in 2011. In addition, the Compdras defined contribution plans for qualifying imational employees and contributions
expensed under those plans totaled approximatelréilion in 2013, $3.2 million in 2012, and $2illion in 2011.
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20. SELECTED QUARTERLY INFORMATION (UNAUDITED)

2013
(in thousands, except per share amount: 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter (1)
Revenue $ 11624 $ 11731 $ 12201 $ 153,38
Gross profit 78,59: 79,43" 83,91 109,60!
Income from operation 12,95 7,05 13,78¢ 24,30:
Income before provision for income tay 12,01¢ 6,657 13,41( 24,30¢
Net income 9,06¢ 4,70z 8,71( 15,56
Net earnings per share, ba $ 02¢  $ 0.1z $ 0.2: $ 0.41
Net earnings per share, dilut $ 0.2 $ 0.1z $ 02z $ 0.4C
(1) Reflects the Compar's acquisition of Antenna on October 9, 20

2012
(in thousands, except per share amount: 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Revenue $ 11116 $ 10505 $ 101,65 $ 143,83
Gross profit 69,63: 65,06¢ 63,99: 105,63t
Income (loss) from operatiol 5,91¢ (2,689 401 27,79(
Income (loss) before provision (benefit) for incotares 5,931 (3,169 32 28,15(
Net income (loss 4,057 (2,267) (331) 20,40¢
Net earnings (loss) per share, bz $ 0.11 $ (0.06) $ (0.0)) $ 0.54
Net earnings (loss) per share, dilu $ 0.1C $ (0.06) $ (0.0)) $ 0.5¢
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ITEM 9. Changes In and Disagreements with Accountants on Aounting and Financial Disclosure

None.

ITEM 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedwwe

Our management, with the participation of our Cligécutive Officer, or CEO, and Chief Financial ioéf, or CFO, evaluated the
effectiveness of our disclosure controls and procesi(as defined in Rules 13a-15(e) and 15d-15{@¢nthe Securities Exchange Act) as of
December 31, 2013. In designing and evaluatinglalosure controls and procedures, our manageraeagnized that any controls and
procedures, no matter how well designed and opraée provide only reasonable assurance of acigeheir objectives, and our
management necessarily applied its judgment inuetialg the cost-benefit relationship of possiblatomls and procedures. Based on this
evaluation, our CEO and CFO concluded that ourl@isece controls and procedures were effective &eckmber 31, 2013.

(b) Management’s Report on Internal Control over f@ncial Reporting.

Our management is responsible for establishingnaaidtaining adequate internal control over finahg@aorting, as such term is
defined in Rules 13a-15(f) and 15d-15(f) underSeeurities Exchange Act. Under the supervisionwitit the participation of our
management, including our CEO and CFO, we conduateslvaluation of the effectiveness of our integuadtrol over financial reporting bas
on the framework itnternal Control—Integrated Framewo(k992) issued by the Committee of Sponsoring Omgdituns of the Treadway
Commission (“COSO").

Our internal control over financial reporting indks policies and procedures that pertain to theteénce of records that, in
reasonable detail, accurately and fairly refleahsactions and dispositions of assets, provid®nedde assurances that transactions are
recorded as necessary to permit preparation ofidiahstatements in accordance with U.S. genesaltepted accounting principles, and that
receipts and expenditures are being made in accoedaith authorizations of our management and Borscand provide reasonable assuranc
regarding prevention or timely detection of unauited acquisitions, use or disposition of our as#ieht could have a material effect on our
financial statements.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Det®mn31, 2013. Based on this
evaluation, our management concluded that we maedeaeffective internal control over financial refiog as of December 31, 2013, based or
criteria inlnternal Control — Integrated Framewo(k992) issued by the COSO.

Deloitte & Touche LLP, our independent registerabdlig accounting firm which also audited our cotdated financial statements,
has issued an attestation report on our internatabover financial reporting, which is included page 41 in Item 8 Financial Statements anc
Supplementary Data.

(c) Changes in Internal Control over Financial Repting.

There have been no changes in our internal coowenl financial reporting (as defined in Rules 13¢fland 15d-15(f) under the
Securities Exchange Act) during the quarter endedehber 31, 2013 that have materially affectedrereasonably likely to materially affe
our internal control over financial reporting.

ITEM 9B.  Other Information

None.
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ITEM 10. Directors, Executive Officers, and Corporate Goverance

Except as set forth below, the information requingdhis Item is contained in our proxy statememtdur 2014 annual stockholders
meeting (the “2014 proxy statement”) under the hegatElection of Directors,” and is incorporatedréim by reference. Information relating to
certain filings on Forms 3, 4, and 5 is containedur 2014 proxy statement under the heading “8edtb(a) Beneficial Ownership Reporting
Compliance,” and is incorporated herein by refegemeformation required by this item pursuant &is 407 (c) (3), 407(d) (4), and 407(d)
(5) of Regulation S-K relating to an audit comnetfenancial expert, the identification of the auctimmittee of our Board of Directors and
procedures of security holders to recommend normsiteeur Board of Directors is contained in the2@foxy statement under the heading
“Corporate Governance” and is incorporated hergirefference.

We have adopted a written code of conduct thati@ppd our Board of Directors and all of our empey, including our principal
executive officer, principal financial officer, pdipal accounting officer, or persons performinmmikir functions. A copy of our code of cond
can be found on our website, www.pega.coMe intend to satisfy the disclosure requirementder Item 5.05 of Form 8-K and under the
applicable the NASDAQ Global Select Market rulespmgting such information on our website in accoogawith such requirements.

EXECUTIVE OFFICERS
The names of our executive officers and certaiarintion about them are set forth below as of Fafyrt, 2014:

Alan Trefler,age 57, a founder of Pegasystems, serves as Ctaefifive Officer and Chairman and has been a Qiresthce we
organized in 1983. Prior to 1983, he managed ariretdc funds transfer product for TMI Systems Guogtion, a software and services
company. Mr. Trefler holds a B.A. degree in Econmyand Computer Science from Dartmouth College.

Rafeal Brown age 45, joined Pegasystems in October 2013 a&f Eimancial Officer, Chief Administrative Officand Senior Vice
President. From 2004 to 2013, Mr. Brown served &eraior Vice President of Finance, treasury andaa$alesforce.com, a leading provider
of cloud computing software applications. From 1892004, Mr. Brown worked at Cisco Systems, ailgg@rovider of networking
technologies. Mr. Brown is a certified public acntant and holds a B.S. in accounting from South#eah University and a Masters in
accounting from Brigham Young University.

Efstathios Kouninis age 52, joined Pegasystems in April 2008 as Piasident of Finance. In May 2008, the Board o&Btiors
appointed Mr. Kouninis as the Company’s Chief Aatting Officer. From February 2006 to April 2008, .NKouninis served as Chief
Financial Officer and Treasurer of Tasker Prod@sporation, a publicly traded manufacturer of mittrobial chemicals. From November
2004 to February 2006, Mr. Kouninis served on ttedf®f the Division of Corporation Finance of tble S. Securities and Exchange
Commission. Mr. Kouninis holds a Post Baccalaureafsccounting, a M.S. in taxation from Bentley &gle, and a B.S. from the University
of Massachusetts.

Douglas Kra, age 51, joined Pegasystems in November 2004 @sRfiesident of Global Services. From 2002 to 204 Kra served
as Vice President at eLoyalty Corp., a consultiogpany specializing in customer relationship mansg. From 2000 to 2001, Mr. Kra
served as President of Zefer Corp., an internedwting firm. Prior to Zefer, Mr. Kra spent ten yeat Cambridge Technology Partners Inc. ir
a variety of senior roles. He holds a B.A. in Comepiscience from Brandeis University and an M.BrAfinance from the New York
University Stern School of Business.
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Michael Pyle, age 59, joined Pegasystems in 1985 and has sasv@dnior Vice President of Product DevelopmertesAugust 200(
Including his positions with Pegasystems, Mr. Pylafofessional background encompasses almost yfgdss of software development and
managerial experience throughout Europe and theMr.SPyle completed his B.C.S. specializing in Quiter Science and Systems
Programming at the Civil Service College in London.

Leon Trefler, age 53, joined Pegasystems in April 1998 as aoéat Executive for Strategic Business Developm@inice then he
has held various senior sales management posdimoss the Company and in Channel Sales. In 2@0umched the commercialization of
PRPC. From April 2007 to January 2010, Mr. Treflerved as Vice President of Sales, North Americhiadanuary 2010, Mr. Trefler was
promoted to Senior Vice President of Sales. Mrfl&rénolds a B.A. degree from Dartmouth College.

Alan Trefler and Leon Trefler are brothers. Thener@o other family relationships among any of oxgaeitive officers or Directors.

ITEM 11. Executive Compensatior

The information required by this item is contairiedhe 2014 proxy statement under the headingsetiiir Compensation”,
“Compensation Discussion and Analysis”, and “Exa@u€ompensation” and is incorporated herein bgnazice.
ITEM 12.  Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter

Information required by this item with respect tock ownership of certain beneficial owners and aggment is contained in the 2(
proxy statement under the heading “Security OwnprshCertain Beneficial Owners and Management” enidcorporated herein by
reference.
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Equity Compensation Plan Information

The following table provides certain informationtvrespect to our equity compensation plans incetis of December 31, 2013:

(In thousands, except per share amount: @ (b) c

Number of shares a Number of shares o

common stock to be Common stock

Remaining available

issued upon Weighted-average
exercise exercise price per share (
of outstanding For future issuance
stock options and outstanding (excluding those in
vesting of RSUs (3) stock options (4) Column (a)) (5)
Equity compensation plans
approved by stockholders ( 3,422 $ 20.8¢ 4,08¢
Equity compensation plans not

1)

(2)

approved by stockholders ( 40 $ 26.81 —

Our equity compensation plans include the Aneeingind Restated 1994 Long-Term Incentive Plan‘{t8@4 Plan”), the 1996 Non-
Employee Director Stock Option Plan (the “Dired®an”), the Amended and Restated 2004 Long-Terreritiee Plan (the “Restated
2004 Plan™), and the 2006 Employee Stock Purchised® amended, (the “2006 ESPP”). Our stockholgiengously approved each of
these plans and all amendments that were subjstbdkholder approval. In addition to the issuamnfcgtock options, the 1994 Plan
allowed for the issuance of stock appreciationtdgtestricted stock, and long-term performancerdsvalhe Company does not intend tc
issue any additional options or make any other dsvander the 1994 Plan or the Director Plan irfuhgre. In addition to the issuance of
stock options, the Restated 2004 Plan allows figiuance of stock purchase rights and other $taskd awards, including RSUs. See
Note 15"Stock-Based Compensation” included in the notethéoaccompanying audited consolidated financakstents for further
information and description of our equity compeiwaplans.

These stock options were assumed in connegtithnour acquisition of Chordiant and were origlgaranted under the Chordiant
Software, Inc. 2005 Equity Incentive Plan (the “80®lan”), the Chordiant Software, Inc. 2000 Nongtatty Equity Incentive Plan (the
“2000 Plan”), the Chordiant Software, Inc. Amended Restated 1999 Non-Employee Director Stock @tian (the “1999 Director
Plan”), and the Prime Response Group, Inc. 1998kSdptions/Stock Issuance Plan (the “1998 PrimepBese Plan”) (collectively, the
“Chordiant Plans”). No additional awards were oyrba granted under the Chordiant Plans followirggdhate of acquisition. These plans
were not approved by our stockholders since thay wdopted at the date of acquisition. In connaatigh our acquisition of Chordiant,
all outstanding equity awards issued under the @iaot Plans with an exercise price of $6.00 or lowere assumed by us and converte
into the right to receive 0.13 shares of Pegasystmmmon stock for every one share of Chordiantnsomstock covered by such
awards. All other outstanding equity awards issureder the Chordiant Plans were cancel

The 2005 Plan was approved by Chordiasstockholders and provided for the grant of iniwergtock options, nonstatutory stock optic
stock purchase awards, RSAs, RSUs and other fofeguity compensation. Awards granted under thésZ@@n generally expire four
ten years after the grant date and generally beexmeeisable over a period of two to four yearshwither yearly or monthly vesting.
The 2000 Plan provided for the grant of nonstagyusbock options, restricted stock and stock bontsesnployees. Generally, awards
under the 2000 Plan vest over a period of fouryeaequal monthly installments with 25% of thersisavesting after one year, and the
remainder vesting in equal monthly installmentsrafie remaining three years. The 1999 Director Blawided directors to be issued a
single grant at each year’s annual meeting of tinekbolders equal to a number of shares of resttistock equal to $100,000 divided by
the fair market value of Chordiasttommon stock on the date of the annual meetingsd shares of restricted stock generally veshe
earlier of the next Chordiant annual meeting ofveenonths from the date of grant. The 1998 Prirasg®nse Plan provided for the
grant of stock options, common stock and stock besuio employees, non-employee directors, and ttantior other independent
advisors who provided service to Prime Responserdsvgranted under this plan had a maximum expiratf ten years.
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(3) The number of shares of common stock issued epercise of vested stock options and vestingSii&will be less than 3,462,000
because of the “net settlement” feature of moshesge stock options and RSUs. This feature en#idesmployee to satisfy the cost to
exercise (in the case of stock options) and, ifiapgple, taxes due (in the case of stock optiomsR8US) by surrendering shares to the
Company based on the fair value of the sharesatxtbrcise date (in the case of stock optionsgsting date (in the case of RSUs),
instead of selling all of the shares on the operketao satisfy these obligations. The settleméniested stock options and vested RSUs
on a net share basis will result in fewer sharesad by the Company. During 2013, stock optionR8td holders net settled stock
options and RSUs representing the right to purchasgal of 861,000 shares, of which only 432,0@0anssued to the stock option and
RSU holders and the balance of the shares wererslered to the Company to pay for the exercise il the applicable taxe

(4) The weighted-average exercise price does Retitdo account the shares issuable upon vestiogtstanding RSUs, which have no
exercise price

(5) Includes approximately 362,000 shares remainingabta for issuance as of December 31, 2013 urideR006 ESPF

ITEM 13.  Certain Relationships and Related Transadbns, and Director Independence
The information required by this item is contairiedhe 2014 proxy statement under the headingsta@eRelationships and Related
Transactions” and “Determination of Independenc®t & incorporated herein by reference.

ITEM 14.  Principal Accounting Fees and Services

The information required by this item is contairiedhe 2014 proxy statement under the heading ieddent Registered Public
Accounting Firm Fees and Services” and is incorigal&erein by reference.

PART IV

ITEM 15.  Exhibits, Financial Statement Schedules
(a) The following are filed as part of this AnniRéport on Form 10-K:

(1) Financial Statements

The following consolidated financial statementsiagtuded in Item 8:

Page
Consolidated Balance Sheets as of December 31,&01301: 42
Consolidated Statements of Operations for the ye@ded December 31, 2013, 2012, and - 43
Consolidated Statements of Comprehensive Incomss{Lfor the years ended December 31, 2013, 20822@Hhl 44
Consolidated Statements of Stockhol’ Equity for the years ended December 31, 2013, 284@ 2011 45
Consolidated Statements of Cash Flows for the yeailed December 31, 2013, 2012, and - 46

(b) Exhibits
The exhibits listed in the Exhibit Index immedigtereceding such exhibits are filed as part of Ansual Report on Form 10-K.
(c) Financial Statement Schedules

All financial statement schedules are omitted bseahe required information is not present or mesent in sufficient amounts to require
submission of the schedule or because the infoomagireflected in the consolidated financial stegats or notes thereto.
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Signatures

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

PEGASYSTEMS INC

B /sl RAFEAL E. BROWN
Y

Rafeal E. Brown
Chief Financial Officer, Chief Administrative Offier and Seniol
Vice President
(principal financial officer)

Date: February 25, 2014

Pursuant to the requirements of the Securities Exange Act of 1934, this Annual Report on Form 10-K &s been signed below on
February 25, 2014 by the following persons on beHabf the Registrant and in the capacities indicated

Signature Title
/s/ ALAN TREFLER Chief Executive Officer and Chairman
Alan Trefler (principal executive officer
/s RAFEAL E. BROWN Chief Financial Officer, Chief Administrative Offic and Senior Vice
Rafeal E. Brown President
(principal financial officer’
/sl EFSTATHIOS KOUNINIS Vice President of Finance and Chief Accounting €fi
Efstathios Kouninis (principal accounting officel
/s/ RICHARD JONES ) ) )
Richard Jones Vice Chairman and Directc
/sl PETER GYENES )
Peter Gyenes Director
/s STEVEN KAPLAN )
Steven Kaplan Director
/s/ JAMES O’'HALLORAN )
James C Halloran Director
/sl LARRY WEBER )
Larry Weber Director
/s/ WILLIAM WYMAN )
William Wyman Director

79



Table of Contents

Exhibit No.

2.1

2.2

3.1

3.2

4.1

10.1++

10.2++

10.3

10.4

10.5

10.6

10.7++

10.8++

10.9++

10.10

10.11++

10.12

EXHIBIT INDEX

Description

Agreement and Plan of Merger, dated as of Marct2@40, by and among Pegasystems Inc., Maple Leafiition Corp.
and Chordiant Software, Inc. (Filed as Exhibit & the Registrant’s March 15, 2010 Form 8-K anaiporated herein by
reference.

Agreement and Plan of Merger, dated as of Octop2093, by and among Pegasystems Inc., Aries M&ger Inc., Antenna
Software, Inc. and Shareholder Representative &=\iLC, solely in its capacity as representativBtockholders
thereunder. (Filed as Exhibit 2.1 to the Regis’s October 11, 2013 Forn-K and incorporated herein by referenc

Restated Articles of Organization of the Registamd Amendment thereto. (Filed as Exhibit 3.1 toRegistrans 2012 Forr
1C-K and incorporated herein by referenc

Amended and Restated Bylaws of Pegasystems Ided(& Exhibit 3.1 to the Registrant's December204,3 Form 8-K and
incorporated herein by referenc

Specimen Certificate Representing the Common Sigdled as Exhibit 4.1 to the Registrant’'s Registra Statement on
Form &1 (Registration No. 3:-03807) or an amendment thereto and incorporatesirhby reference.

Amended and Restated 1994 Long-Term Incentive Raied in the Registrant’s Proxy Statement for2@93 annual
stockholders meeting and incorporated herein lgreece.

1996 Non-Employee Director Stock Option Plan. (@ile the Registrant’s Proxy Statement for its 2@8@ual stockholders
meeting and incorporated herein by referer

Lease Agreement dated February 26, 1993 betwedRdbistrant and Riverside Office Park Joint Vent(@ifded as Exhibit
10.13 to the Registrant’s Registration Statemerftanmn S-1 (Registration No. 333-03807) or an amesrtrthereto and
incorporated herein by referenc

Amendment Number 1 to Lease Agreement dated Augyst994 between the Registrant and Riverside ©ffiark Joint
Venture. (Filed as Exhibit 10.14 to the RegistrauRegistration Statement on Form S-1 (Registration333-03807) or an
amendment thereto and incorporated herein by meter§

Amendment Number 8 to Lease Agreement dated Jyl2@12 between the Registrant and NOP Riverfror@ L{Filed as
Exhibit 10.23 to the Registre’s 2002 Form 1-K and incorporated herein by referenc

Letter Amendment to Lease Agreement dated Jul302 between the Registrant and NOP Riverfront L{E@ed as Exhibi
10.24 to the Registre’s 2002 Form 1-K and incorporated herein by referenc

Amended and Restated 2004 Long-Term Incentive leiatied May 18, 2011 (Filed as Appendix A within Begistrant’s
2011 Proxy Statement, filed May 23, 2011 and inocaged herein by referenc

Form of Employee Stock Option Agreement, as amelndedecember 15, 2009. (Filed as Exhibit 10.8 ®Rkegistrant’s
2009 Form 1-K and incorporated herein by referenc

Form of Restricted Stock Unit Agreement, as amermeBecember 15, 2009. (Filed as Exhibit 10.9 soRegistrant’s 2009
Form 1(-K and incorporated herein by referenc

Form of Non-Employee Director Stock Option AgreeméRiled as Exhibit 10.2 to the Registrant’s Segter 30, 2004 Form
1C-Q and incorporated herein by referen:

Offer Letter between the Registrant and Dougl&gd. dated October 19, 2004. (Filed as Exhibit 1a®the Registrant’s
2004 Form 1-K and incorporated herein by referenc

Form of Director Indemnification Agreement. (Filad Exhibit 99.1 to the Registrant’s April 11, 208&m 8-K and
incorporated herein by referenc
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Exhibit No.

10.13++

10.14

10.15++

10.16

10.17

10.18

10.19++

10.20++

10.21++

10.22++

10.23++

10.24++

+21.1
+23.1
+31.1
+31.2
+32

EXHIBIT INDEX—(CONTINUED)

Description

Compensation program for members of the Regissdard of Directors, effective May 30, 2006. (Dlethin Registrant’s
June 5, 2006 Form-K and incorporated herein by referenc

Amendment Number 10 to Lease Agreement dated 3ylg@6 between the Registrant and NOP Riverfra@.L(Filed as
Exhibit 10.1 to the Registre's September 30, 2006 Form-Q and incorporated herein by referens

Amendment to Stock Option Agreement between thaesRegt and Richard H. Jones dated December 2%.ZB0ed as
Exhibit 99.1 to the Registre's January 4, 2007 Forn-K and incorporated herein by referenc

Amendment Number 11 to Lease Agreement dated &snaf 11, 2008 between the Registrant and NOP RiverfLC.
(Filed as Exhibit 10.2 to the Registr's June 30, 2008 Form -Q and incorporated herein by referen:

Form of Tender and Voting Agreement by and amorgpBgstems Inc., Maple Leaf Acquisition Corp. arglitidividuals
listed on the signatures pages thereto, dated isuath 14, 2010 (Filed as Exhibit 10.1 to the Regig’'s March 15, 2010
Form ¢-K and incorporated herein by referenc

Lease Agreement, dated June 29, 2011 between GliRat One, LLC and Pegasystems Inc. for premis@s@ Charles Pa
(Filed as Exhibit 99.1 to the Registr's Form +-K/A filed on July 6, 2011 and incorporated hereynréference.

2012 Section 16 Officer/FLT Member Corporate InsenCompensation Plan. (Filed as Exhibit 99.1 ®Registrant’s
February 22, 2012 Forn-K and incorporated herein by referenc

2012 Section 16 Executive Officers Base SalariesTanget Bonus Payments. (Filed as Exhibit 99 th¢oRegistrant’s
February 22, 2012 Forn-K and incorporated herein by referenc

2006 Employee Stock Purchase Plan, as amendedtobhed@5, 2012. (Filed as Exhibit 10.24 to the Regnt's 2012 Form
1C-K and incorporated herein by referenc

2013 Section 16 Officer/FLT Member Corporate InsenCompensation Plan. (Filed as Exhibit 99.1 ®Registrant’s
February 21, 2013 Forn-K and incorporated herein by referenc

2013 Section 16 Executive Officers Base SalariesTarget Bonus Payments. (Filed as Exhibit 99 th¢oRegistrant’s
February 21, 2013 Forn-K and incorporated herein by referenc

Offer Letter between Pegasystems Inc. and Rafeatdwn dated August 28, 2013. (Filed as Exhibitl9®.the Registrant’s
September 4, 2013 Forn-K and incorporated herein by referenc

Subsidiaries of the Registra

Consent of Independent Registered Public Accourting—Deloitte & Touche LLP

Certification pursuant to Exchange Act Rules-14 and 15-14 of the Chief Executive Office

Certification pursuant to Exchange Act Rules-14 and 15-14 of the Chief Financial Office

Certification pursuant to 18 U.S.C. Section 135¢hef Chief Executive Officer and the Chief FinahC¥#icer.
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EXHIBIT INDEX—(CONTINUED)

Exhibit no. Description

101.INS ** XBRL Instance documen

101.SCH** XBRL Taxonomy Extension Schema Docume
101.CAL** XBRL Taxonomy Calculation Linkbase Docume
101.DEF** XBRL Taxonomy Extension Definition Linkbase Docurhe
101.LAB** XBRL Taxonomy Label Linkbase Docume

101.PRE** XBRL Taxonomy Presentation Linkbase Docum:

++ Management contracts and compensatory plan orgema@nts required to be filed pursuant to Item 16{form 1(-K.
+  Filed herewitt

**  Submitted electronically herewith Attached ashiibit 101 to this report are the following formattim XBRL (Extensible Business
Reporting Language): (i) Consolidated Balance $hagiof December 31, 2013 and December 31, 201€ofisolidated Statements of
Operations for the years ended December 31, 2@2 and 2011, (iii) Consolidated Statements of Cangnsive Income (Loss) for the
years ended December 31, 2013, 2012 and 201X dn3olidated Statements of Stockhol’ Equity (v) Consolidated Statements of
Cash Flows for the years ended December 31, 2@12, @nd 2011, and (vi) Notes to Consolidated FiizuStatements
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Name of Subsidiary

SUBSIDIARIES OF PEGASYSTEMS INC.

State or Jurisdiction of Entity

Exhibit 21.1

Antenna Acquisition Corf

Antenna Canada, In

Antenna Dexterra Asia Pacific PTY Lt
Antenna Dexterra, Inc

Antenna Dexterra International, Ir
Antenna Software India Private Li
Antenna Software, LL(

Antenna Vaultus Holdings, In
Antenna Vaultus, Inc

Antenna Volantis Ltd

Antenna Volantis Mobile Systems Private L
Antenna Volantis, Inc

Chordiant Software Europe Limite
Chordiant Software International B
Chordiant Software International Limitt
Pegasystems Al

Pegasystems Bermuda Limit
Pegasystems B

Pegasystems Canada |

Pegasystems France, S.A.R
Pegasystems Gmb

Pegasystems Investment |i

Pega Japan K.k

Pegasystems Limite

Delaware
Canade
Australia
Delaware
Delaware

India

Delaware
Delaware
Delaware
United Kingdom
India

Oregon

United Kingdom
Netherlands
United Kingdom
Switzerland
Bermuds
Netherland:
Canade

France
Germany
Massachusetf
Japar

United Kingdom

Pegasystems Mauritit Mauritius
Pegasystems Pte Limit Singapore
Pegasystems PTY Limite Australia
Pegasystems Rus LL Russia
PEGASYSTEMS Software (Beijing) Co., Limitt China
Pegasystems Sp. Z o Poland
Pegasystems Spain, S Spain
Pegasystems Worldwide Ir Massachuset!
Pegasystems Worldwide India Private Limi India

RPA Antenna Inc

New Jerse)



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference iniRegion Statement No. 333-09305, 333-53746, 33838, 333-104788, 333-116660, 333-
135596, 333-166287, 333-166544 and 333-176810 am Sa8 of our reports dated February 25, 2014tingdo the financial statements of

Pegasystems Inc., and the effectiveness of Pegasysnhc.’s internal control over financial repogtimppearing in this Annual Report on Form
10-K of Pegasystems Inc. for the year ended Decethe2013.

DELOITTE & TOUCHE LLF

Boston, Massachusetts
February 25, 2014



Exhibit 31.1
CERTIFICATION

[, Alan Trefler, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Pegasystems Inc

Based on my knowledge, this report does notadominy untrue statement of a material fact or dongtate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememtg,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and procedoreaused such disclosure controls and procedoitas designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to us
by others within those entities, particularly dgrie period in which this report is being prepa

b) designed such internal control over financiglorting, or caused such internal control over fgiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in the temi$'s internal control over financial reportirtgat occurred during the registrathos
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registré's internal control over financial reporting; &

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weases in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmnhcial information; ant

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Dated: February 25, 2014

/ s/ ALAN TREFLER
Alan Trefler
Chairman and Chief Executive Officer
(principal executive officer)




Exhibit 31.2
CERTIFICATION

I, Rafeal E. Brown, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Pegasystems Inc

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dondttate a material fact necessary to
make the statements made, in light of the circuntstsunder which such statements were made, nisadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13z15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and procedoresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us
by others within those entities, particularly dgrie period in which this report is being prepa

b) designed such internal control over financiaglorting, or caused such internal control over faialhreporting to be designed under
our supervision, to provide reasonable assurargaadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) evaluated the effectiveness of the registradiSslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) disclosed in this report any change in the tegi$'s internal control over financial reportirftat occurred during the registrathos
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably
likely to materially affect, the registré's internal control over financial reporting; &

The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and material weas®s in the design or operation of internal corvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refjmnhcial information; ani

b) any fraud, whether or not material, that invelmeanagement or other employees who have a sigmiffole in the registrant’s
internal control over financial reportin

Dated: February 25, 2014

/ s/ RAFEAL E. BROWN
Rafeal E. Brown
Chief Financial Officer, Chief Administrative Offic er
and Senior Vice President
(principal financial officer)




Exhibit 32

CERTIFICATION PURSUANT TO SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Pegasystams(the Company) on Form X0for the year ended December 31, 2013 as filetd
the Securities and Exchange Commission on thelgatof (the “Report”)Alan Trefler, Chairman and Chief Executive OfficérPegasysterr
Inc., and Rafeal E. Brown, Chief Financial OfficEhief Administrative Officer, and Senior Vice PdEnt of Pegasystems Inc., each certifies,
pursuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbanes-Oxley Act @22@hat:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the
Company.

/ s/ ALAN TREFLER
Alan Trefler
Chairman and Chief Executive Officer
(principal executive officer)

/ s/ RAFEAL E. BROWN
Rafeal E. Brown
Chief Financial Officer, Chief Administrative Offic er
and Senior Vice President
(principal financial officer)

Dated: February 25, 20:



